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VIRGINIA 

BEFORE THE STATE CORPORATICN COM-1ISSION 

APPLICATION 
OF 
LAKE OF THE i-roos UI'ILITY ca.1PANY 
For an Increase in Rates for 
Sever Service en an Emergency Basis. 

-Lake of the Wocrls Utility Carpany (the Carpany) respectfully 

sh0t.1s: 
/ 

1. It is a Virginia public service canpany providing water 

and ,sever service in the Lake of the Wocrls develcprnent in Orange Ca..mty, 

Virginia. 

2. Its investment in plant applicable to sever service, plus 

worKing capital and materials and supplies, at December 31, 1979, was 

$1,865, 733. Its net cperating· incane fran such service during the 

twelve mooths then ended was a loss of $205,698. Additiooal revenues 

are i: accordingly, urgently needed to prevent wasting of the assets of 

the !Canpany and to permit it to continue to render service. 

3. An increase in the moothly charge to residential custaners 

fran $8 to $24 will increase gross revenues (oo the basis of 1979 re-

sults of cperations) by $147,648. Reductioo in net cperating loss, 

hayever ,- will be reduced cnly to $99,044 due to a projected increase in 

cpe~ating expenses. This increase will not result in a rate of return 

oo ~ate base for sever cperatioos, nor will interest of allccated debt 

be covered. 

i. 0 



4. An increase in the sewer camection fee and the sewer 

installation fee fran $785 to $1,050 and $285 to $400 respectively, will 

allCMT the Canpany to barely cover its actual cost for installation (on 

the basis of 1979 results). This increase will not result in a rate of 

return to the Canpany. 

5. An increase in the turn-on charge fran $1.50 to $5.00 will 

allCMT the Canpany to cover the cost incurroo for such services. 

6. A revision of Rule No. 11 (H) in the Rates, Rules and 

Regulatiens to allCMT the Canpany to bill service custaners bi-monthly in 

arrears as an alternative to the presently allCMToo monthly, quarterly, 

and semi-annual billing pericrls. 

7. An emergency exists. Such prcposoo rates will provide 

revenues not in excess of the actual costs incurroo by the Canpany in 

serving its custaners and will not prcrluce a positive return on its 

rate base. Such prcposoo rates contain reascnable classificaticn of 

custaners. 

8. A prc:posoo tariff is filoo herewith as Exhibit A. 

The Canpany, therefore, requests that this matter be set dCMTn 

for pranpt public hearing and that a terrporary increase in rates in the 

am0.1nt requestoo .be authorizoo under §56-245 of the Ccrle of Virginia, 

the Canpany being preparoo to file the requiroo bend. -

Datoo: June 12, 1980 

Respectfully submittoo, 

r>~?~oo 
~~;~================--

UTILITY CCMPANY 

President 
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I.AKE OF THE hillDS UTILITY CCX,1PANY EXHIBIT A-1 

SCHEDULE NO. 1 

i 
MEI'ER RATES 

I 

Applicable in all territory served by the Canpany. 

AVA.LIABILITY OF SERVICE: 

Available to all metered custaners other than custaners 
purchasing water for resale. i 

WATEiR RATE: 

For the first 

For all over 

SEWE;RAGE RATE: 

Galloos Per 

Moo th 

12,000 

12,000 
I 

I 

Quarter 

36,000 

36,000 

Rate Per 

1,000 Galloos 

• 50 

.45 

The moothly se.-1erage service charge shall be 90% of the 
charge for water for carnnercial custaners and $24.00 per mc:nth for 
residential custaners. 

MINl;MUM CHARGES: 

No bill will be ren9ered for less than the minimum charge of 
$4.00 per mcnth for water and/$24.00 per mc:nth for se.-1erage for each 
separate living unit oo the premises served. 

I 
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EXHIBIT A-2 

RULE NO. 3 - SERVICE CONNB:TIONS: 

(a) Before a water service ccnnecticn is provided, the amer of 
the premises to be supplied, or his duly authorized re­
presentative, shall make applicaticn for water service upcn 
form prescribed by the canpany. Upcn approval of the ap­
plicaticn, the Canpany will install the service ccnnecticn 
form the main in the street to the meter box, and will charge 
for the installatioo a coonecticn fee of $385. The availab­
ili ty fee will terminate as of the end of the month in which 
the ccnnecticn is made. 

(b) Before a sewerage service ccnnecticn is provided, the amer 
of the premises to be supplied, or his duly authorized re­
presentative, shall make applicaticn for sewerage service 
upcn forms prescribed by the Canpany. No applicaticn for 
sewerage service shall be approved for a premises for which 
an applicaticn for water service has not first been approved. 
Upcn approval of the applicaticn, the Caypany will install 
the service cconection, including cc:nverting equipment, fran 
the sewage collecticn main to the fOJndaticn of the custaner's 
ha.ise or, if ccnverting equipment is available to the premises, 
fran the converting equipment to the fa.indaticn of the custan­
er' s hOJse, and will charge a ccnnecticn fee of $1,050 and a 
line installaticn fee of $400. The availability fee will 
terminate as of the end· ·of the mooth in which the ccnnecticn 
is made. Every custaner upcn those premises ccnverting equip­
ment is lccated shall perrni t other ccnnecticns to such equip­
ment withOJt canpensation. 

(c) The Canpany will not be cbligated to provide a water or 
sewerage service ccnnectioo, hONever, until the amer of the 
premises to be supplied has paid the availability fees which 
wa.ild have been payable by such amer under Rule No. 2 had 
he been cbligated by ccntract or deed restricticn to pay such· 
fees, whether or not he was so cbligated. · 

(d) The Caypany will maintain and replace when necessary all water 
service ccnnecticns fran the main in the street to the meter 
and all sewerage service ccnnections fran the main in the 
street to the ccnverting equipment. 

(e) The Canpany will make all ccnnectioos to its mains and will 
specify the size, kind and quality of all material$ entering 
into the service ccnnecticn. 

( f) The corporatioo ccck, meter ccck, meter box and service pipe 
fran the water main to the meter box laid at right angles to 
the main and the service pipe (including cooverting equipment) 
fran the sewerage main to the custaner's h01se will be 
furnished and installed by and shall remain the prcperty·of 
the Canpany and under its sole ccntrol and jurisdiction • 

..__ ______________________ ____c__ - - --
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EXHIBIT A-2 

RULE NO. 3 - SERVICE CONNEX:TIONS: - Cootinued 

(g) - These rules and regulatioos shall not apply to service of 
a terrporary nature. Such services of a terrporary nature 
shall be installed, maintained, replace, and removed at the 
expense of the a-mer, but such installatioos shall be subject 
to approval by the Carpany. 

5 



EXHIBIT A-3 

RULE NO. 10 - TURN--ON CHARGE: 

(a) When it has been necessary to disccntinue water or sewerage 
service to any premises because of a violaticn of these 
Rules and Regula ti ens, or because of ncn-payment of any bill, 
a charge of Five Dollars ($5.00) may be made for turning en 
the water or providing sewerage service. This charge, to­
gether with any arrears that may be due the Canpany for 
charges against the custaner, must be paid before the water 
or sewerage service will be resumed. 

(b) If at the time of such disccntinuance of service for ncn­
payment of bill, the custaner does not have a deposit with 
the Canpany, the Canpany may require a deposit as a guarantee 
of the payment of future bills, as set forth in Rule No. 8, 
before service will be resumed. · 

6 



EXHIBIT A-4 

RULE) NO. 11 - BILLS FOR WATER AND SEWERAGE SERVICE: 

{a) Custaners are responsible for furnishing the Canpany with 
their correct address. Failure to receive bills will not be 
considered an excuse for noo-payment nor·permit an extensioo 
of the date when the acccunt will be coosidered delinquent. 

{b) If-bills are to be sent to an address other than the premises 
served., the Canpany shculd be notified in writing by the 
custaner of any change of address. 

{c) If requested in writing by the custaner, the Canpany will 
send bills to and will receive payments fran agents or 
tenants. Havever, this accanma::'latioo will in no way relieve 
the custaner of the liability for all charges, and the Canpany 
shall not be cbligated to notify the custaner of the noo­
payment of bills by such agents or tenants. 

7 

{d) · Payments shall be made at the office of the Carpany or at ~ 
such other places conveniently lccated as may be designated 
by the CarPanY. 

{e) The Canpany reserves the right to correct any bills rendered 
in error as to the service supplied. 

{ f) Each "Premises" as described in Rule No. 1 shall be billed 
separately for seryice. 

{g) If the meter shculd fail to register for any reasoo, or if 
the meter reader shculd be unable to gain admittance to the 
premises at the time the meter is due to be read, an estimated 
bill will be submitted. Such bill shall be based oo an 
average of the coosumptioo shavn by three (3) previcus c01-
secuti ve billing peria::'ls, or, in the case of a new custaner, 
where previcus coosumptioo cannot be so used for canputing 
average coosumptioo, reasonably estimated coosumptioo shall 
be utilized. 

{h) Bills for availability fees or service shall be rendered 
moothly, bi-monthly, quarterly or semi-annually in arrears. 



COMMONWEALTH OF VIRGINIA 

Document Control Cen~~TE coRPoRAnoN coMMiss10N 

., ~ 36 r~' •sn 
~UG '1 '- I AT RICHMOND, AUGUST 4,1980 

APPLICATION OF 

LAKE OF THE WOODS UTILITY COMPANY CASE NO. PUE80008l 

-To revise its tariffs 

ORDER REVISING INTERIM ORDER 

By an interim order dated July 17, 1980, the Commission 

approved interim rates arid established intermediate dates 

for the filing of testimony, mailing of notice, etc. pr~or 

to the public hearing previously set by order dated July 1, 

1980. On July 29,- 1980, Company filed a propos-ed revised 

schedule with the Commission to increase the sewerage rate 

beyond that approved in the July 17, 1980, interim order. 

This revised schedule is designed to increase Company's 

gross annual revenues by $147,648 above that to be received 

through the interim rates. 

IT NOW APPEARING to the Commission that the notice 

contained in paragraph (10) of the July 17 interim order 
-· 

should be changed, 

IT IS ORDERED that the notice in paragraph (10) of 

the July 17, 1980, order be amend~d to read as follows: 

NOTICE TO THE PUBLIC OF AN INTERIM RATE 
INCREASE BY LAKE OF THE WOODS UTILITY COMPANY 

FOR PROVIDING SEWERAGE SERVICE IN LAKE OF THE 
WOODS DEVELOPMENT, ORANGE COUNTY, "VIRGINIA, AND A 

PUBLIC BEARING FOR CONSIDERATION OF A PERMANENT INCREASE 



TAKE NOTICE that.on June 17, 1980, 
Lake of the Woods Utility Company (here­
inafter •company•) filed an application 
with the Commission for an increase 
in rates for sewerage service. It 
is stated that the tariff revisions 
are designed to increase Company's 
gross annual revenues by $147,648. 

By order dated July 17, 1980, the 
Commission found that Company has demon­
strated a reasonable probability that 

· an increase in rates in the amount 
of $147,648 will be justified after 
a full investigation and hearing. 
The Commission order permits Company 
to implement the proposed rates for 
service rendered on and after August 1, 
1980. The revenues shall be collected 
on an interim basis, subject to refurid, 
and shall be separately accounted for 
on Company's books and records. The 
Commission will order that any portion 
of such increased revenues not justified 
by the Company be refunded to customers. 
The interim rate for sewerage· s·ervice · 
shall be $24 per month for residential 
customers. 

On July 29, 1980, Company filed 
a revised schedule with the Commission 
proposing to increase the sewerage 
rate beyond that approved in the July 17, 
1980, --interim order to $40 per month 
for residential customers. The Company 
states that this proposed tariff revision 
is designed to increase Company's gross 
annual revenues by $147,648 above th~t 
received.through the interim rates. 

.. '!'he revised proposed rates are as 
follows: 

SEWERAGE.RATE: 

The monthly sewerage service charge shall 
be 90% of the charge for water for ·commercial 
customers and $40.00 per month for residential 
customers. 
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MINIMUM CHARGE: 

No bill will be rendered for less than the 
minimum charge of $4.00 per month for water and 
$40.00 per month for sewerage for each separate 
living unit on the premises served. 

ROLE NO. 3 - SERVICE CONNECTIONS: 

(b) Before a sewerage s~rvice connection 
is provided, the owner of the premises 
to be supplied, or his duly authorized 
representative, shall make application 
for sewerage service upon forms prescribed 
by the Company. No application for 
sewerage service shall be approved 
for a premises for which an application 
for water service has not first been 
approved. Upon approval of the application, 
the Company will install the service 
connection, including converting equipment, 
from the sewage collection main to 
the foundation of the customer's house 
or, if converting equipment is available 
to the premises, from the converting 
equipment to the foundation of the 
customer's. house, and will charqe a 
connection fee of $1,050 and a line 
installation fee of $400. The availability 
fee will terminate as of the end of 
the month in which the connection is 
madeo Every customer upon those premises 
converting equipment is located shall 
permit other connections to such equipment 
without compensation. 

(c) The Company will not be obligated to 
provide a water or sewerage service 
connection, however, until the owner 
of the premises to be supplied has 
paid the availability f~es which would 
have been payable by such owner under 
Rule No. 2 had he been obligated by 
contract or deed restriction to pay 
such fees, whether or not h~ was so 
obli9atede 

{d) The Company will maintain and replace 
when necessary all water service connections 
from the main in the street to the 
meter and all sewerage service connections 
from the main in the street to the 
converting -equipment. 

10 



(e} The Company will make all connections 
to its mains and will specify the size, 
kind.and quality of all materials entering 
into the service connection. 

(f} The corporation cock, meter cock, meter 
box and service pipe from the water · 
main to the meter box laid at right 
angles to the main and the service 
pipe (including converting equipment) 
.fro.m the sewerage main to the customer's 
house will be furnished and installed 
by and shall remain the property of 
the Company and under its sole control 
and jurisdiction. 

(g):· These rules and regulations shall not 
apply to service of a temporary nature. 
Such services of a temporary nature 
shall be installed, maintained, replaced, 
and removed at the expense of the owner, 
but such installations shall be subject 
to approval by the company. 

ROLE NO. 10 - TORN-ON CHARGE: 

(a}. When it has been necessary to discontinue 
water or sewerage service to any premises 
because of a violation of these Rules 

·and Regulations, or because of non­
payment of any bill, a charge of Five 
~ollars ($5.00) may be made for turning 
on the water or providing sewerage 
service. This charge, together with 
any arrears that may be due the Company 
for charges against the customer, must 
be paid before the water or sewerage 
service will be resumed. 

(b) If at the time of such discontinuance 
of service for non-payment of bill, 
the costomer does not have a deposit 
with the Company, the Company may require 
a deposit as· a guarantee of the payment 
of future bills, as set forth in Rule 
No. 8, before service will be resumed. 

The Commission has scheduled a hearing 
to begin at 10:00 a.m., November S, 
1980, in the Commission's Courtroom, 
13th Floor, Blanton Building, Bank 
and Governor Streets, Richmond, Virginia, 
to receive evidence relevant to establishing 
reasonable and just rates. 

1.1. 



Copies of Company's proposed tariffs 
and accompanying materials are available 
for public inspection during regular 
business hours at the Commission Document 
Control Center, Floor Bl, Blanton Building, 
Bank and Governor Streets, Richmond, 
Virginia,· and at the Lake of the Woods 
Office, Route 3, Locust Grove, Virginia. 
On and after September 24, 1980, a 
copy of Company's prefiled testimony 
and exhibits will be available for 
public inspection at the same locations. 

Any person desiring to comment in 
~.r i ting on the application may do so 
by directing such comment to the Clerk 
of the Commission as provided below.· 

Any person (public witness) desiring 
to make a statement at the November S 
public hearing, either for or against 
the application, need only appear in 
the Commission's Courtroom at 9:45 a.m. 
on the day of the hearing and identify 
himself or herself as a public witness~ 

On or before September 17, 1980, 
persons desiring to participate as 
protestants, as defined in Rule 4:6 
of the Commission's Rules of Practice 
and Procedure ("SCC Rules"), to present 
evidence and cross-examine witnesses, 
shall file an original and five (5) 
copies of a Notice of Protest, as described 
in SCC Rule 5:16(a) with .the Clerk 
of the ·commission and serve a copy 
upon Companye Service upon Company 
shall be directed to John w. Riely, 
Esquire, Bunton & Williams, P.O. Box 1535, 
Richmond, Virginia 23212. 

On or before October 22, 1980, each 
·protestant shall file an original and 
five copies of a Protest (SCC Rule 
5:16(b)) and an original and ten copies 
of the prepared testimony and exhibits 
protestant intends to present at the 
November 5 hearing, and serve a copy 
upon Company. 

12 



All written communications to the 
commission regarding tbis case-should 
be ditected to'Willia.m c. Young, Clerk, 
sec Document Control Center, P.O. BOX 2118, 
Richmond, Virginia 23216. 

LAKE OF THE WOODS UTILITY COMPANY 

ATTES~ED COPIES hereof shall be sent to John w. Riely, 

Esquire, Brunton & Williams·, P.O~ Box 1535 r Richmond, Virginia 

23212~ Office of the Attorney General, Division of consumer 

counsel, 11 South 12th Street, Richmond, Virginia 23219; 
i 

and to the Commission's Divisions of Ener~y Regtilation 

and Accoun1ting and Finance. 

i:este: 
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VIRGINIA 

BEFORE THE STATE CORPORATION COMMISSION 

APPLICATION OF 

D\KE_OF THE WOODS UTILITY COMPANY 

To revise its tariffs 

PROTEST 

OF 

CASE-NO. PtfE80008l 

LAKE OF THE-WOODS ASSOCIATION, INC .. 

Somerville, Moore & Joyner, Ltd. 
Post Office Box 629 
Orange, Virginia 22960, 
Counsel for Protestant, 
Lake of the Woods Association, Inc .. 
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PROTEST 

OF 

LAKE OF THE WOODS ASSOCIATION, INCo 

Lake of the Woods Association, Inc. comes now and for its 

Prot~st to the Application of Lake of the Woods Utility Company 

says:: 

1. The Protestant, Lake of the Woods Association, Inc., 

has ~n interest in this proceeding in that it is a customer 

of Lake of the Woods Utility Company and an increase in rates 

will adversely affect the operations of Lake of the Woods 

Association, Inc. In addition, it says that its members are 

custo;mers of Lake of the Woods Utility Company and the increase 

in rates will· adversely affect each of its members. 

2. The Protestant has this day filed its testimony and 

exhib1its setting forth its position in this matter. Reference 

thereto is made for a detailed statement of the facts which 

the Protestant is prepared to prove. By way of summary the 

Prote!stant submits that: 

(a) A careful analysis of the financial condi­

tion of Lake of the Woods Utility Company will reveal 

'.that it is not sustaining the losses alleged by the 

company; 

(b) Some of the fees and charges reported as 

expenses of Lake of the Woods Utility Company are 

exorbitant and unreasonable; 

- 1 -
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(c) Management of Lake of the Woods Utility 

Company is not efficient and results in unnecessary 

expenses; 

(d) Expenses are-not properly allocated between 

maintenance and capital improvements; 

(e) The increase in utility rates is exorbitant 

and will work an undue hardship on the Protestant and 

all members of Lake of the Woods Association, Inc.; and 

(f) The increase in utility rates at Lake of the 

Woods will adversely affect the further development of 

the community and will deter the building of additional 

homes at Lake of the Woods. 

3. Lake of the Woods Association, Inc. requests that: 

(a) Appropriate steps be taken by Lake of the 

Woods Utility Company to provide competent management 

and to eliminate the waste and inefficieney in the 

operation of the utility system at Lake of the Woods; 

(b) An audit of the books of Lake of the Woods 

Utility Company be made by the State Corporation 

Commission of Virginia for the purpose of determining 

how expenses are allocated and whether or not the 

expenses reported are reasonable and proper; 

(c) Unreasonable, inappropriate and unnecessary 

expenses be deleted from the financial statement of 

.Lake of the Woods Utility Company; 

(d) The impact of a rate increase upon property 

owners and future development at Lake of the Woods be 

- 2 -
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· seriqusly 
'I 
:1 

!I ,, 

i' 
! 

affect the economic life of all concerned. 

LAKE OF THE WOODS ASSOCIATION, INCo 

---By=-~-o~--·(J;J........_(!.........._-----·----. _ ............ _ ... 

Someqrille, Moore & Joyner, Ltd. 
P. o.:I Box 629 
Orange, Virginia 22960, 
Co\llls)el for the Protestant, 
Lake pf the Woods Association, Inc. 

i 

i 
! 

- 3 -
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C E R T I F I C A T E 

This is to certify that a copy of the foregoing Protest 

was mailed, postage prepaid, to John W. Riely, Esquire, Hunton 

& Williams, Post Office Box 1535, Richmond, Virginia 23212, 

counsel for the Applicant, this the 17th day of October, 1980._ 

/I 

-Mz:~--
Of Counsel for Lake of 

the Woods Association, Inc. 

- 4 -
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19 T CONlROL CEN1ER 

oocuMEN COMMONWEALTH OF VIRGINIA 

rEB 18 II 13 ~H '81 
STATE CORPORATION COMMISSION 

RICHMOND 

Case No. PUE800081 - Application of Lake of 
the Woods Utility Company to revise its tariffs 

REPORT OF STEWART E. FARRAR, HEARING EXAMINER 

February 18, 1981 

HISTORY OF THE CASE -
Pursuant to order of the Commission entered July 1, 

1980, this matter came on for hearing before the undersigned 
Hearing Examiner on November 5, 1980. A transcript of 
the hearing is filed with this report. 

Counsel appearing were John w. Riely, Esquire, for 
the applicant, Atwell w. Somerville, Esquire, for the protestant, 
Lake of the Woods Association, Inc., Eric M. Page, Esquire, 
for the Division of Consumer counsel, Office of the Attorney 
General, Kenworth E. Lion, Jr., Esquire, for the Commission. 
Only one intervener actually testified at the hearing. 
However, the hearing, which was held in Senate Room B of 
the General Assembly Building, was attended by approximately 
150 persons. 

Proof of the requisite notice was received at the 
hearing as Exhibit A. 

On June 17, 1980, the Company had originally filed 
an application for an emergency increase in sewerage rates 
under Virginia Code §56-245 designed to increase gross 
annual revenues by $147,648. By order of July 1, 1980, 
the Commission denied such application, directed the Staff 
to consider .the appropriateness of interim relief under 
Virginia Code §56-240, and scheduled the present hearing. 
By order of July 17, 1980, the Commission found, after 
consideration of the Staff report, that the Company had 
demonstrated a reasonable probability that such an increase 
would be justified after a full investigation and hearing. 
It therefore permitted the company to institute the above 
rates. The rates were ordered collected under bond and 
subject to refund pending completion of the case, and public 
notice of the scheduled hearing was directed. 

On July 29, 1980, Company filed a revised application 
designed to increase its annual revenues by $147,648 above 
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the identical amount to be received through the interim 
rates. By order of August 4, 1980, the Commission accepted 
said revised application and directed the necessary revisions 
to the previously ordered public notice of the hearing. 

Lake of the Woods Utility Company's last sewerage 
rate increase was granted by this Commission by order of 
August 5, 1977, Case No. 19867. In that case the Company 
was allowed to put into effect rates designed to produce 
approximately $112,000 in gross additional revenues based 
on operations for the test year ended May 31, 1977. No 
rate base or rate of return was determined by the Commission, 
as it found such increase would still leave the Company 
with a net operating loss of approximately $142,000, based 
on test period operations. 

on November 24, 1980, the Examiner requested additional 
data from the Company concerning its employee expenses, 
expenses of consultants and affiliated interests, and long­
term indebtedness. Company's response to this request 
was -received on January 13, 1981. Additional correspondence 
from the parties concerning this new data was received 
through January 28, 1981. 

SUMMARY OF THE HEARING RECORD 

The ev.idence establishes that Lake of the woods is 
a residential subdivision in orange county, Virginia consisting 
of approximately 4,200 lots, all of which have be·en sold, 
and of which about 800 have been improved with dwellings. 
The lots cover approximately 2,600 acres and are clustered 
around a 500 acre man-made lake. About 75 percent of the 
homes are now occupied full time. In the recent past new 
homes have been added to the subdivision at the rate of 
about 70 per year. Commercial development is quite limited. 
The community is improved by hard surfaced roads, and has 
numerous public use facilities such as swimming pools, 
community building, golf course, parks, playgrounds and 
picnic areas. An association of property owners known 
as the Lake of the woods Association, Inc. operates and 
maintains· the common use facilities. 

Lake of the Woods Utility Company {"the Company") 
is a wholly-owned subsidiary of AtPac Land Company of Santa 
Barbara, California, which purchased the Company as one 
of a number of acquisitions from Boise Cascade Home and 
Land Corporation in December of 1978. The Company provides 
water and sewerage services to the community. Of the 
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approximately 800 connected customers, all but three use 
both water and sewer services. Three homes have their 
own septic fields and purchase only water service. 

The water service to the community is supplied by 
a conventional system of eight wells, storage tanks and 
mains. The Company is not requesting an increase in its 
metered water rates in this proceeding. Those customers 
who own lots but do not yet take water service are charged 
an availability charge of $4.00 per month. Water rates 
have not been increased since the commencement of service 
in 1967. 

Sewerage service is provided by a very unusual system. 
It was determined early in the life of the development 
that the soil would not "perc" for the most part, making 
use of septic systems impossible. The hilly terrain in 
the area also prevented the use of conventional gravity 
flow sewer systems. Since the sewage cannot move by gravity 
to the central treatment facilities, it must be forced 
there against the pull of gravity during much of the trip. 
The system employed here maintains a vacuum on the sewer 
lines to move the sewage through the lines. Sewage discharged 
from a home flows by gravity to a nearqy storage tank which 
is shared normally by one other home. From the storage 
tank it is pulled by vacuum pressure to one of 13 pumping 
stations in the subdivision~ from there it is pumped into 
a sewage force main and then to a larger gravity flow main 
connected to the sewage treatment plant. 

Valves on each individual storage tank are designed 
to open at appropriate times to allow the force of the 
vacuum on the line outside the tank to empty the tank. 
Earlier versions of these valves were electrically operated, 
necessitating an electric meter at each such storage tank. 
There are presently 260 valves of this type in the system. 
New valves now being installed are operated pneumatically 
without the necessity of electric power. Malfunctions 
at such storage tanks seem somewhat common, sometimes resulting 
in overflowing tanks which have to be pumped out by a crew 
with a tank truck. 

The entire system is labor and energy intensive. 
According to Company witnesses, only about six sewer systems 
in the country, including Maryland Marine Utilities of 
Berlin, Maryland, a sister company· also owned by AtPac, 
use similar technology. 
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Sewer rates in effect before the August 1, 1980, interim 
increase were a flat usage rate of $8.00 per month for 
residential customers; a $3.75 per month availability charge 
for lots not connected to the system, and sewer connection 
and installation fees totaling $1,070. 

under the interim rates, the $8.00 per month fee was 
raised to $24.00 per month, and would be raised to $40.00 
per month under the amended application. The $3.75 per 
month availability charge would not be changed, but the 
amended application would increase the sewer connection 
and installation fees to a total of $1,450. As Staff 
accountant Leis noted in his report, the change in basic 
rates would be a 400 percent increase in rates and should 
cause a 116 percent increase in gross annual revenue for 
the Company. 

Mr. Leis' prefiled testimony indicated that the Company 
suffered an adjusted net operating loss of $170,667 in 
its sewerage operations for the test year ended December 31, 
1979 iith a sewerage rate base of $1,979,507. Granting 
the Company's application in full would produce additional 
revenue of $295,296, and would give the Company net operating 
income of $115,258 on a rate base of $1,979,835, for a 
return of 5.82 percentr based on test year operations. 
(A correction he made during his oral testimony to the 
allowance for gross receipts .tax expenses would add about 
$1,500 to the Company's additional expenses caused by the 
rate increase.) 

Mr. Thomas L. Thorpe, General Manager of the Company 
from Berlin, Maryland, was th~ Company's first witness. 
He said that although the financial condition of the Company's 
water operations was generally satisfactory, an analysis 
of the sewerage operations showed a net operating loss 
of $205,698 during the calendar year 1979. He attributed 
the loss to increases in the basic costs of maintaining 
and operating the sewerage system, especially the cost 
of electric power and payroll, which are the two largest 
categories of operating expenses for the Company. 

Thorpe said that payroll expenses were about $134,000 
during the test period and were projected to be $145,000 
for 1980. He said the time of 16.1 personnel is charged 
to the Company, the fraction being due to the fact that 
the time of four people in Berlin, Maryland, including 
himself, is allocated in various proportions between this 
Company and Maryland Marine Utilities. Fifteen people 
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actually work on site at Lake of the Woods. These include 
a field superintendent, maintenance foreman, construction 
foreman, two office workers, and various construction and 

• maintenance personnel. 

Although Staff engineer Jack Tice said he felt the 
number of employees was excessively high, constituting 
one person per 50_ customers, Mr. Thorpe said he did not 
feel that a reduction in personnel could be achieved without 
affecting service, claiming that the maintenance and construction 
problems associated with this system require a larger labor 
force than does the traditional sewer system. Thorpe noted 
that the Company has had as many as 21 employees, in 1978. 

Thorpe explained tha~ the salaries of the personnel 
are allocated between water and sewer operations based 
on a work order system. He agreed that such an allocation 
of the time of administrative personnel was something of 
an educated guess, but said that the time of labor and 
construction people could be accurately apportioned according 
to the work orders prod~ced. 

Thorpe said that a field superintendent lives at the 
subdivision, was actively involved in the construction 
of the system, and in Thorpe's opinion is fully capable 
of ha:ndling the day-to-day operations of the Company. 

'The construction work nec~ssary at the Company involves 
such things as adding new storage tanks as needed, replacing 
old tanks and valves, and upgrading vacuum lines to larger 
sizes. 

The protestant's views on the size of the work force 
and its effectiveness were quite different from that of 
the _c,ompany's. 

Mr. Alan Potter, President of Lake of the woods 
Association, claimed that there is no effective supervision 
on site at the community, and that this defect encouraged 
considerable "feather-bedding". 

Mr. Warren Lodge, General Manager of the Association, 
echoed Potter's sentiments. He said that the Company's 
witnesses had indicated before this Commission in 1975 
that there would be a full-time manager on site and that 
a total of eight people should be able to maintain and 
operate the system. He claimed the field superintendent 
~as not capable of doing an adequate job and that the size 
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of the staff was grossly inf lated due to lack of manage­
ment supervision and technical ability. He said often 
no satisfactory answer is found to serious service problems 
until calls are made to the personnel in Maryland. He 
cited instances of employees engaged in horseplay and driving 
aimlessly around the subdivision as examples of conditions 
caused by lack of effective supervision on the site. 

According to Lodge, there have been hundreds of service 
difficulties in his nine months with the Association. 
He listed various problems such as overflowing sewage holding 
tanks, broken sewer lines, sewage running into the lake, 
excessive odor from pumping stations, and lack of adequate 
water pressure. He said that in some cases, overflowing 
tanks are simply pumped out repeatedly and no attempt is 
made to solve the underlying technical problem. 

Considerable criticism was also leveled against the 
extensive use of outside consultants and services from 
affiliated interests in the conduct of operations. 

For example, the Company's accounting data was presented 
by Robert L. Frasher of Brockmeier consulting Engineers, 
Inc. of Santa Monica, California. This firm is not an 
affiliate of the Company, but does charge it a retainer 
of $1,250 per month, and according to Frasher, provides 
management consulting on rates and utility matters, design 
services, master planning, and capital budgeting. Mr. 
Thorpe said the Company also provides help on problems 
that arise with regard to the specialized technology of 
the vacuum sewer system." Major design projects are not 
covered by the retainer, and are billed separately. 
Brockmeier also is on retainer with the sister company, 
Maryland Marine Utilities. Thorpe said that Mr. Brockmeier 
had been to Lake of the Woods four times in 1980 in trips 
of up to one week's duration. Data received from the Company 
after the hearing reveals that the Brockmeier firm was 
paid $16,510.95 during the test year. 

Thorpe defended the use of that firm since not many 
engineering concerns understand vacuum sewer technology,· 
and Brockmeier is very familiar with this type of system. 
Mr. Thorpe denied that the work done by Brockmeier was 
duplicative of services performed by other employees or 
affiliates of the Company. 

William w. Carpenter, the protestant•s accounting 
witness, eliminated the $15,000 annual Brockmeier retainer 
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from the Company's operating expenses, as he said personnel 
of the firm are rarely at Lake of the Woods and he had 
seen no proof of consulting services actually being performed. 

The Company also uses various services provided by 
affiliated companies. To repeat, during December of 1978, 
all of the stock of the Company was sold to AtPac Land 
Compa:ny. This sale was approved by the Commission in April, 
1979. Transcontinental Development Company (TDC), described 
as a partner of AtPac by Mr. Thorpe, has an agreement with 
the Company to provide a number of administrative services, 
principally with regard to insurance, employee b•nefit 
programs, budget review and preparation, accounting reviews, 
and financial data. 

Frasher said TDC is paid a fee equal to 5 percent 
of Lake of the woods Utility Company's operating expenses 
for its services. 

Mention has already been made of the fact that certain 
personnel of Maryland Marine Utilities, ano~her affiliate, 
provide day-to-day administration, accounting,·and billing 
services for the Company. 

No actual contracts between the Company and its affiliates 
were introduced into evidence at the hearing. It was clear 
at that time, however, that such arrangements _have not 
yet been approved under the Affiliates. Act. Previous affiliate 
agreements had been approved between Lake of the Woods 
Utility Company and its former parent, Boise cascade, but 
Staff accountant Leis pointed out that new agreements between 
the present parties are now necessary. Leis said he had 
not seen an application for such new agreements, rior had 
the Company provided the Staff with adequate documentation 
to verify the actual costs to the affiliated companies 
of providing services to the Company. Leis had included 
$26,060 of expenses in his financial statements, based 
on fee percentages in the old agreements, for informational 
purposes only, but said that the inclusion of such figures 
should not be construed to imply Staff acceptance of them. 
The affiliate expenses had not been justified, in his opinion, 
to the degree which the Staff would require in order to 
approve their reasonableness. 

Mr. Lion contended in his closing statement that even 
though AtPac purchased the stock of the utility in April 
1979, no affiliate agreement was supplied to the Commission 
until October 29, 1980. He said that adequate information 
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to support these expenses had not been presented as required 
by statute, and that they should be disallowed. 

As part of the data he furnished on January 13, Mr. 
Riely submitted a copy of an application for approval of 
certain affiliates agreements which he stated was being 
filed contemporaneously with the Commission. 

This application recites basically that AtPac has 
agreed to make loans to the Company when required; that 
the Company receives management assistance from Maryland 
Marine Utilities in Berlin, Maryland; and that it receives 
additional management services from TDC in Santa Barbara, 
California. According to the agreements supplied, Maryland 
Marine Utilities is paid for its services on a time-expended 
basis plus out-of-pocket expenses, and TDC is paid a monthly 
fee of $1,500 plus expenses. 

Problems with affiliates arose once again when discussing 
the major portion of the Company's indebtednesso According 
to the testimony received at the hearing, in 1975, Boise 
cascade had purchased Lake of the woods Service Company 
and had transferred the assets to the Boise subsidiary, 
Lake of the woods Utility company. In return Boise received 
an 8 percent note and stock from the utility company. 
This note payable is still shown on the balance sheet in 
the amount of $2,402,702. Questions developed as to the 
disposition of this note upon the sale of the Company from 
Boise to AtPac Land Company in 1978. Information on this 
subject at the hearing was sketchy and conflicting. 

Mr. Thorpe stated that the utility company was simply 
one .Part of a package acquisition by AtPac Land company 
from Boise. However, he said he did not know the actual 
details of the transaction. He did say he believed the 
above no.te was now payable to an affiliate of AtPac, name 
unknown. · 

Mr. Frasher testified that the note is not held by 
an affiliate, to his knowledge, but is held by Perry R. 
Bass, Inc., and he believed this assignment may have been 
made at about the time of the sale of the Company to AtPac. 

Mr. Leis testified 'that he presumed that the interest 
on the note was payable to the new parent company, AtPac, 
but had not seen any documentation to that affect. 

On January 13, 1981, Company submitted further information 
about this note. That information indicates that a demand 
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note was_given by the Company to Boise cascade on December 1, 
1978, in the above amount, bearing 8 percent interest. 
When ~tPac purchased the Company's stock, the note was 
sold by Boise to Perry R. Bass, Inc., which purchased various 
debts from different entities at that time for a discount, 
amount unstated. According to the application, the Bass 
corporation later transferred interests in these debts 
to Peery R. Bass, a shareholder, and another corporation 
owned by Perry R. Bass. The application states that Perry R. 
Bass is the father of sons, who, in general terms, have 
various business interests which can be traced eventually 
to Lake of the woods Utility Company. The application 
contends, however, that neither Perry R. Bass, Inc. nor 
any co-owners of the note have holdings in any company 
with direct ties to the utility. 

It does seem clear from all the evidence that interest 
is not being paid on this note, and that no one is making 
efforts to force such payments. 

AtPac Land Company paid $900,000 for 100 percent of 
the Company's stock in December 1978. This having been 
established, and the status of the above note being doubtful, 
Mr. Lion argued at the close of the hearing that under 
the Commission's policy of allowing only a return on actual 
investment in the utility plant, an acquisition adjustment 
should be made to. the Company's rate base to reflect a 
value of only $900,000 on a total Company basis, or approximately 
3/4 of that amount on a sewerage operations basis. (The 
adjusted sewerage operations rate base was listed at approximately 
$1.9 million on the Staff accounting statements.) 

Mr. Riely objected to such a proposal, arguing that 
the rate base is composed of the plant and equipment which 
is designed to be used for public service, not the purchase 
price of the stock of the Company. He also argued that 
no allowance should be made in fixing rates simply because 
the Company was in serious financial condition when AtPac 
purchased it, or for the fact that it presently has only 
about 800 out of a potential 4,200 customers. In his opinion 
the entire rate base of the Company is used and useful 
and merits an adequate return." 

.As mentioned earlier, a major item of the Company's 
expense is its electric power cost. Mr. Thorpe said that 
the system demands over 200 kilowatts of electricity per 
hour, which in 1979 cost about $108,000. He projected 
that for the 12 months ended December 31, 1980, the cost 
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would be $141,420, a 31 percent increase over the test 
year. He explained that in arriving at this estimate he 
had applied the rates of Rappahannock Electric Cooperative 
in effect at the end of 1979 and a three month's average 
of the fuel adjustment cost for ·the months of January through 
March, 1980, to the Company's kwh usage during 1979. (Mr. 
Leis had increased electric power costs on his statements 
by $27,929, based on the Company's projection.) 

Several other miscellaneous points were raised by 
the parties concerning the Company's operating results 
for the test year. 

First, the protestant and the Attorney General contended 
that the Commission should examine the Company's financial 
condition on a total company basis rather 'than looking 
only at the sewerage operations, as the Company proposed. 
The Staff accountant's statements were prepared on a sewer 
operations basis. Mr. Riely stressed that the Company 
has historically been regulated on the basis of separate 
serviGes, and he argued that this is in accord with the 
Commission's traditional approach. The opposing parties 
replied that except in three cases, all customers of the 
utility take both water and sewer service. Mr. Lodge 
said that the soil percolation problems would make it mandatory 
that future homes take sewer service, and lot owners would 
not be permitted to drill individual wells on the lot. 
All new cust~mers are therefore likely to need both types 
of services. The protestant also emphasized the inherent 
di;f iculties in making allocations of various expenses 
between two different departments, and said that the many 
judgmental decisions necessary in this process made such 
separations inherently suspect. Protestant's accounting 
witness had performed his analysis on a total company basis, 
and he said that he f.elt that was a much more simple and 
logical method. 

. On another issue, the Company figures reflected about 
a 60 percent uncollectible rate on total billings for the 
test year, a major portion of which consisted of availability 
fees. Mr. Thorpe said that the Company made the "usual" 
efforts to ~ollect these bills, such as letters to delinquent 
customers, but claimed that the Company had little success 
since customers being charged only an availability fee 
had no service which could be terminated for nonpayment. 
He said the utility had never used formal legal action 
in an attempt to collect these amounts. 

- 10 -

28 



-----·-·- ---·---

Mr. Leis had allowed only a l percent bad debt expense, 
which decreased expenses for the test year by over $21,000. 
He admitted this was to an extent an arbitrary allowance, 
but he said that it was in line with current Staff policy 
and with the uncollectible experience of other regulated 
utilities. Mr. Riely argued, however, in effect, that 
most utilities are not in a position of attempting to collect 
bills from customers to which they render no service and 
that this unique situation merited a larger bad debt allowance. 

The last significant expense item needing some comment 
here was that involving the cost of conducting this rate 
case. Mr. Frasher, of Brockmeier Consulting Engineers, 
said that the projected cost of the rate case was $28,000, 
to be amortized over four years. He said this figure was 
an estimate based on the time of his firm, legal expenses, 
and similar costs. He estimated the cost of his firm's 
participation alone would amount to about $25,000. Mr. 
Leis had made a similar adjustment to his figures, and 
noted that $28,000 was "purely an estimate." (Tr. p. 
205). He said however that as of August 31, 1980, $19,640 
had been booked for rate case expenses, and he assumed 
that before the case was over the total expenses would 
equal the figure requested. 

Transcending all arguments about individual expense 
i terns and accounting treatments was the Protest.ant's central 
theme that a rate increase of the magnitude proposed would 
be devastating to the community of Lake of the woods. 
Alan Potter, President of the Association, contended that 
Lake of the Woods is important to Orange county. It is 
the third largest population center in the County and contrib­
utes 15 percent of its .total real estate taxes. He said 
the proposed rates would place the development at a tremendous 
disadvantage compared to other parts of the general Northern 
Virginia area in its ability to attrac~ new residents. 
He presented an exhibit which showed sewer rates in the 
general area to range from about $73 a year in Alexandria 
to $188 a year in Fairfax City, as compared to a proposed 
$480 a year in Lake of the Woods. Upon objection by Mr. 
Riely, he denied that he was presenting these figures to 
try to have rates fixed on a comparative basis, but merely 
to show that a person planning to build a new home in the 
area will be dis-inclined to locate in Lake -of the woods. 
Potter concluded that even the interim rate increase "will 
kill the future development and growth of this community" 
(Tr. p. 230). 
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Several witnesses said the impact of the rate increase 
on present residents with fixed incomes would be very severe. 
If they found they could not pay the increased rates, they 
would be forced to offer their property for sale, but yet 
might not be able to find a buyer at a reasonable price 
for the very reason which would compel them to sell. Warren 
Lodge claimed that "both Lake of the Woods and Lake of 
the woods Utility Company rely upon steady growth to survive. 
The large sewerage rate increase will cause us both to 
shrivel up and die." (Tr. p. 247). 

Albin L. Lindall, a resident of Lake of the Woods 
and a licensed real estate broker, testified that he has 
been active in the real estate field in the Lake of the 
woods area for the past five years. In the past, about 
70 new homes have been built in the development each year, 
and the market for existing homes has been a good one until 
recently. However, he said that when the proposed increase 
was announced, the effect on salability of property was 
immediate and adverse. Several prospective lot purchasers 
have broken off negotiations, and the sale of existing 
homes has been hampered. He said that to the best of his 
knowledge, the sewer charge proposed would exceed the taxes 
on every piece of property within Lake of the Woods, and 
in some instances would more than triple them. He said 
that even the interim increase level would cause the growth 
rate of the community to decline, and the larger rate increase 
would have an even more damaging effect. 

Mr. George P. Beard, Jr., Chairman of the Board of 
the Second National Bank of Culpeper, said that this situation 
makes his bank much more cautious in making mortgage money 
available in the development, and also causes it concern 
with.the security of existing mortgages, which amount to 
approximately $1 million at present. 

In the same vein, Mr. Leis remarked, "This Company 
isn't going to do anything until they get a greater density 
on that sewer system, with greater customer load." (Tr. 
pp. 195' 196) 

Mr. Thorpe said that although the company had considered 
the impact of this increase on the present customers and 
the prospects for future· development in the area, he really 
did not have any opinion as to whether the increase would 
slow new construction there. He went on to say that a 
different concern for him is that the parent company cannot 
continue to fund an operation which cannot even meet expenses 
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and which does n.ot have the ability to borrow money from 
outside sources. 

DISCUSSION OF THE ISSUES 

As is obvious by now, this case did not lack for numerous 
and complex issues. An attempt will be made here to discuss 
the subjects in ascending order of difficulty. 

First, I am of the opinion that the revenue requirements 
of this Company should be determined on a total company 
basis in the future. This does not mean that I favor a 
single uniform rate for combined water and sewer services. 
Different rates for different services are recognized as 
appropriate for all utility companies. It does mean that 
the Commission should determine total company revenue require­
ments, and should not. attempt to treat this Company as 
two different entities for ratemaking purposes. The much 
more logical method is to focus on the total company, and 
there is no reason not to follow this approach in this 
case. Out of approximately 800 connected customers, only 
three do not take both water and sewer service. The evidence 
is that all future connections will probably require both 
types of service. The same personnel serve both systems. 

It is true that in this Company's last rate case, 
Case No. 19867, Final Order entered August 5, 1977, an 
allocation between the two operations was made. I am unable, 
however, to read anything in that, order which indicates 
that this was a contested issue in the case or that the 
Commission specifically approved of this procedure. Virtually 
the only mention of the subject came when the Commission 
noted: nin this proceeding, Lake of the Woods is requesting 
an increase in its rates for sewer service: ~t is not proposing 
any change in its rates for water service." Application 
of L~ke of the Woods Utility Company, 1977 SCC 299, 300. 
The topic was never mentioned further, and the Commission. 
merely proceeded to examine the Company's sewer operations, 
presumably because that was the f.ormat in which the evidence 
was presented. I do not see in this order a mandate to 
treat this Company on a separated basis. 

Inasmuch as the Staff analyzed only the sewerage operations 
for purposes of this case, in my opinion there is insufficient 
evidence in the record to determine revenue requirements 
on a total company basis in this proceeding. I respectfully 
recommend, however, that the Commission order that this 
Company be treated as a single entity in all future cases. 
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I agree with Mr. Leis that the bad debt allowance 
should be limited to one percent of revenues. It is appro­
priate to make some allowance for bad debts with any company, 
as uncollectibles are a fact of business life. In making 
rates for the future, however, we are not bound to recognize 
the actual bad debt expense of the Company, but only a 
reasonable amount. It is the responsibility of the Company 
to undertake collection efforts to bring its experience 
in line with that of other regulated utilities. This Company 
has not done that. It has written letters to its delinquent 
customers, but it has never undertaken any legal action 

·against them. The Company sought to imply during the hearing 
that the costs of such action would outweigh the benefits. 
Apparently it has never investigated the possibility of 
contingent fee arrangements on collection matters. 

The collection of bad debts directly affects the 
profitability of the Company. If management chooses to 
forgo the effort to collect these revenues it may do so~ 
however, I do not believe it should ask the ratepayers 
to make up for this relinquished opportunity •. 

The bad debt allowance is not designed solely to reflect 
actual experience, but should also recognize the fact that 
it would be unjust to charge paying customers an unreasonable 
rate which burdens them with the sins of their delinquent 
neighbors. Those customers who do not. pay have little 
concern about the rate which is set, but it is the others 
whom we must protect in this proceeding. 

Next to be discussed are the Company's arrangements 
with affiliated interests. The figures in Mr. Leis' state­
ments for these items of expense are derived from the Company's 
previous agreements with its former parent company, Boise 
Cascade, and have no relationship to the Company's future 
expense levels. They should, therefore, be removed from 
the Company's allowed operating expenses. 

Should, however, a different figure be substituted 
to take account· of the Company's relationship with its 
new affiliates, TDC, Maryland Marine Utilities, and AtPac? 
Virginia Code §56-77 provides that: 

··-------------~ 

No contract or arrangement providing 
for the furnishing of management, super­
visory, construction, engineering, 
accounting, legal, financial, or similar 
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services, ••• made or entered into 
between a public service company and 
any affiliated interest shall be valid 
or effective unless and until it shall 
have been filed with and approved by 
the Commission. It shall be the duty 
of every public service company to 
file with the Commission a verified 
copy of any such contract or arrangement, 
regardless of the amount involved, 

AtPac purchased the utility company in December, 1978. 

..... -~i... 

The date{s) upon which the Company originally made arrangements 
for these affiliated services are not in the record. Mr. 
Lion did represent in his closing statement, and was not 
contradicted, that the Company had not filed any affiliated 
-agreements with the Commission until October 29, 1980, 
seven days before the hearing. The formal application 
for approval of these agreements was not filed until January 13, 
1981: That is a very long time after the purchase of the 
Company by the parent, ·and the evidence from. the Company's 
own witnesses implies that such service agreements have 
actually been in effect for some time. Under Code §56-
77, $upra, these agreements are not valid or effective 
because they have not been approved by the commission. 

Code §56-78 states the Commission may, in any rate 
proceeding, disallow payments to affiliates, "unless satis­
factory proof is submitted to the Commission of the cost 
to the affiliated interest rendering the service •••• " 
Code §56-79 provides that: 

No proof shall be satisfactory, 
within the meaning of the foregoing 
sections, unless it includes the original 
{or verified copies) of the relevant 
cost records and other relevant accounts 
of the affiliated interest, or such 
abstract thereof or summary taken there­
from, as the Commission may deem adequate, 
properly identified and duly authenticated; 
provided, however, that the Commission 
may, ~here reasonable, approve or disapprove 
such contracts or arrangements without 
the submission of such cost records 
or accounts. 
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The record in this case was not only deficient, it 
was completely devoid of any such cost data, at least until 
January 13 of this year. Even the data filed on that date 
cannot be said to provide much in the way of actual cost 
figures, as opposed to estimates of the value of affiliated 
services. I do not believe it is reasonable in this case 
to excuse the failure to submit full cost records and accounts. 

Thus, there is ample statutory basis for refusing 
to make allowance for any affiliated expenses. 

Based on what we do know about the services furnished 
by TDC, I also have considerable doubt as to the reasonableness 
of such expenses even had they been furnished by nonaff iliated 
parties, however. That company was said by Mr. Thorpe 
to provide services related to insurance, employee benefit 
programs, budget review, accounting and financial data. 
For this it is paid, according to Mr. Frasher, 5 percent 
of Lake of the Woods operating expenses for the year, which 
during the year 1979 would have resulted in a fee of over 
$24,000 based on his figures for the total company's adjusted 
operating expenses. According to the application received 
recently, the amount of the fee is now $1,500 per month, 
$18,000 annually. Whichever figure is correct, from reading 
the above list of services, one would think that such assistance 
was being rendered to a large corporation with hundreds 
of employees and complicated budgetary and financial problems. 
This Company, it bears repeating, has 15 on-site employees 
and about 800 active customers. Why such a small company 
needs to pay an outside consultant to handle its insurance. 
and employee benefit programs, for example, was never explained. 
There are certain basic functions which a small company's 
internal management should be expected to be competent 
to perform itself, with reasonable amounts of outside assistance 
on a periodic .basis. I saw nothing in the evidence to 
lead me to conclude that this Company's employee, financial, 
or accounting situations are so complex as to require such 
expensive extra services. 

Company's adjustment to increase electric power expenses 
about 31 percent over test year levels based on its estimates 
for 1980 contains all the elements of a projected test 
year concept. The Company took its energy usage for the 
test year and multiplied it by rates ·in effect at the end 
of the year plus an average fuel cost based on fuel rates 
for the first three months of 1980. In this calculation 
we thus have three items of conjecture: (1) That the Company's 
power usage will remain the same in the future as in the 
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test year; (2) That the electric utility's base rates will 
remain fixed throughout the period; and (3) That fuel cost 
levels will remain fixed at the· rates established in the 

::_, 

first quarter of the year. This Commission traditionally· 
does not allow adjustments for future expenses to be incurred 
within one year after the test year unless they are known 
and definite. See Virginia Code §56-235.2. A contractual 
wage increase is-a good example of such an allowed adjustm~nt. 
I believe that failure to allow more conjectural adjustments 
arises not because of a belief that expenses will remain 
fixed, but from a policy decision that permitting such 
expenses to be projected involves too much speculation 
and opportunity for exaggeration when compared to the historic 
test year approach, as modified by the "known and definite" 
standard. 

Going beyond these general legal considerations, the 
Company's manner of calculating the adjustment also appears 
to be rather arbitrary. The Company's power. usage for 
1979 has not been shown to be a representative level over 
time, for example. Also, the use of the first quarter 
1980 fuel factors may well be unrepresentative of future 
trends, inasmuch as fuel costs for electric utilities have 
tended to fluctuate significantly in the recent past. 
Third, the reason for using base .rates from one period 
and fuel costs from another period was not explained. 
In short, I do not believe the Company has shown that its 
estimate is a more reasonable figure for ratemaking purposes 
than that shown on its books for the test period. 

For these reasons, I do not believe the proposed upward 
adjustment in power expenses should be allowed. 

The proposed allowance for the cost of this rate case 
($28,.000 amortized over four years) is excess~ve in my 
opinion. That figure exceeds 11 percent of the sewer 
operation's adjusted test year revenues, as determined 
by Mr. Leis. I have said before, and will repeat, that 
I do not believe this Commission is required to impose 
upon the ratepayers whatever a company might choose to 
spend for legal and accounting assistance in connection 
with a rate case. 

Mr. Frasher said that $25,000 of the above amount 
was destined to go to his firm, Brockmeier Consulting 
Engineers. This presumably leaves $3,000 for legal counsel, 
and I find that figure is reasonable. It is generally 
in line with other rate case allowances made by this 
Commission for small utility companies. 
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In addition, based on the evidence which was presented, 
I fail to see why it was necessary for the Brockmeier firm 
to participate in this case at all. To begin with, Mr. 
Thorpe, from Maryland Marine Utilities, did quite a good 
job of describing the technology of the sewer system, its 
problems, and other details of the Company's operations. 
The Brockmeier witness added virtually nothing to this 
aspect of the case, although that firm is supposedly expert 
in such engineering matters. In fact, that witness' testimony 
was nothing more or less than that which could have been 
given by any· competent accountant familiar with the Company's 
operations and with utility accounting. In addition, the 
witness lacked specific knowledge of many facets of the 
Company's operations. For example, he did not know the 
details of the purchase of the Company by AtPac Land Company, 
(Tr. p. 133): knew little about the various accounts payable 
to associated companies, (Tr. pp. 137, 138): did not know 
how much was paid to those furnishing bookkeeping and data 
processing services to the Company, (Tr. p. 140): and was 
uncertain as to the relationship, if any, of AtPac and 
TDC to the holder of the Company's major long-_term indebtedness, 
(Tr. pp. 147, 148). In short, so far as appears in the 
record, Brockmeier Consulting Engineers merely prepared 
very generalized accounting testimony, for which it expects 
to be paid $25,000 (over and above the $15,000 annual retainer 
·already charged by the firm) • Quite a bit of this amount 
was undoubtedley consumed by coast-to-coast travel and 
telephone expenses. I do not believe this is a reasonable 
proposal, and I find that it should be disallowed for· ratemaking 
purposes. Rate case expenses of $3,000 are approved for 
amortization over four years. 

On a related issue, I am not persuaded, however, that 
it would be advisable to disallow the $16,510.95, consisting 
of retainers and additional compensation, paid to Brockmeier 
for services during the te~t year. I have already alluded 
to the technological problems with which this system seems 
to be plagued, and, at least based on this record, it appears 
prudent to allow the Company to retain engineering expertise 
to deal with these matters. 

The last specific expense item to be discussed.is 
that dealing with payroll. Company General Manager Thorpe 
said the payroll in 1979 was $134,000, not including taxes, 
overhead and benefits. (Tr. p. 38). This figure constitutes 
almost 30 percent of the total Company's per books operation 
and maintenance expenses for the test year. Staff engineer 

- 18 -

---··-······· 

36 



Tice notes that the 16.1 employees are about one for every 
50 customers, compared to a gravity flow system of Lake 
of the Woods size within Mr. Tice•s knowledge which has 
a ratio of one employee to 240 customers. Mr. Tice considers 
the number of employees at Lake of the woods to be excessive. 
{Tr. p. 215}. There is evidence of poor service, about 
which more will be said later, and evidence of wasting 
of time by employees. {Tr. pp. 254-256}. The Company 
has five people classified as full-time construction workers -
an equipment operator, two laborers, a construction foreman, 
and a construction lead man {Tr. pp. 49, 95}, even though 
engineer Tice said that the construction work in the development 
does not appear to be a daily operation. {Tr. p. 215}. 

In my opinion, there is therefore considerable evidence 
that this company is probably overstaffed. It is not possible 
from this record to quantify with any degree of certainty 
the amount to which labor expenses should be reduced, if 
any, because of this situation, however. Engineer Tice 
said he felt the Company should provide a detailed accounting 
of its work force {Tr. p. 216}, and I agree that this area 
merits further study. Information received from the Company 
on January 13, 1981 on this topic was of limited additional 
assistance, since it simply listed the names of all people 
employed by the Company during the test year, the amounts 
paid to each, and a note as to whether each was still employed 
at the end of the year. Rather than suggest a specific 
reduction in labor expenses at this time, I therefore recommend 
that the Commission direct the Staff to undertake a separate, 
detailed examination of the entire employment situation 
at Lake of the woods to include a determination of how 
many and what types of employees are reasonably necessary 
to operate and maintain the system, both on and off-site, 
reasonable pay levels for such personnel, and the effectiveness 
of on-site management in directing and supervising the 
work force. 

That completes my discussion of several important 
individual issues in this case. However, there is a much 
more pervasive problem with this application which encompasses 
all the above matters and much more besides. To deal exclusively 
with individual items such as those above, in this case, 
is to concentrate on the trees and miss the forest. The 
following discussion therefore concerns an alternative, 
and equally important, ground for my decision in this case. 
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This Company's application is founded on the premise 
that a regulated utility is always entitled to rates which 
will permit it to cover its operating expenses and earn 
a reasonable return on its investment. I agree that this 
is probably one of the most widely quoted and accepted 
general principles of ratemaking, and I also agree that 

~--38 

one could easily become convinced that there are no exceptions 
to such a rule. 

I believe there are exceptions, however, and that 
they are constitutionally recognized, although perhaps 
not often applied. Failure to apply them widely, however, 
is probably because the factual situation in an individual 
case rarely calls for it. I hope to demonstrate that there 
is no constitutional requirement that this principle be 
followed in every case, and especially not in this one. 

Indications that such a rule is not absolute are found 
early in the history of regulation in this country. 

In Smyth v. Ames, 169 U.S. 466, 547, 42 L.Ed. 819, 
849 (1898) the Court said: 

What the company is entitled to ask 
is a fair return upon the value of 
that which it employs for the public 
convenience. On the other hand, what 
the public is entitled to demand is 
that no more be exacted from it ••• 
than the services • • • are reasonably 
worth. 

Surely it would be naive to suggest that th~ Court 
thought those two principles need never come into conflict. 
Rather I believe it must have recognized that neither right 
was absolute if it impinged unreasonably on the other, 
and that if rates which would give a utility· a fair return 
would nevertheless exceed the value of the service to the 
consumer, an accomodation might be necessary. 

To the same effect, in Denver Union Stockyard Company v. 
U.S., 304 U.S. 470, 475, 82 L.Ed. 1469, 1475 (1938) the 
Court said of the regulated company there: 
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••• appellant is entitled to rates, 
not ~er se excessive and extortionate, 
suff 1cient to yield a reasonable rate 
of return upon the value of property 
used, at the time it is being used, 
to render the services. (Emphasis 
supplied) 

In Simpson v. Shepard, nThe Minnesota Rate Casesn, 
230 U.S. 352, 433-434, 57 L. Ed. 1511, 1555 (1913) , the 
Court made a similar observation: 

The property of the railroad corporation 
has been devoted to a public use. 
There is always the obligation springing 
from the nature of the business in 
which it is engaged - which private. 
exigency may not be permitted to ignore -
that there shall not be an exorbitant 
charge f6r the service rendered. 

Priest has also pointed to the conflict between the 
value of the service to the ratepayer as opposed to the 
utiltty's desire for a full recovery under traditional 
accounting standards: 

Ours is a prof it and loss economy and 
regulation cannot alter that fact. 
It is axiomatic that a utility rate 
cannot exceed the value of the service 
rendered. When the rate charged exc~eds 
the economic worth of the service it 
renders, that utility is on its way 
to bankruptcy. 2 A.J.G. Priest, Principles 
of Public Utility Regulation 499 (1969). 

'These authorities point to the inescapable conclusion, 
I believe, that a utility's right to full rate relief based 
on general accounting principles may be tempered by a 
cons~deration of the impact of the proposed rates on the 
consumer. The Commission itself recognized this principle 
even in this Company's last rate case: 
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If total revenue were the only consideration 
in this case the commission should 
approve the proposed increase in rates. 
However, before deciding upon the reason­
ableness of the proposed rates it is 
necessary to consider their affect 
upon individual customers. Application 
of Lake of the Woods Utility company, 
1977 s.c.c. 299, 301. 

Of course, in the case of FPC v. Hope Natural Gas 
Company, 320 U.S. 591, 88 L.Ed. 333 (1944), this famous 
statement regarding the investors' prerogative is found: 

••• the return to the equity owner 
should be commensurate with returns 
on investments in.other enterprises 
having corresponding risks. That return, 
moreover, should be'sufficient to ass~re 
confidence in the finanical integrity 
of the enterprise, so as to maintain 
its credit and to attract capital. 
Hope, at 603, 88 L.Ed. at 345. 

Even in that case, however, there is an.inference 
in the very next sentence of the Opinion that that principle 
is riot absolute in all circumstances. "The conditions 
under which more or less might be allowed are not important 
here." Hope, supra. Though furnishing no explicit guidance, 
this sentence certainly is at least an indication that 
the "universal rule" might be modified when appropriate. 

Reinforcing this conclusion is language found in the 
more recent "Permian Basin Area Rate Cases" 390 U.S. 747, 
20 L.Ed. 2d. 312 (1968). The Court, there dealing with 
a federal statute, quoted the usual criteria from the Hope 
case, but then said: 

These criteria, remain pertinent, 
but they scarcely exhaust the relevant 
considerations. 

The Commission cannot confine its 
inquiries either to the computation 
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of costs of service or to conjectures 
about the prospective responses of 
the capital market; it is instead obliged 
at each step of its regulatory process 
to assess the requirements of the broad 
public interests ientrusted to its protection 
by Congress. Accordingly, the "end 
result" of the Commission's orders 
must be measured as much by the success 
with which they protect those interests 
as by the effectiveness with which 
they "maintain credit • • • and ••• 
attract capital." Permian Basin, at 
791, 20 L.Ed. 2d at 350. 

I 

_ 1Later in the Opinion this proposition is repeated: 

The Commisson's responsibilities 
necessarily oblige it to give continuing 
attention to values that may be reflected 
only imperfectly [by producers' costs; 
a regulatory metttod that excluded as 
immaterial all but current or projected 
costs could not properly serve the 
consumer interests placed under the 
Commission's protection. Permian Basin, 
at 815, 20 L.Ed. 2d at 363. 

Under what circumstances, then, is it appropriate 
to disregard traditional adjusted-income-statement, rate­
of-r~turn accounting techniques when making rates? We 
have 'already seen that occasions on which the impact on 
the consumer would be excessive is one such circumstance, 
but there are others as well. 

In San Diego Land and .Town Company v. Jasper, 189 
u.s. 439, 47 L.Ed. 892 (1903) the court was faced with 

.., __ _ 

a situation in which a County Board of Supervisors had 
baseq the rates of a water 1and irrigation company on the 
assumption that the. amount of water available for irrigation 
was enough for about 6,000 acres. They then fixed the · 
rate~ as if the company supplied this acreage, although 
it actually supplied much less. Naturally, the actual 
receipts were below the rece"ipts thus assumed by the Board 
in fixing rates, and the company complained that it was 
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being denied an adequate return under the California statute, 
which mandated that the return on rate base be set at between 
6 and 18 percent. The Court, noting that it was fir~t 
necessary to distinguish between the constitution and the 
state statute said: 

If a plant is built, as probably this 
was, for a larger area than it finds 
itself able to supply, or, apart from 
that, if it does not, as yet, have 
the customers contemplated, neither 
justice nor the Constitution requires 
that, say, two-thirds of the contemplated 
number should pay a full return •••• 
If the original company embarked upon 
a great speculation which has not turned 
out as expected, more modest valuations 
are a result to which it must make 
up its mind. San Diego Land and Town 
Company, at 446-447, 47 L.Ed. 896. 

A Virginia case has treated the same area. In Petersburg 
Gas Company v. Peterburg, 132 va. 82 (1922}, the court, 
citing with approval San Diego Land and Town Company, supra, 
said that: 

a rate may be reasonable, although 
it fails to produce an adequate return 
••• owing to the fact that the business 
has not developed sufficiently to be 
remunerative, or to the fact that the 
plant is on a larger scale than is · 
justified by the present demand. Petersburg 
Gas Company, at 102. 

Those cases concerned developing companies, but the 
u. s. Supreme Court has made similar comments with regard 
to failing companies as well. · See Market Street Railway v. 
R.R. Comm. of Calif., 324 U.S. 548, 566, 89 L.Ed. 1171, 
1184 (1945}. 

Finally, as this Commission has long recognized, the 
adequacy of service furnished by the utility is also a 
factor to be considered when fixing its return. App. of 
continental Tele. Co. of Va., Case No. PUC800019 ·(Dec. 19, 
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1980), App. of C&P Tele. Co. of Va., 1977 s.c.c. 139 at 
152. See Virginia Code §56-234 and 1 A.J.G. Priest, 
Principres of Public Utility Regulation 207-208, 279 (1969). 

Applying these principles to the case at hand, it 
is obvious first of all that the amount of the requested 
rate increase is exorbitant from the standpoint of the 
consumer. The evidence establishes that such an increase 
would be devastating to this community. We have the testimony 
of an experienced real estate agent and banker that even 
the interim rates and the pendency of this case have had 
a depressing effect on the real estate market and the avail­
ability of mortgage money. Rates so significantly higher 
than those available in adjacent areas will make Lake of 
the Woods unattractive to prospective home purchasers, 
and will discourage those who now own vacant lots from 
building. As many residents pointed out, the viability 
of the Company is tied to the viability of the community. 
Rates which will strangle growth, or cause an out-migration, 
can hardly benefit this Company. The evidence is that 
the proposed rates would have this effect. 

It is particularly necessary to be mindful of the 
impact of drastic rate increases on consumers of residential 
utility services. When, in the words of Priest, the rate 
charged exceeds the economic worth of the service, purchasers 
of some regulated services can make this quickly apparent. 
Transportation customers, for example, can simply cease 
using the service, as they did in Market Street Railway, 
supra, and substitute other methods of travel. see also 
Re D.C. Transit System, Inc., 85 PUR3rd 1 (1970). Except 
in rare situations, such as switching from electric to 
gas heat for example, the matter is not so easy for customers 
who purchase residential services. Short of selling their 
home, they have little means of substitution fo~ the service 
offered. Regulatory agencies should therefore be especially 
watchful to avoid trapping such consumers in intolerable 
situations from which they have no realistic escape. 

Secondly, despite considerable evidence of excessive 
numbers of personnel, there is also much evidence of poor 
service. Inadequate service is unacceptable by any utility 
and at any price, but poor service in the sewerage area 
can be very disagreeable and disruptive to customers' lives 
indeed. 

Third, this case falls squarely in line with San Diego 
Land and Town Company and Petersburg Gas Company, supra, 
in respect to the extent of development which has occurred 
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so far in the area. Approximately 4,200 lots are available 
and in fact have been sold, but only about 800 have been 
built upon. The Company therefore now serves barely l/Sth 
of its potential. Despite the number of years the Company 
may have been in existence, it is still in a real sense 
in its developmental stage. The utility was built originally 
to serve the entire subdivision. Lines, pumping stations, 
and treatment facilities are in place. Apparently only 
additional individual storage tanks, lot connections, and 
some upgrading of facilities would be necessary to serve 
all 4,200 lots. It could therefore scarcely be reasonable 
to force a fraction of the potential customers to pay for 
a system designed to serve many more. 

The circumstances under which AtPac Land Company purchased 
this utility also should not be forgotten. As Mr. Riely 
agreed, the company was a losing proposition at that time. 
The Company's own exhibits state that the total company 
suffered adjusted net operating losses of over $163,000 
during 1979 on a total company adjusted rate base of about 
$2.4 million. Apparently, a similar environment-had existed 
for some time. In the last rate case, case No~ 19867, 
concluded by order of August 5, 1977, the Commission approved 
rates which were designed merely to reduce the operating 
loss for the test year ended May 31, 1977 from about $222,000 
to $142,000. Even the Company's proposed rates in that 
case would have still resulted in a test year net operating 
loss of over $86,000. 

AtPac must therefore be charged with the knowledge 
of Lake of the woods' serious financial condition when 
it purchased it as part of a package transaction from Boise 
Cascade. It must also be charged with knowledge of the 
unique, costly, and troublesome sewer system employed at 
the development. As we have seen, the system is labor 
and energy intensive; it is prone to frequent malfunctions; 
it apparently requires constant tinkering to keep it working. 
The fact that there are only six others like it in the 
country does not speak well for its acceptance by the industry. 

AtPac also knew of other conditions mentioned earlier -
that only l/Sth of the lots are occupied at the present, 
and that a massive rate increase would be necessary to 
bring this Company into the black. Indeed, it appears 
that a reasonably prudent investor would have considered 
all these matters when negotiating the purchase price. 
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Nevertheless, having faced these unpleasant facts 
and future prospects at the time it bought the Company, 
it now seeks to have this Commission erase all these woes 
with one stroke of the pen, to increase revenues by 116 
percent, to raise rates by 400 percent, to allow the Company 
to cover all its operating expenses, to include in its 
operating expenses quite a bit of unsubstantiated payments 
to affiliates, and not only that, but to give it a return 
on its investment1 all within the space of two years after 
it made this distinctly risky investment. If the Constitution 
requires us to accede to these demands, purchases of ailing 
utility companies will become some of the most desirable 
investment opportunities in years. 

In the Bluefield case, it was said: 

A public utility is entitled to such 
rates as will permit it to earn a return 
• • • equal to that generally being 
made at the same time and in the same 
general part of the country on investments 
in other business undertakings which 
are attended by corresponding risks 
and uncertainties •••• Bluefield 
w. w. and Imp. co. v. Pub. Ser. Comm. 
of w. Va., 262 U.S. 679, 692, 67 L.Ed. 
1176, 1182-1183 (1923) • 

I believe the new owner of an unregulated company 
plagued by as many problems as Lake of the woods had at 
the time of its purchase would not reasonably expect to 
make any return on its investment at this time. In fact, 
it would consider itself fortunate, extremely fortunate, 
if it could merely "turn around" that Company in two years 
to the point where it was able to cover its reasonable 
operating expenses. Actually, I entertain considerable 
fears that permitting a "break-even" result in this case 
may be too generous, and I am not convinced that even that 
is constitutionally required under these circumstances, 
after considering the authorities cited above. However, 
I am willing to recommend that this Company be allowed 
an increase·in net revenues which will enable it to exactly 
cover its reasonable test year operating expenses, as calculated 
pursuant to the analysis in the first section of this discussion, 
with no return allowed on rate base. The impact on consumers 
of rates designed to produce this effect will still be 
burdensome, an increase from $8.00 per month to $20.43 
per month. Nevertheless, I believe such a finding will 
strike a reasonable balance between the interests of the 
consumers and the Company. 
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Having recommended no return on rate base, I likewise 
express no opinion as to the proper amount of that rate 
base. 

Based on the above analysis, and accepting the Staff's 
figures except as indicated earlier, the following is a 
summary of my findings of the Company's revenue requirement. 

Lake of the Woods Utilit Compan 
Test Period Ending 12 31/79 

Adjusted Operating Revenues 
(Leis, Statement 1, Column 5) 

Operating Revenue Deductions, per 
Staff (Leis, Statement 1, Column 5) 

Net Operating Loss, per Staff 
(Leis, Statement 1, Column 5) 

Add back disallowed expenses: 

Affiliate Expenses 
Rate Case Expenses 
Projected Electric Power Expenses 

Adjusted Net Operating Loss 

Gross Additional Revenue Requirement 
to Produce $110,428 of Additional Net 

Revenue (Conversion Factor is .963, 
after permitting 1 percent bad debt 
allowance and 2.7 percent gross 
receipt.s tax allowance) : 

Monthly Sewer usage Rate to Produce 
$114,671 Gross Additional Revenue 

$26,060 
$ 6,250 
$27,929 

(calculated per Leis, Statement 2): · $20.43/month 

CONCLUSION 

$253,636 

$424,303 

($170,667) 

$ 60,239 

($110,428) 

$114,671 

In summary, based on the evidence, and for the reasons 
explained above, I find thai: 
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(1) In all future proceedings, Lake of the Woods 
Utility Company should be treated as a single entity for 
the purposes of determining overall rate of return and 
revenue requirements. 

1(2) A reasonable bad debt allowance for this Company 
is 1 percent of revenues, as recommended by Staff Accountant 
Leis. 

(3) No allowance should be made in the Company's -
operating expenses for any payment to its affiliated interests, 
AtPac Land Company, Maryland Marine Utilities, or Transcontinental 
Devel0pment Corporation. 

(4) Company's proposed adjustment to project electric 
power expenses above test year levels is not reasonable, 
and s~ould be denied. 

(5) Company's proposed allowance for expenses of 
this rate case is excessive, and should be denied. Rate 
case expenses in the amount of $3,000, amortized over 4 
years~ are reasonable-and should be approved. 

(6) With the exception of the matters described in 
findings (3) through (5) above, the Staff figures for the 
Company's test year operating results are accepted. The 

. company's adjusted net operating loss for the test year 
ending December 31, 1979 was therefore $110,428. 

(7) The impact of the proposed sewerage service rate 
incre4se on the Company's customers and on the residential 
development itself would be extremely detrimental. There 
is substantial evidence of inadequate service to customers 
in this record. This Company presently serves only a fraction 
of th~ customers which the system was designed to.serve. 
The sewerage system in use at Lake of the woods is technologically 
unconventional and problem prone. Lake of the woods Utility 
Company has been in serious financial condition for some 
years prior to the current rate case. The Company's new 
owner, AtPac Land Company, must be charged with knowledge 
of all these facts at the time it purchased the Company 
in December, 1978. No investor in AtPac's position would 
therefore reasonably expect to have such Company return 
a prof it within two years after this transfer of ownership. 
Full recovery of reasonable operating expenses at this 
point in the Company's history would in fact be an unusual 
and significant accomplishment. 
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For all the above reasons, no return on rate base 
is appropriate for this Company. Allowing the Company 
to earn additional revenue sufficient to cover its test 
year net operating loss of $110,428 will constitute fully 
adequate, just and reasonable rate relief in this case. 

(8) Company's gross additional revenue requirement 
based on test year operations is $114,671. Company should 
be permitted to put rates into effect which· are designed 
to produce this amount of additional revenue. Company's 
redesigned tariffs may also include the previously proposed 
charges for sewer connections and installations, which 
appear reasonable. 

(9) Interim rates of $24 per month having been in 
effect since August 1, 1980, customers are now due a refund 
based on the difference between that rate and the rates 
approved above for all collections made during the interim 
period. The Commission should direct such refunds to be 
made within a reasonable time as a part of its order in 
this case. 

(10) Staff should undertake, in a separate proceeding, 
a detailed examination of the Company's personnel situation 
as described in this report. 

It is therefore respectfully recommended that the 
Commission enter an order in accordance wfth the above 
findings. 

The parties are advised that any exceptions to this 
report must be filed with the Clerk of the Commission in 
writing, in an original and four copies, within 15 days 
of the date hereof. The ~ailing address to which any such 
filing must be sent is Documen~ Control Center, P.O. Box 2118, 
Richmond, Virginia 23216. Any party filing such exceptions 
shall attach a certificate to the foot of such document 
that copies have been mailed or delivered to all other 
counsel of record and to any party not represented by counsel. 

I certify that copies of this report were mailed or 
delivered on February 18, 1981 to John W. Riely, Esqui~e, 
Hunton & Williams, P.O. Box 1535, Richmond, Virginia 23212; 
Eric M. Page, Esquire, Assistant Attorney General, 11 South 
12th Street, Richmond, Virginia 23219; and Atwell w. Somerville, 
Esquire, P.O. Box 629, orange, Virginia 22960. 

Respectfully submitted, 
. ~- -'/ . ,, ' .. ; c. . ...,...:.-., -

.• /~··..,·_:.-(..:-<'···· -r c:_ ·. -i:"~-<-t-~__,,,_ 
Stewart E. Farrar 
Hearing Examiner 
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BEFORE THE STATE CORPORATION COMMISSION 
OF VIRGINIA 

CASE NUMBER PUE800081-Application oi Lake of 
the Woods Utility Company to revise its tariffs 

Exceptions of Lake of the Woods Association 
to the report of Stewart E. Farrar 

INTRODUCTION 

Comes now Protestant, Lake of the Woods Association, Inc., 

by its attorney, and respectfully submits these exceptions to the 

report of Stewart E. Farrar, Hearing Examiner in this proceeding. 

PREFATORY STATEMENT 

As' the Hearing Examiner himself recognized, the recommended 

monthly charge for sewerage service of $20.43 will have an almost 

catastriophic effect upon the customers of the sewerage services 

of the ·applicant uti:.ity company. It will be extremely burden:­

some not only to those customers as such, but will also have a 

suppressing effect upon the marketability of their existing 

properties and upon the potential of the Lake of the Woods com­

munity for growth and, thus, for enlargement of the patronage of . 
the seryices of the applicant utility. The recommended rate is 

more than two and one-half times the rate charged prior to the 

inception of thes€ proceedings and is substantially higher than 

existing rates for similar services in communities in the general 

area surrounding the Lake of the Woods. 

This Protestant is in hearty agreement with all of the 

factual findings of the Hearing Examiner, and with most of the 
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conclusions he drew therefrom. It is particularly /anxious that 

the Commission accept and act upon his recommendation that the 

Commission's staff investigate the efficiency of the operation 

and the need for and qualification of the on-site personnel 

presently engaged in that operation. 

The law is well settled that a utility must be efficiently 

and economically operated as a condition to the exercise of its 

right to impose rates that will yield an adequate rate of return. 

See Public Utility Commission v. Bangor Gas Company (Maine, 1948) 

7-4 PUR(NS) 23, Ex Parte Breaux Bridge Telephone Co. (Louisiana, 

1961) 41 PUR 3d 260, and Island Lake Water Company v. Illinois 

Commerce·Commission (Illinois, 1978) 382 NE 2d 835. The customers 

of the applicant utility have never been blessed with anything 

approaching efficient and economical operations of their sewerage 

service. It is their position that until the applicant utility 

achieves that minimum standard it is entitled to recover no more 

than its out-of-pocket costs of operation, if that. 

The law is also well settled that a utility is never guar­

anteed any return, but is entitled only to rates which will give 

it an opportunity to earn a fair return. See Re North Carolina 

Telephone, Co. (North Carolina, 1960) 35 PUR 3d 88 and Re General 

Telephone Co. of Florida (Florida, 1962) 44 PUR 3d 247. Until 

the applicant utility can demonstrate that its operating expenses 

have been prudently expended to produce an economical and ef­

ficient operation, it has no right to claim any revenue in excess 

of its operating expenses. 

-2-
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The report of the Hearing Examiner is in essential agreement 

with the foregoing fundamental principles of regulatory law and 

recommends that the increased sewerage rate sought by the appli­

cant utility be lioited to one which will enable it to break 

exact_ly even, after exclusion from its profit and loss statement 

of all of those expenditures which were not supported by evidence 

in this case, and which, on their face, are improper. The primary 

error in the report lies in :the fact that the break-even point 

of the :operation was calculated for the sewerage service only,. 

ignoring the fact that the applicant utility has been making a 

handsome profit on the water service which -it supplies. 

EXCEPTIONS 

E~ceptibn No. 1: Th~ report errs in failing to find that 

the break-even point in the operation of the applicant utility· 

should be determined from its total operation, consisting of 

both wa;ter and sewerage services. 

Exception No. 2: The report errs in failL1g to find that a 

raonthly charge of $9.48 will provide sufficient additional revenue 

for th~ utility to enable it to recover its total justifiable 

operating expenses on the basis of the test-year data. 

Exception No. 3: The report errs in failing to find that 

$12.00 per month is the maximum reasonable charge which can be 

made for sewerage service by the applicant utility, all circum­

stances considered. 

-3-
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ARGUMENT IN SUPPORT OF EXCEPTIONS 
.. -w-5n 

• • '· ·.• ,. ' I' 

This Case Should Be Decided Upon The Basis Of 

Total Operations 

At the very inception of its discussion of the issues the 

report of the Hearing Examiner reads as follows at page 13: 

"First, I am of the opinion that the revenue require­
ments of this Company should be determined on a total 
company basis in the. future. This does not mean 
that I favor a single uniform rate for combined 
water and sewer services. Different'rates for dif­
ferent services are recognized as appropriate for all 
utility companies. It does mean that -the Commission 
should determine total company revenue requirements, 
and should not attempt to treat this Company as two 
different entities for ratemaking purposes. The much 
more logical method is to focus on the total company, 
and there is no reason not td follo~ this approach 
in this case. Out of approximately 800 connected 
customers, only three do not take both water and 
sewer service. The evidence is that all future con­
nections will probably require both types of service. 
The same personnel serve both systems." ·[Emphasis sup­
plied.] 

Yet in the paragraph commencing at the bottom of page 13 of 

the report the following is found: 

"Inasmuch as the Staff analyzed only the sewerage 
operations for purposes of this case, in my opinion 
there is insufficient evidence in the record to 
determine revenue.requirements on a total company 
basis in this proceeding." 

The report overlooks the fact that there is in this proceeding 

staff data respecting the revenues and expenses of the water phase 

of the applicant utility's operation. Statement No. 1 of Witness 

Leis shows those data for the water department in Column 2 there-

of.· Even if no adjustment were made therein the report errs in 

ignoring the fact that those operations produced a net operating 

income of $74,437 for the test year and a rate of return of 
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13.72%~ As the report itself recognizes, there is only one group 

of employees of the applicant utility at Lake of the Woods and 

they work interchangeably in both the sewerage and water services. 

As stated by Mr .. Leis at page 8 of his testimony, the Ccrnmission's 

staff .accepted the utility's allocation of expense between the 

two separate services, the staff allocating only certain adminis-

trativ~ and general expenses on a 50/50 basis. That fact alone 

is enough to justify indeed to require that this case be decided 

upon.tqe basis of the financial results of total operations of 

the applicant utility. 

The recommendation of the Hearing Examiner's report that the 

revenu~ needs of the applicant utility shall be decided in all 

future cases upon the basis of total operations is certainly 

beyond cavil. It is equally certain that adequate evidence 

exists in the record of this case to permit a similar determina­

tion orl that basis in this proceeding. The report errs in 

failing to do sb. 

A Sewerage Rate of $9.48 Per Month 

Will Permit Break-even Operations 

Attached heTeto as Appendix A is a restatement of the finan-

cial r~sults of operation of the applicant utility, covering both 

water and sewerage services. All of the data in that Appendix 

have been taken from the evidence of record and the Appendix 

itself shows the source of each item. Using the utility's own 

-5-
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figure of 769 ~ustomers as of the end of the test year, the 

Appendix shows that a sewerage rate of $9.48 per month will 

permit the utility, on a total-operation basis, to recover its 

justifiable expe~ses. 

54 

It should here be emphasized that Appendix A makes no 

adjustment in the expenses of the sewerage service of the applicant 

utility other than those made by the report of the Hearing 

Examiner. Moreover, the expenses of the water service are 

exactly those shown in Column 2 of .Statement I of Witness Leis 

with but one single adjustment. That adjustment consists of the 

application of the limitation of the bad-debt allowance to 1% of 

revenue .. It is discussed at the top of page 14 of the report of 

the Hearing Examiner and was recommend~d by Mr. Leis of the 

Commission's staff. 

It is the position of this Protestant that every adjustment 

in operating expense recommende·d by the Commission's staff and 

made by the Hearing Examiner in his report is fully justified. 
·--..··-- .. 

Certainly the members of this Association, who are the· only 

customers of the applicant utilit~·, ·ought not to be burdened with 

the necessity of reim,bursing that utility for its improvidently 

incurred expenses, expenses which could be avoided by good 

business practices. On that basis, therefore, this Protestant 

prays that the Commission find that a monthly charge of $9.48 

for sewerage service is adequate to permit the applicant utility 

to break even on its total operation and that a break-even opera­

tion is all that the utility is entitled to at the present time. 

-6-



A Maximum Reasonable Rate For Sewerage Service 

Cannot Exceed $12.00 Per Month 

·.". 

··- .. 

There are in this case certain considerations which are not 

fully.reflected by the financial results of the utility's opera-

tion during the test year. One such consideration is, of course.> 

the impact of inflation upon the utility's operation. Another 

and related consideration.is the utility's claim that it will 

incur added expense for electric power. As to the former, it is 

to be hoped that operating efficiencies under the guidance of the 

Commission's staff after investigation of the need for the total 

number -of on-site personnel at Lake of the Woods will offset in 

large ~easure th~ effects of inflation. As to the latter considera-

tion, namely an increase in charges for electric power, this Pro-

testant calls attention to the fact that the Virginia Electric 

Power Company, from which the Rappahannock Electric Co-operative 

gets the power it sells to the applicant utility, is entering 

upon a phase in which a major portion of its total generating 

capacity will be from nuclear reactors. VEPCO has a,lready 

announced that when those nuclear powered generators all come on 

line there will be a reduction in the cost.of its electric power. 

It is by no means certain that the applicant utility will incur 

the added costs of electricity-which it projects. 

Even if this Protestant is wrong in its belief that the 

applicant utility will be able to avoid the preponderant portion 

of its anticipated increased expenses, there is another considera­

tion which will certainly go far to off set whatever added expenses 

the utility may incur. The revenue level at which the financial 

-7-
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results for the test year were calculated reflect the use factor 

of 769 customers. That was the number stated by the company 

itself to comprise its list of customers as of December 31, 1979. 

As the report of t11;e Hearing Examiner states, the rate of building 

growth at Lake of the Woods has approximated 70 homes per year 

over the past few years. As of this date, there are approximately 

850 homes now utilizing the sewerage service of the company. 

Inasmuch as each new home pays the cost of the installation of 

the necessary equipment for connection to the sewerage system, 

the addition of those homes has not occasioned any added expense 

for the applicant utility. And, of course, the revenues of the 

utility have been increased by the added number of homes. That 

added revenue should more than off set whatever added ·expense the 

utility may incur by reason of inflation or increased costs of 

electric power. In any event, the allowance of a monthly rate of 

$12 for sewerage service will generously accommodate any revenue 

need of the applicant utility to achieve a break-even operation. 

As the Hearing Examiner has pointed out in his report, that is 

the most that the utility could expect in the second year of its 

ownership of the facilities. 

CONCLUSION 

For all of the above reasons, Protestant Lake of the Woods 

Association, Inc. respectfully prays that the Commission find 

that a monthly sewerage charge of $9.48 is adequate to permit the 

Lake of the Woods Utility Company to recover its justifiable 

operating expenses. In the alternative, and should the Com­

mission feel that some additional revenue should be permitted; 
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Protestant Lake of the Woods Association, Inc. respectfully prays 

that the monthly sewerage rate be set at a maximum of $12.00. 

Respectfully submitted, 

;;;;;l:Jr~::c. 
ATWELL W. SOMERVILLE 

C E R T I F I C A T E 

I hereby ce~tify that I have on this)Bfl. day of March, 1981 

mailed copies of the foregoing exception to the following: Eric 

M. Page, Esquire, tor the Division of Consumer Counsel, Office of 

the Attorney General; Kenworth E. Lion, Jr., Esquire, for the 

Commission, John W. Riely, Esquire, for the applicant utility. 

·~ 
.. .. -· .. = . ATW~~,:RVILLE 

. -9-
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LAKE OF THE WOODS UTILITY COMPANY 
TEST PERIOD ENDING 12/31/79 

TOTAL COMPANY OPERATIONS· 

Adjusted Operating Revenues 
(Attached Statement I, Column 6) 

Operating Revenue Deductions 
(Attached Statement I, Column 6) 

Net Total Company Operating Loss: 
(Attached Statement I, Column 6) 

Add back disallowed expenses: 
Affiliate Expenses 
Rate Case Expenses 
Projected Electric Power Expenses 

Adjusted Net Total Company Operating Loss: 

$ 26,060 
6,250 

27,929 

Appen·dix A 

58 

$ 485,758 

559'141 

$ (73 ,383) 

60,239 

$ (13'144) 

Gross Additional Revenue Requirement to Produce $13,144 of Additional Net Revenue 
(conversion factor is .963 after permitting 1 percent bad debt allowance and 
2.7 percent gross receipts tax allowance): $13,649. 

- Monthly Sewerage Usage Rate to produce $13,649 Gross Additional Revenue (calculated 
per Leis' Statement 2): $9.48. 

- Assuming an increase of monthly sewerage rate of $4.00 (to a total of $12.00) would 
generate additional annual revenue of $36,912. Adding this to the adjusted net total 
company operating lo~s of $13,144 would produce net operating income of $23,768. 
This would represent a 0.94% rate of return on the adjusted rat~ base of $2,522,004. 
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VIRGINIA 

BEFORE THE STATE' CORPORATION COMMISSION 

APPLICATION 
OF 
LAKE O~ THE WOODS UTILITY COMPANY 
TO REVISE ITS TARIFFS FOR SEWERAGE SERVICE 

) 

) CASE NO. PUE800081 ) 
) 

EXCEPTIONS TO REPORT OF HEARING EXAMINER 

Lake of the Woods Utility Company (the Company), be-

61 

.---------

lievinig that it is clear that the report of the hearing examiner, 

if adopted by the Commission, will result only in the bankruptcy 

o.f the Company and the cessation of all service -- water and 

sewerage -- files exceptions to that report as follows: 

1. The examiner reports that the Commission should 

deny tihe Company any return on rate base. 

No similar suggestion has ever been made to this Com-

mission as to any Virginia utility. Despite the erudite quota-

tion of precedents, none of the authorities quoted is a case 

where :such a result was reached. The suggestion would be, if 

adopted, a shocking deprivation of property without due process 

of law. The State may condemn the properties of a utility as 

a matter of con.stitutional law; it may ,not consciously. deny any 

return at all -- even on an opportunity cost of capital basis. 

The bases for this determination are, perhaps, two~ 

The first is certain asserted deficiencies in service. But for 

the l~st year or two, the Commission's files are substantially 
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void of service complaints. The service complaints arose only 

when a proposal for a rate increase was filed. Mr. Tice, the 

Commission's engineer, makes no comment as to service defici-

encies (Tr. 208-221). Denial on the basis of asserted service 

deficiencies has no substantial.support in the evidence. 

The second reason advanced by the examiner is that 

the present owner of the stock of the Company knew that the Com-

pany was losing money when it was purchased; for this reason, 

the purchaser should be allowed no return. That is a very un-

usual argument. The owner that sold had a right to the opportu-

nity to earn a fair return on its investment; the fact of sale 

does not result in denial of that right to the vendee. What 

is said here is that dollars actually invested in a utility can 

earn no return; the utility should not be permitted the opportu-

nity to earn because it has a history of failing to earn. 

Only the cases cited by the examiner need be cited 

to show the illegality of such a conclusion. Even such a basic 

case as Bluefield requires that rates for a utility "permit it 

to earn a return"; the examiner denies this basic premise. The 

conclusion that 

" ..• no return on rate base is appro­
priate for this Company" (Report, p. 30) 

is error and, we believe, would be reversible error if adopted 

by the Commission. 

Finally, this is not a case where there is no rate 

base. The examiner does not suggest, and could not suggest on 

-2-
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the basis of the record, that the dollars of rate base pro­

posed by the Accounting Staff were not dollars invested in 

fact ip the Company's plant. They were so invested and he 

recogn:izes that fact. He says simply that this investment. of 

good dpllars Should result: in no return at all. 

This conclusion is unprecedented and unconstitutional. 

It should not be upheld by the Commission. 

2. After such an appalling determination, the other 

" issues1 seem insignificant. But they are not. They may, how­

ever, be briefly summarized. 

(a) The examiner would limit rate case expense to 

$3, ooo'. From a personal point. of view, counsel can only ex­

press ,a measure of affront at this evaluation of his services. 

The examiner eliminates any payment to Brockmeier Consulting 

Engineers, I~c. Mr. Frasher, who presented the accounting 

testi~ony for the Company, is employed by Brockmeier; presumably, 

the e~aminer would consider that Mr. Frasher is not entitled to 

compensation. There was no testimony in the record that rate 

case ~xpenses were unreasonable; there is only the examiner's 

cortcl4.sion that counsel and the expert witnesses should do all 

that was required -- including the preparation of this docu­

ment +- for $3,000. In fact, expenses incurred will be much 

greater than $3,000 as bills rendered to the Company already 

substantiate. 

There is no support in the evidence for this conclu­

sion and it should be overturned. 
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(b) The examiner would eliminate all affiliate 

expenses. In fact; payments to affiliates help rather than 

hurt the customers of the Company •. At Lake of the Woods and 

·.•- 64 

on the Company's payroll are a service foreman and laborers. 

Without payments to affiliates, the Company would have no 

General Manager, it would have no one to keep the books, it 

would have no one to do any planning or any engineering or to 

provide for the construction of additional facilities. There 

would be no one to keep employment records or to pay employees. 

The Company could not compile tax returns or prepare the many 

reports required by the Commission and other agencies of the 

Commonwealth. All of these activities are required if service 

is to be continued by the Company; they cannot be rendered 

unless those who render them are paid. The examiner suggests 

their discontinuance and, as a result, the immediate discontinu­

ance of service. 

When the Company was owned by a previous owner, pay­

ments to affiliates were approved by the Commission for these 

purposes. They are necessary for the Company to stay in opera­

tion. There is no justification for denying them at this late 

date. 

(c) . The examiner reports that the Company should 

not be permitted to adjust charges for electric service to the 

level of charges actually experienced at the end of the test 

year but must be limited to charges in fact booked during the 
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test year. This is obviously unfair and can only create de­

lusions. 

Because many of the tanks require electric motors 

for pumps, the cost of electricity is a major operating ex­

pense ,of the Company. Let us see what the Commission's Col. 

Leis says on this subject: 

"Staff adjustment number (4) annualizes 
a power increase by the Rappahannock Electric 
Cooperative (formerly Virginia Electric Co­
operative) effective October 1, 1979. The 
possibility of future rate reductions was 
explored with the Cooperative. The Co6pera­
tive' s Management Engineering Planning staff 
indicated that future rate revisions were in 
planning, and that those rate schedules under 
which the utility operates would probably 
show future increases of 1 to 1.3 percent 
under the 11 B-l" Schedule, and 4 to 5 percent 
for the "LS" and "A-1" Schedul.es." (Prepared 
Testimony, p. 11). 

Col. Leis increased the actual power expense by $27,929. Yet 

the e~aminer approves no adjustment at all.!/ 

,Rates are set for the future and not for the past. 

'~ --:----

This \3,djustment is entirely proper and should have been allowed. 

(d) The examiner says that a reserve for bad debts 

equal' to 1% of revenues is adequate. Col. Leis testified that 

the u•e of -1% for uncollectibles is "current Staff policy" 

(Tr. 180). About 60% of the Company's revenues come fro~ 

availability charges -- $3.75 per month -- assessed against lc:>t 

l/The intervener suggests that electric rates will decline in 
the future (Exceptions, p. 7). There is no basis whatsoever 
for ap.ticipating this result; the contrary is to be expected. 
But the adjustment was based on the current experienced level 
of rates. 
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owners who do not have improvements to their lots and who may 

live miles from Lake of the Woods (Tr. 185). Col. Leis talks 

about requiring the use of this 1% limitation arbitrarily 

whether it accords with experience or not (Tr. 189). The ex-

arniner accepts this judgment because the Company has not sued 

to collect these charges -- the management has chosen "to 

forgo the effort to collect these revenues" (Report, p. 14). 

This conclusion is obviously unrealistic. One does 

not sue in a foreign locality to collect $11.25. The expense 

would be prohibitive. The Company can dun; there is no prac-

ticable way to collect. There is no justification for this 

adjustment and the Commission should not accept it. 

There are a number of other conclusions in the exami-

ner's report that are arbitrary, unreasonable and without sup-

port in the evidence. He has simply sought ways to reduce the 

Company's request. His conclusion is not justifiable •. 

The Commission should reject the report of the exami­

ner. It should examine the record and decide the case fairly 

on the contents of the record. 

Dated March 5, 1981. 

HUNTON & WILLIAMS 
P. o. Box 1535 
Richmond, Virginia 23212 

Of Counsel 
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CERTIFICATE OF SERVICE 

I, John W. Riely, a member of the Virginia State 

Bar, nereby certify that on March 5, 1981, I caused a copy 

of the above document to be mailed by first class mail, 

postag:e prepaid, to each of the following: 

Lewis s. Minter, Esquire 
General Counsel 
State Corporation Commission 
P. o. Box 1197 
Richmond, Virginia 23209 

Eric M. Page, Esquire 
Assistant Attorney General 
11 South Twelfth Street 
Richmond, Virginia 23219 

Atwell w. Somerville, Esquire 
P. O. Box 629 
Orange, Virginia 22960 

,,.,....--
'· 
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LAKE OF THE WOODS OTILI~ COMPANY . CASE NO. POE800081. .. 

To' ·revise its tariffs . 
. ~~-

FINAL ORDER 

On June 17, ~1980~ Lake of the woods Utility Company 

(hereinafter •company•} filed an application with the Commis-. 

sion for a temp:>rary emergency increase in, rates for sewerage 

service pursuant to Code·5s6-245 •. In the application, 

it is· stated that ·the ta~iff revisions ar·e des.igned ·to 
,. 

increase Company's grQ~s annuai revenues J?Y $147 ,64S •. ! 

By letter filed June 24, 1980, C~~pany submitted financial 

statements detailin~·company's operations for the calendar 

year 1979. · In thiit}etter Company. req~ested tha.t the -Commis­

sion consider the applicati_on as one unde~ 556-240 if the 

Commission found §56-245 to be inapplicable·. · · 
..... 

. By order _dated_ July 1, 1980,·the Commission (l) denied 

emergency rate relief under 556-245, (2) set a public hearing 
, 

before a Rearing Examiner_ for.November 5, 1980, for the 

purpose of receiving evidence relevant to Company's proposed 

tariff .revision, and (3) directed "the· Commission's Staff 

·to investigate and report on the appropriateness of interim 

relief un~er 556-240. 
. 

. The Commission's Staff concluded its investigation 

·and filed its report on J~ly 15, 1980. By order dated 

· . ., 
~ . . .· 

o" 

.. · .. 
. -:···· i>.! • ··:... . 
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Jtily 17, 1980, the Commission found that Company had demon- 69 
strate~ a reasonable probability that an increase in gross 

annual revenues in the amount of $147,648 would be justified 

after a full investigation and h~arin9. _The Commission 
I 

order ~ermitted company to collect these revenues on an 

interim basis, subject· to refund, for service rendered 

on an4 after August 1,-1980 • 

. · o~ July 29, 1980, Company filed a proposed revised 

·schedu~e wtth the Commission- to. increase the. sew~rage rate 

beyond that approved ~n-an interim basis in the July 17, · 

1980, 9rder. This revised schedule·was designed to increase 

conipany~s-gros~_annual revenues by $147,648~J?ove_ that 

to be ~eceived thr~ugh the interim rates. 
' 

S~ewart E. Farrar, Bearing Examiner, presided over 
. . 

the November S, 1980, hearing~ Appearances were entered 

as_ fol~ows: ·Joh~ .w. R~e_ly, Esquire,. ~ounsel ·for Company; 
. . . ~- . . . 

Atwell w. Somervil~e, Esquire, ·counsel for the Protestant, 
I . >: ·. ··I . . · 

Lake of the woods Associat~on, Inc.; Eric M. Page, Esq~ire, .... •·. 

Divisibri ~f Con·sum~r couhs~i, Office of the. Attorney General; -· 

and Kenworth E. Lion,,,Jr., Esquire, counsel. for the Commission. 
y-) 

One intervenor test if iea at the hear.ing •· 
1;;.·· 

'ihe Bearing Examiner f ile.d. a report on ,ebruary -18, 

'1981, ,sendirig copies to Messrs. Riely ~ Somerville and Page. 
i: 

The Bearing Examiner made the following findings: 

(1) In all ·future proceedings, Lake of the woods 
Utili~y Company should be treated as a single entity for 
the purpos~s of determining overall rate of return and 
and r~venue requirements. 



·,. 

(2) A r'easonable bad debt allowance for this Company 
is l percent of revenues, as recommended by Staff Accountant 
Leis. 
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(3) No allowance should be made in the Company's 
· operating expenses fo~ any payment to its affiliated interests~ 
AtPac Land Company, Ma~yland Marine Utilities, or TransContinentai. 
Development. Corporation. · · 

. (4) ·.company's proposed adjustmen~ to project electric 
power expenses above test yea~ levels is not reasonable, 
and ~hould be ·denied. 

(5) Company's proposed allowance for expe~ses of 
this rate case is excessive, and should be denied. "Rate 
case expenses in the amoqnt of $3,000, amortized over 4 
years, ar~ .. reasonable and should be approved. · 

(6) · With the exception of the matters. described in 
findings (3) through (5) ~bove, the Staff figures for the 
Company's test year operating results are accepted. The 
Company's adjusted net operating loss for the test year 
ending December 31, 1979 was therefore $110,428. · 

. . . 
': · : " · (7) · The impact of the proposed sewerage service rate 
increase on the Company's customers and on.the residential 
development itself would be extremely detrimental. There 
is substantial evidence of inadequate service to customers 
in.this record. This Company presently serves only· a fraction 
of the customers which the system was designed to serve. · 
The sewerage system in use at Lake of the woods is · 
technologically unconventional •nd problem prone. Lake 
of the Woods Utility Company has been in serious financial 
condition for some years prior to the current rate case. 
The Company's n~w owner, AtPac Land Company, must be charged , 

·with knowledge of all. these facts ·at the time it purchased 
the Company in December, 1978. No investor in AtPac•s 

· position would therefore reasonably expect to have such 
Company return:a profit within two· years after this transfer 
of ownership. Full recovery of reasonable operating expenses 
at this point in the Company's history would in fact be 
an unusual and significant accomplishment. 

. I 

For all the above reasons, no return on rate base 
is appropriate for this Company. Allowing the Company 
to earn ad.di tional revenue sufficient to cover its test 
year net operating loss of $110,428 will constitute fully 
adequate, just and reasonable rate relief in this case. 

"-. 

(8) ·company's gross additional revenue requirement 
based on test year· operations is $114,671. Company should 
be permitted to put rates into effect which are designed 
to produce this amount of additional revenue. Company's 

,, 
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redesigned·· tariffs may also include the previously· proposed 
charges·for sewer connections an4 installations, which 
appear reasonable. _, ·... · · 

(9) Interim rates of $24 per month having been in 
effect since August·:.l, 1980, customers are now due a refund 
based on the difference between that rate and the rates 
approved above for. all collections made. during the.interim 
period. The Commission should direct such refunds to be 
made within a reasonable time as a part of its order in 
this case. 

. .. . . . . 

(10) Staff should. undertake, in a separate proceeding, 
a det1ailed examinat'ion of the Company's. personnel situation 
as de:scribed in this report. 

:Exceptions to certain fin dings and recommendations 

contained in the Hearing Examiner's report were filed by 

the Pr.otestant on March 3, 1981, and by Company on March 5, 

1981~. 
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'NOW, THE COMMISSION, having considered Company's application, 

the testimony and exhibits introduced at tbe .. ~ublic. hearing, 
. . 

the Hearing Examiner '·s repart, the exceptions to the Hearing 

·Examiner's report, and the applicable law, is of the opinion 

that the Hearing Examiner's findings should be adopted. 

Accordingly, 

IT IS ORDERED: 

(1) That the.Bearing Examiner's findings are hereby 

adopted by the Commfssion: 

(2) That, on or befor~ April 15, 1981, Company file 

with the Commissi'on revised tariffs designed to produce 
,· 

$114 ,671 g_ross addl tional. revenue based on . test year operations,:. 

said revised tariffs to become effective for service rende~ed. 

on and after April 16, 1981: 

(3) That on or before April 15, 1981, Company file 



a proposed plan to refund al-1 revenue collected from.the 
, I 

application of the interim rates which the.Commission 

.permitted to become effective for sewerage service rendered 

on. and afte~ August ~i 1980, to the extent that it exceeds 

the revenue whic-h 'would have been coilected by, application, 

in lieu thereof, of the permanent rates t~ be filed.in 

compliance with this order; . . .... 
... · 

(4) That upo~ the approval of Company's refund plan, 

as proposed or ·as.·~~dified by the Commission, Company is 

to implement same forthwith; and 

(5) . Th.at there being nothing further to come before 

the Commission, the case be removed frOm. the docket and 

the papers placed in the file for ended causes. 

ATTESTED COPIES hereof shall be sent to John W. Riely, 

Esquir.e, Bunton & Williams, P:o. Box 1535, Richmond, Virginia 

23212; Atwell w. -Somerville, Esquire, P.O. Box 629, Orange, 
. . 

Virginia 22960; Office of the Attorney General, Division 

of Consumer Counsel, ll. South 12th Street, ·Richmond, ·virginia 

23219; and to the Commission's Divisions of Energy Regulation. 

and.Accounting and Fi'nance. 

. .. 
Teste: . ·<11~ 

Cler* of State Corporation c,mn"i;ss\on 
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gOM.MONWEALTH Of VIRGINIA 

OOCUME1~T CONTROL CfJ.\.\fE CORPORATION COMMISSION 
810510710 

MAY JZ 11 isAH'BI AT RICHMOND, MAY 12, 1981 

APPLICATION OF 

LAKE OF THE WOODS UTILITY COMPANY CASE NO. PUE800081 

To revise its tariffs 

SUSPENSION OF FINAL ORDER 

On April 14, 1981, as permitted by S8.0l-676F of the 

Code of Virginia, Lake of the Woods Utility Company (herein­

after "Company") filed an application with the Clerk of 

the Comm~ssion for suspension of the Final Order entered 

in this case on April 1, 1981, pending decision of the 

Supreme court of Virginia of the appeal of said Final Order • 
.. 

Company her.etofore timely filed a Notice of· Appeal on April 23, 

1981 •. 

NOW, THEREFORE, in the exercise of the discretionary 

authority granted by Code S8.0l-676F, the Commission is 

of the opinion and hereby concludes that operation of its 

order of April 1, 1981, heretofore entered in this proceeding, 

will be suspended pending decision of .the appeal by the 

Supreme Court Of Virginia, thus leaving in effect the interim 

rates permitted by Commission order dated July 17, 1980. 

PROVIDED, HOWEVER, prior· to the entering of a suspending 

order a$ above contemplated, Company, or someone in its 

behalf, shall-first execute and file with the Clerk of 

the commission a suspending bond, with corporate surety, 

in the amount of $60,000, payable to the Commonwealth, 

conditioned upon payment, or credit to customers of Company 
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as the commission may direct, of. all, amounts or sums of 

money which company ·shall collect or receive pursuant to 

the interim rates authorized by prior order herein and 

effective August 1, 1980, in excess of those rates and 

charges fixed, or authorized by the final decision on appeal. 

. ATTESTED COPIES hereof shall be sent to John w~ Riely, 

Esquire, Hunton & Williams, P.O. Box 1535, Richmond, Virginia 

23212; Atwell W. Somerville, Esquire, P.O .. Box 629, Orange, 

Virginia 22960; Office of the Attorney General, Division 

- of consumer counsel, ll south 12th Street, Richmond, Virginia 

23219; and to the commission's Divisions of Energy Regulation 

and Accounting and Finance. 

Teste: 
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APPLICATION OF 

810730205 

COMMONWEALTH OF VIRGINIA 
STATE CORPORATION COMMISSION 

RICHMOND 

AT RICHMOND, JULY 28, 1981 

LAKE O.lf THE WOODS UTILITY COMPANY CASE NO. PUE800081 

To rev~se its tariffs 

OPINION 

on June 17, 1980, Lake of the woods Utility Company 

{hereinafter "Company") filed an application with the Commis­

sion pursuant to Code §56-245 for a temporary emergency 

increase in rates for sewerage service. In the application 

Company stated that the tariff revisions were designed 

to increase Company's gross annual revenues by $147,648. 

·sy letter filed June 24, 1980, Company submitted financial 

statern~nts detailing its operations for the calendar year 

·1979. :Company also requested that the Commission consider 

the application under §56-240 if the Commission found §56-

245 to be inapplicable. 

By order dated July 1, 1980, the Commission {l) denied 

emerge*cy rate relief under §56-245, {2) set a public hearing 

before a Bearing Examiner for November 5, 1980, for the 

purpos~ of receiving evidence of Company's proposed tariff 

revision, and (3) directed the Commission's Staff to investigate -· . 

and re~ort on the appropriateness of interim relief under 

§56-240. 
I 

75 



r 

The Commission's Staff concl ·ded its-··investigation 

and filed its report on July 15, 1980. By order dated 

July 17, 1980, the Commission found that Company had 

demonstrated a ·reasonable probability that an increase 

in gross annual revenues in the amount of $147,648 would 

be justified after a full investigation and hearing. The 

Commission order permitted Company to collect these revenues 

on an interim basis, subject to refund, for service rendered 

on and after August 1, 1980e 

On July 29, 1980, Company filed a proposed revised 

schedule with the Commission to increase the sewerage rate 

beyond that approved on an interim basis in the July 17, 

1980, order. This revised schedule was designed to increase 

Company's gross annual revenues by $147,648 above the amount 

a~thorized under the interim rates. 

Stewart E. Farrar, Hearing Examiner, presided over 

the November 5, 1980, hearing. Appearances were entered 

by: John w. Riely, Esquire, counsel for Company; Atwell W. 

SOmerville, Esquire, counsel for the protestant, Lake of 

the Woods Association, Inc.; Eric M. Page, Esquire, Division 

of Consumer Counsel, Off ice of the Attorney General; and 

Kenworth E. Lion, Jre, Esquire, counsel for the Commission; 

Mr. James Hinkle appeared as an intervener and read a petition 

signed by eighty-eight (88) property owners in opposition 

to Company's proposed rate increase. Testimony was received 

- 2 ~ 
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from two Company witnesses: Thomas L. Thor·'e, General Manager 

of Lak~ of the Woods Utility Company and Rubert L. Frasher, 

Project Accountant with Brockmeier Consulting Engineers, Inc. 

The Co*1uission's Staff presented two witnesses: S. Frank 

Leis, Jpeputy Director of the Division of Accounting and -

Financ• and E. Jackson Tice~ Engineer in the Division of 

Energy Regulation. Lake of the Woods Association, Inc., 
I 

presen~ed seven witnesses: Alan L. Potter, President of 

Lake of the Woods Association Inc.; Warren J. Lodge, General 

Manager of Lake-of the Woods Association Inc.; William W. 

Carpenter, property owner and retired controller of the 

American Psychological Association in Washington, D. C.; 
I 

.Harold J. Wade, property owner and retiree; Brenda McCall, 

proper~y owner and retiree; Albin L. Lindall, property 

owner ~nd real estate broker; and GeorgeP. Beard, Jr., 

.~~·;-· 77 ---

Chairman of the Board of the Second National Bank of Culpeper. 

By letter dated November 24, 1980, the Hearing Examiner 

reque~ted Company to provide additional evidence on several 

issues!. Company filed the additional information on January 13, 

1981. No objection having been made by· the Staff or other 

parties, this material became part of the record. In his 

report filed February 18, 1981, the Hearing Examiner made 

the following findings: -
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(1) In all future proceedings, Lake of the Woods 
Utility Company should be treated as a single entit~ for 
the purposes of determining overall rate of return , nd 
revenue requirements. 

(2) A reasonable bad debt allowance for this Company is 
l percent of revenues, as recommended by Staff Accountant Leis. 

(3) No allowance should be made in the Company's operating 
expenses for any payment to its affiliated interests, AtPac 
Land Company, Maryland Marine Utilities, or Transcontinental 
Development Corporation. 

(4) Company's proposed adjustment to project electric 
power expenses above test year levels is not reasonable, 
and should be denied. 

(5) Company's proposed allowance for expenses of 
this rate case is exces•ive, and should be denied. Rate 
case expenses in the amount of $3,000, amortized over 4 
years, are reasonable and should be approved. 

(6) With the exception of the matters described in 
findings (3) through (5) above, the Staff figures for the 
Company's test year operating results are accepted. The 
Company's adjusted net operating loss for the test year 
ending December 31, 1979 was therefore $110,428. 

(7) The impact of the proposed sewerage service rate 
increase on the Company's customers and on the residential 
development itself would be extremely detrimental. There is 
substantial evidence of inadequate service to customers in 
this record. This Company presently serves only a fraction 
of the customers which the system was designed to serve. The 
sewerage system in use at Lake of the Woods is technologically 
unconventional and problem prone. Lake of the woods Utility 
Company has been in serious financial condition for some 
years prior to the current rate case. The Company's new 
owner, AtPac Land Company, must be charged with knowledge 
of all these facts at· the time it purchased the Company 
in December, 1978. No investor in AtPac=s position would 
therefore reasonably expect to have such Company return 
a profit within two years after this transfer of ownership. 
Full recovery of reasonable operating expenses at this 
point in the Company's history would in fact be an unusual 
and a significant accomplishment. -
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For all the above reasons, no return on rate base is 
appropriate for this Company. Allowing the Company ti:> 
earn additional revenue sufficient to cover its test year 

~'::'...... 79 
41:.,.,A. 

net operating loss of $110,428 will constitute fully adequate, 
·just and reasonable rate relief in this case. 

(8) Company's gross additional revenue requirement 
based on test year operations is $114,671. Company should 
be per.mi tted to put rates into ef feet which are designed 
to produce· this amount of additional revenue. Company's 
redesi~ned tariffs may also include the previously proposed 
charges for sewer connections and installations, which 
appear reasonable. 

(9} Interim rates of $24 per month having been in 
effect since August 1, 1980, customers are now due a refund 
based on the difference between that rate and the rates 
approv·ed above for all collections made during the interim 
period. The Commission should direct such refunds to be 
made within a reasonable time as a part of its order in 
this c;ase. 

(10) Staff should undertake, in a separate proceeding, 
a detailed examination of the Company's pe_rsonnel situation 
as described in this report. 

Exceptions to certain findings and.recommendations 

contained in the Hearing Examiner's report were filed by 

Protestant, Lake of the Woods Association, Inc., on March 3, 

1981, and by Company on March 5, 1981. 

By Final Order filed April 1, 1981, the Commission 

adopted the Hearing Exa~iner '-s findings and required Company 

to fi~e revised tariffs and a proposed refund plan. 

BACKGROUND 

Lake of the Woods is a residential-community in Orange 

County, Virginia, consisting of approximately 4,200 lots, 

- 5 -



all of which have been sold, and of which about 800 have 

been improved with dwellingse The lots cover approximately 

2,600 acres and are.situated around a 500 acre man-made 

lake. About 75 percen~ of the· homes are occupied full 

time. Commercial development is quite limited. The community 

is improved by hard-surfaced roads and has numerous public 

use facilities such as swimming pools, community building, 

golf course, parks, playgrounds, and picnic areas. An 

association of property owners known as the Lake of the 

Woods Association, Inc. operates and maintains _the common 

use facilities. 

Lake of the Woods Utility Company is a wholly-owned 

subsidiary of AtPac Land Company of Santa Barbara, California, 

which purchased the stock of Company as one of a number 

of acquisitions fro~ Boise Cascade Home and Land Corporation 

in December, 1978. Company provides water and sewerage 

services to the community. Of the 769 customers receiving 

service at the end of the test year, December 31, 1979, 

all but three use both water and sewer services. These 

three homes have their own septic tank-drainf ield systems 

and purchase only water service. 

The water service to the community is supplied by 

a conventional system of eight wells, storage tanks and -
mains. The Company did not request an increase in its 
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metere~ water rates in this proceeding. Those customers 

who owh lots but do not yet take.water service are charged 

an ava~lability charge of $4.00 per month. Water rates 

have n~t been increaseq since the commencement of service 
; 

in 196r. 

srwerage service is provided by a somewhat unusual vacuum 

system!. The vacuum system was installed because the soil 
I 

in thelarea is unsuitable for individual septic tank - drainfield 

system and the hilly terrain prevented the use of a conventional 

gravit~ flow sewer system. The system employed here maintains 
I -
I 

a vacu~-n on· the sewer lines to transport the sewage. Sewage 
' 

discha~ged from a home flows by gravity to a nearby holding 
I . • tank wh1ch is shared normally by one other home. From 
! 

the holding tank it is pulled by vacuum pressure to one 
I 

of 13.pumping stations in the subdivision.: from there it 

is pumbed through a sewage force main into a larger gravity 

flow m~in connected· to the sewage treatment plant. 
; 

V~lves on each individual holding tank are designed 

to ope~ at appropriate times to allow the force of the vacuum 

theldischarge line to empty the tank •. Earlier versions on 
I 

of the~e valves were electrically operate.a, necessitating 
I 

an elebtric meter at each such holding tank. There are 

-
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presently about 300 ·valves of this type in the system. 

New valves now· being installed are operated pneumatically 

without the necessity of electric powero 

Prior to this proceeding, residential users of the 

sewerage system were paying a flat rate of $8.00 per montho 

By order herein dated July 17, 1980, the Commission approved, 

on an interim basis subject to refund, an increase in gross 

annual revenues which resulted in increasing the flat rate 

paid by residential users to $24.00 per month. However, 

_ if the interim increase is made permanent, together with 

the increase reflected by the revised schedule filed herein· 

on July 29, 1980, the residential user rate will increase 

to $40.00 per month. Company has proposed no change to 

the $3.75 per month availability fee charged to those customers 

who own lots but do not yet take the sewerage service. 

·TOTAL COMPANY OPERATIONS - Future Proceedings 

Both Protestant and the Attorney General contend that 

the Commission should examine Company's financial condition 

on a total company basis, rather than to look only at the 

sewerage operations as proposed in Company's application. 

Witnesses for Protestant indicate that, with only three 

-
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exceptions, all customers of the utility take both water 

and sewer service. These three customers have their own 

septic tank - drainf ield systems for sewage disposal. 

Protestant witness LOdge stated that other lot owners cannot 

obtain septic tank.construction perm~ts because percolation 

tests indicate that the soil is unsuitable for septic tank -

drainfield systems. He further stated that wells are not · 

allowed on individual lots. All new customers are therefore 

likely' to require both water and sewer service. 

Protestant witness Carpenter testified as to the 

difficUlties encountered in allocating revenues, expenses, 

and capital expenditures to the water and sewer systems. He 

contends that the revenues from the $7.75 per month avail-

ability charge ($4.00 per month for water and $3.75 per month 

for sewer) are improperly allocated since Company's investment 

in the sewer system is larger than its investment in the water 

system. He also pointed out that since Company allocates the 

costs 9f operations and maintenance and capital construction by 

use of a work-order system, a complete audit of all work­

orders- in conjunction with the payroll and material records 

would be required to ascertain if all costs are properly 

alloca~ed. He concluded that the true position of any 

company from. an accounting or financial standpoint should -
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be determined by the total company operations as opposed 

to individual operations within the company. 
~ 

We believe that the position of Protestant and the 

Attorney General on the foregoing matter is well taken. 

Since the same personnel serve both systems, it is necessary 

to allocate expenses. The many, inevitable judgmental 

decisions involved in this allocation process make such 

separations inherently suspect. Since both the water and 

sewer systems serve essentially the same customers and 

the systems are maintained by the same ·personnel, it appears 

to be logical and eminently more fair to both Company and 

its customers, to determine Company's revenue requirements 

on a total Company basis. Inasmuch as the water operations 

and the allocation of availability charges received little 

or no analysis by ei~her the Staff or the parties, there 

is insufficient evidence in the record to determine revenue 

requirements on a total company basis in this proceeding. 

We find, however, that the revenue requirements of Company 

should be determined on a total company basis in all future 

rate proceedings. 1 

-1 
This should not be interpreted to mean that we are 

requiring a single rate for combined water and sewer services. 
We recognize different rates for different services as 
being appropriate for all utilities. 
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ONCOLL$CTABLE ACCOUNTS EXPENSE 
I 

CL.npany 's books reflect an uncollectable accounts 

expens~ for the sewer operations of $23,924 for the test 

year. 'Company's Mr. Thorpe stated that Company has made 
I 

the •u~ua1• efforts to collect delinquent accounts, such 

as letlters to the non-paying customers, but claimed that 

Company has had little success since most of the delinquent 

custombrs are being charged only an availability fee and 

have no service which can be terminated for nonpayment. 

Be sai~ the utility has never used formal legal action 
-

I 
in an attempt to collect these amounts. 

I 

Staff witness Leis allowed an uncollectable sewer 

accoun~s expense of only one percent of gross annual sewer 

' revenues by decreasing this expense by $21,403. Be testified 
I 

that this is current Staff policy and is in keeping with 

experi~nce with other utilities. 

Slnce bad debts-are a fact of business life, the Commission 
I 

recogn~zes that it is appropriate to make some allowance 
-

for un¢ollectable accounts with any company. In making 

rates ~or the future, however, we are not.bound to recognize 
I 

Company's actual bad debt experience, but only a sum which 
I 

we find reasonable. Experience with other utilities has 

result$d in a Staff policy fixing one percent of gross -
annual,revenues as a reasonable uncollectable account expense. 
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Company bears tr~ burden of proving that it is entitled 

to a level of baJ debt expen~es greater than that experienced 

by most utilities. By making only a minimal attempt to 

collect delinquent accounts, Company has not met that burden 

to our satisfaction. Company may forego the effort to 

collect these revenues if it so chooses, but we.will not . 
ask the ratepayer to make up for this relinquished· opportunity. 

Consequently, we find that one percent of gross annual 

sewer revenues is a reasonable uncollectable account expense. 

ELECTRICITY EXPENSE ADJUSTMENT 

Company has proposed an adjustment to increase Company's 

test year electricity expense.of $108,351 by $26,583 in 

order to •annualize• a Rappahannock Electric Cooperative 

rate increase which became effective October l, 1979. 

The Staff made an electricity expense adjustment of $27,929 

which it labeled as a •company projection.• The record 

does not indicate the reason for the discrepancy between 

these numbers. Staff witness Leis stated that Company 

operates under the Cooperative's Rate Schedules·"B-1", 

"A-1", and "LS". 

Company witness Frasher testified that he calculated 

this adjustment by applying (1) the inc~ase on base rates 

effective October 1, 1979, and (2) the average of the fuel 

adjustment clause factors for the first three months of 1980, 
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to the number Of kilowatt- hours consumed by Company during 

the 1979 test year. 

This method of calculation is not, as Company and 

the Commission Staff indicated, merely an annualization 

of the· Cooperative's known rate increase, because it contains 

all the elements of a projected test year conc~pt. Company's 

calcul:ation is based upon two assumptions: (1) that Company's 

power usage will remain the same in the future as in the 

test year, and (2) that the electric rates utilized by 

Company in making its calculation are representative of 

the future. These assumptions are arbitrary and without 

justification. Company appears not to have done trend 

analys
1

es (1) to show that its power usage for 1979 is 

representative over time, and (2) to show that first quarter 

1980 'fuel factors are representative of ·the future. As 

the Commission well knows, and even Mr. Frasher admits, 

the fuel factor for electric cooperatives changes monthly. 2 

Knowing this, Mr. Frasher apparently had no basis for going 

outside of the test year and using the average fuel factor 

2 Additionally, these fuel factors may decrease just 
as readily as they increase and they may even become negative, 
which would, in effect, cause a reduction in the cooperative's 
rates. ~Each of the Cooperative's rate schedules under which 
Company receives service contains the following provision: 
"The amount of charges calculated at the above rate is subject 
to increase or decrease under provisions of the Cooperative's 
wholesale power cost adjustment clause, Schedule "WPCA". ".] 
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for first quarter, 1980. In fact;- no basis for either 

of Company's assumptions appears .. 1 the record. 

This Commission ordinarily does not allow adjustments 

for future expenses to be incurred within one year after 

the test year unless they are known and definite. we, 

therefore, find that Company's electricity adjustment as 

calculated is speculative and should be disallowed. 

AFFILIATE EXPENSES 

During the hearing Company witnesses testified that 

Transcontinental Development Company (TDC) , an affiliate 

of Company, provides t,he following services to the utility: 

administration of Company employe.e benefit plans, 

administration of Company insurance plans, budget review 

and assistance in preparation of the budge~, accounting 

reviews, financial data, workmen's compensation, and tax 

considerations. Company witness Frasher stated that for 

its services TDC is paid a fee equal to five percent of 

the operating expenses of the utility. 

Maryland Marine Utilities, another affiliate, provides 

day-to-day administrative, accounting, and billing services 

to Company. Company witness Thorpe is the general manager 

of both Company and Maryland Marine Utilities. Mr. Thorpe's -office is located in Maryland. The Company Controller, 

the Operations Manager, and the Data controller are also 
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located in Maryland and their salaries are llocated between 

Company and Maryland Marine. 

Staff accountant Leis included $26,060 of Company's 

booked affiliate expensei in the Staff accounting exhibit 

based $pon the old affiliate agreement between Company and 

its former parent,· Boise Cascade. He stated that these 

expens~s were factored into the Staff calculations for infor-

mational purposes only and that the inclusion of such figures 

should.not be construed to imply Staff acceptance of them. 

Ptotestant witness Carpenter recommended the elimination 

of the management fee because his investigation disclosed no 

instan~e of any management service being performed for Company 

by its parent. He stated that the relationship between the two 

companies appeared to be the normal one where the parent company 

receiv~s the profits or stands the losses of its subsidiary. 

Although AtPac purchased the stock of the utility in 

December, 1978, no affiliate agreements were filed with the 

Commission until October 29, 1980, only seven days before 

the puQlic hearing. These agreements .were filed with the 
t 

Clerk of the Commission by Company counsel, presumably for 

approval since the cover letter indicated that the •requisite 

formal application" was being prepared. Company's post­

hearing filing on January 13, 1981, incruded a copy of 

an application for approval of affiliate transactions which 

was formally' filed along with new affiliate agreements, 
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the same day with the Clerk of the Commission for re ·iew by · 

the Commission. 3 · The agreement between TDC and Company 
\. 

which was filed on October 29, 1980, is essentially identical 

to the agreement between these parties which was filed 

on January 13, 1981, except that the monthly charge for 

management services was to be $3,000 rather than the $1,500 

charge listed in the later submittal. A memorandum to 

the Commission purports to explain what management services 

are supplied by TDC in return for the $1,500 per month 

payments from Company~ 

There are numerous benefits available to the parties 

of affiliated relationships. Parent companies may be able 

to share the expense of sophisticated equipment and personnel 

with subsidiaries and receive .tax advantages not otherwise 

available to them. Parent and subsidiaries often are able 

to take advantage of economies of scale. 

Subsidiaries often benefit as a result of their attracting 

and retaining management which could not be attracted or 

retained if operating alone. Further, utility-owned subsidiaries 

are often able to obtain equipment and materials.at lower 

costs through their parent or sister subsidiaries. A subsidiary 

may benefit from having access to financial resources which 

-
3 The affiliate agreements filed on January 13, 1981, 

are dated November 17, 1980, twelve days after the hearing. 
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would (not otherwise be available because of size or location, 

or oth~r reasons. Ratepayers may benefit by lower costs 
I 

and better service because of affiliate arrangements. 

However, affiliate transactions do not take place at 

arms length. For that reason, the Virginia legislature 

enacted Chapter 4 of Title 56 of the Code of Virginia 

("Regup.ation of Relations with Affiliated Interests"). 

This c~apter requires the Commission to scrutinize affiliate 

transactions on two levels. The first level pertains to 

contracts and/or arrangements between the affiliates. 

Contracts and/or arrangements are not valid, or effective, 

until they are filed with, and approved by·, the Commission. 

At the second level of scrutiny, Chapter 4 tequires 

the Co~.:nission to focus on specific transactions, payments 

or com~ensations made by a utility to an affiliated interest. 

Such ipdividual transactions generally should be reviewed 

during• the course of a rate proceeding. Virginia Code 

§56-79 sets out the nature of the proof necessary to permit 

the Commission to determine the reasonableness of specific 

transactions, together with the arrangements or contracts 

under Which they were made. Virginia Code §56-80 provides 

that the Commission may.disallow affiliate payments, even 

those made under contracts previously aE,Proved. 

Based upon the facts in the record, we have considerable 

doubt that the expenses booked for services furnished by TDC· 
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would be reasonable even if their services had been provided 

by nonaffiliated firms. By examining the list of services 

contained in Company's January 13, 1981, submittal and 

the discussion of these services by the Company witnesses, 

one would think that such assistance was being rendered to 

a large corporation with hundreds of employees and complicated 

budgetary and financial problems. This company, however, 

has only 15 on-site employees and about 800 active customerse 

Why such a small company needs to pay an outside consultant 

to handle its insurance and employee benefit programs, 

for example, was never explained. 

There are certain basic functions which a small company.'s 

internal management should be expected to be competent to 

perform itself, with reasonable amounts of outside assistance 

on a periodic basis. There is no evidence in the record 

to lead us to conclude·that this Company's employee, financial, 

or accounting situations are so complex as to require the 

expensive extra services retained by Company. 

Virginia Code §56-78 provides that any payment or com-

pensation to an affiliate may be disallowed by the Commission 

unless satisfactory proof is submitted of the cost to the 

affiliated interest rendering the service. The record 

in this case was not only delinquent, it was completely -
devoid of any such cost data, at least until January 13, 

1981. Even the limited amount of data filed on that date 
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was superficial and, by Company's own admission, an estimate. 
I 

Considering the fact that at least a portion of the affiliate 

expenditures do not appear to have been reasonable even 

if pai~ to non-C!_ffilia~ed companies, it would be totally 
I 

irresponsible of us to excuse Company's failure to submit 

full cost records and accounts in this case. Thus, we 
I 
I 

find tpat it would be improper to make an allowance for 

affiliated expenses incurred during the test year. 

I 
RATE CASE EXPENSE 

C~mpany has proposed an allowance for rate case expenses 

totalihg $28,000, to be amortized over four years at $7,000 
I . 

per year. Company witness Frasher testified that this is 

an estimate based on the time devoted to the case by his 
I 

firm, ~rockmeier Consulting Engineers, Inc., the cost of 

Company's legal counsel, and any costs incurred by others. 

He further stated that ap.proximately $25,000 of the estimated 
I . 

$28,009 cost of the rate case was to pay for tqe participation 

of his: firm. Staff witness Leis said that as of August 31, 
I 

1980, $19,640 had been booked for rate case expense and 
I 

that he assumed that before the case was over, the total 

exoense would equal the figure requested. 
- 1 · 

We believe that the proposed allowance for the cost of -
this r~te case is excessive. It exceeds 11 percent of the 
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sewer operation's adjusted test year reven-ues as 'determined 

by Staff witness Leis. The Commission is not required -to 

impose upon the ratepayers whatever a company might choose 

to spend for legal and accounting assistance in connection 

with a rate case. 

Mr. Frasher's testimony was of limited value, and 

based on the evidence presented, we fail to see.why it 

was necessary for his firm to participate in this case. 

Mr. Frasher's presentation at the hearing was not the 

knowledgeable and informed testimony that we would expect 

to receive from a competent utility accountant familiar 

with a utility's operations. In fact, the witness lacked 

knowledge of many facets of Company's operations. He did 

not know the details of the purchase of Company by AtPac 

Land Company. His knowledge· of Company's $2.4 million 

dollar promissory note, the apparent current holder of the 

-note, the relationship of the apparent current holder of 

the note to Company and its affiliates, and the transaction 

whereby the apparent holder of the note acquired the note, 

was very imprecise, at best. Several of his responses 

to cross-examination questions on these matters included 

the phrase "I believe." In response to another question, 

he replied "that is my understanding, y~s." To yet another 

question he responded "not to my knowledge." Finally, 

under continued cross-examination, Mr. Frasher admitted 
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that he didn't know if there was an affiliate relationship 

betweer the apparfmt holder of the note and Company. Put 

in the~r best light, these responses show that Mr. Frasher 

did no't have a clear knowledge, if any whatsoever, of the 

facts involved in Company's liability on a $2.4 million 

note of indebtedness. 
I 

In response to a question regarding a $123,323 entry 

identi~ied as "Payables to Associated Companies" on Company's 

balance sheet, Mr. Frasher indicated that he could not 
I 

I 

identify the "associated companies" or the services provided 

by the~e •associated companies." Mr. Frasher also could 

not qu~ntify the cost of bookkeeping and data processing 
I 

servic~s provided to Company by other firms. 

In short, so far as appears in the record, Brockmeier 

Consul~ing Engineers merely prepared some very generalized 

accoun~ing testimony, 4 for which it expects to be paid 
I 

$25,000 over and above the $15,000 annual retainer already 

charge~ by the firm. Quite a bit of this firm's rate case 
I 

charges were undoubtedly consumed by coast-to-coast travel 
I -

and telephone expenses. We believe that the $25,000 charged 

by Brockmeier Consulting Engineers for their participation in 

this proceeding is unreasonable. Since there is no evidence 
I 
' 

-
4 Company's financial statements were prepared by 

an affiliated company, Maryland Marine. 
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in the record to allow a determination of a reasonable fee 

for the services rendered, we find that $25,000 should be 
I, 

disallowed for ratemaking purposes. The remaining $3,000 of 

rate case expenses are approved for amortization over four years. 

PAYROLL EXPENSE 

Company witness Thorpe testified that payroll expenses 

were about $134,000 during the test period. He said the work 

time of 16.l personnel is charged to the Company, the fraction 

being due to the fact that the time of four people in Berlin, 

Maryland, including himself, is allocated in various proportions 

between Company and Maryland Marine Utilities. Fifteen people 

actually work on site at Lake of the Woods. These include a 

field superintendent, maintenance foreman, construction foreman, 

two office workers, and various construction and maintenance 

personnel. 

Although Staff engineer Tice said he felt the number of 

employees was excessively high, constituting one person per 

SO customers, Mr. Thorpe said he did not feel that a reduction 

in personnel could be achieved without affecting service, 

claiming that the maintenance and construction problems 

associated with this system require a larger labor force than 

does the traditional sewer system. Mr."'Thorpe noted that 

the Company had as many as 21 employees in 1978. 
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Mr. Thorpe stated that the field superintendent lives 

at the ~ubdivision, .was actively involved in the construction 

of the system, and, in Thorpe's opihion, is fully capable 

of handling the day-to-day operations of Company. 

T:he construction work necessary at Company involves 

such ~hings as adding new sewage holding tanks as needed, 

replacing old tanks and valves, and upgrading vacuum lines 

to larger sizes. 

The protestant's views on the size of the work force and 

its ef~ectiveness were quite different from that of Company. 

Pro~es~ant witness Potter, President of Lake of the Woods 

Association, claimed that there is no effective supervision 

on site at the community and th~t this de'f'ect encouraged 

considerable •feather-bedding•. Protestant witness Lodge, 

General Manager of the Asociation, echoed Pottet's sentiments. 

He sai~ that Mr. Brockmeier, then of Company's former parent, 

·Boise tascade, and now retained as a consultant to Company, 

testified before this Commission in 1975 that the,re would be 

a full-time manager on site, and that a total of eight people 

should be able to maintain and operate the system. He claimed 

that the field superintendent was not capable of doing an 

adequat~ job and that the size of the staff was grossly 

inflated due to lack of management supe~vision and technical 

ability. He said that often no satisfactory answer is found 
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to serious service problems until calls are made to the 

personnel in Mar. land. He cited instances of employees 

engaged in horseplay and driving aimlessly around the 

subdivison as examples of conditions caused by lack of 

effective supervision on the site. 

According to Mr. Lodge, there have been hundreds of 

service difficulties in his nine months with the Association. 

He listed various problems such as overflowing sewage holding 

tanks, broken sewer lines, sewage running into the lake, 

excessive odors from pumping stations, and lack of adequate 

water pressure. He said that in some cases, overflowing 

tanks are repeatedly pumped out with no attempt being made 

to solve the underlying technical problem. 

In observing that Company's 16.l employees are about 

one employee for every SO customers, Staff witness Tice 

compared this to a gravity flow system of Lake of the Woods' 

size within Mr. Tice's knowledge which has a ratio of one 

employee to 250 customers. Company has five persons classi­

fied as full-time construction.workers: an equipment operator, 

two laborers, a construction foreman, and a construction 

lead man. Even though Company employs 5 full-time workers, 

Mr. Tice said that the construction work in the development 

does not appear to be a daily operation. Mro Tice felt that -Company should give a detailed accounting of its work force. 
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After some very poin~ed cross-examination, Mr. Thorpe 

admitt:ed that one man cla.;;sified as a sewage treatment 

plant 1operator was actually a seventh maintenance man who 

is also a part t:ime treatment plant operator. Generally, 
I 

his duties around the plant consist only of collecting 

water ~samples in a jar twice a day and doing the "housekeeping 

an0 grounds maintenance" at the plant. 

I,nformation received from Company on January 13, 1981, 

listed: twenty-seven on-site employees for the test year. 

Ten of these employees are listed in terminated status 

on th~ last day of the test year. The $10,842 salary of 

one employee, R. Trenary, who apparently was terminated 

after 1the end of the test year, was adjusted out of the 

test year payroll expense by the Commission staff. Reducing 

the nU:mber of listed on-site employees (27) by the number 

terminated du.ring the test year (10) and the number known 

to hav1~ been terminated after the test year (l), we are 

left wiith 16 employees, one more than the 15 on-site employees 

for which Mr. Thorpe listed classified positions. There 

appear:s . to be at least one extra employee's salary included 

in the Staff's adjusted test year payroll expense. Company 

also ~ppears to have a turnover ratio of at least 67 percent 

among ·On-site employee positions, assum-1-ng that two positions 

which ;existed during the test year have been eliminated. 
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We find. in the record conside able evidence that Company 

is overstaffed. However, it is not possible from the record 

of this case to quantify with any degree of certainty the 

amount by which labor expenses should be reduced. Therefore, 

we find that the Staff should undertake a separate, detailed 

examination of the entire employment situation at Lake 

of the wood·s. The examination shall include a determination 

of how many and what types of employees are reasonably 

necessary to operate and maintain the system both on and 

off-site, reasonable pay levels for such personnel, and 

the effectiveness of on-si.te management in directing and 

supervising the work force. 

CONSULTING ENGINEER EXPENSE 

According to Company witness Frasher, his firm, Brockmeier 

Consulting Engineers, Inc., of Santa Monica, California, is 

paid a retainer of $1,250 per month for providing management 

consulting on rates and utility matters, design ser.vices, 

master planning, and capital budgeting. Company ·witness 

Thorpe indicated that this firm is very knowledgeable regarding 

vacuum sewer systems. Pipeline design projects are not covered 

by the retainer and are billed separately. Brockmeie~ is also 

-on retainer with Maryland Marine Utilities. Mr. Thorpe stated 

that he has no knowledge of any ownership connection between 
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Brockmieier and Company's parent, AtPac. Mr .. Frasher stated 

that B~ockmeier is a separate, independent ~orporation, 

having· AtPac, Company, and Maryland Marine among its clients. 

P~~testant witness Carpenter would eliminate the $15,000 

annual Brockmeier ret~iner from Company's operating expenses 

because personnel of the firm are rarely at Lake of the 

Woods and he had seen no evidence of consulting services 

having; been performed. 

B~sed upon the technological problems inherent in 

operating the vacuum sewer system, it would appear prudent 

to allow Company to retain engineering expertise to deal 

with d$sign matters. However, since Mr. Thorpe stated that 

the Br©ckmeier firm does not become involved in maintenance 

proble$s, and since most of the problems mentioned during 

the he~ring involved maintenance and managerial problems, 

there appears to have been very little, if any, design 

work 0$ the vacuum system done during the test year. There 

was te~timony that the consultant redesigned a fotce main 

to replace an existing force main (apparently outside of 

the te~t year). Mr. Lodge pointed out that force mains 

are a part of traditional sewerage systems and are not 

peculiar to vacuum systems alone. It does not appear to 

be reasonable to retain a consulting en<J-:ineer located 3,000 
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miles away to handle conventional sewerage system problems 

which any consulting sanitary engineering firm would be 

competent to do. ( . .. Although we question the wisdom of retaining 

a consultant located in California to handle the design 

problems of both the conventional and the vacuum portions 

of the sewerage system, there is no evidence in the record 

itemizing or otherwise identifying the elements (i.ee, 

vacuum sewer work, force main work, travel expense and 

102 

telephone expense) of work or services rendered in justification 

of the $16,510095 actually paid to Brockmeier during the 

test year. However, despite our obvious reservations regarding 

the propriety of the payments, because of the nature of 

the system and its attendant problems, we will accept - for 

this proceeding - the aforesaid consulting engineering expense. 

EFFECT ON THE CONSUMERS 

Tra~scending all arguments about individual expense 

items and accounting treatments was the Protestant's central 

theme that a rate increase of the magnitude proposed would 

be devastating to the community of Lake of the woods. 

Alan Potter, President of the Association, contended that 

Lake of the Woods is important to Orange county. It is the 

third largest population center in the county and contributes 
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15 percent of the County's total real estate taxes. He 

said t:he proposed rates would place the development at 

a tremendous disadvantage compared with other parts of 

the general Northern Virginia area in it~ ability to attract 

new residents. He presented an exhibit which showed sewer 

rates 1in the general area to range from about $73 a year 

in Ale1xandr ia to $188 a year in Fairfax City, as compared 

with the proposed $~80 a year in Lake of the Woods. Upon 

objectlion by Company counsel, he denied that he was presenting 

these figures for the purpose of fixing the subject rates 

on a comparative basis, but merely to show that a person 

planning to build a new home in the area would likely be 

disinclined to locate in Lake of the Wood's. Potter concluded 

that even the interim rate increase "will kill the future 

development and growth of this community•. 
! 

Several witnesses said the impact of the rate increase 

on prese.nt residents with fixed incomes would be very severe. 

If they found they could not pay the increased rates, they 

would be forced to offer their property for sale, and yet 

might be unable to find a buyer at a reasonable price for 

the ve~y reason compelling the offer to sell. Mr. Lodge 

claimea that "both Lake of the Woods and Lake of the Woods 

Utility Company rely upon steady growth-to survive. The 

large sewerage rate increas~ will cause us both to shrivel 

up and; die.• 
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Albin L. Lindall, a resident of Lake of the Woods 

and a licensed real estate broker, testified that he has 

been active in the real estate field in the Lake of the 

Woods area for the past twelve years. In the past, about 

70 new homes have been built in the development each year, 

and the market for existing homes has been good until recently. 

However, he said that when the proposed increase was announced, 

the effect on saleability of property was immediate and 

adverse. Several prospective lot purchasers have broken 

off negotiations and the sale of existing homes has been 

hampered. He stated that the interim rate level would 

cause the growth rate of the community to decline, and 

the larger proposed rates would have a •very much greater" 

adverse effect. 

George P. Beard, Jr., Chairman of the Board of the 

Second National Bank of Culpeper, testified that this situation 

makes his bank much more cautious in making mortgage money 

available in the development and also causes it concern 

with the security of existing mortgages, which amount to 

approximately $1 million at present. 

Company witness Thorpe said that although Company 

had considered the impact of this increase on the present 

customers and the prospects for future development in the -
area, he really did not have any opinion whether the increase 
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would $low new construction. He went on to say that his 

concern was whether the parent company can continue to 
i 

fund aft operation which cannot meet expenses and which 

does n©t have the ability to borrow money from outside 

source$. 

It is obvious that the amount of the requested rate 

increase is exorbitant from the standpoint of the consumer. 

The evidence establishes that such an increase would be 

. ' -

devast~ting to this community. The testimony of an experienced 

real estate broker and a banker demonstrates that even 

the in~erim rates and the pendency of this case have had 

a depr~ssing effect on the continuing development of the 

subject properties and the availability of mortgage money. 

Rates •o significantly higher than those available in adjacent 

areas w_ill make Lake of the Wood unattractive to prospective 

home ptirchasers and will discourage those who now own vacant 

lots ftom building. As many ·residents pointed out, the 

viabil~ty of Company is tied to the viability of th~ community. 

Rates which will strangle growth, or cause an out-migration, 
I 

can hardly benefit Company. The evidence is that the proposed 

~ates ~ould have this effect. 

It;. is particularly important that one be mindful of the 

impact of drastic rate increases on consumers of residential 
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utility services. When the rate charged -exceeds·the economic 

worth of the service, purchasers of some regulated sevices_ 

can make this quickly apparent. Transportation customers, 

for example, can simply cease using the service and substitute 

other methods of travel. Except in rare situations, such 

as switching from electric to gas heat for example, the 

1.06 

matter is not so easy for customers who purchase residential 

services. Short of selling their home, they have no alternative 

to the service offered. Regulatory agencies must be especially 

watchful to avoid trapping such consumers in intolerable 

situations from which they have no realistic escape. 

SYSTEM UTILIZATION 

As we mentioned previously, although only about 800 

lots have been improved with dwellings, the development 

consists of approximately 4,200 lots. Company therefore 

· serves les• than 20 percent of its potential. Despite 

the number of years Company has operated, in a real sense, 

it remains in its developmental stage. 

Company witness Thorpe testified that the utility 

was built originally to serve the entir_e development. 

Apparently, only additional individual holding tanks, lot 

connections, and some upgrading of faci~ities would be 

- 32 -



necessary to serve all 4,200 lots. The conclusion is 

inesca:pable that this system is presently overbuilt. Even. 

though1 sewage may be flowing through every pipe and pumping 

statidn in the system, those pipes and pumping stations 

are sized to carry a much greater volume of sewage than 

they are now carrying. 5 Obviously, the entire investment 

f. 1· 0.-.,,, 
~-

in ut~lity plant is not used and useful. It is unreasonable 

to for,ce a fraction of the potential customers to pay for 

a systiem designed to serve many more. Unfortunately, however, 

the evidence in the 'record is insufficiently detailed to 

allow 1us to determine the dollar value of that portion of 

the utility plant that is used and useful, or the dollar 

value !Of the expenses incurred by Company's necessary main-

tenanc·e of that portion of the utility plant which is not 

used a:nd useful. 

$2.4 MILLION PROMISSORY NOTE 

P.roblems· with affiliates arose once again when discussing 

the ma:jor por.tion of Company's indebtedness. Staff witness 

Leis t~stified that, in 1975, Boise Cascade Home and Land 

5 For example, the gravity sewer ptpe leading to the 
sewage treatment plant is designed and built to carry approxi­
mately 5.25 times more sewage than it is currently carrying 
(4,200' total lots divided by 800 lots with dwellings equals 
5. 25) • 
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Corporation purchased Lake of the Woods Service Company 

and transferred the assets to the Boise subsidiary, Lake 
( 

of the Woods Utility Company. In return, Boise received a 

t 

promissory note which accrued interest at 8 percent per year 

and stock from the utility company. This note payable is 
. 6 shown on Company's balance sheet in the amount of $2,402,702. 

Questions developed in the hearing as to the disposition of 

this note upon the sale of the utility stock from Boise 

to AtPac Land Company in 1978. Information on this subject 

at the hearing was sketchy and conflicting. 

Mr. Thorpe stated that the· utility company was simply 

one part of a package acquisition by AtPac Land Company 

from Boise. However, he said that he did not know the 

actual details of the transaction. Be did say he believed 

the above note was now payable to an affiliate of AtPac1 

name unknown. Mr. Frasher testified that the note is not 

held by an affiliate, to his knowledge, but is held by 

Perry R. Bass, Inc., and he believed this assignment may 

have been made at about the time of the sale of the.Company 

stock to AtPac. 

6 By order dated September 29, 191"7, in Case No. 
A-592, the Commission authorized open account indebtedness 
owed to Boise Cascade in the amount of $2,347,280 with 
interest chargeable at the rate of 8 percent per year. 
The order further provided that no payment of such interest 
shall in fact be made without the further order of this 
Commission. 
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M~. Leis testified that he presumed that the interest 

on the1 note was payable to the new parent company, AtPac, 
I 
I 

but hel had not seen any documentation to that affect. 

Oh January 13, 1981, Company submitted further information 

about this note. That information indicates that a demand 

note was given by Company to Boise Cascade on December 1, 1978, 

in thei amount of $2,402,702, bearing 8 percent inter~sto 7 
I 

When AbPac purchased Company's stock, the note was sold 

in a "~elated but separate transaction" by Boise to Perry R. 

Bass, ~nc., which purchased receivables of "various entities" -

at that time for cash at a discount, amount unstated. 

According to the affiliate-application included with the 
I 

Januar¥,13, 1981, submittal, the Bass corporation later 

transferred interests in these debts to Perry R. Bass, a 

shareholder, and another corporation owned by Perry·R. Bass. 

The ap~lication states that Perry R. Bass is the father of 

sons, who, in general terms, nave various business interests 
I 
I 

which can be traced eventually to Lake of the .Wooas·qtility 

Company. Another stockholder of the Bass corporation consists 

of tru~ts for the children of the Bass brothers. Trusts for 

the children of "one or more" of the Bass brothers are also 

stockh~lders in an admitted affiliate of AtPac and Company •. 
I 

7 Approval for the issuance of this note was never · 
obtained from the Commission as required by Chapter 3 of 
Title 56 of the Code of Virginia. 

i 
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The application c:mtends, however, that neither Perry R. 

Bass, Inc. nor any co-owners of the note have holdings 

in any company with direct ties to the utility. 

Although the status of the $2.4 million note for rate-

making purposes has great significance in the determination­

of the size of Company's rate base and its capi~al structure, 

the record is inadequate to permit a definitive determination 

of the affiliate relationship, if any, of the holders of 

the note to Company. Company's witnesses were unable to 

provide the evidence necessary to resolve this matter and 

Company's January 13 submittal raised as many questions 

as it answered. Consequently, this matter will be addressed 

in a separate proceeding. 8 

CIRCUMSTANCES UNDER WHICH ATPAC PURCHASED UTILITY STOCK 

110 

As Company counsel agreed, Company was a losing proposition 

at the time"AtPac acquired it. Company's own exhibits state 

that the total company suffered ad~usted net operating losses 

8 It is anticipated that the relationship between the 
note holder. and Company will be investigated in conjunction 
with Company's application for approval of affiliate agreements 
filed on January 13, 1981 (Case tPOA810003). If the Commission 
finds that the holder of the $2.4 milli~n note is an affiliated 
interest of Company within the meaning of §56-76 of the Code, 
the value of the note, for ratemaking purposes, will become 
equal to the discount price paid for the note. The rate base 
or investment of Company woulq thus be reduced. 
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of over $163,000 during 1979 on a total company adjus~ed 

rate base of about $2.4 mJ llion. ·Apparently, a similar 

environment had existed for some time. In the last rate 

case, Case No. ~9867, ~oncluded by order of August 5, 1977, 

the commission approved rates which were designed merely 

to reduce the operating loss for the test year ended May 31, 

1977 from about $222,000 to $142,000. ·The Company's -proposed 

rates in that case still would have resulted in a test 

year ~et operating loss of over $86,000. 

AtPac must therefore be charged with the knowledge 

of Company's serious financial condition when it purchased 

company as part of a package transaction from Boise Cascade. 

It must also be charged with knowledge of the unique, costly, 

and troublesome sewer system employed at the development. 

AtPac also knew of the other conditions mentioned 

earlier - that less than 20 percent of the lots are occupied 
' 

and that a massive rate increase would be necessary to 

bring this Company into the black. ~ndeed, it appears 

that a purchaser such as AtPac would have considered all 

111 

these matters when negotiating the purchase price. Additionally, 

in the application for approval of affiliate relationships 

and contracts which was part of the January 13, 1981, submittal, 

AtPac admitted that acquisition of the $2.4 million note 

by th~ Bass Corporation was a consideration in its decision 

to pucchase the stock of the utility. 
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NET OPERATING LOSS 

Disallowing.(l) the proposed electricity expense adjustment, 

(2) Company's identified affiliate expenses, and (3) $25,000 

of Company's rate case expenses, limiting Company's bad 

debt allowance to one percent of gross annual sewer r~venues, 

and accepting Staff's accounting and pro forma adjustments 

otherwise not in issue in this proceeding, we find the 

level of Company's earnings for its sewer operations under 

existing permanent rates to be as follows for the 1979 

test year: 

Adjusted Opera ting Reven·ues 

Adjusted Operating Revenue ·Deductions 

Adjusted Net Operating Loss 

NO RETURN ON RATE BASE 

$253,636 

$364,064 

$110,428 

Utility companies are.natural monopolies, requiring 

vigorous regulation for the protection of the public. 

Waste and extravagance is eliminated from free markets 

by management competence and competition. The same standards 

of efficient and economical management rnust be applied 

by regulator~ to the monopolies they regulate. 

As regulators we must base our decisions on informed 

and impartial judgment. Our decisions must not, however, 

- 38 -



r I ,. I 

be rendered in a vacuum by blindly plugging numbers into 

a for~ula designed to produce rates which will permit the 

utili~y to cover its operating expenses and earn a return 

on its investment. The cost of waste, inefficiency, and 

poor business decisions must be borne by the utility, its 

managers and stockholders. 

The- foregoing discussion mar be reduced to the following 

points:, among others: 

(;l) The sewer system is overbuilt in relation to 

present customers' needs. Consequently, Company is still, 

in a r!eal sense,- in its developmental stage. 

('2) There is considerable evidence that Company is 

overstaffed and inefficient. 
I 

('3) . There is also evidence of poor service. 

(:4) _Company appears to make excessive and questionable 

use of the services of affiliates and a California consulting 

firm. 

(S) It appears that the lack of on-site managem~nt 

personnel contributes to and exacerbates Company's other 

proble~s. 

(6) Company's lack of a meaningful collection program 

for delinquent accounts contributes to its financial woes. 
! 

(7) Company's requested rate incr~ase is exorbitant 

from the standpoint of the consumer and such an increase 

would be devastating to the Lake of the Woods community. 
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(8) Although the status of the $2.4 million promissory 

note issued by Company has great significance in the determination 

of the size of Company's rate base, its depreciation ei.i?ense, 

and its capital structure, the present record is inadequate 

to permit a determination of the affiliate relationship to 

Company, if any, of the holders of the note and the propriety 

of including the note in Company's capital structurt;!o 

(9) At the time of the purchase of Company's stock, 

AtPac must be charged with the knowledge (a) of Company's 

serious financial condition, (b) of the relatively unique, 

costly, and troublesome sewer system employed at the development, 

and (c) that the sewer system is overbuilt. 

In consideration of the above, we conclude that Company 

should be authorized to revise its tariffs to produce additional 

net revenues of $114,671. 9 This will allow Company to "break­

even" based on the adjusted test year results but will not provide 

for a return .. on the questionable amount of Compa.ny' s investment c 

Actually we entertain considerable fears that permitting 
-

a "break-even" result in this case may be somewhat generouso 

The impact on consumers of rates designed to produce this 

effect will still be burdensome, an increase from $8a00 

9 Calculated by grossing up the $110,428 adjusted net 
operating loss for the test year to provide for a one percent 
bad debt allowance and additional gross receipts tax paymentsc 
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per mo~th to $20.43 per month. Nevertheless, based on 

the evidence in this record, we believe that such a finding 

strikes a reasonable balance between the interests of the 

consumer and Company. 

AN ATTESTED COPY hereof shall be sent to John w. Riely, 

Esquire, Hunton & Williams, P.O. Box 1535, Richmond, Virginia 
. 

23212;'Eric M. Page, Esquire, Assistant Attorney General, 

11 Sou~h 12th Street, Richmond, Virginia 23219; Atwell w. 
Somerville, Esquire, P.O. Box 629, Orange, Virginia 22960; 

and to the Commission's Divisions of Energy Regulation, 

Accoun~ing and Finance and Economic Research and Development. 
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SUPREME COURT OF VIRGINIA 

LAKE OF THE WOODS UTILITY 
COMPANY, 

Appellant, 

v. Record No. 810785 

LAKE OF THE WOODS ASSOCIATION, 
INCORPORATED and STATE CORPORATION 
COMMISSION OF VIRGINIA, 

Appellees. 

ASSIGNMENTS OF ERROR 

Lake of the Woods Utility Company, Appellant herein, 

assigns error as follows to the order appealed from: 

1. The determination by the Commission that Appel-

lant is entitled to no return whatsoever on its investment in 

facilities devoted to the public service is erroneous and un-

supported by the evidence of record and deprives Appellant of 

its property without due process of law. 

2. The determination by the Commission to limit 

permitted rate case expense to $3,000 is erroneous and unsup-

ported by the evidence of record, and deprives Appellant of 

its property without due process of law. 

3. The refusal of the Commission to allow Appellant 

to include in its operating expenses the cost of necessary ad­

ministrative, accounting and other services provided to Appel-



lant by its affiliates and for which Appellant had no facili-

ties,is erroneous and unsupported by the evidence of record 
I . . 

and qeprives Appellant of its property without due process of 

law.: 

4. The refusal of the Commission to permit Appel-
I 

lantlto include in its operating expenses the increased amount 

that Appellant will have to pay for electricity to operate its 

pumps anc}other facilities is erroneous and unsupported by the 

evidence of record and deprives Appellant of its property with-
! 

out due process of law. 
I 

5. The arbitrary decision of the Commission that 

Appe~lant's reserve for bad debts should be limited to 1% of 

revenues is erroenous, unsupported by the evidence of record 

and deprives Appellant of its property without due process of 

law •. 

6. The rates authorized by the Commission are un-

reasqmably and unjustly low and will not permit the Appellant 

adeql.jlate funds to pay for its costs of operation, and the de­

termination by the Commission is therefor unlawful. 

Dated August 21, 1981 

John w. Riely 
C. P4ge O'Neill 
H~TON & WILLIAMS 
P. jO· Box 1535 
Richmond, Virginia 23212 

Of Counsel 

LAKE OF THE WOODS UTILITY COMPANY 
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CERTIFICATE OF SERVICE 

I, John W. Riely, a member of the Virginia State 

Bar, hereby certify that a copy of the foregoing Assignments 

of Error was mailed oy first class mail, postage prepaid, on 

August 21, 1981, to each counsel of record for Appellees as 

follows: 

Lewis S. Minter, Esquire 
General Counsel 
State Corporation Commission 
P. O. Box 1197 
Richmond, Virginia 23209 

Eric M. Page, Esquire 
Assistant Attorney General 
11 South 12th Street 
Richmond, Virginia 23219 

Atwell w. Somerville, Esquire 
Somerville, Moore & Joyner, Ltd. 
P. o. ·Box 629 
Orange, Virginia 22960 

W. Riely 
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SUPREME COURT OF VIRGINIA 

LAKE OF 1HE WOODS UTILITY 
COMPANY, • 

Appellant, 

v. 

LAKE OF TiHE WOODS ASSOCIATION, 
INCORPORATED and STATE CORPORATION 
COMMISSidN OF VIRGINIA, 

Appellees. 

Record No. 810785 

ASSIGNMENT OF CROSS-ERROR BY LAKE 
pF THE WOODS ASSOCIATION,_ INCORPORATED, APPELLEE 

Lake of the Woods Association, Incorporated, an Appellee herein, 

assigns c:ross-error as follows to the order appealed from: 

1. 'The Commission erred in not finding that the revenue require­

ment of Lake of the Woods Utility Company should be determined on a 

total combined basis (sewerage and water) in this proceeding and in 

not detetjnining ·the combined revenue requirement at this time. 

Dated Augµst 25,_ 1981 

LAKE OF THE WOODS ASSOCIATION, INCORPORATED 

By ___ ·..,.~ ......... A+:;..tw-e~-..;...~~--~-:--~So-m-.£.er-V"""'-...-i ........... -e_.· t--·~L---~--
Atwell W., Somerville 

SOMERVILLE, MOORE & JOYNER, LTD. 
P. o. Box 629 
Orange, Virginia 22960 

Of C9unsel 

Its Counsel 

-- -------~------------~ 
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CERTIFICATE OF SERVICE 

I, Atwell W. Somerville, a member of the Virginia State Bar, 

hereby certify that a copy of the foregoing Assignment of Cross-Error 

by Lake of the Woods Association, Incorporated, Appellee, was mailed 

by first class mail, postage prepaid, on August 25, 1981, to each 

counsel of record as follows: 

John W. Riely, Esquire 
Hunton & Williams 
P. 0. Box 1535 
Richmond, Virginia 23212 

Lewis S. Minter, Esquire 
General Counsel · 
State Corporation Commission 
P. 0. Box. 1197 
Richmond, Virginia 23209 

Eric M. Page, Esquire 
Assistant Attorney Gener~l 
11 South Twelfth Street 
Richmond, Virginia 23219 

- wb---~Somerville 
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Testimony of James Hinkle 

A My name ·is James Hinkle. I. 'm a 

resident of Lake of the Woods, Bax 525, LOW, Locust 

Grove, ·Virginia. 22508. 

I would like to preface my remarks 

by saying that this statement that I'm about to 

give you is s'.Lgned by eighty-eight people. I believe 

there are approximately a hundred or more who were 

on the bus attending. It •·s a possibility that people 

did not ha:ve the opportunitr to sign this, so there 

SUE TRAYLOR - COURT REPORTER 
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could be more than the ei9hty-eight s:Lgnatures 

3 that you have reciei.ved here •. 

4 
The Btate Corporation commission, 

5 Richmond, Vi~iniae Honorabl.e Chairman: We, 

6 th.e undersigned, who.are all in attendance~here.today; 

7 are property owners at Lake of the Woods located in 

8 Orange County, commonwealth ·of Virginia. 

9 We.have. appeared before you to plead 

10 
that you deny the rate increases that have been 

11 requested by the 'Lake of .the Woods. Utility Company. 

12 The interim increase whi.ch was appro~ed July 17th, (. 13 
~.,!' 1980, without our knowledge or the .priv.i.leges of 

14 being heard, and the additional proposed increase 

15 that has been. requested, create a severe financial 

16 
burden on many of the undersigned who are living on 

17 
fixed retirement incomes. In some cases, individuals 

18 at seventy years of age have £ound it necessary to 

19 
return to the job market to supplement thei.r income 

20 
· in order to meet the increased cost of living. 

21 
Such exorbitant increases: will 

22 
effect not only the elderly but also our younger 

23 
residents who are attempt~g to. cope :wi.:t.n the costs 

24 e 25 \, 
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of raising a family. '· Furthe~, it ia our belief 

that the growth ot our community is being placed 

in ·grave j eopa:r:dy by these increases , due to the 

indisputable fact that hOusing costs will be · 

much less expensive in nearby developments and 

townships. 

Members of this private community, 

in addition to paying County and State taxes, share 

the cost of maintaining our facilities by an annual 

assessment, plus user fees for the recreational 

amenities. The survival of our community. is 

dependent upon the future growth to bear the 

burden of the·se charges. 

The amount of the rate increases 

and the axcessive hook-up charges, could not only 

curtail such growth, but could easily result in 

a need to sell and relocate the situation. The 

probability of a glut on ~e market condition pre-

vailing can easily be visualized. Several hundred 

very modest houses have been built at the Lake of 

the Woods for the purpose of week....;en:d use. And in 

some cases are used only sixty days a yea:r • . . 
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These proposed increases in, 

every case,·. place the ·utility costs ·of maintaining 
.. 

a secondary home in excess of the: .cost ·of '-...1aintain-

ing a primary home. Buyers with the ·inclination 

or ability to pay these excessive .charges· may not. 

be easy to: find. 

As- the· m~galopqlis. ·growth advances 

in our directi:on, other busines·s· firms are becoming 

established nearby. Certainly· ·the return on the 

investment made by these firms wi:ll be negl:Lgible 

until the ·growth potential is more ·fu·lly realized. 

Surely it ·cannot be ·unreasonable 

to expect :the utility company, the Appli·cant, .. to 

exercise restraint and caution in their demands 

when such :demands can destroy not only a community 

but their own: future as well. 

We sincerely trust· that thi.s 

HOnorable body will view our plea for reli·ef from 

the J:)ropos.ed increase favorably. 

I 
I 

I 

'----------------------------------~--- -- -----
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3 . ······ ..... , ····~·, ······ 
: THOMAS: L .: THORPE,:. a witness called 

.4 
bl'· and on behalf of the. Applicant,: _Lake. of the Woods 

5 
Utility Company, havi~g first been duly ·swo.rn, 

6 
testified as ·follows:· 

7 

8 
BY MR. RIELY: • 

9 

10 

11 
A My name ·is Thomas L •. Thorpe • My 

12 
business address is Post Office: ·.Bo.x 384, _Berlin, . 

13 
Maryland. 21811. 

14 
Q What is your occupation? 

15 
A r am the: Gerie·ral Man~ger of the 

16 
Lake of the Woods Utility Company. I am ·also 

17. 
General Man~g:er ·of Maryland Marine :utilities of 

18 
·Berlin. 

SUE TRAYLOR· COURT REPORTER 



Ci"• 

,_ 

l 

2 

3 

·4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17• 

18 

19 

20 

21 

22 

23 

24 

25. 

126 
Thorpe - Direct 31 

A I.n support ot its application 

for a rate increase· in this case, _the uti.lity 

company will ·offer testimony that will demonstrate 

the underlying need for such increase, and its 

reasonableness· in the 'light>of increased costs 

of operation. For the benefit ·of those who are 

. not famili·ar with 'the Company and the utility. 

sy-stems that it operates. at Lake of the Woods, 

we will gi.ve a brief· resume of Company se·rvices, 

a quick hi.story of those ·services at the Lake, and· 

an explanation of the somewhat unusual· des:J.:gn of 

the se\ierage system. 

We will the:ri review· the projected 

fi.nancial effect .of the proposed rate: ·~ge and 

conclude. with ·a pres:entation of the ·reasons why 

the ·proposed rate is just, reasonable· ·and required. 

Q Please describe the Company's. 

servi.ce areas • 

A Lake of. the·Woods. Utility Company 

provides water and sewerage setvi.ce to: a community 

called Lake of. the Woods, whi:ch is lo·cated off 

of 'Virgini.a State Route 3 ; :approximate·Iy sixteen 

miles west of Fredericks·bU:rg ~ Lake of the Woods is 

· SUE TRAYLOR - COURT REPORTER 



r 
1 ' Thorpe - Direct 32 

(- 2 
a recreation-.oriented development .consisti~g of 

3 approximately forty-two hlindred s~gle family 

-4 residential lots on appraximateTy twenty-six 

5 hundred acres. · Its ·name derives: from the ·five. 

6 hlindred acre man-made 1 ake around whi:ch :the wooded 

7 lots were subdivided. 

8 Community reereational amenities 

9 include ·.facilities for boating, _fish~g, swimming, 

10 . golf and terinis. · Of the forty-two: hlindred lots, 

11 approximately e;iqht hlindred have been improved with · 

12 homes.· These include ·a mixture ·of. vacation homes 

13 and pexmane:rit .resJ.dences in a ratio of about three 

14 to one. 

15 There . is a .. very limited amount 

16 of. co.mmerci·ally developed or zoned property withi.n 

17 the community.. 

18 Q Please· ·describe the facilities 

19 a(med by the ·company. 

20 
A The uti.li·ty. · pr.ovides service to 

21 the community through operati:on of its. central 

22 water supply and distribution system and its 

23 
sewage coll:ection and treatment sy.st·em. Water is 

24 supplied from eight producing wells·,· ranging in 

25 
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depth from two. hlindred to four hlindred fizty. 

feet, with ·a combined pumping capacity of approxi-

.mately four hlindred and thirty gall·ons per minute. 

That eqUates out :to about six hlindred and twenty 

th:Ousand gallons per day. · Primary st·orage ·is 

in an above~ground steel tank_.type ·reservoir with 

a three htindred thousand: gallon capaci.tt. 

· Distribution is accomplished through. 

a system of water· mains of various sizes ·of 

approximately two htindred thriusand feet .in le~gth .. 

The sewerage '.system consi·sts ·of 

a three hundred twenty-five tho'usand plus or minus 

foot of vacumn-type collection system supported by 

thirt:eeri vacuum pump s·tati:ons and a quarter of a 

.million gallon per day treatment plant employing . . 

secondary treatment technology and surface 'discharge 

of treated ef£luerit. 

. Due to. the 'techriology employed, 

both 'the '.collection system: and the treat.merit system 

are very energy-intensive,'. ,demanding over two hundred 

k1lowatts of electricty per ho:ui:e :In: 1979, the cost 

o.f this power amounted to approximately one htindred 

thousand dollars 0° 
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As r just stated, the:- sewer~ge 

syst·em at Lake of the: Woods employs a vacuum sewer 

techonology rather th_an the more ·coimnon_ gravity 

flow technology. This vacuum ...... 

Q Mr~ Thorpe, eXcuse ·me for interruptin , 

but people in the back of the ·room apparently can.'t 

hear. rf you could,~ pulL that microphone up towards 

you a little bi:t ;. it wo.uld be better. 

q: Now,. would you please: ·continue? 

A Is that better? Very_ good. As 

I've just stated, the sewerage :system at the · 

Lake of the Woods ·employs -a vaciuum sewer technology, 

r.ather than your more common gravity flow. 

techriolog¥ .; Thi's vacuum techriol~gy has a direct, . 

and largely uncontrollab.le,· effect on the costs of 

operating and maintaining the ·system. ·Hence, a 

brief explanati.on I feel of the. vacuum sys.tern is 

germane to th.is ·rate case. 

The basic techriology of vacuum 

s·ew~ge collection and transport was deve1·oped in 

1950 and has, since that time,: be:en· utilized thro~gho'u 

the world in a variety of applications,- including 

large public housing developments',- primary residential 
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subdivisions,- reereational and vacati:on ho.using 

devel'opmerits: ,· this.. type. 

The J:>rimary dif.fererice between 

the vacuum transport sewer and the: :conventional 

sewer is implied by its name •. · Sew~ge discharged. 

from an individual home flows: ·by gravity. to a 

nearby stor~ge tank. From. the'. stor~ge tank-, it· 

130 

is transJ;>orted by vacuum, or dif£ererit:ial p.ressure, 

to one 0£ the thirteen vacuum pump stations., 

Fram the ·pump station, the sewage ·is ne.Xt pwnped, 

or pneumatically ej·.ected, _into a se~ge force main 

whi:ch ·tr.aasp-orts: it to: the la·rger. gravity main 

flowing into the ·sew~ge 'treatment plant .. · 

In more :techriical terins, the · 

vacuum sys:te:ni employs a di·ffereritial air pressure 

to. force· '.the '.se~ge from point :to point.,: A vacuum 

is created in the ·sewer main by an el:ectric va.cuum 

pump at the receiving point;: then,. sew~ge intro­

duced into the inain by a special vacuilm valve at 

the seridi~g p.oint .is forced through :the main in a 

pl~g. That p:l?"g, .bt the relative1y hi:gher pressure 

air outside 'eniitted from :the: main· ...... and that is 

by the ·special vacuum valve -- to enter the: main 
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behind the sew.age plug. As the: ~plug moves 

th.rough the: main, fricti.on fox-ces the. ·plU«] 

to elong.ate and eventually to: lose :contact : 

with the ·pipe walls· which breaks the :vacuwn. 

To. restore that. ·vacuilm and the. · 

dif.ferenti:al pres:sure neces.sary for continued 

transport,: :the 'liquid plug is ref onned .through · 

131. 

the. use :of .. deflections or u...;shaped t·r.aps ·in the · 

vacuum main.. When the trap fills,: differential 

pressure is res:tored and the ·sew.~ge 'p.lug continues 

toward the vacuum station. 

Two costly aspects ·of the ·vacuum 

system are ·parti:cula·rly relevant .here.· · First is 

the need for relatively ·la;-ge :quantities of . 

increa:si~gly ·expensive electric power: to run the 

vacuum pumps.· Ele·c:tric power rates· -are increasing 

very. substantially, and as th:i:s- Commission is very 

much aware ·are beyond the control ·of this Company. 

The second costly ·aspect of. the 

vacuum system: is its requirement.for reiative:Iy 

large amounts. ·of labor . to operate and maintain the 

vacuum pumpi~g equipment,: the ·vacuilm. val.ves: and 

the main. 
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Unfortunateiy I .the v.acuum system 

is simultaneously power and labO:·r-.inten:si:ve •. 1\nd, 

as we are all aware, those two reS.OU:rceS. both carry 

hefty pr.ice t~gs:o· 

Before le:aving the .subj·ect of 

e~9ineeri~g aspects: of the. Lake of the Woods sewerage 

. systeni, brief 11\enti.on should· be m-ade "of the sewage 

treat.merit.. . The· utility treatment :plant :is loca.ted 

on the northern side of Route .3," _opposite ·the communit 

i.tse'l.:f·. Due :to Dep:artmerit of Health:__, that's. the: · 

NPDES, or ·Nati.onal Pollutant Discharge Elimination 

System: ··- :re.quirenien'ts· ·and the :amount of space 

avai·lable ,: the treatment plant employs· -ex:terided 

aeration and chemical treatment :to: produce safe · 

sewage effluent.: 

This ·sed.ondary- type '·treaJ:ment is 

ess·en:tial but :is als·o relative1y more. costly than 

ordinary or primary· treatment. 

Q ~u just me~tioned the ·1abor-intensit 

of the vacutim systeme Please· ·ex.pla·in the' effect of 

that on your operation and maintenance ·eX.penses ~· 

A : '!he·. ·water. and .sew.er.age ·sys,tems ·are 

maintained,. operated and administered by a crew of 
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approximately sixteen men and women: with :a combined 

payroll of approximate.ly a htindred and th:irty-.four 

th.ousand dollars in 197.9 and a J?roj:ected full year 

of 1980 .figure ·of one hundred forty-five; th:Ousandc 

Now, these payroll figures. do not include taxes., . 

overhe:ad or beriefi ts G 

Payroll and· ei:e·ctric power costs 

are the two most important cat~gories· of operati;ig 

expense for the company. 

Q How many. customers does. the ·company 

have? 

A Employing the resources ·described' 

the :utility provides· service :to approximately eight 

hundred connected water and sewer cust'omers ; however, 

we ·stand ready to. serve ·the" ·additional potential 

customers ·represented by the :th:irty .... four htindred 

odd unimproved lots in the ·community. 

What is the ·structure :of the· 

Company's rates? 

A The Company's. rate structure is 

set forth "in deta·il in its filed ta·riffs ·and 

rules. The bas·ic structure 'is as 'fol.lows :· The water 

cha:z:-ges on a. gallons.-used basis for connected 
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customers and· a flat ra.te basi·s :for ava:ilabi1i ty 

cust·omerf ,· ·Sewer. charges: ·are ·a flat ·rate: ·.far 

resi.deritial :customers and ninety percent ·of the water 

bill for the :conunercial. eust'omers , bo.th ·subj:e.ct 

to the same minimum monthly se:rvice: charge:o 

The: Company' s. rules' also pr.ovide 

for customer .connection fees'. for. bo:th water and 

sewer service.: · Thes·e connection charges ·are · 

intended to: approximate the ·aver~ge :act'u:a·l cost 

of. connect.ion •.. This porti:on of the ·r.ate :str.ucture 

has been in ef.fect since the inception of s-erv.ice 

in 1967~ 

· ouri~g the intervening fourteen 

years, the ·water rates have never. be·e.n. increased 

and the sewer~ge ·rates have been increased ~nly once, 

in 1977. 

Q Please outl:ine briefly the ·hi:story 

of. these :utility operations. 

A wate·r and sewerage :services: we:re 

a prerequisite to the development of Lak.e :of. the 

Woods, and were ·aes~gned and construc,ted from 1967 

through · 196·9 .as the: caimnunity. i tse'l:f' wa·s. dev.eloped, 

Lake of the Woods Water Company 
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was fonned in 1967 by: the Virginia Wildlife 

Lake ·of the woods. In that sallle ·year, the. ·water 

company was acquired by Boise cascade Kome and 

I 
I 

Land Corporation when Boise acquired the. stock of 

u. S-. Land corporation, the pare·nt of the Vi;r9inia 

Wildli·fe Clubs. 

rn 1968, .the ·name of the water companil 

was changed to Lake of the W.Oods Service Company 

and shortly thereafter, in January 1969, it r.eceived 

a certi'fcate ·of J?ublic conven:.ien:ce·and necessity for 

a sewerage certu.icate to supplement ·its certificate 

for order for water service. And in July, .and in 

my testimony there is an error; it says July 1979, 

and that should be July 1969, the Service Company 

was sold to Utilities, .Inc., whi"ch is a large 

utilities holding company which1naintained the 

ownership until 1975. 

During that period, litigation 

ensued betwe.en: the Utilities,· Inc. and Boise ·con ... 

cerning certain terms ·of their agr.eenient for the 

purchase ·and sa:le· of the se·rvice Company. In June 
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of. 1·97 5, in settlemen~ of this li t:Lgati:on, Boise 
.. 

reacquired the ·assets ·of. the $ervice: Company and 

transferred them to: the ·newly-created, wholly-owned 

subsidiary , which 'is now .Lake. ·of. the Woods Utility 

Company. 

Because :Boise· ·J?aid le·ss· than the · 

depreciated cost ·of the· uti:lity plant the'ri in servi·ce, 

the new:· :utility company rec'.orded on its. books ·in 

1975 an acquisiti:on adjustment of some ·six hundred 

and thirty-nine thousand dollars to: reflect the · 

difference between depreciated cost and the · 

price ·actUa.lly paid. The adjustment has ·since. been 

amorti.zed and, _by month-end s·ep'tember 1980 .will be 

comp let"ely ·eliminated • 

In April of 19'79, ,the utility's.· 

stock was sold by Boise "to Atp'ac Land Company which · 

i.s the present owner of the ·uti:li·ty. 

Q · Mr. Thorpe,· .what plans, does the 

Company have. ·.ta construct additional facilities: 

in the community? 

. A Weil, .there are cer.tain requirements . 

of our NPDES: permit :that woUl.·d· re<tuire cer.tain 

improvements :in the treatment plant~: In addition, 
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there are always ·capital improvements ·needed 

3 
in the water. dist. cibution sxste:I'(i s:uch as pumps 

4 . 
and motors, thes.e types· of repl~»cei:Ilerits.· 

S· 
In the sewer systeni there is a 

6 
const:ant .req.ui:ren\ent to increase· the. '.size :ot 

7 
certain vacuum pipelines , t~gether wi;th .rep.lacenient 

8 ot pumps and equiJ;>ment. · Unfortunat·e:Iy, as Mr. 

9 
Frasher' s exhibi:t will snow,: .the'. revenue produced 

10 
by the·. Company hardly allows: major constrilction . 

11 
projects: at ·all and, indeed,· j eoI;>ardizes ·even the 

12 
smallest proj:ect·.: 

13 
Our future ·construction program 

14 
inevitably wi:ll be ·tied directly to: the :companr' s 

15 
ability to. fund that construction and we ·wi;11· not 

16 
be: able to' justify la~e ·eXp-eridi.tures· when our 

17 
financial posture is as precarious as it is today. 

18 
Q Mr. Thorpe, have ·you read Mr • Tice •·s 

19 
.testimonr pres·.ented to the comnµ.$ si:on? 

20 
A Y·es , I have ~· 

21 
Q Mr. Tice· '.comm·erits ·:that :the: number 

22 
of eniployees'. per cu.Stamer seems ex:traordinarily hi.9h · 

23 
for thi:s :Company. · 

24 
Would you like ·to comment on that? 

25 

SUE TRAYLOR· COURT REPORTER 



l 

•• 2 

3 

4 

5 

6 

1 

8 

9 

10 

11 

12 (. 13 

1"4 

15 

16 

17 

18 

19 

20 

21 

22 

23 

• 24 

25 

Thorpe - Direct 43. 

A Mr. Tice•s .. testilllony reZ:ers to 

eighteen employees:. Actualli there :a;i::e ·su:teen 

point one ·employees, including man~gemerit. 

Q Has that number increased or 

decreased over· the last few years? 

A In 1978, actually we had twenty-one. 

emJ?loyees. And we are now :at sixteen point one. 

I might qualify the sixteen J?Oint 

one; It's not part of a body laying out ·the.re; it 

is a time sharing thing. 

Q. · Mr • Tice se'enis ·to'. think .thi:s is an 

awful lot of employees, consideri~g the numbers 

served. 

A 

Would you like :to comment :on that? 

Actually, if you coinpare it ·to a 

conventional system in which is not really possible 

here in this system, because :it •s. apples and oranges, 

obVious ly it_ ·is a great percentage -- or, actually 

there is more employees per ·customer served than the 

average th.at you wo.uld e.xpect to see 'in the normal 

area: around ; however., ~gain , th.i's ·system is. unique. 

Q I.f you el"iminated some of these 

positions, would· the character of_ the ·se:ey'i.ce rendered 
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r· 2 
suffer, in your opinion? 

3 . A I.t. would have .. to.. · ;t~s·,. sir • 

4 
. _Q Now,: .Mr. Ti.ce 'als·o: commented 

5 on y_our connections. Have you determined the 

6 basis for those· ·fees? .. 

7 
A ~~s:, we have.: I' think· Mre Frasher's 

8 exhibi:t would· justify that.: Actually, what the: · 

9 connection fees· -are :to do is we have· •- to rec·apture 

10 
the costs ·of our actual insta:llati:on, _and that include 

11 
the: connecti:on to: the: vacuum main. thr.o~gh ·to: the 

12 ho.use.· 

13 
Q . And what was that :t lat cos.t ·incur-

14 red by, you say, during 1979? 

15 
A It .averages: fourteen htindred and 

16 
fifty.-s.ev.eri dollars.· 

17 
Q And "{hat is the: connec:tion fee · 

18 that your propose here? 

19 
A Fourteen hundred and fi.fty •. 

20 
Q . And that •.s. based on actual 1979 

21 . . ')' experience •. 

22 
A That is. correct. 

- ""..... -·--- ----··-·· -------·---
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CROSS EXAMINATroN . 

B;(' MR. LION;: 

Q Mr, Thorpe , .. I: be:li·eve ·you tes.t'ified 

that AtPac Land Company purchased th.e ·sto·ck ·o-t 

Lake of the Woods Utility Compa'ny· in April .·of '79; 

is that correct?: 

A Yes, 

Q What were ·t.he :te:J:Jn.s- whereby AtPac 

acquired the: :stock?._ 

A To the best of my ·knowle~ge, I can 

answer that,: Mr. Lion • rt was ·invo.lved in a 

ldnd of a pack~ge,· if you will,- .acquisition. The · 

utility company wa:s not the :only thl~g. th:a:t was 

acquired at that time by AtPac ... It wa:s. wvo.lved 

in a number of other things that AtPac did acquire 

from Boise.· The ·utility just caine alo~g with ·it. 

Q · So, _would you say that AtP:ac really 

did not desi·re -.to acquire th~ :utility. ex:cept :that 

it could not :acquire the:s:e :othe:r pro.J?er.ties without·· 

the :utility?· 

A r .really don •·t. know;· :th:at :that would 

be: a true ·statement on my parto 
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.So you have no kriowle~ge as · 

to the :actilal texms of the pU:x (:hase· ·whi:ch ·was 

consummated betW.eeri AtP.ac and· Boise· ·cascade·?: 

A No, .I. do not.: 

Q . As far as you know-,~ :the: onl¥ 

141 

th.:1~g paid by. AtPac for the: stock wa:s ·nine hundred 

thousand dollars,· is that· --

A ~gain, .I'm not :familiar wi:th :the: 

terms ·0£. the ~acquisition. The: :stock:,: yes, .I am. 

The.re is a note,: :and that 's. abo:ut :all· I. can ideriti£y 

for you, sir. 

Q . All· r~ght. The .note.: I believe · 

that note 'is :for approximate:l:y two point· :four million 

dollars r is that :correct·?· · 

A That' s. co:rrec.t .: 

Q . And this note 'is payable to Boise · 

Cascade?. 

A · NO:, it :is not.: 

Q Who is it p~yable .to? 

A . To an af fili·ate ·of AtPac. 

Q . The: :note,: :two poi.nt :four millien 

dollar note,: .is payabl:e ·.to an affil:i:ate :of AtP.ac? 

A .· At thi:s point in time.· · · I may stand 
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2 
corrected •. At :the time ·of the :acqui.s.ition it 

3 
may well have: b.e:en: to Boi.se o: · ¥"~s· r s·ir • 

4 ( 

What affiliate: :of AtPac presently Q 

5 
holds this note? 

6 
A I have no idea:$ 

7 
Q Would you kn:ow·,: .is :thi:s -affiliate 

8 
of At~ac, still carrying thi".s. note upon hi".s books 

9 
and expect: the notes to be ·repaid? 

10 
A I would assume ".so .. 

11 
Q Was . the ·trans fer, .do y.ou know, 

12 
ot th:i:s note ".part of the agreement between AtP.ac 

13 
and Boise ·cascade :at .the time :the ·.utillty. stock 

14· 
was purchased? 

15 
A No.. I don 't.,: .to my :personal 

16 
knowledge,: don't·. :-- I wa:s not wi:th ·the Company ·at 

17 

18 
the time this acquisition was made and, .therefore, 

I. 'm. a li ttl:e hazy on the ·te.r.ms· and conditions. 
19 

Q Okay., To be :·c1ea:r, .theri, you say 
20 

21 
you have no knowledge ·of whe·n this took place ·or 

22 
whether or not :it was part ·of the_:package; is ·that 

correct? 

23 
A That is ·correcte. 

24 
( 

" 25 
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(- 2 
Q You mentioned this morning 

3 significant labor expenses associated with 

4 
.maintaining the sewerage system. Would you 

5 please explain and outline the construc-t;i:on 

6 and maintenance organizati·on of the utility? 

7 
A Certainly. At the present time 

8 
we have what we define as maintenance people, 

9 and they are specifically that, .concerned with 

10 
the operati:on and maintenance ·af the system its elf. 

11 
The construction entity, as it 

12 is known, presently consists of three men which 

13 •: '~ 

is an equipment operator and two laborers. Their 

14 
particular assignments ·are the manufacture and 

15 fabrication of the holding tanks and the ·instal-

16 
lation of those together with the laying of the 

17 
necessary pipelines for the. vacuum and also the 

18 gravity portions of those connections. 

19 
We have two female staff employees 

20 ' i. at the office. 

21 
Q That's all right. For now I'm 

22 
just interested in the labor and maintenance. 

23 
Yo_u say it's. for the construction 

24 and there ·are three men and -- there is an equipment 

25 i 
!• 
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operator and two laborers? 

A That's correct. 

Q Are they full time? 

A Yes o They are full time employees.,_ 

They are paid by the hour and if they get rained 

off.the job or something like that, no, their, pay 

stopso 

Q All right. But are these three 

men occupied year-round with putting in these tanks 

and constructing these tanks? 

A That is not all they do.. NoG 

There is building modifications, pipeline replacement 

work that we do in-house as opposed to outside con-

tracting. We have to be careful about the size 

of those particular jobs .. 

Three people are not really that 

many when you expect to do a whole lot. 

Q Is all this outside work for the 

sewerage portion of the utility company? 

A No.. They are sometimes involved' 

in the water side, if it's necessary. 

Q Is a record kept of their hours 

spent. in the4. water -

SUE TRAYLOR - COURT REPORTER 
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A They very definitely are. The 

system we use is what they call a standard work 

order system, and there is a work order for every­

thing that"is done within the utility. And the 

hours actually charged against that particular 

work order or that assignment is accountablee 

Yes e Yes .. 

Q How many individuals are in the 

maintenance portion? 

A 

Q 

There are six. 

Do all six of these handle the 

sewerage maintenance or is it sewerage and water 

combined? 

A There is one of them that is 

assigned as a water, and that is not a full time 

operat_ion as far as he is concerned, but he does 

check the wells, reads the meters and makes sure 

that the equipment is operating •. The balance of 

them are full time. 

Q And what do these individuals do. 

What does their job actually consist of? 

A Actually maintaining the operation 

of a vacuum station, the vacuum stations, together 
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with the individual t'anks, if you will. And may 
- ' 

I just explain it briefly.. Not just the tank 

but there is an air control valve and in the Lake 

of the Woods, particularly right now, we have a 

combination of some electrically controlled valves 

and some that are pnemnatically controlled, and~ it 1 s-

a different type of a valve: it's a kind of a 

modernized version of the old system as it waso 

These are the highest maintenance 

problems that we do have within the system. And 

that would entail most of it by the maintenance 

people .. 

Q Do these - are these new valves , 

these air vac valves, do they tend to be more 

maintenance free or are they possibly a greater 

headache than the valves you are replacing? 

A No. Actually they are much less. 

It is much less.maintenance involved in them. They 

are much more reliable; they. offer a greater 

opportunity to evacuate the holding tank than the 

small electrical valves that were previously used .. 

One of the big things in using 

·these valves, and they are a little more expensive 
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than the original installation; however, in the 

original. valves, the electrical ones, we call 

Grenell (phonetic) right at this time, requires 

147 

a separate electric service for each one of those; 

and there is some two hundred and sixty of those 

in the system r~ght now.. And so obviously we 

have two hundred and sixty individual power bills 

that represent the necessary equipment out there 

to operate these electrically controlled valves. 

The new valve that we are using 

is a pneumatically actuated valve and totally 

independent of any electrical need, which we feel 

is. going to ultimately be a far better system, more 

effe·ctive system, and a more accurate one. 

Q From what you have indicated, 

the water and sewer operations are fairly closely 

related, in that you have employees doing work 

in both areas? 

A 

Q 

Oh, yes. 

You menti.oned that in the 

construction end of it, and I. assume in the 

maintenance end of it, that the allocation as to 

what the expenses are, sewer expenses or water 
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expenses , .the expenses -- that is done in 

accordance with ·the wo:rk order for that job; 

is that correct? 

A That is correct. 

Q How is thi's allocation made 

in r~gards to the administrative type personnel? 

A It's kind of on a proportionate 

basis, and it's not a guess necessarily but it's 

an allocated percentage of actual time for the 

administration. 

148' 

Q So actual time is not kept?. This 

is just an educated 

only. 

A 

Q 

A 

Q 
• 

Yeah , that' s correct • 

-. gues.s? 

For the administration people 

And when you say _administration 

people only, you are referring_ only to office 

personnel., or are you possibly also referring to 

your --

A 

Q 

I'm including myself in that c 

How .about the man~gerial, your 

operations, foreman and so on who actually oversee 
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F. / 2 . \ construction? 

3 A No. They are subject to the 

4 
work order system. That is not included in 

5 administration • 

6 Q You are familiar, r assume, with the 

7 Company's availability. charges? 

8 A Yes, I am. 

9 Q All right. I believe the break-

10 
down is three ~seventy-five for the sewerage operations, 

11 allocated to sewer; and, four dollars allocated 

12 to water? 

13 
A That is. correct. 

14 
Q All right.. r understand that 

15 this breakdown was accomplished r believe in 1977 

16 
with the last rate case? And the Commission approved 

17 thi:s breakdown. at that time; is that correct? 

18 
A That is correct .. 

19 
Q Looking at the· rate base of the 

20 
water utility. as opposed to the sewer utility 

21 operations, wouldn't this breakdown appear to be 

22 
somewhat inequitable? 

23 
I. guess what I'm getti~g at, 

24 your utility plant for sewer is valued in the · 

25. 
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t( 2 neighbo.rhood of maybe two million dollars , whereas 

3 the :, ·:1te base for the water plant is more on the 

4 order of five hundred thousand~ Also, your expenses 

5 for the sewer appear to be much, much higher than 

6 the expenses for -- encountered with.the water 

7 opera ti.on. 

8 A That is truee Yes~., 

9 Q Therefore, wouldn't. it appear 

10 that possibly a different allocation of availability 

11 fees betWeen water and sewer would be appropriate? 

12 A It probably -- it wouldn't 

/ ( 
\.· 

13 

14 BEARDlG EXAMINER: I apologize 

15 for ·the sound problems • I really don't. 

16 know what is causing the problems. But, 

17 can those of you in the back hear when 

18 the microphone is being used? can you 

19 hear the attorney and the witness and 

20 everyone else? 

21 SPECTATOR: Ask ·him to talk 

22 into the mike. 

23 HEARING EXAMINER: The witness 

24 or the attorney? 

\ 25 
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SPECTATOR: Both.: 

. HEARING EXAMINER: Let 's try 

once ~gain using the microphone, and 

speak.a little closer to them. Perhaps 

we won't be plagued with. this problem. 

Go ahead, Mr. Lion. 

BY: MR. LION: {Continuing) 

Q Mr. Thorpe, before we were 

interrupted by the sound system, I believe you 

indicated that you agreed that possibly a reallocation 

of the availability cha.rges between: sewer and water 

would be appropriate; is that correct? 

A That is -- am I being heard now? 

(Spectators indicati~g they cannot hear the witness} 

Is that the business end of this 

now? The allocation of the differences between the 

availability. charge certainly imposes no real 

concern. Really, the way we arrived at that it 

wasn't us. The present rate or the availability 

charge, the allocation was. ·given by the Commission 

in the 1977 hearing when they raised at that time 

the .sewer availability charge, it was two dollars. 
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The Company ha:d asked for an 

increase to five doll·c. ~ .. ·s of the .availability 

charge then. The Commission set that rate at 

four, or at three seventy-five. I'm sorry. 

Three severity-five for sewer and allowed the 

water to remain where it waso· 

I understand what you are saying 

but we have no real quarrel with that. 

15~ 

Q In view of the operating relationship 

between: the water and the sewer operations and the 

fact that many of the same personnel provide ser-

vices. for labor for both: ·the sewer and the water 

operations, wouldn't.it seem reasonable that the 

entire company operations should be considered in 

setti~g a rate of return for the Company? 

A No. I think we --. I have done that; 

and, ! think in Mr. Frasher•s. exhibits will show a 

combined operati.on as well as .. an individual opera-

tion. So that the investment can be made in-

dividually or combined ·either way. 

Q I would like to_ go back for just 

a moment to your number of employees. You mentioned 

six maintenance men and three construction.. That 
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totals nine.. Where are your other. personnel? 

. A We have two. - as I started to 

say, .our office,: .one field superintendent and the 

balance is in the. general administration. Myse·lf, 

as a part of that; the controll·er, .the Data Controller, 

and that's.where we: get :into those percentage of 

man years. There are actually four percentage 

factored, percentage 'wise· including myself. 

Q How :many customers does ·the·. 

utility pres:en:tly serve? 

A As of right now,: probably just a 

li.ttl:e· in E!Xces.s of ei:ght htindred , and that •.s a 

. 9"1ess· on my part :since :r have not .checked. Last 

week we are abo.ut .eight· :hundred and four. 

Q And how :many lots -are .in the 

development? 

A Approximately forty-two hundred. 

Q · Does the co:mpany a·lready have .. 

installed the :main vacuum lines and pump stations 

in place which ·are neces.s·ary to serve .all f orty.-two 

htindred lots:?· 

A That is correct.• It does:.· 

Thi:s is one of. the p.robleIIis that comes £rom your 
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2 

3 
high cost of operation. We are maintaining actually 

i 
I' 

and operating an entire system and, .albE' it, it may 
4 

not seem practical, .but that is the way it is.. And 
5 

that extends to both the water and the sewer .. 
6 

Q 
7 

All right. So the utility started 

8 
out·constructi~g a plant whi:ch is adequate to serve 

9 
the entire development, realizing that it would take 

10 
a whi.le .for it to , of course, . get up to the fully 

utilized leve:l1· .is that correct? 
11 

A That is. correct .. 
12 

Q Has the Company considered the 
13 

14 
impact of the proposed rate increase from eight 

15 
dollars to forty dollars per month ·on its present 

16 
customers or on the future devel.opment of· the Lake · 

17 
of the Woods community? 

18 
A Obviously t.hey have. 

19 
Q And isn't. it likely that this 

20 
forty dollars per month sewerage rate would slow . 

21 down the rate at which new homes ·are being con-

22 
structed? 

·A That would be a. guess on my partc 
23 

24 Really, .I don't. know Q. I: just have no feel for what 

\__ 25 
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impact. it may have. I one of the: :things 

that .I have to look ·at is that the parent compan·'{ 

of Lake of the Woods Utility company cannot cont~ue 

to pump the cash or capital into an operation that · 

can't even break even. I can't .. go out and borrow· 

money for the utility. And the parent obviously 

is ·not_ goi~g to be too excited about putting dollars· 

into something that they can see no break.even on 

it •. 

Q On Page.10 in your prefiled 

te.stimony you ref.er to improvements. in the sewerage 

treatment plant required by the: NPDES permit?: 

h .. ? ere •. 

A 

Q EXactl:y what ·are you ref erring to 

A There are two immediate considera-

tions that must be, and that is the sludge handling 

program to.gather with the sludge drying beds. And 

that •·s. kind of a companion part of it. And those 

are the closest thi.ngs to improvenients· right now 

that we :must consider. 

Q What is presently be~g done with. 

the sludge?· 
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A It :is pres.ent·ly being send-

deW-atered and vacu:mn pumped out :to a farm we:st 

of Lake of the Woods somewhere 0· 

Q And your new - your proposed 

procedure ·in handling thi:s is just :to. install 

drying beds; is that correct? 

A That is correct .. 

Q And ex:actly what :are these drying 

beds? 

A These ·actually take the effluent 

from the ·.sewerage treatment plant and dehydrate it · 

or dry it, .. if you will', .and allow .the ·material to 

percolate back.into the ·soil. The solids then would 

be hauled off as a solid not as a liquid. 

Q Rather than the effluent,: you mean 

the sludge? 

.A That is correct.: 

Q 

really, say, ·four walls with. --

A Oh, yea:h .. : 

Q - a bed of sand which the liquid 

can then drain thr.o~gh :ie:avi!19· the .soli·ds on .top; 

is that :correct?. 

,· 
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shallow ponds. 

Q 

Thorpe ·.,.<. cross 63. 

That •s· right.: They are very 

So we are .not ·talking about 

anything. very complex or expensive?· 

157 

A No. The construction of the dryi~g 

beds would not be that complex nor expensive. The · 

equipment to move the ·material within the plant to 

the drying beds may well be. 

Q Kell, would not the only equipment · 

necessary be a pump to pump the ·sludge? 

A Y~s , that' s. correct •. But what • 

the size 'of the pump has to be and the configuration 

necess·ary with ·.the: future expansion of the plant, 

due to the widening of Route ·3; presents. a problem. 

Q Wo·uld you -- has the Company 

developed a record of what the actual cost would 

be of installi~g these drying beds? 

A We are in the proces.s· ·of doing that 

now.. Yes. 

Q How soon do you anticipate that 

this construction will b~gin? 

A Oh, it will· not be thi's year. ·Probab:IY 

next.. I.t would be aft·er the first of 1981. 
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( 
2. 

Wou.ld you anti:cipate the .. entire Q 
3 

" 
construction project :would cost· less: than tw.en:ty 

4 
thousand dollars?· 

5 
A No, I woul·d not. It would be · 

6 
more than that. 

7 
Q Less than fifty. thousand dollars? 

8 
A I really would be. guess·ing to try 

9 
to give. you an idea on that, .Mr. Lion .. 

10 
Q Again, we are only talking about 

11 
four walls wi:th ·a sand bed through whi:ch 'the liquid 

12 
can percolate th. h? ro~g •. 

13 
A Y~ah, as far as the dl:'yi~g beds 

14 
are concerned. Yes:; But the other related equipment ~ 

15 
And, the:ri, .a pump to: take i. t from 

16 
the sli;idge holding tank .to the .arying bed? 

17. 
A That's. correct. 

18 
Q So we are talking about a pump, some 

19 
sand, cinder bl.:ock, some gravel: underlying the sand, 

20 
and some pipe to. get .the sludge from the treatment 

21 

22 
plant to.the drying bed? 

A That's. correct .. 
23 

Q And this wo:uld be pumped more :than 
24 

i .( 

' 25 
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fifty feet,: one htindred feet? 

A No. It could we;ll be that we · 

would have to: raise· the ·e1ev.ation due to the · 

configuration of the plant :its.elf· and the ·utilization 

of the ·space that. we· have .in there. Where the .drying 

beds were ·proposed originally would be: ·in the future 

under Route 3. So we- are in. the proces.s: of re-

des;Lgning the :c9nfiguration of the ·ultimate treatment 

plant.. And this may well be tha:t we have ·to pump, 

flow the slu~ge uphill and r~rade and acquire 
. . 

property.. There you_ get into an eXperisive :phase · 

of it •. 

Q Your treatment plant sets· abo.ve · 

. ground lev,e1? 

A That's. correet. Partly. 

Q And at least on one or more sides 

the ground is lower than the ·treatment plant?. 

A On one side.: ·Yes·. 

Q Co.uld not :t_he ·dryi~g beds be placed 

on that side?. 

A We :are looking at that now, and l: 

don't. want to say no, that :they. can't .•.. There ·are 

some real problems because· ·on the 'de?is-ity of that 
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material that is :just :at the lower. end of the . 

4 
plant is. very wet,. it.•s, almost a swamr, ~if you 

5 
will!'·. 

6 
Q Does the Company retain any 

consultants: on· a retainer basi·s? 
7 

8 
A We pay a retainer, yes, to one of 

9· 
_,. the consultants: .. 

10 
Q What ·consul ting firm is that?· 

11 
A Brockmeier Engineers., 

12 
Q What is the amount of the retainer? 

A In the case of Lake of the Woods 

(~ 13 
·-, 

14 
is twe1ve hundred and fifty dollars a month,· but · 

15 
there is an exc~ange for services that is included. 

16 
That :isn't, just :an out and out retainer per se. 

17 
Actually there is work performed within the amount 

18 
of that retainere 

19 
Q What is the rel.:ationshi.p of 

20 Broclaneier. to Lake of the Woods and AtPac? 

21 
A As a consu1·tant. 

22 
Q It is an indepe~dent .. firm? 

23 A That is true •. 

24 
Q There is no cohnect±on as far as 

( 
\ . 25 

ownership_ goes -of the consulting firm and AtPac? 
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A No D None to my knowl.edge • 

Q Is :the :same ·cons-ulting f i:c:rn retained 

for Maryland Marine. :utilities: ·of whi:ch you are also 

the: General Manager? 

A Ye•, it ise 

Q Is it the same contract, the same 

retainer basis? 

A It's. on the same retainer basis, 

yes.. The ·same .terms ·o.f the co.ntract but it •·s two 

contracts:,: one for Maryland Marine -.-

Q Exactly what services does. ·Brockmeier 

provide in return for thi.s twel.:ve htindred and fifty 

dollars per month? .. 

A One of them - we11, the most 

important ones. would be e~gineeri~g review- :of 

capital improvements., bu:~get ,. recreation and 

r.eview •. 

Some of the day-to-day operational 

probl:ems that arise wo.uld require· a little ·technology 

as ·far as specialized field, the vacuum system. 

Broclaneier consultants: are very knowledgeable in the 

vacuum sewer~ge systems. 

Q Since :the ·.system wa:s :install·ed to 
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s·erve. all· forty-two. htindred plus :lots· :it would 

appear that there is really .;ery fe~. :capital 

projects: :to do ·~ .. 

162 

A That's. not exactly true.,: · Actually 

the system that :was install.ed and.the system we have-. 

today doesn't.really resemble one another.;· In 

concep.t, ·yes. But remember, _if you will, thi.:n.k back 

when the .system wa:s installed it was a test system., 

Actually it was on an experimenta1 basis for a 

number of years with the State. Health Department. 

The .configurations in a numbeJ: of 

cases., particu1arly one of the val.ve, the ·size ·of the 

pipelines.,- the ·siz~g and the ·vacuum stati.ons ·alone, 

a number _of the:S.e have had to be ch~ged to actually 

meet the needs ·or the demands o What was projected 

and what was_ guessed, if you wi:ll, in the original 

des.ign has ch~ged considerab1y since .the technology, 

and the :state of the art of. vacuum sewer systenis 

today has· 'actually increas.ed our chances of making 

a suitable system out oz thi:s o 

Q Has any. consideration been given to 

.mak~g this contract whereby y.ou pay the :consul.;t·ant 
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for work :done :on a job...;tO:-Job basis. ·rath:Eil: than 

on a retainer basis?· 

A We do that when we are 'involved 

in specific :t~gs • Yes .• · We :identi·fy those.: 

163 

However, .the: retainer covers more 

of the·. :non-des.cribed specific capital jobs.,· those 

that we can identify as -a project, yes.· · ce.rtainly 

th.e: contract .does·n' t. inter.fer. with :that :and does. · 

se·t .out separately by a purchase ·order. 

Q · Mr • Thorpe,: :the company books 

reflect .quite ·a s~gnif icant uncolleetibI:e· ·sewer 

accounts. eX:pense :for the tes:t ye·ar. 

What efforts has the Company made 

to colle·ct. :these delinquent accounts?· 

A Probably I. can use :the: ·phrase 

"usual" • Letters to the delinquent accounts·, 

primarily most of thes:e are ·non-resident. ·They are · 

abs.en:tee owners , people ·that bo.~gh t the ·1ots: for 

S}i>:eculation. 

Really there is no le·gal recourse 

that we have.· We :can't :t·el:lninate .service;" we can't.: 

shut :them otf , .. since :they re.ally don't. have: .any 

s·ervice· at this point ·in time·.· Really, the opportunity 
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' the only really- bona fide ·opportunity. that we · 

have ·of coll·ecting .th:Ose· ·-- and we ·.do -- is · 

when a lot se·l.ls ·or somebody decides to build 

a home ·on it.: And, .then, tho'se· ·del:inquerit 

accounts -are bro~ght up to date.:·· 

Q Have you .ever taken thes·e·. del.inquent 

individuals to. court· and obtained a lein ~ga.inst·· 
.. 
: the property.? 

A · No.. We have ·considered it but · 

really it's. a management decision on my part, 

and r· can see turni~g it over to a collection 

~gericy and perhaps settli~g for half or some~g 

of that nature. 

·But :taking .them to. court, .r•m 

afraid the utility would be 'in a lot worse :condition 

financially ta try and settle .tho'se· individual 

accounts by legal action~ it would cost .us more 

than what we.'ve. qot on the books· right now •. 

I 
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CROSS EXAMINAT.ION . 

3 
BY MR. PAG&: 

4 

5 
Q Mr •. Tho.rpe,• .let':s. :just. go through 

6 
some of the numbers .• · The. Company re<luested and the 

7 
Commiss·ion did approve ·an increase· in rate:s for 

8 the ·company from eight dollars a month :to twenty-

9 
four dollars a month 'in July; isn't. :that true?: 

10 
A That is true. 

ll 
Q And, also the' Company in July 

12 
reques.ted that a permanent rate be ·al.lowed whi:ch 

13 
is an increase :to forty doll·ars a month; isn't 

14 
that true?. 

15 
A That •·s. true •. 

16 
And one .of the ·reasons you cite · 

17 
in your testimony for thi:s ·further reques·t was 

18 
what you called the 1980 .inflation·ary pressures.;· 

19 
is th.at :true? 

20 
A (Witness nodded in the affirmative) 

21 
Q Yes.?· 

·22 
A . Yes. 

23 
Q What was the :annual: Consumer Price 

24 
Index in'crease . .during the· last month,. do you kriow? 

25 
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.A No., .I don •t ... : 

Q Would you say it.''s. -around twel.ve, 

twel:ve point seven? 

A - TWelve or thirteen, something 

in that :areac. 

Q was the ·increase ·anywhere near the · 

sixty-seven per.cent increase· from the July approved 

rates that you are asking the 'Commiss·ion to approve 

here?. 

A I w<;>uld have :to defer that to 

our accountant •. 

Q You don 't. ·kn:ow?: 

A No., 

Q How many sewer companies in. the 

country utilize the vacuum sewer techrio.lo·gy, do 

you know?. 

A Probably about half a dozen:. 

Q And what percentage W:ould that be? 

Very small? 

A Oh, yes.. It ':s·. a minute amount. 

Normally the. gravity. system is the mos.t conventional 

way., 

.Q And Maryland Marine :utilities· -also 
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uses: the tecluiol~gy? 

. A ~~S.:, :theY. do. 

Q · TWo. of about six in. the country, 

r~ght? 

A . That 's .. correct:.: 

Q . Are there ·any ·customers who take · 

sewer~ge service. wi'thciut wate:r service?. 

A Yes.· 

Q How many of thOse· ·do? 

A I think we have. ·tru:ee wi'thin 

the development. 

Q · . .Three ·out :of? 

A E~ght hlindred. 

Q .. Do you know W.hat the :average water 

. consumption for res:ideritial. ·cUst'olllers ·is? 

A · In terms of dollars'· gallons ·or 

what? 

Q Anything. · Dollars ,· gallons • 

A I. would have to. gues:s at that,: _and 

I. would rather not :do it.: We can get you that. ·very 

quickly, ,tho~gh .: 

Q Is it .anywhe:re neai::'. forty .. dollars a 

month,: do you kriow? 
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.A For water? 

Q · For water .• 

A No. No. I would think not.: 

Q It would be ·about half maybe:? 

A . Y~ah,· .I wo:uld think maybee: . And 

a9-ain we can. develop tho.se· nUmbers· ·for you, if r 

may. 

Q Just· ·a ro'!-lgh - r•m. ·sure :the: 

Protestants may have -

A Sure. We will: be. ·glad to: do that 

for you. 

Q' Rave .you discuss:ed --. you 

dis.cuss·ed your capital improvement pr?gram wi:th · 

Mr, Lion reeen:t·ly, .and do you. kriow What :the ·company · 

is l?roj'ectin9 it. wi:ll sperid in 19·8 l on capital 

imp·rovemen:ts for the sewerage system only?· 

· Do you have· ·a projection? 

A Yes.· It would be ·:probabl.:y in 

the ne~ghborho.od· o~. tw.o hundred thousand dollars 

projected r;lght now •. 

Q . And that includes ·the s1u~ge dryi~9 

pr~gram that you dis.cussed w:ith Mr.. Li.on? 

A . Yes. 
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. 75 --,-.... 69 
Q And that •·.s. assumi~g th.at you 

. 9'et :all the :rate: ·re ::i·ef that ··you -are ·asking for 

. A That is one big assumpti:on, yes .• 

Q How :about :19·82? .. Wo.uJ.d you be 

able· to te:l:l. us what that proj.ecti:on is? 

A We have generally projected out --

and I think just as a rule :of thumb :to. go. by, you 

wouJ.d be: :1ook~g at somewhere between: one htindred 

and fifty to two: htindred thousand dollars a year 

f·or the next· .five years.-

Q How much :did you spend in 1980?. 

· Do you know? 

A I: .could -- r w.o·u1d have ·to: refer. 

back :to -- . 

Q Is it more ·or less than two 

hlindred thousand doll·ars? 

A Probably be :less·. 

_Q And in 1981 and .so on, most<of the 

capi ta1 improvements ·would be to increase the .. size 

of certain .. vacuum pipel:ines?· 

A That .is. one ·:0£ the eiemen:ts., yes .• 
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MR. PAGE:: .. Thank you. . I 

have '.no· furtht~r ques·· · i.ons. 

HEARING EXAMINER;. Mr. 

Somerville· •. 

76 170 

Why. don't you use·_ :the. microphone .. 

if. you: ean, Mr. S'ome:rvill.e? 

. MR. SOMERVILLE:. Thank '.you. 
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. ,..,..-·. 2 ( CRO.SS EXAMINAT.I.ON . 

3 
;BY .MR.. SOMERVILLE.: 

4 

5 
Q Mr'. Thorpe,". .let me pick up on 

6 
th.at,. on the. vacuum lines.o . Are you actually 

7 
increasing the. size or layi~g parallel: lines.? 

8 
A . That would depend on the: location 

9 
and the· particular job def.inition in gerie·ral • 

10 
Right now we ·are increasing the ·1ines, the size 

ll 
of the. lines·. 

12 
Q Increasi~g the. size?· 

13 
( A Yes. -

14 
Q The: diameter? 

15 

16 
A · Y~s ,: .that 's. correct:, .inc.reasi;ig the 

diameter of the line .to. - what we are doi~g is 
17 

primarily mo·st of the. vacuum system or~ginally was 
18 

j.ust !our inch. ·and in some cases, .due to the ·bliild-
19 

out :of: certain areas, .we '.find that :the four inch 
20 

is not :adequate .any longer •. 
21 

22 
Now in some certain. case·s you may 

find tha:t :they parallel: and four would suffice; how-
23 

ever., the ·six wo.uld -- does'. ·so much be:tter.. 
24 

25 
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Thorpe - cross· · 78 

Q" . All · r~9ht ,: .sir: •.. ·Let me ·.leave 

that :and .ga: ha:ck. :to .your p.reJ?ared te:S.timony .. 

I'm. look~g .at P~ge 4 ,: .top of the page, where you 

made :thi.s statement.;: "Thes·.e 'include ·a mixture :of 

vacation hdmes :and pei:inanerit res:i'derices: ·in. a ratio. 

of abo.ut .three :to one "e . 

Now,. :that would indicate: ·that . 

the vacation homes: there :are :thr.ee 'times -as many 

as the permanent· :resi:derices:.· Isn't the reverse · 

of that true? 

A That may weJ.:l· be.: And that was 
. ····-

more or les:s -a j u~gment :call on m¥ part about the · 

three :to: one ·rati:o .• · · No~q finite ·about :it .. : 

Q S . . ·t d 't ,__. ?' ·. 0 you JUS : on . Au.OW •.. 

A (Witness ·nodded in the: affirmative) 

Q Let me. :go back :to: your operati.onal 

center at Lake of the .Woods.· 

.It ~·s my opiniQn that your operational 

center. inc:ludes the water. operations ·as we11- as the · 

sewerage at :the: same place? 

A That• s. correct:.: 

Q . And you have :Some ·:of .the: s·ame 

. people· work~g on both?. 
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A Oh ,~ y.e·s·: • 

Q And the female st·aff of two peo:e>le 

handle bo.th?. 

A . Uh-huh. 

Q Now,. who· runs that operation of 

Lake of the Woods? 

A The direct supervision· for the 

field personnel is. the Field Superintendent obviously. 

Q Who. is that? 

A That's. Mr. Donald Harris. 

Q He resides: th.ere?· 

. A Yes, he does,· 

Q And he .is on duty. every day? 

A Every day. 

Q What is his educational and work 

background? 

A Professionally he has no formal 

education beyond h;l9h school. As ·far as administra­

tion. construction wise and· in tedhriology he does 

have. Donald was· - or, Mr. Ha·rris was very in­

strumental ·in the ...... actually he was one of the 

supervisors that btii.lt :the original system there. 
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Q .So. he fully understands the · 

system and is. kriowle~geal:>ie ?. 

A He most c·ertainly does .. 

Q And he ·is. competent .to. handle the 

day-to-day problems of. development? 

A He 'doesc · 

Q The· re has beeri no difficulty as 

far as you kriow :insofar as hi:S handling of the day-to-c ay 

problems? 

A No .. In fact,. .he has demons tr.a ted 

to. me since my tenure ~ere tha'.t he 'is. very capable 

of doi~g just that •. 

Q Now,: he makes the . .decisions, .day-to-d l:Y 

decisions,· .as to what work :is to be. per.fo:cmed? 

A Y~s· ,• .he· 'does'.. . He lays out the . 

work schedules. 

Q Wh.O. makes the. '.determinati.on as 

to whether.it's a capital improvement or a maintenance. 

o.peration? 

A That.•·s. pretty much made or 

detennined by. the 'description of. the job and it's.· 

made by the: Contr.oller.o . ActU:ally the distr.ibuti:on 

of dollars is made :at that time ... 
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Q In other wo·rds ,• .that •·s. ·based on 

work orders that :are prepared-a.nd submitted to the 

Controlle·r? 

A That's correct:.: 

Q · Do you supervise· ·that? 

A Not on a day-to:-day basis, no. I 

do review the work ·o.rders f.rom time to time,· particulaz: Ly 

those that are ·in q.uestion or that I would like to 

review :for a special reason. 

Q Who prepares the work orders? 

A · Usually they are p.repared in some · 

case·s by the :individuals· themselves • rn other wo:rds, 

the wo.rkers ,• the minor o~es·, complaints of that type; 

where J. t entails constructions , materials· and/or 

labor, _usually the :foreman and/or the superintendent.: 

Q · Do the labo.rers do that?· 

A No. 

Q .So the foreman or superinteriderit 

wo.uld prep:are the work order? 

A 

one of them. 

Q 

That's. r~ght. He initials :every 

What standi~g .rules ·and instructions 

do you have· :for p.rep:aring. the work orders to· 
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2 dist~quish between what is: ·capital impro,vemerits · 

3 and maintenance:?· 

4 .A At that .point we: 'don't..: ·In other 

5 words , .that characteri~tics. occurs :not at .the time 

6 the work order is prepared but by the 'def.ini tion and 

7 .descripti:on for that work order, what it.•s. for. Then, .. 

8 the COntroller makes that division. 

9 Q So if the wcrk ·order is ·~at prop·erly 

10 prepared, .the :controller would have di·fficulty. in 

11 making a distincti:on? 

12 A He ·may have,· yes.· And it would 

c 13 · require. hi'm to. come back and q.ues'tion it. 

14 Q But you -- what you have, .through 

15 the years ,· is a sys.teni that wa:s bU:il t that you have 

16 
heeri continui~g to .make'. capital improvements· :to? 

17 
A I'm s·orryo 

18 Q You have been making capital improve-

19 
meri.ts. ·each ·year? 

20 
.A 

21 
Q So that •.s. ·an 0~9oi.~g ·--

22 
A 

23 
Q . Y~u speak ·of :the h;lgh :cost of 

24 

\..\ 25 

el'.edtr.icity. ·From whom do you purchase· ·your el"ectricity~ 
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. A · Rappahannock CooJ?erati.vea: 

Q And does Rappahannock ·in .turn 

J?Urhcase· ·from VEP.CO? 

A 

Q 

North Anna? 

I believe :the:y. do .. 

And does· your power come· from 

177 

A I don't. think so. . X'm rea:lly not 

sure of where :the ·actual --· 

. MR •. RIELY: If he kriows the . 

answer to that ques.tion, .Mr. Somervill·e, 

he is a .very fine e~inee:r. 

WITNESS THORPE; .. I really don't · 

kriow where :the powe:r sou:rce is •· 

BY .MR •. SOMERVILLE: (Continui~g) · 

Q What is y.our latest in£orma tion 

about anticipated costs· of. electrici.ty? 

A The best_ guess th.at we can get 

is an increaseo We had .projected a thirty 

percent :increase over 1979 thro~gh .1980 and into 

., 81. Actual!~, :actual numbers ·ot 19a·a ·shows :where 

our projeetion was way low.: We ·aid not project : 
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Thorpe - Crass 8-4_ ,_ 178 
suff.icient .dollars to. co.ver: our J?Urchased .power. 

This comes· ·from the .coop its.elf and their rate. 

You have :no further information 

on 1981? 

A No. That 1·s :really where we came· 

i rom, the rates. were pr.ovi.ded .us ·and their best 

guess ·is their proj ecti:on. And we just :took :that 

and interpreted it :into our dollars e 

Q Getting back to thi:s matter of 

your maintenance and constructi:on people, .as I 

heard your testimony it waul.d · appear to me .that 

the actual construction that·-is. going on there is· 

not as complicated? 

A In. some d~g.ree 'it ·is complicatedo 

But, no , as ·far as pipeline wo.rkers , something like 

that , it's. :rea.lly not. 

It :doesn't take a hi.ghly trained 

person. 

Q And would this be true of the 

maintenance also? 

A No. It would not be:. Maintenance 

does require a differ·ent .degree .of .abi~lity and 

skill. 
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Thorpe ... Cross 85 
179 I 

Q 

has that ability.? 

A 

Q 

But your Field Superintendent 

Yes he does·. . , 
Now, what does the Brocknieier 

Consulting finn do in terms ·of mainte·nance? 

A In terms of maintenance,· .Probably 

very little. .As ·far as day-to-day maintenance. And 

I:'m not quite sure I follow where you are. going. 

Q I would agree with you that would 

seem to . .me to be correct. 

A Yes. No. No. Maintenance is 

somethi.ng that we would not expect to get Mr • 

Brocknieier's outfit involved in. 

Q You are ·using his services in 

the construction? 

A That's correct. In design work or 

redesign work, yes. 

Q Withi.n the year 1980 can you tell 

me how much time Mr. Brockmeier spent with La:ke 

of the Woods? 

A Let's see, three -- this would make 

his fourth trip this year. 
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Q Row .l.ong would he be there on 

A Oh, he spent the better part of 

a week on. one ·o.ccasion. It varies. Sometimes two 

to thr.ee days, whatever the real need is. 

Q And he confers_ with you regarding 

capital improvements and changes that need to be 

.made, et .cetera? 

A Yes, he does .. 

Q Now, getting back to your earlier 

testimony, did I understand you correctly to say 

that in addi ti:on to the retainer that Mr. Brockmeier 

is paid for additional specific .services? 

A 

Q 

A 

Yes, if it's required. Yes. 

What type of specific services? 

Pipeline design is one of the 

quickest I. can think of. We just recently finished 

the design and are out to bi.d on a forced main 

project for the Lake. 

Q. So, design .. is not covered bY, 

the retainer? 

A No, _that is not .. ·To a .degree it 
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is , bU:t in other wo.rds the: ·retainer .. doesn't. 

·-
really allow :for too much '.ot that type ·of dollars. 
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REDIRECT EXAMINATION 

ax MR. RIELY: 

Q Mr. Tho.ree ,· you've referred to 

the two young ladies. that :work ,at .the office; 

they work on bath water and sewerage matters., do 

they not?' 

A Yes, they do. 

Q And how are :the costs ·of their 

services allocated between the ·two? 

A I would have :to .ask my Controller. 

Q Would Mr. ;Frasher know .the answer 

to that :question? 

A Mr • Frasher wo.uld know :the· answer 

by the time he comes up, yeah.· 

Q Now, you mentioned that the entire 

system was constructed initially. When the lots 

in the Lake of the Woods sold, were lots· sold 

throughout the area or were .they -- was there sort 

o:e a march from one end to the other? 

A Really, I '.m not sure just how it 

was a·s far as the .original selli~g of the lots. I 

think probably any time someone .found a lot they 
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wanted to, buy :they. would be· abl:e ~to buy .it regard-

less ·of what :area: it wa:s in. 

Q Did that make it necessary to . 

build the who.le .system at .one time?. 

A Y~s·, that :t~gether w:ith .the fact 

that .the development company used the: idea of 

making sure the.re was a water and sewer~ge system 

available to all the lots • And, therefore, they 

had to develop the eriti re system at that time • 
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J;U!CROSS. EXAMINATI.ON 

3 I 
4 I' 
5 i 
6 I 
7 I 

BY: MR.. LION ; 

Q Mr., .Tho.rpe, I:'.m quite .confused 

as to the rel.ationship between your Company 

Controller and .the Brockniei·er· consul ting firm. 

8 I 
·! 

I 
The'y appear to· be doi~g the same 

9 i 
I 
I 
I 

job. 

10 
I 
! 
I 
I 

11 I 
l 

I 

A No., Noo They would not beo 

Q Isn't the ...... you said that 

12 I 

I Brockmeier did engineeri~g .rev.iew, capital projects 
I 

• 13 ! 
I 14 

review? 

. A Yes • 

15 
Q Isn't. this wo.rk that :is normally 

16 
done by the Company Controll·er? 

17 
A No. The .company Controller actually 

18 
does -- that is his title, but he is responsible 

19 
for the financial structure .and the '.rec.ords keeping, 

20 
keeping the .company out .of ·~ail., if you will, and 

21 
.making sure that the income taxes ·are paid. 

22 
Actually,. hi.s is an accounting 

23 
I 

• 24 I 
25 I 

i 

£unction more than an engineeri~g •. He .doesn't get 
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invo.l ved- in .that at all. 
3 

4 
Q How about :the capital projects 

·• "? rev.iew. 
5 

6 
A Yes,- _as far as ·dolla·rs ·are concemed. 

But .that's the only involvement the Controller has 
7 

in that function. 
8 

9 
His main emphasis is in accounting 

and money .management. 
10 

Q Is your Controller full time? 
11 

12 
A Yes, he ·is. 

• 13 

14 
HEARING EXAMINER; Is he located 

15 
at Lake of the Woods? 

16 
WITNESS THORPE; . No, he is 

located at the office in Berlin·. His 
17 

18 
time is allocated .·at the Lake and he 

19 
can spend, and does upon requirement, 

20 
whatever time is neces'sary or his presence 

21 
is nec.essary here, wht, yes, he is here. 

22 
I say here,. At the Lake. 

23 

24 
BY MR. LION: (Continuing) 

I 
25 i 

L----i----------------------------------------j 
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Q Is all of his. tim~· ,~ then, . 

utilized betw.ee.·,i the: Maryland Uti:li ty. and the 

. Virginia Utility.? 

A 

Q 

Yes. 

Does he. have. ·any other ti.es. or 

any oth:e.r companies --

A 

Q 

A 

Q 

No. 

-- that hi.s time is allocated to? 

No_, he ·does note 

Has any consideration been given 

to retaining the services ·Q;f a lo-cal consultant; 

the D, C. area, of course, is pretty large and there 

are many nati:onally .recognized consul ting firms which 

have offices ·in the Reston(Washin9ton, o. c. area -

A Uh-hUh. 

Q _ Has any consideration been given 

to retaining a local finn on a job-by-job basis due 

to the· proximity, the ease wi.th whi.ch they could 

come down to the .utility plant to look i.t over and 

converse with utility officials and.so on? 

A Yes e Actually the.re has , and we 

find it .quite .. often advant:ergeous, parti:cularly in 
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.. 
the :att:o:rneys•· req·uirenierits:, l~q'al· . .req.uirenients, 

not :so· .much ·in :the :engineering, be.cause :there 
( 

are not to:o many engineers that really understand 

the vacuum concept. ·And that .may ,sound unreal. 

The Brockitlei·er: eons ultant actually 

was instrumental in the -- or, they have been kind 

of ...... this ·is a baby of theirs which was taken over 

by the or;i9inal des;igner and installer and they have 

lived with thi:s ·system for many years and are one 

of the most ·familiar i.n the ·country and probably 

l 
I 
I 

I 
I 

I 
I 
I 
I 
t 

I 
I 

! 
; 
I 

. I one of the best-first consultants ·on vacuum technologyi 

And that ':s. one of the rea·sons 
~ • 

that we choose :to stay with :that .firm. 



1 
94 188 

( 2 
RECROSS EXAMINATI.ON 

3 
BY MR.. SO.MERV.ILLE: 

4 

5 
Q Mr~ Tho.rpe ,. I'm st·ill a bit. 

6 
confused about your personnel..· ·could you very 

7 
briefly rUn thr:o:ugh :this with ·me? 

8 i 

You to.ld me ·you had six maintenance . ~ 
I 

9 ' 
people :at the Lake·?· 

10 
A Yes, sir. 

11 
Q And three ·construction people? 

12 
A That' .s. correct. 

13 
Q Two_ girls ·in the ·.office? 

14 
A . Uh .. hU:h.· 

15 
Q .That is ·elev.en. And you_ g.ave us 

16 
I think a sixteen point one .figure. 

17 
Give me the .other f.ive point one, 

18 
would you? 

19 
A I sure will. In fact, I think :r 

20 
have -- if I may refer to my.notes·-- dQ you just 

21· 
want.me .to run them down in a list very quickly? 

22 
The General Mana9er, he. is equal 

23 
to half. In other wo.rds, _that '·s point :five o. 

24 
\, 

25 
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Q .You mean you are ther.e ·half the 
3 i 

I 
! 

4 
A That •.s. right.: 

5 
.My Operations Man~ger is point two 

6 
five, or a quarter of his time.: The. :controller is 

7 
.point two five.. And the Data Controller is point 

8 
one 0 •. 

9 
Now those ·:are_ .generally associated 

10 
with ·.the offi.ce site. Management, that is equivalent 

11 
to one .point one 0 man-years.· 

12 
All right.. FieI.d Superintendent. 

13 
That's one.· Maintenance Foreman, an Account Clerk. 

14 
Q What was that? 

15 
A An Account <Clerk. 

16 
Q Is that :one of your ladies? 

17 
A Uh-hl.ih. 

18 
Q All right. 

19 
A And the secretary. A maintenance 

20 
lead man. A .construction equipment operator. 

21 
Construction lead man. A treatment plant operator. 

22 
A maintenance man One. Thr.ee maintenance men Three. 

23 
Two laborers and one constr:ucti·on foreman. That 

24 
should total y.our fifteen, and adding your one point 

25 
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one :o ·f·or G&A. gives· y.ou sixteen point :o.ne. 

Treatment plant operator ,. is 

. that full ·time? 

A· .. Y~s·, it :.is .• 

Q That is :all he does:?: 

A.. . Yes • WelJ. , .that' s: not :eXactly 

correct eitheI.e That's. ·his prime :thi~9 •. He may 

well. :9et .invo.l ved .in maybe :a probleni at :a vacuum 

station or somethi~g like :th;a;t that is associated 

' 190:·1 

I 
· I 

with ·the sewer,' but he is ~actll:ally full time sewer .. 

MRe SOMERVILLE:. Thank you.. I -

have ·no . further questions. 

HEARING EXAMINER; .. Mr.e P~9e ,: .do 

you have any recross·? 

MR. PAGE: . I ha:ve :no questions o 

SUE TRAYLOR ° COURT REPORTER 
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.. REDIB,E.CT. EXAMINA'TJDN : 
3 

. BY .MR.· R:tEL.Y:. 
4 

5 
Q . The :contro:1ler ·was· :full· time.; 

6 
~-OU mean, .. he:. :is £ui1· time :fo;r both Maryland :and 

7 
. Virginia? 

8 
A. . 'l'ha:t • s: ·correct:,,: 

9 
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HEARING EXAMINER~ Mr.. Thorpe, I 

have a few questions which were suggested 

by your testimony this morning.. You said, 

I believe, that of the forty-two htindred 

lots in the development, all of them have 

been supplied with all equipment necessary 

to provide sewer and water service, is that 

right? 

WITNESS THORPE: That is correct. 

HEARING EXAMINER: So in the event 

a home is built on a vacant lot, the only 

thing that needs to be. done is to hook up 

the home connections to the systemo 

WITNESS THORPE: That is correcto 

HEARING EXAMINER: And disregarding 

GARRETI J. WALSH, JR. 
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the approximately eight hundred customers 

which you have which have active service 

with the Company, as I understand the 

prefiled material, the ·other people are 

charged these availability fees. 

WITNESS ·THORPE: That is right. 

HEARING EXAMINER: Everyone who_ 

owns a lot is charged an availability 

fee. 

WITNESS THORPE: That is correct. 
. . 

BEARING EXAMINER: And you said that 

part of your delinquency problem was in· 

collecting these fees from absentee 

owners and so forth, andlQU mentioned that 

about the only time you are able to collect 

;:· is when the lot is sold or built upon, is 

that right? 

WITNESS THORPE: That is right. 

HEARING EXAMINER: If you don't 

have a judgment lien, how do you_go about 

collecting it at that time? 

WITNESS THOIU>E: .At-that time we . 

·do have, in the sales contract, that all 
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( 2 indebtedness against that particular lot 

3 must be cleared before a building permit 

4· 
is issued. 

5 
HEARING EXAMINER: All right .. 

6 
And lt>U have described Mr. Harris' work 

7 
with the Companyo How long has he been 

8 .. 
in the position of field superintendent? 

9 
WITNESS THORPE: He was promoted 

10 
to actually Field Superintendent -- the 

11 
definition of that -- about a year-and-a-

12 
half ago; prior to that ·time he had held 

13 
the same responsibility under a different 

14 
definition or title, if you will. 

15 
HEARING E}CAMINER And you said 

16 
that three customers take sewer service 

17 
without water service? 

18 
WITNESS THORPE: Yes. Actually, 

19 
they were old, existing homes, and they 

20 
do have their own sewer or septic system. 

21 
HEARING EXAMINER: Well, that 

22 
is what I was wondering aboute Don't you 

23 
mean t~ey take water service without sewer? 

24 

25 
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WITNESS THORPE: They take water 
3 

without sewer service. 
4 ~-

HEARING EXAMINER: All right. I 
5 

understood you to testify·to the contrary 
6 

earlier. 
7 

WITNESS THORPE: I am sorry. That 
8 

is correct. 
9 

HEARING EXAMINER: So three customers 
10 

take the water service but do not take the 
11 

sewer. 
12 

WITNESS THORPE: Without sewer. 
13 

HEARING EXAMINER: But the rest of 
14 

the customers take both services. 
15 

WITNESS THORPE: Yes. 
16 

HEARING EXAMINER: I see you mention 
17 

in one of the accounts, of a Mr. Rick Trenery. 
18 

WITNESS THORPE: Rick Trenery. 
19 

HEARING EXAMINER: Who is that, 
20 

please? 
21 

WITNESS THORPE: He was a former 
22 

employee at Lake of the Woods, had a combined 
23 

job. Probably best defined as an administra-
24 

tive assistant. Kind of a semi-management 
25 

GARRETI J. WALSH, JR. 
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2 type responsibility. 

3 HEARING EXAMINER: He is no longer 

4 with the Cbmpany? 

5 WITNESS THORPE: No, he is no longer 

6 there .. 

7 HEARING EXAMINER: There is also 

8 mention of a F. L. Atkins. Who is that? 

9 WITNESS THORPE: F. L. Atkins was 

10 a management consultant employed by ·the 

11 parent company at the acquisition time, 

12 who managed actually Lake of the Woods 

c 13 and also Maryland Marine as an interim 

14 type thing. That was on a contractual 

15 arrangement. 

16 HEARING EXAMINER: At about the 

17 time of the acquisition by At Pac? 

18 WITNESS THORPE:. That is correct • 

. 19 
HEARING EXAMINER: Does Maryland 

20 is Maryland Marine a subsidiary of 

21 At.Pac also? 

22 WITNESS THORPE: Yes, it is. 

23 HEARING EXAMINER: And how about the 

24 firm known as Trans-Continental Development? 

25 
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WITNESS THORPE: Trans-Continental 

197 

3 Development Company is a partner to At Pac. 

4 
HEARING EXAMINER: Does the Company 

5 have an agreement with Trans-Continental 

6 Development Comp!llly for certain· services? 

7 
WITNESS THORPE: Yes, we do. I 

8 think you will find that that is orie of 

9 the agreements that is on file, and has 

10 not yet been approved. 

11 HEARING EXAMINER: As I understand 

12 your description of the system, there is 

13 • a storage t~k initially which is shared 

14 by what, two or three homes? 

15 WITNESS THORPE: Most generally 

16 two. 

17 HEARING EXAMINER: Two homes? 

18 WITNESS THORPE: Yes. In some 

19 cases it could be one. I think we have 

20 
I 

I one case where there are three. 
I 

21 I 

HEARING EXAMINER: And some of these 

22 systems use the electrical valve and some 

23 use the air vac system? 

24 

25 
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2 WITNESS THORPE: That is correcto 

3 HEARING EXAMINER: Can ·you tell 

4 me a breakdown of the percentage of how 

5 many use each system? 

6 WITNESS THORPE: I think we have 

7 
probably, as I referred to, about_ two hundred 

8 and sixty power services, which would indicate 

9 in the terms of about three hundred likely 

10 are the electrically controlled valvesc 

11 Everything that has been installed in the 
12. 

last two to two and a half years has been the 

13 air vac. So we are less than half of the 

1"4 old system maybe a sixty/forty split is 

15 about an equitable way to assign it. 

16 
HEARING EXAMINER: Passing that 

17 
point-in the system, do the laterals 

18 
in the home connect to a main in the street 

19 
much as an ordinary sewer system? 

20 
WITNESS THORPE: No. The laterals 

21 
from the home connect to the holding tank. 

22 
The holding tank then connects to the 

23 
main. 

-- ( 24 
HEARING. EXAMINER: All right. And. 

25 
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3 these mains are in or along side the street 

4 normally? 

5 WITNESS THORPE: Yes. Normally 

6 they are. There could be in easements 

7 to the rear of the property,. or wherever. 

8 HEARING EXAMINER: What sort of 

9 services does Trans-Continental Development 

10 Company provide? 

11 WITNESS THORPE: They provide 

12 basically a number of administrative 

13 services. I think probably the most 

14 definitive would be .the insurance policy 

15 benefits for employees. Budget review 

16 and assistance in preparation. Accounting 

17 reviews, financial data. 

18 HEARING EXAMINER: You don't mean · 

19 that they are the insurer, do you? 

20 WITNESS THORPE: No, no. They 

21 administer the insurance. 

22 HEARING EXAMINER: I see in other 

23 testimony would indicate, which I expect 

24 would be filed today, a description of 

25 
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a sediment lease between Boise Cascade 

and 1Jtili tL~s I Ince ; are you familiar with 

that transaction, generally? The details 

of it? 

WITNESS THORPE~ No, I am not. 

familiar with the finite details of it .. 

HEARING EXAMINER : Would Mr., 

Frasher be? 

WITNESS THORPE: He would be able 

to speak to that. 

HEARING EXAMINER: Any further 

questions of this witness, Mr. Riely? 

BY MR. LION (Continuing) 

Q If we can talk once again about 

this sewerage treatment plant operatoro Is not 

the sewerage treatment plant automated -- the ·activated 

sludge unit? 

A Yes, it is .. 

Q This is for the most part fully 

automated, is this not correct? 

A No, at one time probably. The 

original conceptual des±gn of it is pretty much 

GARREIT J. WALSH, JR. 
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automated, but it does requir an operator to do 

what we do now other than just primary tr~tment. 

Q All right. This activated sludge 

unit, the sewerage floats into the system through 

a commenator, which chews up the solids in the 

activated sludge unit, which is aerated, is that 

correct? 

A That is correct. 

O These aerators are either on full 

time or on timer, so that there needs to be no 

adjustment made, is that correct? 

201. 

A Normally, they are on timer, but they 

are pretty much full time. 

O So they run continuously. 

A That is correct. 

Q From there, the sewerage affluent 

flows to a sediment tank, clears out the sludge, 

and flows to alclding tank, is that correct? 

A We are well versed on it, yes. 

O So the01ly time the operator really 

needs to do anything is when something is not 

operating properly, is that not correct? 

A That, together with gathering sampleso 

GARRETT J. WALSH, JR. 
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The daily samples for testing. 

O Gather samples for testing. How 

long does that take? 

A Possibly two hours a day. The_ 

morning and the afternoon. 

O Two hours to gather the_ s.amples? What 

does that gathering of the samples encompass? 

A It encompasses, actually, preparing 

the samples for lab examination, and the two hours, 

he spends some time in the morning and again in the 

afternoon doing just that. 

·o So he goes to the plan~ in the-

morning. He grabs a sample in a jar, and the 

sample is transported to .an outside lab for 

analysis. 

A Actually it is for analysis, that 

is correct. 

O So actually he does not do any 

real testing. He just grabs the water sample 

himself e 

A He prepares the sample for transport, 

that is allc No, he does not do any lab actually 

analysis on site. 

GARRETT J. WALSH, JR. 
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Q By preparing the sample for tran~port, 

what do you mean other than putting a cap on th~ 

bottle? 

A Collecting them in the sample bottles 

and capping them. 

Q All right. So he goes down and 

collects these samples twice a day for transport 

to the lab. The system -- the aerators are 

automatic, everything.is automatic within the 

system, so 

A 

how could this be a full time job? 

Actually, as I explained to you, he 

doesn't really spend eight hours at the plant. He 

is associated or affiliated with work in the vacuum 

_stations, together with what he does at the plant. 

He also does the ~ousekeeping and grounds maintenance 

at the plant, too. You can't just flip a switch and 

turn around and walk away and leave it, you know. 

Q So he is a maintenance man. 

A That is correct; he is a maintenance 

man and operator combined. 

Q So instead of six maintenance men, you 

actually have seven, one of which is a part time 

operator. 

GARRETT J. WALSH, JR. 
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2 A Well, that is true. You are right .. 

3 MRo LION: Thank you, Mr. Thorpe. 
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RED.IRECT EXAMINATI:oN .. 

3 
BY- MR. RIELl': 

4 

5 I 
Q Mr. Thorpef you stated that 

6 
the: system was entirely btiilt: ,: and as I understand 

7 
it, what has ·to be done when a new customer comes 

8 
on the ·1ine .,._ 

9 
A When a new customer aJ?plies for 

10 
a connecti:on1 actually the ·vacuWn main is tapped 

11 
but a vacuum line to a stora9'e tank ·or a holding 

12 
tank, th.Ose· ·are the large :conc.rete ·.tanks:, that is 

13 
then set and connected to the: vacuum line •· Then, 

14 
there ·is· ·a vacuum valve that is s.e.t in the line 

15 
from the vacuum tank, or the holding tank,: ,to the · 

16 
vacuum line. That .is the air vac valve ·and/or 

17 
the el:ectronically controlled val.Ve· as in some 

18 
cases they have ·in the ·01d·er system. 

19 
There is a lateral line then 

20 
connected from the tank to the: house. 

21 
Q · . But .it's not :j.ust simply running 

22 
the service ".line f ram the ho.use .to the tank? 

23 
A Oh,-. no. 

24 
Q · And that •·s: what. your studies: show • 

25 
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costs :;fourteen htindred· and fifty-.s.eVeri .dollars 

on the" average :in 1979?. 

A That •s. ·correct·.: 

MR., RIELY: Fine.,. I ha.Ve '. 

no -fu~r quest'ionse· 

MR. LION: . That brings up one 

more question. 

HEAlUNG EXAMINER; All right,. 

Mr. Liono 

SUE TRAYLOR - COURT REPORTER 
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113 207 

Q So thi·s additi·ona.l wo.rk 1.s at 

least in theory :fully covered by:· the'. :connection 

fee 'whi'.ch the ·1ot owner pays :to the uti.lity? 

A In .theory,: l_'eS , sir. 

Q · And thi .. s 'amount :is. ·capitalized 

as J?art :of the ·utility plant? . 

A 

Q 

That :is ·cor.rec.t. 

And what :the: :indi vidu·a1 pays is 

109ged as a contribution in aid ot construction? 

A That 's ·right. · 

O So they totally o·f fset :each '.othe'.r; 

is that correct? 

A Hopefully :they do. But they haven't .• 

That is the intent. 

MR. RIELY: · I:t will off.set each · 

.other if thi's ·increase :is granted. 

present.: 

WITNESS THOJU>E; .. That is. correct. 

MR •. RIELY: . They . .do not .at the · 

SUE TRAYLOR - COURT REPORTER 
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2 
I have not~g .el:se :to say. 

3 HEARING EXAMINER:. An)!'. 'other 

4 . • ? ques.tions. 

5 
(No res·ponse} · 

6 
Mr.. Thorpe,- .let me make ·sure 

7 I' understa·nd this now. Assuming a 

8 
vacant .lot in the :development, as ·:r 

9 understand your tes'timony earlier you 

10 ·said that the :Storage 'tank and the air 

11 
vac syst'Emi and poss·ibly the eledtronic 

12 system:, whichever happens to be ~in place , 

13 is already there; is· that r:tght? 

14 
WITNESS THO.RPE: No, .not ·in all 

15 cases.. When a new ,connection ,comes on, 

16 it usually requires -a tank. In some 

17 
cases ·it may be the ·second connection 

18 to that tank ·and there wo.uld be an 

19 eXiSting tank. 

20 
HEARING EXAMINER: That would 

21 
be the case where there was a home next 

22 door? 

23 
WIT.NE.SS THORPE.: ·. That ':s corr.ect' 

24 
( 

yesQ 
', 

25 
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HEARING EXAMINER: But a 

vacant lot that is isolated from 

115 

occupied lots would not have all this 

equipment in place? 

WITNESS THORPE: No, it would 

not. It would require the tank, valve 

connection. 

HEARING EXAMINER: I did have 

one other question. You said that 

probably there were about half a 

dozen of these systems in the United 

States in use. 

WITNESS THORPE: Yes • 

209 

HEARING EXAMINER: You estimate -­

WITNESS THORPE: Let me just 

qualify that a bit. There are vacuum 

systems other than the half a dozen I 

had reference to; actually there are · 

about half a dozen systems like the one 

we are talking about. And this is the 

enyironed technology. There are some 

air vac systems, and one· of them is 

under construction right now, and that's 

SUE TRAYLOR - COURT REPORTER 
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a total air vac system utilizing the 

air vac valves that we presently utilize 

now, being built over at Kent Island. 

HEARING EXAMINER: Was the 

reason for choosing this system here 

the· hilly terrain and the difficulties 

with_the gravity feed system? 

WITNESS THORPE: I'm sure that 

2:1.0 

was the idea of. going to vacuum technology~ 

HEARING EXAMINER: Would there 

have been other options available if 

this particular system had not been chosen 

for a terrain of this nature? 

. WITNESS THORPE: The only other 

option would have been the conventional 

. gravity system with the forced pumps, and 

I think a study had been done on the 

system to compare that capability or 

possibility and I think the number of 

seventy•six actual pumping stations would 

be required to convert that system to a 

. gravity feed system as opposed to the 

thirteen vacuum stations we now use. 

SUE TRAYLOR - COURT REPORTER 
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So really the vacuum system 

3 
does make sense for this particular 

4 
application. 

5 
HEARING EXAMINER: What would 

6 
you say is. the average sized lot .in this,· 

7 
development? 

8 
WITNESS THORPE: Probably the 

9 
average size would be eighty feet by 

10 
one hundred twenty, I guess • And that 

11 
is purely a. guess on my part. 

12 
HEARING EXAMINER: Any other 

13 
questions? (No response) 

14 
Thank you, sir. You may stand 

15 
down. 

-~~--· ·--·-
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c .. 2 

3 
. ROBERT L.. FRASHER, . a witness 

4 
called by and on behalf of the Applicant, having 

5 
first been duly sworn, testified as follows: 

6 
DIRECT EXAMINATION 

7 
BY MR. RIELY: 

8 

9 
Q Mr. Frasher, would you please 

10 
state your name, business occupation and business 

11 
address? 

12 
A I am Robert L. Frasher, Project 

( 13 
Accountant with Brockmeier Consulting Engineers, 

14 
Incorporated, in Santa Monica, California. 

15 
Q Mr. Frasher. --

16 
A If you will bear with me, I ·have 

17 
a cold. 

18 
Q Please discuss your capacity in this 

19 
proceeding. 

20 
A Our firm ha$ been engaged by the 

21 
Utility to assist in engineering and rate structure 

22 
matters on a continuous basis e My testimony will 

23 
present the Utility's accounting exhibits which are 

24 
( 

25 
true to the best of my knowledge and belief., 
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r:.1'l I 
~ " I 

Q Have you prepared a rate of return 

statement for Lake of the 'Woods Utility Company? 

A Yes. I have prepared a rate of 

return statement for total company operations ror 

the calendar year 1979 that is Statement 1 of my 

exhibit. 

Additional statements present the 

seW9r operations by themselves in Statement 2, and 

water operations, Statement 3, for the same period. 

Q Please explain Statement 1. 

A ~tatement 1 is the rate of return 

statement for total Company dperations for the year 

ended December 31, 1979. It shows, in the first 

column, that per books the Company had a net operating 

income loss of one hundred thirty one thousand two 

hundred sixty~one dollars during 1979. The second 

SUE TRAYLOR· COURT REPORTER 
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column shows certain annualized adjustments, to which 

r will refer later, which ·increases the 1979 net 

operating loss to one hundred sixty-three thousand 

four hundred seventy dollars as shown in the third 

column. 

In the fourth .column, it will be 

seen that if the .. interim rate of twenty-four··dollars~ 

per month were used to compute sewerage charges 
. . 

during the test period, revenues would be increased 

by one hundred forty-seven thousand six hundred and 

forty-eight dollars and expenses.by eleven thousand 

six hundred and fourteen dollars , resulting in an 

increase in net operating income of one hundred and 

thirty-six thousand thirty-four dollars.· With the 

twenty-four dollar a month interim rate, the · 

Company would still suffer a net operating loss of 

twenty-seven thousand four hlindred and thirty-six 

dollars, as shown in the fifth column. 

The next to the last line in the 

fifth ~column shows the total Company rate base of 

two million four hundred nine thousand four hundred 

forty .... five dollars and the last line shows that the 

twenty-four dollars per month rate yields a negative 
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return on rate base. 
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The sixth ·and seventh ·columns show 

th.at the effect of the proposed forty dollar per 

mo~th rate for sewerage. The sixth ·column shows 

that this rate will result in a revenue increase 

of two hundred ninety-five thousand two hl.indred and 

ninety-six dollars. Operating revenue deductions 

will increase to sixteen thousand two twenty-eight, 

resulti~g in a net increase in operating income of 

two hundred seven:ty~nine thousand sixty-eight dollars. 

This would result in net operating income .for the 

test year of one hundred fifteen thousand five hundred 

ninety-eight dollars which yields a nominal return 

on rate base of approximately four point eight per­

cent. 

Q Now, turning to Statement 1 for a 

minute, Mr. Frasher, the six hundred -- the two 

hundred ninety-five thousand two hundred ninaty-six 

dollars operating revenues additional shown in 

Column 6 is th.e difference between: the eight dollar 

rate and the forty dollar rate? 

A . That' s. correct, 

Q To get the total of seven hl.indred 
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2 and.eighty-one thousand dollars ·from three sixty-six 

3 
shown in Column 7, you add -together Column 3 plus 

4 Column 6 to_ get Column 7: isn't that correct? 

5 A That's correct. 

6 
Q You don't add Colmnn 5 plus Column·6? 

7 A No. · r hope to get a· little more 

8 th.an seven eighty-one~ 

9 
Q I just .simply wanted to explain 

10 that. 

11 All right, sir., Will you please 

12 discuss :Statement .2? 

13 A Statement 2 shows the company's 

14 sewer operations and these figures were included 

15 
in Statement 1 to determine the total company rate 

16 of return. 

17 The actual 1979 net operati~g loss 

18 
incurred on sewer service, pet the Utility's books, 

19 was two hundred five thousand six hundred ninety-

20 ei·ght dollars as shown in Column 1. Even with the 

21 
interim rate of twenty-four dollars per month, the 

22 
loss would be over ninety-nine thousand dollars. 

23 At the forty dollar per month rate 

24 
proposed in this proceeding, there 'would be ·a net 

25 
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operating income of forty-three thousand nine hundred 

and ninety dollars, as shoWn. in Column 7. This 

income, if actually achieved, would yield a slightly 

positive rate of return of about two point three 

six percent on the Utility's one point eight million 

dollar sewer plant rate base. 

Q Please explain Statement 3. 

A Statement 3 is similar to Statement 

2, and it shows the Company's water operations which h ve 

been included in Statement 1 and is presented in 

exactly the same fot:mat as Stateinents l and 2. 

The ·company believes that present 

rates ·are sufficient to provide reasonable compensa-

tion for water services rendered and thus no increase 

in water rates has been proposed. 
,, 

Q Now, discuss Statement 4. 

A Statement 4 eXplains the Company's 

adjustments that appear in Columns 2, 4 and 6 on the 

rate of return Statements l ,· 2 and 3. These adjust-

ments are broken down between sewer operations and 

water operations. 

Q Please take a moment and discuss 

the adjustments to the sewer operations. 

SUE TRAYLOR· COURT REPORTER 
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A The first.adjustment, totaling 

one thousand seven htindred and e~ghty-five dollars, 

in effect brings revenues for the .test year up to 

-
the level that they would have been if the number of 

connected customers at the ·end of the year had been. 

served throughout the year of 1979. Although we 

recognize that this is not an adjustment this com-

mission requires, we believe it ·is informative to 

the Commission at thi.s time. 

The next .adjustments to sewer 

operations and maintenance ·eXpenses total twenty-nine 

thousand and sixty-two dollars • The increase· .in 

payroll cost is to annualize a_ general increase that 

was e·ffective. April 1st of '79. 

The second operations and maintenance 

adjustment annualizes the corresponding increase in 

payroll related taxes, _group insurance and other 

benefits effective in the test year. The last 

operations and maintenance adjustment is to annualize 

the effect of the: general increase .in Virginia 

Electric Cooperative's electric power rates that took 

effect on October 1, 1979, and also to utilize a more 
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current wholes.ale power adj ustmerit charged by the 

Coop. 

The· more ·accurate ·reflecti.on of 

purchased power cost which :th:i.s ·adjustment presents 

is very important as power expenses represents about 

one-tMrd of total sewer operations and maintenance­

expenses. 
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2· The adjustment in depreciation expense 

3 was made to show the level of annual d~preciation 

4 expense based on year-end '79 plant balances. 

5 The last adjustment to expenses reflects the additiona 

6 gross receipt taxes due on the revenue increase shown 

7 in the first adjustment. All of the foregoing 

8 adjustments are before any adjustments were made to 

9 reflect the increased sewer ratese 

10 The next group of adjustments are 

11 those that would arise. from the rate increase 

12 proposed in this case. The statement explains 

13 the adjustments related to the proposed increase 

14 of forty dollars per month in sewer rates. 

15 The final section of Statement 4 

16 shows similar Company ·adjustments made to water 

17 
.. 

operations for the test year. 

18 Q Please discuss your fifth Statement. 

19 A Statement 5 is the Company's balance 

20 sheet as of December 31, 1979, consolidating both 

21 water and sewer operations. 

22 Q Now, please discuss Statement 6 •. · 

23 A Statement 6 presents net utility 

24 plant and allowances both for the total company and 

25 as divided t:etween its water aid sewer o erations. 

GARRETI J. WALSH, JR. 
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( 2 The figures are taken from the balance sheet of 

3 December 31, 1979. The statement mows the derivation 

4 of the rate bases used in Statements 1, 2 and 3. 

5 Q How are the Company's financial 

6 operations proceeding in 1980? 

7 A The Company's financial position is 

8 continually reviewed, andcperating statements for 

9 the eight months ended August 31, 1980, reconfirm 

10 the continuing trend of losses displayed in the 1979 

11 test year. The results serve to reemphasize the need 

12 for the proposed sewer rate increase. 

\ .. 

13 Q Do you have a statement that compares 

14 1979's financial results with those projected for 1980: 

15 A Yes. Statement No. 7 is a comparative 

16 operating statement that reflects in the first column 

17 actual results for the eight months ended August 31, 

18 1980. The Statement further shows a projection of 

19 the full year's results based on two different 

20 levels of rates. 

21 First, for revenue purposes we 

22 assumed that the twenty-four dollars per month 

23 interim sewer rate was in effect throughout 1980 

24 

25 
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and further used the August -level o·f customers 
3 

connected, which is eight hundred, for the entire 
4 

5 
yeare For expenses, we used actual expenses through 

6 
August and projected the remainder of the year to 

continue at the same level. 
7 

This calculation is shown in Column 2. 
8 

9 
of my Statement 7 and as you see would result in a 

10 
net operating loss of thirty-two thousand, seven 

11 
hundred and ninety-nine dollars for 1980. The 

12 
third column was computed in the same manner as 

13 
Column 2, except that revenues were p_rojected using 

14 
the proposed forty dollars per month sewer rate. 

15 
Under that assumption, the Cbmpany would see net 

operating income of about one hundred and sixteen 
16 

thousand dollars. The final column shows the actual 
17 

results for 1979. 
18 

19 
As can be seen from Statement 7, even 

20 
with the help of the twenty-four dollar per month 

sewer rate and an increased number of connected 
21 

22 
customers, the Company could expect major losses in 

23 
1980e This is due largely, and most noticeably, to 

,' (_ 24 

25 
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c.~ 2 the significant 1980 increases in the payroll costs 

3 and electric power. 

4 These costs are expected to exceed 

5 the 1979 levels by approximately thirteen.percent. 

6 for labor and thirty percent for power. Although 

7 this comparision is somewhat simplified, it none-

8 theless demonstrates that the twenty-four dollar 

9 per month sewer rate is inadequate to off set the 

10 Company's operating losses. Even the proposed 

11 forty dollar rate, applied in the same way as the 

12 interim rate, would only allow minimum operating 

13 
/ 

income -- and I have a correction in the prepared 

14 testimony -- the figure mould read eighty-nine 

15 thousand, seven hundred and seventy-three dollars. 

16 Q Now, is Statement 7 sewer.and water 

17 combined, or sewer only? 

18 A I believe this is saw~r and water 

19 -· -· combined. 

20 
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CROSS EXAMINATION 

BY MR. LION 

133 

O Turn the switch in front of youG 

Mr. Frasher, you are employed by whom? 

A Brockmeier Consulting Engineerse 

Q Do you know -- have any information 

regarding the terms whereby At Pac Land Company 

purchased the stock of Lake of the Woods Utility 

Company? 

A Not in detail. Just that they did 

purchase the stock. 

Q Do you have any knowledge as to how 

an affiliate,of.At Pac acquired the note;...which had 

GARRETT J. WALSH, JR. 
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2 been previously held by Boise Cascade? 

3 A To my knowledge, the note is not 

4 held by an affiliate. 

5 Q Who is it held by? 

6 A I believe it is Perry R. Bass, 

7 Incorporatede 

8 Q Mr. Thorpe, I believe, testified 

9 that it was held by an affiliate. You say it is 

10 held by Perry R. Bass, who is not an affiliate. 

11 A That is my understanding, yes. 

12 

• 13 

Q Do you know for a fact that it is 

held by Perry Bass? You said you believe. 

14 A I have seen a copy of the note. The 

15 note is actually payable to Boise Cascade. I believe 

16 on the note was assigned to pay Perry R. Bass, Inc. 

17 Q Do you know what was paid for this 

18 note? 

19 A No, I do-not. 

20 Q Was this done at the same time as the 

21 other transactions by which the stock of Lake of the 

22 Woods Utility Company was purchased by At Pac? 

23 A I don't know it for a fact. I believe 

it was at or about that same period, but I don't know 

25 
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that for a facte 

3 Q Is there any relationship at all 

4 between Perry Company and At Pac? 

5 A Not to my knowledge. 

6 Q But could there be? The relationship 

7 that you are not aware of? 

8 _.. A Speculation, possibly. 

9 
Q What is the ~la tionship between 

10 Brockmeier Consulting Engineers and At Pac Land 

11 Company, and Lake of the .Woods, and Maryland Marine 

12 Utilities? 

.ce 13 A Brockmeier Consulting Engineers 

14 has as clients At Pac and Lake of the Woods Utility 

15 Company. Brockmeier Consulting Engineers is an 

16 individual corporation with many clients. 

17 HEARING EXAMINER: Do your clients 

18 include Maryland Marine also? 

19 
WITNESS FRASHER: Yes, it does. 

20 

21 BY MR. LION (Continuing) 

22 
Q Mr. Thorpe has indicated that your 

23 
firm is on retainer to Lake of the Woods Utility 

• 24 

25 
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Company. What is that retainer fee, please. 

A The retainer fee is twelve hundred 

and fifty dollars a month. 

Q And what services does your company 

provide for the utility company? 

A Our company provides management 

consulting in the rates and the utility matters, 

design services, master planning. We work very 

closely with the utility on their capital budgeting 

and planning what the cost of certain facilities 

will be, when they will be required, and that is 

essentially the types of services. 

Q I assume you are_ aware that expenses 

were booked as being owed to At Pac for management 

fees. How does that relate to what you do? 

A That has no relationship. 

Q It sounds as if your consu~tant 

firm, and consulting in these management areas, is 

actually doing the managing for the work which 

At Pac is claiming it does as part of these management 

fees. 

A I don't believe that~ are duplicating 

the work that they are doing. To my knowledge they 

GARRETI J. WALSH, JR. 
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are administering employee benefit programs and things 

of this nature. Insurance plans as well as they 

obviously are also involved in the budgeting processG 

But I would think that would be from the standpoint 

of how it would be financed, whereas our input is 

essentially in determining what the cost would be, 

·'"and perhaps determine when those facilities would 

be required. 

Q Your Exhibit RLF-2, Statement 5, is 

the Company balance sheet for 1979. Would you turn 

to that, please? What is the liabi~ity which you 

have listed as Payables to Associated Companies, 

one hundred twenty-three thousand, three hundred 

and twenty-three dollars. 

A I don.' t have the details exactly 

of what that includes. ·It may include some of 

the management fee that was accrued. 

Q You know that they are associated 

companies. 

A Yes. 

Q Could you identify what companies? 

A No, I can't. That information could 

be obtained. from the· Company's bookse 

GARRETI J. WALSH, JR. 
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2 
Q All right, sir. You don't kziow at 

225 

3 
the present time what companies are involved, or 

4 
what services were provided for this? 

5 
A No, I do not. 

6 
Q Who does the bookkeeping for.Lake 

7 
of the Woods? 

8 
A Mr. Ed Leach is the Controller for 

9 
Lake of the Woods Utility Company. And he is the 

, 
essential one that keeps the books. 10 

11 

12 
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14 
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Q And, as I understand it, he is 

shared w~th an affiliate, Maryland Marine Utilities, 

and his eXperise ·is allocated: is that cor:i;:-ect? 

A That is correct. 

Q Who does the billi~g and payroll' 

for Lake of the Woods? 

A That is all done thro~gh Mr .. 

Leach •·s. office .. 

Q Could you tell me,· then, what 

services are provided by Data Services, Inc.? 

A I believe they are the computer 

service that actually prints the bills and provides 

the billing registers th.at are used in the office 

for collections and so forth .. 

Q So, this firm is employed by 

Mr. Leach? 

A I wo.uld assume he was the one 

that oversees their activities. 

Q Who prepares the: financial 

statements for Lake of the Woods. Utility Company? 

A Mr~ Leach .. 

Q Your firm does not prepare these? 

A No .. 
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Q Could you quantify the expense 

incurred by Lake of the Woods for Mr. Leach's services 

during·--

A Well, I believe the allocation 

that is being made is twenty-five percent of his 

time is the allocation to Lake of the Woods. 

Q Could you break that down to 

dollars? 

A We can. I don't have that 

· number at my fingertips. 

Q And could you quantify the 

; billing and payroll expenses or the -- which are 

'done by Data Services, Inc.? 

A Again, we can provide that; I 

don't have that specific-number. 

MR. LION: Thank ·you, Mr. 

Frasher. I have no other questions. 

HEARING EXAMINER: Mr. Page? 

MR. PAGE: . Thank you. 
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141 

Q Mr. Frasher, let me back up on 

a-couple of questions that Mr. Lion asked you con­

cerning the two point four million dollar note. 

·Do you remember Mr. Thorpe's 

testimony to say that this note was payable to an 

affiliate of AtPac? 

232 

A 

Q 

I recall his making the statement .. 

Okay. You are saying now that 

the note is not payable to an affiliate of AtPac? 

A That -- to my knowledge, it is 

not payable to an affiliate. 

0 Okay. Who are we to believe? 

You or Mr. Thorpe? 

A. I don't know. 

HEARING EXAMINER: One witness. 

can't really characterize another's· 

testimony. I think the conflict would 

be on the record for· consideration. 

MR.. PAGE : Okay~ 

SUE TRA YL-OR - COURT REPORTER 
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BY MR. PAGE: (Continuing) 

Q And the note, you say, is held 

by Perry or.--

A I believe it's a Perry R. Bass, 

Inc. 

.o And you don't know of any 

relationship that any· of the principals in that 

company have with Atpac? 

A No, I don't. 

Q Okay. Let's talk about this 

rate case expense. Do you have that itemized 

anywhere in your testimony? 

A I believe it is shown that 

the estimated cost of the rate case would be 

twenty-eight thousand dollars. 

Q Okay. And how are you accounting 

for this? Are you amortizing it? 

A Auv:>rtizing on a four year period 
i 

: at seven thousand dollars per year. 

Q How about-the do you have 

• that broken down at all anywhere, like what the 

twenty-eight thousand dollars would consist of? 

A No, I don't have the breakdown. 

This was an estimate based on the time of our firm, 

the attorney's cost and any cost that would be 

SUE TRAYLOR· COURT REPORTER 
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incurred by any of the other parties. 

Q How about your time in this 

case? 

A Our time, we believe, will 

approximate twenty-five thousand dollars. 

Q 

A 

Q 

How about attorney's fees? 

Right. I don't know. 

So, twenty-five thousand dollars 

of the twenty-eight thousand dollar rate case ex­

pense is your organizational fees? 

A Yes. 

MR. RIELY: '1n case you are 

interested, I think that doesn't. leave 

anough for me~ 

MR. PAGE: That's for you and 

the Company to work out, .Mr. Riely. 

MR. RIELY: I think the estimate 

is probably low. 

BY MR. PAGE: (Continuing) 

Q On Page 6 of your testimony, 

you discuss the sewer operations for the e~ght months 

of 1980., That reconfirms the continued trend of 
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losses. How about the water operations? How are 

they doing? How would you characterize that? 

· A I would say the trend on water 

: would be as 1979 indicated, that water is doing -­

still in a positive return. 

Q Okay. And, let's look at 

Statement 7. Mr. Somerville discussed with Mr. 

Thorpe the power expenses. I see here you say that 

for the twelve months ended December 31, 1979 the 

Company spent one hundred eight thousand three 

hundred fifty-one dollars on power expenses and, 

then, the projected twelve months ended December 31, 

1980 will be a hundred forty-one thousand four 

hundred twenty dollars? 

A 

Q 

That's correct. 

And that's about a thirty, 

thirty-one percent increase? 

A 

Q 

Yes. 

So you are saying that your 

Company has projected that power costs will increase 

by thirty-one percent? 

A What I did was take the actual 

twelve months power bills for 1979 and repriced those 

same bills with the rates that were in effect from 
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the power company as of the end of 1979·. 

And I also took basically a 

three ioonth average of the fuel· cost adjustment 

charge based on January, February and March of 

1980, and I took an average of what those three 

months for the fuel cost adjustment and the repricing 

of _~979 power is one hundred thirty-nine thousand 

seven hundred and eighty-eight dollarsr which 

compares basically with the experience that is 

occurring right nowe 

Q And you based the fuel adjustment 

on the January, February, March 1980 figures? 
/ 

A That's correct. 

Q I understand that the Company 

buys power from Rappahannock Electric Cooperative? 

A Yes. It was previously called 

Virginia Electric Coop. It has changed names. 

Q And they in turn purchase their 

power from Virginia Electric and Power Company? 

A I guess they do. 

Q And you don't know what has 

been happening to the fuel costs of Vi~ginia Electric 

and Power Company since March 1980, do you? 

A No, I do net. 
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Mr. Frasher, we were talking 

about Bass and Atpac. Are you familiar with 

Trans Continental Development? 

A 

Q 

Yes. 

What does that concern -- what 

is the relationship, if any, between that concern 

and Atpac? 

A 

Q 

I'm not sure. Honestly. 

Do you know that Bass is a 

partner in Trans Continental? 

A 

is a partner in 

Q 

I believe there is a Bass that 

So, really, we've got Bass 

and Trans Continental and AtPac, and isn't it a 

fact-that there is a relationship between these 

'parties? 

A I don't know. 

Q You just don' t know? 

Of course, all this has to get 

·back with the matter of the note and who holds it 

and what the relationship is there. 

But you really just don't know? 
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I don't .. 

Now, as I have listened to 

148 

the testimony, what I hear is this: Lake of the 

Woods Utility Company requires the accounting manaqe­

ment and engineering services of your concern and 

Atpac. 

A We don't provide -- I'm speaking 

of Brockmeier now, what you would say accounting 

services in terms of keeping your books. It is more 

in an advisory or in matters concerning rates, or 

regulations. But we do not do the actual ~ccounting 

for them. 

0 Are you, then, saying that 

on an ongoing basis, on a_ day-to-day operation you 

really don't provide any services of that type? 

A Of that type, no. 

Q So you provide specialized 

accounting services? 

A That' s correct. 

Q But you do provide those services 

and engineering services to the Company, and you say 

also that AtPac provides certain management services? 

A That's correcte Well, yeah, 

I believe it's Atpac. 

SUE TRAYLOR· COURT REPORTER 
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Q Now, let me direct your 

attention to the employee benefit program. Do 

you know whether or not there is one in effect? 

A Yes, there is. I don't know 

the exact details of what it is. I mean, as far 

as what the actual benefit --

Q But you are prepared to say 

! there is one :m effect at this time? 

A To my knowledge, yes. 

MR. SOMERVILLE: I have no 

further questions. 

HEARING EXAMINER: Redirect? 

MR. RIELY: I have no redirect. 

That's .our case, if Your Honor --

MR. LION: Could I, Mr. Farrar, 

ask a couple more questions? 

HEARING EXAMINER: Well, let 

me ask a few questions of Mr. Frasher at 

this point, and let's see what else we 

need to inquire into. 

SUE TRAYLOR - COURT REPORTER 
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HEARING EXAMINER: Mr. Thorpe said 

in his testimony that the Company had 

presented financial statements through 

you, on both a total company basis and 

the water.and sewer separating basis. 

And I gather from what he said that. 

perhaps he did not have strong objections 

as to which way it was considered, because 

he said the information was there to 

consider either way. What is· your feeling 

about the desirability or appropriateness 

of separating the sewer operations 

isolating them and looking at them 

separately in this proceeding? 

MR. RIELY: Mr. Examiner, please, 

I think that is a question of law, and 

not of fact. I think I ought to state 

the position of the Company on that. 

HEARING EXAMINER: Very well. 

MR.RIELY: This company has historically 

been regulated on the basis of separate 

services, and I believe that has been the 

position of the Comm±ssion~in·my experience_ 

GARRETT J. WALSH, JR. 
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2 

since my experience started to run, which 
3 

is a few years back. 
4 

On the other hand, as far as this 
5 

Company is concerned, to consider it on 
6 

a combined basis doesn't really make much 
7 

difference, but you always have to take 
8 

into account the fact that although there 
9 

are now only three customers, there may 
10 

be in the future otheraistomers who take 
11 

one service and not the other, and I believe 
12 

( that it has been the practice of the 
13 

Commission to cost separate services 
14 

separately. 
15 

MR. LION: For the record, ·r might 
16 

add it is my understanding in the future 
17 

all new customers of this utility will 
18 

take both water and sewer services. 
19 

MR. RIELY: You say that now, but 
20 

that may not happen. There is no requirement 
21 

that they will do it. 
22 

HEARING EXAMINER: Well, we will 
23 

entertain closing arguments. 
24 

MR. RIELY: That :is the sum total of 
25 

GARREIT J. WALSH, JR. 
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2 my argument. 

24~ 

3 
HEARING EXAMINER: Do you know 

4 
what fees are paid to Trans-Continental 

5 
Development Company or At Pac for their 

6 
services, such as administering the 

7 
employee benefit program? 

8 
WITNESS FRASHER: I believe it 

9 
was based upon five percent of their 

10 
operating expenses. I believe that was 

11 
the basic formula. 

12 

( 
HEARING EXAMINER: Five percent 

13 
of whose operating expenses? 

14 
WITNESS FRASHER: The utility 

15 
Company's. 

16 
HEARING EXAMINER: As I understand 

17 
it, there are-three firms at least that 

18 
provide consulting services on a more or 

19 
less continuing basis, and that is you~ 

20 
firm, and· Trans- Continental, and/or At 

21 
Pac, and Maryland Marine. Is that right? 

22 
WITNESS FRASHER~ Yes. 

23 
HEARING EXAMINER: I hate to ask 

24 
\ you to go through all that. again, but I wonder 

25 

GARRETI J. WALSH, JR. 
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c- 2 if you could just briefly distinguish 

3 each of those services , and in addition 

4 to that, explain what services are provided 

5 in addition by the people who are on site 

6 at Lake of the Woods. .. 

7 
WITNESS FRASHER: Well, I believe 

8 in the case of Maryland Marine that 

9 essentially the day-to-day work as far 

lo as the direct overview of administration; 

11 accounting·, billin':J, i:a.J'ld collection efforts 

12 are provided by that one st~ff, with 

13 

14 

15 

( the two girls: in the local Lake o-+: the Woo~. 

office, be;i.ng kind of local, on-site, and 
'· . 

handling the· call.s that come· in for 

]- - . 

.... 
16 service or things cf this nature. But the 

17 basic administration is handled through 
18. 

the Maryland Marine. 

19 
The services of Brockmeier Consulting 

20 
Engineers i;s primarily in 1he areas of the .; 

21 
engineering, of the more technical consider-· 

22 
ations, with also some work being done in 

23 
the area of rates and regulations. But it 

24 

25 

GARRETT J. WALSH, JR. 
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2 is primarily a planning a costing facilities 

3 and basically on the technical engineering 

4 sidec 

5 To my.knowledge, the services that 

6 are being provided through At Pac or 

7 
TDC is in the realm of financing directly, 

8 
in determining the financial requirements 

9 
of the utility, as to where that money 

10 
is going to come from, administration of 

11 
their employee benefit plans, administration 

12 
of their insurance, which I believe is both 

13 
the employer insurance as well.as property 

14 
insurance. Workmen's Compensation, tax 

15 
considerations, payroll tax. 

16 
HEARING EXAMINER: All rightc In 

17 
regard to this note, I gather from your 

18 
testimony, and the material filed by the 

19 
staff.accountants, that interest has not 

20 
been paid on this note for some time, is 

21 
that right? 

22 
WITNESS FRASHER: That is correctc 

23 
HEARING EXAMINER: Are you aware of 

( 
\: 

24 

25 
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any collection effort.a underWay by the 

note holder, whoever that might be, to 

force payment of this interest? 

WITNESS FRASHER: Nb, I am not. 

HEARING EXAMINER: All right. 

Any further questions of this witness? 

MR. LION: You indicated that your 

electricity estimate is based on January 

1980 electric costs, is that right? 

WITNESS FRASHER: Well, just the 

fuel adjustment portion. The basic rates, 

as far as service charges and charges per 

kilowatt hour, not counting the fuel 

adjustment, which is basically a separate 

charge, which has a tendency to change 

every month, the base ra~es I believe 

were October '79 was the last general 

rate increased that Rappahannock itself 

had. So those were the base rates that 

were used to reprice all of the actual 

power used in 1979. 

The fuel adjustment, I used an 

average.of the first three months of 1980. 

GARRETT J. WALSH, JR. 
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2 MRe LION: Once you have this fuel 

3 adjustment charge, how is it applied to the 

4 Comp~y's electricity usage in order to come 

5 out with a dollar charge? 

6 WITNESS FRASHER: It is applied as 

7 a rate per -- I don't recall whether it is 

8 for a single kilowatt or for a hundred 

9 kilowatt hours. But it is based on the 

10 kilowatt hour usage. 

11 MR. LION: Did you then determine 

( 
12 how many kilowatt hours of power was 

13 consumed by the utility in 1979, and then 

14 apply these known changes in the rates· 

15 and the fuel adjustment to the number of 

16 kilowatt hours consumed in '79? 

17 
WITNESS FRASHER: That is exactly 

18 the way I did it. 

GA.RRETI J. WALSH, JR. 
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S. FRANK LEIS, 

a witness introduced on behalf of the Commonwealth, 

being first duly sworn, testified as follows~ 

DIRECT EXAMINATION 

BY MR. LION 

Q Will you state your name and position 

~ou hold with theS:ate Corporation Commission? 

A My name is s. Frank Leis. I am the 

Deputy Director of the Division of Accounting and 

Finance for the Commission. 

GARRETT J. WALSH, JR. 
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Q Did you prefile twelve pages of 

testimony, with four statements, and one appendix 

attached? 

A That is correct. 

248 

Q Do you have any additions or corrections 

to that testimony? 

A I would like to make. one· correction. 

On page 13 of my prefiled testimony, in the third 

paragraph, I say the Company is now operating under 

an interim rate increase of twenty-four dollars. I 

would like to scratch out the word 'increase.'· That 

is an interim rate of twenty-four dollars per month 

for residential and commercial, and then add the 

word, 'sewerage' . before' usage' • Sewer usage. 
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Analysis of my Statement I shows 

the Company's proposed rates would produce a net 

operating income of a hundred and fifteen thousand, 

two hundred and fif:y-eight dollars, and generate 

a five point eight-two percent rate of return on 

the Staff's adjusted rate base for sewer. 

GARRElT J. WALSH, JR. 
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However, it shollld be .-nphasized 

that this amount of net operati~q i~come will be 

insufficient to cover the sewer. department's share 

which is seventy-five percent of the Company's interest 

cost in the amount of one hundred forty-eight thousand~ 

nine hundred sixty-four dollars a year .. ·In addition, 

when the sewer department's net operatinq income is 

related to total Company, as shown by Column 1 of 

Ir!';/ Statement l, total Company operations will still 

show a loss approximating sixteen thousand no hundred 

and foUr dollars for the test year, with total 

Company interest cha;ges amounting to one hundred 

ninety-eight thousand eight ten. 

Now, although the Company has 

booked its interest charges each year, they have 

not paid them, and at the present time the books 

show.five hundred·eiqhty-three thousand four hundred 

seventy-seven dollars of accrued interest payable. 

It would appear from the fo~e-

going analysis that while the sewer department's 

financial position threatens the.viability of the Company 

as a whole, the increase.request, on the other hand, 

impacts on the rate payer in an equally detrimental 

manner. Consequently, it would seem that some 

middle ground would be appropriate at this time. 

SUE TRAYLOR - COURT REPORTER 
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The Company is now opera·ting 

under an interim rate increase of twenty-four 

251 

dollars per month for residential and commercial usage • 
. 

These rates granted under bond and. subject to 

refund produce one hundred forty-seven thousand six 

hundred and forty-eight dollars of additional gross 

annual revenue, resulting in a net operating loss 

of twenty-six thousand nine hundred and sixty-seven 

dollars. 

The only source of internally 

generated cash flow, in this instance, would come 

from the depreciation expense in the amount of 

sixty-five thousand seven hundred and nineteen dollars. 

This concludes my summary. 

Q Mr. Leis, in I believe it. was 1976, 

Boise Cascade reacquired the Lake of_ the Woods 

Utility Company from Utilities, Inc.; is that correct, 

sir? 

A ·That's correct. 

Q At that time, an acquisition 

adjustment was placed on the books in the amount 

of, I believe, six hundred and thirty-nine.thousand 

dollars; is that correct? 

A Six hundred and thirty~nine thousand 

SUE TRAYLOR· COURT REPORTER 
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three hundred and eighty-one. 

Q Since that ti~, has this 

acquisition adjustment been placed, once again, 

into the Company's rate base? 

A That's correct. 

162 

Q Has the Commiss·ion s·taff changed 

its policy regarding acquisition adjustment since 

that time? 

A Yes, we have. At the time 

this ac~uisition adjustment was made we allowed 

the Company to amortize the adjustment over a 

five year period and booked tlie credit to income 

below the line. And this was done in an effort 

to compensate the utility for the losses that they 

incurred during the transition at that time. 

Since that time,.however, in 

the last three rate cases, our policy has changed 

to amortization of the acquisition adjustment instead 

of some figure, such as we did in this case, of 

five years to over the remaining life of the propertye 

It gives you a longer period of amortization and 

the booking being to c.redi t income rather than 

below the line to extraordinary income to operating 

income .. 

SUE TRAYLOR - COURT REPORTER 
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And what is the purpose of 

This change 

O Or, is this change is the 

purpose of this change in procedure by which the 

Commission Staff handles acquisition adjustments? 

Is it done in order to -- i~ order that the owners 

of the utility will only gain a return -- earn a 

: return on the actual investment? 

A Well, that's correct. That's 

point one. But, also under the Uniform System of 

'Accounts it specifies that we do it this way. We 

'had deviated from that the last time because of some 

external considerations I mentioned that we fiqured 

'were, at that time, in the interest of the consumer, 

·the ratepayer. 

But if were to do it accurately, 

25~ 

'as the Uniform System prescribed, the way I've outlined 

!we've. done in the last three rate cases , or more than 

.three really -- last several rate cases -- is the 

way to do it. 

Q Could you give me the numbers 

which would result when this acquisition adjustment 

~s handled in a manner consistent with current 

: 

SUE TRAYLOR - COURT REPORTER 
------------------------------



( 

i , \ 
\. 

.~ -
1 

2 

3 

4 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Leis - Direct 164 254 

Conmdssion policy? 

A Well, you are asking for a 
~': 

tall order there. If we were to do that -- I had 

to go back -- I had one of my accountants go back 

and make changes and, of course, it just changes 

numbers all over my rate of return statement. That's. 

almost impossible to understand. 

So you have to anything that 

I give you right now would be subject to check by 

the Company and subject to our own re:v'iew after­

wards. But, so that you might get a feel for what 

this would do, if you look at my Statement 1, what 

we did here, we went all the "!ay back to 1975 and 

just took everyth~g off the books that we had and 

estimated that the useful life of the plant would 

be twenty-seven years, and this would mean an 

acquisition adjustment amortizing that out over 

the twenty~seven years of remaining life, would be 

twenty-three thousand six hundred and eighty-one 

dollars. 

And what this would do to the 

la.st column would be to, instead of ... the Company 

showing a hnndred and fifteen thousand tWo htindred 

and fifty-eight dollars net income there,· since the 

SUE TRAYLOR· COURT REPORTER 
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credit were to be amortized above the line, it 

would increase that to one hundred and thirty eight 

eight seven •. · Recognizing, of course, that there is 

no cash flow with these dollars that go up there. 

The rate base -- the last number 

on the line would instead of being one million nine 

seven nine eight three five would be one million -­

would be one million five four eight four eighty-eight. 

Wait a second. No. Erase that 

number. It would be one ~llion seven twenty-six 

five seven zero. And, of course, this would give 

you a rate of return of seven point five eight 

percent. 

Q Regarding the Company's affiliate 

expenses, has the Company submitted an application 

for approval of affiliate expenses?· 

A Under the new arrangement, I 

have not seen it. 

0 Bas the Company provided the 

Commission Staff with adequate documentation with 

which the Staff could verify the ac.tual costs to 

. the affiliated companies that are providing these 

services to Lake of the Woods Otiiity? 

A No. I would say no. We, in our 

SUE TRAYLOR - COURT REPORTER 
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audit, took the Company's --- what the Company had 

booked for these services. We didn't have anything 

to, you know, really verify exactly in detail what 

they were doing. 

256 

Q So, your testimony today reflects 

only the expenses which the Utility Company booked? 

A That's right. 

Q As being owed to the affiliated 

companies? 

A That's right. And, of course, 

they booked these expenses based on the affiliates 

agreement that was in effect between Utilities, Ince 

and Boise Cascade. 

Q And this affiliate agreement is, 

of course., void at this time? 

A I would say so. -

Q And there is no approved affiliate 

agreement? 

A No. 

Q Between the current parent and 

affiliates, Lake of the Woods? 

A That's true-. But we had nothing 

to go on, so we assumed this would. give us a bench­

mark to depart f rome 
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Q In your prefiled testimony, 

you indicated that these figures had been factored 

into the Staff's calculations for informational 

purposes- and tliis is not to be construed to infer 

Staff's acceptance nor does Staff express any opinion 

as to the reasonableness of these amounts; is that 

still a true statement? 

A That's true. Of course, we 

can't accept them and we can't express an opinion 

: until such time as the Commission rules on it. 

257 

However, in order to have something 

: in there we used the older figures, percentages, that 

were in the previous agreement. 

Q And do you agree that the company 

has presented no evidence in this hearing which 

.would lead you to ch~ge your testimony? 

A Well, that's correct. I wouldn't 

say that they haven't presented any evidence, but 

I would not change my testimony until such time 

as there is a ruling by the commission on what 

' these affiliate f ac.tors will be. 

Q These affiliate expenses, then, 

have not been justified to the degree which would 

be required by the Commission's Staff in order to 

SUE TRAYLOR· COURT REPORTER 
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approve them as being reasonable;_ is that 

(~orrect . Mr. Leis? 

A That's correct .. 

MR. LION: I move that Mrc 

Leis' statement be identified as 

exhibits and his prefiled- testimony 

be read in the record as if presented 

at this hearing. 

HEARING EXAMINER: Any 

objection? (No response) 

Mr. Leis' testimony, therefore, 

will be copied into the record as if 

. given orally. His exhibits will be 

admitted as a package as Exhibit SFL~3 .. 

NOTE: At this point, the 

prefiled direct testimony of s. Frank 

Leis is copied into the record. 

SUE TRAYLOR - COURT REPORTER 
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PREPARED TESTIMONY 
OF 

S. FRANK LEIS 

LAIQE OF . TH.:.~ WOODS UTILITY COMPANY 
CASE NO. PUE800081 

November 5, 1980 

169 

Q. Will you state your name and position you hold with the 

State Corporation Commission? 

A. MY name is s. Frank Leis. I am the Deputy Director of 

Accounting and Finance -Division for the Commission. 

Q. W~uld you briefly describe your professional experience 
i 

arid background? 

259 

A. A ibrief resume of my professional qualifications and back­

ground is contained in Appendix I to my testimony. 

Q. Hais the Accounting Division Sta.ff made an examination of 

th,e books and records of Lake of the Woods Utility Company? 

A. Ye!s, three Staff accountants spent· approximately one week 
i 

at: the C~mpany's office located in Locust Grove, Virginia. 

An· additional period of time was then required to review the 

working papers and prepare Staff exhibits. 

During the course of the audit several exhibits have 

been prepared. These will ·provide accounting information 

showing the net utility plant investment (Rate Base) after 
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Staff adjustments of $1,979,507, a net operating loss, 

after adjustments, for the ·t;:est period of $170, 667, and 

other supporting statements and schedules.. In this audit 

I have made adjustments to the book figures for the purpose 

of developing as fairly and accurately as possible proforma 

earnings, expenses, and investment applicable to the Company·i s 

sewer operations and the amount of additional revenue the 

Company will derive from the latest proposed rates based 

on our examination. 

This briefly summarizes my exhibits and testimony which 

I submit at ~his time. 

(COUNSEL FILES REPORT) 

BACKGROUND 

During 1967 Lake of the Woods Water Company was issued 

a Certificate of Convenience and Necessity to construct and 

operate a water system at the Lake of the Woods development. 

This developmen~ consisting of 4,200 lot~ surrounds a 

recreational lake and includes· a clubhouse, golf course, 

swimming pool and other recreational facilities. At that 

time, the Company ~as owned by the Virginia Wildlife Clubs, 

Inc. (a u. S. Land subsidiary). Thereafter, Boise Cascade 

Recreational Communities, Inc. (a Boise Cascade Home & Land 

Corporation subsidiary) purchased all o~ the outstanding 

stock of' u. s. Land, thereby acquiring Virginia Wildlife 

Clubs Inc., and Lake of the Woods Water Company. 
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In 1968.La.ke of the Woods Water Company changed its 

name to Lake of the Woods Serrice Co:~,_9any. Later, during 

1969 the Comi>any was granted a Certificate of Convenience 

"and Necessity to construct and operate a sewer system. 

Following its entry into sewer service, all of the 

'Company's outstanding stock and notes were purchased in 

l969 by Utilities, Inc_. from the Virginia Wildlife Clubs, 

Inc. During the interim between 1969 and 1975 Utilities 
I 

261 

!Inc., a Chicago based corporation, operated the Lake of the 

Woods Service Company providing water and sewer service 

to the expanding Lake of' the Woods development. While 

water service was satsifactory during this period, the 

pompany did experience considerable: __ dif'fic.ul ty with the 

~intenance of its sewer system. The sewer collection 

system, in use by the Company, was an experimental vacuum 

type system wherein considerable operational difficulties 

were experienced. However, t~ere was no difficulty 1n the 

operation of the treatment :facilities used in the complete 

~ewer service s~stem. 

The operational difficulties encountered by Utilities 

~c. with the vacuum operated sewage collection system sub-· 

sequently developed into legal action by Utilities Inc. 

against Boise Cascade. The ensuing out of court action 

tesul.ted in the purchase, in 1975, of Lake of the Woods 

Service Company by Boise Cascade and subsequent transfer 

of these utility facilities ~o Boise's wholly owned sub­

sidiary, Lake of the Woods Utility Company. Also on 
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September 15, 1975 Lake of' the Woods Utility Company was 

issued a Certificate of' Convenience and Neces=:tty to operate 

the utility company at the Lake of' the Woods developmento 

Boise Cascade Home & Land Corporation costs as partial 

consideration 1n its settlement with Utilities Inc. amounted 

to payment of $925,000. In addition, as a pa.rt of this_ 

settlement Boise: 

(1) 

(2) 

(3) 

(4) 

Forfeited the right to receive payments from 
Utilities Inc., based on future connections 
to the Lake of the Woods sewage system~ 

Assumed a contingent liability for claims 
filed (up to a certain amount) against 
Utilities Inc.~ 

Assumed legal, accounting, and expert 
witness fees in connection with the. · 
transfer~ and 

Assumed costs to be incurred necessary to 
remedy the defects attributable to deferred 
maintenance of' the sewer system. 

Boise Cascade Home & Land Corporation subsequently 

transferred the assets of' Lake of' the Woods Service Company 

to its subsidiary Lake of' the Woods Utility Company. In 

return for these assets, the parent· (Boise) received from 

its subsidiary 8,; interest on its long-term debt plus all 

the issued shares of' stock of' the utility company. These 

items were the subject of' an af'~iliates transaction 

subsequently approved (Case No. A-592 9/29/77) by the 

State Corporation Commission and interest on debt while 

not paid was booked by the Company. 
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During April of 1979 all of Lake of the Woods Utility 

Company stock was sold by Boise Cascade Home &1d Land 

Corporation to AtPac Land Company, the utility• s present. 

owner, for $900,000. In addition, there is an affiliates 

iagreement being prepared by the Company to cover such matters 

:as salaries and wages for employees and management tees for 

,services rendered by AtPac Land Company and/ or its sub­

rsidiaries. 

HISTORY OF THE CASE 

In the Company's last rate _proceeding (Case No. 19867) 

the Commission authorized an increase in rates designed to 

produce approximately $111,963 of additional gross annual 

revenue. These new rates became effective on or after 

$eptember l, 1977. 

On June 17, 1980 the Company filed an application 

with the Commission for a temporary emergency increase of 

$16.00 in rates, from $8.oo to $24.oo per month, for sewerage 

service to residential and commercial customers~ This proposed 

rate was designed to increase the Utility's gross annual 

revenue by ~47,648. 

On July 17, 1980 the Commission granted the Company's 

request for the $16.oo interim increase in month1y rates 

~o be e~fective for sewerage service rendered on or after 

August 1, 1980. The revenues are to be collected by the 

Company on an interim basis, accounted for separately on the 

Company's books, and are subject to refund until the Commis-
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sion•s decision is rendered following a tuil investigation 

and a public hearing set for November 5, 1980 • 

SCOPE OF REVIEW 

In its application the Company filed rates.and charges~ 
I 

sufficient to produce $295,296 of additional gross annual_ 

revenue ·based on increasing~its~sewer rates only. The 

Company is not filing for a change in their water rates 

or the water and sewer service availability feee The rates 

that will be in effect if the increase is granted are as 

follows: 

· Water Rate: 

For the first 
For all over 

Sewerage Rates: 

Gallons Per 
Month Quarter 

12,000 
12,000 

36,000 
.36,000 

Rate Per 
l,OOO Gallons 

The monthly sewerage service charge shall be 90% of 

the charge for water for commercial customers and $40.00 per 

month for residential customers • 

Minimum Charges: 

No bill will be rendered for less than the minimum 

charge of $4.oo per month for water and $4o.oo per month for 

sewerage for each separate living unit on the premises 

served~ 
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Availability: 

Water Service Availability Fee 

Sewer Service Availability Fee 

Per Month 
$4.oo 
$3.75 

Revenue projections from the foregoing charges were· 

computed using a customer base of 4,292 customers for the 

test period. Of this amount 769 customers are on line 

and using the service. The remaining 3,523 are availability 

customers only. 

In light of these new rates, a Commission Staff audit 

was conducted to review Company projections and in so doing 

it was necessary to: 

(1) 

(2) 

Review the Company's operations for the 12 
month test period (January 1, 1979 through 
December 31, 1979)~ 

Prepare the Company's Rate of Return for the 
t~st period and determine if the rate is 
adequate to service capital. · 

The scope of the audit included an review of revenues, 

expenses, net income, number of custom~rs..,. a detailed 

analysis of specific expense accounts and utility plant 1n 

service. As a result of this review, several exhibits have 

been P!epared and are assembled in report form as follows: 

Statement I. Rate of Return Statement based 
on operating results for the twelve (12) month 
test period ended December 31, 1979 and Net Utility 
Plant at December ~l, 1979. 

Schedule A to Statement I. Explanation of adjustments 
appearing in Column (4) ot Statement I. 

Schedule B to Statement I. Explanation of adjustments 
appearing iri Column (6) of Statement I. 

Statement II. Revenue projections based on proposed 
rates tor Sewer Department. 
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Statement III. Income Statement-per books for 
the twelve (12) months ended December 31, 1979. 

Statement rl. Balance Sheet-per book at December 
31, 1979. ~· 

STAFF EXHIBIT 

STATEMENT I 

266 

This is a Rate of' Return Statement based on the operating 

results for the test period ended December 31, 1979. It 

measures the Company's sewer department performance against 

a "year end" rate base. The first column reflects the 

Company's per-books figures on a total company basis •. It 

shows operating revenues of $484,207: Operation and Main­

tenance Expenses, Depreciation and Taxes of $615,469. 

Deducting this total from total operating revenues leaves 

a balance, shown here as a net loss of $131,262. This 

when related to the rate base of $2,410,895 does not generate 

a positive rate ot return. 

Columns· (2) and (3) show the aperating results of the 

water and sewer departments of' the Company individually, 

with only the water department showing an operating profit 

of $74,437 and a 13.7~ rate of return. Operating results 

by department are shown per books, hence the allocation of 

expenses, 1n most cases, was not· necessary. The Company 

books plant, revenues, and most expenses by department. 

For those administrative and general. expenses not booked 

by department the Staff' made an allocation on a 50/50 basise 
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Column (4) shows the effect of those Sta.ff' adjustments 

made to revenues, expenses, depreciation, taxes, and rate 

base in order to restate book costs to amounts applicable 

· to the test period. The sum total of these adjustments is 

a decrease in the net operating loss of the sewer department 

for the test year and a slight increase to the rate base. 

The net effect of these adjustments, as shown by Column 

(Sh amounts to a net operating loss of' $170,667. All of 

these adjustments are explained in detail by Schedule A to 

Statement I. 

Column (6) is a summary of the effect that the Company's 

rates would have on revenues after Sta.ff' accounting adjust-

i ments. These adjustments are discussed in detail by 

Schedule B to Statement I. 

Column (7) shows the results after the inclusion of· 

these adjustments which generates a net operating income of' 

1 
$115,258 and a 5.8~ rate of return on rate base. 

I 
THE RATE BASE 

The Rate Base is composed of the Company's plant and 
I 

1tacilities used and useful in the rendition of 1its utility 

lse~ce to the public. The principal elements which must 
I . 

by considered in computing the rate base are: Gross Plant, 

Depreciation Reserve and Allowances for Working Capital. 

The original cost method of valuation of property was used 

as it most fairly states the actual investment made by the 

investor in the Company's plant and the value which rate-
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payers, present and future, will be required to return in 

the form ot depreciation expense. 

ADJUSTMENTS 

268 

A total ot twenty (20) adjustments were made to revenues., 

expenses and rate base. One (1) adjustment was ma.de to 

operating revenues which had the effect of increasing book 

rev:nue. Fifteen (15) adjustments were made to operating 

expenses, depreciation and taxes which had the net effect 

of decreasing these expenses and reducing net loss; while 

four (4) adjustments were made to rate base. These adjust­

ments are explained in detail by Schedule A to Statement I~ 

,However, some ot the more significant operating expense 

adjustments thereto need additional amplificationo 

The Company has booked certain ealaries & wages, 

associated benefits, management tees and adjustments thereto~ 

based on a previous letter ot understanding between itself· 

and the former parent (Boise Cascade) which was approved 

by the State Corporation Commission~ Case No. A-592 

September 29, 1977. 

At the present time this agreement is no longer valid. 

A new agreement must be negotiated between the Company and 

its new parent, AtPac Land Co. This agreement must in turn 

be approved by the State Corporation Commission under 

Chapter four of Title 56 of the Virginia Code~ These 
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expenses 1n the aggregate after proforma staff adjustments 

f'cr the Company's sewer operations are as follows: 

1. Management Fees 

2. Salaries, Wages &: Benefits 

$10,762 

15,298 
$26,obo 

Although the foregoing expenses have been factored into 

the Staff calculations, for inf'ormational purposes, this 

should not be construed to inf'er Staff acceptance, nor does 

the Staff' express any opinion as to the reasonableness of' 

'these amounts at this time. Accordingly, the Company must 

bear the burden of proving the reasonableness of' these 

affiliate expenses. 

Staff adjustment number (4) annualizes a power increase 

by the Rappahannock Electric Coopera·ti ve {f'ormerly Virginia 

Electric Cooperative) effective October 1, 1979. The 

possibility of' f'uture rate reductions was explored with 

the Cooperative. The Cooperative 1 s Management Engineering 

Planning staff indicated that future rate revisionac~were ~ 

planning~ and that those rate scheduJ,es under which the 

utility operates would probably show f'uture increases of' 

1 to 1.3 percent under the "B-1" Schedule, and 4 to 5 

ercent for the "LS" and "A-1" Schedules. 

I. Staff' adjustments No. 13 and 18 remove depreciation 
I: . . . 
faken by the Company on contributed property, and calculate 

rhe expense at a 3~ composite rate. The net effect of these 

adjustments reduces depreciation expense by $32,100 for the 

lest year, and increases utility plant by $101,982. 
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Adjustment No. 10 calculates uncollectible accounts 

expense at 1% ot gross annual revenue. The l; limitation 1s 

current Staff policy, and is 1n keeping with experience with 

other utilities. The net effect of this adjustment reduces 

this expense by $2l,4o3. 

SUMMARY AND CONCLUSION 

270 

Lake of the Woods Utility Company . is requesting approval. 

of .their proposed rates and charges for sewer service only., 

These rates, it approved, will approximate a 400; increase 

1n the residential and.commercial usage rate and produce an 

overall gross annual revenue increase of 116; or $295,296. 

The Company contends that approva.1 of the proposed 

rates is necessary in order to reverse the trend in 

operating losses and "maintain its financial viability and 

its ability to serve." However, one of' the major consider­

ations in determining the rate of' return to be achieved by 

the proposed rates, concerns those charges to operation and 

maintenance expense subject to approval under the Public 

Utilities Securities and Affiliates Act. 

Analysis of Statement I shows the Company's proposed 

rates would produce a net operating income of $115,f58, 

and generate a 5.8~ rate of return on the Staff's adjusted 

rate base. However, it should be emphasized that this amount: 

of' net operating income will. be insUf'ficient to cover the 

sewer department1 Sshare (75;) of the Company's interest 
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cost in the amount of $148,964." In addition, when the 

sewer department's net operating income is related to the 

total company, as shown by Column (1) ot Statement I, Tota1 

Company operatiQns will still show a loss approximating 

$16,004 tor the test year; with total company interest 

charges a.mounting to $198,810. Although, the Company has 

' booked its interest charges each year, they have not paid 

them, and at the present time, the books show $~3,477 of 

· accrued interest payable. 

It would appear from the foregoing analysis, that 

while the sewer department's financial position threatens 

the Viability of the Company as a whole, the increase 

requested, on.the other hand, impacts on the rate payer 

·in an equally detrimental manner. Consequently, it would 
1 seem that some middle ground would be appropriate at this 

time. 

The Company is now operating under an interim rate 

~increase ot $24.oo per month for residential and commercial 

usage. These rates granted under bond and subject to 

refund, produce $147,648 of additional gross annual revenue, 

resulting in a net operating loss of $26,967. The only source 

bf internally generated cash flow, in this instance, would 

bome from the Depreciation Expense in the amount of $65,719. 

Q. Does this conclude your testimony? 

A. Yes, it does. 

NOTE: Thus concludes the prefiled 

direct testimony of s. Frank Leis. 

* * * * * * * * * * 
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CROSS EXAMINATJ:ON 

BY MR. RIELY: 

Q Colonel, I'm confusede When 

Boise reacquired this corporation, the stock.and 

assets of this corporation, this acquisition adjust­

ment was established; isn't that right? 

A That's correct. 

Q And you had a rate case here 

in 1977? 

A Yes, that's correct. 

Q And at that time the Commission 

accepted the amortization on the five year period? 

A That's correct. 

Q And the whole acquisition adjustment 

was completely amortized as of December of this year1 

isn't that correct? 

A That's correct. 

Q So, if you go back and do what 

you suggest, we would have to amortize it twice; isn't 

that right? 

A You would go back and -- all I 

did was go back as if it had never been done, as if 

that had not been --

SUE TRAYLOR· COURT REPORTER 
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Q But it has been done and 

amortized? 

A That's true. And I don't.fault 

you on that; that's a fact; that's a legal matter, 

and it's completely out of my hands. 

Q But if we start on the twenty-

seventh year we would be amortizing it twice, wouldn't 

we? 

A No. If you were to do what I 

just did, you would go back and correct your books 

and start out with zero and start out all over again 

and, then, you would be amortizing only once. 

But you would be amortizing it 

on twenty-seven years instead of five. 

Q But what the Company has done 

up until today is what the Commission had previously 

approved; isn't that correct? 

A 

Q 

You are absolutely right. 

'l'hank you, sir. 

This Company gets revenues in 

two sources, two ·w~ys, does it not? It_ gets a charge 

for services rendered alld a charge for availability; 

isn't that correct?. 

A 'l'hat' s correct •. 

SUE TRAYLOR - COURT REPORTER 
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Q Approximately how much of its 

revenues are derived from availability charges? 

Do you know? 

A Well, if you go over to Statement 2, 

we have a statement there that shows.what comes from_ 

availability charges. For example, you can see by 

~ing availabil.ity, three thousand five hundred and 

twenty-three, three dollars and seventy-f.ive a month, 

it's forty-five dollars a year, that comes out for 

that number of customers to a hundred fifty-eight 

thousand fiv$ thirty-five. 

Q So, roughly sixty percent of its 

revenues under the old rates was for availability 

charges? 

A Right. 

Q And those are ·charged to customers 

who are not there physically: isn't that correct? 

A That's correct. 

Q And would you think, as a practical · 

businessman, as well as an accountant, that it's harder 

to collect money from people who are not there than 

from people who are there? 

A I would say so .. 

Q And, then, I get confused by the 

SUE TRAYLOR - COURT REPORTER 
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top of Page 12 of your testimony which you say 

Adjustment Number 10 calculates uncollectible accounts, 

expenses, at one percent of gross annual revenues. 

'l'he one percent is. current Staff 

policy and is in keeping with experience with other 

utilities. 

What other utilities? What other 

utilities such as this one that have availability 

charges? 

A 

Q 

What adjustment number is that? 

Adjus.tment Number 10. But I'm 

looking at your language at the top of Page 12. 

A All right. We looked at Virginia 

American Water Company. 

Q Does that have an availability 

charge? 

A It doesn't have an availability 

charge, but it has uncollectible accounts e~ense. 

Q Yes. But maybe you and I misunder-

stand each other. I'm talking about a company that 

tries to collect a lot of money from people it 

doesn't give service to. 

Have you qot any examples of 

those? 

SUE TRAYLOR· COURT REPORTER 
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A I've. got an example of one 

of the last rate cases we did that I would have 

availability cha;"ge and we did the same thing. This 

particular individual wanted forty percent in the 

276 

way of bad debts; we knocked them down to one percento 

The fact of what you are asking 

me, without -- if I did any checking, a bad debt is 

a bad debt; it's an uncollectible account~ Granted, 

it's hard. But I don't know what -- and I think 

this was brought out -- has your Company done in 

order to try to collect these bad debts beyond just 

notifying them. But you asked me about checking 

in the case of Virginia American Water Companyo 

O Is that really relevant to the 

circumstances here? 

A Well, you asked me and I would 

like to give you the figures anyho~ .. 

The figure is three-tenths of 

a percent in the Alexandria District; a half or· 

six-tenths of a percent on Prince Wi.lliam; point 

1:hree on Hopewell. If you go to big utilities, of 

course, it's another decimal point lower than thato 

There just isn't anything --

Q But, does Vir~i.nia American Water 

SUE TRAYLOR ° COURT REPORTER 
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Company try to collect any money from any customer 

to whom it doesn't render any service? 

A No, it does not. 

SUE TRAYLOR· COURT REPORTER 
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Q When you say that this one percent 

limitation is in keeping with experience with other 

utilities, are you talking about other utilities 

that have availability charges, or other utilities. 

who only rave charges to render service? 

A I.: am talking_ about both. TJ:iose 

utilities that have your problem have experienced 

as experience shows -- have a -- have higher bad 

debts, but we have limited them to one percent. 

Q You do that arbitrarily? 

A 

Q 

Yes, we do it arbitrarily. 

Without any reflection whatsoever 

as to actual experience. 

A Without any whatsoever. 

Q Would you recommend that the Company 

sue a customer for an account that was thirty 

dollars? 

A I think what we have to do is keep 

an open mind on the subject, and let the Commission 

decide after we have.heard the· evidence. After we 

have heard my presentation and your arguments, what 

might be a fair percentage. 

Q Is that an answer to my question? 

GARRETT J. WALSH, JR. 
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I asked whether you would recommend to a utility .. 

that it sue a customer for a thirty dollar~bill? 

A No, I wouldn't sue them for 

27~ 

thirty dollars, but over a period of years, if that 

individual stays delinquent, which I am sure he 

probably has, I am sure some of-your delinquent 

accounts have been up there since time began, since 

you opened up. It gets into hundreds of dollars, 

and I think maybe you should take some action, 

sue them or whatever. 

Q Now, would you turn to Schedule B 

to your Statement I? To your Adjustment 3. Is it 

not true that your adjustment for gross receipt 

taxes should be increased because of the fact that 

the first step rate has already been applied to 

other revenues, and that the two point six percent 

should be applied to the entire increase? 

A Yes, you are absolutely correct. 

We took the increase of two hundred and ninety-five 

thousand dollars, two hundred ninety-six, and we 

took the first hundred thousand of that and applied 

the lower rate of one point one two five percent, 

and that was incorrect, because that had already been 

GARRETI J. WALSH, JR. 
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done on themvenues you have on the books. Had 

that adjustment been made correctly, we would have 

increased that expense, that gross receipt expense, 

from six thousand, four hundred and eighteen dollars .. 

to seven thousand, eight hundred and ninety-two 

dollars. It would be an increase of one thousand, 

four hundred and seventy-five dollars. 

MR. RIELY: Thank you, Colonelo I 

have no further questions. 
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BY MR. SOMERVILLE 

197 281 

Q Mr. Leis, going back to your testimony 

on page 3, where you make refererence to interest 

on the books of five hundred and eighty-three, four 

seventy-seven. 

A ~age 3 of my prefiled. 

Q Page 13, page 13. 

GARRETI J. WALSH, JR. 
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All right. 

First paragraph, you make 

reference to accrued interest payable. 

A That's correcte 

Q Did your examination reveal" to 

whom that was payable? 

A Well, originally the payable 

was -- when started, was payable to Boise Cascade 

282 

and, then, when the new company bought it they bought 

the stock and, of course, they assumed the liabilities 

that have been accruing all this time. And I would 

presume now that the new owner, or rather the new 

parent, would be the beneficiary of that, that debt. 

Q But you are not certain of who 

the holder might be? 

A Well, I haven't seen a document 

that says. 

Q And it was nothing in your examina-

tion? 

A These things have just been 

ac~rued on the bookse It was an open account 

advances originally. 

Q Let me ask you to look at your 

Schedule A to Statement l at the bottom of the page, 

SUE TRAYLOR· COURT REPORTER 
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and I'm cominq back to your decrease for uncollectible 

sewer accounts of twenty-one four O three. 

In your examination and analysis, 

you are dealinq just with the sewer side, are you 

not? 

A Just the sewer side. 

Q And if you followed throuqh on 

this, it would be a comparable decrease on the water 

side? 

A Had we done total Company there 

would have been a comparable --

0 

the water? 

A 

You don't have that fiqure for 

(Witness nodded in the neqative) 

Now, let me ask you to look with 

me at your Statement 1, your rate of return statement, 

and as I understand it, Column 1 is the total Company, 

Column 2 is water,· and Column 3 is the sewer. And . 

Col~ 4 would be Staff adjustments with reference 

to sewer? 

A 

Q 

only? 

A 

To sewer only, that's correct. 

And, the next column is sewer 

Sewer only. 

SUE TRAYLOR - COURT REPORTER 
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All the way throuqh? 

All the way throuqh. 

The only column relatinq to water 

wo.uld be the first column and the second column? 

A 

Q 

That's correct. 

However, is it not correct that 

in Column 4 on ·depreciation, that your deduction of 

thirty-two thousand one hundred is a depreciation 

with regard to water and sewer? 

A No. That is just for sewer. 

How much 

Had 

Bow much water? 

284 

Q 

A 

0 

A Had we done this on a total Company 

basis, it would have been a reduction in the depreciation 

and amortization of the water department. I don't 

know what the fiqure would be because I did not do 

it. 

Q So, you are sayinq that that is 

just sewer and it does not ~-

A 

Q. 

That is correct. 

If you added the water in, it would. 

be a further reduction? 

A Yeso 

._ ____________________ ~--~~---------------------....;... ....... __________ ....... _ 
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Q It would increase -- which 

would increase the profit on the water side? 

A That's correct. 

Q Now, also down below the line 

under utility plant with your accumulated provision 

for depreciation, you hav~ in. Column 4, one O one nine 

eight two, and again that's just sewer? 

A Just sewer. 

Q And we would have the same principle 

with regard to the water? 

A It has a tendency to increase 

the rate base. 

Q Now, in your analysis and examination 

of the Company, were you able to look behind the 

Company's figures with regards to allocations of 

expenses to capital and maintenance? 

A Yes. We made an adjustment for 

that. We examined all the work orders during the 

test period of two hundred dollars or more, and we 

went through them and picked out those items which 

we figured probably should have been capitalized, 

capital items, and they consisted mainly of these 

barrel assemblies and deducced those out. 

Q So you did analyze the work orders? 
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A Yes, we did. 

MR. SOMERVILLE: I have no 

further questions. 

HEARING EXAMINER: Any redirect? 

MR. LION: No, sir. 

HEARING EXAMINER: Mr. Leis, 

let me ask you a couple of questions. 

SPECTATOR: Louder, pleasee 

BEARING EXAMINER: All right. 

Just one minor item in your 

286 

expenses. I see you had placed in Adjustment 

Number 13, Statement 1, increase in de­

preciation expense to a uniform composite 

rate on end-of-year plant balances. 

I'm aware of the fact that the 

commission in a recent decision, which 

I.' m sure you are familiar with, a decision 

in the case of VEPCO, that was the last 

FOR, fi?lancial operating review case, 

denied a similar adjustment for increase 

.in depreciation expense to end-of-year 

plan to 

Do you see some reason for treating 
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this adjustment differently in this 

case? 

WITNESS LEIS: In this particular 
. 

case, we did not increase1 we decreased 

the depreciation expense. The purpose of 

this adjustment was not to make a deprecia­

tion expense adjustment in the same sense 

that you are talking about where you take 

the year-end balance and they have x number 

of dollars booked, because it's on an 

average base throughout the year and we 

287 

take the year-end balance and we up it and 

we increase it. That's what was disapproved 

in this particular case you are talking 

about. 

In this case here, what we did, 

was non, or contributed property, and based 

our depreciation on contributed property. 

That was the philosophy and rationale 

behind this adjustment which is, you'might 

say, diametrically opposed philosophically 

to the one you mentioned. 

BE.ARING EXAMINER: So the adjust-

ment here was designed to allow deprecia­

tion? 
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WITNESS LEIS: On non-contributed 

property because the Company had taken 

depreciation on contributed propertye 

And that was to get that oute 

HEARING EXAMINER: All right~ 

I· guess my question, then, is what level 

of plant balances was used for non­

contributed property? 

WITNESS LEIS : We used the 

year-end balance. 

HEARING EXAMINER: Do you 

disagree that that was the type of 

adjustment that was disallowed in the 

VEPCO case, or is there some difference? 

WITNESS LEIS: Well, I.guess 

there is two parts. Number one, we took 

out the contributed property but we left 

in the contributed property and that part 

that covers rather the non-contributed 

property is in there and the depreciation 

is calculated on the year-end balance. 

So, I guess you might say half 

of that -- part of the adjustment could 

be in error, or could be contrary to the 

SUE TRAYLOR· COURT REPORTER 
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~: !Cision of VEPCO FOR. However, another 

way to look at it, too, Mr. Farrar, is 

that this is a rate case and that was 

a financial operatinq review casee We 

are not as liberal, of course, in our 

financial operatinq review as we would 

be in this rate case. 

We are moving the test year 

forward just a little bit and allowing 

some degree, additional degree, to the 

pro forma estimate. And I ·would think 

that that is appropriate in a rate case. 

HEARING EXAMINER: All right. 

Your Adjustment Number 5, you have 

amortized the Company's rate case 

expense. Was that based on figures 

supplied by the Company? 

WITNESS LE~S: That was based 

on the Company's estimate of twenty­

eight thousand dollars. I might add 
. 

that's purely an estimate, but as of 

8/31/80 they had booked nineteen thousand 

six hundred forty dollars for rate 

case expense. I would assume that 
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before th:. 1 case is concluded that the 

expense will -- the remainder, it will 

equal twenty-eight thousand dollarso 
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. HEARING EXAMINER: Mr. Leis I 

~n your Report you say that the Company 

has quite a bit of accrued interest 

payable. This is on page 13. 

WITNESS LEIS: That is correct. 

HEARING EXAMINER: Are you aware 

of any efforts by anyone to collect this 

interest, or to force payment of it? 

WITNESS LEIS . : No. 

HEARING EXAMINER: But you are not 

sure who the present holder of the note is? 

WITNESS LEIS: Well, it would be the 

parent of Lake of the Woods. 

HEARING EXAMINER: So to the best 

of your information, At Pac is the holder 

of the note? 

WITNESS LEIS: Yes. At Pac would 

be the one they would have to pay it to. 
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Testimony of E. Jackson Tice 

DIRECT EXAMINATION 

BY MR. LION 

Q Please state your name and, position 

with the Commission? 

A I am E. Jackson Tice. I am an 

engineer in the Division of Energy Regulation. 

Q 

Company? 

A 

1980. 

Q 

testimony? 

A 

Have you recently visited the 

I visi tad the Company on October 9, 

Did you pref ile .. four. pag,es of 

I dido 
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Q Do you haveaiy additions or corrections 

to that testimony? 

A I have corrections to make, which 

I was discussing the numl:er c£ employees employed 

by the Company. Mr. Thorpe shows sixteen point 

one, and I was handed a sheet of paper at the office 

showing nineteen point six employees, with the 

notiation that I had made that two employees were 

the same people, so I subtracted that and came up 

with eighteen point six. And I have now been 

informed today that this paper that he showed me 

was a projection of what they wanted in the budget, 

and they never did get it, so I guess we will have 

to ride with the sixteen point one as the number 

of total employees of the Company. 

And where I indicated that this 

Company has one employee for every forty-two customers 

based onthis it would be one employee to every 

fifty customers. 

That would be the only corrections 

that I would want to make. 

Q So, in fact, you do not have available, 

prior to today, actual breakdown of the Company 

GARRETT J. WALSH, JR. 
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2 

employees, is that correct? 

3 
A That is right. 

~. 

4 
Q Would you please summarize your 

5 
testimony?. 

6 

7 
A Although~ this case,. is on1.y involving_ 

8 
the rate increase for the sewer company, we are 

9 
concerned with the physical part of the whole 

10 
company, .and I did nake a comment that the Company 

11 
has eight wells with the. three lundred thousand 

12 
gallon stQrage tank. They have already drilled 

• 13 \ 

two wells, which they haven't put into service, 

14 
and theyhlve plans to add another three hundred 

15 
thousand gallons storage capacity tank, which I 

16 
should think would handle the water needs well 

17 
into the future, when these are put on line. 

18 We have already heard that the 

19 sewer system is very unique, very few in the 

20 United States. This vacuum-type system probably 

21 is very. complicated, but probably the best.system 

22 for this type of te.rrain. It i·s very highly 

23 energy concious, and:it has a great number of 

\. 24 demand for maintenance personnel. 

25 
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I made a comparison along with two 

companies, and I would have to admit these companies 

are gravity flow-type of companies, and one with 

about nine thousand customers had a one point one 

employee for every four hundred customers, and 

another one about the size of Lake of the Woods, 

seven hundred customers, at a ratio of one to 

two hundred and forty customers; I believe; two 

hundred and fifty customers. 

I would like to comment on two 

items which weren't discussed by the Company 

in March, but I havem objection to it. The 

sewer connection fee which is proposed to be 

increased from seven hundred and eighty-five 

dollars to a thousand fifty, and the sewer 

installation fee from two eighty-five to four 

hundred. This is a total of proposed rate of 

fourteen hundred and fifty dollars. I have said 

that I really don't see any need for the two 

different fees being in the tariff, but be that 

as it may, each of these figures are applied at 

thesune time when the connection is made. So 

GARREIT J. WALSH, JR. 
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2 essentially I would consider fourteen hundred and 

3 fifty dollars connection charge. 

4 
I pointed out that this Commission 

5 
this connection charge is a little different from 

6 
the standard company. It has a sewer line running 

7 
down the street, and about all the sewer company 

8 
does is run a lateral line from the main in the 

9 

10 
street to the property line of the property owner. 

11 
In this case, the lines run from 

12 
the vacuum line to the holding tank; from the 

13 
holding tank to the foundation of the house, and 

14 
at least seven hundred and forty dollars is required 

15 
just for the discharge mechanism that they have to 

16 
install either separately or in conjunction with 

17 
other people. 

18 
This concludesny testimony. 

19 MR. LION: I ~ove that Mr. Tice's 

20 pref iled testimony be read into the record 

21 as if presented at this hearing. 

22 HEARING EXAMINER: That will be 

23 don:e. 

( 24 (Pref iled testimony follows) 
\_ 

25 
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Q. Please state your name and position with the Commission. 

A. I am E. Jackson Tice and I am an engineer in the Division of Energy Regulation. 

Q. Have you recently visited this utility? 

A. Yesa I visited the utility on Octob_er 9, 1980. 

Q. Please give your report. 

A. ' . 
In, this case the company is requesting a substantial increase in rates for 

sewerage service and intends to retain the present rates for water service. 

Although the water system is not directly involved in this case, I would like to 

comment on a couple of water related items. Since water was made available 

some 58 wells have been drilled. Most of these were abandoned due to low 

yields. The company is now using eight wells. They have two additional wells 

already drilled which they intend to place in service which have a yield of 186 

GPM. They also intend to add another 300,000 gallon steel storage tank. With 

these two additions, the water system should be able to take care of the area's 

needs well into the future. 

The sewer system is now and has been in the past a complicated and an 

expensive operation. The vacuum type system is one of the few being used in 

the United States. At the time it was installed it was believed to be better 

suited for the undulating terrain fotmd at Lake of the Woods. Experience has 

probably proved it effective in principle but one requiring daily maintenance 

and high electrical usage. Also since prior experience was limited with this 

type of system this company and the prior operators have made numerous 
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changes to improve the operation. 

The major problt~m with C1e system has not been in the vacuum lines or 

pumps but in the 750 gallon storage tanks and their companion discharge 

mechanisms which are shared by several customers. 

A number of changes have been made in the containers for the discharge·· 

mechanisms as well as with the mechanism itself. These changes have been 

expensive. 

Within the past year the company has been installing at the storage tanks 

more durable containers and Air Vac pneumatic discharge mechanisms. When­

ever an old tank and its electricially operated discharge mechanism is replaced 

by the Air Vac the electric service is discontinued to that unit. The container 

and the preumatic discharge unit cost about $700. Since there are 300 to 400 

old units in place the conversions will take place S:S-funds are available. 

The elimination of the need for electric power at these discharge Wlits 

will effect some savings in power cost but since these are not as energy­

intensive as the vacuum pumps only the minimum charge for service will be 

eliminated. However, this is a step in the right direction to reduce the power 

cost. This should considerably reduce the more than 80 individual services and 

bills the company receives from the electric company at the present time. 

The system has 13 vacuum pump· stations and these are not only power -

intensive but require at least twice a day maintenance by the labor force. It 

has been found necessary to increase the size of certain vacuum lines. Two 

lines have been replaced using a sawtooth method which assists in re-creating · 
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t e vacuum along the lines. As funds becorr:e available other stations will have 
l . . 

their pipelines replaced with larger lines laid in the sawtooth method. 

I Mr. Thorp reports that there is a labor force of approximately 16 men and 

Jomen, however, according to information furnished me at the office of the 

cbmpany, the total present payroll is 18.60 people or as they. refer to it as 

fork Years". Administration which includes 4096 of the time of a. General 

anager, Operations Manager, Controller, Data Controller, full time Account­

Jg Clerk and Secretary accounts for 3.60 "Work Years". The Water operation 

J charged for L50 "Work Y~ars" and the sewer operation for 13.50 "Work 
I 

!ears" •. The sewer operations includes a break down of approximately 6 people 

. liSted under· the heading "Construction". They are· involved in manufacturing 

t~e concrete storage tanks and the installation of these and the discharge tanks. 
I . 

The remainder are listed as "Maintenance" personnel including the operations of 
I the Waste Water Treatment Plant. 

The personnel of the utility breaks down to a ratio of approximately one 

employee for every 42 customers. Although I am aware that this sewer 

o~ation is quite different there does appear to be an excessive number of 

e~ployees. A sewer company under our jurisdiction has a ratio of approximate­

~ 1 to 400 and a smaller company with about the same number of customers as 

Uuce of the Woods has a 1 to 250 employee-customer ratio. · 

The 13.50 "Work Years" charged to the maintenance of the sewer system 

is :the questionable area of the labor expenses. This includes approximately 6 

pe;ople listed under "construction". From what I observed the construction of 
I 

c6ncrete storage tanks is not a daily operation and there does not appear to be 

t~t many new tanks being placed in the ground t~ require so many employees. 

/ 
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I feel the~company should provide--a-detailed-accotmting·of the-work force at 

this hearinge 

300 
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2 CROSS EXAMINATION 

3 BY MR. SOMERVILLE 

4 O Mr. Tice, have· you Gr-the-members of 

5 your staff recently made an inspection of the 

6 operation at Lake of the Woods? 

7 A I saw the sewerage treatment plant. 

8 I saw the water system, especially the pumping 

9 system, and the storage tank~ I visited at least 

10 four of the discharge mechanisms at the house. I 

11 saw the place and how they constructed the storage I 
'. 
' 12 tanks, and I was given an explanation of the new 

13 air vac discharge mechanism, which is to replace 

14 
the electric mechanism that they have been using· 

15 
in the past. That was the extent of my visit. 

16 
Plus a lengthy interview regarding personnel, which 

17 
part of it was not right. 

18 
O Did you have an opportunity to 

19 
. observe the construction force and the construction 

20 
operation and the maintenance force and their work 

21 
to determine what type of work was being done, and 

22 
how efficient the operation was? 

23 
A No, sir •. I would have to admit that 

24 
other than one person -- the field superintendent 

25 
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and Mro Thorpe, and the gentl.eman from Maryland 

were the only personnel that I observedo 

MRo SOMERVILLE: Thank.you very much, 

Your Honor. 

HEARING EXAMINER: Any redirect?" 

(NOTE: No response) 

HEARING EXAMINER: Mr e. Tice, did 

your investigation of the system lead you 

to believe that it is generally adequate 

for the maximum number of homes that can 

be built in that area, or is there going 

to be some further work needed as more 

homes are to be built? 

WITNESS TICE: Well, just on the 

water system, what I just mentioned, would 

have to be installed and put into service 

before that would be adequate for the total 

number of homes, and I would assume that 

the ~ewerage treatment plant would: have 

to be expanded at some future date, but 

I don't think it is immediateo 

HEARING EXAMINER: Thank you, sir·~ 

GARRETT J. WALSH, JR. 
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Testimony of Alan L. Potter 

....... - .. 

DIRECT EXAMINATION 

14 
BY MR. SOMERVILLE 

15 
Q Please state your name, age, and 

16 
residence. 

17 
A I am Alan Potter, I am fifty years 

18 
old, and I am a resident of Lake of the Woods. 

19 
·Q What is your connection with Lake 

20 
of the Woods Association, Inc? 

21 
A I am the President of Lake of the 

22 
Woods Association. 

23 
Q Would you state briefly your education 

24 

25 
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2 anc · occupational background? 

3 '· A Yeso I have a Bachelors Degree in 
4 

Chemistry, and a Doctor's Degree from George Washingtol 
5. 

University Law· School. I have been in the law 
6 

practice and in business· all of my career. 
7 

Q Mr. Potter, your testimony is filed 
8 

with the Commission. On pages 1 through 8, with 
~~ 9 

a chart on page 9, let me ask you to summarize your 
10 

testimony and highlight any specific points that 
11 

you think should be made to Mr. Farrar. 
12 

I 
A All right, sir. First of all, I 

( 13 
would like to clarify a couple of points which have 

14 
been made here previously today. Mr. Thorpe referred 

15 
to our ratio of homes in theccmmunity as being 

16 
three vacation homes, with one permanent residence. 

17 
That is absolutely the opposite. About seventy-five 

18 
percent of thel'omes are occupied full txLme, and 

19 
al:out one quarter of them are in fact just weekend, 

20 
summer time residences. 

21 

22 

23 

.( 24 
\. 

25 
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The other point that was made 

was we are a recreational retirement community. 

The community actually started as a recreational 

resort community. We have attracted a pretty high 

proportion of retired people. But we are growing 

very rapidly. We are attracting a very large number 

of young families into the community. At this point, 

we send over two hundred children into the Orange 

County school system. Then, we have about -- we 

have a lot of young families. 

I would like to emphasize my 

testimony also that the growth rate of our community 

has been excellent from its inception through today, 

aJ?out thirteen years. We've averaged about seventy 

new homes per year and we continue that rate right 

through 1979, despite. the tiqht mortgage money rate 

and is continuing into 1980. And I bring this up 

simply to point out that the Utility Company is 

looking at a future expansion of users to its system. 

It is not facing a stagnant situation but is facing 

a rapidly growing situation with more and more 

customers coming on line each year. 

I would also like to emphasize 

that while I am the elected representative of all 

of the consumers of the Utility Company, I stand in 
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a somewhat unusual positi n.. I'm here today to 

oppose this rate increase, but the last time the 

Utility company came here, the Association appeared 

before the State Corporation Commission to support 

the Utility Company in its rate increase. I don't 

think you have many consumer groups who come in to 

support the Uility Company; it's rather rare. 

We did it because we think we 

are economic realists and we thought that increase 

that they asked for in 1977 was justified. We saw 

the need then for their increased fees. We don't 

see the need now. We feel that they have totally 

failed to support their. case, first of all on the 

figures which they have pzesented, which have gone 

into the record here.. We have heard testimony 

that there is some overlapping and unsupported charges 

and fees of very highly questionable values to us. 

We don't know what these people 

are supposed to do for this; we don't know what 

these fees are charged for. 

There are other questions in· 

their figures. A witness will follow me who is 

an accountant, who will raise questions about their 

accounting practices and other figures which they 

SUE TRAYLOR· COURT REPORTER 
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have presented to this Commission. 

In addition to that, we have 

high questions about the efficiency of their 

operation. Tlie testimony today has been to the 

fact that they have one field superintendent on site 

at Lake of the Woods. The next closest supervisor 

is over a hundred and fifty miles away, I believe it 

is about three and a half hours by car, and generally 

when he has a problem he only knows it because we 

call him up and tell him he has a problem. We 

have no effective supervision on site. 

And the feather bedding that 

goes in within that community and this Utility 

Company is unbelievable because there.is no supervision 

of any work there. So we do not support the fee 

incre•se based on that. 

But I have another much deeper 

concern also, and that is the impact this increase 

will have on our community. We think that this 

increase would be totally unmitigated and a disaster 

for Lake of the Woods, for a growing and thriving 

community. We are, as every community is, in compe­

tition to attract people to live in our community. 

And so far we are verli' successful at it• certainly, 

people look at the cost of moving into our community 
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as opposed to other communitieso The chart that 

I attached to my testimony, I would like to refer 

to that right now. If you would look at it, Mr. 

Farrar, it shows an article that was taken from 

.'£!:!, Washington ~ published September 28th of 

this year. It shows --

MR.RIELY: Mr. Examiner, I 

object to the introduction of this 

chart and the testimony about it for 

the same reasons that I have previously 

given about comparable rates. 

WITNESS POTTER: The only 

comment, if I may comment, on that, 

sir --

BEARING EXAMINER: What was 

the basis of the objection? 

MR. RIELY: It's nothing 

but a statement of attempting to compare 

rates; and, as the Supreme court of 

Virginia has said, as you recognize, 

it's not proper in a rate case of this 

character. 

WITNESS. POTTER: I believe, sir, 

the case you refer to --

SUE TRA YL<>R ·COURT REPORTER 
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HEARING EXAMINER: All ri9ht. 

Mr. Potter, I think what Mr. Riely said 

is basically true. I'm going to permit 

it to be placed in the record, but --

MR. RIELY:· I simply wanted 

to note my objection. 

HEARING EXAMINER: Yes I sir. 

Go ahead. 

WITNESS POTTER:· I will note 

in this statement, sir, that I'm not 

presenting these figures with the idea 

that I'm trying to show what is reasonable 

but fair, which was the case he is refer­

ring to. 

What I'm showing here is that 

someone getting ready to move into the 

Lake of the Woods certainly reads The 

Washington ~' he doesn't read the 

Virginia Supreme Court Reports. And he 

is going to see in the Metropolitan 

Washington area that water and sewer costs 

him a hundred and ninety-six dollars; 

and if this rate increase goes through, 

he will see at Lake of the Woods it is 
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going to cost him five hundred and 

twenty-eight dollars.. Now he knows ~. 

that.. He is not blind.. Be can see 

what his costs are.. He can see this .. 

229 

Even the interim increase, which has 

already been granted, is three hundred 

and thirty-six dollars per year and 

that's seventy-one.percent higher than 

the average of the Metropolitan Washington 

area costs .. 

To him, that's just one of the 

costs he has to look at in moving into 

Lake of the Woods. He has another cost1 

we charge him two hundred and forty-eight 

dollars Lake of the Woods' assessments. 

What does he get? He gets fifty-four 

miles of hard surf aced roads that are 

maintained by us at our total expense. 

He gets a full time police force with a 

twenty-four hour guard at the gate. Be 

gets two lakes, one of them with fifteen 

miles of shore line. Be gets four tennis 

courts. He gets two swimming pools.. He 

qets stables, a marina, a golf course and 
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a pro shop, a club house and the administra­

tive and management staff to run all of 

this at a figure less than half of what 

the Utility Company is asking him 

for water and sewer. 

Now, that's what he is going to 

look at coming into -our community. And 

I don't think he is going to come. It 

will be a total, total disaster for him. 

I think that this rate increase, 

if it goes through., even the interim 

increase, is going to kill Lake of· the 

Woods. It will kill the future development 

and growth of this community. It will 

kill the Utility Company because they 

will not have another expanding base of 

customers, and it's going to be very 

detrimental to Orange County because 

today we supply fifteen percent of the 

real estate tax revenues to Orange 

County. 

That's my testimony, sir. 

HEARING EXAMINER: All. right. 

MR. SOMERVILLE : I submit Mr. 

Potter for cross-examination. 
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HEARING EXAMINER: All right., 

Mr., Somerville, do you wish to admit 

his prefiled testimony into the record? 

MR.. SOMERVILLE : Yes , I do .. 

r. ask that· the pre filed testimony be 

admitted into the record as his testimony., 

BEARING EXAMINER': All right. 

That testimony will be copied into the 

record as if given orally in this proceeding. 

NOTE: At this point, the 

prefiled direct testimony of Alan L. 

Potter is copied into the record. 
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LAKE OF THE WOODS ASSOCIATION, INC. 

Testimony 

of 

Alan L. Potter 

I; am Alan L. Potter, and I reside at 110 Castle Hill Court, 

Lake of the Woods. . My mailing address is: Box 913, Lake of 

the Woods, Locust Grove, Virginia 22508. 
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I,am President of ~e of. the Woods Association, Inc. I am 

also a practicing attorney with. offices on the commercial prop­

erty of t~e Lake of the Woods development on Virginia State 

Route •umber 3. 

The Lake.of. the Woods Association, Inc. occupies a unique 

position in both fact and law. The Lake of the Woods develop­

ment was conceived initially as a private residential and 

recreational community. Co~~ts rmming with the land were 

attached.to each lot in the development and are of record in the 

Cl~k's Offic_e of the Circuit court of Orange County, Virginia. 

By thos;e Restrictive Covenants the administration of the affairs 

of the take of the Woods comm.unity was vested in the Lake of the 

Woods Association, I~c. and every pur~haser of a lot was required 

to beco~e a member of that Association •. The Association waa 

organized as a Virginia non-stock corporation and functions as 

such today._ All of its officers and directors, including me, 

serve without pay and are assisted in their duties by a large 

number <?f committees of the residents of the community. The 

Association hires a General Manager whose duties are to oversee 

and supervise the performance of a substantial staff of maintenance 
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,_ 

and operating personnel. The Lake of the_ Woods.community has· 

54 miles of hard surface roads Which are maintained at the sole 

expense of the Association •. It has its own police force, a 

controlled access gate, and virtually no crime. There are 

two lakes, one of which has over fifteen miles of shoreline, 

an eighteen-hole golf course, four tennis courts, two swimming 

pools, stables, a marina,. and a clubhouse which, within the 

314 

past year, was destroyed by ff.re. At the present time there are 

825 homes within·Lake of the Woods which reflects a fair~y steady 

growth ra~e of .slightly over·70 homes per year •. It is important: 

to note, moreover, that that growth rate continued through ~e 
. . 

mortgage money crunch of 1979 and 1980. 

The Lake of the Woods community is only thirteen years old. 

Although.it was envisioned by its developer as a residential and 

recreational community of primarily vacation homes, it has 
. . 

developed quite· differently from ·its original concept. Today 

it is primarily a residential.community, encompassing a full 

spectrum of residents. We have ·young families who send over 200 

children to county schools, we have many families of retired 

persons, and we still have quite a number of weekend residents. 

Lake of the Woods is now the third largest population center in 

Orange Comity and sends over 200 children to the county schools. 

We have become a factor in the economic, social, and polit~cal 

life of Orange County and currently contribute lS't of the total 

real estate taxes of the county. 

The developers of the Lake of the Woods community were 
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obviously motivated by the potential. for profit from the sale · 

cif the : 1dividua.l residential lots into which the development 

was divided. . In order to make those lots attractive to pros­

pective purchasers at the asking prices, the developers created 

the lakes and the other recreational amenities at Lake of the 

Woods. In addition, and as was clearly necessary, the .developers 

constriucted a water and sewerage system to serve the builders of 

homes· upon the lots which they purchased. After the sale by the 

developers of vir~ually_all of the residential.lots in 1970, the 

developers became amenable to the sale to the Association of all 

of the non-residential property within the comm•mity, including 

all of the recreational amenities, with the sole excep.tion of 
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the water and sewerage system •. The Lake of the Woods.Association, 

Inc. negotiated the transaction with the developer and acquired 

all the described property.with the exception of the water and . . . 

sewerage system •. The·current~owners of the Lake of the Woods 

Utility Company ~~chased the.capital stock of that company 

from the developer, and, presumably, did so after an economic 

analysis which indicated a profit·could be made from the opera­

tion. ,Prior to the new owners purchasing the water and sewerage 

facilities, the fernier owners applied for a rate increase in 

May, 19,77. Prior to doing so, however, they advised Lake of the 

Woods ~ssociation, Inc. of this and the Association supported the 

major porti.on of the request in the hearing before the State 

Corporation Commission -- certainly an unusual posture for a 

group of consumers. That history makes it extremely hard to 
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understand why the present utility company has pursued the course 

which it has fo,.lowed in this instance. 

Without any discussion with any of the Associat1-:>n officers 

at Lake of the Woods and, indeed, without any notice to its Lake 

of the Woods customers, the Lake of the Woods Utility Company 

successfully sought from the State Corporation Commission an 

order permitting it to make an interim increase in its sewerage 

rates which amounts to 20QX of· the then-current charge. As a 

lawyer I find it awfully hard to understand how that could have 

"happened •. I have particularly noted that the initial application 

filed with the Commission by the Lake of the Woods Utility 

Company on Jmie 17, 1980, sought a temporary emergency increase 

in rates pursuant to Section 56-245.of the Virginia Code of 1950., 

( I ba.ve also noted that on June 24, ~980, counsel for the utility 

sent a letter to the State Corporation Commission advising that 

the general counsel of the Commission had raised a question as to 
• - .. l. • ~ • :' . • • • ~ • • 

whether the application could properly be granted under Section 
. . . . 

56-245. The letter went on to state. that if the Commission 

should be of the view that that section of the Virginia Code is 
. . 

inapplicable, the company requested that the application be con­

sidered as one under-· Section 56-240 or any other section of 

Title 56 of the Code that may be used to give the company prompt 

and effective relief. 

By order dated .July 1, 1980, the Commission denied the 

emergency rate relief requested by the utility under Section 

56-245 and set the proposal for public hearing before a Hearing 

Examiner for. November S, 1980. In addition, the Commission 
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direct;ed the Commission's staff to investigate and report on 
I 

the ap:propriateness of in' erim relief under Section 56-240. 

The important point here is that Section 56-237.1 of the Virginia 

Code provides for notification to the customers of the utility of . 

its intent to seek a rate change. No such notification was ever 

given.. In spite of that fact, by order dated July 17, 1980, the 
I 

I 
Commis~ion entered its interim order which confirmed the assign-

ment of the matter for ~earing on November 5, 1980, but also 

found -=hat the company had demonstrated a reasonable probability 

that an increase in rates. in the amount sought would be justified 

after fl- fUll investigation and hearing. Reference to the report . 
' 

of the' Commission's staff,. however, discloses that no "full.audit 

investigation" of the company had yet been made. That fact, plus 

the fact that no opportunity was given to the customers of the 

utility to submit any evidence in o_ppos ition to the interim in­

crease~ raises· bi: my ·Ddnd a .a~ious question as to the .propriety 
. . . . . . . 

of the I interim . order. ·itself~ 

AS thoagh the foregoing were not bad enough, on July 28, 

1980, and again without any notic_e to its customers, the utility 

·sought a further increase in the same amount as the one which bad 

been approved on an· interim basis. ~The net result is that the 

company is now proposing to quintuple the former charge for 

sewerage services. To exacerbate the matter even further, the 

data submitted by the Commission's staff to justify its recom­

mendat~on that an interim :increase be allawed,.were restricted 

to an Operating statement purporting to relate to the sewerage 

operat~ons only. That obviously necessitated some sort of 
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( division between the water and sewerage operations of the 

utility and that separation is, al~,st by definition, suspect. 

Laying to one side for the moment the entire question of 

the propriety of the interim increase which has been allowed, 
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it is beyond cavil that any utility asking for such a drastic 

increase as one which would quintuple its current charges should 

be able to demonstrate not.only a compelling need for the addi­

tional funds, but a carefully· drawn analysis of the impact which 

the increase would have on the futl.ire of both the company and the 

comm.unity it se.rves. . I have reviewed the eviden~e support by 

Lake of the Woods Utility Company in this case and I can find 

neither µi its testimony.· 

As Mr. William W. Carpenter, a resident of the Lake of ·the 

Woods who has spent his entire career in accounting, will 

· testify, the financial data filed by Lake of the Woods Utility 

Company in support of its r~q~e~t come from its unaudited books. · 

Those figtires refl:.ect in the expe~e column a management fee 

which purportediy goes to .the California owners· of the.utility. 

The data also reflect a· ~barge for supervisory personnel although 

there is no "on-site" manager of the operations at Lake of the 

Woods. Mr. Carpente:r 's testimony will also point to other 

substantial items of expense which can hardly be justified as 

appropriate and proper under the circumstances. 

The manager ·of Lake of the Woods, Mr. Warren Lodge, will 

also testify as to the effect of the absence of "on-site" 

supervision of the utility operations upon the economy and 

( efficiency of those operations themselves. 
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Looking at the matter from a different standpoint, I call 

attention to the fact that the utility is as'ing the Commission 

to app~ove a charge for sewerage service which is at least twice 

as much as the average charge paid by the homeowners at Lake of 

the Woods in real estate taxes to the State of Virginia. It is 

also about twice as much as.those homeowners pay for the mainte-. 
nance and operation of the entire community of Lake of the Woods. 

I do no;t believe that our coamunity could even survive, let alone 

grow, in the face of such.an outrageous cost increase •. I know 

31!) 

of people who must leave our community if the increase is approved • 

. I have had. telephone calls from people mo ·are delaying purchases 
. 

of homes ·in our comnunity pending the outcome of this hearing • 
.. 

For the information of the Commission, I am attaching hereto a 

chart which shows the comparative cost for sewerage services 

in coDllmlnities near us ~din the ''high cost" Northern Virginia 

area •. A community;. just like a bD:Siness, can price itself out 

of the market. ·And ~we do that,. we will stagnate or die and 

Lake of the Woods Utility Company will stagnate or die right 

along with us. 

Lake of the Woods Utility Company can do a great deal to 

solve its own financial problem if it ·is willing to do so. We 

lmow more about its business than it does because the closest 

thing it bas to a full-time manager is 150 miles from us. We 

have to telephone him to tell him what his problems are and ask 

him to cbme down and solve them. 

Let Lake of the Woods Utility Company put a competent 
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'·· 
manager on the site to stop the waste and._ inefficiency.. Let 

Lake of the Woods Utility Company have an independen·i: audit of 

its books. Let Lake of the Woods Utility Company allocate the 

expense of its executives based upon actual time spent at or 

concerning Lake of the Woods.. And let the parent of ~ke of 

the Woods. Utility Company stop taking out so-called "consultant" 

and ''management" fees for which we at Lake_ of the Woods receive 

nothing. Then and only then should Lake of the Woods Utility 

C~mpany be considered for· a rate increasee 

NOTE: Thus concludes the 

prefiled direct testimony of Alan L~ 

Potter. 

. : .• * * * * * * * * * 
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WARREN J. LODGE, a witness called 

by and on behalf of the Protestants, having first 

been duly sworn, testified as follows: 

DIRECT EXAMINATION 

BY MR. SOMERVILLE: 

0 Please state your name, age 

and residence. 

A ·I am Warren J. Lodge, aged fifty-

three. I reside at Lake of the Woods, Locust Grove, 

Virginia. 

0 What is your position with 

Lake of the Woods Association, Inc.? 

A I am the General Manger of the 

Lake of the Woods Associatipn, Incorporated. 

Q Would you state your educational 

and occupational background? 

A I have a Bachelors degree in 

Business from the University-of Omaha. I have a 

Masters in Business from George Washington University. 

My background basically has 

been military. I spent thirty-four years and nine 

months in the military in eve~increasing positions 
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of responsibility in managin·g communities. 

Q Mr. Lodge, you have given testimony 

which has been prefiled with the Commission, and I'm 

sure that you are.familiar with the testimony, since 

it is yours .. 

Do you have any additions or 

changes to make in that testimony? 

A I do not. 

Q Would you simply highlight the 

main points of your testimony at this time? 

A I will. Lake of the Woods 

Utility company operates a water and sewerage system 

at the Lake of the Woods which I believe is adequate 

to meet the present and future needs of the community; 

however, because of the lack of qualified and capable 

management personnel and technical personnel, operations 

and maintenance costs are inordinantly high. With 

the Manager and Operations Officer located three and 

a half hours away by automobile, virtually no 

supervision on the site. We observe on a daily basis 

the total inefficiency of the operation. 

It appears no employee stationed 

at Lake of the Woods understands the basic fundamental 

of management which requires organization and assignment 
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of work, monitoring of progress and a final checking 

to assure satisfaction, and completion of each job. 

I have received virtually 

hundreds of complaints about water and sewerage service 

in the nine months I have served as General Manager 

at Lake of the Woods. These are brought to me after 

unsatisfactory resolutions with on~site personnel. 

Some of these problems I am able 

to resolve with the on-site field superintendent. But 

many I must take to the parent office in Berlin, 

Maryland by long distance telephone, either to the 

General Manager or to the Operations Manager there 

in an attempt to resolve the problems. Simply again 

because the problems cannot be resolved by the people 

on the ground at Lake of the Woods. 

Some of those problems remain 

uncorrected today. Those complaints range from 

overflowing water and sewer tanks, some of which run 

into our Lake, broken sewer lines, excessive odors 

from pumping stations, and low or no water pressure 

available on site. Examples of the ineffiency of 

operation and certainly not isolated examples --

include allowing the water holding tank to run dry 

over the Labor Day weekend and several other weekends 
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during this Summer which created an intolerable 

living conditions and a real fire hazard to Lake 

of the Woods. 

The Utility Company has yet to 

answer my written complaints on this mattero 

Having the Utility Company personnel 

respond to emergency calls, simply walk around the 

sewer holding tank and driving off without solving 

the problem. Attempts to solve overflowing tank 

problems by dispatching of pump trunk day after day 

to remove the wastes rather than solving the problem 

which caused the overflow. Maintenance personnel 

wasting time at bull sessions or out in the maintenance 

yard or in using Utility Company vehicles to travel 

to the local 7-Eleven Store in mass during 11.µlch 

periods. Maintenance personnel driving around the 

Lake property in an aimless fashion, obviously killiriq 

time. 

Each incident of this type reflects 

lack of supervision by management and runs up operation 

and maintenance costs which are ultimately passed onto 

Lake 0£ the Woods residents. 

The consultant, who is paid 

fifteen thousand dollars a year, indicated in 1975 that 
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a £1 ll time manager should be on the ground. To 

date, we do not have one. 

Be indicated before this 

Commission in 1975 that a total of eight people 

should be able to maintain and operate the system. 

And that construction work should be done on contract 

outside the organization. As we found to date, the 

Company has sixteen people on the ground which leads 

to the conclusion that the.size of the staff is 

grossly inflated because of lack of management 

supervision and technical ability. 

The consultant, to the best of 

my knowledge, has been at the Lake of the Woods once 

in the nine months that I've been General Manager. 

That hardly justifies a salary of fifteen thousand 

dollars a year. Aqain, paid by Lake of the Woods 

home owners through the Utility.Company and now 

asked to bear the burden of a four hundred percent 

sewerage rate increase. 

Lake of the Woods Association 

is serviced in seventeen common are·as by the LOW 

Utility Company. Six of these locations, such as 

rest rooms and parks are open only five months a 

year. A cost of forty dollars per month per location, 
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or four hund1 !d and eighty dollars per year for a 

hundred and fifty days of operation is certairily 

exorbitant. 

Our steady growth of seventy-one 

new homes per year~will stagnate under a forty dollar· 

a month sewerage chargee People are now reluctant 

to build until the issue is resolved and others on 

fixed incomes will have to move out of the development 

because .of costs. Both LOW and LOW Utility Compariy 

rely upon steady growth to survive. The large sewerage 

rate increase· will cause us both to shrivel up and die. 

On-the-site general management and 
.. ··~ 

technical expertise will go far toward improving the 
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efficiency of operations and greatly reduce operations 

and maintenance costs of the LOW Utility Company, possibl~ 

to the point that no increased ra·te is required to insure 

solvency. Only when the management of the Company 

produces the efficiency required, will the Company 

have an opportunity to earn a fair rate of return on 

their investment. That step logically precedes any 

increase in sewerage rates. 
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2 
That is the· sununar : of my testimony. 

3 
HEARING EXAMINER: All right. 

4 
Any questions of this witness? 

5 
MR.RIELY: No questions. 
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CROSS EXAMINATION 

BY MR. LION 

249 

Q Mr. Lodge, could.you- please provide 

328 

the Commission's staff with specific dates and 

instances to which you have alluded today as problems . 

with maintenance, or overflows, or whatever, so that 

the Commission Staff---- and also supply the same 

list to the Company so thatihe Commission staff 

can follow up on this outside this hearing procedure 

today. 

A Yes. I can go back and reconstruct 

such a chart. I will say on that point I was in 

error when I tried to become general manager of 

Lake of the Woods. When people brought this type 

of problem to me with the threat that if it were 

not solved they would take it to the State 

- Corporation Commission, I urged them not to do so, 

but to let me try to solve the problem for them. 

That obviously was a mistake, and will not happen 

in the future. 

You will get the copies in the future, 

but I will go back and try to reconstruct as best 

GARRETI J. WALSH, JR. 
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2 
I can the list of complaints that I l:· .ve, and provide 

3 
it to you. 

4 
MR. LION: All right, sir. I 

5 
appreciate that. 

6 
HEARING EXAMINER: Mr. Page? 

7 
MR. PAGE : I have no questions. 

8 
MR. SOMERVILLE: Mr. Farrar, I move . ! 

9 
that the prefiled testimony of Mr. Lodge 

10 
be -read into the record as evidence. 

11 
HEARING EXAMINER: That will be 

12 
done. 

13 

14 
(Prefiled testimony follows) 
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LAKE OF THE WOODS ASSOCIATION, INC. 

Testimony 

of 

Warren J. Lodge 

251. 

I am Warren J .• Lodge, General Manager of Lake· of; the Woods­

Association, .Inc. r.have served in this capacity· for nine 

months. My background is that of a com.bat arms officer in 

the u. s. Army where I served as a manager of people:and 

resources for 34 years and 9 months •. My last seven years iii 

the military were served as Post Commander of major installa-. . . 

tions in-both the United States and overseas •. In this-capacity 

I served, in effect, as City Manager for comm1mities ranging in 

size from three thousand to twenty thousand people, with respon-· 

sibility for housing, maintenance, and utilities for the entlre 

inStallation.and its geographic area. 

AS ~eral Manager of· Lake of . the Woods Association. Inc .• • 
. . 

I am the senior me~er of the paid staff and am ultimately 
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responsible for every aspect of operation of Lake of the Woods. 

As a result, when our property owners require assistance with 

outside agencies. they turn to me. One of the very first 

categories of concern which . demanded my attention was the water. 

and sewer facilities. Those services are, of course, fundamental 

in any community where the population is other than purely rural 

and where septic fields are the exception and not the rule. The 

Lake of the Woods community, as Mr. Thorpe has testified, con­

sists of a development of 4,200 (the number is actually 4,258) 
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( individual lots which are designed to accommodate separate, 

single..:family residences. Lake of the Woods is, however, not 

only a recreational, but also a residential community. 'At 

present there are 799 single-family residences already built 

and the.rate of building is continuing at· about 71 homes per 

year. With the exception of only three houses, built long ago, 

each of the homes now in existence and those which will be con­

structed in the future are dependent upon the Lake of the Woods 

Utility Company for both water·and sewer services •. The three,, 

exceptions· which I have mentione~ each has its own septic. field, 

but is dependent for ·i~s water supply on the Lake of the Woods 

Utility :Coml>any. ·All of the 796 other homes are dependent upon 

the Lake of the Woods Utility Company for both sewerage and water. 

. In addition, there are 42 homes presently under construction and· 

each will use both the water and sewer services of the Lake of 

the Woo~ Utility Company.·:. 

In addition to the ~38 homes_ mentioned above, there are 

certain facilities and .installations of the Lake of the Woods 

·community which are dependent upon Lake of the Woods Utility 

Company fo:i: both water and sewerage services. There are seven­

teen such community-awned installations. These consist of the 

clubhouse, (now being rebuilt after a destructive fire last 

spring), two swimming pools, the golf pro shop, a community 

building, comfort stations at parks, playgrounds, and picnic 

areas, the teen center, the administrative building, the security 

gate, and other facilities of the community. 
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The obvious· importance of the water and sewerage services 

.readily explains why I folllld those services to be a matter of 

primary importance and one which demanded and got early atten­

tion from me. My earliest investigation conv:inced me of two 

thingse First, I became convinced that the system used for 

supplying those two services was a good one. The water supply, 

which includes a series of fire hydrants, depends on eight 

drilled wells which produce water of such purity that it needs 

no treatment prior to distribution for all purposes, including 

drinking. As Mr. Thorpe has ·explained, a sa'tisfactory pressure 

is maintained by elevating the water from the wells to a tank 

from.which it is drawn as needed. The entire water supply 

system is relativeiy inexpensive from both the p~oduction and 

( distribution standpoints. So long as an appropriate level is 

maintained in the tank, the pressure throughout the co1DJ111mity 

is adequate· and,. as I have said_, the quality is excellent. 

Even so, during the past·Labor Day weekend, there was a failure 

of the operating.personnel and the level of the water in the 

tank fell to a dangerously low point with resulting loss of 

pressure. Had there been a serious fire in the area, the 

possible damage to ~e commllllity would have been inestimable. 

At that particular time there had been an extended drought and 

the undeveloped wooded lots were practically t~der. 

The failure of the Lake of the Woods Utility Company per .. 
~ . . 

sonnel to maintain adequate water pressure during the Labor Day 

weekend was due, I am convinced, to a lack of adequate on-site 
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( supervision and not to any inherent flaw in the water-supply 
'-

I 

syst~. It was just another manifestation of inefficient opera-

tion which afflicts both the water and the sewerage services at 

Lake of the Woods. 
I 

The system used by the Lake of the Woods Utility.Company 

to pro~ide sewerage service is much more sophisticated than the 

water system. Mr. Thorpe has explained it in some detail and I 

will not try. to embellish what he has said. I do want to add 

that from my own observation and study, I am convinced that it 
I . .. . 

is a gQod·system and one that will work well and effectively if 

given proper supervision, maintenance and monitoring •. It is, 

therefore, regretable that the Lake of the Woods Utility Company 
I 

has not seen fit to provide competent and knowledgeable super• 

visory personnel on the site of the operations~ As Mr. Thorpe 

himself
1
has stated, he is based at Ocean Pines, Maryland,. a 

residen~ial and .. recreational community ~ear Berlin, Maryland. 
. . 

That is three-and-one-half .hours from Lake of the Woods by 
. ' 

I . . 

automobile and automobile is the fastest and most direct means 

of travel between the two points •. 

0n 1a daily basis I receive complaints ·from our property 
I 

owners and requests ·for assistance to resolve problems with the 

Lake of the Woods Utility Company. These requests, in every case, 

are of the last resort type; that is, after attempting to solve 

the prob1lem with the Lake of the Woods Utility Company, the 

property owners cOn.tact me to attempt to solve the problems. 

Problems·range from overflowing sewer holding tanks to broken 

sewer lines, sewerage running into the lake, excessive odor from 
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(. pumping stations, and low or no water pressure. These complaints 

have rlm into the hlmdreds in my nine months on the job. I am 

able to resolve some problems through the local Field Superin-

"' tendent; many require calls to the Lake of the Woods Utility 

Company General Manager or Operations Officer at Ocean Pinesc. 

Most problems are ultimately resolved; some remain and have 

never been resolved. 

My analysis of the overall problem is that because there 

is no General.Manager or technically qualified Operations 

Officer on the ground at Lake of the Woods, operations and 

maintenance costs far exceed the costs they should be. Reports 

which reach me, and my personal observ~tions are as follows: 

a. Lake of the Woods Utility Company maintenance personnel 

receive calls for service and in most cases do respond. Response 

sometimes results in personnel arriving, ·walking around a holding 

tank". -gett~g into a truck and driving off. Other reports reveal 
. . 

that at times the maintenance oian does not even get out of his 

truck~ but sits for several minutes and then drives off. 

b. In cases of overflowing or full tanks, the solutian has 

sometimes been to send a ·pump truck, empty the tank, and drive off, 

followed by repeat calls and repeat truck pumping on subsequent 

days with no effort or no ability to solve the technical problem 

involved. 

Cc Reports that the maintenance personnel of Lake of the 

· ~oods Utility Company spend fifteen minutes to an hour at a time 

standing around the maintenance yard involved in talk and 
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( horseplay instead of working to maintain the system. 

d. Reports that maintenance personnel drive aimlessly 

around Lake of the Woods seemingly going no place in particular 

except to put mileage on vehicles. I, personally, observed on 

one day an employee in a pickup truck visit three of our beach 

areas, sit there in the truck,· then move on to another.beach 

area. 

e.. Reports that as. many as three Lake of the Woods Utility 

Company pickup trucks, carrying five men, were at the local 7-11 
~~ 

store about two miles from their maintenance yard. I observed 

this •. Although at the noon hour and possibly authorized off~ 

duty· time, the fact that three trucks made the trip certainly 

runs up fuel and maintenance costs on Lake of the Woods Utility 

Company vehicles. 

Each of the type incidents reported increases greatly the 

operation and maintenance ·costs of the Lake of· .the Woods Utility 
•a• • 

Company, which are eventually borne by our. property owners. 

These incidents occur specifically because there is no on-the­

ground 1General Manager or Operati~ns Officer for the Lake of 

the Woods Utility Company who should organize and assign work,· 

monitor progress, and check on final"satisfactory completion of 

each job. On-the-ground management would go far to reduce 

operations and maintenance costs and could reduce or eliminate 

a requirement for a rate increase of the magnitude requested. 

It is interesting to note that in testimony before the Sta_te 

CorporatiOn. Commission on August 26, 1975, Case No. 19564, Mr. 

Brockmeir, then of Boise Cascade Co. and who is now, as we 

underst~d, retained as a consultant to Lake of the Woods 
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(-- Utility Company at a cost of $1,250 per month, stated in direct 

test: iony that he ''very definitely" anticipated a full-time 

manager on the site at Lake of the Woods. He further stated 

that there were three candidates for the job, each of whom had 

. adequate experience in managing a sewerage and water company and 

each of whom had "a specific ability in _the vacuum sewerage 

system". As of this date, no full-time, on-site manager has 

been kept. Mr. Brockmeir also testified that a proper teclmical 

staff would be employed and trained to insure a reliable system. 

As of this date no proper teclmical staff has been employed or 

trained. The result as I have stated is. an almost total lack 

336 

of general ·management and technically qual°ified personnel which 

leads to greatly increased operation and maintenance costs to the 

Lake of the Woods Utility Company and, ultimately, to the property 

owners .. 

. Mr. Thorpe, -in his testimony, indicated the s_econd costly 

aspect of the vacuum system is· its requirement for relatively 

large amounts of labor to operate and maintain the vacuum 

pumping equipment, vacuum valves, . and vacuum mains. ··He stated, 

''Unfor;unately, the vacuum system is simultaneously power and 

labor-intensive, and as we are all aware, those two resources 

both carry hefty price tags". It is relevant to note that the 

developer and installer of the system maintained that only one 

part-time operator would be-required to maintain the system 

since it was so fully automatic and automated. Many of our 

property owners purchased at Lake of the Woods with this fact 

( in mind. In his testimony in 1975, Mre Brockmeir·indicated 
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( staffipg of the Lake of the Woods Utility Company would consist 

of one manager who would be an engineer-opera~or and licensed 

water and sewerage operator, one bookkeeper-secretary,( three 

electronic technicians, two installers of equipment and three 

pump truck operators who would eventually be reduced to one. 

Additi~nal construction personnel were to be provided by an 

outside contractor. Thus, there was to be a. total requirement 

of eight employees. Today there is a staff of sixteen employees. 

The only conclusion I can draw is that the size of the staff is 

greatly inflated because of lack of management supervision and 

technical ability. 

MJ:i. Thorpe, in his testimony, stated that in the sewer 

system :there is the constant requirement to increase the.size 

( of certain vacuum lines. which results in requirements for 

capital expenditures. While I am not privy to all aspects of 

the daily·operatian of the Lake of the Woods Utility Company, 

I am made aware of hap~enings on· the property. I am not. aware, 

during nry nine months as General Manager, when or where vacuum 

lines were replaced because an increased size was required. 

Many repairs are accomplished on existing broken lines, but I 

amawar~ of no upgrading of sizes. tn his testimony of 1975, 

Mr. Brockmeir, presently consultant to Lake of the Woods Utility 

Company; stated it was ~ore econoaiically prudent to modify the 

system or divide an area by laying parallel lines ''because they 

might be able to save a lot of maintenance costs, a lot more 
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c·· maintenance personnel' because it. does take less maintenance 

personnel to operate system that has higher vacuum. If you 

have a heavier load, most likely you will have a· lower vacuum 

available in the mains, which may take more manual attention .. " 

3~38 

Incidentally, in my nine months as General Manager, I have 

seen the consultant once, and that was when he visited-my office 

in reference to replacement of a force main system in Section 5, 

a function of traditional sewerage systems and not one peculiar 

to_vacuum systems alone. That project which was promised the 

residents of Section 5 several months ago to preclude force main 

breaks and sewage running into the lake, bas still not been 

started. One visit by a consultant in nine months, if I am· 

correct, hardly justifies a salary of $1,250.00 per month which 

( is ultimately paid by the property owners of Lake of the Woods. 

With respect to the proposed increase in sewerage rates, 

the increased costs to Lake of the Woods Association~ Inc. to 

operate administrative and maintenance facilities and our . ~. . 
' 

amenities wi11 be $3;264 per year at $24 per month and $6,578 

at $40 per month.. These increased costs are charged directly 

to our property owners through increased assessments. These 

are the.same people.~o will be directly affected by the large 

proposed increases on their residential sewerage. Of the 

seventeen Association hookups, six operate only May l to October_ 

1, or five months a year, and then are closed for the remaining 

seven months of the year with no water or sewerage usage. At 

a rate of $24 per month for sewerage, because of minimum charge 
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c·· billing, we would pay $288 per year for 150 days of operation 

for each of the six facilities. At $40 per month we would pay 

$480 per year for 150 days usage for each of these facilities. 

The total cost for these six part-year ~perations of park comfort 

stations and the marina would be $2,880 per year to have.them 

operational for five months at $40 per month. It certainly 

( . 

seems exorbitant. Many of our property owners who visit Lake 

of the Woods only occasionally on weekends, holidays, and the 

like, will find themselves in an equivalent situation. It is 

essential that if higher rates are authorized by the State 

Corporation Commission as a result of this hearing, some rate 

be developed w~ich would take into account only partial annual 

operation of a facility or residence. 

In recent years Lake of the Woods has experienced a steady 

and healthy growth rate of an average of 71 new homes per year • 
.. . ... -. 

·We believe ~t rate will continu~ ·_and, in fact, may accelerate. . . . . ·. . 

During the recent hoasing_ slump a_cross the United States ~ 

growth rate continued at its previous rate. However, tripling 

or quintupling the present sewer rate may well lead to total 

stagnation of our growth. I have received a number of comments. 

from residents on fixed incomes which indicate they simply cannot 

absorb a rate increase of the magnitude requested and will be 

forced to sell their homes and move. Selling their homes may 

prove impossible if they find themselves in a situation where 

sewerage rates are twice what their real estate taxes are and 

that wQuld be the case at a $40 per month rate. Several others 
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who have unimproved lots have indicated to me that they would 

have to wait for final decision in the sewerage rate increase 

case before deciding whether to bu.tld on ;;heir lots o The very 

thing the Lake of the Woods Utility Com~any needs t~ insure 

profitability in·-the future, development of many of the 3,400 

undeveloped lots, may well shrivel and die because of t~e huge 

proposed sewerage rate increase.. Lake of the Woods Association, 

Inc. also needs_a-growing population if it is to remain healthy 

and to be able to operate· its recreational amenities with a 

break-even financial result. Thi~ large propos'ed increase 

threatens the very existence of.L8ke of the Woods as a finan~ 

cially viable residential community 

(End of pref iled testimony) 
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HEARING EXAMINER: Let me see if 

I have any questions. Just a moment. 

You mention the fact that three homes, I 

believe, which I gather have their own 

septic system? 

WITNESS LODGE: That is correct, sir. 

HEARING EXAMINER: Do you happen to 

know whether the covenants in the subdivision 

would allow other lot owners to either dig 

a well for water, or to install a septic 

system? 

WITNESS LODGE: They cannot install 

a septic system. The reason we have a 

sewer system.today instead of everybody 

being on a septic tank, the development 

was planned to be a septic tank system, 

everybody having their own septic tank. 

The initial test -- the perk test -- the 

ground would not perk properly. They 

could not~t the permits. Therefore, 

that is why the sewer system was brought 

GARREIT J. WALSH, JR. 
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2 
into play. But they would not be 

3 
authorized to dig wells in the individual 

4 
lots. 

5 
HEARING EXAMINER-~ All right~~ 

6 

7 
You say in your testimony that-there 

8 
is no on-sight supervisor, and you feel 

9 
that is part of the problem. 

10 WITNESS LODGE: I think that is 

11 the total problem. I think that is the 

12 total problem with the inefficiency of the 

13 system, and the total problem as far as 

14 operation and maintenance costs are 

15 concerned. I heard the previous testimony 

16 here today about the field superintendent, 

17 both to his technical knowledge and his 

18 general management capabilities. 

19 I disagree totally with those 

20 statements. The problems that I end up 

21 taking to either the General Manager 

22 
-~ 

or the Operations Officer at Maryland 

23 Marine Utilities at Berlin is because they 

24 
cannot be solved on the ground. And those 

25 

GARRETT J. WALSH, JR. 



:. 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

6-17 Lodg~ - Direct 2.64 

problems range about fifty/fifty -- about 

fifty percent are 'technical problems, and 

he cannot solve, and we end up with Mr. 

Tom Forilla, the operations officer coming 

down from Berlin and solving them, or their 

general management problems, for which he 

is not able to organize his work or get the 

work done, and end up either calling Mr~ 

Thorpe, the General Manager, or Mr. Forilla, 

and then in all honesty and fairness, once 

I have done that, most of the p:oblems get 

solved, but it is not because of anybody 

on the ground at Lake of the Woods. 

HEARING EXAMINER: All right, thank 

you,sir. You may stand down. 
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5 William W. Carpenter, 

6 
a witness introduced on behalf of the Protestants, 

7 
being first duly sworn, testified as follows: 

8 

9 
DIRECT EXAMINATION 

10 
BY MR. SOMERVILLE 

11 
Q Please state your· name and address. 

12 

• 13 t 
A My name is William Carpentere Lake 

of the Woods, Virginia. I am sixty-one years olde 
14 

My address is P. o. Box 430,Locust Grove, Virginia. 
15 

Q Are you employed by Lake of the 
16 

Woods Association, Inc? 
17 

A No, I am not. 
18 

Q Now, you have done some work in 
19 

preparation for this case. Have you been compen-
20 

sated, or will you be compensated for this? 
21 

A ... No, I will not. 
22 

Q Please give us your educational and 
23 

occupational background. 

c 24 
. 

' 

. 

25 
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hold a masters degr~e in Commercial 

Science from Benjamin Franklin University in 

Washington. I began my accounting career in 1941 

with Stone and Webster Engineers. I spent seventeen 

years sith them at various locations in the country. 

For the past seventeen years I have been manager 

and controller of the American Psychological 

Association in Washington, D. c. 

O Mr. Carpenter, I believe that your 

prefiled testimony begins on page 21, and runs 

through your statement the last of which would 

be on page 31. Do you have any additions or changes 

which you would like to make at this time? 

A I have cne comment to make on an 

item that Mr. Leis submitted in his testimony. 

And that is on the uncollectible accounts expense. 

And we will come to that later. 

Q All right. Would you proceed to 

highlight your evidence, and point out the things 

that you feel are most important at this time. 

A Well, I reviewed the testimony and 

exhibits of Mr. Frasher which he submitted in these 

proceedings, and as an accountant I found four 

GARRETT J. WALSH, JR. 
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areas that .I thought should be adjusted. But first 

I.think I should point out that as an accountant I 

think the operation of the Company should be 

considered as a whole, as opposed to its .. various· 

components. 

There are many reasons: for that; 

most which have already been stated, but from an 

accounting standpoint the only way you can get a 

true picture of any Company is by viewing the 

operation as a total if you are considering profit 

and loss, gain, or whatever •. ~o I wouldn't dwell 

on that too much, but I do think from an accounting 

standpoint the oniy equitable way is to view it as 

one operation. 

The four areas that I find that I 

would question as to the reasonableness of the 

expenses that arel:eing charged -- and I prepared 

two exhibits -- one I restated 1979 position as 

of December 31, '79, and I restated the pro forma 

statement for 1980, but similar adjustments. These 

adjustments fall in four areas: the first one is in 

the provision for uncollectible accounts. In 

reviewing the year-end balance sheet for 1979, I 

GARREIT J. WALSH, JR. 
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noted that the reserve for uncollectible 

accounts has already passed six percent of the total 

accounts receivable, which is rather unheard of 

in the accounting field. So on that basis I just 

eliminated the expense of forty-nine thousand, 

ninety-one dollars for that item, because they 

had exceeded any reasonable amoupt .. of reserve for 

that particular item. 

Now, after _I did that, I noted the 

test~ony of Mr. Leis, the Staff Accountant, and 

I know that they apparently have a policy to 

limit that expense to one percent of the gross 

revenues, andJ:e did make an adjustment for the 

sewer operation of twenty-one thousand, four hundred 

and three. So I then created a statement, going 

back to the 1975 point of origin, to determine what 

the adjustmentshould be for the water operation in 

'79, and it amounts to twenty-two thousand, eight 

hundred and forty-seven, which would be an additional 

adjustment that should be made in that area. 

And I might add --

Q Is this attached to your statement? 

A Yes, it is. 

GARRETT J. WALSH, JR. 
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2 
O That is Statement. 3, Carpenter? 

3 
A That is Statement 3, Carpen~ero 

4 
I might add, as a result of preparing that statement,, 

5 
that was the only way I could arrive at the current· 

6 
figure was to start at the beginning. 

7 
I note that the total excess 

8 
deduction, that is the excess over the one percent 

9 
that would be allowable for that period, amounts 

lo 
to two hundred and twenty-nine thousand, seven hundred 

11 
and ninety-four dollars, if we are only speaking of 

12 \. 13 

1979. 

So that is not totally pertinento 
14 

I agree with Mr. Leis' deduction 
15 

on the depreciation, which I made a similar deduction 
16 

17 
or adjustment on the depreciation factor, slightly 

18 
over thirty-two thousand dollars for depreciation 

19 
that had been taken on the contribution to 

20 
construction which didn't cost them anything, 

21 
although they do have.it in their capital, but it has 

22 
to be backed out in the rate base. so, obviously, 

23 
depreciatio~ would come out, too. 

,. 24 

25 

And there were two other small areas 

-- not too small. One was a management fee that is 

GARRETI J. WALSH, JR. 
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bei"ng charged l;7 the parent company. 

Normally, a parent company gathers 

in the profits or sustains losses of any subsidiary 

company, and I saw no evidence of any services being 

rendered, so I just, as an accountant, thought that 

was unjustified, so I eliminated that particular 

item. 

And I did the same thing with the 

engineering consultants fee of fifteen thousand 

dollars, because in my review of all the records 

that I could get my hands on, I could see no evidence 

of any services being render~d by the consulting 

organization in Santa Monica on an organization in 

Lake of the Woods, Virginia. 

And that, really~are the four basic 

areas that I found that I thought should be 

adjusted to state the Company's true position. 

349 
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1·am an accountant and hold a Masters Degree in Commercial 

Science from the Benjamin Franklin University in Washin.gton, D., C~. 

My early experience in the field of accounting commenced in 1941 

when I was employed by th~ Stone and Webster Engineering Corporation 

as a field accountant. I spent 17 years with that firm in various 

locations, including Cleveland,. Ohio;· Philadelphia,_ Pennsylvania; 

Washington, D. c. ;. Alexandria,. Virghiia; and Dickerson, Maryland. 

For the past seventeen years, I have been a manager and the 

controller of the American Psychological Association in Washington, 

D. c. I am now retired and reside in Lalre of· the Woods. My 

mail:ing address is Post Office Box 430, Locust Grove, Virginia 22508., 

. _I have. reviewed the testimony and exhibits of Mr. Frasher in 

these pr~ceedings and have prepared a restat~ent of the exhibits 

to reflect changes therein which· I believe should be made., 

Attached hereto are my Statements . #1 and #2. Each has appendant 

to it an explanation of the adjustments I have made and the effect 

thereof on the pro_forma financial results of operations of the 

Lake of the Woods Utility Company. As will be seen from those 

two statements, each is based on the total operations of the Lake 

of the Woods Utility Company., I believe it is preferable to 

treat those operations as a w~ole rather than breaking down the 

revenue and expense accounts between sewerage and water. There 
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are s~veral reasons for so doing. 

ln the first place, there are only three existing residences 
I 

at th~ Lake of the Woods which do not use bo~th serv.:.ces. One of 

them is on the north side of Route #3 and has its own septic 

field. The other two are homes which were built some years ago 
I . 

and a]+so have their own septic fields. Every other customer of 

the Lake of the Woods Ut~lity Company utilizes both the sewerage 
I 

and th:e water services. All homes which are to be built in the 
. 

future; will use both services. It follows, therefore, that from 

the standpoint o~ the homeowner, the two services are interde- " 

pendent and ought to be viewed as just one. 
I . . 

The second important reason for treating the accomits of 

the Lake of the Woods Utility Company on a combined basis, that 

is, bo~h water and sewerage, is the difficulty encountered in 
I . 

separating the· operations into individual component parts. For . . 
example, Mr. Frasher's exhibits allocate 4~ of the total 1979 

' . . 
revenues of the company to the water service arid 52-Z of those 

revenues to the sewerage service~ My search of the records made 

ava~lable to me by the Lake of the Woods Utility Comp~y leads 

me to believe that this is primarily the result of the company 

treating the avail~bility charge of ~7.75 per month as being 

$4.00 ~er month for the availability of wat~ and $3.75 per month 

for the availability of sewerage. I do' not view that as a fair 

separat:ion of the availability charge. The rationale of an 

availab,ility charge is to compensate the company immediately for 

having made the initial investment in the utility plant. The 

investm\ellt made by the Lake of the Woods Utility Company in the 

sewerage system is obviou8ly far larger than its investment in 

the.water system and, therefore, a much larger allocation of the 
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( availability charge should be made to sewerage. It is better, 

however, to avoid the problem in its entirety by treating tt ! 

total operation as a tm.it. ~. 

Looking at the problem from the standpoint of operating 

expenses, the separation of accotm.ts becomes extremely difficulto. 

The maintenance crew at Lake of the Woods works interchangeably 

on both water and sewerage services. From my observation at the 

office of the company at.Lake of the Woods, the costs of the 

operation and maintenance and capita.l construction are allocated · 
» 

by the company by the use of a work-order system. To ascertain 

if all costs are properly allocated would require a complete 
. . 

a~dit of all work-orders in conjtm.ction with the payroll and 

material records. This would also include an inventory of all 

new additions to the utility plant to determine if the costs are 

reasonable. It is my understanding that the Lake of the Woods 

Utility Company .. ba~ ·never bad an audit by an outside independent 

accounting firm • 

. In the final analysis, the true position of any company from 

an accounting or financial standpoint should be determined by the 

total company operations as opposed to individual operations 

within the company. · There are many ways to allocate costs to 

individual operati~ within a company, each of which. is no 

better than the method and accuracy of the particular system used. 

On the other.hand, the.results of the entire company operations 

give an accurate picture of the companye 

As Mr. Potter, the President of the Lake of the Woods 

( Association, Inc., has explained, the· administration of the. 

- 23 -
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affairs of the Lake of the Woods community is performed by the 

residents themselves on a volunteer and unpaid basis. Because 

of my backgro\llld in accounting, I was asked to review the finan­

cial and accounting data of the Lake of the Woods Utility Company 

to determine the justification, if any, for the proposed in­

creases in sewerage charges. I called upon the company to 

provide me with the data which had been submitted to the State 

Corporation Commission in support of the proposal and I also 

asked the company to provide me with copies of its annual 

reports to the Commission for the past five years •. I revi~wed 

all of that material.and used it as the basis for restating the 

exhibits which were submitted to Mr. Frasher •. In so doing, l 

restricted myself to identifiable expense items which, in my 
. . 

judgment;, should not be charged as operatilig expenses and used 

as a basis for a proposed rate increase. I might add that there 

&re other el_ement~ ~f expense which are highly questionable, but~-­

I· have made no adjustment for these in my exhibits. For example, 

the labor charges in the general and administrative area include 

a substantial amount for supervisory personnel located in Berlin, 

Maryland~ These personnel spend a lllinimum amount o~ time at-the 

Lake of the Woods •. No adjustmmt has been made in those charges 

as they cannot be identified clearly. - However, consideration 

should be given to the exclusion of a po~tion of those costs in 

proportion to the time spent at the two locations. 

Another example is t~e assumption by Mr. Frasher that the· 

3~ increase in the cost of power during 1980 will be continued 

- 24 -
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for the remainder of the year and into the future. It is well 

known that the Rappahannock Electric Co-operative," which supplies 

power to the Lake of the Woods Utility Company> purchases its 

electricity from the Virginia Electric and Power Company. Vepco 

has recently become a large ~roducer of electric power from 

nuclear reactors. An article in the Wall Street Journal of 

September 16> 1980> 'quoted the company as stating that when the 

North Anna Number 2 nuclear.plant is operating fully> expected 

before year end> the net offset will be a reduction in Vepco 

rates of 7.xt in 1980. 

My statement #1 attached hereto shows the.results of the 

company's operation8 for the calendar year 1979 as·restated with 

the adjustments I believe should be made. Those adjustments 

would reduce the 1979 loss from $131>261 to $12>136G The 

schedule explaining the adjustment and which was attached to 

Statement. #1 shows-that those-.-adjustments··cover four items. ·· 

The first would eliminate.the expense item for the provision 
. . 

for uncollectable accounts. · The··~ompany evidently has no 

program for collecting outstanding customer accounts. The 

provision for uncollectable accounts has increased over the 

years with an expense taken each year. As of December 31» 

1978> this account 8:1JlO~ted to 601. of the total customer 

accounts receivable •. Good. management and a serious program to 

collect outstanding receivables should limit the provision for 

uncollectabie accomits to no more than 20 or 25 per cent of 

total receivables. It is an unfair burden to have the property 

- 25 --

354 



6-31 Carpenter - Direct 278 

/ 

owners at Lake of the Woods charged for Lake of the Woods 

Utility Company's lack of effort in this area. 

The second adjustment I have made is to eliminate the 

management fee c~ged by the parent c~mpany located in Santa 

Barbara, California. 

My investigation has disclosed no instance of any manage­

ment service being performed by the Californi~ company for the 

Lake of the Woods Utility Company. Rather, the relationship 

between the two companies appears to be the normal one where 

the parent company receives the prof its or stands the losses 

of its subsidiary • 

355 

. . The third adjustment I have made is to eliminate the engineer­

ing consulting fe~ being paid to a firm located in Santa.Monica, 

California. The personnel of that firm are rarely at the Lake 

of the Woods •. I am told that the frequency of _a representative 
. . . . . 

visiting· the project is about once a year and I have. found no 
. 

e:videnee of consulting services actually being rendered. 

The fourth adjustment I have made eliminates the deprecia­

tiCm taken on contributions to construction. That portion of 

the utility plant ~t is paid for by the connection charges 

received from the property owners wai obviously billed at_ no 

cost to the Lake of the Woods Utility Company. Therefore, the 

company is not entitled to take depreciation on it and, in 

addition, such contributions to construction should be excluded 

from the rate base. 

M~ Statement #2 appendant hereto restates the financial 

results of operations as projected by Mr. Frasher for the year 

1980. -As will be observed, my restatement utilizes the rate of 

- 26 -
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(End of prefiled testimony) 
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HAROLD J. WADE, a witness called 

by and on behalf of the Protestants, having first 

been d~ly sworn, testified as follows: 

DIRECT EXAMINATION 

BY MR. SOMERVILLE: 

Q Please state your name, age 

and residence. 

A I am Harold J. Wade, and I live 

at Lake of the Woods, 434 Eastover Parkway. My 

mailing address is Box SSS, LOW, Locust Grove, 

Virginia. 

Q And what is your age? 

A I'm sixty-seven years old. 

Q You are retired, I believe? 

A Yes. 

Q All right •. Would you please 

proceed to read your statement? 

A Yes. Lake of the Woods is a 

combination residential and recreational community. 

Some of the landowners there have built homes which 

they use primarily on weekends. Others have built 

homes in which they reside on a full time basis. 

SUE TRAYLOR - COURT REPORTER 
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Some of the full time r:Jsidents 

are still employed and conunute between Lake of 

the Woods and their places of employment in the 

general area. Others are retired persons, as I am~ 

I feel sure that some of the retired residents of 

Lake of the Woods enjoy substantial incomes. On 

the other hand, there are many of us ·who live on 

fixed incomes of limited size. 

I personally find my own retire­

ment income barely adequate to meet my expenses. 

My working years were spent 

in the employment of the Western Electric Company 

from which I retired in 1975, at which time I took 

up residence at Lake of the Woods. My pen~ion has 

no built-in adjustment for inflation and, as a 

consequence, I am forced to limit carefully the 

money that my wife and I spendo 

My home is mortgaged and the 

mon"t:hly_ payments made thereon, together with the 

rising cost of living, have put a real strain upon 

my budget. I frankly doubt that I can continue 

living at Lake_of the Woods if I am forced to pay 

forty dollars a month for sewerage charges. Even 

the twenty-four dollars a month sewerage charges, 

SUE TR.AYLOR - COURT REPORTER 
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which have been approved on an interim basis, will 

be a burdensome payment for me to make. 
'i.· 

Property values at Lake of the 

Woods have not increased as much as they have in 

urban centers during the past several years. I cannot 

help but believe that if the sewerage charge at 

Lake of the Woods is permitted to remain at twenty­

four dollars per month, let alone rise to forty 

dollars per month, property values will fall. If 

that happens, I will be doubly injured. 

Not only will my ability to 

continue living at Lake of the Woods be threatened, 

but also my ability to sell my present home without 

suffering a real financial sacrifice will be impaired. 

I realize that no privately 

financed corporation such as Lake of the Woods 

Otility Company can be expected to provide a 

public service at a loss. on the other hand, I 

believe that it is incumbent upon any such company 

1 to conduct ·its operations in the most efficient and 

' economical manner possible. 

If the LOW Otility Company has been 

doing that and still suf£ers an operating loss, then 

I suppose an increase in its charges is inevitable. 

SUE TRAYLOR· COURT REPORTER 

359 



•· 1 

2 

3 

4 

5 

Wade - Direct 285 

If it has not been conducting its operations 

efficiently and economically, I believe it should 
i,_ 

be required to do so before making any increase in 

its charges to its customerse 

360 
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BRENDA McCALL, a witness called 

by and on behalf of the Protestants, having first 

been duly sworn, testified as follows: 

DIRECT EXAMINATION 

BY MR. SOMERVILLE: 

Q Please state your name and 

residence. 

A My name is Brenda Mccall. I 

live at 600 Monticello Circle, Lake of the Woods. 

Q 

A 

Q 

your statement? 

A 

I believe you are over eighteen? 

Oh, yes. 

Would you proceed to read 

Yes, sir. It is my understanding 

that there are a number of people like myself, ., 
living at Lake of the Woods who live on a fixed income, 

an income which is not large. Like myself, they 

built or bought in Lake of the Woods in order to 

be able to live within that income in a reasonable 

and dignified manner. 

If the increase in the sewer rates 

proposed by the Lake of the Woods Utility Company is 

SUE TRAYLOR.· COURT REPORTER 
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allo·,;ed to go through, people like myself will not 

be able to continue to live theree 

I don't know if my arithmetic 

is correct, but it seems to me that it is approxi­

mately a four hundred percent increase. It also 

seems incredible that anyone could believe that 

such a huge increase could be justified in the 

light of the present rate of inflation which I think 

is around thirteen percent& 

I could not afford to pay it, 

and I wonder whether, under such an extremi,ty, I 

would even be able to sell my house should that action 

be necessaryo Who would want to buy where such 

exorbitant costs exist? 

The prospect is very frightening. 

Unable to live in Lake of the Woods and yet unable 

to sell and get out, too. The alternative would 

be the loss of everything. 

To people like myself, therefore, 

granting such a huge increase in the cost of 

sewer maintenance would be a disaster. 

I am a retiree; I built my 

house in order to have a decent, reasonable-costing, 

secure place to live when I retired. Presently I 

SUE TRAYLOR - COURT REPORTER 
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get by without much lFft over, but without having 

to go into debt and without having to ask help 

frQm anyone. That would not be the case if this 

huge iricrease·is allowed. 

Please. consider carefully the 

effect of such action on people like me, myself. 

· .... 
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ALBIN L. LINDALL, a witness called 

by and on behalf of the Protestants, haYinq first 

been duly sworn, testified as follows: 

DIRECT EXAMINATION 

BY MR. SOMERVILLE: 

0 Please state your name and 

residence. 

A I am Albin L. Lindall, age fifty-

eight, Birchside Circle, Lake of the Woods. 

O Mr. Lindall, I believe you have 

been livinq at Lake of the Woods since the beginning, 

haven't you?· 

A 

Q 

Yes, sir. I am a charter member. 

All right, sir. What is your 

educational and occupational background? 

A I am a war graduate of the 

Virginia Military Institute and obtained a 

'"B .. A. degree from George Washington University. And 

I presently am in.the real estate business. 

Q You stated you are in the 

real estate business. Can you tell us exactly what 

your business is? 
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A Yes. I have a broker's license 

in real estate from the State of Virginia. I've 

held that the last five years. I had a real estate 

salesman's license before that, yes, for ten years. 

I belong to the Piedmont Board 

of Realtors, which includes the Orange county and 

Lake of the Woods. I belong to the Virginia Association 

of Realtors and the National Association of Realtors. 

Q How long have you been active 

in the real estate field in the Lake of the Woods 

area? 

A I've been active in Lake of the 

Woods since 1968. I didn't actually open up my 

office until ·1975. 

Q So you h~ve observed the growth 

and development of the community? 

A Yes, sir, I have. 

Q Based on your experience and 

your situation, are you in a position to offer some 

opinion as to what the increase might ·do to any 

further development? 
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2 A Ye .: , .sir. I feel like I am. 

3 
My principal concern with the proposal of the Lake 

4 
of the Woods Utility Company to increase drastically 

5 
the sewer charges is -- theeffect it will have on 

6 
the growth of the Lake of the Woods community, and 

7 
upon the value of the re~l estate there. 

8 
As other witnesses have testified, 

9 
only about one-fifth of the residential lots in 

10 
the community have buildings upon them. There is, 

11 
therefore, plenty of room for growth. ·About seventy 

12 
new homes have been built each year. The market 

( 

( 13 \ for existing homes have been quite active. There 
14 

are a good many retfred persons in the Lake of the 
15 

Woods, and as to be expected, physical incapacitations 
- 16 

and mortalities have made necessary the sale of a 
17 

good many of existing homes. 
18 

A ready,aarket for such homes 
19 

is essential to the willingness of .retired and aging 
20 

people to continue living on property which uhey 
21 

own. Up •until now, that market has been a good one 
·22 

and my office has participated in the selling and 
23 

buying of a large number of such homes, as well as 
24 ,, 

\\ 
25 
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2 
large number of undevelopE.; lands in the community. 

3 
When the Lake of the Woods Utility 

4 
Company announced the proposed increases in the 

5 
charges for sewerage service, there was an immediate 

6 
effect upon the saleability of propertY at Lake 

7 
of the Woods. We felt, in our office, compelled 

8 
to advise prospective purchasers of that announcement 

9 
and we did so. 

10 
Several prospective purchasers of lots 

11 
upon which they intended to build declined to go 

12 
forward with their negotiations and there has 

13 
certainly been a very dampening effect upon the 

14 
sale of homes. That is by no means surprising when 

15 
consideration is given to the fact that most propsecti~~ 

16 
purchasers of real estate look at the cost of 

17 
ownership, including taxes and public utility 

18 
services. The sewerage charges proposed would, 

19 
I believe, exceed the cost of taxes on every bit of 

20 
property within the Lake of the Woods community and 

21 
in some instances would be more than double the 

22 
I heard today that there are some that have 

23 
tripled. 

24 
.{ 
'. 

25 
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If the interin incre; ·;e in the sewerag~ 

charges, which amol;lnts to. an increase of two hundred 

percent, is not rolled back, I believe there will be 

a decline in the rate of growth of the Lake of the 

Woods community. 

I also think that the interim increase 

will have a depressing effect upon the saleability 

of the existing homes. If thei;ropo~ed four hundred 

percent increase in the sewerage charge is permitted 

to become effective, the suppression of construction 

and sales will be very much greater. 

That is all I have to say. 

MR. RIELY: No questions. 

HEARING EXAMINER: So you mention 

the point about taxes, and the fact that 

your rates may exceed the taxes, or will 

according to your calculations. The 

development is located in Orange County? 

WITNESS LINDALL: Yes, sir, it is. 

HEARING EXAMINER: Do they assess 

property .at a hundred percent of fair 

market value? 

GARRETT J. WALSH, JR. 
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2 

\'i<TNESS LINDALL: Y~s, sir; they do. 
3 

HEARING EXAMINER: And they tax 
4 

at that rate also? 
5 

WITNESS LINDALL: Yes, sir. The 
6 

7 
average tax would probably be in the 

vicinity of -- this is a guess -- two •"r• 

8 

hundred to three hundred dollars a year. ... . ::.-""""'....:,__:___ Q 
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GEORGE P. BEARD, JR., 

a witness introduced on behalf of the Protestants, 

being first duly sworn, testified as follows: 

DIRECT EXAMINATION 

BY MR. SOMERVILLE 

0 Please state Your name, age, and 

residence. 

A George.P. Beard, Jr., 59, Culpeper, 

Virginia. 

O I believe you are connected with the 

Second National Bank of Culpeper. 

A That is correct. 

0 What is your position with that 

banko 

A I am Chairman of the Board. 

Q How long have you been with the 

Bank? 

A Since 1941; thirty-nine years. 

0 And I believe you were formally 

President of the Bank? 

GARRETI J. WALSH, JR. 
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1 

2 
A Former President, yes, sir. Bookkeeper, 

3 
teller, most anything they had there. 

4 
Q Has your bank been involved in 

5 

6 
financing of homes at Lake of the Woods? 

7 
A Yes, sir, Mr. Somerville. As I 

8 
remember, in 1967, I believe it was, when the 

9 
Boise Cascade people started this project, we were 

10 
approached about financing some lots in the area. 

11 
This, of course, is in our adjoining county. We 

12 
are reluctant to go over the county line, but 

13 
apparently they approached all the banks in the 

14 
area, knowing -- being a native of the area, born 

15 
and rai.sed in Culpeper, and as flat as it was, I 

16 
questioned the perkilation of this land. So low 

17 
and behold, the 0:-ange County Review came out with 

18 
a J:eadline saying that the land at the Lake of the 

19 Woods would not perk. So instead of not touching 

20 this one with a ten foot pole, we decided to go to 

21 a twenty foot pole, and we didn't have to finance 

22 any lots whatsoever to Lake of the Woods at the 

i 
23 time. 

24 ·When we found out several years 

25 
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2 later tl:lat the utility company was coming 

3 
in, we became a little more interested. 

4 
Then we were xeluctant, ·because we found 

5 
out even though you had no building there, 

6 
you had to pay a monthly sewer fee for 

7 
unimproved land. So we waited until the 

8 
'70s and got into it a little bit better 

9 
and in 1975 we went into _it at great 

10 
length. 

11 
We had financed several homes at 

12 
Lake of the Woods. We based our loans 

13 
on the income of the people. The assessment 

14 
at Lake of the Woods is iower than it is 

15 
in Culpeper, and the real estate taxes, and 

16 
it sounded like a pretty good deal. 

17 
In the late 1975, we certainly had a 

18 
s~rge of Culpeper people wanting to move 

19 
to Lake ·of the Woods, to start buying their 

20 
retirement home at an early age, because 

21 
they could pay for it while they were 

22 
emp.loyed. Now we are concerned because 

23 

24 
t~is rate increase, what it is going to do 

25 
to the present mortgages we have at Lake of 

GARRETI J. WALSH, JR. 
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2 
the Woods if forec:losure ·· ts to be made. Who is 

3 
going 1D buy the houses with this thing starring 

4 
them in the face? 

5 
We are not more relucant to finance 

6 
houses at Lake of the Woods because of this increase. 

7 

8 
We check more carefully the income of the buyer. 

We find out whether or not their retirement income 
9 

is sufficient to make the purchase, and now when 
10 

people come to approach us about buying a home in 
11 

12 
Lake of the Woods, we take a little more pains on the 

income aspect of it. We have a bank officer who 
13 

lives there, andle just gave him a wage increase 
14 

because of the cost of gasoline, but I don't think 
15 

we are going to give him a wage increase because 
16 

of the sewer fee. 
17 

18 
He is a good man and respect him, 

19 
but we are concerned about what isc;ping to happen 

20 
what is already down there in the ~ay of mortgages 

and what we arec;ping to do for the future. 
21 

22 
It is a good community. We are proud 

23 
of the fact we are in there now. We just recently, 

financed two constructi.on loans down at Lake of the 
24 

25 
Woods for a builder down there, but we wouldn't do that 

GARRETI J. WALSH, JR. 



37'3 

·Beard .. -. ,Direct 29~ 

2 unti.l he showed us he had <l perma~ :!nt take-out, and 

3 the people bu~ing the houses had sufficient income 

4 to not only pay to build the 'house, but to pay for 

5 increased sewer tap if it comes up. 

6 And I ·believe I left a letter with 

7 you based on our concern. 

8 Q Mr. Beard, prior to the interim rate 

9 change, the monthly sewer rate was eight dollars? 

10 A Eight dollars. 

11 Q The:interim rate went to twenty-four? 

(:~ 
\' -· .. 

12 A That :is right. That is when we began 

13 to take a little closer look. We even reco:rranended 

14 some of our_widows to go to Lake of the Woods, 

15 because their real estate taxes were lower than ours. 

16 Q I have heard your testimony. Did 

17 
your testimony refer to the twenty~four dollar 

18 rate? Or to the forty dollar rate? 

19 
A To both. When it went to twenty-

20 
four, we began to call in our officers and make a 

21 
better study of what we were doing, and then when 

·22 
it .recently went to about forty, then the officers 

23 
are on us for. good unti.l this thing is over with. 

24 

25 
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2 

3 CROSS EXAMINATION 

4 BY MR. RIELY 

5 
0 How many mortgages do you have at 

.6 Lake of the Woods? 

7 
A Mr. Riely, nice to see you again. 

8 
Q How are you , =George? 

9 A I think, Mr. Riely, we have pretty 
10 close to a million dollars worth of mortgages. 

GARRElT J. WALSH, JR .. 
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EXHIBIT TLT-1 

THOMAS L. THORPE 

Address: 3611 Ocean Pines 
Berlin, Maryland 21811 

Telephone No. 301/641-3131 

PROFESSIONAL EXPERIENCE 

. May 1979 -
Present 

September 1977 -
April 1979 

January 1974 -
September 1977 

November 1973 -
January 1974 

Vice President/General Manager, Maryland Marine 
Utilities, Inc., Vice President/General Manager, 
Lake of the Woods Utility Company·. 

Responsible for: Maintenance and operation of water 
and vacuum sewer systems within the individual projects 
of Ocean Pines and Lake of the Woods with an anticipated 
total population of 10~000 and 7,000, respectively, 
including budget preparation, engineering reviews, 
collection procedure and customer policy. 

Director of Public Services Department, City of 
Beverly Hills, California. Department of 150 employees, 
operating budget of $9 million, capital improvement 
budget of $14 lldllion. 

Responsible for: Maintenance of city streets, storm 
drains, sewers, street trees; provision of water and 
rubbish collection; municipal building, vehicle, and 
equipment maintenance; municipal engineering. 

Water Operations Manager, City of Beverly Hills, 
.California. Municipally-owned Water Department with 
annual revenue budget of 1$3.5 million. 

Responsible for: Design system improvements and pipelit).e 
replacements of water system serving 10,800 customers. 
Administer contracts and establish water rates. Manage 
operation of two water treatment plants with combined total 
of 12 mgd. 

Administrative Assistant with Beverly Hills Water 
Department. 

Responsible for: Direct customer.service section of 
municipal water operations~including meter reading, 
billing and collections. 



September 1969 -
November 19V3 

March 1968 ..... 
September 1969 

June 1963 - ' 
March 1968 

January 1954 -
June 1963 

September 1~51 -
January 1954 

August 1947 -
September 1~51 

I 
October 1946 -
August 1947 

POLITICAL EXPERIENCE 

1957 - '1961 

1962 - 1963 

··-2- Thorpe 

Assistant Field Superintendent with Beverly Hills Water 
Department. 

Managed own business (C.S.T. Enterprise, an oil and 
water well service company). 

Division Manager for Orange County Divi~io~, Southern 
California Water Company serving 6 Orange County cities 
and miincorporated county areas, 31,000 customers. 

Responsible for: Operation of three commercial of fices 
employing eight cashier clerks and 31 field employees. 
Preparation of division budgets, accounting and office 
procedures within the division, operation reports 
necessary to file rate adjustment requests to Public 
Utilities Commission. 

Operations Superintendent, Southern California Water 
Company. 

Responsible for: Maintenance and operation of total 
system employing 44 persons, including four separate 
commercial offices serving approximately 27,000 customers. 

Assistant Superintendent, Southern California Water 
Company, serving 27,000 customers. 

Responsible for: Supervision of 31 employees; in charge 
.of pipeline crews as well·as system operation. 

District Foreman, Southern California Water Company, 
for Gardena, serving 11,000 customers. 

'< 

Responsible for: Supervision of 16 employees to operate 
and maintain water supply system including pumping, 
purification and water treatment plants. 

Serviceman, Southern California Water Company, Los 
Angeles. 

City Councilman, City of Lawndale, California. Part-time 
position, served on City Engineering and Planning 
Committee. 

Mayor, City of Lawndale, California. 
Part-time position. 
Major projects: Obtaining County money for widening two 
major arteriials; construction of two city-owned parks and 
recreational facilities. 



EDUCATION 

1964 

1969 
1971 
1971 

MILITARY SERVICE 

1940 -
1946 

PROFESSIONAL 
ORGANIZATIONS 

-3- Thorpe 

Completed two-year course in Business Administration .and 
Management at Orange State College (formerly Fullerton 
College). 

UCLA Extension Course - Management 'by Ol?je~tives 
UCLA Extension Course - Co~unication in Management 
~tate Department of Public Health - Public Health 

Aspects of Domestic Water Supplies (two courses) 

Enlisted in the U. S. Coast Guard - received an 
Honorable Discharge as Chief Machinist Mate. 

American Public Works Association 
American Water Works Association 
Southern California Utilities Association 
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Sewer 0perations 

Revenues: 

I.AKE OF THE h-oJDS UI'ILITY COvlPANY 

Schedule Of Company Adjustments 
December 31, 1979 

Revenues resulting from use of 12-31-79 customers for full 
year revenue calculations 

Total Adjustment 

Operation and Maintenance: 
Annualization of pilyroll cost increase which was effective· 
4-1-79 

Increase in enployee p'.'iyrOll taxCS I arxl insurance due to 
annualization of payroll cost 

Annualization of additional power costs due to Virginia. 
Electric Co-op rate increase on October l, 1979 

Total Adjustment 

Depreciation Expncse: . 
Increase due to recalculating depreciation expense on 
plant balances at 12-31-79 

Total Adjustment 

Taxes Other Than Income: 
Increase in gross receipts tax due to adjusted revenues 

Total Adjustment 

Effect Of Company PrOJ;X?Sed Rates 

Revenues: 
Sewer revenue increase due to applying company proposed 
rates to 12-31-79 customers 

Operation and MaintenilRCe: 
Increase in o..-penses to cover the costs of ·this filin;J 
anortize:i over 4 (four} years 

·Taxes, Other ·'Ihan Income: 
Increase in gross receipts tax due to proposo:l revenue 
increase 

Water 0perutions 

Revenues: 
Revenues resulting from using 12-31-79 customers for full 
year revenue calculutions 

Totul Adjustment 

-----------------------------

Exhibit RLF -

Statement 4 
l of 2 

s 1,785 

1,785 

$ 2,032 

$ 447 

$ 26,583 

$29,062 

2,047 

$ 2,047 

$ 56 

.$ 56 

$ 295,296 

s 7 ,000 

s 9,228 

s 77 

s 77 

38 



lAKE OF THE v.mos UI'ILITY' ca'!Pl\NY 

Schroule Of Company Adjustments 
December 31, 1979 

water Qi_'.)Crations (con't.) 

Operation and Maintenance: 
Annualization of payr~ll cost increase which was effective 
4-1-79 

Increase in employee payroll taxe5, insurance and pensions 
due to annualization of payroll increase · 

Annualization of additional pc:Mer costs dtie to Virginia 
EJ.ec:tric co-op·rate increase on October 1, 1979 

Total Adjustment 

Depreciation Expense: 
Increase due to recalculating depreciation expense on 
plant balances at 12-31-79 

Total Adjustment 

Taxes, Other '!ban Income: 
Increase in gross receipts tax due to ad)usted ·'revenue 

Total Adjustment 

I:Y.hibi t m...F' -
Schedule 4 

Page 2'of 2 

s 432 

95 

s 2,197 

s 2,724 

s 180 

s 180 

s 2 

s 2 

383 
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Number 
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4 

. 5 
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7 

8 

9 

10 
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Exhibit No. SFL-3 
Witness~ Leis 
Schedule A to 
Statement I 
Page l of 3 

LAKE OF THE WOODS UTILITY COMPANY 

Explanation of Adjustments Appearing in 
Column (4) of Statement I 

:Explanation 

0perating Revenues 

To annualize revenues based on number of 
customers at December 31, 1979. (See Statement 
II) 

To annualize an 8% salaries and wages increase 
effective April 1, 1979 net of Rick Trenary's 
applicable salary 

Amount 

$ 1,551 

$ 1,831 

To increase employee pensions and payroll taxes 
associated with pay raises effective April 1, 1979. 403 

To annualize a power increase by Virginia Electric 
CO-OP on October 1, 1979. (Company projection) 27,929 

To amortize t of Company's rate case expense • 
Rate Case Expense: $28,ooo = $7,000-$2,971 (expense~ 4,029 

4 yrs 

To adjust management fee per affiliate agreement. (492) 

To decrease outside services for amounts paid 
to F. L. Atkins - consultant, considered non-
recurring for ratemaking purposes. (5,942) 

To decrease injuries and damages to a three year 
average using 1977 thru 1979. (436) 

To amortize outside services (legal fees) over 
a three year period due to litigation between 
Company and Qustomer (Gay) resulting in a 
$1,000 damage claim to the customer. (1,641) 

To decrease uncollectible sewer accounts to a 
nominal 1% rate of gross annual revenue. (21,403) 



Adjustment 
Number 

11 

12 

13 

14 

15 

16 

17 

LAKE OF Th"'E WOODS UTILITY COMP.ANY 

Explanation of Adjustments Appearing in 
· Column (4) of Statement I 

Explanation 

Operating Revenue Deductions 
operations and Maintenance (Cont'd) 

388 

Exhibit No. SFL-3 
Witness: Leis 
Schedule A to 
Statement I 
Page 2 of 3 

Amount 

To increase uncollectible sewer accounts to nominal 
1% rate on the above revenue adjustment (Adjust-
ment No. 1). -$ 16 

To decrease maintenance expenses ·ror amounts 
· determined by the starr to be capital items. 

Depreciation 

To adjust depreciation expense to a 3% composite 
rate on the 12/31/79 balances of non-contributed 
property9 

Taxes Other Than Federal Income Taxes 

To adjust for gross receipts taxes applicable to 
revenue adjustment no. l ($1,551 x 1.225%) 

To increase gross receipts taxes due to a 
decrease booked during the test period, but 
applicable to a prior period. 

Adjustments to (January 1979 
1978 (April 1979 

$ 529.14 
751.76 

$1,280.90 
Sewer Percentage x 52% 

'"*'$--1'!'6"!!"'6~6 ----

To decrease real estate taxes for an amount that 
was erroneously booked twice during the test 
period. 

Utility Plant 
"'Ut"i1ity Plant in Service 

To increase utility plant for amounts expensed 
during the test period ·that ·should have been 
capitalized. 

$°(32,100) 

19 

666 

(266) 
419 

$ 6,094 



Adjustment 
Number 

LAKE OF THE WOODS UTILITY COMPANY 

EXplanation of Adjustments Appearing in 
Column (4) of Statement I . 

Explanation 

Accumulated Depreciation 

389 

Exhibit No. SFL-3 
Witness: Leis 
Schedule A to 
Statement I 
Page 3 of 3 

Amount 

18 , To adjust accumulated depreciation to a 3% composite · 
rate on non-contributed property. $(101,982) 

19 

20 

! 

! . 

Contributions in Aid of Construction 

To decrease contributions per books, based on 
the amount that was included in case no. 19867 
and the additions thru December 31, 1979. 

Allowances for Working Capital 

To decrease allowances pertaining to the 
total 0 & M expense adjustment. 

( ) Denotes Negative Amount 

$ (3,233) 

$ (200) 

··----·-- ------------------------' 
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LAKE OF THE WOODS UTILITY COMPANY . 

Explanation of Adjustments Appearing in 
Column (6) of Statement I 

Explanation 

0perating Revenues 

To reflect the estimated increase in annual 
revenues from the company's proposed rates. 

To increase uncollectible accounts - sewer for 
a nominal 1% rate on the above revenue adjust­
ment. 

Taxes Other Than Federal Income Taxes 

To adjust for gross receipts taxes applicable 
to adjustment No. 1 less No. 2~ 

adjustment No. 1 
less: adjustment No. 2 

special tax 

gross receipts $100,000 
first $100, 000 x 1o125% 

1980 rate on $192,343 
balance x 2.6% 

$295,296 
2,953 

$292,343 
x. .1% 

$ 292 

l,125. 

5:001 
$ 6 _ 418 

Allowances for Working Capital 

To increase allowances for working capital by 
the amount pertaining to adjustment No. 2. 

40/360 days X $2,953 

·Exhibit No. SFL-:3 
Witness: Leis 
Schedule B to 
Statement I 

Alnount 

$295,296 

$ 2,953 

$ 6,418 

$ 328 
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LAKE OF THE WOODS UTILITY COMPANY 

Income Statement - Per Books 
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Exhibit No. SFL-3 
Witness: Lers-­
Statement III 

For the Year Ended December 31, 1979 

Operatifig Revenues 

Operatipg Revenue Deductions 
Opera:tion and Maintenance Expenses 
Depre:ciation and Amortization Expenses 
Taxes: Other than Income Taxes 

To~al Operating Revenue Deductions 

Net Operating Income (Loss) 

Other :rhcome Deductions 
Inter~st on LOng-Ter.m Debt 
Interrst on Debt to Associated Companies 
Other, Interest Expenses 

Total Other Deductions 

Extraor<ainary Income 

Net IncQme (Loss) 

( ) De:notes Negative .Amount 

$449,274 
128,872 

37,323 

$192,216 
6,402 

192 

$ 484,207 

615,469 

$(131,262) 

198,810 

127,876 

$(202,196) 
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CHART 

FROM WASHINGTON POST 

September 28, 1980 

COST/YEAR 

Chart 
Alan L. Potter 

EXHIBIT ALP-4 

.-

COST OF WATER AND SEWER SERVICES 

Water Sewer Total 

Rpckville, Maryland $68.80 $ 97.60 $166.40 

Bowie, Maryland . $96.00 $120.00 $216.00 

A~lington, Virginia $67.20 $101.60 $168080 

Alexandria, Virginia $99.36 $ 73.20 $172.56 

Fairfax County, Virginia $69.00 $112.80 $181.80 

. F~lls Church, Virginia.· $7&.80 ,$120.00 $198.80 

Fairfax City, Virginia $78.67 $188.80 $267.47 

I 

Above figures are cost for the normal family of 
four using 80,000 gallc;ms of water a year. Local 
taxes and service charges are included. 

- 9 -
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'0 39 EXHIBIT WHC-5 

STATEMENT fll 
WILLIAM W~ CARPENTER 

LAKE OF THE WOODS lITILITY COMPANY 
TOTAL COMPANY OPERATIONS 

TWELVE MONTHS ENDED DECEMBER 31, 1979 

Operating Revenues 

Operating Revenues Deductions.: 
Operations & Maintenance 
Depreciation . 
Amortization Expenses 
Taxes, Other than Income 
Income Taxes 

Total Deductions 

Net Operating Income (toss) 

Per 
Company 
Books 

484,208 

449,274 
125,184 

3,688 
37,323 

615,469 

(131,261) 

- 28 -

Less 
Adjustments 

86,598 
32,527 

119,125 

119,125 

A'f ter 
Eff.ect of 
Adjustments 

. • 484 ,208 

362,676 
'92,657 

3,688 
37,323 

496,344 

(12,136) 
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: . STATEMENT /fl 
WILLIAM W. CARPENTER 

LAKE OF THE WOODS ASSOCIATION, INC. 

Schedule of Adjustments to 
Lake of the Woods Utility Company Statement 

For Twelve Months Ended December 31, 1979 

OPERATIONS AND MAINTENANCE 

1. Pr·ovi.sion for Uncollectable Accounts 
Thts item eliminated as the Reserve 
for Uncollectable Accounts as of 
December 31, 1978 amounted to 60% 
of total Customer Accounts Receivable. 
Good accounting practice should limit 
the Reserve for Uncollectable 
Rec1eivables to no more than 25%. 

2 .. - Management Fee 
. This item eliminated as the 

- ------ - -------- -mariageliient fee is being charged by 
the, parent company located in Santa 
Barbara, California. The personnel -
from the parent company are rarely 
see~ at Lake of the Woods and there 
is no evidence of any management 
services being rendered but is the 
normal relationship of a parent 

_____________ ----~~-1!1P~P.Y with a subsidiary 

3. Engineering Consulting Fee 
Thi1s item eliminated as the 
con1sulting firm receiving the fee 
is located in Santa Monica, 
California. The personnel from the 
con$ulting firm are seldom seen at 
Lake of the Woods with little 
evidence of consulting services 
being rendered. 

DEPRECIATION 

Depreciation was taken on the total 
cost of the.utility plant whereas no 
depreciation should have been taken on 
contributions to construction of 
$1,084,248 as of December 31, 1979. 

- 29 -

$49,091 

$22,507 

$15,000 

$86,598 

• 

$32,527 
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S!ATEMENT . /{2 
WILLIAM W. CARPENTER 

LAKE OF THE WOODS lrrILITY COMPANY 
PROJECTED FINANCIAL RESULTS FOR 

TWELVE MONTHS ENDING DECEMBER 31, 1980 

Projected at 
Current Rates Less 
per Company Adjustments 

Operating Revenues 499,700 

Operating Reven~e Deductions: 
98,019 Labor 

Power 141,420 
Other Operations and Maintenance 1532532 49,091 

Total 392,971 49,091 

General and Administrative 148,023 42,175 

Depreciation, ·taxes and Other 
Expenses 170:1905 39,720 

-· After 
Effec;:t of 
Adjustments 

499,700 

98,019 
141,420 
104 1441 

343,880 

·105,848 

131 2185 

Total Deductions 711,89-9 130,986 580 1913 

Net Operating Income (Loss) (212,199) 130 1986 (81 1213) 

- 30 -
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STATEMENT 112 
WILLIAM W. CARPENTER 

LAKE OF THE WOODS ASSOCIATION, INC. 

Schedule of Adjustments to Lake of the Woods 
. Utility Company Statement of Projected Financial 
'Results for ~elve Months Ending December 31, 1980 

The Operating Revenues have been restated to show total revenue on 
the basis of the present $8.00 per month rate for sewer rather t~an·. 
$24.00 per month proposed. This is done to reflect better the effect 
of the adjustments recommended by Lake of ·the Woods Association, Inc. 
on the total company operations. 

Provision for Uncollectable Accounts 
The 1979 figure is used as the amount 
the qompany would use for 1980 is not 
known. 

General and Administration: 

Management Fee 
The 1980 Management Fee is 
projected from the actual 
total through July 31, 1980 

Engineering Consulting Fee 

Deprec~ation and Taxes: 
.. 

Depreciation 
The.depreciation on contributions 
to construction is calculated at 3% 
an~ually on the connection fees 
amollllting to $1,164,000 charged for 
the 800 homes the company used in 
its calculations 

. 
Taxes, Other than Income 

This represents the gross receipts 
tax included by the company in it:s 
calculation of the increase in 
re~enue from the proposed $24.00 
pet month for sewer based on 800 
customers used by the company. 
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$49,091 

$42,175 

$27,175 

·$15 ,000 

$39,720 

$34,920 

$ 4,800 
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0 
~ 

Lake of the Woods.Utility Canpany 
,,.•,-v'-' I" ,.._ 

Schedule of Gross Revenue and Uncollectible Accounts Expense 
· for the years 1975 - 1979 

In accordance with the State Corp::>ration Comnission's palicy of pennitting.up to 1% of annual gross 
revenues as an expense fo:r wicollectible accounts the above schedule was prepared to show the amounts 
expensed by the Lake of the Woods Utility Qmpany in excess of this policy for the years 1!375-197!'.'. The 
cumulative total of excess expense for this period amounts to $229 0794. 



WACHOVIA BANK BUILDl,,jG 
I 

P.O.BOX 109 

RALEIGH, NORTH CAROLl~A 2?602 

e1e-828-B3?1 

HUNTON & WILLIAMS 
707 EAST MAIN. STREET P.O.Box 1535 

RICHMOND, VIBGINIA 23212 

TELEPHONE 804·7BB-8200 

401 

1919 PENNSYLVANIA AVENUE, N.W. 

P.O.BOX 19230 

WASHINGTON, O.C. 20036' 

202 - 223- 8650 

F'ILE NO. 
FIRST VIRGINIA BANK TdWER 

101 ST. PAUL'S BOULEVA~O 
NORFOLK,VIRGINIA 23510 

804 • 625 • 5501 DIRECT DIAL NO. 804 ?88- 8313 

Dear Mr. Farrar: 

January 9, 1981 

Case No. PUE800081 - Lake of 
the Woods Utility Company 

: I apologize for the delay in replying to your letter 
of November 24, 1980, concerning the case referred to above. 
The fact is that much correspondence and conversation with 
people spread from Maryland to California have delayed the 
collection of the required information. I hope that we are 
now i~ a position to supply what you need. 

Exhibit 1 enclosed herewith ·is the entire payroll 
of the Company for 1979. The total varies slightly from 
aggregate salaries because the total is stated on an accrual 
basis while the aggregate is on a cash basis. The total is 
broke~ down between amounts charged to expense and capital­
ized with overhead and benefits (consisting of insurance 
and t~xes) added. There is·no pension plan. 

----.. Exhibit 2 shows payroll charges of Maryland Maine 
Utilities, Inc., allocated to Lake of the Woods. 

Exhibit 3 shows 1979 payments to c. R. Brockmeier 
Consultant Engineers. 

During the test year, a management fee of $22,507 
and interest of $198,618 were accrued but nothing was paid 
on th~se amounts. 

There is also enclosed a cqpy of an application being 
filed by the Company today under the Utility Securities Act 
and the Utility Affiliaties Act. I believe that this will 
supply the information requested in the antepenultimate 
parag~aph of your letter. 



.HUNTON_& WILLI.AMS 

Page Two 
January 9, 1981 

Please let me know if you need further information 
that the Company can supply. 

11/662 

Enclosures 

Stewart E. Farrar, Esquire 
State Corporation Commission 
Box 1197 
Richmond, Virginia 23209 

cc: Kenworth E. Lion, Esquire 

Yours very truly, 

John w. Riely 

Off ice of the General Counsel 
State Corporation Commission 
Box 1197 
Richmond, Virginia 23209 

Eric M. Page, Esquire 
Assistant Attorney General 
11 South 12th Street 
Richmond, Virginia 23219 

Atwell w •. , Somerville, Esquire 
Somerville, Moore & Joyner, Ltd. 
PO Box 629 
Orange, Virginia 22960 

bee: Mr. Lawrence F. Dunn, Jr. 
Director of Administration· 
Transcontinental Development Co. 
PO Box 458 
Santa Barbara, CA 93102 

Mr. Thomas L. Thorpe 
Maryland Marine Utilities, Inc. 
Route 4, Box 384 
Berlin, Maryland 21811 

402 
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EXHIBIT 11 111 

LAKE OF THE WOODS UTILITY CO. 
Employee Roster 
Test Year l 979 

I Empree 
V. B;urgess 
S. Goleman 
J. tjyson 
J. 9ibson 
0. Hansell 
D. Harris 
C. Johnson 
0. Llee 
N. Llewis, Jr. 
D. Merryman 
K. Nixon 

·R. Piittman, Jr. 
J. Steen 
W. Stoddard 
L. 1,homps on 
M. Toth 
I. ~oung 
R. 1/enary 
S, ~Oley 
M. Urawford 
D. Hansen 
G. Nowakoski 

· D. Thompson 
J. White 
J. ~illiams 
D. ~oolfrey 

~~tr:~roll 
I 
I 

Cha~ged to Capital 
Cha~ged to Expenses 
Total Chgs. Gen. Led. 
MaJland Marine Utilities, 
Chatged to Capital 
Wor~ Comp Ins. 
Employee Benefits (926) 
ComP,any Portion - F.I.C.·A. 
Vir.inia - U.C.C. 
Federal - U.C.C. 

Gross 

$ 3,920 .. 00 
7,318.99 
9 ,831.08 
3,162.50 
4,927.78 

13 ,084. 00 
214.40 
285 .58 

6,859.97 
5,326.63 
8,876.97 
5,487.63 

294.80 
13,104.34 
7,006.13 
5,219.45 

11,245.79 
10,842.00 
4,787.74 

156.50 
2,613.80 
5,572.78 

192.00 
3,482.30 

21.00 
96.00 

288.00 

$134 ,218. 16 

26,726.68 
109,563.50 
136,290.18 

Inc. 

Overhead 
22.47% 

$ 6'166. 85 
24,459.29 
30,626.14 

Work Comp -
Status at 
12/31/79 

E 
E 
E 
E 
E 
E 
E 
E 
E 
E 
E 
E 
E 

Term. 
E 
E 
E 
E 

Term. 
Term. 
Term. 
Term. 
Term. 
Term. 
Term. 
Term. 
Term. 

(2 ,982. 30) 
6,166.85 
1,540.00 

16,636.73 
8,564.52 

700.34 
-0-
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EXHIBIT "2'' 

PAYROLL CHARGES 
From Maryland Marine Utilities, Inc. to lake of the Woods Utility Co. 

Test Year 1979 

E. Leech 
D. Si grist 
It. Huntington 
T. Thorpe 
Mis ce 11 aneous 

Total Payroll 
Overhead 

Total Payroll and 
Overhead 

$ 4 ,441. 75 

423.48 
738.38 

. 7,400.00 
7.58 

13,011.19 
2 ,982. 30 

$15,993.49 
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'.January 
' February 

1 March 
April' 

PAYMENTS 
From Lake of the Woods Utility Co. 
To C. R. Brockmeier Consultant Engineers 

Test Year 1979 

$ :..o-
-0-
-0-
-0-

, May - for Jan., Feb., Mar., Apr. 

; June 

5,442.89 
2,879.46 

July 

: August 
September 

I • 

I October 

· November 

December 

Total: 

3, 121.20 

-0-
1,250.00 

67.40 
l ,250.00 
1,250.00 
1,250.00 

$16,510.95 

EXHIBIT '11311 
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BEFORE THE STATE CORPORATION COMMISSION 

APPLICATION OF ) 
LAKE OF THE WOODS UTILITY COMPA~Y, ) 
MARYLAND MARINE UTILITIES, INC., ) CASE NO. 
TRANSCONTINENTAL DEVELOPMENT CO., and ) 
ATPAC LAND CO. ) 

LAKE OF THE WOODS UTILITY COMPANY (the Company) 

(' respectfully shows: 

1. The Company is a Virginia public service 

company providing water and sewer service in the Lake of 

the Woods Development of Orange County, Virginia. All of 

its outstanding shares of capital stock are owned by AtPac. 

Land Co. (AtPac) , a partnership. AtPac also owns all of 

the outstanding shares of capital stock· of Maryl_and Marine 

Utilities, Inc. (MMU), that provides similar services to 

( . 
a developm~nt in Maryland. 

2. AtPac acquired the stock of the Company 

from Boise Cascade Home & Land Corporation (Boise) on 

December 20, 1978. This acquisition was subsequently 

approved by the Commission in April, 1979. AtPac paid 

Boise $900,000 in cash for the stock of the Company. The 

financial position of the Company is such that (a) its 

revenues do not provide it with an adequate cash flow to 

enable it to continue in operation and (b) it·has no external 

( 1) 
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source of funds except AtPac. It has, accordingly, asked 

AtPac to advance it additional funds in order for it to 

~on~inue its operations. AtPac has agreed to do so; so long 

as it wishes to do so, .if the Company will accrue interest 

on such advances at the rate of .10% per annum from the date 

of tlhe ·advance. This understanding is recorded in a letter 

agr~ernent appended hereto as Exhibit 1. 

3. The Company and Maryland Marine Utilities, 

Inc. (MMU) are under common management, having the same 

gen~ral manager, controller and other officers. These 

officers are located at the headquarters of MMU in Berlin, 

Mar*land. The Berlin office provides management, accounting, 

payroll and data processing services to the Company. The 

Corn~any proposes to pay for such services on the basis of 

allocable time actually devoted to the business of the 

Company plus out-of-pocket expenses. No expenses other 

than salaries~ wages and payroll faxes and benefits will 

be allocated. These services are to be rendered pursuant 

to ~ letter agreement appended hereto as Exhibit 2. 

4. The Company requires additional management 

ser~ices and proposes to contract for these services with 

Transcontinental Development Co. (TDC). The nature of 

these services is set forth in the letter agreement appended 

hereto as Exhibit 3 and in the memorandum appended as 

Exhibit 4. The Company proposes to pay TDC $1,500.00 per 

month for such services which is less than the cost of 

ren:der ing the services. TDC is a partnership whose two 

(2) 
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partners ~re .Transcontinental Corporation (TC) and Motyko, 

Inc. (Motyko). The sole shareholder of TC is Ronald F. 

Boeddeker who is also a general partner of AtPac. The sole 

stockholder of Motyko is a corporation named Bass Brothers 

Enterprises, Inc. lBBE) whose stockholders are Sid R. Bass 

(Sid), Robert M. Bass (Robert), Lee M. Bass (Lee), Edward P. 

Bass (Edward) , and certain trusts established for the children 

of one or more of them. Sid, Robert, and Lee are also the 

partners of SRL Enterprises, ·a partnership which is., in turn, 

the second partner of AtPac. TDC may, therefore, be held 

to be an affiliate of the Company. 

5. Prior to the acquisition of the stock of the 

Company from Boise by AtPac, the Company was indebted on 

open account to Boise in the amount of $2,402,702. This 

open account indebtedness, at least to~the amount of $2,347,280, 

was authorized by the Commission in Case No. A-592. On 

December 1, 1978, the Company issued its demand note to 

Boise in the principal amount of $2,402,702 with interest 

at the rate of 8%. per annum. No approval was obtained from 

the Commission for the issuance of this note. A copy of 

the note is appended hereto as E~hibit 5. At the time of 
. 

the sale of the stock of the Company by Boise to AtPac, 

the note and the indebtedness represented thereby was sold 

by Boise, in a related but separate transaction, to Perry R. 

Bass, Inc. At that time, Perry R. Bass, Inc. ( PRB} purchased 

notes and open accounts (Receivables) of various entities, 

including the note or open account of the Company. The 

(3) 



Receivables were purchased for cash at a discount from the 

full face value of the Receivables. There was no allocation 

of the cash purchase price among the Receivables purchased. 

PRB subsequently transferred certain undivided interests in 
'· 

the Receivables to Perry R. Bass (Perry), an individual, 

and t9 Sid Richardson Carbon and Gasoline Co., a corporation 

of which Perry is sole stockholder. The stockholders of 

PRB are Perry (who is the father of Sid, Robert, Lee,·and 

Edward); Dora Neely, an individual; and four trusts estab­

lished for the benefit of the children of ~id, Robert, 

Lee, and Edward (Trusts). Although Sid and Robert are co-

trust~es of these Trusts, neither they nor Lee nor Edward 

have. ~ny beneficial interest in Trusts. Likewise, none 

of them has any interest in PRB·or the Receivables. Con­

verse~y, neither PRB nor any other owner of an interest 

in the Receivables has any interest in AtPac, SRL Enterprises, 

TDC, Motyko, or BBE. The Company now proposes to issue to 

Perry R. Bass, Inc., a note identical in words and figures 

to Exhibit 5 except that it will be payable to Perry R. 

Bass, Inc., and will omit the endorsement. 

(4) 
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The Company therefore requests that the Commission 

approve ~he agreements filed herewith as Exhibits 1, 2 and 3 

and authorize the issuance of the note referred to in paragraph 

Dated November ·17, 1980 

LAKE OF THE WOODS UTILITY COMPANY 

MARYLAND MARINE UTILITIES, INC. 

c~] 
~----.1;:;,·-~ -

TRANSCONTINENTAL DEVELOPMENT CO. 
By Tran~continental Corporation 

A general partner 

~ -~ 

ATPAC LAND CO.· 

B~~~--.---
A general partner 

(5) 



STA:TE OF /YI~~ 

COUNTY OF °'ZG/1cd/:u~~ 

I, Susan A. Lankford , a Notary Public in and 

for the State and County aforesaid, hereby certify that this 

day appeared before me Thomas L. Thorpe who, being by me 

duliy sworn, made oath and said that he is a Vice President 

of ,LAKE OF THE WOODS UTILITY COMPANY and that the facts 

stated in the above Application are true to the best of his 

kno:wledge and belief. 

Given under my hand and notarial seal this 

da~ of December, 1980. 

STA~E OF CALIFORNIA 

' 
cou:NTY OF SANTA BARBARA 

My 

) 
) 
) 

I, LAURENCE F. DUNN JR., a Notary Public in and 

for 1 the State and County aforesaid, hereby certify that this 

day' appeared before me RONALD F. BOEDDEKER who, being by me 

duly sworn, made oath and said that he is a President of 

'MAR,YLAND MARINE UTILITIES, INC. and that the facts stated 

in the above Application are true to the best of his knowledge 

and1 belief. 

Given under my hand and notarial seal this 10th 

day of December, 1980. My Commission expires: July 5, 1983 

Notary Public 
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STATE OF CAI.:IFORNIA ) 
) 

COUNTY OF SANTA BARBARA ) 

I, LAURENCE F. DUNN, JE~, a Notary Public in and 

for the State and County aforesaid, hereby certify that this 

day appeared before me RONALD F. BOEDDEKER who, being by me 

duly sworn, made oath and said that h-e is a President of 

TRANSCONTINENTAL CORPORATION which is a general partner of 

412 

TRANSCONTINENTAL DEVELOPMENT CO., a partnership, and that ·~ 

the facts stated in the above Application are true to the 

best of his knowledge and belief. 

Given under my hand and notarial seal this 10th 

day of December, 1980. My Commission expires: July 5, 1983 

STATE OF CALIFORNIA ) 
) 

COUNTY OF SANTA BARBARA ) 

Notary Public 

I, LAURENCE F. DUNN, JR.,·a Notary Publ.ic in and 

for the State and County aforesaid, hereby certify that this 

day appeared before me RONALD F. BOEDDEKER who, being by me 

duly sworn, made oath and said that he is a general partner 

of ATPAC LAND CO., a partnership, and that the facts stated 

in the above Application are true to the best of his knowledge 

and belief. 

Given under my hand and notarial seal this 10th 

day of December, 1980. My Commission expires: July 5, 1983 

OfflCIAlStP.l 

Notary Public 



17 November 1980 

lake Of The Woods Utility Co. 
P.O. Box 349 

Locust Grove Va. 22508 
703-972-2133 

Maryland Marine Utilities, Inc. 
Route 4, ~ox 378 
Berlin, MP 21811 

Gentlemen: 

AGREEMENT FOR MANAGEMENT·& ADMINISTRATIVE SERVICES. 

"EXHIBIT 1" 

413 

This letter, when executed and returned by you, will serve as our.agreement 
concerning management and administrative services to be provided by Maryland 

r Marine Ut~lities, Inc. ("MMU") to this Company. 
\ 

MMU hereby agrees to provide; on a part-time, as-required basis, general and 
operational management and administrative services including certain book­
keeping, payroll, and data processing services to Lake of the Woods Utility 
Company (~LOWU"). 

LOWU, in consideration of the foregoing, agrees to compensate MMU for such 
services by paying MMU an amount equal to the percentage of' salaries, wages 
and relat~d payroll taxes and benefits of MMU employees equival.ent to the 
percentage of their compensable time actually devoted to the business of 
LOWU. lni addition to such amounts, LOWU will reimburse MMU for the 6ut-of­
pocket expenses of MMU employees while they are engaged in the business of 
LOWU and for the cost of any materials, supplies, services, or other items 
paid for by MMU on behalf of LOWU. 

This agreement may· be terminated by either party, on ninety {90)days written 
notice to; the other. 

Very truly yours, 
,. 

LAKE OF ~HE WOODS UTILITY COMPANY 

a0Q_\.,~' 
Its Vice Presidellt 

ACCEPTED,& AGREED: 



( 

( 

"EXHIBIT 2" 

ATPAC LAND CO. 

17 November 1980 

Lake Of The Woods Utility Co. 
P. O. Box 349 
Locust Grove, VA 22508 

Gentlemen: 

AGREEMENT CONCERNING ADVANCES OF FUNDS 

This letter .will reconfirm and record our understanding with respect 

414 

to advances of funds from AtPac Land Co. ("ATPAC") to Lake Of.The Woods 
Utility Co. ("LOWU"). Please execute and return one copy for our files. 

ATPAC is the sole stockholder of LOWu, having acquired all the common 
stock of LOWU pursuant to a purchase agreement dated December 20u 1978, 
which was approved by the Virginia State Corporation Commission in 
April, 1979. 

It is understood that ATPAC, in its sole discretion and without any 
obligation to do so, may from time to time advance funds to LOWU on 
open account in an aggregate amount not in excess of that approved by 
the Virginia State Corporation Commission. It is further".understood 
that such advances are temporary loans; not permanent investments .. 

It is agreed that to the extent that such advances have been, or are· 
in the future, made by ATPAC to LOWU, these advances shall bear interest 
at the rate of 10% per annum on the total amount of such open account 
advances, computed from date of advance, until such advances are repaid .. 

Very truly yours, 

ATPAC LAND CO. 

Partner 

ACCEPTED & AGREED: 

LAKE OF THE WOODS UTILITY COMPANY 

~~~ 
Its Vice President 

MAILING ADDRESS: r. 0. BOX 458. SANTA BARBARA.CALIFORNIA 93102 

420 EAST CARRILLO STREET. SANTA BARBARA, CALIFORNIA• TEJ...£.rHONE (805) 963-6851 
LOS ANGEUS • HONOLUW 



"EXHIBIT 3" 

TRANSCONTINENTAL DEVELOPMENT co~ 

17 November 1980 

Lake Of The Woods Utility Co • 
. P. O. aox 349 

Locust Grove, VA 22508 

Gentlemen: 

AGREEMENT FOR MANAG~ & ADMINISTRATIVE SERVICES 

This letter, when executed and returned by you, will constitute an 
agreement for management and administrative services to be provided 
by Transc<?ntinental Developm~mt Co~ ("TDC") to Lake of the Woods Utility 
Cbmpany (" LOWU" ) • 

415 

LOWU is a public service company engaged in the provision of water and 
sewerage services to·the community of Lake of the Woods in·Orange County, 
Virginia. It desires to retain outside management, advisory, and 
administrative services from TDC to supplement those provided by its 
own employees and others. TDC has experience in providing· such services 
and desires to provide same to LOWU according to the terms outlined 
below. 

Services To Be Provided. TDC shall provide management, advisory, and · 
administrative services ·including but not limited to the following: 
planning and management control; budgeting and financial. analysis; advice 
and assistance in the preparation of reports arid other filings with 
goverru:nent entities; retention, direction, and coordination of outside 
professionals and consultants for legal, auditing, engineering, rate 
making, and other matters; administration of employee benefit programs 
and casualty and liability insurance programs; other similar services · 
as LOWtJ may, from time to time, request. 

It is understood that the scope of services to be provided by TDC does 
not include day-to-day operational management·, supervision of utility 
operations, or customer relations. 

Fees, costs, And Expenses. ·LOWU shall pay to TDC, as reimbursement for 
the cost of its· services, a fixed monthly fee of $1,500.00 which shall 
cover all regular services rendered by TDC within the scope and intent · 
of this agreement. (Additional or extraordinary ser,vices provided by 
TOC at: the specific request of LOWU shal.l be at additional cost, the 
amount: of which shal.l be agreed to by LOWU and TDC apart from this agreement.) 

... 1 

MAILING ADDRESS: r. 0. BOX 458. SANTA BARBARA.CALIFORNlA 93102 

420 EAST CARRILLO STR££T, SANTA BARBARA. CALIFORNIA• TELEPHONE (805) 963·6851 
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Lake Of The Woods Utility Co. 
Page 2 
17 NOV 1980 

"EXHIBIT 3" cont. 
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In addition to the aforementioned fixed fee, LOWU shall reimburse to TDC, 
upon receipt of proper request and accounting,_ 

(a). actual or properly allocated direct costs of materials, supplies, 
services of outside consultants, insurance prernimns, etc. incurred 
by TDC at the request of LOWU pursuant to.this agreement, and 

(b) reasonable out-of-pocket expenses of employees of TDC or its 
partners while such employees are away from their principal office 
and engage.a in the business of LOWU pursuant to this agreement: 

provided, however, that TDC shall not be entitled to any profit or overhead 
on such reimbursable costs and expenses.· 

Miscellaneous. This agreement is not intended to, nor shall it, create 
any right or interest in any person, firm, corporation, or other entity 
not a party hereto. This agreement may be terminated by either party by 
ninety (90) days written notice to the other. This agreement may not be 
assigned by either party without the prior wri~ten consent.of the other. 

Very truly yours, 

TRANSCONTINENTAL DEVELOPMENT CO. 
By TRANSCONTINENTAL CORPORATION, 
Its Managing General Partner, 

,,:...·. 

' ~·::51 
1
· <:_,,,.1£~.~~· ·=·· ~~~~.L~~========:-

- sident 

. ACCEPTED & AGREED: 

. 
LAKE OF THE WOODS UTILITY.COMPANY 

. ,., .2 
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"EXHIBIT 4" 

. TRANSCONTINENTAL DEVELOPMENT CO. 

M E M 0 R A N D U M 

18 November 1980 

TO: THE VIRGINIA STATE CORPORATION COMMISSION 

FROM: TRANSCONTINENTAL DEVELOPMENT CO. 

SUBJECT: LAKE OF THE WOODS UTILITY COMPANY ("LOWU") 
.AGREEMENT·FOR MANAGEMENT AND ADMINISTRATIVE SERVICES 

417 

REFERENCE: Letter agreement dated 17 November 1980, subject as above, between 
LOWU and Transcontinental Development Co. ("TDC"). 

Gentlemen, concerning the management agreement noted above, we represent (1) 
that the services to be provided to LOWU under that agreement consist of those 
listed in. the agreement and hereinbelow; (2) that to the best of our knowledge 
and belief, these services supplement, but do not duplicate, similar services 
provided to LOWU by others; and (3) that the fees charged for these services 
do not result in a profit thereon to TDC. Services provided are described below. 

1. Senior executive management, including strategic planning, budgeting, 
control, and review of operations. TDC provides the "top management" 
for the utility. On a month-to~month basis, this involves several hours 
of senior executive time for general direction~and review of operations 
which are directly supervised by the Utility's general manager and his 
staff. Specific on-going activities include review of financial performance 
and status; consultation and communications with, and direction of, outside 
consultants retained by or on behalf of the Utility; communica.tions with, 
and direction of, the Utility general manager. 

on an annual basis, approximately 40 hours of.senior management time are 
devoted to long-range and annual planning for the Utility including 
development and review of both operat-i:ng and capital budgets. 

2. Accounting and financial services provided by TDC to LOWU are of three 
main types: Banking and cash management; tax accounting and audit 
coordination; financial analysis. Of these, banking and cash management--
including account reconciliation and oversight of cash transfers -- . 
requires approximately four hours per month on an ongoing basis. Tax 
accounting, planning, and reporting and coordination of audits are 
annual activities that require approximately two to ~our man-days. 
Financial analysis of capital investment alternatives is done as required. 
In addition to the foregoing activities, TDC also provides direction 
of, and assistance in, accounting for rate making purposes. 

3. Administrative services provided by TDC under this agreement include 
but are not limited to the following: (1) general property and liability 
insurance administration including annual review and renewal of policies 
for casualty, general and auto liability, and workers compensation 

MAILING ADDRESS: r. 0. BOX 458. SANTA BARBARA.CALIFORNIA 93102 
420 EAST CARRIU.0 SlREET, SANTA BARBARA. CALIFORNIA• TELErHONE (805) 963~6851 
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coverage; (2) employee group insurance administration and claims 
processing; (3) personnel recordkeeping and reporting; (4) coordination 
and follow-up with outside consultants . (e •. g. engineers, ·attorneys) 
engaged by or for the Utility. 

4. On-site review of operations and inspection of facilities. TDC executives 
and professionals visit the Utility several times each year spending· 
in aggregate, about three to five man-days at Lake of the Woods to consult 
face-to-face with local management and to observe, firsthand, the 

·operation of the utility's business ana development of its systems.and 
facilities. 

We wish to note, particularly, that TDC does not provide day-to-day operational 
management of LOWU nor does it become involved in supervision of labor, 
customer relations, payroll accounting, .local billing and bookkeeping, data 
processing, or similar "first line" management activities (except as noted 
above). Most of these services, we understand, are provided by the Utility's 
own staff and/or the staff of Maryland Marine Utilities, Inc., an affiliate. 

To recapitulate, services provided by TDC are summarized in the following 
table which also shows approximate costs of the services provided. 

APPROXIMATE COST OF SERVICE 
. ~ .. · 

TYPE OF SERVICE PROVIDED HOURSjMO.* x RATE ·= TOTAL 

1. Senior executive management 4 $10q $ 400 
2. Accounting & Financial services 8 so 400 .. .. -.... 

8 20 160 
3. . Administrative services 4 so 200 

" .. 8 20 160 
4. On-sit~ review/inspector 1 100 100 .. n M 2 so loo 

35 $1520 
*includes annual services times ~ 12 SAY ·$1500 

TDC does not presently account precisely for the hours which it devotes to 
the provision of services to LOWU. We believe that the foregoing represents 
with reasonable accuracy the approximate staff hours provided to LOWU and 
request that the Commission accept this estimate in lieu of detailed time 
records which are not availableo · 

If additional information .is desired, Ji>lease contact the undersigned
0 

TRANSCONTINENTAL DEVELOPMENT CO. 
By Transcontinental Corporation 
Its Managing General Partner 

L~cz.. F.-:D~, ~. 
by Laurence F. Dunn JrD 
Director of Administration 

cc T.L. Thorpe/LOWU R.F. Boeddeker/TDC J.W. Riely, Esq./Hunton & gs.j;ams 
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$2,402,702 December 1 1; 1978 

San Francisco, C~lifo~nia 

.· 
A. FOR VALUE RECEIVED, .the' ·undersigned, Lake o! the 

woods utility Company, promises· to pay to .the· ·order of BOISE 

CASCADE HOME & LAND CORPORATION 1. a Delaware ·corporation l"l'ayee") / 

on demandt the 'principal sum of
0

Two Million Four Hundred and 

Two. Thousand Seven H~ndred _and Two Dollars ($2, 402, 702) wi.th 

interest on.the unpa~d balance of said amount outstanding, payable 

quarterly, at the rate of e~·ght percent (8%) per arynum. 

B. Principal and inter.est· shall be payable in lawful · 

money of the United States at_ P. ·a .. Box· so, Boise, Idaho 83728
1 

or such other place as the holder of this Note may, from time to 

time, des~gnate to the ·under'sft:gned in writing. 

c: This No~e may be prepaid in whole or in part at.any 

tin:ie or times wi tn?u t pen.al ty. · 

D. No course 'of .dea·li!19 between the· 'under.signed and the 

holder of this Note and no del'ay on the. 'part of the holder_ of 

this ~ote in exer'cising any r~ght:s under this Note shall operate 

as a waiver of the' right:s of the })older of thfs ·Note. No covenant 
• 1 : 

or provision of th°i's Note'·n~r any default or even't .of- default· in' 

connection therewith 'may be 'wa.i·ved'otherwise than by a writtl!n· 

inst.r.ument s~gne~ by the parties so waivi~g such covenant or other 
.· 

provision· or default or ev·ent of default; provided, however, that 

no-~uch waiver shall ex.tend to or 

- .... -------· - -.~;- ·- -- . ··-
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impair any obligation not expressly waived or impair any 

ri9ht consequent thereon. ·Any waiver may be given subject to 

satisfaction of conditions stated therein. 

E. All c~venants and agreements herein shall be 

deemed material, and shall bind each of the undersig~ed's 

successors and assigns, whether so expressed or not, anc all 

420 

such covenants and agreements shall inure to the benefit of tee 

Payee and its nominees, succ_essors and assigns, whether so 

expressed or not. This Note and all rights of BOISE CASCADE 

HOME & LAND CORPORATION {and any· and all successor holde=s of 

this Note) hereunder shall be freely assignable without notice •. 

F.. No extension of "time for the payment: of this. 

Note made by agreement with any person now or hereafter liable 

for the payment of this Note shall operate to·release, d~s­

charge, modify, change or affect the original liability ~ncer 

this Note, either in whole or in part, of the undersign~d. 

Notwithstanding any ?revision herein, the total liability for 

payments in the nature of interest shall not exceed the li~its 

imposed by the applicable usury laws. 

G. As to this Note·, the undersigned and 'any 

endorsers severally waive presentment, pr~test and demand, 

' notice of pr.otest, demand and dishonor and nonpayment of this 

Note. 

H. If the holder of this Note refers it to an 

attorney for collection or seeks legal advice for default ur.de= 

this Note or any instrument securing this Note, or if an actio~ 

is instituted on this Note, or 'if any other judicial or non-

judicial action is instituted. by the holder hereof or by any 

person, and an attorney is employed by the holder hereof to 

appear in any such action or proceeding or to reclaim, 

. -2-
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sequester, protect, preserve or enforce the holaer's interest 

in any security f~r this Note, including but not limited to 

proceedings to foreclose the loan evidenced hereby, proceedings 

under the Federal Bankruptcy hct, or in eminent domain, or 

under the Probate Code, or in connection with any state or with 

any state or federal tax lien, o~ for the appointment.of a 

receiver, the undersigned and every endorser and guarantor 

hereof, and every person •~o ass~:es the obligations evidenced 

421. 

( by this Note, jointly and severally p_romise to pay reasonable 

attorneys• fees for services perfo.rmed by the holder's attorneys . . 
and all costs and expenses ir:curred incident to .such_ employment. 

. . 
I. The undersigne:: •,;ai·11es all rights of. setoff and 

counterclaim with respect to this Note. 

LAKE OF·TBE WOODS UTILITY COMPANY 

Without recourse for value received the undersigned 

hereby assigns all of its right, title and interest· in and to 

this note to Perry R. Bass Inc. 

BOISE CASCADE HOME .A.~D LAND CORPORATION •. 

~ r.
5
' tr.,...,,___..,L,.....'-~~oq.:. ~L:::e::....gi:io;'iO:"'Cl:io:.~~::....:.-.... ~c;.....· ~~;;;ro:..__ 

~ senior Vice President · 

-3-
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