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VIRGINIA
BEFORE THE STATE CORPORATION COMMISSION

APPLICATION
OF )

LAKE OF THE WOODS UTILITY COMPANY
For an Increase in Rates for

Sewer Service on an Emergency Basis.

" Lake of the Woods Utility Campany (the Campany) respectfuliy
shows: /
\ 1. It is a Virginia public service campany providing water
and sewer service in the Lake of the Wocds development in Orange Caunty,

Virginia. |

2. its investment in plant applicable to sewer service, plus
working capital and materials and supplies, at December 31, 1979, was
$l,é65,733. Its net @erating’ incdne fram such service during the
twelve months then ended was a loss of $205,698. Additional revenues
are, accordingly, urgently needed to prevent wasfing of the assets of
the 1C<:npény and to permit it to continue to render service.

3. An increase in the monthly chérge to residential custamers
fram $8 to $24 Qill increase gross revenues (on the basis of 1979 re-
sults of operations) by $147,648. Reduction in net operating loss,
however , will be reduced 6nly to $99,044 due to a projeéted increase in
cper;ating expenses. This increase will not result in a rate of return

~ on rate base for sewer gperations, nor will interest of allcocated debt

be covered.




4. An increase in the sewer connection fee and the sewer
| installation fee from $785 to $l,050 and $285 to $400 respectively, will
allow the Campany to bérely cover its actual cos£ for installation (on
the basis of 1979 results). This increase will not result‘in a rate of

return to the Campany.

5. An increase in the turn-on charge fram $1.50 to $5.00 will
allow the Campany to cover the cost incurred for such services.

6. A revision of Rule No. 11 (H) in the Rates, Rules and
Regulations to allow the Campany to bill service custamers bi-monthly in
arrears as an altérnative to the presently allowed monthly, quarterly,
and semi-annual billing periaods.

7. An emergency exists. Such proposed rates will provide
revenues not in excess of the actual costs incurred by the Campany in
serving its custcamers and will not produce a positive réturn on its
rate base. Such propcsed rates contain reasonable classification of
custcmers.v

8. A proposed tariff is filed herewith as Exhibit A.

The Campany, therefore, requests that this matter be set down -

'for prampt public hearing and that a temporary increase in rates in the
amaunt requested be authorized under §56-245 of the Code of Virginia,

the Campany being prepared to file the required bond. -

Dated: June 12, 1980

Respectfﬁlly submitted,

LAKE O WOODS UTILITY COMPANY

President
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LAKE OF THE WOODS UTILITY COMPANY EXHIBIT A-1

Applicable in all tér-ritory served by the Campany.
AVAILABILITY OF SERVICE:

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

WATER RATE: |
‘ Gallonsv Per Rate Per
Month ‘ Quarter 1,000 Gallons
Fof the first 12,000 36,000 .50
For all over 152,000 36,000 .45
: x

SEWERAGE RATE:

The monthly sewerage service charge shall be 90% of the
‘charge for water for cammercial custamers and $24.00 per month for
residential custamers.

MINIMUM CHARGES:

No bill will be ren(iiered for less than the minimum charge of
$4.00 per month for water and|$24.00 per month for sewerage for each
separate living unit on the premises served. :

|

arr -
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EXHIBIT A-2.

RULE NO. 3 - SERVICE CONNECTIONS:

(a)

(e)

Before a water service connection is provided, the owner of
the premises to be supplied, or his duly authorized re-
presentative, shall make application for water service upon
form prescribed by the campany. Upon approval of the ap-
plication, the Campany will install the service connectioc
form the main in the street to the meter box, and will charge
for the installation a connection fee of $385. The availab—
ility fee will terminate as of the end of the month in which
the connection is made.

Before a sewerage service connection is provided, the owner
of the premises to be supplied, or his duly authorized re-
presentative, 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 Campany will install

the service connection, including converting equipment, fram
the sewage collection main to the faundation of the custamer's
house or, if converting equipment is available to the premises,
fram the converting equipment to the faundation of the custam-
er's hause, and will charge 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 made. Every custamer upon those premises converting equip-
ment is located shall permit other connections to such equip-
ment withaut campensation.

The Campany will not be cbligated to provide a water or
sewerage service connection, however, until the owner of the
premises to be supplied has paid the availability fees which
would have been payable by such owner under Rule No. 2 had

he been cbligated by contract or deed restriction to pay such
fees, whether or not he was so cbligated.

The Campany will maintain and replace when necessary all water
service connections fram the main in the street to the meter
and all sewerage service connections fram the main in the
street to the converting equipment.

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

The corporation cock, meter cock, meter box and service pipe
fraom the water main to the meter box laid at right angles to
the main and the service pipe (including converting equipment)
fran the sewerage main to the custamer's hause will be
furnished and installed by and shall remain the property: of
the Campany and under its sole control and jurisdiction.




EXHIBIT A-2

RULE NO. 3 - SERVICE CONNECTICNS: - Continued

{g) ~ These rules and regulations shall not apply to service of
a temporary nature. Such services of a temporary nature
shall be installed, maintained, replace, and removed at the
expense of the owner, but such installations shall be subject -
to approval by the Company.




EXHIBIT A-3

RULE NO. 10 - TURN-ON CHARGE:

(a)

(b)

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 Dollars ($5.00) may be made for turning on
the water or providing sewerage service. ‘This charge, to- -
gether with any arrears that may be due the Campany for
charges against the custamer, must be paid before the water
or sewerage service will be resumed.

If at the time of such discontinuance of service for non-
payment of bill, the custamer does not have a deposit with »
the Campany, the Campany 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.




(a)

|
i (c)

(e)

L (£)

(9)

EXHIBIT A-4

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

Custamers are responsible for furnishing the Campany with
their correct address. Failure to receive bills will not be
considered an excuse for non-payment nor permit an extension
of the date when the account will be considered delinguent.

If bills are to be sent to an address other than the premises
served, the Campany should be notified in writing by the
custaner of any change of address.

If requested in writing by the custamer, the Campany will

send bills to and will receive payments fram agents or
tenants. However, this accammodation will in no way relieve
the custcamer of the liability for all charges, and the Campany
shall not be obligated to notify the custamer of the non-
payment of bills by such agents or tenants.

' Payments shall be made at the office of the Ccﬁpany or at

such other places conveniently located as may be designated
by the Campany.

The Campany reserves the right to correct any bills rendered
in error as to the service supplied.

Each "Premises" as described in Rule No. 1 shall be billed
separately for service.

If the meter should fail to register for any reason, or if

the meter reader should 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 on an

average of the consumption shown by three (3) previaus con-
secutive billing pericds, or, in the case of a new custamer,
where previous consumption cannot be so used for camputing
average consumption, reasonably estimated consumption shall

be utilized.

Bills for availability fees or service shall be rendered
monthly, bi-monthly, quarterly or semi-annually in arrears.
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AT RICHMOND, AUGUST 4,1980

APPLICATION OF
LAKE OF THE WOODS UTILITY COMPANY CASE NO. PUE800081

.To revise its tariffs

ORDER REVISING INTERIM ORDER

By an interim order dated July 17, 1980, the Commission
approved interim rates and established intermediate dates
for the filing of testimony, mailing of notice, etc. prior
to the public'hearing previously set by ordef dated July 1,
1980. On July 29, 1980, Company filed a proposed revised
schedule with the Commission to increase the sewerage rate -
beyond thag approved in the July 17, 1980, interim order.
This reviséd schedule is designed to increase Company's
gross annual revenues'by $147,648 ébove that to be received
through the interim rates.}

| IT NOW APPEARING to the Commission that the notice
contained in pgragraph (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 amended 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 HEARING 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 refund,
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 service
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 that
received. through the interim rates.

. The 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.



MINIMUM CHARGE:

(b)

(c)

(d)

RULE NO.

- , 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.

3 - SERVICE CONNECTIONS:

" Before a sewerage service 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 charge 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

made. Every customer upon those premises
converting equipment is located shall
permit other connections to such equlpment
without compensatxon.

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 fees 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 he was so
obligated.

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.
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(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.

(£) 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)
from 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 Jurlsdlctlon.

(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.

RULE NO. 10 - TURN-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
Dollars ($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 cnstomer 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 begln at 10:00 a.m., November 5,
1980, in the Commission's Courtroonm,
13th Floor, Blanton Building, Bank
and Governor Streets, Richmond, Virginia,
to receive evidence relevant to establishing
reasonable and just rates.

—

11
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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
writing 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 §
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:%
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 . v
of the Commission and serve a copy :
upon Company. Service upon Company
shall be directed to John W. Riely,
Esquire, Hunton & Williams, P.0. Box 1535,
Richmond, Vvirginia 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. :




All written communications to the 113
Commission regarding this case should
be directed to william C. Young, Clerk,
SCC Document Control Center, P.O. Box 2118,
Richmond, Virginia 23216.

LAKE OF THE WOODS UTILITY COMPANY

ATTESTED COPIES hereof shall be sent to John W. Riely,
Esquire, Hunton & Williams,‘P.o; Box 1535, Richmbnd, Virginia
23212; Office of the Attorney General, Division of Consumer
Counsel, 11 South 12th Street, gichmond, virginia 23219;

"and to the Commission's Divisiogs of Energy Regulatién

and Accounting and Finance.




VIRGINTA
'BEFORE THE STATE CORPORATION COMMISSION

APPLICATION OF )
LAKE OF THE WOODS UTILITY COMPANY 3 CASE NO. PUE800081
To revise its tariffs g
PROTEST
OF

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.



PROTEST
OF
LAKE OF THE WOODS ASSOCIATION, INC.

Lake of the Woods Association, Inc. comes now and for its
Protest to the Application of Lake of the Woods Utility Company
says:

1. The Protestant, Lake of the Woods Association, Inc.,
has an interest in this proceeding in that it is a customer
- 'of Lake of the Woods Utility Compahy 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
customers 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
exhibits setting forth its position %n'this matter. Reference
thereto is ﬁade'for'a detailed statement of the facts which
the Protestant is prépared‘to'prove. By way of summary the
Protestant submits that: | |

(a) A careful analysis of thevfinancial condi-

tion of Lake of the Woods Utility Company will reveal

that it is not sustainihg the losses alleged by fhe

company;
(b) Some of the fees and charges reported as
expenses of Lake of the Woods Utility Company are

exorbitant and unreasonable;

15




(¢) Management of Lake of the Woods Utility
Company is not efficient and results in unnecessary
expenses;

(d) Expensesvare‘not properly allocated between
maintenance and capital improvements;

(e) The increase in utility rates is exorbitant
and will work an uhdue hardship on the Protestant and
all members of Lake of the Woods Association, Inc.; and

(f) The incréase 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 inefficiency 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 ﬁhe purposevof determining
how expenses are allocated and whether or not the
éxpenses 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




icarefully considered in determining whether there

'should be a rate increase; and

(e) No rate increase be approved until such time

\
}as Lake of the Woods Utility Company clearly establishes
ithat its losses are real and its operations are being !
!conducted efficiently.
}Lake of the Woods Association, Inc. recognizes that Lake of.
the Woods must heve an edequate utility system in order to sur-
vivej It insists that Lake of the Woods Utility Company operate

effiéiently and ecohomically. The Association and its members

shouid not be required to pay for inefficiency and expensive
operitlons. The future of the Association, its members and
LakeEOf the Woods Utility Company is dependent upon the mainte-
nanc% of a reasonable utility rate. The exorbitant utility
rateé proposed by Lake of the Woods Utility Company will
'serlously affect the economic life of a11 concerned.

| v '
| - LAKE OF THE WOODS ASSOCIATION, INC.

| /[/1~

0 Coﬁnsel '

SomerWille, Moore & Joyner, Ltd.

P. 0. Box 629 o

Orange, Virginia 22960,

Counsel for the Protestant,

Lake of the Woods Associatlon, Inc.

!




CERTIFICATE

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.

Atwell W. Somerville
Of Counsel for Lake of
the Woods Association, Inc.
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OOCUMENT CONTROL COMMONWEALTH OF VIRGINIA :
. ‘ STATE CORPORATION COMMISSION
Fes 18 1113 AM '8l RICHMOND

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

REPORT OF STEWART E. FARRAR, HEARING EXAMINER o

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. R1ely, 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 Bu1ldlng, was attended by approximately
150 persons.

Proof of the requisite notice was recelved 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

February 18, 1981 ' - .
designed to increase its annual revenues by $147,648 above




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. 1In 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 evidence establishes that Lake of the Woods is
a residential subdivision in Orange County, Virginia consisting
of approximately 4,200 lots, all of which have been 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. 1In 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




approximately 800 donnected 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 nearby 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.

21




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 with 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 percent, 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 the 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 that 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 produced.

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

The construction work necessary at the Company involves
such things as adding new storage tanks as needed, replacing
0ld 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 Company'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
was not capable of doing an adequate job and that the size




of the staff was grossly inflated 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




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
Company. 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 benefit
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, another 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, nor 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 6ld 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 indebtedness. 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. 1In 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 note 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




note was given by the Company to Boise Cascade on December 1,
1978, in the above amount, bearing 8 percent interest.

When AtPac 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 Perry 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




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
services, 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 customers are therefore likely to need both types
of services. The protestant also emphasized the inherent
difficulties 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 felt 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 collect these bills, such as letters to delingquent
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.
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Mr. Leis had allowed only a 1 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
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 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 attract 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 disinclined 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. 1In 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 not 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: "In this proceeding, Lake of the Woods is requesting
an increase in its rates for sewer service; it is not proposing
any change in its rates for water service." Application
of Lake 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 format 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 seweradge 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. 1I 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 AtpPac?
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.
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, supra, 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, where reasonable, approve or disapprove
such contracts or arrangements without
the submission of such cost records
or accounts.




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 nonaffiliated
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 fiqures 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 accountlng situations are so complex as to requlre 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. 1In 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 adjustment.
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 préposed 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 excessive 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,
T 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. 1In 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. pP. 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). 1In 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 test 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 retaln 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
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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,
reascnable 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 conceritrate 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

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.E4. 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 the 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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« « o appellant is entitled to rates,
not per se excessive and extortionate,
sutficient 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, "The Minnesota Rate Cases",
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 exorbltant
charge for the service rendered.

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

Ours is a profit 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 exceeds
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 Regulatlon 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
cons1derat1on of the impact of the proposed rates on the
consumer. The Commission itself recognized this principle
even in this Company's last rate case:

- 21 -




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 assure
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 not absolute in all circumstances. "The conditions
under which more or less might be allowed are not important
here." Hope, supra. Though furnishing no explicit gquidance,
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. 24 312 (1968). The Court, there dealing with
a federal statute, quoted the usual criteria from the Hope
case, but then sajd:

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 ‘entrusted 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. 24 at 350.

_Later 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 method 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.E4. 24 at 363.

‘Under what circumstances, then, is it appropriate
to disregard traditional adjusted-income-statement, rate-
of-return 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.E4d. 892 (1903) the Court was faced with
a situation in which a County Board of Supervisors had
based the rates of a water 'and irrigation company on the
assumption that the amount of water available for 1rrigation
was enough for about 6,000 acres. They then fixed the
rates as if the company supplied this acreage, although
it actually supplied much less. Naturally, the actual
receipts were below the receipts 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 first
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 vVa., 1977 s.C.C. 139 at
152. See Virginia Code §56-234 and 1 A.J.G. Priest,
Principles 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 for the service
offered. Regqulatory 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. 1Inadequate service is unacceptable by any utility
and at any price, but poor service in the sewerage area
gag bg 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




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 1/5th
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. 1In 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 1/5th of the lots are occupied at the present,
and that a massive rate increase would be necessary to
bring this Company into the black. 1Indeed, 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 investment; all within the space of two years after
it made this distinctly risky investment. 1If 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. 1In 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 Utility Company
Test Period Ending 12/31/79

Adjusted Operating Revenues
(Leis, Statement 1, Column 5) _ $253,636

- Operating Revenue Deductions, per :
staff (Leis, Statement 1, Column 5) v $424,303

Net Operating Loss, per Staff '

(Leis, Statement 1, Column 5) ($170,667)
Add back'disallowed expenses:
Affiliate Expenses . $26,060

Rate Case Expenses $ 6,250
Projected Electric Power Expenses $27,929

$ 60,239
Adjusted Net Operating Loss : : ($110,428)

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
receipts tax allowance): ' $114,671

Monthly Sewer Usage Rate to Produce
$114,671 Gross Additional Revenue
(calculated per Leis, Statement 2):  $20.43/month

CONCLUSION

In summary, based on the evidence, and for the reasons
explained above, I find that:

- 28 -




av

(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.

(2) A reasonable bad debt allowance for this Coﬁpany
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
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 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
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 significant accomplishment.




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 with 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 mailing address to which any such
filing must be sent is Document Control Center, P.0O. Box 2118,
Richmond, Vvirginia 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, Esquire,
Hunton & Williams, P.O. Box 1535, Richmond, Virginia 23212;
Eric M. Page, Esquire, Assistant Attorney General, 1l South
12th Street, Richmond, Vvirginia 23219; and Atwell W. Somerville,
Esquire, P.0. Box 629, Orange, Virginia 22960.

Respectfully submltted
’/—-';:_’k‘-‘--(.'{‘ - ( T ——gl_/-/\

Stewart E. Farrar
Hearing Examiner
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BEFORE THE STATE CORPORATION COMMISSION
OF VIRGINIA

CASE NUMBER PUE80008l-Application of 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 exceptlons to the

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

PREFATORY STATEMENT

As the HearingwExaminer himself recognized, the tecommended
monthly charge for sewerage service of $20.43 will have an almost
catastriophic effect upon the customers of the sewerage services
of the applicant util 1ty company It will be extremely burden-
some not only to those customers as such, but will also have a
vsuppressing effect upon the marketability of their existing
properties and upon the potential of the Lake of the Woods com-
munity for growth aﬁd, thus, for enlargement of the patronage of"
the services of the applicant utility. The recommended rate is
more than two and one-half times the rate charged prior to the
inception of these 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 Ekaminer, and with most of the




~

conclusioné 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)

74 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
thanvits 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.
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The report of the Hearing Examiner is in essential agreeﬁent.
with the foregoing fundamental principles of regulatory law and
recommends that the increased sewerage rate sought by the appli-
cant utility be limited to ohe'which will enable it to break
exactly even, after exclusion from its profit and loss statement
of all of those expendltures which were not supported by evidence
in this case, and which, on thelr 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 appllcant utlllty has been maklng a

handsome profit on the water service which it supplies.

EXCEPTIONS

Exception No. 1l: The 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 water and sewerage services.

Exception No; 2: The report errs in failihg to find that a
monthly charge of $9.48 will provide sufficient additional revenue
for the 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 byvthe applicant utility, all circum-

stances considered.



ARGUMENT IN SUPPORT OF EXCEPTIONS

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 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 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 waterphase
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 reeegnizes, 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 Cocmmission's
-staff accepted the utility's allocation of expense between the_»
two separate'serﬁices, the staff allocating only certain adminis-
trative and general exﬁenses on a 50/50 basis. That fact alone
is enough to justify indeed to require that this case be decided
upon. the basis of the financial results of total operations of

the applicant utility.

The recommehdation of the Hearing Examiner's report that the
revenue needs of the applicant.utility shall be'decided in all
future cases upon the basis of total operatiens is certainly
beyondicavil, It is equally certain that adequate evidence
exists in the record of this case to permit a similar determina-
tion on that basis in this proceeding. The report errs in

failing to do so.

A Sewerage Rate of $9.48 Per Month

Will Permit Break-even Operations

Attached hereto as Appendlx A is a restatement of the finan-
-c1al results of operatlon of the applrcant utility, covering both
water and sewerage serv1ces' 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



figure of 769 customers 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 expenses.

It should here be emphasized that AppendixrA makes no

o4

‘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 adjﬁstment 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 recommended by Mr. Leis of the

Commission's staff.

It is the position of this Protestant that every adjustment
in operating expense recommended 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 utility;, ought not to be burdened with
the necessity of reimbursing that utility for its improvidently
incurred expenses, expenses which could be avoided by good
buéiness»praéticegjm’dﬁ Eﬁ;ﬁvbésiégntﬁefefbre, this Protestant
prays that.the.Commiésibﬁ find that a montﬁiy charge of $9.48
for séwerage service is adequate to'permit the appliéant 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.
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A Maximum Reasonable Rate For Sewerage Service

Cannot Exceed $12.00 Per Month

There are iﬁ this.Case certain considerations which are not
fully reflected by the financial results of the utility's opera-
tion during the test yeér. One such consideratioﬁ is, of course,
the impact of inflation upon the utility's operation. Ahbther
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 measure the effecté of inflation. As to the latter considera-
tion, damely 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 thg applicant utility, 1is eﬁtéring
upon a phase in which a major-portion of its total generating
capacity will be from nuclear reaétors. VEPCO has already
announéed that when those nuclear powered generators all come on
line there will be a reduction in the cost of its electric-power;
if is by no means certain that the applicént utility will incur
the ‘added costs of'electrici;y“which it projects. |

Even if‘this Protestant is wrong in its belief that the
applicant utility will be able to avoid the prepcnderant portion
of its énticipated increased expenses, there is another considera-
tion which will certainly go far to offset whatever added expenses

the utility may incur. The revenue level at which the financial
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results for the test year were calculated refléct_the use factor '
of 769 customers. That was the number stated by the'companyv
itself to comprise its list of customers as of December 31, 1979.
As the report of the 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~6f the compahy.
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 thé applicant utility. And, of course, the revenues of the
utility have been increased by the added number of homes. Thét
added revenue should more than offset 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 poihted out in his report, that is

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

ownership of the facilities.

CONCLUSION

For ali of thé“a56§¢ reasons, ?rétésﬁant Lake of the Woods
Assoéiation,vlnc. reépééffﬁily prayé thatmfhe Commission find
that a monthly sewerage charge of $9.48 is adequate to permit the
Lakg of the Woods Utility Company to recover its justifiable
operating'expensei. In the alternative, and should the Com-

mission feel that some additional revenue should be permitted;




Protestant Lake of theonods Assbciation, Inc. respectfully prays

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

Respectfully submitted,

Lake of the Woods Association, Inc.

ATWELL W. SOMERVILLE

I hereby certify that IfhaVevon thiﬂ}? day of March, 1981
mailed bopies of the foregoing exception to the following: Eric
M. Page, Esquire, for 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.

 ATWELL W. SOMERVILLE

CERTIFICATE :



Appendix A

| o8
- LAKE OF THE -WQODS -UTILITY COMPANY
TEST PERIOD ENDING 12/31/79
TOTAL COMPANY OPERATIONS -
Adjusted Operating Revenues ' ~$ 485,758
~ (Attached Statement I, Column 6)

Operating Revenue Deductions o 559,141

(Attached Statement I, Column 6) , .
Net Total Company Cperating Loss: . $ (73,383)

(Attached Statement I, Column 6)

Add back disallowed expenses:

Affiliate Expenses $ 26,060
Rate Case Expenses 6,250
Projected Electric Power Expenses 27,929 ,
S 60,239
Adjusted Net Total Company Operating Loss: . $ (13,144)

- Gross Additional Revenue Requirement to Produce $13,744 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 Additiona]lRevenue (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 1oss of $13,144 would produce net operating income of $23,768.
This would represent a 0.94% rate of return on the adjusted rate base of $2,522,004.
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VIRGINIA

BEFORE THE STATE CORPORATION COMMISSION S

APPLICATION
OF |
LAKE OF THE WOODS UTILITY COMPANY

)
; CASE NO. PUES00081
TO REVISE ITS TARIFFS FOR SEWERAGE SERVICE )

EXCEPTIONS TO REPORT OF HEARING EXAMINER

Laké of the Woods Uti;ity Company (the Company), be-
lieving that it is clear that the report of_the hearing examiner,
if adoﬁted by the Comﬁission, will result only in the bankruptcy
of.the1Company and the cessation of all service -- water and
sewerage ~-- files exceptions to that report as follows:

1. The examinér reports that the Commission should
deny ﬁhe Company any returh-on rate base.

No similar suggestioh has ever been made to this Com-
missiéh as to any Virginia utility.‘ Déspite the erudite quota-
tion of pfecedents, 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 constitutional law; it may ;not consciously deny any
return at all -- even on an opportunity cost of capital basis.

The bases for thié determination are, perhaps, two.
The first is certain asserted deficiencies in service. But for .

the last year or two, the Cbmmission's files are substantially



Void of service complaints. The service complaints arose only
when a proposél 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
defiéiencies 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 allowe§ no return. That is a very un-
usuél 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 actuélly 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 thé 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




the basis of the record, that the dollars of rate base pro-
posed by the Accounting Staff were not dollars invested in
fact ih the Company's plant. They were so invested'and he
recognizes that fact. He says simply that tﬁis investment of
good dbllars 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

issues' seem insignificant. But they are not. They may, how-
ever,‘be briefly summarized.

| (a)' The examiner would limit rate case expense to
$3,0Qd. From a personal point of view, counsel can only ex-
press '‘a measure of affront at this evaluation of his services,
The egaminer eliminates any payment to Brockmeier Consulting
Engineers, Inc. Mr. Frasher, who\presented the accounting
testimony for the Company, is employed by Brockmeier; presumably,
the examiner would consider that Mr.'frasher is not entitled to
compensation.‘ There was no testimony in the record that rate
case expenses were unreasonable; there is only the examiner's
conclqsion that counsel and the expert witnesses should do ‘all
that ﬁas required ~- including the preparation of this docu-
ment +- for $3,000. In fact, expenses incurred will be much
greatér 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.

-3 -
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(b) The examiner would eliminate all affiliaté
expenses. In fact, payments to affiliates help rather than
hurt the customers of the Company. . At Lake of the Woods and
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 enéineering 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 retﬁrns or prepare the many
reports required by the Commission and other agencies of the
Commonwealth. All of these activities are required if service
bis to be continued by the Company; they cannot be rendered
unless thqse 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
purpbsés. They are necessary for the Compaﬁy to stay in opera-
tion. There is no justification for denying them at this latg
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

Y




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-
pensejdf the Company. Let us see what the Commission's Col.
lLeis éays 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 Coopera-
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 "B-1" Schedule, and 4 to 5 percent
for the "LS" and "A-1" Schedules." (Prepared
Testimony, p. 11).

Col. Leis increased the actual power expensé by $27,929. Yet
the examiner approves no adjustment at all}l/
Rates are set for the future and not for the past.
This édjustment is entirely proper and should have been allowed.
(d) The examiner says that a reserve for bad'debts
equaléto 1% of revenues is adequate. Col. Leis testified that
the use of 1% for uncollectibles is "current Staff policy”

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

availability charges -- $3.75 per month -- assessed against lot

l/The intervener suggests that electric rates will decline in
the future (Exceptions, p. 7). There is no basis whatsoever

for anticipating this result; the contrary is to be expected.
But the adjustment was based on the current experienced level
of rates.



owﬁers 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 exéerience or not (Tr. 189). The ex-
aminer 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" fReport, 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 repbrt 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 repért of the exami-
ner. It should examine the record and decide the case fairly

on the contents of the record.

Dated March 5, 1981. :
Respéec 1ly submitted,
.'/'

/0L cw@\

John W. Rlely ?

Counsel for the Applicant
HUNTON & WILLIAMS A
P. 0. 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, hereby certify that on March 5, 1981, I caused a copy

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

postage prepaid, to each of the following:

Lewis S. Minter, Esquire
General Counsel

Stdte Corporation Commission
P. 0. Box 1197

Richmond, Virginia 23209

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

Atwell W. Somerville, Esquire
P. 0. Box 629
Orange, Virginia 22960

John W.
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"WLC62~:7938—13M : L : BN " 88 .

AT RICHMOND, APRIL l 1981

To rev1se its tarxffs

FINAL ORDER

On June 17, 1980, Lake of the Woods Utlllty Company
(herelnafter 'Company ) flled an applxcat;on ‘with the Commis- :
sion for a temporary emergency increase in rates for sewerage
service pursuant to cOde 556-245 In the applxcatron, '
‘1t is stated that the tarlff revxslons are des;gned to ": . ‘f};ian??'

_ increase Company s gross annual revenues by $l47 648.A . s
By letter f11ed June 24 1980 Company submitted flnanclal
statements detailing Company s operatlons for the calendar

"year 1979." In this 1etter Company requested that the Commrs-:
'sion consider the appllcatlon as one under 556-240 lf the
Commission found §56=-245 to be 1napplxcab1e.-‘

- . By order dated July 1, 1980, the Commissxon (1) denled

;emergency rate relief under 556-245, (2) set a publlc hearxng

' before a Hearlng Examiner for November 5, 1980, for the
purpose of receiV1ng evidence relevant to Company s proposed
tariff revision, and (3) directed the cOmm1551on [ Staff

"to investrgate and report on the approprrateness of 1nter1m , '
relief under 556-240. ‘ o AT _ o

The Commlssion s Staff concluded its 1nvestlgatlon . |

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




July 17, 1980, the Commission _found that 'COmp'any had demon~ 69

strated a reasonable probability that an increase in gross ‘

annual revenues in the amount of $147,648 would be Justified
 after a fu11 investigation and hearing. .The Commission

order permitted Company to collect these revenues on an
_interim basis, subgect to refund, for service rendered

on and after August 1, 1980.

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 that

‘to be received through the interim rates.

Stewart E. Farrar, Hearing Examiner, presided over
the November 5, 1980, hearing. Appearances were entered
as follows- John W. Riely, Equire, counsel for COmpany,
j Atwell W. Somerville, Esquire, ‘counsel for the Protestant,
.:Lake of the WOods Association, Inc., Eric M. Page, Esquire,
’_Division of Consumer Counsel, Office of the Attorney General-'“
.and Kenwor th E. Lion, Jr., Esquire, counsel for the CommiSSion.
i One intervenor testified at the hearing.
The Hearing E;aminer filed a report on February 18,
‘1981, sending copies to Messrs. Riely, SOmerVille and Page.

"~ The Hearing Examiner made the folloWing findings-
(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 -

and revenue requirements.

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

1(4)_<Coﬁpény5s pfopdsed'adjuStment to project electric -
power expenses above test year levels is not reasonable, -
and should be denied. S L

(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 Decemger 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 significant accomplishment.

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 ang 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 mey also include the previously proposed
charges for sewer connections and installat1ons, 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’nndertake; in a separate proceedlng,
a detailed examination of the Company's- personnel situation
. as descrlbed in this report.

Exceptlons to certarn flndlngs and recommendations
contalned in the Hearing Examiner's report were filed by
the Protestant on March 3, 1981, and oy Company on March 5,
1981. " o - | | -

' NOW, THE COMMISSIQN, haV1ng considered Company's appllcation,

the testlmony and exh1b1ts introduced at the pub11c hearlng,
the Hearing Examiner's report,;the.exceptlons to the Hearing
f-Exeminer's report, and the aépiicable law, is ofAthe opinion
that.the‘Heering'Examiner's findings.should be.edopted.
Accordingly, _ | | |

IT IS ORDERED:

(1). That the Hearing Examiner's findings are hereby
adopted by the Commission; |

(2)"Thét: on Orubefore April 15, 1981, dompany file -
with the Commlss1on revised tariffs desxgned to produce A

$114,671 gross addit1ona1 revenue based on test year operat1ons;1t .

‘said revised tariffs to become effect1ve for service EEHEEfea

" on and after April 1, 1931.

Compény file

(3) That on or before aApril 15, 1931,




‘a proposed plan to refund all revenue collected from the
application of the interinfrates which'the'Commission
~permitted to become effective for sewerage service tendered
on and after August l, 1980, to the extent that it exceeds
the revenue which would have been collected by application,
in lieu thereof, of the permanent rates to be filed in
compliance with this order,, _ .
(4) That upon the approval of Company s refund plan,
as proposed or as. modified by the COmmiSSion, Company is
to implement same fO!tthth‘ and . » A
(5) . That there being nothing further to come before
“the CommisSLon, 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,
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, 1l South 12th Streetijichmond,‘Virginia

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

and Accounting and Finance.

ATrue COOW
Teste: ;

Clerk of State Corporation Cammqu\on
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AT RICHMOND, MAY 12, 1981

Mar 12 1115 k4 g

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 §8.01-676F of the
Code of Virginia, Lake of the Woods Utility Company (herein-

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

the Commission for suspension of the Final Order entered
in this case on April 1, 1981, éending decision of the
Supreme Court of Virginia of the appeal of said Final Order.
Company heretofore timely filed a Notice of Appeal on April 23,
1981..
NOW, THEREFORE, in the exercise of the discretionary

authority granted by Code §8.01-676F, the Commission is
of the opinion and hereby concludes that operation of its
order of Aéril 1, 1981, heretofore entered in this proceeding,
will be suspended pénding 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 as 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



{

of all amounts or Sums of

as the Commission may direcf, 74

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.

s hereof shall be sent to John W. Riely,

ATTESTED COPIE
Box 1535, Richmond, virginia

Esquire, Hunton & williams, P.O.

23212; Atweii We. Somerville, Esquire, P.O. pox 629, Orange,
virginia 22960; Office of the Attorney General, Division

- of Consumer Counsel, 11 South 12th Street, Richmond, virginia

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

and Accounting and Finance.

A True Copy . | ' .
~ Teste: 4é%e;2QZ;qn/'4§2?zT%;Z;¢¢;;z;, -

Clerk of State Corporation Commission
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COMMONWEALTH OF VIRGINIA |
DOCHLTHT SoNTRN, CCNTER STATE CORPORATION COMMISSION |
A RICHMOND
~ EYEREY I f1) . : .
[ o P
JuL 8 ‘ﬂ(ﬂ ] AT RICHMOND, JULY 28, 1981

 APPLICATION OF
' LAKE OF THE WOODS UTILITY COMPANY CASE NO. PUE800081

To revise its tariffs

OPINION
Oon June lf,.1980, Lake of the Woods Utility Company
(hereinafter “Coméany") filed an épplication 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.
‘By letter filed June 24, 1980, Company submitted financial
rstateménts detailing itsvoperations 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 (1) denied
emerge@cy rate relief uhder’§56-245, (2) set a public hearing
before a Hearing Examiner for November 5, 1980, for the
purpose of ieceiving evidence of Company's proposed tariff
revision, and (3) directed the Commission's Staff to investigate
and report on the appropriatenéss of interim relief under

§56-240.
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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'reasonéble 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 Coﬁpany to collect these revenues
on an interim basis, subject to refund,_fqr service rendered
on and after Augqust 1, 1980.

On July 29, 1980, Company filed a proposed revised
schedule with the Commission to increase the sewerage rate
beyond that approvéd on an interim basis in the July 17,
| 1980, order. This revised scﬁedule was designed to increase
Company 's gross annual revenues by $147,648 abové the amount
authorized 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 Coméany; Atwell W.
Somerville, Esquire, counsel for the protestant, Lake of
the Woods Association, Inc.; Eric M. Page, Esquire, Division
of Consumer Counsél, Office of the Attorney General; and
Kenworth E. Lion, Jr., Esquire, counsel for the Commission;
Mr. James Hinkle appeared as an intérvéher and read a petition
signed by eighty-eight (88) property owners in opposition

to Company's proposed rate increase. Testimony was received




from t&o Compaﬁy witnesses: Thomas L. Thor—~e, General Manager
of Lake of the wéodsAUtility Company and Rubert L. Frasher,
ProjecE Accountant with Brockmeier Consulting Engineers, Inc. :
The Commission's Staff presented two witnesses: S. Frank
Leis, Deputy Director of the Division of Accounting and -
Financé and E. Jackson Tice, Engineer in the Division of
Energy Requlation. Lake of the Woods Association, Inc.,
presenéed seven witnesses: Alan L. Potter, President of
Lake of the Woods Association Inc.; Warren J. Lodge, General
Managef of Lake5of the Woods Association Inc.; William W.
Carpenter,'property.owner and retired controller of the |
American Psychological Association in Washington, D. C.;
.Harold‘J.f Wadé, property owner and retiree; Brenda McCall,
property owner and retiree; Albin L. Lindall, property .
ownet and real estate broker; and George P. Beard, Jr.,
Chairman of the Board of the Second National Bank of Culpeper.

By letter dated November 24, 1980, the Hearing Examiner
requeséed 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: ' ~




(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 . and
revenue requirements.
(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
Development Corporation.

(4) Company's proposed adjustment to project électric
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 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
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 to
earn additional revenue sufficient to cover its test year
net operating loss of $110,428 will constitute fully adeguate,
"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.

(3) 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 é separate proceeding,
a detailed examination of the Company's personnel situation
as described in this report.

Exceptions to certain findings and.recommendations
cohtarned_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 Examiner's findings and required Company

to file 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,



all of which have been sold, and of which about 800 have
been improved with dweliings. The lots cover approximately
2,600 acres and are situated around a 500 acre man-made

lake. About 75 percent of the homes are occupied full

time. Commercial development is quite limited. The community
is improved by hard-surfaced roads and has numerous public

usé facilities such as swimming pools, community building,’
golf course, parks, playgrounds, and picnic areas. An
association of property owners knbwn 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 from 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-drainfield systems

and purchase only water service.

The water service to the community is supplied by
a conventional system of eight weils, gsorage tanks and

mains. The Company did not request an increase in its
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-metered water rates in this proceeding. Those customers

who owh lots but do not yetitakeﬂwater service are charged
an avajilability charge of $4.00 per month. ﬁater rates
have not beed increased since the commencement of service

in 1967. |

Sewerage service is ptdvided by a somewhat unusual vacuum
system|. The vacuum system was installed beoause the soil

in the| area is unsuitable for individual septic tank - drainfield

systems and the hilly terrain prevented the use of a conventional

gravity flow sewer system. The system employed here maintains

a vacupm on’ the sewer lines to transport the sewage. Sewage
dlschatged from a home flows by gravity to a nearby holding

tank wF;ch is shared normally by one other home. From

the hoiding tank it is pulled by vacuum pressure to one

of l3.£umping stations in tﬁe subdivision; from there it

is pumLed through a sewage fotce main into a larger gravity

flow mLin connected to the sewage treatment plant.

Vélves on each 1nd1v1dual holding tank are de51gned _
to opeL at appropriate times to allow the force of the vacuum
on theidischarge line to empty the tank.. Earlier versions
of these valves were electrically operated, necessitating

i
an elettric meter at each such holding tank. There are
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presently about 300 wvalves of this type in~th¢ system.

Néw valves noQ-being installed are operated pneumatically

without the necessity of electric power. |
Prior to this proceeding, residential'users of the

sewerage system were paying a flat rate of $8.00 per month.

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. cOméany has proposed no change to

the $3.75 per month availability fee charged to those chstomers

- 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




83

~ exceptions, all customers of the utility take both water
and seﬁer service. These three customers have their own
septic tank - drainfield systems for sewage disposal.
Protestant witness Lodge stated that other 1lot owners cannot
obtéin.septic tank}constrqction permits because percolation
tests indicate that the soil is unsuitable for septic tank -
drainfield systems. He further stated that wells are not
allowéd 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 thevsewer system is larger than its investment in the water
. system. He also pointed out that since Company allocates the
costs of operations and maintenance ahd capital construction by
use of a work-order syétem,'a complete audit of all work-
orders in conjunction with the payroll and material records
would be required to ascertain if all costs a#e properly
allocated. He concluded that fhe 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.

We believe that the position of Protestant and thé
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 Companf's revenue requirements
on a total Company basis. Inaémuch as the water operations
and the allocation of av#ilability charges received little
or no analysis‘by either 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 reveﬁue requirements of Company
should be determined on a total company basis in all future

rate proceedings.t

e

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.

- 10 =-




UNCOLLFCTABLE ACCOUNTS EXPENSE

Cﬁmpany's books reflect an uncollectable accounts
expense for the sewér operations of $23,924 for the test
year.}‘Company's Mr. Thorpe stated that Company has made
the "uLual" efforts to collect delinquent accounts,. such
as letters to the non-paying customers, but claimed that
Company has had little success since most of the delingquent
custoers are being charged only an availability fee and
have no service which can be terminated for nonpayment.

He saig the utility has never used formal legal action
in an %ttempt to ébllect these amounts.

Staff witness Leis allowed an uncollectable sewer
accounts expense of only one percent of gross annual sewer
revenu%s by decreasing this expense by $21,403.4 He testified
that this-is current Staff policy and is in keeping with
experience with other utilities.

Since bad debts are a fact of business life, the Commission
recognizes that it is appropriate to make some allowance
for uncdilectable accounts with any company. In making
rates for the future, however, we are not bound to recognize
Coﬁpan%'s actual bad debt experience, but only a sum &hich
we finé reasonable. Experience with other utilities has
resulted in.a Staff policy fixing one percent of gross

annual [revenues as a reasonable uncollectable account expense.

|
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'Company hears tk= burden of proving that it is entitled
to a level of bad debt expenses greater than that experlenced
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 thege-revenues if it.so chooses, but we will not
ask the ratepayer to make up for this relinquished'oéportunity.
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 increasé Company's
test yeér electricity expense of $108,351 by $26,583 in |
order to "annualize" a Rappahannock Electrié Cooperative
rate increase which became effective October 1, 1979.
The étaff made an electricity expense adjﬁstment 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 incsease on base rates
effective October 1, 1979, and (2) the average of the fuel

adjustment clause factors for the first three months of 1980,

- 12 -
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‘to the number of kilowat* 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 concept. Company's
calculation is based.upon two assumbtions: (1) that éompany's
power usagde 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
analyqes (1) to show that its power usage for 1979 is
representative over time, and (2) to show that first quarter
1980 fuel factors areirepresentative of -the future. As
the Cohmission well knows, and even Mr. Frasher admits)
" the fuel factor for electric copperatives 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 reductign 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. 1In fact, no basis for either
of Company‘é 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
Traﬁscontinental Deéelopment Company (TDC), an affiliate
of Company, provides the following services to the utility:
administration of Company employee benefit plans,
administration of Company insurance plans, budget review
and assistance in preparation of ;he budget, accounting
reviews, fihancial daéa, 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, aécounting, and billing services
to Company. Company witness Thorpe is the general ménager
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

- 14 -




located in Maryland and their salaries aie "llocated between

Company and Maryland'Marine.

Séaff accountant Leis included $26,060 of Company's
booked‘affiliate expenses in the Staff accounting exhibit
based ﬁpon the o014 affiliate agreement between Company and -
its former parent; Boise Cascade. He stated that these
expenses were factored into the Staff caiculations for infor-
mationél purposes only and that the inclusion of such figures
should:not be construed to imply Staff acceptance of themn.

Pfotestant witness Carpenter recommended the elimination
of the management fee because his investigation disclésed no
instance of any management_sefvicevbeing performed for Company
by its.parent. " He stated that the relationship between the two
companies appeared to be»the normal one where the pafent company
receivéé the pfofits 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 daysAbefore
the pu?lic heariné. These agreements were filed with the
Clerk 55 the Commission by Company counsel; presumably for
approval since the cover letter indicated that the "requisite
formal'application" was beihg prepared. Company's post-
hearing filing on January 13, 1981, incTuded a copy of
an application for appfoval of affiliate transactions which

was fofmally'filed along with new affiliate agreements,




the same day with the Clerk of the Commission for re 'iew by

the Commission.B”

The agreement between TDC and Companx'
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
manageﬁent services was to be $3,000 rather than the $1,500
chargé 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 pér 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 ofﬁen 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.




wouid pot otherwise be available because of size or location,
or.oth?r reasons. Ratepayers may benefit by lower costs
and be%ter 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
("Regulation of Relations with Affiliated Interests").
This chapter requires the éommission 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 requires
the Commission to focus on specific transactions, payments
or combensations made by a utility to an affiliated interest.
Such ihdividual transactions generally should be reviewed
during'the‘course of a rate proceeding. Virginia Code
556-?9 sets out the nature of the proof necessary to permit
the Comﬁission to deterﬁine the reasonableness of specific
transabtibns, together with the arrangements or contracts
undern%hich they were made. Virginia Code §56-80 provides
that the Commission may disallow affiliate payments, even
those made under contracts previously approved.
Based upon the facts in the record, we have considerable

doubt that the expenses booked for services furnished by TDC

- 17 -
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would be reasonable even if ﬁheir servicgs 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 sefvices by the Company witnesses,
one would think that such assistance was being rendered to
a largé corporation with hundreds of empioyees and complicated
budgetary and financial problems. This company, however,
haS-only'ls on-site employees and about 800 active customers.
Why such a small company needs to pay an outside consultant

to handle its insurancé 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 sittations are so complex as to require the
expensive extra services retairied by Company.

Virginia Cdde §56-78 provides that any payment or com-
_pensation to an affiliate may be disallowed byAthe Commission
unless satisfactory proof is submitted of the cost to the
affiliated interest rendering the service. The record
in this case was not only'delinqueﬁt, 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 éstimate.
ConsidLring the fact that at least a portion of the affiliate
expenditures do not appear to have been reasonable even

if pai% to non-affiliated companies, it would be totally
’irrgsponsible of us to excuse Compény's failure to submit
full c?st records and accounts in this case. Tyus, we

1 .
find that it would be improper to make an allowance for

affili?ted expenses incurred during the test year.

RATE C?XSE _EXPENSE )
Cémpény has proposed an allowance for rate caseiexpenses
totaling $28,000, to be amortized over four years at $7,000
per year. Company witness Frasher testified that this is
an estimate based on the time devoted to the case by his
firm, Brockmeier Consulting Engineers, Inc., the cost of
Coméany's legal counsel, and any costé incurred by others.
He further stated that approximately $25,000 of the estimated
$28,000 cost of the rate case was to pay for the participation
of his: firm. Staff witness Leis said that as of August 31,
1980, %19,640 had been booked for rate case expense and
that he assumed that before the case was over, the total
expensé\wodld equal the figure requested.
We believe that the proposed allowance for the cost of

this rate case is excessive. It exceeds 11l percent of the
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sewer operation's adjusted test year revehues as determined
by Staff witness Leis. The Commission is not required to
impose upon the'ratepayers whatever a company might choose
to spend for‘leéal 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. 1In fact, the witness lacked
knowledge of mény 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 ghe 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.” 1In response to another question,
he replied "that is my unaerstanding, yes." To yet another
question he responded “hot to my knowledge." Finally,

under continued cross-examination, Mr. Frasher admitted




that he didn't know if there was an affiliate relationship
between the apparent holder of the note andICOmpany. Put
in theﬁr best light, these responses show that Mr. Frasher
did not have a clear knowledge, if any whatsoever, of the
facts involved in Compény's liebility on aV$2.4 million
note o% indebtedness.

In response to a question regarding a $123;323 entry
identified as "Payables to Aesociated Companies®" on Company's
balance sheet, Mr. Frasher indicated that he cquid not
identiky the "associated companies"™ or the services provided
by these "associated companies.” Mr. Frasher also could
not qu?ntify the cosr of bookkeeping and data processing
services provided to Company by other firms.

In short, so far as appears in the record, Brockmeier
Consulting Engineers merely prepared some very generalized
accoun?ing testimony,4 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 firm's rate case
. charges were undoubtedly consumed by coast-to-coast travel
and telephene expenses. We believe that the $25,000 charged
by Broekmeier Consulting Engineers for their participation in
this proceeding is unreasonable. Since there is no evidence

L2

4 Company's financial starements'were prepared by
an affiliated company, Maryland Marine.

1
|-
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in the record to allow a determination of a reasonable fee

for the serviées rendered, we find that $25,000 shouldbpe |
disallowed for ratemaking purposes. The remaining $3,000 of
rate case expenses are approved for amortizatién over four years.
PAYROLL EXPENSE

Company witﬁess Thorpe testified that payroll expenses
were about $134,000 during the test pefiod. He said the work
time of 16.1 personnel i; 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
bet&eeh Company and Maryland Marine Utilities. ' Pifteen peoplé
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 ﬁaintenance
personnel. |

Although Staff ehgineer 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 syétem 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 subdivision, was actively involved in the construction
of the system, and, in Thorpe's opinion, is fully capable
of hanaling the.day-to?day operations of Company.
| <ﬁhe construction work necessary at Company involves
such things as adding new sewage holaing 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 Company.
Protesﬁant witness Potter, President of Lake of the Woods
| Association, claimed that there is no éffective supérvision
on site at the community and that this defect enéouraged
considerable "feather-bedding". Protestant witness Lodge,
Generai Manager of the Asociation, echoed Potter's sentiments.
He saiﬁ 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 there would be
a full-time manaéer 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
adequate~job and that the size of the staff was grossly
inflated due to lack of management supervisidn and technical

ability. He said that often no saﬁisfactory answer is found
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to serious service problems until calls are made to the
personnel in Mar land. He cited instahces 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,
excessivé odors from pumping stations, and lack of adequate
water pressure. He said that in some caées, overflowing
tanks are repeatedly pumped out with no attempt being made
to sélve the underlying technical problem.

In observing that Company's 16.1 employees are about

one employee for every 50 customers, Staff witness Tice

compared this to a gravity flow system of Lake of the Woods'
size wighin Mr. Tice's knowledge which has a ratio of one
employee to 250 customers. Company has five persohs classi-
fied as full-time construction workers: an equipment operator,
two laborers, a construction foreman, and a construction

lead man. Even though Company emplcys S5 full-time workers,
Mr. Tice said that the construction work in the development
does not appear to be a daily operation. Mr. Tice felt that

Company should give a detailed accounting of its work force.
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After some very pointed cross-examination, Mr. Thorpe:
admitged that one man classifiéd as a sewage treatment |
piant bperator was actually a seventh maintenance man whd
is also a part time treatment plant operator. Generally,
his duties around the plant consist only of collecting
water ssamples in a jar twice a day and doing the "housekeeping
and grbunds maintenance™ at the plﬁnt. |

Information received from Company on January 13, 1981,
listed}twentyfseveh on-site employees for the test year.

Ten of these employees are listed in terminated status

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

one employee, R.vTrenary, who apparently wasfterminated

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

test jear payroll expense by the Commission staff. Reducing
the number of listed on-site employees (27) by the number
termiﬁated during the teét year (10) and thé number known

to haﬁe been terminated after the test Year (1), we are

left wﬁth 16 employees, one more than the 15 on-site employees
for which Mr. Thorpe listed classified positions. There
appears to be at least one extra employee's salary included
in the Staff's adjusted test year payroll expense. Company
also Qppears to have a turnover ratio of at least 67 percent
among;on-site employee positions, assuming that two positioﬁs

which existed during the test year have been eliminated.
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We find in the record conside able eéidence‘that Coméany
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 Woods. The examination shall include a determination
of how many and what types of employees are reasonably
necessary to operate and maintain the system both 6n and
off-site, reasonable pay levels for such personnel, and
the effectiveness of on-site managemgnt in directing and.

supervising the work force.

COﬁSULTING ENGINEER‘EXPENSE'

According to Company witness Frasher, his firm, Brockmeief
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 services,
master planning, and capital budgeting. Company witness
Thorpe indicated that this firm is very knowledgeable regarding
vacuum sewer systems. Pipeline design profects are not covered
by the retainer and are billed separatelyf Brockmeier is also
on retainer with Marfland Marine Utilities. Mr. Thorpe stated

that he has no knowledge of any ownership connection between




Brockméier.and Company's parent, AtPac. Mr. Frasher stated
that Brockmeier is a separate, independent corporation,
havingnAtPac Company, and Maryland Marins among its clients.

Protestant witness Carpenter would eliminate the $15 000
annual Brockmeier retainer 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
havingibeen performed.

B%sed upon the technological problems inherent in
operating the vacuum sewer system, it would appear prudent -
'to alléw Company to retain engineering expertise to desl
with dssign matters. However, since Mr. Thorpe stated that
the Bréckmeier firm does not become involved in maintenance
problems, and since most of the problems mentioned during
the hearing involved maiﬁtenance and managerial problems,
there appears to have been very little, if any, design
work o@vthe vacuum system déne during the test year. There
was testimony that the consultant redesigned a force main
to replace an exisﬁing force main (apparently outside of
the teét year). Mr. Lbdge pointed out that force mains
. are a part of traditional sewerage systems and are ﬁot
peculi%r to vacuum systems alone. It does not appear to

be reasonable to retain a consulting engineer located 3,000
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miles away to handle conventional seweragg system problems
which any consulting sanitary engineerihg firm would be ‘
competent to do. Although we question the wisdom of rétaihing

a consultant located in Califdrnia_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.e.,

vacuum sewer work, force main»work, travel expense and

telephone expense) of work or services rendered in justification
of the $16,510.95 actually'paid to Brockmeier during the

test year. However, despite our obvijous feservations regarding
the pfopriety of the payments, because of the nature of

the sfstem and its attendant problems, we will accépt - for

this proceeding - the aforesaid consulting engineering expense.

EFFECT ON THE CONSUMERS

| Transcending all argumgnts about individual expensé
items and accountiﬁg 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




15Vpefcent of the County's total real estate taxes. He

said ﬁhe proposed rates would piace-the devélopment at

a treméndous disadvantage cohpared with other parts of

the general Northern Virginia area in its ability to attract
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

with the proposed $480 a year in Lake of the Woods. Upon

'objectkon by Company counsel, he denied that he was presenting

these figures for the purpose of fixingvthe 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
disinclinea to locate in Lake of the Woods. Potter concluded
that even the interim rate increase "will kill the future
developmeqt and growth of this community".

Several witnesses said the impact of thé rate increase
on present residents with fixed incomes wbuld 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 f£ind a buyer at a reasonable price for
thevve;y reason compelling the offer to sell. Mr. Lodge
. claimea ﬁhat "both Lake of the Woods and Lake of the Woods
Utility Company rely upon steady growth—~to suﬁﬁive. The
large sewerage rate increase 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 e#isting 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 éank 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 o£ 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 glow new construction. He went on to say that his
concer?'wés whethe; the parent company can continue to
fund aﬁ operation which cannot meet expenses and which
does not have the ability to borrow money from outside
soutce%.

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 festimony of an experienced
real estate broker and a banker demonstrates that even -
the inéerim rates and the pendency of this case have had
a'depréssing effect on the continuing development of the
Subjecﬁ properties and the availability of mortgage money.
Rates so significantly higher than those available in adjacent
areas will make Lake of thé Wood unattractive to prospective
home purchasers and will discourage those who now own vacant
lots from building. As many residents pointed out, the
viability of Company is tied to the viability of the community.
Rates thch will stfangle growth, or cause an out-migration,
can hardly benefit Company. The evidence is that the proposed
rates would have this effect.

Iﬁ is parﬁicularly important that one be mindful of the

impact of drastic rate increases on consumers of residential

- 31 -
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utility services. When the rate charged-eXcgeGS‘the economic
worfh of the service, purchasers of some reghiated seviceéj

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

matter is not so easy for customers who purchase residential
serviées. Short‘of selling theif 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 havé been improved with dwellings, the development
consists of approximately 4,200 lots. Company therefore
- serves less than 20 percent of its potential.‘ Despite
the number oflyears 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 entire development.
Apparently, only additional individual holding tanks, lot

connections, and some upgrading of facilities would be
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necessary to serve all 4,200 lots. The conélusion,is
inescapable that this system is presently overbuilt. Even.
thougﬁ sewagé may be flbwing through every pipe and pumping
statian in the system, those pipes and pumpihg stations

are sized to carry a much greater volume of sewage than

they are now carrying.s

Obviously, the entire investment

in utflity plaﬁt is not used and useful. It is unre&éonable
to force a fraction of the potenti;l customers to_pay for

a sysﬂem designed'to serve many more. Unfortunately, however,
the gvidence in the record is insufficiently detailed;to
allow us to determine the dollar value of that portibn of

the utility plant that is used and useful, or the dollaf
vélue'pf the expenses incurred by Company's necessary main-

tenance of that portion of the utility plant which is not

used and useful.

$2.4 MILLION PROMISSORY NOTE
Problems with affiliates arose once again when discussing
the major portion of Company's indebtedness. Staff witness

Leis téstified that,_iﬁ 1975, Boise Cascade Home and Land

3 For example, the gravity sewer pipe 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 transferrea the assets to the Boise subsidiary, Lake

of the Woods Utility Company. In return, Boise received a
promissory note which accrued interest at 8 percent per year
and stock from the utility company. This note payable is
shown on Company's balance sheet in the amount of $2,402,702.
~ Questions developed'in the hearing as to the disposiéion 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 statgd 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. He did say he believed
the above note was now payable'to an affiliate of AtPac,
name unknown. Mr. Frasher ﬁestified 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, 1977, in Case No.
2-592, 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.

6
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Mr. Leis testified that he presumed that the interest -

on the note was payable to the new parent company, AtPac,b

but he| had not seen any documentation to that affect.
on Jahuary 13, 1981, Company submitted further information
about this note. That information indicates that a demand
note wés given by Company to Boise Cascade on December 1, 1978,
in theiamount of $2,402,702, bearing 8 percent interést;7
When AkPac purchased Company's stock, the note was sold
in a "related but separate transaction" by Boise to Perry R. ‘ o
Bass, Inc., which purchased receivables of "various entities" - ‘
at thap time for cash at a discount, amount unstated. |
According to the affiliate application included with the
Januar;\IB, 1981, submittal, the Bass corgbratioh late;
transferred interests in these debts to Perry R. Bass, a.
shareholder, and another cofporation owned by Perry R. Bass.
The application states that Perry R. Bass is the father of
sons, ?ho, in general terms, have various business interests
. which éan be traced eventually to Lake of the Woods Utility
Company. Another stéckholder of the Bass corporation consists
of trusts for the children of the Bass brothers. Trusts for

the children of "one or more"™ of the Bass brothers are also

stockhblders~in an admitted affiliate of AtPac and Company.

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.
|

[

- 35 -




110

The application cnntends, however, that neither Perry R.
Bass, Inc. nor any co-owners of the note have hbldings
in any cbmpany 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 capital structure,l
the record is inadequate to permit a definitive detefmination
of the affiliate relationship, if any, of the holders of
the note to Company. Company's witnesses were unable to
provide the evidence necéssary to resolve this mattér and
Company‘'s January 13 submittal raised as ﬁany questions
as it answered. Consequently, this matter will be addressed

in a separate p_roceedihg.8

. CIRCUMSTANCES UNDER WHICH ATPAC PURCHASED UTILITY STOCK
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 adjusted 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 #PUA810003). 1If the Commission
- finds that the holder of the $2.4 million 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 would thus be reduced.
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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, goncluded by order of August 5, 1977,
~the Commission approved rates which were designed merely
to reéuce.the opérating loss for the test year ended May 31,
1977 from about $222,000 to $142,000. - The Cbmpény's~p:oposed
rates in that case still would h&ve resulted in a test
year net operating loss of over $86,000.

AtPac must therefore be charged with the knowledgg
of Company's serious financial condition when it purchased
company as part of a package transaction from Boise Cascade.
It‘muét also be charged Qith knowledge of the unique, costly,
and troublesome sewer system employed at the development.

AtPac also knew of the other conditions mentioned
earlié: - that less than 20 percent of the lots are occupied
and that a massiQe rate increase would be necessary to
bring this Company into the black. 1Indeed, it appears
that & purchaéer such as AtPac would have considered all
these matters Qhen 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 the Bass Corporation was a consideration in its decision

to purchase the stock of the utility.
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NET OPERATING LOSS -

Disallowing (1) the proposed eiectricity expense adjustment,
(2) Company's identified affiliate expenses,iand (3) $25,060
of Company's rate case expenses, limiting Company's bad
debt allowance to one percent of gross annual sewer revenues,
and accepting Staff's accounting and pro forma gdjustments
otherwise not in issue in this proceeding, we find the
level of Compané's earnings for its sewer operations under
existing permanent rates to be as follows for the 1979

test year:

Adjusted Operating Revenues $253,636
Adjusted Operating Revenue Deductions $364,064

Adjusted Net Operating Loss : $110,428

NO RETURN ON RATE BASE

Utility companies are natural monopolies, requiring
.vigorous regulation for the protection 6f the public.
Waste and extravagance is eliminated from free marketé
by management competence 5nd competition. The same standards
of efficient and eccnomical management must be applied
by regulators to the monopolies they regulate.

As regulators we must base our decisions‘on informed

and impartial judgment. Our decisions must not, however,

~
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be réndered in.a vacuum by blindly plugging numbers into
a formula designed to produce rates which will permit the
utility to cover its operating expenses and earn a return
on it§ investment. The cost of-waste;'inefficiency,'and
poor business decisions must be borne by the utiiity, its
managers and stockholders.

fhe‘foregoing discussion may be reduced to the following
points, among others:

(1) .The sewer system is overbuilt in relation to
present customers' needs. Conseqﬁently, Company is still,
in a réal sense, in its developmental stage.

(2) There is considerable evidence that Cémpany is
overstaffed aﬁd inefficient. |

(3) There is also evidence of poof service.

(5) . Company appears to.make excessive and questionable
use of the services of affiliates and a California consulting
firm.

(@) It appears that the lack of on-site management
pétsonnel contributes to and exacerbates Company's other
proble&s.

(5) Company's lack of a meaningful collection program
for de;inquent accounts contributes to its financial woes.

(5) Company's requested rate increase is exdrbitant
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 gréat significanée in the determination
of the size of Company's rate base, its depreciation eipenée,
and its capital structure, the present record is inadequate
to permit a deterhinétion 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 structure.

(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 systeﬁ employed—at the development,
and (c) that the sewer system is overbuilt.

In cénsideration of the above, we conclude that Company
should be authprized to revise its tariffs to produce additional

3 This will allow Company to "break-

net revenues of $114,671.
.even" based on the adjusted test year results but will not provide
for a return on the questioﬁable amount of Company's investment.
Actually we entertain considerable‘fears that permitting

a "break-even” result in this case ﬁay be somewhat generous.

The impact on consumers of rates designed to produce this

effect will still be burdensome, an increase from $8.C0

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 payments.
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per month to $20.43 per month. Neveréheless, based on

;the eviaence in this record, we believe that such a findihgi
strike$ a reasonable balaqcé between the interests ofuthe
consumér and Coméany. _

AN ATTESTED COPY hereof shall be sent to John‘w. Riely,
Esquire, Hunton & Williams, P.0O. Box 1535, Richmond, Vvirginia
23212;fEric M. Page, Esquire, Assistant Attorney General,

11 South 12th Street, Richmond, Viréinia 23219; Atwell W.
Somerville, Esquire, P.O.'Box 629, Orange, Virginia 22960;
and to‘the Commission's Divisions of Energy Regulation,

Accounting and Finance and Economic Research and Development.

| A True Copy
Teste: W (‘?2 .

Clerk ot State Corporation Commission
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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 investﬁent 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 operaﬁing expenses the cost of necessary ad-

ministrative, accounting and other services prbvided to Appel-




|
| ‘ - )
| » ATy

lant by its affiliates and for which Appellant had no facili-
ties . is erroneous and unsupported by the evidence of record |
and deprives Appellant of its property without due process of
law.é |

i_ 4., The refusal of the Commissioﬁ to permit Appel-
lant%to include in its operating expenses the increased amount
that Appellant will have to pay for electricity to operate its
pumps and- other facilities is erroneous and unsupported by the
evidence of record and deprives Appellant of its property with-
out que process of law.

; 5. The arbitrary decision of the Commission that
Appe#lant's reserve for bad debts should be limited to 1% of
reveﬁues is erroenous, unsuéported 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-
reasonably and unjustly low and will not permit the Appellant
adequate funds to pay for its costs of operation, and the de-

termination by the Commission is therefor unlawful.

Dated August 21, 1981
LAKE OF THE WOODS UTILITY COMPANY

By

John W. Rie
Its Counsel

John W. Riely

C. Page O'Neill
HUNTON & WILLIAMS
P. 0. Box 1535 .

Richmond, Virginia 23212

0f Counsel




follows:

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 By first class mail, postage prepaid, on

August 21, 1981, to each counsel of record for Appellees as

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

(48 'CL\\,
John W. Riely<;2__-_‘\
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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.

ASSIGNMENT OF CROSS-ERROR BY LAKE '
OF THE WOODS ASSOCTIATION » INCORPORATED, APPELLEE

Lake of the Woods Association, Incorporated, an Appellee herein,
assigns cross-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 (éewerage and water) in this proceeding and in

i

not deterpining’the combined revenue requirement at this time.

Dated August 25, 1981
‘ LAKE OF THE WOODS ASSOCIATION, INCORPORATED

2/

7 "Atwell W. Somerville '
‘Its Counsel

—eeree

By

Atwell W., Somerville
SOMERVILLE, MOORE & JOYNER, LTD.
P. 0. Box 629
Orange, Virginia 22960

0f Counsel




CERTIFICATE OF SERVICE

I, Atwell W. Somérville, a member of the Virginia State Bar,
hereby certify that a copy of the foregoing Assignment of Cross-Error
by Lakerfvthe 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 General
11 South Twelfth Street
Richmond, Virginia 23219

Atwell W. Somerville
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Testimony of James Hinkle

A My name is James Hinkle. I'm a

reéident of Lake of the Wbods, Bok 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 signed 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 have the opportunity to sign this, so there

SUE TRAYLOR - COURT REPORTER
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Hinkle =--Direct 22
could be more than the eighty-eight signaiures
that you have receiyed here;

Thé'Staté'Corporation Commissiog,
Richmond, Virginia. Honorable Chairman: We,
the undersigned; who .are all in’attendance:hereﬁtéday;
are property owners at Lake of the Woods located in
Orange County, Commonwealth of Virginia.

We have appeared before you to plead
that you deny the rate increases that have been
requested by the Lake of.fhe Woods Utility Company.

The interim increase which was approved July 17th,

1980, without our knowledge or the privileges of

. being heard, and the additional proposed increase

that has been requested, create a severe financial

burden on many of the undersigned who are 1living on
fixed retirement incomes. In some cases, individuals

at seventy years of age have found it necessary to

return to the job market to supplement their income

'in order to meet the increased cost of living.

Such exorbitant increases will

effect not only the elderly but also our younger

residents who are attempting to cope with the costs

SUE TRAYLOR - COURT REPORTER
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Hinkle = Direct _ 23
of raising a family.\“Furtheg!_it.ig'our belief
that the growth of our community is being placed.
in grave jeopardy 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'rec:eatiohal
amenities. The survival of our community'is
dependent upon the future growth to bear the
burdenuof these,cha:ges;

The amount of the rate increases
and the excessive 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 the 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-end use. And in

some cases are used only sixty days a year.

SUE TRAYLOR - COURT REPORTER
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- . These proposed increases in,

every case;lplaceﬁthe'utility costs of maintaining
a Secondary home in ékcesS“of the cost of waintain-
ing a primary hdme; Buyers with the inclination
or ability to pay these excessive charges may not.
be easy to find.

| As-the{megalopolis.growthiadvanées
in our direction, other business firms are becaming
established nearby. Certainly the return on the
investment made by these firms will be negligible
until the growth potential is more fully reali;ed.

) Surely it cannot be unreasonable
to expect ‘the utility company, the Applicant, to
exercise restraint and caution invthéir demands -
when suchideMandsAcan destroy not only a community
but their own future as well,
We sincergly trust that this -

Honqrable body will view our plea for relief from

the proposed increase‘favorably;
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© THOMAS' L. THORPE, a witness called

- by and on behalf of the Applicant, Lake of the Woods

Utility Company, having first been duly sworn,
_testified as follows:
DIRECT EXAMINATION

BY MR. RIELY:

-

Q State your name and residence;

A My name is Thomas L; Thorpe. My
business address is Post Office Box 384, Berlin,
Maryland 21811. |

Q | What is your occupatioﬁ?

A -  I.am the General Manager of the
Lake of the Woods Utility Company. I am aléo
General Manager of Maryland Marine Utilities of

Berlin,

SUE TRAYLOR - COURT REPORTER
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A Inisupport of its application
for a rate increase in this c;se? , the utility
caompany 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 familiar with the Company and the utility

Systems that it operates at Lake of the Woods,

we will give a brief resume of Company Services,

a quick history of thdse'sérvices at the Lake, and
an explénatiqn of thé'someWhat‘unusual'deSign of
the sewerage system.

We will then review the projected
financial effect of the pProposed rate change and
conclude with a presentation of the reasons why
the proposed rate is just, reasonable and required.

Q - Please descrihelthE‘Cdmpany's
service areas.

A Lake of the Woods Utility Company

‘provides water and sewerage service to a community

called Lake of the Woods, which is located off

of 'Virginia State Route 3, approximately siiteen

miles west of Fredericksburg. Lake of the Woods is

' SUE TRAYLOR - COURT REPORTER
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i W)

a recreation-oriented development consisting of
approximately forty-two hundred sinéleifamily |
residential lots on approximétely-twentyssik
hundfed'acres; " Its name derives from the five
hundred acre man-made lake around which the wooded
lots were'subdivided;

Community recreational amenities

" include facilities for boating, fishing, swimming,

~golf and tennis. 'Of the forty-two hundred lots,

approximately eight hundred have been improved with
homes. These include a mixture of vacation homes
and permanent residences in a ratio of about three
to one;

There is a very iimited amouﬁt
of commercially deVéloped or zoned property within
theiccmmunity;

Q Please describe the facilities
owned by the'Cbmpény.

A . The'utility;provideslserﬁice'to
the community through operation of its central
water supply and distribution system and its
sewage'colledtion:and‘treatment systeml Water is

supplied from eight producing wells, ranging in

SUE TRAYLOR - COURT REPORTER
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Thorpe Q-Direct 33
depth‘from two hundred to four hundred fifty
feet, with a combined pumpingxcapaéity of.approxi-
mately four hundred and thirty'éallons per minute.
That equates out to about six hundred and twenty
thousand gallons per day. 'Primary.storaée'is

in an above~ground steel tank=-type reservoir with

' . a three hundred thousand gallon capacity.

" Distribution is accomplished through

a system of water mains of various sizes of

approximately two hundred thousand feet in length.
. The sewerage system consists of

a three hundred twenty-five thousand plus or minus

- foot of vacuum~type collection system supported by

thirteen vacuum pump stations and a quarter of a
million gallon per day treatment plant employing
secondary treatment'teéhnolpgy and surface discharge
of treated effluent. |
'Dﬁe'to_the'techﬁolbgy'employed,
both'thelcdlleCtiOn system and the treatment system

are very energy-intensive,. demanding over two hundred

' kilowatts.of.eIeCtricty per hour. In 1979, the cost .

of this power amounted to.appfoximately one hundred

thousand dollars.

SUE TRAYLOR - COURT REPORTER
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you a little bit; it would be better,

. germane to this rate case.
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Thorpe --Ditegt‘ 34
As I just stated, the sewerage
system at Lake of the Woods employs 'a vacuum Sewer

techonology rather than the more common gravity

Q Mr. Thorpe, excuse me for interrupting,
but people in the back of the room apparently can't

hear. If you could,.pull that microphone up towards

q: Néw; would you please continue?
A Is that better? Very good. As -

Ilve‘just-stated; the'sewerage}syétem at the
Lake of the Woods employs a vacuum sewer technology,
rather than your more'commbn,gravityAflow,
teChnolpgyﬁ This vacuum technology has a &irect,‘ -
and largely uncontrollable; effect on the costs of
operating and maintaining the system. 'ﬁence;_a

brief explanation I feel of the vacuum system is

The basic technology of wvacuum
sewage collection and transport was developed in
1950 and hés;_since'that time, beén utilized throughout]
the world in a variety of applications;,including

large public housing devélopments; primary residential

SUE TRAYLOR - COURT REPORTER
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:(m' 2 'subdivisionS/,recreétibnal:and vacation housing
.- 3 developments,, this type. -

4 - The primary difference between

> - the vacuum transport sewer and the conventional

° sewer is implied by itS‘name; 'SeWAge”dischérged.

? - from an individual’home'flows:byzgravity-td a

8 nearby'stcrage'tank; From. the storage tank, it

? is transported by vacuum, or differential pressure,
10 to one of the thirteen vacuum pump stations.
11 Fram the pump station, thQZSewAée'iS'neit pumped,
12 or pneumatically ejected, intc a sewage force main

({ 13 which'traaspoftS'it‘to thE“la:gér.gravity main

14 flowing into the sewage treatment plant; '
15 | In more technical terms; the
16

: vacuum system employs a differential air pressure
17 to force the sewage from point to peint. A vacuum
18 is created in the sewer main by an'eIethic vacuum
19 pump at the receiving point; thén; sewage intro-~
20 duced into the main by avspecial vacuum valve at
2L the sending point is forced throughlthe main in a .
22 plug. That plpg; by the relatively higher pressure
23 air outside emitted from thebmain'-w'and that is -
24 by the special vacuum valve'é; to enter the main

SUE TRAYLOR - COURT REPORTER
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2 ‘ behind the sewage plug. . As the plug moves -
3 through'the'main},friction fdrces the plug . }
4 to elongate'andAevéntually:ﬁo ldselcontact: %
5 wit@iﬁheipipe Wa1151which'breaks:thEivacuum; ‘
6 . To restore that wvacuum and the -
7 E differential presSure necessary for cbntinued
8 | transport;;the'liquid plug is reformed.through'
9 'the‘uéeiof.defleCtiéns‘or U-shaped traps in the
10 | vacuum main, When the trap fills, differential
11 : pressure is restored and the sewage plug continues -
l; toward the vacuum station.
13 - Two costly aspects of the vacuum
14 system are particularly relevant:here; ‘Pirst is
15 the need for relatively-large quantities of
16 increasingly expensive electric power to rﬁn the
17 _ ; - vacuum pumps. Electric power rates are increasing
18 .very.substantially,»and as this Commission is:very
19 much aware ‘are beyond the control of this:COmpﬁny.
%0 : The second goStlY'~aspect”of the
21 . yacuum system is its requirement for relatively
22 large amounts of-labor,;o operateland-maintain the
23 vacuum pumping equipment, the vacuum valves and
24 the main.
25
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- available, the treatment plant employs -extended

Thqrpe - Diréct : 37 132
Unfortunately;;thE'Vacuum system
is simultaneously power and i&bdr-iﬁtensivé; And;
as wefareiall'aware; those t&é‘reSCurces both carry
hefty price tags.
Before leaving thélsubjECt.of

engineering aspects of the Lake of the Woods sewerage

treatment. Theﬁutility-tfeatment plant is located
on the northern side of RouteiB;~oppoéite‘th5'communit§
itself. Due to Department of Health =~ that's the
NPDES; or National POllutant Discharge Elimination

System =~ requirements and the amount of space

aeration and chemical treatment to produce safe
sewage effluent. |

.ThiS'sééondary type "treakment is -
essential but is aISO‘relatively moreﬁcoStly than
ordinary or primary treatmenﬁ;

Q . You just mentioned the labor-intensity
of the vacuum system. Pleaseiexplainuthe'éﬁfedt of
that on your operation and maintenancefeipeﬁsesa |

A ~ i The water and seﬁeraée“systems are

maintained, operated and administered by a crew of

SUE TRAYLOR - COURT REPORTER
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appraximately sixteen men and women with a combined

payroll of approximately a hundred and thirty-four

thousand dollars in 1979 and a projected full year

of 1980 figure of one hundred forty~five thousand..
Now, these payroll figures do not includeitaxes,A
overhead or benefits.

- Payroll and electric pdwer costs

“ are the two most important categories of operating

expense for thé‘Company:

Q How many customers does the Company
have?

A Employing the'reSOﬁrceS'de5cribed,
the utility provideS'serviceﬁto.approkimately eight
hundred conneqted‘water and sewer customers; however,
we stand reﬁdy to serve the additional potential
customers represented by the thirty~four hundred
odd unimproved lots in the'cammunity:

Q What is the structure of the
Company's rates?

A | The Company's rate structure ié
set forth in detail in its filed tariffs and
rules. The basic structure is:aé'follcws:. The water

charges on aAqallons-ﬁsed basiS'fot connected

SUE TRAYLOR - COURT REPORTER




10

11

12

<; 13

14

15

17

18

19

20

21

22

23

24

134

16 .

Thorpe =-~Direct 39

customers and a flat rate basis for availability

- customer: ,  Sewer charges are a flat rate for

residential customers and ninety percent of the water

bill for the commercial customers, both subject

ta the same minimum monthly service charge.
ThéﬁCbmpanY's.rules élso provide
for customer connection fees for both water and
sewer service; ‘TheSe'donnection.cha:geS‘are'
intended to‘approiimate the average actual cost
of connection. . This portionAoﬁ.the rate structure
has been in effect since the inception of service
in 1967, |
' During the intervening fourteen
years;_the'waterrrates'have heVer been.increased
and the sewerage rateﬁ'have been increased only once;
in 1977,
Q Please outline brieﬁly the history
of.theSeiutility'.oper’ati'ons..j |
| A ‘ Water and ngera§e services were '
a prerequisite to the deveiopmentwqf Lake Of the
Wbods,'and were designed and cbnstructEd from 1967
through 1969 as the community itself was developed.

Lake of the Woods Water Company
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was formed in 1967 by the Virginia Wildlife
Clubs, Incorporated;‘thg'originalvdeVeloper of
Lake'of the Woods. In that same year, the water
company was acquired bY‘Boise'Cascade'Hbﬁe'and
Land Corporation when Boise acquired the stock of
U; S; Land Cofporation; the parent of the Virginia
Wildlife Clubs.

In 1968, the name of the water company
was changed to Lake of the Woods Service Company |
and shdrtly thereafter; in January 1969; it received
a certi?icate'of public convenience and necessity for
a sewerage certificate to supplement-its certificate

for order for water service. And in July, and in

Amy testimony there is an errorﬁ it says July 1979,

and that should be July 1969, the Service Company
was sold to Utilities, Inc., which is a la:ge'

utilities holding company which maintained the '

- ownership until 1975.

During that period, litigation
ensued between ﬁhe'Utilities,fInc.'and.Boise con=-
cerning certain terms of their agreement for the

purchase and sale of the Service Company. In June

SUE TRAYLOR - COURT REPORTER
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of 1975, inwsettlement'of.thiS“litigation, Boise
reacquired‘thETassetS'oﬁ theiservicéiCdmpany and
transferred them to thé'new1y¥cre&ted; wholly-~owned
subsidiary;-whichﬁiS'now Lake of the Woods Utility
Company . |

Because Boise paid less than the
depreciated cost of the utility plant ‘then in servibé,
the new utility company recorded on its books in
1975 an acquisition adjustment-of'scme:six hundred
and thirty-nine thousand dollars to reflect the |
difference between depreciated cost and the
priée actually paid. The adjustment has since been
amortized and, by month-end September 1980 will be
completely'eliminated:

In April of 1979, the utility's.
stock was sold by Boise to AtPac Land Company which
is the present owner of the'ﬁtility;

Q -‘Mr; Tﬁdrpe;Awhat-plans does the
Company have tao construct additional facilities
in the community?
A Well, there are certain requirements
of our NPDES permit that would require certain

improvements 'in the treatment plant. In addition,
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there are always capital improvements'needed
in the water! distribution system such as pumps -
and motors; these types of replaceiients.

In the sewer system there is a
constant requirement to increase'theﬁsiée 'of
certain vacuum‘pipelines;-tpgether withlfepiacement
of pumps and equipment; ‘Unfortunately;,as Mr.
Frasher's.ekhibit will shbw,:thelrevenue‘prbduced
by the Company hardly allows major construction
projects at all and, indeed, jeopardizes even the

smallest project.:

. Our future construction program

inevitably will be tied directly to theiCdmpahy's

- ability to fund that construction and we will not

be ableﬁﬁd:justify-la;ge'ekpenditures.when our
financial posture is as predarioué as it is today.

Q- Mr. Thorpe, have yoﬁ.read Mr;-TiceTs
testimony presented to the Commission?

A Yes, I haﬁeg

Q " Mr, Tice comments that the number
of.employéesipet customer seems extraordinarily high
for.thisermpany§-' |

Would you like to comment on that?
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A Mr. Tice's. testimony refers to
eighteen employees. ,Actually'thereiare'éixteen
éoiht oneiemplqyeés,_includingtmanagement.i'

Q Has that number increaséd or
decreased oyer- the last few years?

A In 1978;<actually-weﬁhad twenty=-one.
employees. And we are now at sixteen point one.

I might'qualify thE'siﬁteen point
one; It's not part of a bOdyQiaying out there; it
is a time sharing thing.

Q‘. . Mr. Tice seens ta think this is an

awful lot of emplayees, considering the numbers

served.

Would you like to comment on that?

A Actﬁally; if you compare it to a
conventioﬁal system in which is not really possible
here in_this systeﬁ; because it's apples and oranges,
obviously it is a great percentage == 6r;'actually
there is more employees per customer served than the

average that you would expect to see in the normal

area around; however, again, this system is unique.

Q If you eliminated scme of these

positions, would the character of. the service rendered

SUE TRAYLOR - COURT REPORTER
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2 suffer, in your opinion? .
3 A It would have to. Yes, sir.
4 o e
Q- Now, Mr. Tice ‘also commented
3 on your connections. Have you determined the
6 basis for those fees? .
A - Yes, we have. I think Mr. Frasher's |
. . : |
8 exhibit would justify that.. Actually, what the i
9 " connection fees are to do is we have =- to recapture !
10 3 )
. the costs of our actual installation, and that includeg
11 the connection to the vacuum main through ta the
12 house.
13 _ . v . . .
Q . And what was that flat cost incur-
14 " red by, you say, during 19792
15 a It averages fourteen hundred and
16 . 4
fifty-~seven dollars.
17 Q- - And whatiis'the'connedtion\fee'
18 : that your propose here?
19 ' . e
j A " Fourteen hundred and fifty.
20 . Q- . And thatﬁs:baséd on actual 1979 .
21 .
~experience?
22 ol e
A . That is. correct.




CROSS EXAMINATION |

BY MR. LION; .

Q- Mr, Thorpe, I believe you testified
that AtPac Land Company pdrchased.tHEistock‘of
Lake.of.the Woods Utility Company in April of '79;
is thaé’corredt?

A Yes,

Q What were the termms whereby AtPac
acquired the stock?

A ' To the best of my knowledge, I can
answer that, Mr, Lion; It was involved in a
kind of a package, if you will}jaéquisition; 'The
utility cémpany was not the only thing that was -
acéuired at that time by AtPac;"it was. Involved
in.a number of other things that AtPac did acquire
from Boise;‘ The utility just came along withiit;
| Q- So, would you say that'AtPac really
did not desireiﬁo acquire the utility eXCeét that
.it‘could-notiacquifeltheSeiother.properties without-
the utility?

A | I really don't. know that that would

be a true statement on my part.
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Q ‘Sq'you haye no knowleﬁge“AS'
to.theiaétual terﬁS'of the'pﬁxchase'WHichLWaS'
consummated betweén AtPac and Boise Cascade?

- A No;,I‘do not; |

Q - As far as you know, the only

- thing paid by AtPac for the stock was nine hundred

thousand dollars, is that =-
A Again, I'm not familiar with the

terms of the acquisition. The stock, yes, I am.

. There is a note, and that's. about all T can identify

- for you, sir.

Q- . All right. The note. I believe
that note is for approkimateky»two point four million

dollars; is that .correct?

A Thdt'sacorrect; ‘
Q - And this note is payable to Boise -
Cascaae? |
-\ 'No, it is not. -
Q Who is it payable to?
A _..Tc an affiliate of AtPac;
Q- <.Theinote;.twd point four millien

dollar note, is payable to an affiliate of AtPac?

A " At this point in time. I may stand
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corrected. . At 'the time of théﬁacquisiéion.it
may well haye been to Boiée;,'xésf'sir,

Q- What affiliate 'of AtPac ;reSently
holds thisg note?

A | I'haﬁe no idea.

Q- Would you know;.iSithis affiliate
ef AtPac, still carrying this note upon his books
and e#pedtﬁthe'noteS'to be repaid?

A I would aSsumefso.

Q- Was the transfer, do you know,
of this note part of theiagreement between At?ac
aﬁd Boisé'cdscadefat.the‘timefthe utility stoékl
was purchased?

A | "'No. I dén't;'tc'my'personal-
knowledge; don't == I was not with the Company -at
the time'this-acquisition was made and, therefore,
I'm a little hazy on’ the terms and c0nditions;

Q ~ Okay. To beiclear,utheﬁ; you say
you have no knowledge of when this took placé'or

whether or not it was part of the package; is that

- correct?

A That is correct..
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R You mentioned thiS'morning

significant labor expenses associated with

maintaining the sewerage systeﬁ.' Would you
Please explain and outline the construction
and maintenance organization of the utility?
© A ._ ‘Certainly. At the present time
we have what we define as maintenance people,
and they are specifically that, concerned with
the operation and’maintenance of the system itself.
The construction entity, as it
is known, presently conéists 0of three men which
is an equipment operator and two laﬁorers; Their
particular assignments are the manufacture and
fabrication of the holding tanks and the instal-
lation of those together with the laying of the
necessary pipelines for the4§acuum and also tﬁé
gravity portions of those connections.
We have two female staff employees
at the office. |
Q That's all right. For now I'm
just interested in the labor and maintenance.
| . You say it's for the construction

and there are three men and ~-- there is an equipment

(&)

ey 18 s Lot . o e S S D
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operator and two laborers?

A That's correct.
Q Are they full time?
A Yes. 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

stops.

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. No.
There is building modifications, pipeline replacement
work that we do in-house as oppbsed to outside con=
tracting. We have to be careful about the size
of those particular jobs.

Three péoplé are not really that
many whgn you expect to do a whole lot.

Q ' Is all this outside work.for the
sewerage portion of the utility company?

| A v No; They are sometimes involved’
in the water side, if it's necessary.

Q Is a record kept of their hours

spent. in the.water =--
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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-
thipg that "'is done within the utility. And thé
hours:actually charged against that particular
work order or that assignment is accountable.
Yes. Yes.

Q How many individuals are invthe
maintenance portion?

A There are six.

Q Do all six Sf these handle the
seWerage maintenance or is it sewerage and water
combined?

A ‘ There}is one of them that is
assigned és a water, and that is not a full time
operation as far aé he is conéerned, but he does
check the wells, reads the metgrs and ﬁakes 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 indiviaualvﬁénks, ig\you will. And may
I just gxplain 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 pneumatically controlled, and.it's’

a different type of a valve; it's a kind of a

modernized version of the old system as it was.
These are the highest maintenance
problems that we do have within the system. Aand
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

a sepatate electric service for each one of those;
and there is‘éome two hundred and sixty of thosé
in the system right now. And so obviously we
have two hundred and sixty individua; power bills
that represent the necessary equiément out there
td'operate'these'electriéally 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 goi§g to ultimately be a far better system, more
effective system, and a more ;ccurate one. |

Q From what you have indicated,_
the water and sewer operations are fairly closeiy ~
rglated, in that you havevemployeeS'doing work
in both areas?

A Oh, yes.

Q You mentioned that.iﬁ the
construction end of it, and I assume in the
maintenance end of it,,thét the allocation as to

what the expenses are, sewer expenses or water
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2 expenses, the expenses =- that is done in
k) .
- accordance with the work order for that job;
4 is that correct? ¢
3 ' A That is correct.
6 Q How is this allocation made
7 in regards to the'administrativevtype'pefsonnel?
8 A It's kind of on a proportionate
2 basis, and it's not a guess necessarily but it's
10 an allocated percentage of actual time for the
11 administration.
12 | o .
Q So actual time is not kept? This
13 is just an educated ==
14 A . Yeah, that's correct.
15 . '
_ Q == guess?
16 A For the administration people
17 only.
18 '
Q ' And when you say administration
19 . . .
people only, you are referring only to office
20 personnel, or are'you possibly also referring to
21 .
, your ==
22 . . |
A I'm including myself in that.
2 : o
3 Q , How about the managerial, your
24 - I3 .
operations, foreman and so on who actually oversee
25
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construction?

A No. They are subject to the

work order system. That is not included in
administration.

'Q You are familiar, I.assumé, with the
Company's availability chdrgeS?

A Yes, I am.

Q Ail right.. I believe thé break-
down is three seventy-five for the sewerage operations,

allocated to sewer; and, four dollars allocated

to water?
A That is correct.
Q All right, I understand that

. this breakdown was accomplished I believe in 1977

with the last rate case? And the Commission apprbved
this breakdown at that time; is that correct?

~A That is correct.

Q Looking at the rate base of the
water utility as opposed to the sewer utility
opefations, wouldn't this breakdown aépear to be
somewhat inequitable?

I guess what I'm getting at,

your utility plant for sewer is valued in the -
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((W 2 neighborhood of maybe two million dollars, whereas
) 3 | the :ate base for the water plant is more on the
4 order of five hundred thousand. Also, your expenses
5 for thé sewer appear to be much, much higher than
6 v the expenses for == encountered with the water
7 operation.
8 A That is true. Yes,
9 | Q Therefore, wouldn't it appear
10 that possibly a different allocation of availability
11 v fees between water and sewer wouldAbe'appropriate?
12 | ‘ A. It probably == it wquldn't.--_
/'(" 13 |
Kj
14 ' HEARING EXAMINER: I apologize
15 ' : for-the_soﬁnd 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? |
2‘1 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 again using the'microphdne( and
speak.a little closer to them. Perhaps
we;&on't.be'plagued with this problem.

Go ahead, Mr, Lion.

BY MR. LION: (Continuing)

Q Mr. Thorpe, before we were
intefrupted by the sound system, I believe you
ihdicated that you agreed that possibly a reallocation
of the .availability charges between sewer and water
would be appropriate; is that.gorreCt?

A ~ That is =- am I beinglhe;rd now?
(Spectators indicating they cannot hear the witness)

Is that the business end of this
now? The allocation of the differences between the
a#ailability chargé certainly imposes no real
concern. Really, ﬁhe way we arrived at that it
wasn't us. The present.rate'br 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 had asked for an
increase to five dollz.s of éhelavailability
charge then. TheiCommissién set that rate at
four, or at‘three‘sevénty-five; I'm sorry.
Three'seventy-five“for sewer and allowed the
water to remain where it was.
I understand what you are saying
but we have no real quarrel with that.
Q In view of the operating reiationship

between the water and the sewer operations and the

- fact that many of the same personnel provide ser-
vices for lahor for both the sewer and the water

operations, wouldn't. it seem reasonable that the

entire'company operations should be considered in
sétting a’rate of return for the Company?

A No. I think we == I have done that;
and, I think in Mr. Frasher's exhibits will show a
combined operation 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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Q And how many lots are in the

- development?
A Approximately forty-two hundred.
Q ‘Does:the'COmpany already have.
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totals.nine; Where are your othexr personnel?
A We have two — as I started to
say, our office, one field superintendent and the
balance is in thejgeneral;administration. Myself,
as a part of that; the'Controllef;;the Data Controller,
and that's where we get iinto those percentage of
man years. There are actually four percentage
factdred, percentage wise including mYself.
Q - How many customers does the .
utility presently serve? |
A As of right now, probably just a

little in excess of eight hundred, and that's a

week we ‘are about eight hundred and four.

installed the main vacuum lines and pump stations
in place which are necessary to serve all forty-two
hundred lots?

A That is correct. It does.

ThiS‘iS‘one'of the problems that comes from your
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high cost of operation. .Wé are maintaining actually
and oPeratiﬁg an entire‘éystem and, albeit, it may
not seem practical,'but that is the way it is. And
that exténds to both the water and the sewer.
| Q All right. So the utility started
out- constructing a plant which is adequate to serve
the entire development, realizing that it would take
a while for it to, of course,_get'up to the fully
utilized levely is that correct?

A That is correct.

Q Has the Company considered the

impact of the proposed rate increase from eight

dollars to forty dollars per month on its present

. customers or on the future development of the Lake

of the Woods community?
A Obviously they have.
Q And isn't it likely that this .

forty dollars per month sewerage rate would slow .

down the rate at which new homes are being con-

structed?

‘A . That would be a guess on my part..

Really, I don't know. I just have no feel for what
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impact it may have. I -- one of the things -
that I haye to look at ié that the parent company
of Lake of the Woods Utility Company cannot continue |
to pump the cash or capital into an operation that -
can't even break even. I'éan'tigo out and bOrrow;
moneYufof the utility. And the parent obviously
is not going to be too excited about putting‘dollars.
into something that they can see no breakeﬁen on
it.

Q On Page 10 in your prefiled
téstimony you‘refef.ﬁo improvements in the séwerage

treatment plant required by the NPDES permit?

A - Yes.

Q Exactly what are you'refe:ring to
here?

A There are two immediate considera-

tions that must be, and that is the sludge handling
program together with the sludge drying beds. And
that's kind of a companion part of it. And those
are the closest things to improvements right now
that we must consider.

Q What is presently being done with

the sludge?
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A It is presently being semi-

dewatered and vacuum pumped out to a farm west .

0of Lake of the WbodS'someWHere;

Q And your new == your proposed
procedure in handling this is just to install -

drying beds; is that correct?

A That is correct.

Q - And exactly 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 correét;
Q So these drying beds consist of
reaily, say, four walls with ==
. A Oh, yeah;
Q == a bed of sand which the liquid
can then drain through leaving the solids on top;

is that correct?
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; a That's right. - They are very

s shallow ponds.

5 Q S So’we'arewnot‘talking.abOut'

6 anything very complex or expensiVe?

7 A No. The construction of thé drying'

. beds would not be that complex nor expensive. The -

5 equipment to move the material within the plant to
10 the drying beds may well be.
11 Q Well, would not the only equipment -
12 necessary be a pump to pump the'slﬁdgg?

13 ' ' A ' Yes, that's correct. But what - |
14 | the size of the'pump has to be‘andAthe'configu;ation |
15 necessary with the future expansion ofithe,plant;

16 dﬁe'to the widening of Route 3, presents a problem.

17 Q .Wbuld you =- has the Company ‘

18 developed a record of what the actual cost would

19 be of installing these drying beds?

20 A We are in the'p;oceSS'of doing that

21 now. Yes.

22 Q How soon do you anticipate that

23 this construction will begin?

24 A - Oh, it will not be this year; "Probablly
’s next. It would be after the first of 1981.
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Q Would you anticipate the entire
constructi§n projectiWOuld céét'lesézthan twenty
thousand dollars?

A .No, I would not. It would be
more than that.

Q Less than fifty'thdusénd dollars?

A I really would be guessing to try
to.givequu an idea on that, Mr, Lion.

Q Again, we are only talking about
four walls with a sand bed through which ‘the liquid
can pércolate through?

A . Yeah;_aS'far as the drying beds
are concerned. Yés} vBut:the"other related equipment -

Q And, then, a pump to take it from
the.sludge holding tank to the drying bed?
| A That's. correct.

Q So we'are'taiking about a puﬁp, some

sand, cinder block, some gravel underlying the sand,

plant to the drying bed?
A That's. correct..

Q And this would be‘pumpéd more than

B
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fifty feet, one hundred feet?

A Nol 'It couid well be that we
would have to raise the elevation due to the
configuration of.theipiantlitself and theiutili;atién
of the space that. we' have in thefe: Where the drying
beds were'proéosed originally would be in the future
under Route 3. So we are in the process of re-
designing the configuration of the ultimate treatment
plant;A And this may well be that we have to pump,
flow.tﬁesludgg'uphill'and regrade and acgquire
property. There you get into an eﬁpensive phase'
of it. |

Q- Your treatment plant sets above -

~ground level?

A Th&t’sxcorredt: Partly.

Q And at least on one or more sides
the ground is lower than the treatment plant?

‘A - On one side. Yes.

Q Could not the drying beds be placed
on that side?

A We are looking at that now, and I
don't want to say no;,that they. can't;l.There'arei

some real problemS'bECaﬁseion the demsity of that :
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material that is just :at the lower end of the .

pPlant is very wet, it's almost a swamp, if you

will, o ¢
| “‘5" Does the Company retain any
éonsultanga on a retainer basis? -
A We pay a retainer, yes, to one of
;ithE'consultants;
| Q What consulting firm is that?
Brockmeier Engineers.
What is-thé amount of the retainer?
In the case of Lake of the Woods
is twelve hundreé and fifty dollars a month, but
tliere is an exchange“for.services that is included.
That isn't.justzén out‘and.outﬁretainer per se.
Actually there is work performed within the amount
of that retainer.
Q What is the relationship of
'B¥ockmeier to Lake of the Woods and AtPac?
A ‘ As a consultant..
Q It is an indepeqdentﬁfirm?
A That is true..
Q There is no connection as far as -

ownership goes of the consulting firm and AtPac?
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s

A No; NOneito my knowledge.

Q Is the same consulting firm retained
for Maryiand Marine Utilities of which you are also
the General Manager?

A Yes, it is.

Q Is it the'sameicontract} the same
retainer basis?

A It's on the same retainer basis,
yes. The same terms of the contract but it's twe
contracts,, one for Marylénd Marine =~

Q Exactly what services does Brockmeier
provide in return for this twelve hundred and fifty
dollars per month? . | |

A One of them == well, the most
important ones would be'enéineering‘reVieWIof

capital improvements, budget, recreation and

- review..

Some of the day-to-day operational -
problems that arise would require a little technology
as far as specialized field, the vacuum system.

Brockmeier consultants are very knowledgeable in the

. yacuum sewerage systems.

Q Since ‘the system was installed to
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serVeﬁall‘ertyrtwg hundred plus:lots:itAwquld
appear.that:the;eiis really.;éry'feﬁicapital'
projectS';o,dq‘éw

-\ - That's. not exactly true. 'Actually

the system that was installed and the system we have:

- today doesn't. really resemble one another.  In

- concept, ‘yes. But.remember;,if you will, think back

when the system was installed it was a test system.

. Actually it was on an experimental basis for a

number of years with the State Health Department.

The configurations in a number of

- cases, particularly one of the valve, the size of the

pipelines, the sizing and the vacuum stations alone,

a number of these have had to be changed ta actually

" meet the needs or the demands. What was projected

and what was'guesséd, if you will, in the original -
design has changed considerahly sinceltheltechﬁology,_
and thélstatelof.theiart'of Vacgum sewer systems -
today has’actuélly increased our chances of making
a suitable system out of £his;

Q. Has any consideration been given to

making this contract whereby you pay the consultant
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for work done on a job-to-job basis rather than
éh a :etainer basis? |

A We do that when we are involved
in specific things. Ygs; ‘We identify those.!
| ' However, the retainer covers more |

of the non-described specific capital jobs; those

that we can identify as a projeCt,:yes; ‘Certainly

the contract doesn't interfer with that and does -~

set out separately by a purchase'order;

Q 'Mr; Thdrpef.the'COmpany books
reflect quite a significant uncollectible sewer
acéountS'exPense for.ghe’teét year;

What efforts hak thé'COmpany made:
to c0112ct¢the3e'delinqﬁént:accounts?'

A ' Probably I can uselﬁhe'phrasé'
ﬁusualf; Letters to the delinquent accounts,

primarily most of these are non-resident. They are

absentee OWnefs, pedplé“that bought the lots for

speculation.

" Really there is no legal recourse

that we have. We can't terminate service; we can't

shut them off, since they really don't. have any

service at this point in time. ' Really, the opportunity
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the only really bona fide opportunity that we
have'of.collecting.thOSéi-u:and we do =~ is -

when a lot sells or somebody decides to build

" a home on it.. And, then, those delinquent .

accounts are brought up to date. '’
| Q . Have you ever taken these delingquent
individuals to coﬁrt,and obtained a lein against-
ithe:property? |
A 'No; We havéfconsidered it but
really it's a management decision on my part,
andvacan see turning it over to a collection
agency and perhaps settling for half or something
of that nature. | |
| But taking them to court, I'm
- afraid the utility would be in a lot waorse condition
- financially ta try and settle those individual
accounts by legal action;.it.woula cost us more

than what we've got on the books right now.
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CROSS EXAMINATION .

BY MR. PAGE:

Q Mr. Thorpe, let's just go through
some of the numbers}A The Company requested and the
Commiséion did approve an increase in rates for
'the'Company'frqm eight dollars a month to twenty-

- four dollars a month in July; isn't that true?
| A - That isntrue;

Q' And,_aiso the'Cdmpany‘in July
requested that a permanent'rate'beiallowed which .
is an increase to forty dollarS'évmonth: isn't -

that true?

A . That's true.
Q " And one of the ‘reasons you cite

in your testimony for this further request was
what you called the 1980 inflationary pressuresj

is that true?

A U&itnessrnoﬁded in the affirmative)
Q Yes?
A .Ies;
Q ﬁhﬁt was the annual Consumer Price

Index increase during the last month, do you know?
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% Yé 2 | A No;,I don?t;
§ | 3] ' Q Wbuld_you'sayﬂitféuaroﬁnd,twelvei_
g 4 © twelve point seven?
3 A . Twelve or thirteén; sométhing‘

| 6 in that area.
§ 7 Q- Was the increase anywhere near the
g 8. sixty-seven percent'increaéeifrom the July approved
g 9 'ratesithat you are asking the Commission to approve
| 10 ‘ here?

1 A I would have to defer that to

12 ‘ our acéountant;
i (? ‘ 13 ' Q- . You don'tgkncw?

14 A No;

15 B Q How many sewer cohpanieS‘in.the'

16 - country utilize the vacuum sewer technology, do

l? ydu know?. |

18 _ A _ Probably about'half a dozen.

19 ‘Q And what percentage would that be?

20 Very small?
: 21 A - Oh, yes. It's a minute amount.
% ‘22 _ Normally,the gravity,system is the most conventional -

23 way.
o 24 | - Q- - And Maryland Marine Utilities also
N 25
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uses the technology? -

A ~ Yes, they do. °
Q- . Two of about six in the country,
right?
A . That's correct.
Q .Are'thereianywcuStomers.whd'tékeﬁ

sewerage service without water service?

A Yes. -
Q- - How many of those do? .
A I think we have three within

the development..

Q. . Three out of?
A Eight hundred.
Q " Do you know what the average water

. consumption for residential customers is?

A - In terms of dollars;_gallonS'or
what? | '
| Q - Anything. HDollars;ggallons;
A I would have to guess at that, and

I would rather not do it. We can get you that very
quickly, though.

Q- Is it anywhere near forty dollars a
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P ’-. 2 . . . . .
( : . A For water?
3 ' .
Q For water.
4 \ ’ - .
A No. No. I would think not.
5
Q It would be about half maybe? .
A . Yeah, I would think maybe. . And
7
again we can develop those numbers for you, if I’
8 ‘ :
may .
9 : . ’
Q- Just ‘a rough ~= I'm sure the .
10 -
Protestants may have —
A . Sure.. We will be glad ta do that
12 : '
for you.
(‘ .13
Y Q- - Have you discussed == you
14 _ 4
discussed your capital improvement program with
15 ‘ :
Mr, Lion recently, and do you know what the Company
16 .
is projecting it will spend in 1981 on capital -
17 ‘
improvements for the sewerage system only? .
18 . :
" Do you have a projection?
19 ,
A - Yes. It would be probably in
20 '
the neighborhood of two hundred thousand dollars -
21 : : ‘
projected right now.
22
23 Q- . And that includes the sludge drying
program that you discussed with Mr.. Lion?
24 ' : . -
v 25
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'Q | And that's assuming that you

~get all the rate refief,thatfyou are asking for

here?

A ) That is one big.assumption; yes.

Q HdwﬁabOut:l982§.'Wbuld.you be =
able to tell us what that prOjeétion.is?

A We have generally projected out =-
and I think just as a rule of thumb‘to.go-by}_you
wouldlbeilookipg at somewhere between one hundred
and fifty to two.hundred thousand dollars a year
for thé'nekt:fiVejyears; -

Q- How much did you spend in 19802

" Do you know? |

-\ I could =~ I would have to refer
back to == .
Q Is it more or less than two

hundred thousand dollars?
A Probably be less.

Q . And in 1981 and so on, most of the

' capital improvements would be to increase the size

of certain vacuum pipelines? .-

A That is one of the elements, yes.
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MR.. PAGE:  Thank you. I .

- have no further ques-—-ions.

HEARING EXAMINER: Mr.
So’me:c%Vill‘g.i

Why. don "t you .usé: the. microphone.:
if yoﬁ; ean, Mr. Somerville?

" MR,. SOMERVILLE: Thank you.
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CROSS EXAMINATION |
BY. MR. SOMERVILLE;
Q Mr.. Thorpe, let me pick up on-

that, on the vacuum lihes,‘JAre you actually
increasing the size or layipg parallel lines?

A . That would depend on the location
and the particular jqbidefinition in.general;
Right now we ‘are increasiﬂg the lines, the size

of the lines.

Q Increasing the si;e?

A _Ygs; ”

Q- .éhé’diémeter?

a JYes¢,that's&cqrrectf.increasipg'the'

diameter of thelliné:ta-- what we are doing is
prima:ily_ﬁost of the vacﬁum system originally was
just four inch and in some cases, due to the build-
out pflcertain areas, we find that the four inch
is:nof:adequate.any lqnger.

Now in some certain cases you may

find that they parallel and four.would‘suffice;ihdw—_

.eVer,,ﬁheisix.would‘-- does so much better.

I3
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Q- ~All  right, sir.. Let me leave
that and,gd;backltc your prepared testimony.
I'm looking at Page 4, top of the’page} where you

made this statement: "These include a mixture of

‘vacation homes and permanent residences in a ratio

of abou£ three tq qneW,

Now,. that would indicate that
the wvacation h¢mes'therelare-three'timeS'as maﬁy-
as the permanent residences. Isn't the reverse
of that true? .

A That maylwell“be; 'And that was -
more or less a judgmént“callubn my'éart'about:the'

three to one ratio.  Nothing finite about it.

Q So you just don't. know? .
A (ditness nodded in the affirmative)
Q Let me go back to your operational -

- center at Lake of the Woods.

ItjsAmy'opiniQn,that your operational

center inc;ndeSptHe water operations as well as the

sewerage at the same place?

. a . That's. correct. |
Q" - And you have some of the ‘same

- people working on both?
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a . Oh, yes.
Q And the female staff of two people
handle both? |
A - Uh-huh.
Q Now, who runs that operation of

Lake of the Woods?
A .The’difectisupervision'for the

field personnel is the Field Superintendent obviously.

Q Who is that?

A That's Mr. Donald Harris,

Q He resides there?
A !eﬁ, heldqes; |

Q And he is on duty every day?

A Every day;

Q What is his educational and work

background?
A Professionally he has no-fqrmal

education beyOndhhithschool;r As far as administra=-
tion. Construction wise and in technology he does
have. Donald was == of, Mr. Harris was very in-
strumental'in.the?-; actually he was one of the

supervisors thadt built the original system there.
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| R bt
Q So he fully understands- the '
system and isxknowledge#ble?
A He most ceftainly does;_
Q And he is competent to handle the

day;to-day'pIObIemS‘of development?
A . He does.

Q There has been no difficulty as -

problems? .

A No. In fact, he has demonstrated
to me since my tenure here that he is very capable
of doing just'that;

Q Now,. hefmakes:the:decisions,Adaymtondgy
decisions, as to what workfiSnto be. performed?

A ' Yes;,he'does:.'ﬁellays out the .
work schedules.

Q . Who makes the determination as -
to whether it's a capital improvement or a maintenancej
operation?

A That!s.preéty'mnchimade'or
determined by:theideSCtiption of the job and it's. "
made by the'Cbntroller::jActually.the.distribution

of dollars is made at that time.
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" those that are in question or that I would like to

- review for a special reason.

. cases by the individuals themselves. In other words,

~ the workers, the minor ones, complaints of that type; -

" would prepare the work order?

- do you have for preparing the work orders to

Thorpe - Cross - 81, 475

Q In other words, that's based on

work orders that are prepared-and submitted to the

Controllef?,
A That's. correct..
Q ' Do you sﬁpervise'thét?
A th on a day-to-day basis, no. I

do review the work orders from time to time, particular

Q - Who prepares the work orders?

A :Usually.they'are‘pfepared.in some .

where it entails constructions, materials and/or

labdr;.usually thefforeman.and/or.the'superihténdént;

Q " Do the laborers do that?
. A No.
Q So the foreman or superintendent

A That's right. He initials every
one of them,

Q What standing rules and instructions

Ly
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distinguish between what'iéfcapital improvéments'
and maintenance?.

A At that point we don't. In other
words;‘thatxcharacteristicslbccurs:nét'aﬁithe time
‘the work order is prepared but by the definition and
description for that work brder; whattitTSJfor;_ Then,.
the controllérvmakeSuthat:division;'
_ Q So if the ﬁcrk brder.iS'ﬁot properly
prepafed, the Controller would have difficulty iﬁ
" making a distinction?
A . He may have;.yes; "And it would
- require him to come back and question it.

Q - But you ~~ what you have, through
the years, is a system that was built that you have
been continuing to make capital iﬁprOVements:to?

A I'm sorry;

Q . You have been making capital improve=

ments each year?

A .Oh;_yes.'
Q So that's. 'an ongoing ==
A - That is an ongoing program.
Q . You speak'bf:théihighLéoSt-éf

electricity. From whom do you purchase your electricity

N

SUE TRAYLOR - COURT REPORTER




10
11
12
13
14
15

16

17

18
19
20
21
22
23
24

25

Thorpe -~ Cross - - 83 1

A . Rappahannock Cooperative.
Q. And does Rappahannock in turn

purhcase ‘from VEPCO?

A I believe they do.

Q And does your power come from
North Anna? "

A I don't. think 'so.' ' I'xiL really not

"sure of where the actual -~

" MR.. RIELY: 1If he knows the
answer to that quésﬁtion , ,Mr'-.‘ Somerville, .
he ig a very fine ‘e.n‘ginee'r...-
WITNESS THORPE; I réa'lly don't :

. know where the power source is.

BY MR, SOMERVILLE: (Continuipéf
| Q .Wha‘t is your la.te"s‘t information
about anticipated costs of .eléctfiéity?
A The best guess that we can get
is an increase. We had projected a thirty
percent increase over 1979 through b.l9-80 and into
'81. Act'ually} }éct’ual numbers 'of: 1980 shows where

our projection was way low. We daid not project

SUE TRAYLOR - COURT REPORTER
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sufficient dollars to cover our purchased power.
This comes ‘from the Coop itself and their rate.
Q- You have no further information

on 1981%?

A No. . That's really where we came-.

from, the rates were provided us and their best
~guess is their projection. And we just took that
and interpreted it into our;dollars;

Q Getting back to this matter of
your maintenance and construction peoplg;.aS‘I
heard your testimony it would-appear to me that .
the actual construction that™is going on there is-
not as complicated?

A Iﬁ.sbmeideqree it is complicated.
Bﬁt,ano, as far as pipeline workers, samething like
that, it's‘ieal1y not.

It doesn't take a highly trained
person.

Q And would this be true of the_
maintenance also?

A No. It would not be. 'Maintenance
does require a aifferent.degree‘of4abi1ity and

skill.
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 Thdrpe =~ Cross 85

Q - But your Field Superintendent
has that ability?

A Yes; he ‘does .

Q | Now, what does the Brockmeier -
Consulting firm do in terms of maintenance?

a In terms of maintenance, probably
very little. As far as day~to-day maintenance. And
I'm ndt quite sure I follow where you are going.

Q I Qould agree with you that would
seem 0 me to be correct.

A Yes. No; No. Maintenance is
samething that we would not expect to get Mr.
Brockmeier'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 Within the year 1980 can you tell
me how much time Mr. Brockméier spent with Lake
of the Woods?

a Let's see, three =- this would make

his fourth trip this year.

B R i L LU SO S——
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Q How .long would he be'thgre on
each trip? |
A Oh, he spent the better part of

a week on.oneiqccasion. It varies. Sometimes two
to three days, whatever the real need isel

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
téstimony, did I understand you correctly tq say
that in éddifion to the retainer that Mr. Brockmeier

is paid for additional specific services?

A Yes, if it's required. Yes.
Q What type of specific services?
A _ Pipeline design is one of the

quickest I can think of. We just recently finished
the design and are out to bid 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

L L s LR I B T
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is, but in other words the retainer doesn't.

really allow .for too much ‘.oj-f.\ that type of dollars.
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" REDIRECT EXAMINATION .

8Y MR. RIELY:

Q Mr. Thorpe, you've referred to

the two young ladies that work .at the office;

they work on bath water and sewerage matters,'ﬁo

they not?-
a  Yes, they do.

Q And how are the costs of their
serviceS'allocateé between the two? |

A I would have to ask my Controller.

Q- Would Mr. Frasher know the answer
to that question?

A Mr. Frasher would know the answer
by the time he comes up, yeah. |

Q No&, 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
of a march from one end to the other?

A Really, I'm.not‘sure‘just how it
was as far as the original selling of the lots. I

think probably any time someone found a lot they

—atm by A ¥

-

SUE TRAYLOR - COURT REPORTER




10

11

.

Thorpe - Redirect . ' 89> » 183
Qanted,to,buy:theylwould”belable'tq buy it regard-
less of what area it was in,~

“ Q- Did that make it necessary to- .
build.the‘whdieisystem aﬁ one time?

A Yes, thaﬁ tpgeﬁher with the fact
that the development company used the idea of
making sure there was a water ahd sewerage sfstem‘
available to all the lots. And, therefore, they

had to develop the entire system at that time.
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90 184
RECRQSS EXAMINATION
BY MR. LION;
Q Mr. Thorpe, I'm guite confused

as to the relationship between your Company
Controller and the Brockmeier Consulting fimm.

- They appear to be doing the same

job..

A No. No. They would not be.
Q Isn't the == you said that

Brockmeier did engineering review, capital projects

review?

A Yes.

Q- Isn't this work that is normally

. done by the Company Controllex?

A No. The Company Controller actually

does ~- that is his title, but he is responsible

for the financial structure and the records keeping,

keeping the Company out of jail, if you will, and
making sure that the income taxes are paid.
Actually,,hiS'is:anlaccbunting

function more than an engineering. . He doesn't get

-yt v v
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Thorpe - Recross - 91 _180

involved - in that at all.

Q : How about the capital projects

T review?

A Yes, as far aS'dollars‘ére concerned.
But that's the only involvement the Controller has
in thét function.
- His main emphasis is in accounting
and money.management.-
Q Is yoﬁr Controller full time?

A Yes, he is.

HEARING EXAMINER; Is he located
at Lake of the Woods?

WITNESS THORPE:; No, he is
iocated at the office in Berlin. His
time is allocated -at the Lake and he
can spend, and does upon requirement,
whatever time is necessary or his presence
is necessary here, why, yes, he is here.

I say here. At the Lake.

BY MR. LION: (Continuing)

oo . v oy
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Q- Is all of his time, then,

utili;ed bgtweed the Maryland Utility and the
. Virginia Utility?

A - Yes.

Q Does he have any other- ties. or
any other companies ==

A " No.

Q‘ -= that his time is allocated to?

A No, he does not.

Q A Has any consideration been given

to retaining the services of a local consultant;
the D, C. area, of course, is pretty large and there
are'many‘nationally,reCOgniéed consulting firms which
have offices in the Reston/Washington, D. C. area --

| A Uh-huh..

Q. Has any consideration been given

to retaining a local firm on a job-by-job basis due
to the proximity, the ease with Which-they‘could
come down to the utility plant to look it over and
converse with utilityvofficiaIS'and.so on?

A Yes. Actually there has, and we

find it quite often advantageous, particularly in

AN e mreane. A N 4 T i
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thelattgrneys” requirements, 1eqalarequireMents,.
not so much in the engineering, because there
: .
are not too many engineers that really understand
the vacuum concept.. And that may sound unreal.
The BchkmeierIconsultant:actually

was instrumental in the -- or, they have been kind

Of ~= this is a baby of theirs which was taken over

by the original designer and installer and they have

lived with this system for many years and are one

of the most familiar in the country and probably

one of the best-first consultants on vacuum tedhnologyé

And that's one of the'reasons 

that we choose to stay with that firm.

b
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| RECROSS EXAMINATION . ,
BY MR. SOMERVILLE: {
|
5
Q - Mr; Thorpe, I'm still a bitg E
confused about your personnel. " Could yoﬁ_very g
|
briefly run through this with me? %
You told me you had six maintenance E
people at the Lake? i
' A Yes, sir. é
§ Q And three construction people? %
' A That's correct, g
Q Two girls in the office? %
t
A ' Uh~huh.
: v . ;
Q That is eleven. Aand you gave us - 2
I think a sixteen point onelfigﬁre, | 2
Give me the othér five point one, %
would you? 2
| A I sure will. 1In fact,I thihk I :
. _ |
have -- if I may refer to my. notes == do you just
want‘mevtquun them down in a list véry quickly?
The General Manager, he is equal
£o half. In other words, that's point five 0.
.
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Thqrpe'—'Redrqss
Q- Ydu mean you are there half the
time? ‘ | H
o That's. right.
‘My‘0perations Manager is point two
five, or a quarﬁer of his time;i The Controller is

point two five.. And the Data Controller is point

one 0.

Now.thdseiare.generaliy associated
with the office site. Management, that is equivalent
to one point one 0 man-years;' _

All right. Field Superintendent.

That's one. Maintenance Foreman, an Account Clerk.

Q What was that?

A An Account Clerk.

Q Is that one of your ladies?

A Uh-hﬁh;

0 All right.

A And the secretary. A maintenance -

lead man. A construction eguipment operator.
Construction lead man. A treatment plant operator.

A maintenance man One. Three maintenance men Three.

Two laborers and one construction foreman. That

should total your fifteen, and adding your one point

DR e TR R T PR R RN PR
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. Thorpe = Recross - 96
one 0 for G&A gives you Siiteen.point-nne;

Q Treatment plant operator, is -

. that full time?

A Yes, it ds.

That is all he does?

A . Yes. Well, that's: not exactly

correct either. That's his prime'thipg.-Jﬁe may
well get involved in maybe a problem at a vacuum
station or something like that that is associated

with the sewer, but he is actually full time sewer.

' MR. SOMERVILLE: Thank you. I
have no further questions.
HEARING EXAMINER; Mr. Page, do

you have any recross?

MR. PAGE: I have no questions.

SUE TRAYLOR - COURT REPORTER
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N

_BY MR.’ RIELY:
Q . The Controller was ;fu'll' t’im‘e«.'.
~You mean, he is full time for both Maryland and

. Virginia? .

A . That's: correct,

191
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HEARING EXAMINER: Mr. Thorpe, I
have a few guestions which were suggested
by your testimony this morning. You said,
I believe, that of the forty-two hundred
lots in the development, all of thém have

been supplied with all equipment hecessary

-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 system.
WITNESS THORPE: That is correct.

HEARING EXAMINER: And disregarding

GARRETT J. WALSH, JR.
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e

the approximately eight hundred customers
which you have which have active service

with the Company, as I understand.the

préfiléd material, the other people are

charged these availability fees.
WITNESS THORPE: That is right.
HEARING EXAMINER: Everyone who_.
owns a lot is charged an availabiiity
fee.
WITNESS THORPE: That is correct.
HEARING EXAMINER: And you said that
part of your delinéuency problem was in
collecting these fees ffom absentee_-
owners and so fo;th, and yu 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
céllecting it at that time?

WITNESS THORPE: At that time we

‘do have, in the sales contract, that all
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—~ 1 1-3 Thorpe - Cross 100 194
\( 2 indebtedness against that particular lot
3 must be cleéred before a _buil_ding permit
o is issued. | |
> HEARING EXAMINER: All right.
¢ And yu have described Mr. Harris' work
’ with the Company. How long has he been
8 in the position of field superintehdent?
? WITNESS THORPE: He was promoted
10 to actually F.i_,eld Superintendent == the
11 definition of that -- about a year-and-a-
1-2 half ago; prior to that time he had held
C 13 | the same responsibility under a different -
14. : definition or title, if you will.
15 | HEARING EXAMINER : And you said
16 that three customers take sewer service
17 without water service?.
18 WITNESS THORPE: Yes. Actually,
19 . they were o0ld, existing homes, and they
20 do have their own sewer or septic‘system.
21 HEARING EXAMINER: Well, that
22 is‘ what I was wondering about. Don't you
2 mean they take water service without sewer?
\( 24
25 -

GARRETT J. WALSH, JR.
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2
, ‘ WITNESS THORPE: They take water
3 ‘ .
i without sewer service.
4 T
HEARING EXAMINER: All right. I
5 ’ ‘ v |
' 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 i
: sewer.
12 ' , .
WITNESS THORPE: Without sewer.
13 '
HEARING EXAMINER: But the rest of
14
i 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

GARRETT J. WALSH, JR.
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Thorpe -~Cfoss AiOZ

type responsibility.

HEARING EXAMINER: He is no longer
with the ®mpany?

WITNESS THORPE: No, he is no longer
there.

HEARING EXAMINER: There is also
mention of a F. L. Atkins. .Who is that?

WITNESS THORPE: F. L. Atkins was
a management consultant employed by the

parent company at the acquisition time,

‘'who managed actually Lake of the Woods

and also Maryland Marine as an interim

type thing. That was on a contractual

© arrangement.

HEARING. EXAMINER: At about the
time of the acquisition by At Pac?
WITNESS THORPE: That is correct.
HEARING EXAMINER: Does Maryland
-=- is Maryland Marine a subsidiary of
At.Pac also?
WITNESS THORPE: Yes,‘it is.
HEARING EXAMINER: And how about the

firm known as Trans-Continental Development?

GARRETT J. WALSH, JR.
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Thorpe - Cross 103
WITNESS THORPE: Trans-Continental
Development.Company is a partner to At Pac.
HEARING EXAMINER: Does the Company
have an agreement with Trans~Continen£al
Development Company for certain- services? -
WITNESS THORPE: Yes, we do. I
think you will find that that is one of
the agreeﬁents that is on file, and has.-
not yet been approved. .
HEARING EXAMINER: As I understand
your description of the system, there is
a storage tank initially which is shared
by what, two or three.homgs?
'WITNESS THORPE: Most generally
two. |
HEARING EXAMINER: Two homes?
WITNESS THORPE: Yes. In some
cases it could be one. I think we have
one case where there are three.
HEARING EXAMINER: And some 6f these
systems use ﬁhe electrical valée and some

use the air vac system?

GARRETT J. WALSH, JR.
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' Thorpe = Cross -
WITNESS THORPE: That is correct.
HEARING EXAMINER: Can you tell

me a breakdown of the percéntage of how

many use each system?

WITNESS THORPE: I think we have
probably, as I referred to, about. two hundred
and sixty power services, which would indicate
in the terms of about three hundred likely
are the electriéally controlled valves;
Everything- that has been installed in the
last two to two and a half yéars has been the
air vac. - So we are 1e§; than half of the
old system -- maybe a sixty/forty split is
about an equitable way to assign it.

HEARING EXAMINER: Passing that
point -in the system, do the laterals
in the home connect to a main in the s;reet
much as an ordinary sewer system?

WITNESS THORPE: No. The laterals
from the home mnnect to the holding tank.

The holding tank then connects to the

main.

HEARING. EXAMINER: All right. And.

GARRETT J. WALSH, JR.
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2 | ) .
3 | thcse mains are in or along side the street
4 | | normally? » o i
5 ) : WITNESS THORPE: Yes. Normally i
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 Develbpment
10 | Company provide?
11 ! | . WITNESS THORPE: They provide
12 3 basically a number of administrative
13 | services. I think probably the most
14 ‘ definitive would be the insurance policy
15 o 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 insﬁrance.
22 1 ~ HEARING EXAMINER: I see in other
23 | i teétimony would indicate, which I expect
24 . would be filed today, a description of
25

GARRETT J. WALSH, JR.
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a sediﬁent lease between Boise Cascade
and Utilitizs, Inc.; are you familiar with
ﬁhat 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

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 design of it is pretty much

GARRETT J. WALSH, JR.
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automated, but it does requir an.operatér to do
what we do now other than just Primary treutment.

Q All right. This activated sludge
unit, the sewerage flbats into the system through
4 commenator, which chews up the solids in the
activated sludge unit; which is aerated, is that
correct?

A ‘That is correct.

Q These aerators are either on#full
time or on timer, so that there needs to be no
adjustment made, is that correct?

A Normally, they are on timer, but they

are pretty much full time.

Q 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 alding tank, is that correct?

A We are well versed on it, yves.

Q So thealy time the operator really
needs to do anything is when something is not
operating properly, is that not correct?

A That, together with gathering samples. ’

GARRETT J. WALSH, JR.
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The daily samples fof testing.

Q Gather samples for testing. How

long does that take? | |
| A Possibly two'hours a day. The.
morning and the afternoon.

Q Two hours to gather the. samples? What
does that gathering of the samples encompass?

A It encompasses, actually, preparing
the samples for lab gxamihation, and the two hours,
he spends some time in the ﬁorning and again in the
afternoon doing just that.

Q So he goes to the plant.in the-
morning., He grabs a sampie in a jar, and the
sample is transported to an outside lab for
analysis.

A -Actually it is for analysis, that
is correct. |

Q So actually he does not do any
real testing. He just grabs the water sample
himself.

A - He prepares the smample for transport,

that is all. No, he does not do any lab actually

analysis on site.

GARRETT J. WALSH, JR.




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

203

1-12 Thorpe - Cross 109

.Q By preparing the sample for transport,
what'do you mean.other than putting a cap on the
bottle?

A Collecting tﬁem in the sample bottles
and capping them.

Q All right. So he goés down andi

collects these samples twice a day for transport

to the lab. The system -- the aerators are

automatic, everything .is automatic within the

system, so -- how could this be a full time job?
A Actuélly, 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 housekeeéing and grounds maintenance
at the plant, too. You can't just flip a switch and
turn a;ound 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 ha&e seven, one of which is a part time

operator.

GARRETT J. WALSH, JR.
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Well, that is true. You are right.

MR. LION: Thank you, Mr. Thorpe.

GARRETT J. WALSH, JR.
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' REDIRECT EXAMINATION ..
BY MR. RIELY:
Q Mr. Thorpe, you stated that :

the system was entirely built; and as I understand
it, what has to be done when a new customer comes
on the line =~ |

A When a new customer applies for
a connection, actually the vacuum main is tapéed
but a vacuum line to a storage tank or a holding
tankfVthOée'areIthe’la:gelconcreteitanks,.that:is'
then set:and connected to the vacuum line; Then,
there is a vacuum valve that is 'set in the line '
from the vacuum tank, or the halding tank, to the
vacuum line.  That is the air vac valve and/or |
the electronicélly controlled valve-as in some
cases they have in the older system;

There is a lateral line then

‘connected fram the tank to the house.

Q- . But it's not just simply running
the service line from the house to the tank?
A Oh, no.

Q- '~ And that's what your studies show :

SUE TRAYLOR - COURT REPORTER
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.costs fourteen hundred” and fifty-seven dollars -

on the average in 1979?

A v That's correct.

MR. RIELY: Fine.. I have .
no further questions.
MR. LION: That brings up one

more question.

HEARING EXAMINER: All right,

Mr. Lion.

206
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BY MR. LION;

Q So this additional work is at -
least in:theer fully covered by the connection
fee which the lot owner pPays to the utility?

A | | In.thEOry};ges;_sif,

Q- And.this‘amount.is.capitali;éd
as part of the”uﬁility-plant?.

A That is 'cor.r..e‘c’t.'t |

Q And what the individual pays is
logged as a contribution in aid of construction?

A That's right. - |

Q - So they totally offset each other;
is that:cqrreCt?

A | Hopefully they do: - But they haven't.

That is the intent;

MR.. ﬁIELY; It will offset each
other if.this;increaselis gran£éd.

WITNESS THORPE; . That is correct.

'MR;'RIELY; _§he§Mdo nqt.atvthe:

pPresent.

SUE TRAYLOR - COURT REPORTER




Thorpe = Recross 114 -20&
I hévé.hothipg.elSe to say.
HEARING EXAMINER: Any other
questions?
(No response)
Mr. Thorpe, let me make Sure
T understand this now. 'Assumiﬁg a
- vacant lot in theideVelopment; as T
. understand your testimonf earlier you
sald that the storage tank and the air
- vac system and possibly the electronic
system, whichever happens to be in place,
is already there; is that right?
WITNESS THORPE: No, not in all
’casgs; When a new.connection~comes on,'
it usually reQuireS'a’tank; In soﬁe'
caséS'it may be the second connection
to that tank and there would be an
existing tank. | | |
HEARING EXAMINER: That would
be the case where there was a home next
door?
WIENESS-TﬁORPE}M‘Thatfs;cqrreCt,,

yes.

SUE TRAYLOR - COURT REPORTER
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HEARING EXAMINER: But a

vacant lot that is isolated from

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.

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
environed 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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| : 210
(, 2. a total air vac system utilizing the
” 3 air vac valves that we presently utilize
4 | now, being built ovér at Kent Island.
5 | HEARING EXAMINER: Was the
6 - reason for choosing this system here
7 the?hilly terrain andvthe difficulties
8 with. the gravity feed system?
9 | WITNESS THORPE: I'm sure that
10 was the idea of going to.vacuum technology .
11 HEARING EXAMINER: Would there
12 | have been other options available if
ﬁ” 13 ' this particular system had not been chosen
| 14 ' for a terrain of this nature?
15 Ny . WITNESS THORPE: The only other
16 v option would have been the conventional
17 ‘ gravity system with the forced pumps, and
18 | I think a study had been done on the
19 ’ system to compare that capability or
20 possibility and I think the number of
21 seventy-six actual éumping stations would
22 | be required to convert that system to a
23 | ~gravity feed system as opposed to the
24 thirteen vacuum stations we now use.
| 25,
SUE TRAYLOR - COURT REPORTER |
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So really the vacuum system

does make sense for this particular

application.

HEARING EXAMINER: What would

you say is the average sized lot in this-

develoPment?

WITNESS THORPE: Probably the
average size woﬁld be eighty feet by
one hundred twenty, I guess. And that
is purely a guess on my part.

HEARING EXAMINER: Any other
questions? (No response) |

Thank you, sir. You may stand
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" ROBERT" L.,” FRASHER, a witness

called by and on behalf of the Applicant, having

' first been duly sworn, testified as follows:

DIRECT EXAMINATION

BY MR. RIELY:

Q Mr. Frasher, would you please
state your name, business occupation and business
address? |

A I am Robert L. Frasher, Project
Accountant with Brockmeier Consulting Engineers,

Incorporated, in Santa Monica, California.

Mr. Frasher ==

A : If you will bear with me, I have
a cold. |

Q : Please discuss your capacity in this
proceéding.
| A Our firm has been engaged by the

Utility to assist in engineering and rate structure
matters on a continuous basis. My testimony will

present the Utility's accounting exhibits which are

true to the best of my knowledge and belief.

SUE TRAYLOR - COURT REPORTER
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Frasher = Direct 120

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 statementAforAtoﬁal company operations for
the calendar year 1979 that Es Staéement l of my
exhibit.

Additional s£atements present the
sewer operations by themselves in Statement 2, and
water operatiohs, Statement 3, fér the Samé pe:iod.

Q Please explain Statement 1.

A Statement 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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Frasher - Direct - 121
column shows certain annualized adjustments, to which

I 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—fouf dollars. With the
twenty-four dollar a month interim rate, the -
Company would still suffer a net Qperating loss of
twenty-seven thousand four hundred and thirty-six
dollars, as shown in the fifth column.

| The next to the last line in the
fifth column shGWS'ﬁhe 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

SUE TRAYLOR - COURT REPORTER
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return on rate‘base;

The sixth and seventh columns show
that the effect of ﬁhe proposed forty dollar per
month rate for sewerage. The sixth column shows
that this rate will result in a revenue increase

of two hundred ninety~-five thousand two hundred and

ninety-six'dollars. Operating revenue deductions

will increase to sixteen thousand two twenty-eight,

- resulting in a net increase in operating income of

two hundred seventy=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 per4

cent..

Q Now, turning to Statement 1 for a
minute, Mr. Frasher, the six hundre§ -= the two
hundred ninety-five thousand two hundred ninety-six

dollars operating revenues additional shown in

Column 6 is the difference between the eight dollar
rate and the forty dollar rate?

A That's correct.,

Q To get the total of seven hundred

SUE TRAYLOR - COURT REPORTER
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and.eighty-one thousand dollars from three éixty-six
shown in Column 7, you add together Column 3 plus
Column 6 to get Column 7; isn't that correct?

A * That's correct,
You don't add Column 5 plus Column- 62
A No. I hope to get a little more
than seven e;l'.ght}}-one° |
Q I just simply wanted to explain
that,

All right, sir; Will you please
discuss Statement 2?

A Statement 2 shows the Company's
sewer operations and these figures were included
in Statement 1 to determine the total Company rate
of return. |

The actual 1979 net'operatin§ loss
incurred on sewer'service; per the Utility's books,
was two'hundred fi@e thousand six hundred ninety=-
eight dollars AS'Shown in Column 1. Even with the
interim rate of twenty-four dollars pervmonth; the
loss would be over nihety-nine'thousand dollars.

At the forty dollar per month rate

proposed in this proceeding, there would be a net

SUE TRAYLOR - COURT REPORTER
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operating income of forty-thrée'thOusand nine hundred
and ninety dollars, as shown in Column 7. This
income, if'aétually achieved, would yield a slightly
pOsitive rate of return of about two point three
six percent on the Utilityis one poin£ eight millién
dollar seﬁer 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 format as Statements 1 and 2.

- The Company believes that present
rates are sufficient to provide'reasonable compensa-
tion for water sefvices-renderéd and thus no increase
in water rates has been proposed.

Q - - Now, discuss-étatement 4,

A Statement 4 explains the Cémpany's
‘adjustmentS'that appear in Columns 2, 4 and 6 on the
rate of return StatementS’l,-ZAand 3. These adjust-=
ments are broken down between sewer operations and
water operations.

o] | - Please take a moment and discuss -

the adjustments to the sewer operations.

SUE TRAYLOR - COURT REPORTER
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A . The first.adjustment, totaliﬁg'

one thousand.seven‘hundréd and eighty-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 this time.’ |

The next adjustments to sewer
operations and maintenance'eipenses total twenty-nine
thousand and sixty-=two dollars; The increase in
pay;oll'cost'is to annualiée'a.general increase that
was effective April 1lst of '79.'

The second operations and maintenance

adjustment annualizes the correspbndipg increase in

payroll related taxes, group insurance and other
benefité effective in the test year. The 1last
operations and maintenance adjustment is to annualize
the effect of the:geﬁeral increase in Virginia
Electric Cooperative's electric power rates that tobk

effect on October 1, 1979, and also to utilize a more

SUE TRAYLOR - COURT REPORTER
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current wholesale power adjustment charged by the
Coop.

The more'accuratE'refleCtibn of
purchased power cost whichfthisiadjustment_presents
is very important as power'eﬁpenSes‘representsvabout
one-third of total sewer operations and maintenance:

expenses.

SUE TRAYLOR - COURT REPORTER
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as divided between its water and sewer operations.

I

- 2=-1 Frasher - Direct 127 220 |

The adjustment in depreciation expense
was made to show the level of annual depreciatioﬁ
expense based on year-end '79_plant balances.

The last adjustment to expenses reflects the additional

gross receipt taxes due on the revenue increase shown

adjustments are before any adjustments were made to
reflect the increased sewer rates.
The next group of adjustments are

those that would arise from the rate increase

proposed in this case. The statement explains
the adjustments related to the proposed increase
of forty dollars per month in sewer rates.

The final section of Statement 4
shows similar Company adjustments made to water
operations for the test year. |

Q . Pleage discuss your fifth Statement.

A : Statement 5 is the Company's balance
sheét as of December 31, 1979, comnsolidating both
water and sewer operations. . |

Q Now, please discuss Statement 6. .

A | Statement 6 presents net utility

plant and allowances both for the total company and

GARRETT J. WALSH, JR.
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The figures are taken from the balance sheet of
Decembér 31, 1979. The statement shows the derivation
of the rate bases used in Statements 1, 2 and 3.
~ Q' | How are the Company's financial

operations proceeding in 19802

a The Company's financial position is
continually reviewed, and qperating statements for
the eight months ended August 31, 1980, reconfirm
the continuing trend of losses displayed in the 1979
test year. The results serve to reemﬁhasize the need
for the proposed sewer rate increase._

Q Do you h#ve a statement that compares
1979's financial results with those projected for 1980?

A fes. Statement No. 7 is a comparative
operating statement that reflects in the first columq
actual results for the eight months ended August 31,
1980. Thé Statement further shows a projection of
the full year's results based on two different
levels of ratés. |

First, for revenue purposes we

assumed that the twenty-four dollars per month

interim sewer rate was in effect throughout 1980

GARRETT J. WALSH, JR.
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and further used the'August-level of customers
connected, which is eight hundred, for the entire
year. For expenses, we used actual expenses through
August and projected the remainder of the year to
continue at the Same level.

This calculation is shown in Column 2.

" of my Statement 7 and as you see would result in a

net operating ldés of thirty~two thousand, seven
hundred and ninety-nine dollars for 1980. The
third column was computed in the same manner as
Column 2, except that revenues wefe projected using
the proposed forty dollars per month sewer rate.
Under that assumption, the ®mpany would see net
operating incéme of about one hundred and sixteen
thousand dollars. The final column shows the actual
results for 1979.

| As can be seen from Statement 7, even
with the help of the twenty-four dollar per month
sewer rate and an incréased number of connected
Customers, the Company could expect major losses in

1980. This is due largely, and most noticeably, to

GARRETT J. WALSH, JR.
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the sigxiifica.nt 1980 increases in the payroll costs
and electric power.

These costs are expected to exceed
the 1979 levelé by approximately thirteen percent.
for labor and thirty percent for power. Although
this comparision is somewhat simplified, it none-
theless demonstrates that the twenty-four dollar
per month sewer rate is inadequate to 6ffset the
Company's operating losses. Even the proposed
forty dollar rate, applied in the same way as the
interim rate, would only allow minimum operating
income ~- and I have a correctioxi in the prepared
testimony -- the figure should read eighty-nine
thousand, seven hundred and ssventy-three dollars.

Q Now, is Statement 7 sewer and water
combined, or sewer only? |

a " I believe this is sewer and water

combined.

GARRETT J. WALSH, JR.
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CROSS EXAMINATION
BY MR. LION
Q Turn the switch in front offyou.
Mr. Frasher, you are employed by whom?
A Brockmeier Consulting Engineers.
Q Do you know -- have any information
regarding the terms wheieby At Pac Land Company
purchased the stocklof 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, IR,
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been previously held by Boise Cascade?
A To my knowledge, the note is not
held by an affiliate.

Q Who is it held by?

A - I believe it is Perry R. Bass,
Incorporated.
Q Mr. Phorpe, I believe, testified

that it was held by an affiliate. fou say it is
held by Perry R. Bass, who is not an affiliate.
A That is my understanding, yes.
Q Do you know for a fact that.it is
held by Perry Bass? You said you believe.
A I have seen a copy of the note. The
note is actually payable éo Boise Cascade. I believe

on the note was assigned to pay Perry R. Bass, Inc.

Q Do you know Qhat was paid for this
note?

A No, I do not.

Q Was this done at the same time as the

other transactions by which the stock of Lake of the
Woods Utility Company was purchased by At Pac?
A I don't know it for a fact. I believe

it was at or about that same period, but I don't know

GARRETT J. WALSH, JR.
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that for a fact.

Q Is theﬁe any relationship at all
between Perry Company and At Pac?

) a . Not to my knowledge.

Q Buﬁ could there be? The relationship
that you are not awére of?

A Speculatiop, possibly.

Q - What is themlationship between
Brockmeier Consulting Engineers and At Pac Land
Company, and Lake of the Woods, and Maryland Marine
Utilities?

A Brockmeier Consulting Engineers
has as clients At Pac and Lake of ﬁhe Woods Utility
Company. Brockmeier Consulting Engineers is an
individual corporation with many clieﬁts..

HEARING EXAMINER: Do your clients
include Maryland Marine also?

WITNESS FRASHER: Yes, it does.

BY MR. LION (Continuing)
Q Mr. Thorpe has indicated that your

firm is on retainer to Lake of the Woods Utility

GARRETT J. WALSH, JR.
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Company.‘ What is that retainer fee, please.

A The retainer fee is twelve hundred

gnd fifty dollars a month.
| Q And what sérvices does your company
érovide for the utility company?

‘A Our EOmpany provides management
conéulting 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
wiil 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 relationsﬁip.

Q- It sounds as if your consultant
firm, and consulting in these management areas, is
actually doing the ﬁanaging for the work which
At Pac is claiming it does as part of these management
fees.'

A I don't believe thatwe are duplicating

the work that they are doing. To my knowledge they

GARRETT J. WALSH, JR.
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are administéring empléyee benefit prpgrams and things
of this nature. 1Insurance plans as well'aé they
obviously are also involved in the budgeting process.
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, Statementls, is
the Company balance sheet for 1979.: Would you turn
to thaﬁ, please? What is thgﬁliabi;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 books.

GARRETT J. WALSH, JR.
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Q All right, sir. You don't know at

the present time what companies are iﬁvolvéd, or

what services were provided for this?

A | . No, I do not.

Q Who does the bookKeeping for Lake
of the Woods?

A Mr. Ed Leach is the Controller for

Lake of the Woods Utility Company. And he is the

esseﬁtial one that keeps the books.

GARRETT J. WALSH, JR.
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Q And,_aS'I understand it, he is
shared with an affiliate, Maryland Marine Utilities,
and his ‘expense is allocated; is that correct?
B A - | Thaf is correct,
Q Who does the billing and payroll
for Lake of ﬁhe'Wbods?

A That is all done through 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 that are used in the office

for collections and so forth.

Q So, this firm is employed by
Mr. Leach?
A ' I would 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.

SUE TRAYLOR - COURT REPORTER
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Q Could you quantify the expense

. incurred by Lake of the Woods for Mr. Leach's services

i 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 yoﬁ 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.

SUE TRAYLOR - COURT REPORTER
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CROSS EXAMINATION
BY MR. PAGE:
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.
_ bo you remember Mr. Thorpe's
testimony to say that this note was payable to an
: affiliate of AtPac?
| A I recall his making the statement.
Q OCkay. 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.
' Q . Okay. Who are we to believe?
You or Mr. Thorpe?
A I don't know.
HEARING EXAMINER: One witness.
can't really chéracterize another's
testimony. I think the conflict would
be on'the record for- consideration.

MR. PAGE: Okay.

SUE TRAYLOR - 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 .

Q - 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 - Amortizing on a four year period -

Eat seven thousand dollars per year.

Q How about- -the -- do you have

.jthat 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

=33
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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 twentwaive thousand dollars.

Q How about attorney's fees?
A Right. I don't know.
Q » So, twenty-five thousand dollars

of the twenty-eight thousand dollar rate case ex-~
pense is your organizational fees?
A' Yes.
MR. RIELY: In case you are
interested, I think thatvdoesn'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 eight months

of 1980. That reconfirms the continued trend of

=34
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losses. How about the water operations? How are
they doing? How would you characterize that?

T A I would say the trend on water
would be as 1979 indicated, that water is do1ng -
still in a positive retutn. |

Q : . Okay. And, let's look at
Statement 7. Mr. Somerville discussed with Mr.
Th;rpe 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 ~ That's correct.

Q And that's about a thirty,

| thirty-one percent increase?

A Yes.

Q 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

| Ewelve months power bills for 1979 and repriced those

same bills with the rates that were in effect from

SUE TRAYLOR - COURT REPORTER
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the power company as of the end of 1979.

And I also took basically a
three month average of the fuel cost adjustment
éharge 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 1979 power is one hundred thirty-nine thousand
seven hundred and eighty-eight dollérs, which
compares basically with the experience that is
occurring right now.

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 powei from Rappahannock Electric Cooperative?

A , Yes. It was éreviously called
Virginia Electric Coop. It-has'changed names .

Q ‘v And they iﬁ.turn purchase their
poﬁer from Virginia Electric ana Power Company?

. A I‘guess‘they do.

Q  and you don't know what has
been happening toAthe fuel costs of Virginia Electric
and Power Company since March 1980, do you?

A - No, I do not.

SUE TRAYLOR - COURT REPORTER
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CROSS EXAMINATION

' BY MR. SOMERVILLE:

Q Mr. Frasher, we were talking

about Bass and AtPac. Are you familiar with

Trans Continental Development?

. Yes.

Q What does that concern -- what

is the relationship, if any, between that concern

© and AtPac?

A "~ I'm not sure. Honestly.

Do you know that Bass is a

- partner in Trans Continental?

1 ' A I believe there is a Bass that

is a partner in --

Q : So, i:'eally, we've got Bass
and Trans Continental and AtPac, and isn't it a
fact ‘that there is a relationship between these

yparties?.

A I don't know.

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?

SUE TRAYLOR - COURT REPORTER
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A ' I don't.
Q Now, as I have listened to

the testimony, what I hear is this: Lake of the
Woods Uéility Company requires the accounting mana'gé-j'
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 cohcerning rates, or
regulations. But we do not do the actual accounting
for them. ' |

Q 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.

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 correct. Well, yeah,

I believe it's AtPac.

=38
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2 Q "~ Now, iet me direct your
3 attention to the employee benefit program. Do
4 you know whether or not there is one in effect?
5 A Yes, there is. I don't know
6 . the exact details of what it is. I mean, as far
7 ': as what the actual benefit --
8 ‘ Q But you are prepared to say
there is one ineffect at this time?
’ A To my knowledge, yes.
10
11 MR. SOMERVILLE: I have no
12 further questions.
13 ' _ HEARING EXAMINER: Redirect?
14 : 'MR. RIELY: I have no redirect.
15 : That's.éur case, if Your Honor --
16 MR. LION: Could I, Mr. Farrar,‘
17. ask a couple more questions? ~ -
HEARING EXAMINER: Well, let
18 me ask a few questions of Mr. Frashe: at
;9 this point, and let's see what else we
20 need to inquire into.
21
22
23
24
25
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. isolating them and looking at them -
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HEARING EXAMINER: Mr, Thdrpe said

in his testimony that the Company had
presented financial statements thrbugh
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 ==

separately in this proceeding?
MR. RIELY:_ Mr. Examiner, please,
I think thatis a quéstion of law, and
not of fact. I think~I'ought_to state
the position of tﬁe Company on that.
| HEARING EXAMINER: Very well.
MR.RIELY: This company has historically
been regulated on the basis of separate
sefvices, and I believe that has been the

position of the Commission- in' my experience.

GARRETT J. WALSH, JR.
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since my experience started to run, which

‘is a few years back. ¢

On the other hénd, as far as this
Company is concerned, to éonsidef it on .
a combined basis doesn't really make much
difference, but you always have to take
into account the fact that #lthough there
are now only three customers, thére may
be in the future other austomers who take
one sérvice and not th; other, and I believe
that it has been the practice of the
Commission to cost separate services
separately.

MR. LION: For the record, I might
add it is my understanding in the future
all new customers of this utility will
take boﬁh water and sewer services.

| MR. RIELY:v You say that now, but

that may not happen. Theré is no requirement
that they will do it.

HEARING EXAMINER: Well, we will
entertain closing arguments.

MR. RIELY: Thatis the sum total of

GARRETT J. WALSH, JR.
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ny a:gument-

HEARING EXAMINER: Do you know
what fees are paid to Trans-Continental
Development Company 6r At Pac for théir
services, such as administering the
employee benefit pfogram?

WITNESS FRASHER: I believe it
was based upon five percent of their
operéting expenses. I believe that was
the basic formula.

HEARING EXAMINQR: Five percent
of whose operating expenses?

WITNESS FRASHER: The utility
Company's.

HEARING EXAMINER: As I understand
it, there are three firms at_least that
provide consulting services on a more or
less continuing basis, and that is your
firm, and ' Trans- Continental, and/or At
Pac, and Maryland Marine. Is that right?

WITNESS FRASHER: Yes.

HEARING EXAMINER: I hate to ask

242

you to go through all that.again, but I wonder

GARRETT J. WALSH, JR.




10
11
12
13
14
15
16

17

18"

19

20

21

22

23

24

25

3-4

ations, with also some work being done in
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‘Frasher - Crossv. 153
if you could just briefly disti#guish
each of those services , and in addition
to that, explain what services are provided
in addition by the people who are on Site
at Lake of the Woods. |

WITNESS FRASHER: Well, I believe
in the case of Maryland Marine that
gssentially thg day~to-day work as far
as the direct overview of édministration;
accounting, billing, and collection efforts
are provided by that one stéff, with
the two girls in the iocal Lake ofwthe Woods . 1
office, being kind of local, én-site, and

4

handling the calls that come in for
service or things & this nature. Buﬁ the
basic administration is handled through
the Maryland Marine.
. The s?rvices_of Brockmeier Consulting

Engineers ié primarily in the areas of the !

engineering, of the more technical consider~

the area of ratés and regulations. But it

GARRETT J. WALSH, JR.
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is primarily a planning a costing facilities
and basically on the technical engineering
side.

To my. knowledge, the services that

are being provided through At Pac or

TDC is in the realm of financing directly,
in determining the financial requirements

of the utility, as to where that money

is going to come from, administration 6f
their employee benefit plans, administration

of their insurance, which I believe is both

the employer insurance as well as property

insurance. Workmen's Compensation, tax
consideratibns, payroll tax.

HEARING EXAMINER: All Vrighte In
regard to this note, I gather from your
testimony, and the material filed by the
staff accountants, that intgrest has not
been paid on this note for some time, is
that right?

WITNESS FRASHER: That islcorrecto

HEARING EXAMINER: Are you aware of

GARRETT J. WALSH, JR.
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any collection efforts underway by the
note holder, whoever that mightbe, to
force payment of this interest?

WITNESS FRASHER: No, I am not.

HEARING EXAMINER: All right.
Any further questions of this witness?

Mﬁ. 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 serviée charges and charges per
kilowatt hour, not c§untihg the fuel
adjustment} which ;s basically a separate
charge, which has a tendency to change
every month,'the base rates I believe
were October '79 was the lasﬁ 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.

245
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MR. LION: Once you have this fuel
adjustment charge, how is it applied to the
Cémpgny's electricity usage in’ordér to come
out with a dollar charge?

WITNESS FRASHER: It is applied as
a rate per -- I’don'ﬁ recall whether it is
for a sihgle kilowatt or for a hundred
kilowatt hours. But it is bésed_bn the
kilowatt hour usage.

MR. LION: Did you then determine
how many kilowatt hours of power was
consumed by the.utility in 1979, ﬁnd then
apply.these known changes in the rates
and the fuel adjustment to the number of
kilowatt hours con#umed in '79?

WITNESS FRASHER: That is exactly

the way I did it.

GARRETT 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
you hold with the ate Corporation Commission?
h A My name is S. Frank Leis. I am the
Deputy Director of the Di&ision 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.
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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<19

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 fifty-eight dollars, and generate

a five point eight-two percent.rate of return on -

the Staff's adjusted rate base for sewer.

GARRETT J. WALSH, JR.
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K 2 However, it shonld be‘rmphasized
3 that this amount of net operating income will be
4 insufficient to cover the sewer department's share
5 which is.seventy-five percent of the Company's interest
6 cost in the amount of one hundred forty-eight thousand’
7 nine hundred sixty-four dollars a year. ‘In adaition,_
8 when the sewer department's net operating income is
9 related to total Company, as shown by Column 1 of
my Statement 1, total Company operations will stili _
+0 show a loss approximating sixteen thousand no hundred
1 and four dollars for the test year, with total
12 Company interest charges amounting to one hundred
( 13 | ninety-eight thousand eight ten.
| 14 Now, although the Company has
1% booked its interest charges each year, they have
16 not paid them, and at the present time the books
19 show five hundred ‘eighty-three thousand four hundred
seventy=-seven dollars of accrued interest payable.
18 It would appear from the fore-
19 going analysis that while the sewer department's )
20 financial position threatens the viability of the Company
21 as a whole, the increase'reques;, on the other hand,
22 impacts on the rate payer in an equally detrimental
23 manner. Consequently, it would seem that some
24 middle ground would be appropriate at this time.
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The Company is now operating
under an interim rate increase of twenty-four
dollars per month for residential and commercial usage.
These fétes‘gfanted under bond and subject to
refund produce one hundred forty-seven thousand six -
hundred and forty-eight dollars of additional gross
annual revenue, resulﬁing in a net operating loss
of twenty-six thousand nine hundred and sixty-seven
dollars.
B The ohly source of internally
generated cash flow, in tﬁis 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 Ibelieveit,was 1976,

Boise Cascade reacqﬁired the Lake of_ the Woods
Utility Company from Utilities, Inc.; is that correct,
sir? ‘
A ‘That's correct.

At that time, an acquisition
adjustment was placed on the bobks in the amount
of, I believe, six hundred and thirty-nine.thousahd
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 time, has this

acquisition adjustment been placed,'once again,

 into the Company's rate base?

A That's correct.

Q - Has the Commission Sfaff changed
its policy regarding acquisition adjustment since
that time?

A Yes, we have. At the time
this acquisition adjustment‘was made we allowed
the Company to amortize the adjustment over a
five yéar period and booked the credit to income
below the line. And this was done in an effort
to compenéate 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 property.
It gives you‘a longer period of amortization and
the booking being to credit income rather than
below the line to extradrdinary income to operating

income.
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| Q And what is the purpose.of
, this change?
| A This change --
Q Or, is this change -- is the

~ purpose of this chénge in procedure by which the
' Commissioh Staff handles acquisition adjustments?
;Is it done in order to -- in 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 figured

‘were, at that time, in the intérest of the consumer,

‘the ratepayer.

But if were to do it accurately,

‘as the Uniform System pfescribed, the way I've outlined

~we've-done in the last three rate cases, or more than

ithree really -- last several rate cases =-- is the
way to do it. 4 .
Q Could you give me the numbers

%hicb would result when this acquisition adjustment

. is handled in a manner consistent with current.

- -
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Commission 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

ATe

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 review 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 way back to 1975 and
just took everything off the books that we héd 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 reméining life, would be

twenty-three thousand six hundred and eighty-one

‘dollars.

| And what this would do to the
last column would be to, instead of.the Company
showing a hundred and fiftéen thousand two hundred

and fifty-eight dollars net income there, since the

w,
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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 baée -- 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 million seven twenty-six
five seven zero. And, of course, this would give

you a rate of retuin of seven point five eight

percent.

Q Regarding thé'Company's affiliate

ekpenses, has the Company submitted an application

. for approval of affiliate expenses?’

A Under the new arrangement, I

- have not seen it.

Q Has the Company provided the:

Commission Staff with adequate documentation with

‘which the Staff could verify the actual costs to
',the affiliated companies that are providing these

‘services to Lake of the Woods Utility?

a No. I would say no. We, in our

SUE TRAYLOR - COURT REPORTER
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\ 2
audit, took the Company's -- what the Company had
- booked for these services. We didn't have anything
4 to, you know, really verify exactly in detail what
5 they were doing.
6 : Q So, your testimony today reflects
vi only the expenses which the Utility Company booked?
8 A That's right.
5 Q As being owed to the affiliated
companies?
10 '
_ A That's right. And, of course,
11 i
they booked these expenses based on the affiliates
12 agreement that was in effect between Utilities, Inc.
(( 13 and Boise Cascade.
14 v Q . And this affiliate agreement is,
15 | ' 'ofvcourse, void at this time?
16 A I would say so.-
17 And there is no approved affiliate
agreement?
18
A No.
19
Between the current parent and
20 affiliates, Lake of the Woods?
2l A That's true. But we had nothing
22 to go on, so we assumed this would give us a bench-
23 mark to depart from.
’( 24
A
' 25
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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 éuch time as the Commission rules on it.

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 presénted}no evidence in this hearing which

~would lead you to change 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

‘'thegse affiliate factors 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

ray
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o 2 approve them as being.reééonable; is that
3 correct . Mr. ILeis?
4 A That's correct.
5
6 ' MR. LION: I move that Mr.
7 Leis' statement be identified as
g exhibits and his prefiled-ﬁestimony
be read in the record as if presented
’ at this hearing.
10 - HEARING EXAMINER: Any
11 objection? (No response)A
12 Mr. Leis' testimony, therefore,
(( 13 | will be copied into the record as if
— 14 ~given orally. His eihibits will be
15 : . admitted as a package as Exhibit SFL-3.
16
17' _ NOTE: At this point, the .
: prefiled direct testimony of S. Frank
18 Leis is copied into the record.
19
20
21
22
23
| 24
\
25
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PREPARED TESTIMONY =59
OF
S. FRANK LEIS

LAKE OF TH: WOODS UTILITY COMPANY
CASE NO. PUE800081

November 5, 1980

1
|
|
|

Will you state youf name and position you hold with thé'

State Corporation Commission?

My name is S. Frank Leis. I am the Deputy Director of
Accounting and Pinance Division for the Commission.

Would you briefly describe your professional experience
and background?
A brief resume of my proféssional qualifications and backe

ground is contained in Appendix I to my testimony.

H;s the Accounting Division Staff made an examinﬁtion of
the books and records of Lake of the W;Ods Utility Company?
Y#s, threé Staff accountants Spent'approximately one week
at the Company's office 1ocated 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 tast 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's
sewer operations and the amount of additional revenue the

Company will derive from the latest proposed rates based

"on our examination.

This briefly éummarizes my exhibits and testimony which
I submit at this 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 development consisting of 4,200 loss, surrounds a

recreational lake and includes a clubhouse, golf course,

'swimmihg pool and other recreational fécilities. At that

time, the Company was owned by the Virginia Wildlife Clubs,
Inc. (a U. S. Land subsidiary). Thereafter, Boise Cascade

Recreational Communities, Inc. (2 Boise Cascade Home & Land

Corporation subsidiary) purchased all of the outstanding
stock of U, S. Land, thereby acquiring Virginia wWildlife

Clubs Inc., and Lake of the Woods Water Company.
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( | - In 1968 Lake of the Woods Water Company changed its
Lame to Lake of the Woods Serwvice Conpany., Later, during
1969 the Company was granted a.Certificate of Convenience
and Necessity to construct and operate a sewer system.

Following 1its entry into sewef service, all of the
‘Company's outstanding stock and notes were purchased in
1969 by Utilities, Inc. from the Virginia Wildlife Clubs,
ﬁnc. During the interim between 1969 and 1975 Utilities
ﬁnc., 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
bompany did experience considerablegdiffiqulty with‘the
haintenance of its sewer system. The sewer collectiqn
Eystem, in use by the Company, was an experiméntal vacuum
ﬁype.system ﬁherein considerable operational difficulties
were experienced. However; there was no difficulty in the
operation of the treatment facilitles used in the complete
sewer service system, | ‘

The operational difficulties encountered by Utilities
inc. with the vacuum operated sewage collection system sub--
éequently developed into legal action by Utilities Inc.
;gainst Boise Cascade. The ensuing out of court action
resulted in the purchase, in 1975, of Lake of the Woods
IService Company by Boise Cascade and subsequent transfer
éf these utility facllities to Bolse'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:1lty to operate

the utility compady at the Lake of the Woods development.

Boise Cascade Home & Land Corporation costs asvpaftial

consideration in its settlement with Utilities Inc. amounted

‘to payment of $925,000. In addition, as a part of this.

(1) Forfeited the right to receive payments from
Utilities Inc., based on future connections
to the Lake of the Woods sewage system:

(2) Assumed a contingent 1liability for claims
filed (up to & certain amount) against
Utilities Ine.:

(3) Assumed legal, accounting, and expert
witness fees in connection with the. -
transfer: and

(4) 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.

1tems_were the subject of an affiliates 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 b& Boise Cascade Home and Land |
Corporation to AtPac Land Company, the Utility's present
owner, fog‘$900,000. In addition, there is an affiliates
agreement being prepared by the Company to cover suéh matters
as salaries and wages for employees and management fees for
services rendered'by AtPac Land Company and/or its sub-

gidiaries,

HISTORY OF THE CASE

In the Company's iast rate proceeding (Case No., 19867)
the Commission authorized an increase in rates designed to
produée.approximately $111,963 of-ddditional gross annual
revenue, These new rates became effective on or after
September 1, 1977.
| On June 17, 1980 the Cofrpany filed an application
with the Commission for a temporary'emergency incregse of
$16.00 in rates, from $8.00 to $24.00 per month, for sewerage
servicé to residential and commercial customers. This proposed
rate was designed to 1ncréase the Utility's gross annual
re§enue by $147,648, ‘

On.July 17, 1980 the Commission granted the Company's
reﬁuest for the $16.00 interim increase in monthly rates
to be effective for sewerage service rendered on or after
August 1, 1980. The revenues are to be collgcted by the
Gompany 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 full invéstigation
and a pﬁblic hearing set for November 5, 1980.

SCOPE OF REVIEW

Iﬁ its application the Company filed ratesfand’charges:~
sufficient to produce $295,296 of additional gross annual.
revénue7based 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 fee. The rates
that will be in effect if fhe increase 1s granted aré as
follows: -

" Water Rate:

Gallons Per Rate Per
Month Quarter 1,000 Callons
For the first - 12,000 36,000 2,50
For all over 12,000 - .36,000 U5

~

Sewerage Rates:

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 $4.00 per month for water and $40.00 per month for
sewerage for each separate living unit on the premises

served,
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Per Month
Water Service Availability Fee $H.00
Sewer Service Availabllity Fee $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) Review the Company's operations for the 12

month test period (January 1, 1979 through
December 31, 1979);

(2) Prepare the Company's Rate of Return for the

test 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 customers, a detailed
analysis of specific expense accounts and utility plant in
service. As a result of this review, several exhibits have
‘been prepared and are assembled in feport 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 31, 1979.

Schedule A to Statement I, Explanation of adjustments
appearing in Column (4) of Statement I.

Schedule B to Statement I. Explanation of adjustments
appearing in Column (6) of Statement I.

Statement II. Revenue projections based on proposed
rates for Sewer Department,

<6
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Statement III. Income Statement-per books for
the twelve (12) months ended December 31, 1979.

Statement IV. Balance Sheet-per book at December

5 4 L d

STAFF EXHIBIT
STATEMENT I

This 1s a Rate of Return Statement based on the operating
results for the test period ended December 31, 1979. It
measures the Compahy'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 of return. ,

Columns (2) and (3) show the operating 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 13.72% rate of return., Operating results
by department are shown per books, hence the allocation 9f
expenses, in most cases, was not necessary. The Company
books plant, revenues, and most expénses by department,

For those administrative and general expensés not booked

by department the Staff made an allocation on a 50/50 basis.




- 17
Leis Direct | 7 267

leigs - 9

Column (4) shows the effect of those Staff adjustments
made to revenues, expenses, depreciation, taxes, and rate
base ih order to restate book costs to amounts apglicable
to the test period. The sum total of these adJustments is
a decrease in the net opérating loss of the sewer department
for the test year ahd a slight increase to'the.rate base.
The net effect of these adjustments, as shown by Column
(5); amounts to a net operating loss of $170,667. Ail of
these adjustments are explalned in detail by Schedule A to
' Statement‘I, _ | ,

Column (6) is a sﬁhmary of the effect that the Company's i_
rates would have on revenues after Staff accounting'adjﬁst-
ments, These a@dustments are discussed in detall by
Schédule B to Statement I. _

Column (7) shows the results after the inclusion of
these adjustments which generates a net operating income of

$115,258 and a 5.82% rate of return on rate base,

THE RATE BASE . '. é

The Rate Base is composed of the COmpan&'s plant and
lfacilities used and useful in the rendition of 'its utility
ser&ice to the public. The principal e;ements which must

by considered in computing the rate base are: Gross Plant,
Depreciation Reser%e 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-




” Leis - Direct ' 178

268
( ‘ | | - Leis --10
;:' payers, present and future, will be required to return in
L : the form of depreciation expense.
v
{. ADJUSTMENTS
v A tqfal of twenty (20) adjustments were made to revenues,
i expenses and rate base. One (1) adjustment was made to
¢ ' operating revenues which had-the effect of increasing book

revenue. Fifteen (15) adjustments were made to operating
expénses, depreciation and taxes ﬁhich had the net effect
of decreasing these expenses and reducing net loss: while
four (h) adjustments were made to rate base. These adjust-

ments are expldined in detail by Schedule A to Statement I.

 cn e e

, However, some of the more significant operating expense .

il
.}

e T S B

adjustments thereto need additional amplification.

The Company has booked certain salaries & Wages,
associated benefits, management fees and adjustments thereto,
based on a previous letter of undetstanding between itself

and the former parent (Boise Cascade) which was approved

7‘ by the State Corporation Cémmission; Case No. A-592

v September 29, 1977.

E: At the'present‘time this agreement is no longer valid.
. A new agreemént must be negotiated bgtween the Company and
i its new parent, AtPac Land Co. This agreement must in turn
14 be approved by the State Corporation Commission under

v- Chapter four of Title 56 of the Virginia Code. These
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expenses in the aggregate after proferma staff adJustmentS
for the Company's sewer operations are as follows:
1. Management Fees | $10,762
2. Salaries, Wages & Benefits 15,298
$26,060

Although the fdregoing expenses have been factored into
the Staff calculations, for informational purposes, this

' should not be construed to infer 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 Cooperative formerly Virginia
‘Electric Cooperative) effective October 1, 1979. The
possibility of future rate reductions was explored with
the Cooperative, The Cooperetive's Management Engineering
Planning staff indicated that future fate 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 "B-1" Schedule, and 4 to 5
percent fer the "LS" and "A-1" Schedules. ‘

Staff adjustments No. 13 and 18 remove depreciation
taken by the Company on contributed property, and calculate
bhe expense at a 3% composite rate. The net effect of these
adjustments reduces depreciation expense by $32,100 fer the
test year, and increases utility plant by $101,982. |
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AdJustment No. 10 caléulates uncollectible accounts
expense at i% of gross annual revenue. The 1% limitation is
. current Staff policy, and is in keeping with experience with
: other utilities. The net effect of this adjustment reduces
this expenée by $21,403.

SUMMARY AND CONCLUSION

Lake of the Woods Utility Company .is requesting approval,
i of ‘their proposed rates and charges for sewer service only.

These rates, if approved, will approximate a 400% increase

2 in the residential and .commercial usage rate and produce an
, overall gross annual revenﬁe increase of 116% or $295,296.
The Company cohtends that approval of the proposed

(‘_ﬂ rates is necessary in order to reverse the trend in

operating losses and "maintain its financial viability and

2 its ability to serve." Howevef, 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

! meintenance expense subject to approval under the Public

Utilities Securitigs and Affiliates Act.. |

Analysis of Statement I shows the Company's proposed
rates would produce a net operating income of $115,258,

L and generate a 5,82% fate of return on the Staff's adjusted
rate bﬁse. However, it should be emphasized that this amount:
of net operating_income will be insufficient to cover the
sewer department'S share (75%) of the Company's interest
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' booked its interest charges each year, they have not paid
' them, and at the present time, the books show $583,477 of

raccrued interest payable,

 while the sewer department’'s financial position threatens

Leis
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- cost in the amount of $148,964, 1In addition, when the

sewer department s net operating income is related to the

total company, as shown by Column (1) of Statement I, Total
| Company operations will still show a 1vss approximating
' $16,004 for the test year, with total company interest

charges amounting to $198,810. Although, the Coﬁpany has

It would appear from the foregoing analysis, that

the viability of the Company as a whole, the increase

requested, on the other hand, impacts on the rate payer

in an equally det_rimental manner, Consequently, it would

'seem that some middle ground would be appropriate at this

time, | | |
‘ The Company is now operatihg under an interim rate | ;
}ncrease of $24,00 per month fof residential and comme;cial 5
usage., These rates granted under bond and subject to

?efund, produce $147,6h8 of additional gross annual revenue,
resulting in a net operating loss of $26,967. The only source

of internally generated cash flow, in this instance, would

come from the Depreciation Expense in the amount of $65,719,

Does this conclude your testimony?

Yes, it does.

NOTE: Thus concludes the prefiled
direct testimony of S. Frank Leds.

* * * * * & & & * *

S S



CROSS EXAMINATION

BY MR. RIELY:

Q - Colonel, I'm confused. 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 - 2And you had a rate case here

in 19772

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 year;
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 bé;n done‘and
amortized?

A That's true. 2And 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 whaf 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 twénty-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 corréct? |

A You are absolutely right.

Q ’ Thank you, sir.

This Company gets revenues in
two sources, two'wqys, does it not? it_gets a charge
for services rendered and a charge for availability;
isn't that correct?.

a - That'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

using availability, three thousand five hundred and
t@enty-three, three dollars and seventy-five a month,
it's forty-five dollars a year, that comes out for
that number of customers to a hundred fifty-eight
thousand fivé thirty-five.

Q So, roughly sixty percent of its
revenues under the o0ld rates was for availability
charges?

A Right. A
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 reﬁenues.
The one percent is current Staff
policy and is in keeping with experience with other
utilities. ' |
) | What other utilities? Wwhat other
utilities such as this one that have availability
charges?
A What adjustment number is that?‘
Q . Adjustment Number 10. But I'm
looking at your language at the top of Page 12.
A All right. We looked at Virginia
American Watef Company. '
Q Does that have an availability
charge?

A It doesn't have an availability

charge, but it has uncollectible accounts expense.

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 got any examples of

those?

SUE TRAYLOR - COURT REPORTER
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A I've got an e#ample of one

of the last rate cases we did that I would have
availability charge and we did the same thing. This
particular individual wanted forty percent in the
way of bad debts; we knocked them down tb one percent.

. The fact of what youare 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 fo try to collect these bad debts beyond just
notifyingvthem. But you asked me about checking
in the case of Virginia American Water Company .

Q | Is that really relevant to the
circumstances here?
| A. Well, you asked mé and I would
like to give you'the figures anyhow.

The figure is three-tenths of

a percent in the Alexandria District; a half or
six-tenths of a percent'on Prince William; point
three on Hopewell. If you go to big utilities, of"
course, it's another decimal point lower than that.
There just isn't anything --

Q But, does Virginia 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 lave charges to render service?

A I. am talking about both. Those
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 Yes, we do it arbitrarily.
Q 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 Cqmmission
decide after we have. heard the- evidence. After we
have heard my presentation and your arguments, what -
might be a.fair percehtage.

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?

aA No, I wouldn;t sue them for
thirty dollars, but over a period of years, if that
individual stays delinqﬁent; 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,
éue them or whatever. |

Q Now, would you turn to Schedule B
to your Statement I? To your Adjustment 3. 1Is 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 toA
othe; revenues, and that the two point six percent
should be applied to the entire increase?

A Yes, you are absolutely csrrect.
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

s

GARRETT J. WALSH, JR.
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done on the ®venues 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, Colonel.

have no further questions.

I
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ACROSS‘EXAMINATION
BY MR. SOMERVILLE

Q . Mr. Leis, going back to your testimony
on page 3, where you maké refererence to interest

on the books of five hundred and eighty-three, four

seventy-seven.,
A Page 3 of my prefiled.

Q. Paée 13, page 13.

GARRETT J. WALSH, JR.




<52

(W - 35 Leis .- Cross 198
2 A All right.
3 Q First paragraph, you make
4 reference to accrued interest payable. |
5 A That's correct.
6 Q Did your examination reveal to
7 whom that was payable?
g A Well, originally the payable
_ was -- when started, was payable fo Boise Cascade
’ and, then, when the new company bought it they bought
1o the stock and, of course, they assumed the liabilities
11 that have been accruing all this time. And I would
12 presume now ﬁhat the new owner, or rather the new
( 13 . parent, would be the beneficiary of that, tﬁat debt.
14 Q But you are not certain of who
15 the holder might be?
16 A Well, I haven't seen a document
lf that says. -
Q And it was nothing in your examina-
18 tion?
19 A These things have just been
20 acc;ued on the books. It was an open account
21 advances originally.
22 | ‘Q Let me ask you to lock at your
23 Schedule A to Statement 1 at the bottom.of the page,
24
(25
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and I'm coming back to your decrease for uncollectible
sewer accounts of twenty-one four 0 three.

In your examination and analysis,
you are dealing just with the sewer side, are you
not?

A Just the sewer sidé.

' Q ' And if you followed through on
this, it would be a comparable decrease on the water
side? |

A Had we done total cbmpany there
would havevbeen a comparable'--

Q You don't have that figure for
the water?

A (Witness nodded in the negative)

Now, let me ask you to look with
me at your Statement 1,'your rate of réturn statement,

and as I understand it, Column 1 is the total Company,

AColumn 2 is water, and Column 3 is the sewer. And

Column 4 would be Staff adjustments with reference

to sewer?
A To sewer only, that's correct.
And, the next column is sewer
only?
A | | Sewer only.

SUE TRAYLOR - COURT REPORTER
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All the way through?

All the way through. ¢

The only column relating to water

would 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
Q
A

Q
A

basis, it would have been a reduction in the depreciation

No. That is just for sewer.
How much --

Had =-

How much water?

Had we done this on. a total Company

and amortization of the water department. I don't

know what the figure would be because I did not do

it.

Q

So, you are saying 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

Yes.

SUE TRAYLOR - COURT REPORTER
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Q It would increase -- which
would increase the profit on the water side?

a a That's correct.

Q Now, also down below the line
under utility plant with your accumulated provision
for depreciation, you have in Column 4, one 0 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
Cbmpany'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 deducted those out.

Q 'So you did analyze the work orders?

SUE TRAYLOR - COURT REPORTER
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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: iouder, please.

HEARING EXAMINER: All right.

Just one minor item in your
expenses. I see you had placed in Adjustment
Numbgr 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
Cémmission in a recent decision, which
I'm sure you are familiar with, a decision
in the case of VEPCO, that was the last
FOR, financial operating review case,i
denied a similar adjustment for increase
.in depreciation expense to end-of-year '

plant.

Do you see some reason for treating

SUE TRAYLOR - COURT REPORTER




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

s i

Leis - Cross 203
this adjustment differently in this
case?

WITNESS LEIS: In this particular
case, we did not ihcrease; we dec:easea
the depreciation expense. The‘purpose of
this adjustment was not to make a deprecia-
tion expense adjﬁstment 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
take the year-end balance and we up it and
we increase it. That's what was disapproved
in this particular case you are talkiﬁg |
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.

HEARING EXAMINER: So the adjust-
ment here was designed to allow deprecia-

tion?

SUE TRAYLOR - COURT REPORTER




=88

- 1 _
C , | Leis - Cross.. , 204
WITNESS LEIS: On non-contributed
’ property because the Company had taken
4 depreciation on contributed property.
3 Ahd that was to get that out. _
6 , HEARING EXAMINER: All right.
7 : I'gﬁess my question, then, is what level
8 | of plant balances was used for non-
9 contfibuted property?
1o . WITNESS LEIS: We used the
11 year-end balance. |
HEARING EXAMINER: Do you
12 disagree that that was the type of
! 13 adjustment that was disallowed in the
14 VEPCO case, or is there some difference?
15 ~ WITNESS LEIS: Well, I.Aguess
16 there is two parts. Number one, we took
l% ' : out the contributed property but we left
18 ‘ - in the contributed property and that part
19 that covers rather'the non-contributed
property is in there and the depreciation
20 ié calculated on the year-end balance.
21 S0, I guess you might say half
22 of that -- part of the adjustment could
23 be in error, or could be contrary to the
24 |
(
25
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-‘acision 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 operating review case. We
are not as liberal, of course, in our
financial operating review as we would
be in this rate case.

We are moving the test year
forwafd 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.
four Adjustment Number 5, you have
amortized the Company's rate case
expense. Was that based on figures
supplied by the Compahy?

WITNESS LELS: That was based
on the Company’'s estimate of twenty-
eight thousaﬁd dollars. I might add
that's pure1§ 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

SUE TRAYLOR - COURT REPORTER
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before th: 3 case is concluded that the
expense will -~ the remainder, it will

equal twenty-eight thousand dollars.

SUE TRAYLOR - COURT REPORTER
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- HEARING EXAMINER: Mr. Leié,
‘

in 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 présent holder of the note is?

WITNESS LEIS: Well, it would ke the

parent of Lake of the Woods.

HEARING EXAMINER: So to the best

of your information, At Pac is the holder

of the note?v
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 Have you recently visited the
Company? |

a Ivisii:e’d the Company on October 9,
1980.

Q Did you prefilemfburqpaggs of
testimony?

A . I did.

GARRETT J. WALSH, JR.
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-was a projection of what they wanted in the budget,

and they never did get it, so I guess we will have

5-3 _ | | ?ice - Direct 209

Q Do you have iy additions or corrections
to that testimony?

A I have corrections to make, which
I was discussing the number of employees employed
by the Cémpany. Mr. Thorpe shows sixteen point
one, and I was handed a sheet of paper at the office
shoﬁing nineteen point six employees, with the
notiation thaé I had made that two employees were
the same people, so I subtracted that and came up
with eighteen point six. Aand I.ha§e now been

informed today that this paper that he showed me

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 on}his it woul@ 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?.
° .\ Although- this case-is only involving
: the rate increase for the sewer company, we are
concerned with the physical part of the whole
1: company, and I didmke a comment that the Company
11 has eight wells yith the three hindred thousand
12 ~gallon storage tank. They have ali'eady drilled
@ 13 two wells, which they»haven't put into service,
l\ 14 and they mve plans to add another three hundfed
15 thousand gallons storage capacity té.nk,_ which I
16 ~should think would handle the water needs well
17 into the future, when these are .put on line.
18 | ﬁe have already heard that the
‘19 sewer .system is very unique, very few in the
20 Uni‘tgd States. This vacuum-type system probably
21 is very comp;licated,' but probably the best system
22 for this type of terrain. It is very highly
23 energy concious, and it has a great number of
@ 24 demand for maintenance personnel.
\ 25 |

GARRETT J. WALSH, JR.
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in March, but I havem objection to it. The

5-5 - Tice -~ Direct 211

-~

I made a comparison along with two
companies, and Iwould 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, énd
another one about the size of iake 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 té comment on two

items which weren't discussed by the Company

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 raté 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 appliedvat

the same time when the connection is made. So

GARRETT J. WALSH, JR.
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essentially I would consider fourteen hundred and
fifty dollars connection charge.

I pointed out that this Commission
== this connection charge is a little different from
the standard company. It has a sewer line running
down the.street, and about all the sewer company
does is run a lateral line from the main in the
street to the property line of the property owner.

In this case, the lines run from
the vacuum line to the holding tank; from the
holding tank to the foundation of the house, and
at least seven hundred and forty dollars is requirea
just for the discharge mechanism that they have to-
install either séparately or.in conjunctioﬁ with
othér people.

This concludesny testimony.

MR. LION: I move that Mr. Tice's
prefiled testimony be read into the record
as if presented at this hearing.

HEARING EXAMINER: That will be

done.

(Prefiled testimony follows)

GARRETT J. WALSH, JR.
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TESTIMONY OF
E. JACKSON TICE
LAKE OF THE WOODS UTILITY COMPANY
' CASE NO. PUE 800081

Q. Please state your name and position with the Commission.

A. Tam E. Jackson Tice and I am an engineer in the Division of Energy Regulation.

Q.
A.

Have you recently visited this utility?
Yes. I visited the utility on October 9, 1980.

Q. Plesase give your report.

A.

in this case the company is ’requesting a substantial increasse 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, [ 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 théy 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 §ystem _shbuld 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 sysiem 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 found at Lake of the Woods. Experience has
probably proved it effective in pfinciple 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

29"
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changes to improve the operation.
The major problem with tie 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, . 3 |

Within the past year the company has been installing at the storage tanks
more durable containers and Air Vac pneufnatic 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 cést about $700. Since there are 300 to 400
old units in place the conversions will take place as funds are available.

The elimination of the need for electric power at these discharge units
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 st.ep in the right direction to reduce the power
cost. This should considerably reduce the more Athan 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 necéssary to increase the size of certain vacuum lines. Two

lines have been replaced using a sawtooth method which assists in re-creating -

238,




5-~9 Tice - Direct 215

[nd

he vacuum along the lines, As funds becomr 2 available other stations will have

their pipelines replaced with larger lines laid in the sawtooth method.

Mr. Thorp reports that there is a labor force of approximately 16 men and
v\!vomen, however, according to information furnished me at the office of the
company, the total present payroll is 18.60 people or as theyA refer to it as
"Work Years". Administration which includes 40% of the time of a General

anager, Operations Manager, Controller, Data Controller, full time Account-
mg Clerk and Secretary accounts for 3.60 "Work Years". The Water operation
is charged for L50 "Work Yéars" and the sewer operation for 13.50 "Work
Yiears". The sewer operations includes a break down of approximately 6 people
isted under the heading "Construction”. They are involved in manufacturing
the concrete storage tanks and the installation of these and the discharge tanks.

e remainder are listed as "Maintenance" personnel including the operations of

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 thét ‘this sewer
opLeation is quite differe_nt there does‘ appear to be an excessive number of
employees. A sewer company under our jurisdiction has a ratio of approximate-
ly 1 to 400 and a smaller company with about the same number of customers as
Lake of the Woods has a 1 to 250 empldyee—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

concrete storage tanks is not a daily operation and there does not appear to be

- that many new tanks being placed in the ground to require so many employees.




5-10 Tice - Direct | 216

I feel the-company should provide~a-detailed-accounting-of the work force at

this hearing.

30C
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CROSS EXAMINATION

BY MR. SOMERVILLE
Q Mr. Tice,‘have'you erﬁthe~members of

your staff recently made an inspection of the
operation at Lake of ﬁhe Woods?

A I saw the sewerage treatment plant.
I saw the water system, especially the pumping
system, and the storage tank. I visited at least
four of the discharge mechanisms at the house. I
saw the place and ﬁow they constructed the storage
tanks, and I was given an explanation of the new
air vac discharge mechanism, which is to replace
the electric mechanism that they héve been using”
iﬁ the past. That was ;he extent of my visit.
Plus a lengthy interview regarding personnel, which
part of it was not right.

Q - Did you have an opportunity to

. observe the construction force and the construction

operation and the maintenance force and their work
to determine what type of work was being done, and
how efficient the operation was?

A | No, sir. I would have to admit that

other than one person -- the field superintendent

- GARRETT J. WALSH, JR.
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~

and Mr.vThorpe, andvthe.gentieman from Maryland =-
were the only personnel that I observéde
MR. SOMERViLLE: Thagk.you very much,
' Yoﬁr Honor.
HEARING EXAMINER: Any redirect?

(NOTE: No response)

HEARING EXAMINER: Mg.'Tice, dig
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 Qhat
the sewerage treatment plant would: have
to be expanded at some future date, but

I don't think it is immediate.

HEARING EXAMINER: Thank you, sir:

GARRETT J. WALSH, JR.
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'Testimony of Alan L. Potter

DIRECT EXAMINATION
BY MR. SOMERVILLE

Q Please state your name, age, and
residence.
B A I am Alan Pogter,'i am fifty years
‘ old, and I am a residgnt of Lake of the Woods.

‘ Q | What is your connection with Lake

of the Woods Association, Inc?

A I am the President of iake of the

Woods Association.

% . Q Would you state briefly your education

; GARRETT J. WALSH, JR.
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5-17 Potter - Direct
anc: occupational background?

A ‘Yes. I have a Bachelors De;ree in
Chemistry, and a Doctor's Degree.from George Washingtoﬁ
University Law School. I have been in the law
practice and in business-all of my career. .
| Q- Mr. Potter, your testimony is filéd
with the Commission. On pages 1 through 8, with
a chart on page 9, let me ask you to summarize your
testimony and highlight any specific points that
you think should be made to Mr. Farrar.. |

A All right, sir. First of all, I
would like to clarify a couple of points which have
been made here previously today. Mr. Thorpe referred
to our ratio of homes in the community as being
three vacation homes, with one permanent residence.
That is absolutely the opposite. About séventy-five
percent of thelomes are occupied full time, and
about one quarter of them are in fact just weekend,

summer time residences.

GARRETT J. WALSH, JR.
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The other point.that was made
was we are a recreational retirement commﬁnity.
Thé communi ty actuélly 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 commuhity. 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 tﬁrough today,
about thirteen years. We've averaged about seventy
new homes per year and we continue that rate right
through 1979, despite the tight 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 growiné situation with more and more-
customers comihg 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

SUE TRAYLOR - COURT REPORTER
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a sémewhat unusual positi n. I'm here today to
oppose this rate increaée, 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 Uiiity Company; it's rather rare.

We did it because we think we
are economic realists and we thought that increase
that they ésked for in 1977 was justified. We saw
the need then for their increased fees. We don't
see the need now. Wé feel that they have totally
failed to support their case, first of all oh the
figures which they have pzesented, which have gone
into the record here. We have heard téstimony
that there is some overlapping and unsupported charges
and fees of very highly questionable values to us.

' We donit know what these people
are supposed to do for this; we don't know what
these fees are charged.fdr. |

There are other questions in‘ -
their figures. A witness will follow me who is
an acecountant, who will raise questions about their

accounting practices and other figures which they

SUE TRAYLOR - COURT REPORTER
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\ 2 have presented to this Commission.
3 In addition to that, we have
4 high guestions about the efficiency of their
5 operation. The testimony today has been toAthe
6 fact that they have one field superinten&ent on site
; at Lake of the Woods. The next’glosest supervisbr
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 becausé we
10 ~call him up and tell him.he has a problem. We E
11 have no effective supervision on site. : é
12 And the feather bedding that |
13 goes in wifhin that community and this Utility
14 Company is unbelievable because there is no supervision
15 of any work there. So we do not support the fee
16 increase based on that. |
But I havezanother much deeper'
17 concern also, and that is-the impact this increase
18 will have on our community. We think that this
19 increase would be totally unmitigated and a disaster
20 for Lake of the Woods, for a growing and thriving
21 community. We are, as every community is, in compe-
22 - tition to attract people to live in our community.
23 And so far we are very successful at it. Certainly,
" people look at the cost of moving into our community
25

SUE TRAYLOR - COURT REPORTER
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: 2 as opposed to other communities. The cﬁart that
3 I attached to my testimony, I would like to refer
4 to that right now. If you would look at it, Mr.
5 ’ Farrar, it shows an article that was taken from
6 The Washington Post published September 28th of
7 this year. It shows =--
8
MR.RIELY: Mr. Examiner, I
? object to the introduction of this
10 chart and the testimony about it for
11 the same reasons that I have previously
12 given about comparable rates.
(- 13 | A WITNESS POTTER: The only
- 14 comment, if I may comment, on that,
15 sir -
16 HEARING EXAMINER: What was
: the basis of the objection?_
o MR. RIELY: 1It's nothing
18 butia statement of attempting to compare
19 rates; and, as the Supreme Court of
20 Virginia has said, as you recognize,
21 it's not proper in a rate case of this
22 character.
23 WITNESS POTTER: I believe, sir,
| '24 the case you':efer to ==
. 25
SUE TRAYLOR - COURT REPORTER




Potter - Direct 228
HEARING EXAMINER: All right.
Mr. Potter, I think what Mr. Rieljr 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, sir.
Go ahead.

' . WITNESS POTTER: I will note
in this statément, sir, that I'm not
presenting these figures with tﬁe 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 Post; 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

SUE TRAYLOR - COURT REPORTER
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going to cost hih‘five hundred and
twenty-eight dollars. Now he knows *
that. He is not blind. BHe can see
what his costs are. He can see this. -
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 Wgshington
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 cost;
wé charge him twovhundred and forty-eight
dollars Lake of the Wbods"assessments.
What does he geﬁ? He gefs fifty-four
miles of hard surfaced 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. He

.gets two lakes, one of them with fifteen

miles of shore line. He gets four tennis
courts. He gets two swimming pools. He

gets stables, a marina, a golf course and

SUE TRAYLOR - COURT REPORTER
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a pro shop, a club house and the administra-

tive and management staff to run all of
this at a figﬁre less than half of what
the Utility Company i# asking him
for water and sewer. |

Now, that's what he is going to
lock at coming into .our community. Aand
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 kili t;é 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.

SUE TRAYLOR - COURT REPORTER
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HEARING EXAMINER: All right.
Mr. Somerville, do you wish to admit
his prefiled testimony into the reéord?
MR. SOMERVILLE: VYes, I do.
I, ask that~thé prefiled testimony be
admitted into the record as his testimony.
HEARING 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.

SUE TRAYLOR - COURT REPORTER
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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 Wood;, Locust Grove, Virginia 22508.

I;am President of Lake of the Woods Association, Inc. I am
aiso a practicing’attorney with offices on the commercial prop-
erty of the Lake of the Woods development on Virginia State
Route Number 3. | . |

' Tﬁe 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. Covenants rumning with the land were
attached to each lot in the development and are of record in tho |
Clerk's Office of the Circuit Court of Orange County, Viiginia.
By those Restrictive Covenants the administration of the affairs
of the iake of the Woods community was vested in the Lake of the
" Woods Association,'Ipc. and every purchaser of a lot was required
to become a member of that Association. The Association was '
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 of 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

- 1 -
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and operating personnel. The Lake of the‘woods;coomunity has

54 miles of hard surface roads which are maintained at the sole
expehse of the Association. . It has its own police force, a
controlled access gate, and virtually no orime. There are

two lekes, one of which has over fifteen miles of shoreline,

an eighteen-hole golf course, four temnis courts, two swimming
pools, stables, a marina,_and‘a clubhouse which, within the

past year, was destroyed by fire. _At the present time there are
825 homes within-Lake of the Woods which reflects a fair;yvsteady
growth rate of_sl#ghtly.ovee*io homee.pef year.'.It is important
to nofe, moreover, that that growth'fete-cohﬁinued.through the |
‘mortgage money crunch of 1979 and 1980. _

The Lake of the Woods commmity 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.commnnity, encompassing a full
spectrum of residents. We haoe'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 ldrgest population center in
Orange County and sends over 200 children to the coumty 3Chools;
We have become a factor in the economic, social, and political
1ife of Orange County and'currently-contribute 15% of the total
real estate taxes of the county.

The developers of the Lake of the Woods community were
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|
obvio@sly motivated by the potential. for profit from the sale-
of the : 1dividual residential lots into which the development
was dividéd. - In order to make those lots attractive to pros-
pective purchasers at the asking prices, the developers created
the ldkes and the other recreational amenities at Lake of the
ﬁoods. In addition, and as was clearly necessary, the,developers
constructed a water and sewerage system to serve the Builders of
homes  upon the lots which thej purchased. After the sale by the
developers of_virgually'all of the residential lots in 1970, the
| developers became amenaﬁle to the sgle'to the Association of all
of the noﬁ-residential property within the éommﬁnity, includiﬁg '
all of the recreational amenities,'with the sole exception of
the water and sewerage system. . The Lake of the Woods Association,
Inc. négotiated the transaction with the developer and acquired
all the described property with thglgxceptionAof the wgtér and
_sewerag;.systeﬁ.j.Thé~¢urrgnt}owners of the Laké of the Woods
Utiliﬁy'C§ﬁpaﬁy purchased the.éapital stock of that company |
from the developér, aﬁd, presumably, did so after an ecomomic
analysis which indicated a profit could be made from the opera-
tion. Prior to the new owners purchasing the water and sewerage
facilities, the former owners applied for a rate.increase in
May, 1Q77. Prior to doing so; however, they advised Lake of the
Woods Abéociation, Inc. of this and the Association supported the
major portion of the request in the hearing before the State
Corporation Commission -- cerﬁainly an unusual posture for a.

group of consumers. That history makes it extremely hard to

ﬂ
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understand why the present utility company has pursued the course

which it has followed in this instance.

Without any discussion ﬁith'any of the Association officers
at Lake of the Woods and, indeed, without any notice to its Lake
of the Woods customers, the Lake éf the Woods Utility Company
successfully sought from the State Cérporation Commission an
order permitting it to make an interim increase in its sewerage
rates which amounts to ZQOZ of the then-current charge. As a

lawyer I find it awfully hard to understand how that could have

" happened. . I have particu1arly noted that the ihicial‘application :

filed with the Commission by the Lake of the Woods Utility
Company on June 17, 1980, sought a temporary emergency increase
in rates pursuant to Section 56-245 of the Virginia Code of 1950.
I have also noted that on June 24, ;980, counsel fof the utility
sent a létterlto the State Corporation Commission advising that
the general counsel of the Commission had raised a question as to
whether the application could properly be granted under Section
56-245. The Iecter went on to state that if the chmission
should be of the view that that sgction of the Virginia Code is

~ inapplicable, the company requested that the appliéation be con-

gidered 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
emergéncy rate relief requested by the utility umder éection
56-245 and set the proposal for public hearing before a Hearing
Examiner for November 5, 1980. 1In addition, the Commission
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IS

directed the Commission's staff to investigate and report on
the appropriateness 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
Commiskion entered its interim order which confirmed the assign-
ment of the matter for hearing on November 5, 1980, but also
found that the company had demonstrated a reasonable probability
that an increase in rates in the amount sought would be justified
after a full investigation and hearing. Reference to the report .
of the’Commission 8 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 opposition to the interim in-
crease, raises in my mind a serious question as to the propriety :
of the!interim order itself I

As though the foregoing were not bad enough, on July 28
1980, and again without any notice to its customers, the utility
-sought a further increase in the same amount as the one which had
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-
mendation that an interim increase be allowed, were restricted
to an operating statement purporting to relate to the severage

operations only. That obviously necessitated some sort of

|
|
1.

RS Y TN ey e L TS

S N X I S P




Potter - Direct 237 o '
318

division'betweeﬁ the water and sewerage operations of the
utility and that separation is, alwost by definition, suspect.

Laying to one side for the moment the entire question of
the propriety of the interim increase which has been allowed,
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 enalysis of the impact which
the increase wouid have eh the future of both the company and the
community it serves. . 1 have reviewed the evidence support by
Lake of the Woods Utility COmpany in this case and I can find
neither in 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 request come from its unaudited books.
Those figures reflect in the expense column a management fee
which purportedly goes to the California owners of the utility.
The data also reflect a gharge for supervisory personnel although
there is no "on-site'" manager of the operations at Lake of the
Woods. Mr. Carpenter's testimony ﬁill 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 testif} as to the effect of the absence of "on-site”
supervision of the utility operations upon the economy and

efficiency of those operations themselves.




Potter - Direct 238

( Looking at the matter from a different standpoint, I call
. attention to the fact that the utility is as’ ing the Commission
to approve a charge for sewerage service which is at least twice
as much as the average charge paid cy the homeowners at Lake of
the Woods in real estate taxes to the State of Virginia. It is
also aHout twice as much as those homeowners pay for the mainte-
nance and operation of the entire community of Lake of che Woods.

I do not believe that our community could even survive, let alone

ow, in the face of such an outrageous cost increase. . I know
grow,

of people who must leave our commmity if the’ increase is approved.

. I have had telephone calls from people who are delaying pu:rchases

of homes ‘in our community pending the outcome of this hearing.
For the information of the Commission, I am attaching hereto a
chart which shows the companative cost for sewerage services
in commﬁnities'near-us and in the "high}cost".Ncrthern'Virginia
 .area. A community, just like a business, can price itself out
of the market. And 1f 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
know more about its business than it does because the closest
thing it has 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 come down and solve them. |

Let Lake of the Woods Utility Company put a competent

LA REAE YA MDD

USRI S PN W JVV AT GAv AP SR DU

-

} -

- RFY

BRI P N

SR VY S




Potter - Direct

<i$ manager on the site to stop the waste and inefficiency. Let
Lake of the Woods Utility Company have an independént audit of
its books. ‘Let Lake of the Woods Utility Company a;locate the
expense of its executives based updn actual time spent at or
concerning Lake of the Woods. And let the parent of Lake 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 ﬁhen‘should Lake of the Woods Utiiity

Company be considered for a rate increase.

™.

(w, : NOTE: Thus concludes the
- ' prefiled direct testimony of Alan L.
Pqtter.
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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:

Q 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.
Q What is your position with
Lake of the Woods Association, Inc.?
A_ I am the General Manger of the
Lake of the Woods Association, Incorporated. '
Q Would you state your educational
and occupational background?
A I have a Bachelors degree in
Business from the Univeréity—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 ever~increasing positions

SUE TRAYLOR - COURT REPORTER
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of responsibility in managing communities.
Q Mr. Lodge, you have given testimony
which has been prefiled with the Commission, and I'm
sure tﬂét 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 techniéal personnel, operatiomns
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 ineffiiciency of the operation.

It appears no employee stationed

at Lake of the Woods understands the basic fundamental

of management which requires organization and assignment

SUE TRAYLOR - COURT REPORTER
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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 mqnths 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 ét 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 pﬁmpiﬂg 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

SUE TRAYLOR - COURT REPORTER
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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 matter.

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
wésting 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 lynch
periods. Maintenance personnel driving around the
Lake property in an aimless fashion, obviously killing
time.

_ ﬁach incident of this type reflects
lack of supervision by management and runs up operation
and maintenance costs which are ultimately passed onto
Lake of the Woods residents.

The consultant, who is paid
fifteen thousand dollars a year, indicated in 1975 that

SUE TRAYLOR - COURT REPORTER
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2 a £fi'll time manager should be on the grbund. To
3 date, we do not have one. <
4 ' He indicated before this
5 | Commission in 1975 that a total of eight people
6 should be able to maintain and operate the system.
= And that construction work should be done on contract
8 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 ;
10 grossly inflated because of lack of management é
11 suéervision and technical ability. E
12 The consultant, to the best of :
13 my knowledge, has been at the Lake of the Woods once
14 " in the nine months that I've been General Manager.
15 That hardly justifies a salary of.fifteen thousand
16 dollars a yeai. Again, paid by Lake of the Woods é
17 home owners through the Utility Company and now %
asked to bear the burden of a four hundred percent
18' sewerage rate increase.
19 Lake of the Woods Association
20 is serviced in seventeen common areas by the LOW
21 Utility Company. Six of these locations, such as
22 | ~ rest rooms and parks are open only five months a
23 | year. A cost of forty dollars per month per location,
24
25

SUE TRAYLOR - COURT REPORTER
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or four hund; :d and eighty dollars per year for a
hundred and f£ifty days of operafion is certainly
exorbitant.

Our steady growth of seventy-one
new homes per year-will stagnate under a forty dollar-
a month sewerage charge. People are now :elucﬁant
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 Company
rely upon steady growth to survive. The large sewerage
rate incréase will cause us both toishrivel up and die.

On-the-site general management and
technical expertise will go far Ebward improving the
efficiency of operations and greatly reduce operations
and maintenance costs of the LOW Utility Company, possibly
to the point that no increased rate 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.

SUE TRAYLOR - COURT REPORTER
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That is the summar - of my testimony.
| - HEARING EXAMINER: All right.
Any questions of this witness?

MR.RIELY: No questions.

GARRETT J. WALSH, JR.




10

11

12

14

15

16

18

19

20

21

22

23

24

25

17

'Lodge - Cross

CROSS EXAMINATION
BY MR. LION

Q - Mr. Lodge, could. you please provide
the Commissibn's staff with specific dates and
instances to wh;ch 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 thatthe 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 Commiséion, I urged them not to do so,

but to let me try to solve the problém 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

GARRETT J. WALSH, JR.
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I can the list 6f complaints that I r .ve, and proQide |
it to you.
MR. LION: All right, sir. I
appreciate that.
 HEARING EXAMINER: Mr. Page?

MR. PAGE : I have no questions.

MR. SOMERVILLE: Mr. Farrar, I move

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)
15 ' ’
16
17
18 | |
19
20
21
22
23
24

25

GARRETT J. WALSH, JR.
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LAKE OF THE WOODS ASSOCIATION, INC.
Testimony
of
Warren J. Lodge

_ I am Warren J. Lodge, General Manager of_Lake'of;the Woods-
Association, Inc. I have served in this capacity for nine
.months. My background is tﬁat of a combat 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 in
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 communities ranging in

size from three thousand to twenty thousand people, with respon--

sibility for housing, maintenance, and utilities for the entire
inétallation'and its geographic area. .
‘As Genérglvuﬁnager of'Lﬁké of.thé Woods Association, Inc.,
I am the seﬁior membef~of.the faid staff and am ultimately
responsible for éver§ aspect of operation of Lake of the Woods.
As a result, when our proﬁerty 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

330

and sewer facilities. Those services are, of course, fundamental

in any community where the populaticn‘ié other than purely rural
and where septic fields are the exception and not the rule. The
Lake of the Woods commmity, as Mr. Thorpe has testified, con-
sists of a development of 4,200 (the number is actually 4,258)

- 10 -
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individual lots which are designed to accommodate separate,
single~family residences. Lake of the Woods is, hbwever, 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 mentioned each has its own seétié’field,
- but is dependent for its water supply on the Laké of the Woods

Utility Company. - All of the 796 6thef homes are dependent upon

the Lake of the Woods Utility Company for both sewerage and water. :

. In additiom, theré are 42 homgs presently under comstruction and’
Aeﬁch_will use both the water and sewer services of the Lake of
the Woods Uti}itf Company. - '

In addition to the 838 homes mentioned abové, there are
certain facilities and installations of the Lake of the Woods
" community which are dependent upon Lake of ﬁhe Woods Ufility
Company fo; both water and sewerage services. There are seven-
teen such community-owned installations. These comsist of the
clubhouse (now being rebuilt after‘a destructive fire last
spring), two swimming pqols, the golf pro shop, a community
building, comforﬁ stations at pafks, playgrounds, and picnic
areas, the teen centef, the administrative building, the security

gate, and other facilities of the community.

- 11 -




6-6 Lodge -~ Direot 253 33%

The obvious- importance of the water and sewerage services
readily explains why I found those services to be a matter of
prinary importance and one which demanded and got early atten-
'tion from me. My earliest investigation convinced me of two
things. 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 distribntion for all purposes, including
drinking. :As Mr. Thorpe haslexplained, a sitisfactory_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 relatively inexpensive from both the production and
distribution standpoints. So long as an appropriate level 1is
maintained in the tank, the pressure throughout the commumity
is adequate'and ss 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 the community would have been inestimable.
At that particular.time there had been an extended drought and
the undeveloped wooded lots were practieally tinder.

The failure of the Lake of the Woods Utility Company per-
sonnel to maintain adequate water pressure duiing the Labot 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
systéé.' It was jugt another manifestation of inefficient opera-
tion which afflicts both the water and the-sewerage_services at
Lake of the Woods. _ <

The system used by the Lake of the Woods Utility Company
to provide sewerage service is much more sophisticatéﬁ 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
is a géod-system and one that will work yeli'and effectively if
given proper supérvision, maintenance and monitoring. . It is,
therefqre, regretablé that the Lake of the Woods Utilit& Company
has not seen fit to provide competent and knowledgeable super-
visory personnel on the.site of the operations. As Mr.'Thorpe
himselflhas stated, he 13 based at Ocean Pines Maryland a
residential and. recreational commumity near Berlin, Mnryland
That is three-and-one-half hours from Lake of the Woods by
automdbile and automobile is the fastest and most direct means
of travel between the two points.. ‘

On a daily basis I receive complaints from our property
owners and requests for assistance to resolve problems with the
L#ke of the Woods Utility Company. These ﬁequests, in every case,
- are of the last resort type; that is, after attempting to solve
the problem with the Lake of the.Woods Utility Company, the
property owners contact 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

l

I
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pumping stations, and low or no water pressure. These complaints
have run into the hundreds in my nine months on the job. I am
able to resolve some probiems through the local Field Superin-
tendent; many requiré calls to the Lake of the Woods Utility
Company Generalmﬁanagef or Operations Officer at Ocean Pines..
Most proﬁlems 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 qﬁalified Operations
officer on the ground at Lake of the Woods, operations and
maintenance costs far exceed the costs they shouid be. Reports
which reach me, and my personal observ#tions are as followsi

a. Lake of the Woods Utility Company maintenance personnel
receive callé for service and in most cases do respond. ARespbnse
sdmetimes results in ?ersﬁnnel arriving, walking around a holding
tank;~gettipg into é truck énd‘driving off. Other reports reveal
that at times the maintenance man does not even get out of his
t:ruck; but sits for several minutes and then drives off.

b. 1In cases of overflowing or full tanks, the solution has
sometimes been to send a pump truck, empty the tank, and drive off,
followed by repeat calls and repeat tiuck pumping on subsequent
days with no éffort or no ability to solve the technical problem
involved. | |

c. Reports that the maintenance person@el of Lake of the
Woods Utility Company spend fifteen minutes to an hour at a time

standing around the maintenance yard involved in talk and

- 14 -
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horseplay instead of working to ma1ntain the system.

d. Reports that maintenance personnel drive aimlessly
around Lake of the Woods seemingly going no place in particular
except to put mileage dn 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 maintenanée 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, - |

: Eath of the type iucidents reported 1ncreases greatly the-
0peration and maintenance costs of the Lake of the Woods Utility
COmpany, which are eventually bormne by our. pr0perty owners.
‘These incidents occur specifically because there is no on-the-
ground General Manager or Operations Officer for the Lake of
the Woods Utility Company who should organize'and»assign work,
monitor prugress, and check on final'satisfactary 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 taté increase of the magnitude requested.

It is interesting to note that in testimony before the State
Corporation Commission on August 26, 1975, Case No. 19564, Mr.
Brockmeir, then of Boise Cascade Co. and who is now, as we

~ understand, retained as a consultant to Lake of the Woods

- 15 -
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Uéility Company at‘a cost of $1,250 per month, stated in direct
test’ ony 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 technical
staff would be employed and trained to 1nsure a reliable system.
As of this date no proper technical staff has been employed or
trained. The result as I have stated 1s‘an almost total lack
of génerél'managemgnt and technically qualified peisonnel which
leads to greatly increased operation and maintenance costs to the
Lake of the Wbéds Utility Company and, ultimately, to the property
owners. . -

Mr. Thorpe;-invhis'téstimonz, indicated the second costly
aspect of the ﬁaéuﬁm;systeh iq'its requirement for relatively
large améunts of labog to opérat;‘and maintain the'vacuum
pumping equipment, vacuum valves, and vacuum mains. He stated,
"Unfortunately, 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-timg'operator would be required to maintain the system
since it was so fgllj automatic and automate4. Many of our
property owners purchased at Lake bf the Woods with this fact
in mind. In his testimony in 1975, Mr. Brockmeir indicated

- 16 -
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<v staffiﬁg of the Lake of the Woods Utility}Company would consist
of one maﬁager who would be an engineer-operator 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.
Additional 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 éupervisiop and
technical ability. '

~Mr. Thorpe, tp his testimony, stated that in the sewer

system there is the constant requirement to 1ncrease the size
of cértaiﬁ vacuum lines, which results.in»requirements for
capitai expenditures; While I ‘am not privy to all aspects of
the daily- operation of the Lake of the Wbods Utility Company,

I am made aware of happenings on the property. I am not. aware,
during my nipe months as General Manager, when or where vacuum
lines were replaced because an increased size was required.
Many repairé are accomplished on existing broken lines, but I
am aware of no upgrading of sizes. In his testimony of 1975,
Mr. Brockmeir, presently consuitant to Lake of the Woods Utility
Company, stated it was more economically 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

-17 -
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maintenance personnel, because it does take 1ess maintenance
personnel to operate system that has higher vacuum. If you
have a heavier load, mostllikely you will have a lower vacuum
available in the mains, which may take more manual attentica."
Incidentally, in my nine months ae 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 35,
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, has still not been
‘started. One visit,ty 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 Associatiom, Inc. ta
operate administrative and maintenance facilities and our
amenities will be'$3,264 per year at $24 pexr month and '$6,578
at $40 per month. These increased costs are charged directly
to our property owners through increaeed assessments. These
are the.same people.who wiil be directly affected by the large
proposed increases on their residential sewerage. Of the
seventeen Association hookups, six operate only May 1 to October
1, or five months a year, and then are closed for the remaining
seven months of the year with no water or seﬁerage usage. At

a rate of $24 per month for sewerage, because of minimum charge

- 18 -
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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 operations 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 situetion. It is
essential that if higher rates are authorized by the State
Corporation Commission as a result of this heering, some rate
be developed whioh would’take into account only partial annual
operation of a facility or residence. |

In recent years Leke of the Woods has experienced a steady
and healthy growth rate of an average of 71 new homes per year.
‘We believe that rate will continue and in fact, may accelerate._
During the recent housing slump across the United States our
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 would be the case at a $40 per month rate. Several others

- 19 -
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who have unimproved lots have inaicated to ﬁe that they would
have to wait for final decision in the sewerage rate increase
case before deciding whether to build on :heir lots. The very
thing the Lake of the Woods Utility Company needs to insure
profitability in-the future, development of many of the 3,400
undeveloped lots, méy well shrivel and die because of the huge
proposed sewefage 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-evén financial result. This large‘proposed increase
threatens the very existence of Lake 6f the Wbods-aé a finan-

clally viable residential commmity

(End of prefiled 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
bélieve, 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. ihe reason we havev;
sewer system today instead of everybody
being on a septic tank, the development
was planned té be a septic tank system,
everybody héving 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'sewe: system was brought

GARRETT J. WALSH, JR.
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into play. But they would not be

~ authorized to dig wells in the individual

lots.

HEARING EXAMINER:. All rights.
You say in your testimony thgt,there
is no on-sight supervisor, and you feel
that is part qf the problem.

WITNESS LODGE: I think that is
the total problem. I tﬁink th;t is the
total problem with the inefficiency of the
S§stem, and the total problem as far as
operation and maintenance costs are
concerned. I ﬁeard_the previous ﬁestimény
here today about the field'superintendent,
bdth to his technical knowledge and his
general management capabilities.

I disagree totally with those
statements. The problems that I end up
taking to either the General Manager
ofﬁthe Operations Officer at Maryland

Marine Utilities at Berlin is because they

cannot be solved on the ground. And those

GARRETT J. WALSH, JR.
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' Tom Forilla, the operations officer coming

Lodge - Direct 264
problems range about fifty/fifty--— about

fifty percent are technical problems, and

he cannot solve, and we end up with Mr,

down ‘from Berlin and solving them, or their i
general m&nagement problems, for which he f
is not able to organize his work or get thé :
work.done, and end up eithef calling Mr.
Thorpe, the éeneral Manager, or Mr. Forilla,
and tﬁen in all honesty and fairness, once.
I have done that, most of the poblems geﬁ
solved, but iﬁ 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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William W. Carpenter,

"a witness introduced on behalf of the Protestants,

being first duly sworn, testified as follows:

DIRECT EXAMINATION

BY MR. SOMERVILLE |
| Q . Please state your  name and address.

A My name is William Carpenter, Lake
of the Woods, Virginia. I am sixty-one years old.
My address is P..O.-Box 430,Locust Grove, Virginia.

Q ’ Aré you employed by Lake of the
Woods Association, Inc?

A No, I am not.

Q Now, you have done some work in
preparation for this case. Have you been cbmpen-
sated, or will you be compensated for this?

A ~ No, I will not.

Q ~ Please give us your educational and

occupational baékground.

344

GARRETT J. WALSH, JR.




10
11
12
13
;4
15
16
17
18
19
20
21
22
23

24

25

34

6-20 Carpenter - Direct 267
A - hold a masters degree 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
Associationlin Washington, D. C.

Q 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 aﬁy additions or changeg
which you would like to make at this time?

. A I have a;e comment to make on an
itém 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 thi#gs
that you'feel are most iﬁportant 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 peint 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 thats;
most which have already been stated, but from an
accounting standpoint the only way you can get a
tfue picture of any Companf is by viewing the
operation as a total if you are considering profit
and loss, gain, or whatever. So I wouldn't dwell
on' that too much, but I do think from an accounting
standpoint the only 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 areleing charged -- and I prepared
two exhibits -- one I festated 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

GARRETT J. WALSH, JR.
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noted that the reserve for uncollectiblg

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 reaéonable émoupt;of reserve for
that particular item.

| Now, after I did that, I noted the
testimony of Mr;'Leis, the Staff Accountant, and
I kn§w that they apparently have a policy £o
limit that expense to ohe percent of the gross
revenues, andle 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 adjustment should be for the water operation in
'75, 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 agtached to your statement?

A Yes, it is.

GARRETT J. WALSH, JR.
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Q That is Statement. 3, Carpenter?
A That is Statement 3, Carpen‘i;er°

I might add, as a result of preparing that statement,

that was the only way I could arrive at the current
figure was to start at the beginning.

I note that the total excess
deduction, that is the excess over the one percent
that would be allowable for that peri;d, amounts
to two hundred and twenty-nine thousand, seven hundred
and ninéty-four dollars, if we are only speaking of
1979.

So that is not totally pertinent.

I agree with Mr. Leis' deduction

on the depreciation, which I made a similar deduction

or adjustment on the depreciation factor, slightly
over thirty-two thousand dollars for depreciation
that had been taken on the contribution to
construction which didn't cost them anything;
although they do have it in their capital, but it has
to be backed out in the rate base. Sso, obviously,
depreciation would come 6ut, too.

And there were two other small areas

== not too small. One was a management fee that is

GARRETT J. WALSH, JR.
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b?eing charged ly 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 rendered 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.
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' LAKE OF"THE WOODSASSOCIATION, INC.
Testimdﬁ& -
of

William W. Carpenter

I am an accountant and hold a Masters Degree in Commercial
Science from the Benjamin Franklin University in Washington, D. C:.
My early experience in the field of accounting commenced in 1941
when I.was employed by the Stone and Webster Engineering Corporation
as a field accountant. I spent 17 years with that firm in various
locations, including clevélaud,;ohio;'Philadelphia;_Pennsylvaniag
Washingtén, D. C.; Alexandria, Virginia; and Dickérson, Maryland.
For the past seventeeun years, I have been a manager and the
controller of the American Psychological Association in Washington,-'
D. C. .Ivam now retired and reside in Lake of the Woods. My
mailing address is Post Office Box 430 Locust Grove, Virginia 22508,

. have ‘reviewed the testimony and exhibits of Mr. Frasher in
these proceedings and have prepared a restatement of the exhibits
to reflect changes therein which I believe should be ﬁade@'

Attached hereto are my Statements #1 and #2. Each hAS'appendanf'
to it an explanation of the adjustmentS'I have made and the effect
thereof on the pro forma financial results of operationé of the

- Lake of the Woods Utility Company. As will be seen from those

two statements, each is based on the total Operaciﬁns of the Lake
of the Woods Utility Company. I believe it is preféféble to

treat t§osevoperations as a whole rather than breaking down the

revenue and expense accounts between sewerage and water. There
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l
are several reasons for so doing.

In the first place, there are only three existing residences
at the Lake of the Woods whiéh do not use both 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
and also have their own septic fields. Every other customer of
the Lake of the Woods Utility Company utilizes both the sewerage
and tﬁe water services. All homés which are to be built in the
future will use both services. It follows, therefore, that from
the Sténdpoint of the homéﬁwner, the two services are interde-
pendenF and oﬁghﬁ~to be éiewed_as jﬁst-one, o

The second important reason for treating the accoﬁﬁts'of
the Lake of the Woods Utility Company on a combined basis, that
~ is, both water and sewerage, is the difficulty encountered in
separaﬁing the'opératioﬁs into individual component parts. For
example, Mr. Frasher's exhibits allocate 48% of the total 1979
revehués of the company tblthe wafe: ser&ice and 527 6f”thosé
revenues to the sewerage service. My search of the records made
available to me by the Lake of the Woods Utility Company leads
me to believe that this is primarily the reéult of the company
treating the'availgbility charge of $7.75 per month as béingv
$4.00 ﬁer month for the availabilify of water and $3.75 per month
for the availability of Severage. I do not viéw that as a fair
separation of the availability charge. The rationale of an
availability charge is to compensate the company immediately for
having made the initial investment in the utility plant. The
investment made by the Lake of the Wbéds Utility Company in the
sewerage system is obviously far larger than its investment in

the water system and, therefore, a much larger allocation of the

-22 -
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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 opération as a unit. ¢
Looking at the problem from the standpoint of operating

'expenses, the separation of accounts becomes extremely difficult..
The maintenance crew at Lake of the Woods works interchéngeably
on both water and sewerage services. From my observation at the
office of the company at‘LaRe of the Woods, the costs of the |
oﬁeration and maintenance and capital construction are allocated
by the company by the use of a work-order system. l&o ﬁscertain
if all costs are properly allocated would require a,completg
audit of all work-orders in conjunction with the payrbll and
material records. This would also include an 1nventory.df all
néw-additions to the dtility plant to determine if the costs are
réasqnable. It is ﬁy understanding that the Lake of the ﬁboas
'_Utility Compahy”hasineier~hhd an‘audit by an outside independent
accounting firm. - g _ |

In the final analysis, the true position of any company-from.
an accounting or finan¢131 standpoint should be determined by the
total company operations as opposed to individual operations
“within the'company§‘fThere are many ways to allocate costs to
individual opgratiopé within a cdmpany, each of which is no
better than fhe defhdd-and accuraéy of the particular system used.
On the other hand, the results of the entire company'operations
give an accurate picture of the company. _

As Mr. Potter, the President of the Lake of the Woods
Association, Iﬁc., 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 background in accounting, I was asked to review the finane
cial and accounting data of the Lake of the Woods Utility Company
to determine the justification, if any, for the proposed in-
creases in sewerege 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 nroposal and I also
asked the company to prouide me with copies of its annual
reports to the Commission for the paét five years. I reviewed
all of that material and used it as the basis for restating the
exhibits which were submitted to Mr. Frasher. .Im so doing,‘I
restricted myself to identifiable expense items which, in my
judgment, should not be charged as operating exnenses and used
as a basis for a prOposed rate increase. I might add that there

are other elements of 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 persomnel spend ; minimum amount of time at the
Lake of the Woods. .No adjustma:t has been made in those charges
as they cannot be identified clearly. However, consideration
should be given to the exclusian of a portion of those costs in.
proportion to the time spent at the two locationms. '

Another example is the assumntion by Mr.AFrasher that the
307% increase in the cost of power during 1980 will be continued

353
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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 froﬁ the Virginia Electric and Power Company. Vepco
has recently become a large producer of electric power from
nuclear reactorS. An article in the Wall Street Journdl of
September 16, 1980, quoted the company as stating that when the
North Amna Number 2 nuclear . .plant is operating fully, expected
before year end, the net offset will be a reduction in Vepco
rates of 7.2% in 1980. '_ |

My statement #1 attached hereté shows the. results of the

company's operations 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 $12,136. The |
schedule explaining:the'adjustment and which was attached to
ifStafement.#l-shows—;hat-thoaevédjustﬁents~¢over four items. "
 The first ?duld eliﬁin#te'the expense item for the pfdvisi&q
for uncolléctable accounts.'frhe"éompany evidently has no
-program for collecting'outstandiﬁg customer accounts. The
provision for umcollectable accounts has increased aQer the
years with an expense taken each year. As of December 31,
1978, this account qmbunted to 607 of the total customer
accounts receivable. Good management and a serious program to
collect outstandiné receivables should 1limit the pro#isian for
uncollectable accounts to no more than 20 or 25 per cemt of

.total receivables. It is an unfair burden to have the property

354
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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 cparged_by>the parent company located in Santa
Barbara, Califormia.

My investigetion has disclosed no instance of any manage-
ment service being performed by the California compeny for the
Lake of the Woods Utility Company. Rather, the relationship
between the two companies appears to be tne normal one where
the parent company receives the profits or stands the losses
of its subsidiary. | -

. The third adjustment I have made is to eliminate the engineer-

ing consulting fee being paid to a firm located in Santa.Monica,
dalifornia. The persomnel oflthat 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
evidence of consulting services actually being rendered

The fourth adjustment I have made eliminates the deprecia-
tion taken on contributions to comstruction. That portion of ~
the utility plant that is paid for by the connection charges
received from the property owmers wae 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.

My 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 =




6-35 Carpenter - Direct 279
$8.00 per month for sewer and $4.00 per month for water. It
also makes adjustments in the same four areas of expense as
were adjusted on Statement #l1 and, in addition, would eliminate
the $4,800 in gross receipts tax that would have been incurred
on the proposed increase to a $24.00 per month charge for
sewerage. As will be seen from my Statement #2,‘the projected

loss of the Lake of the Woods Utility Company would be $81,213.

356

It may well be argued that that loss could be wholely eliminated _

if proper supervision of the operations at Lake of the Woods
were provided. As an accountant, however, I have no means of
identifying the reduction. of expense which would flow from such

an eventuality.

(End of prefiled testiﬁbny)
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HAROLD J. WADE, a witness called

by and on behalf of the Protestants, having first

been duly sworn, testified as follows:
DIRECT EXAMINATION
BY MR. SOMERVILLE:-<

Q Pleasg 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 555, 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

préceed 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:sidents
are still employed and commﬁte 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 pension has
no built-in adjustment for inflation and, as a
consequence; I am forced to limit carefully the
money that my wife and I spend.

My home is mortgaged and the
mon;hiy_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 TRAYLOR - COURT REPORTER
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- 2 1 ﬁhich have been approved on an interim basis, will
3_ ' be a burdensome payment for me to make. .
4 o _ Property values at Lake of the
5 , Wsods have not increasea as much as they have in
6 ~ ©  urban centers'dufing the past several years. I cannot
7 | help but believe that if the séwerage charge at .o
o 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., 1If
10 that happens, I will be doubly injured.
11 ] Not only will my ability to f
12 . continue liviﬂg at Lake of the Woods bevthreatened, |
(j} 13 | ' but also my ability to sell my present home without
14 I suffering a real financial sacrifice will be impaired.
15 é ' I realize that no privately
16 | financed corporation such as Lake of the.Woods |
’ Utility Company can be expected to provide a g
7 . public service at a loss. Oﬁ the other hand, I ;
18 i believe that it is incumbent upon any such company , ;
19 ' to conduct -its operations in the most efficient and .é
20 economical manner possible. é
21 i If the LOW Utility Company has been %
22 ' { doing that and still suffers an operating loss, then
23 . I suppose an increase in its charges is inevitable.
24
- 25

SUE TRAYLOR - COURT REPORTER
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If it has not been conducting its operations
efficiently and economically, I believe it shqpld
- be required to do so before making any increase in

its charges to its customers.
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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 I believe you are over eighteen?
A ' Oh, yes.
Q Would you proceed to read

your statement?
| A Yes, sir. It is my understanding
that there are a number of people like myself,
living at Lake of ;he 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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McCall - Direct 287
allOJed to go through, people like myself will not
be able to continue to live there.

I don't know if my arithmetic
is correct, but it seems to me ﬁhat 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 extremity, I

"would even be able to sell my house should that action

be necessary. Who would want towbuy whére such
exorbitant costs exist? ‘ |
_ The prospect is very frightening.
Unable to live in Lake of the Woods and yet unable
toAsell 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 kEPORER
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get by without much lr.ft over, but without having
to go into debt and without having to ask help
from anyone. That would not be the case if this
huge increase is allowed.

Please consider carefﬁlly the

effect of such action on people like me, myself.
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3 ALBIN L; LINDALL, a witness called
4 by and on behalf of the Protestants, having first
5 . been duly sworn, testified as féllows:
6 DIRECT EXAMINATION
7 ' BY MR. SOMERVILLE:
8
9 Q | Pleése state'your‘name and
residence.,
10
A I am Albin L. Lindall, age fifty-
11 eight, Birchside Circle, Lake of the Woods .,
12 ' Q Mr. Lindall, I beligve you have
C:y 13 been living at Lake of the Woods gince the beginning,
14 haven't you?
15 o , -\ Yes, sir. I am a charter member.
16 Q , All right, sir. What is your
17 educational and occupational background? '
18 A ' I am a war graduate of the
Virginia Military Institute and obtained a
19 “B.A. degree from George Washington University. And
20 I presently am in .the real estate business.
21 Q You stated you are in the
22 real estate business. Can you tell us exactly what
23 your business is? |
24
L2

SUE TRAYLOR - COURT REPORTER
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A Yes. I have a broker's license

in real estate fromlthe Sfate of Virginia. 1I'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 have 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 wﬁat the increase might do to any

further development?

SUE TRAYLOR - COURT REPORTER




-

e

1o

11

12

13

14

15

16

17

is

19

20
21

22

23

24

25

366

7-1 .Lindall - Direct 291
A . Ye:, sir. I feel like I am,

My principal concern with the proposal of the Lake
of the Woods Utility Company to increase drastically
the sewer charges is -- theeffect it will have on
the growth of the Lake of the Woods community, and.
upon the value of the real estate there.

As other witnesses have testified,
only about one-fifth of the residential l§ts in
the community haQe buildings upon them. There is,
therefore, plenty of room for growth. -About seventy
new homes have been‘built each year. The market
for existing homes have been quite active. .There

are a»good many retired persons in the Lake of the

Woods, and as to be expected, physical incapacitations

and mortalities have made necessary the sale of a
good many of existing homes.

A ready .market for such homes

'is essential to the willingness of retired and aging

people to continue living on property which they
own. Up ‘"until now, that market has been a good one
and my office has participated in the selling and

buying of a large number of such homes, as well as

GARRETT J. WALSH, JR.
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7-2 Lindall - Direct 292
la:ge number of undevelope.. l;nds in the community.

When the Lake of the Woods Utility
Compahy announced ghe Proposed increases iﬁ the
charges for sewerage sérvice, there was an immediate
effect upon the saleability of propertY at Laké
of thg Woods. We felt, in our office, compelled
to advise prospective purchasers of that announcement
and we did so.

Several prospective purchasers of lots
upon whichrthey intended to build declined to go
forward with their negotiations and there has
cert#inly been a very dampening effect upon the
sale of homes. That is by no means shrprising when
consideration is given to the fact that most propsective
purchasers of real estate look at the cost of
ownership, including taxes and public utility
services. The gewerage charges proposed would,

I beliéve, exceed the cost of taxes on every bit of
property within the Lake of the Woods community and
in some insténces would be more than doublé the

-- I heard today that there are some that have

GARRETT J. WALSH, JR. -
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If the interin incre: se in the sewerage
charges, which amounts 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 the poposed 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

-

HEARING EXAMINER:

the point about taxes, and the fact that

your rates may exceed the

~according to your calculations. The

development is located in

WITNESS LINDALL: Yes, sir, it is.

HEARING EXAMINER:

property at a hundred percent of fair

market wvalue?

MR. RIELY: No guestions.

293

to say.

So you mention

taxes, or will

Orange County?

Do they assess

GARRETT J. WALSH, JR.
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W.TNESS LINDALL:
HEARING EXAMINER:

at that rate also?

294
Yes, sir; they do.

And they tax

WITNESS LINDALL: Yes, sir. The

average tax would probably be in the

vicinity of -- this is a guess -~ two

hundred to three hundred dollars a year.
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‘Second National Bank of Culpeper.

A That is correct.
Q What is your position with that
bank.
A I am Chairman of the Board.
Q How long have you been with the
_Bank?
| A Since 1941; thirty-nine years.

Q - End I believe you were formally

President of the Bank?

370
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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

Q Please state Your name, age, and
residence.

A George .P. Beard, Jr., 59, Culpeper,
Virginia. -

0 I believe you are connected with the

GARRETT J. WALSH, JR.
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A Former President, yes, sir., Bookkeeper,
teller, most anything they had there.

Q Has your bank been involved in
financing of homes at Lake of the Woods?

A Yes, sir, Mr. Somerville. As»I
remember, in 1967, I believe it was, when the
Boise Cascade people started this project, we were
approached about financing some lots in the area.
Thié, of course, is in our adjoining county. we'
are reluctant to go over the county line, but
apparently they appfoached all the banks in the
area, knowing -- beihg a native of the area, born
and raised in Culpepe:, and as flat as it was, I

guestioned the perkilation of this land. So low

and behold, the range County Review came out with
a lkeadline saying that the land at the Lake of the
Woods would not perk. So instead of not touching
this one with a ten foot pole, we decided to go to
a twenty foot polé, and we didnft have to finance
any lots whatsoever to Lake of the Woods at the
time.

‘When we found out several years

GARRETT J. WALSH, JR.
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later that the utility company was coming
in, we became a little more interested.

Then we were ®luctant, because we found

‘out even though you had no building there,

you had to pay a monthly sewer fee for
unimproved land. So we waited untii the
'70s and got into it&a little bit better
and in>1975 we went iﬁto it at great
length.

We had financed several homes at
Lake of the Woods. We based our loans
on the incomé of the people. The assessment
at Lake of the Woods is lower than it is
in Culpeper, and the real estate taxes, and
it sounded like a pretty good deal.

In the late 1975, we certainly had a
surge of Culpeper people wanting to mové
to Lake -of the Woods, to start buying their

retirement home at an early age, because
they cpuld pay for it while they were
employed. Now we are concerned because
this rate increase, what it is going to do

to the present mortgages we have at Lake of

GARRETT J. WALSH, JR.
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~

the Woods if forec:losure "1 to be made. Who is

going to buy the houses wifh'this thing starring
them in the face?

We are not more rélucant to finance

houses éﬁ Lake of the Woods because of this increase.
We check more carefully the income of the buyer.
We find out whether or not their retirement income
is sufficient to make the purchase, and now when
people come to appfoach us abqut bﬁying a home in
Lake of the Woods, we take a little more pains on the
income aspect of it. We have a bank officer'who
lives the_re, andwe just gave him a wage incfease
because of the cost of gasoline, but I don't think
we are going to give him a wage increase because
of the sewer fee.

) He is a good man and respect him,
but we are concerned about what is @ing to happen
what is already down there in the way of mortgages
and what we are @ing to do for the future.

It is a good community. We are proud
of the fact we are in there now. We just recently,
financed two construction loans down at Lake of the .

Woods for a builder down there, but we wouldn't do that

GARRETT J. WALSH, JR.
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until hé.shqwed us hé had a perma:enf take-out, and
the people buying the houses had sufficient income
to not only pay to build the house, but to pay for
increased sewer tap if it comes up. |
And I believe I left a letter with
You based on our concern.
Q Mr. Beard, prior to the interim rate

change, the monthly sewer rate was eight dollars? -

A ' Eight dollars.
Q The interim rate went to twenty-four?
A That is right. That is when we began

to take a little closer look. We even recomﬁended
some of our widows to go to Lake of the Woods,
because their real estate taxes were lower than ours.
Q I have heard jour testimony. Did
your testimony refer to the twenty-four dollar
rate? Or to the forty dollar rate?
A To both. When it went to twenty-
four, we began to call in our officers and make a
better study of what we were doing, and then when
it recently went to about fqrty, fhen the officers

are on us for good until this thing is over with.

GARRETT J. WALSH, JR.




CROSS EXAMINATION

BY MR. RIELY

. Q How many mortgages do you have at

Lake of the Woods?

A Mr. Riely, nice to see you again.
Q - How are you, George?
A I think, Mr. Riely, we have pretty

close to a million dollars worth of mortgages.

GARRETT J. WALSH, JR. -




PROFESSIONAL EXPERIENCE

‘May 1979 -
Present

September 1977 -
April 1979

January 1974 -
September 1977

November 1973 =
- January 1974

Address: 3611 Ocean Pines
Berlin, Maryland 21811

Telephone No. 301/641-3131

Appendix A

EXHIBIT TLT-1

THOMAS L. THORPE

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 million.

Responsible for: Maintenance of city streets, storm
drains, sewers, street trees; provision of water and
rubbish collection; municipal building, wvehicle, and
equipment maintenance; municipal engineering.

Water.Operations Manager, City of Beverly Hills,
California. Municipally-owned Water Department with
annual revenue budget of :$3.5 million.

Responsible for: Design system improvements and pipeline
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 1973

March 1968 -
September 1969

June 1963 -
March 1968

January 1954 -
June 1963

September 1951 -
January 1954

August 1947 -
September 1951

|
October 1946 -
August 1947
POLITICAL EXPERIENCE

1957 - 1961

1962 - 1963

-2= Thorpe

Assistant Field Superintendent with Beverly Hills Water
Department. .

Managed own businees (C.S.T. Enrerprise, an oil and
water well service company).

Division Manager for Orange County Division, Southern
California Water Company serving 6 Orange County cities
and unincorporated county areas, 31,000 customers.

Responsible for: Operation of three commercial offices
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.

Respo&sible 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, Califormia.

Part-time position. '
Major projects: Obtaining County money for widening two
major arteriials; construction of two city-owned parks and
recreational facilities.




EDUCATION

1964 : Completed two~year course in Business Administration and
. Management at Orange State College (formerly Fullerton d
College).

1969 ' " 'UCLA Extension Course - Management by Objectives
1971 UCLA Extension Course - Communication in Management
(1971 State Department of Public Health - Public Health

Aspects of Domestic Water Supplies (two courses)

MILITARY SERVICE

1940 - Enlisted in the U. S. Coast Guard - received an
1946 - Honorable Discharge as Chief Machinist Mate.

PROFESSIONAL American Public Works Association
ORGANIZATIONS American Water Works Association
Southern California Utilities Associatiom
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Exhibit RLF - : |
Statement 4 38
1l of 2
LAKE OF THE WOODS UTILITY CQMPANY
Schedule Of Company Adjustments
December 31, 1979
Sewer Operations
Revenues:
Revenues resulting from use of 12-31—79 customers for full
year revenue calculations $ 1,785
Total Adjustment s 1,785
Operation and Maintenance:
Annualization of payroll cost increase which was effective’
4-1-79 $ 2,032
Increase in employee payroll taxes, and insurance due to
anmialization of payroll cost S 447
Anmualization of additional power costs due to Virginia .
Electric Co-op rate increase on October 1, 1979 $ 26,583
Total Adjustment - $29,062
" Depreciation Expnese: :
Increase due to recalculating deprecmtmn expense on )
plant balances at 12-31-79 S 2,047
Total Adjustment S 2,047
Taxes Other Than Income:
Increase in gross receipts tax due to adjusted revenues S 56
_ Total Adjustment i $ 56
Effect Of Company Proposed Rates
Revenues:
Sevier revenue increase due to applying company proposed
rates to 12-31-79 customers $ 295,29
Operation and Maintenance:
Increase in expenses to cover the costs of -this filing
amortized over 4 (four) years S 7,000
‘Taxes, Other Than Income:
Increase in gross receipts tax due to proposed revernue .
increase S 9,228
Water Operations
Revenues:
Revenues resulting from using 12-31-79 customers for full
year revenue calculations B S . -
Total Adjustment . S 77




| . oeumiemeo 383

Schedule 4
Page 2°of 2
LAKE OF THE WOODS UTILITY CCGvPANY
Schedule Of Company Adjustents
December 31, 1979
Water Operations (con't.)
~ Operation and Maintenance: ,

Annualization of payroll cost increase which was effective

4-1-79 . $ 432

Increase in employee payroll taxes, insurance and pensions ‘ .

due to annualization of payroll increase ' 95

Annualization of additional power costs due to Virginia

Electric Co-Op rate increase on October 1, 1979 S 2,197
Total Adjustment s 2,74 )
Depreciation Expense: : .

Increase due to recalculating depreciation expense on

plant balances at 12-31-79 . : S 180
Total Adjustment o $ 180
Taxes, Other Than Income: . ' Ly

Increase in gross receipts tax due to adjusted revenue S 2

‘Total Adjustment
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Adjustment
Number

10

Exhibit No. SFL-3
Witness: Leis
Schedule A to
Statement I

Page 1 of 3
LAKE OF THE WOODS UTILITY COMPANY
Explanation of Adjustments Appearing in
Column (4) of Statement I
Explanation Amount

Operating Revenues

To annualize revenues based on number of
customers at December 31, 1979. (See Statement

IT) $ 1,551

Operating Revenue Deductlons

Operations and Malntenance

To annualize an 8% salaries and wages increase
effective April 1, 1979 net of Rick Trenary's
applicable salary _ $ 1,831

To increase employee pensions and payroll taxes
associated with pay raises effective April 1, 1979. 503

To annualize a power increase by Virginia Electric »
CO-OP on October 1, 1979. (Company projection) 27,929

To amortize ¢ of Company's rate case expense.
Rate Case Expense: $28,000 = $7,000-$2,971 (eéxpensed 4,029

I 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 inJﬁries 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,&03)




388

Exhibit No. SFL-3
Witness: Leis
Schedule A to
Statement I

Page 2 of 3

LAKE OF THE WOODS UTILITY COMPANY

Explanation of Adjustments Appearing in
Column (4) of Statement I

AdJustment _ : '
Number Explanation ' Amount

Operating Revenue Deductions _
Operations and Maintenance (Cont'd)

11 - To increase uncollectible sewer accounts to nominal
1% rate on the above revenue adjustment (Adjust=-
ment No. 1). | $ 16

12 To decrease maintenance expenseé for amounts
" determined by the staff to be capital items. 56:094l

Depréciation

13 To adjust depreciation expense to a 3% composite
rate on the 12/31/79 balances of non-contributed

property. $(32,100)

Taxes Other'Than Federal Income Taxes

14 To adjJust for gross receipts taxes applicable to |
revenue adjustment no. 1 ($1,551 x 1.225%) $ 19

15 To increase gross receipts taxes due to a
decrease booked during the test period, but :
applicable to a prior period. 666

: Adjustments to (January 1979 $ 529.14
. 1978 gApril 1979 __751.76

Sewer Percentage > x éQ%

16 . To decrease real estate taxes for an amount that
was erroneously booked twice during the test

period. ’ %266%

Utility Plant
TVEiTIty Plant in Service

17 | To increase utility plant for amounts expensed
during the test period that should have been
capitalized. , A $ 6,094




AdJjustment
Number

18

19

20

LAKE OF THE WOODS UTILITY COMPANY

Explanation of Adjustments Appearing in
Column (4) of Statement I

Explanation

Accumulated Depreciation

To adjust accumulated depreciation to a 3% composite

rate on non-contributed property.

~ 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

Exhibit No. SFL-3
Witness: Lels
Schedule A to
Statement I

Page 3 of 3

Amount

§§101,9822

£ (3.233)

200

Q

[
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Adjustment

Number

390

Exhibit No. SFL-3
Witness: ILels

‘Schedule B to
Statement I

LAKE OF THE WOODS UTILITY COMPANY

Explanation of Adjustments Appearing in
Column (6) of Statement I

Explanation - _ Amount

Operating Revenues

To reflect the estimated increase in annual
revenues from the company's proposed rates. $295,296

Qpé}ating Revenue Deductions
Operation and Malnfenance

To increase uncollectible accounts - sewer for
a nominal 1% rate on the above revenue adjust-

ment, : § 2,953

Taxes Other Than Federal Income Teaxes

To adjust for'gross receipts taxes applicable

to adjustment No. 1 less No. 2, 6,418
adjustment No., 1 $295,296
less: adjustment No, 2 2,953
special tax X ’.1%

gross receipts $100,000

first $100,000x 1.125% 1,125
1980 rate on  $192,343 '
balance ‘ x 2.6% 5,001

Allowances for Working Capital

To increase allowances for working capital by
the amount pertaining to adjustment No. 2,

140/360 days X $2,953 A $ 308




LAKE OFP THE WOODS UTILITY COMPANY

Operating Revenues
Overating Revenne Deductions
“OperatTon and MaTntensnce Expenses
Depreciation anc¢ Amortization
Taxes Other Than Feceral Income Taxes
Federal Income Taxes
Total Operating Revenue Deductions

Rate-of “Return—Statement

Witness:
Statement I

Exhibit No.SFL-3

Lela

For 12 Months Ended December 31, 1979

Total scc After SCC Effect of After Effect of
Company Water t D mo"on . >ahmwmwn . >aumoﬂwn . P ooavmsﬂ.ﬂ Company's
Per Books Departmen epartmen ustments ustments ropose ates Proposed Rates

o], TCoX. (2] Col. (3] ~Tol. (W) Col. (5]} Col. (b} moH. (7)
$ "8hoo7  4232,122 4 252,085 $ 1,551  $ 253,636 $295,296 $_ 548,932
$ Uhg, 278 $117,398 $ 331,876 $ %H.moo $ uwo.oqm $ 2,953 ¢ umu.omo
128,872 31,05 om.muw (32,100 5,71 ,719
37,323 9,23 28,089 b9 28,50 6,m8 34,926

Net Operating Income vammv

Utility Plant

Yy ant in Service

Construction Work in Progress

Less: Accumulated Provision for Dep.
Acquisition Adjustment
Contributions in Ald of Const,

‘Net Utility Plant .

Plus: Allowances for Working Capital

{Approx. N0 days of O&M Expenses) $

Materials and Supplies
Net Ut11itvy Plant and Allowances

Rate of Return

( ) Nenotes Negative Amount

.« ] 2 2
$ (131,262) $ 7,437 . $ (205.699) § 135,032 $ (170,667) $285,925 $ 115,258
$4,026,768 $096,286 43,030,482 $ 6,094 43,036,576 $3,036,576
76 - 67 767 767
QWM.WWW 193, 536 awwumwm AHOHnOQMv wmmnmwm 388,876
, - 90,579 90,579
1,084,248 281,900 802, uw.m (3,233) 799,111 799,111
$2,168,314 $520,846  $1,647,468 $ 111,309 $1,758,777 $1,758,717
‘19,919 $13,004 § 136,875 § (2000 $ 136,675 28 ,003
192,662 m.moq Hm__.owm (200) uw_..omm $ 3 $ wa_ ,055
$2,M10,805 _ ¢sh2,h97 41,868,398 _ $ 111,109  $1,979,507 _$ 328 1,979,835

-0- -0- -0-

13.72%

5.82%

»-




&mmmm )
Residential
Commercial

Availebility

Penalties’
Usage.
Availability

Total

Exhibit No. SFL-3

Witness: Lels
Statement II1
LAKE OF THE WOODS UTILITY COMPANY
Sewer Department )
Schedule of Proposed Increase in Annual Revenues
.z:aumw of Present Present Proposed Proposed Increase
Customers - Annual Annual Annual Annual In Annual
B at 12-31-79 Rates Revenues Rates Revenues Revenues
74 $96.00 $ 71,520 $480.00 $357,600  $286,080
2 96.00 . 2,304 180,00 11,520 9,216
3,523 45.00 158,535 45.00 158,535 =0~
52 52 -0-
20,75 20,75 -0-
8,292 $253,636 $548,932  $295,296

c6e
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Exhibit No. SFL-3 - |

Witness:
Statement III

LAKE OF THE WOODS UTILITY COMPANY

Income Statement - Per Books
For the Year Ended December 31, 1979

Operating Revenues

Operating Revenue Deductions

Operation and Maintenance Expenses $4L9g, 274
Depreciation and Amortization Expenses 128,872
Texes: Other than Income Taxes 37,323
Total Operating Revenue Deductions

Net Operating Income (Loss)

Other Income Deductions -
Interest on Long-Term Debt $192,216
Inter?st on Debt to Associated Companies 6,402
Other Interest Expenses 192

Total Other Deductions

_ Extraorainéry Income

Net Income (Loss)

( ) Denotes Negative Amount

i

Leis

$ 484,207

615, 469

$(131,262)

198,810

127,876

$(202,196)




Exhiblt No. m,m._H...w

Witness: Lels
Statement IV

LAKE OF THE WOODS UTILITY COMPANY

Balance Sheet - Per Books
At December 31, 1979

- ASSETS AND OTHER DEBITS ) ] LIABILITIES AND OTHER CREDITS
Utility Plant Equity Capital
Ut11ity Plant in Service . $4,026,768 ommon Stoc $ 120,000
Construction Work In Progress ' 767 : Retained Earnings (deficit) _(623,915) . .
Less: Accumulated Depreciation 684,394 Total Equity Capital $ (613,915)
Less: Acquisition AdJustment 90,579 .
Net Utility Plant $3,252,562

Current and Accrued liabilitles
Notes Payable (B.U% Fayahle to BCHL) $2,h02,702

Current and Accrued Assets Accounts Payable - Trade . 251

Cash $ 13,596 Payables to Associated Companies Hmw.wmw

Accounts Recelvable - Customer (Net) 140,911 Accrued Taxes 1,867

Accounts Recelvable - Other 509 Accrued Interest 583,477

Materials and Supplies 192,662 Other Current and Accrued Liabilities __ 20,623 ,

Prepayments 325 Total Current and Accrued Liabilitiles 3,132,243
Total Current and Accrued Assets 348,033 )

Contributions in Ald of Construction ~1,084,24

Deferred Debits .

Other Deferred Debits - Rate Case 1,981
TOTAL ASSETS AND OTHER DEBITS $3,602,576 TOTAL LIABILITIES AND OTNER CREDITS 3,602,576 _

{ ) Dbenotes Negative Amount




CHART

FROM WASHINGTON POST
September 28, 1980

COST/YEAR

Chart

Alan L. Potter

EXEIBIT ALP-4

COST OF WATER AND SEWER SERVICES

Rockville, Maryland
Bowie, Maryland .
 Arlington, Virginia

Alexandria, Virginia

Fairfax County, Virginia

Fairfax City, Virginia

-

Above figures are
four using 80,000
1 taxes and service

~ . Falls Church, Virginia:

Water

$68.80

$67.20
$99.36
$69.00
$78.80
$78.67

Sewer
$ 97.60
$120.00
$101.60

$ 73.20

$112.80

1$120.00

$188.80

Tdtal_

$166.40
$216.00
$168.80
$172.56
$181.80
$198.80
$267.47

cost for the normal family of
gallons of water a year. Local

charges are included.




EXHIBIT WWC-5 39

STATEMENT #1 |
WILLIAM W. CARPENTER

LAKE OF THE WOODS UTILITY COMPANY

TOTAL COMPANY OPERATIONS

TWELVE MONTHS ENDED DECEMBER 31, 1979

Operating Revenues

Operating Revenues Deductioms:
Operations & Maintenance
Depreciation
Amortization Expenses
Taxes, Other than Income

" Income Taxes

Total Deductions

Net Operating Income (Loss)

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

After
Effect of
Adjustments

484,208

362,676
‘92,657
3,688
37,323

496,344
(12,136)




LAKE OF THE WOODS ASSOCTATION, INC.

Schedule of Adjustments to

OPERATIONS AND MAINTENANCE

1. Provision for Uncollectable Accounts
This item eliminated as the Reserve
for Uncollectable Accounts as of
December 31, 1978 amounted to 607
of total Customer Accounts Receivable. .
Good accounting practice should limit
the Reserve for Uncollectable -
Receivables to no more than 25%.

2. Management Fee
~__This item eliminated as the

management fee is being charged by
the parent company located in Santa
Barbara, California. The personnel .
from the parent company are rarely
seen at Lake of the Woods and there
is no evidence of any management
services being rendered but is the

normal relationship of a parent

3. Engineering Consulting Fee

_company with a subsidiary

This item eliminated as the
consulting firm receiving the fee
is located in Santa Monica, :
California. The personnel from th
consulting 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.

-2 -

$49,091

STATEMENT #1
WILLIAM W, CARPENTER

Lake of the Woods Utility Company Statement
For Twelve Months Ended December 31, 1979

$86,598

$22,507

$15,000

$32,527
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STATEMENT #2
WILLIAM W, CARPENTER

LAKE OF THE WOODS UTILITY COMPANY
PROJECTED FINANCIAL RESULTS FOR
TWELVE MONTHS ENDING DECEMBER 31, 1980

Projected at _ After
Current Rates Less Effect of
_ per Company Adjustments Adjustments
Operating Revenues 4 499,700 ' 499,700
Operating Revenue Deductions: - ' ‘
Labor 98,019 98,019
Power - 141,420 _ 141,420
Other Operations and Maintenance 153,532 49,091 104,441
Total - ’ 392,971 49,091 343,880
General and Administrative 148,023 42,175 105,848
Depreciation, Taxes and Other
Expenses . _ 170,905 - 39,720 131,185
Total Deductions o 711,899 130,986 580,913

Net Operating Income (LOSS) (212,199) 130,986 (81,213)
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STATEMENT #2
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 Twelve 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 than’
$24.00 per month proposed. This is done to reflect better the effect
of the adjustments recommended by Lake of the Woods Assoc1atlon, Inc.
on the total company operations.

EEPVISion for Uncollectable Accounts $49,091
The 19/9 figure 1s used as the amount :
the company would use for 1980 is not

known.
General and Administration: | $42,175
Management Fee . $27,175 '

The 1980 Management Fee is
projected from the actual
total through July 31, 1980

Engineering Consulting Fee '$15,000-
Depreciation and Taxes: . _v-$39,720
. Depreciation . $§34,920

The depreciation on contributions
to construction is calculated at 37
annually on the comnection fees
amounting to $1,164,000 charged for
the 800 homes the company used in
its calculations

Taxes, Other than Income - $ 4,800
This represents the gross receipts _
tax included by the company in its
calculation of the increase in ‘
revenue from the proposed $24.00
per month for sewer based on 800
customers used by the company.

- 3] -
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Gross Revenues

Water
Sewer -

Total..

Uncollectible Accounts EXpense-

Water
Sewer

Total

Balance of Reserve for
. Uncollectible Accounts

1% of Gross Revenues

Water
Sewer

Total

Excess Expense Taken

 Water
Sewer

Total

Lake of the Woods Utility Campany
Schedule of Gross Bevenue and Uncollectible Accounts Expense

- for the years 1975 - 1979

1975 1976
NA $ 214,364
NA 119,954
Brapn ¢} S er—
$ 91,479 334,318
NA $ 36,067
NA 18,617
$ 15,8570 _§ 55,584
$ 15,857  _$ 71,441
$ NA $ 2,144
NA 1,199
$ 915 $ 3,343
NA $ 34,823
NA . 17.418 -
$ 14,942 $ 52,241

‘1977 .

$ 218,420
- 159,89

$.378,316

'$ 35,743

23,095

$ .58!838

-+ $ 130,279

$ 2,184
1,599 .

$ 3,783 .

'$ 33,559

21,496

- $ 55,055 .

1978

$ 221,706

241,573

$ 463,279

$ 34,915
33,024

$ 67,939

$ 198,218

$ 2,217

2,416

$. 4,633

$ 32,698
30,608
$ 63,306

(1) The utility compa.ny»'é report to the State Corporation Commission for 1975 shows one total for
gross revenues for carbined water and sewer operations.

In accordance with the State Corporation Commission's policy of permitting up to 1% of annual gross

oy aw —

1979

$ 232,122
252,086

$ 484,208
$ 25,168

23,924

$ 49,092

' $ 247,310

- $ 2,321

2,521

$ 4,842
$ 22,847
21,403

$ 44,250

revenues as an expense for uncollectible accounts the above schedule was prepared to show the amounts -

expensed by the Lake of the Woods Utility Company in excess of this policy for the years 1975-1272,

cumulative total of . exoess expense :for this period amounts to $H 9,794.

The




FIRST VIRGINIA BANK TOWER
10t ST.PAUL’S BOULEVARD
NORFOLK,VIRGINIA 23510
804 -625- 550!

HuNTON & WILLIAMS

707 EAST MAIN STREET P.O.Box 1535
WACHOVIA BANK BUILDIN;G . RiceMoOND, VIRGINIA 23212 1919 PENNSYLVANIA AVENUE, N.W.
P.O.BOX 108 ' . P.0.BOX 19230
RALEIGH ,NORTH CAROLINA 27602 TELEPHONE BO4-788-8200 WASHINGTON,D.C. 20036

818 -828-68371 i 202 - 223-8650

FILE NO.

January 9, 1981

Case No. PUE80008l1 - Lake of
the Woods Utility Company

Dear Mr. Farrar:

: 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 in 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
broken down between amounts charged to expense and capital--
ized with overhead and benefits (consisting of insurance

and taxes) 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 these amounts.

There is also enclosed a. copy 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
paragraph of your letter.

DIRECT DIAL NO. 804 788-
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. HUNTON & WILLIAMS

Page Two
January 9, 1981

Please let me know if you need further 1nformat10n
that the Company can supply.

Yours very truly,

John W. Riely
11/662
Enclosures

Stewart E. Farrar, Esquire
State Corporation Commission
Box 1197

Richmond, Virginia 23209

cc: Kenworth E. Lion, Esquire
Office of the General Counsel
State Corporatlon Commission
Box 1197
Richmond, Virginia 23209

Eric M. Page, Esquire
Assistant Attorney General
1ll South 1l2th Street
Richmond, Virginia 23219

Atwell W..Somerville, Esquire
Somerville, Moore & Joyner, Ltd.
PO Box 629 ' _

Orange, Virginia 22960

becec: Mr. Lawrence F. Dunn, Jr.
Director of Administration
Transcontlnental Development Co.
- PO -Box 458
Santa Barbara, CA 93102

Mr. Thomas L. Thorpe

Maryland Marine Utilities, Inc.
Route 4, Box 384

Berlin, Maryland 21811




_EXHIBIT "1

LAKE OF‘THE WOODS UTILITY CO. : 403
Employee Roster
Test Year 1979

‘ _ Work Comp -
Emp loyee - Gross Status at
12/31/79
V. Burgess $ 3,920.00 . E
S. Co]eman : 7,318.99 E
J. Dyson 9,831.08 E
J. qibson 3,162.50 E
0. Hansell 4,927.78 - E
D. Harris 13,084.00 E
C. Johnson : 214,40 E
0. Lee | 285.58 E
N. lewis, Jr. . 6,859.97 " E
D. Merryman 5,326.63 . . E
K. N1xon 8,876.97 E
‘R. Bittman, Jr. . 5,487.63 E
J. Steen ) 294.80 E
W. Stoddard ' 13,104.34 Term.
‘L. Thompson e 7,006.13 E
M. Toth v ' 5,219.45 E
1. Young 11,245.79 E
R. Trenary _ 10,842.00 E
, S. Boley . 4,787.74 ' Term.
f M. Crawford 156.50 - Term.
ER D. Hansen 2,613.80 : Term.
6. Nowakoski 5,572.78 ~ Term.
D. Thompson : 192.00 Term.
J. Wh1te - 3,482.30 ' Term.
J. W11]1ams , 21.00 Term.
D. Woo]frey 86.00 : Term,
W. Kenny - - 288.00 - Term.
Total Payroll $134,218.16 Overhead
: . 22.47%
Charged to Capital 26,726.68 $6,166.85
Charged to Expenses 109,563.50 24,459.29
Total Chgs. Gen. Led. 136,290.18 30,626.14
Maryland Marine Utilities, Inc. (2,982.30)
Charged ‘to Capital : 6,166.85
Work Comp Ins. 1,540.00
Emp10yee Benefits (926) 16,636.73
Company Portion - F.I.C.A. , 8,564.52
V1rg1n1a --U.C.C. 700.34

Federal - U.C.C. | -0-




' | - o EXHIBIT “2" 1

404
PAYROLL CHARGES

From Maryland Marine Utilities, Inc. to Lake of the Woods Utility Co.
Test Year 1979

E. Leech $ 4,441.75
D. Sigrist 423.48
R. Huntington 1738.38 .
T. Thorpe .7,400.00
Miscellaneous 7.58
Total Payroll 13,011.19
Overhead 2,982.30

Total Payroll and
Overhead $15,993.49




PAYMENTS

From Lake of the Woods Utility Co.

To C. R. Brockmeier Consultant Engineers

| Test Year 1979
' January
* February
{ March
April
- May - for Jan., Feb., Mar., Apr.
é June |
July
. August
" September

| October

* November
~ December

Total:

5,442.89
2,879.46

3,121.20

-0-
1,250.00

67.40
1,250.00

1,250.00
1,250.00

$16,510.95

EXHIBIT *“3"
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VIRGINIA
BEFORE THE STATE CORPORATION COMMISSION

APPLICATION OF
LAKE OF THE WOODS UTILITY COMPANY,
MARYLAND MARINE UTILITIES, INC.,

CASE NO.
TRANSCONTINENTAL DEVELOPMENT CO., and
ATPAC LAND CO.

LAKE OF THE WOODS UTILITY COMPANY (the.Cémpany)
respectfully shows: |

1. The Company is a Virginia public service
company providing water and sewer service in the Lake of
the Woods Development of Crange County, Virginia. All 6f
its outstanding shares of capital stock are owned by AtPaé.
Land Cb. (AtPac), a partnership. AtPac also owns all of
the outstanding shares of capital stock of Maryland~Mariné
Utilities, Inc. (MMU), that provides similar services to
a development in Maryland. o

2. AtPac acqu1red the sfock of the Company
from B01se Caséade Home & Land Corporatlon (Boise) on
December 20, 1978. This acquisition was subsequently
-apprdved 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
re?enues do not proVide it with an'adééﬁage cash flow to

enable it to continue in operation and (b)'it7has no external
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source of funds except AtPac. It has, accordingly, asked
AtPac to advance it additional.funds in order for it to
continue its operations. AtPac has agreed to dovsdg so long
as it wishes to do so,  if the Company will accrue intereét
on Such‘advances at the.rate of.10% per annun from the date
of the advance. This underStandind is reeorded in a letter
agreement appended hereto as Exnibit 1.
| 3. The Company:and Maryland Marine Utilities,
Ine‘ (MMU) are under common management, having the éame .
'genéral manager, controller and other officers._ These
] officers are located at the headquarters of MMU in Berlin,
.Maryland. ‘The Berlin.office provides management,vaccountiné,
payroll and data proce551ng services to the Company. The
,Company proposes to pay for such services on the basis of
.ddallocable time actually devoted to'theubu51ness.of the
Company plus out-of-pocket expenses. No expenses other
than salaries, wages and payroll taxes and’benefits will
be allocated. These services are to be rendered pursuant
‘to a letter agreement appended hereto as Exhibit 2.
4. The Company requires additional management
"serﬁices and proposes to contract'for'these services with
Transcontinental Development Co. (TDC). The nature of
theee services is set forth in the letter agreement appended
,hereto as Exhibit 3;and_in the memorandum appendedvas:
'Exhﬁbir 4. The Company proposes to pay TDC $1,500.00 per
- nonth for such services which is less than the cost of

rendering the services. TDC is a partnership whose two

e
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408
partners -are 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. (BBE) whose stockholders are Sid R. Bass
(Sid), Robert M. Bass (Robert), Lee'M. Bass‘(Lee), Edward P.
Bass (Edward), and certéin trusts established for the children
of one or more of'them._ sid, Robért,vand 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 affiiiate of the Company. |

5. Prior to the acquisition of the stoék of the
" Company from Boise by AtPac; the Company was indebted on
' dpen account»fo Boise in the amount Qf $2,402,702. This
open account indebtedness, at least.tO“the amouﬁt of $2,347,280,
was authorized by the Commission in Case No. A-592.  On
becembér 1, 1978, the Company issuedrits demand note to
-Boise in the principal amount of $2,402,702 with interest
at the rate of 8% per annum. No approval was 6btained from
" the Commission for the issuance of this.note. A copy of
the note is appendéd hereto as Exhibit 5. At the time of
the sale of the stock of the Company by Boise tovAtPac,
the note and the indebtedness represented thereby was sold
by Boise, in a related but separate tfansaction; to Perry R.
Bass, Inc. At that time, Perry R. Bass, Inc. (PRB) puréhased
notes and open accounts (Receivables) of‘various‘entities,

including the_notevof open account of the Company. The

(3)




Receivables were purchased for cash at a discount from the
full face value of the Receivables. There wés nb allocation
of the cash purchase pricexamong.the Receivables purchased.
PRB spbsequéntly transferred certain undivided interests in
the Receivables to Perry R. Baés-(Perry), aﬁ.individual,

and to Sid Richardson Carbon and Gasoline Co., a c0r§orétion
of which Perry is sole stockholdef.- The stockholders of

PRB are Perry (who is the‘faﬁher of sid, Robert, Lee, and
Edwara); Dora Neély,‘anvindividual; and four trusts estab-
lished for the benefit of the children of sid, Robert,

Lee, énd Edward (Trusts). Although Sid and Robert are co-
trustees of these Trusts, neither they nor Lee nor Edward
have any beneficial interest in‘Trusts. ‘Likewise, none

of them has any iﬁterest_in PRB- or the Reéeivables. Con-
.vefseiy, neither'PRB‘nor any other owner 6f an interest

ih thé Receivables has ahy'interest in AtPac, SRL Entefprises,
- TDC, MotYko, or BBE. The'Company now pfopqses fo issue to

- Perry R. Bass, Inc., a note identical in words and figﬁres
to Exhibi£ 5 except that it will be payable to Perry R.

Bass, Inc., and will omit the éndorsement.

e

- (4)
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The Company therefore requests that the Commission
approve the agreements filed herewith as Exhibits 1, 2 and 3
and authorize the issuance of the note referred to in paragraph

5.

Dated November 17, 1980

LAKE OF THE WOODS UTILITY COMPANY

By\Q\M \ﬁ@&»\

'(' , ' Vice President

MARYLAND MARINE UTILITIES, INC.

TRANSCONTINENTAL DEVELOPMENT CO.
By Transcontinental Corporation

A general partner

Président '

ATPAC LAND CO. -

A géneral partner




STATE OF 77121t lact_

COUNTY OF &&/rcovzeco

I, SusaxA.tank&md r @ Notary Public in and

for, the State and County aforesaid; hereby certify that this
vday appeared before he Thomas L.Jmotpe | ‘who, being by me
rduﬁy'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
knowledge and belief.

Given under my hand and notarial seal this

STA;‘I‘E OF CALIFORNIA ‘ )
COUENTY OF SANTA BARBARA ' ). _

| Ij LAURENCE F. DUNN JR., a Notary.Public in and
for, the State and County aforesaid, hereby certlfy that this
“day appeared before me RONALD F. BOEDDEKER who, being by me
duly sworn, made oath and said that he is a Preeident of
-'MARYLAND MARINE UTILITIES, INC. ana that the facts stated
in the above Appllcatlon are true to the best of- hlS knowledge
and‘bellef

Given underrmy hand end notarial seal this 10th

day of December, 1980. My Commission expires: '~ July 5, 1983

2 (o} cmw. SEAL “‘““““; E
&3\ Laurence F. Dunn Jr. : LQM/ UM
§ . e T:_ R&wn l-

PRINCIPAL OFFICE IN

SALTA BAPZARA COUNTY

‘_ My Cemrission Expires July 5, 1983 i

<BY NOTARY PUBLIC-CALIFGRNIA
Notary Public




RN

STATE OF CALIFORNIA ) | ' 41
) |

COUNTY OF SANTA BARBARA )

I, LAURENCE F. DUNN, JR., a Notary Public in and
for the State and County aforesaid, hereby certify thaﬁ.this

day appeared before me RONALD F. BOEDDEKER who, being by me

duly sworn, made oath and said that he is a President of

TRANSCONTINENTAL CORPORATION which is a general partner of:
TRANSCONTINENTAL DEVELOPMENT CO., a partnership; and that "
the facts stated in the above Application are trué,to-the
best of his knowledge and belief. |

 Given under my hand and notarial seal this 10th4.

day of December, 1980. My Commission expiresQ .July 5, 1983

OFFICIAL SEAL

SR
Laurence F. Dunn Jr. L I» 'D L
| GTARY PUBLIC-CALIFORNIA : | .
S "~ PRINCIPEL OFFICE I8 - . WCQ . W
Xeifobs? SANTA BARBARA COUNTY - .
My Commisston Expires July 5, 1983 Notary Public

STATE OF CALIFORNIA )
COUNTY OF SANTA BARBARA ;
I, LAURENCE F. DUNN, JR., 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 ocath and said thét he is a general paftner
of ATPAC LAND CO., a partnership, andlthat-the facts stated
in the above Appiication are trhe 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

—y

OFFIStAL SEAL

y -
{
ST 1 )
““’S‘:‘F Laurence F. Dunn Jr. i L ~F— L
s ond HOTARY PURLIC-CALIFORNIA
* AR PRINCIPAL CFFICE IN ' QMM Ce I ) Ut
SANTA BARBARA COUNTY § Notar y PUbiic
My Comriission Exprees July 5, 1983 E _
“— -
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17 November 1980

Maryland Marine Utilities, Inc.
Route 4, Box 378 :
Berlin, Mb 21811

Gentlemen:

AGREEMENT FOR MANAGEMENT - & ADMINISTRATIVE SERVICES .

This letter, when executed and returned by you, will serve as our. agreement
concerning management and administrative services to be provided by Maryland
Marine Utilities, 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 related payroll taxes and benefits of MMU employees equivalent to the
percentage of their compensable time actually devoted to the business of
LOWU. In addition to such amounts, LOWU will reimburse MMU for the out-of-
pocket expenses of MMU employees while they are engaged in the business of
LOWU and for the cost of any materials, supplies, serv1ces, or other items
paid for by MMU on behalf of LOWU.. .

This agreement may' be termlnated by either party on n1nety (90)days wrltten
‘notice tc the other. : .

Very truly yours,

LAKE OF THE WOODS UTILITY COMPANY -

\-&Q&k,

Its V1ce President °*

ACCEPTED & AGREED: - o - .

MARYLAND MARINE UTILITIES, INC.




"EXHIBIT 2"
ATPAC LAND CO.

17 November 1980 . : 41{1

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 understémding with respect :
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 20, 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 bedr 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.
- /-. -
'\\_~F#< General Partner B
ACCEPTED & AGREED:
LAKE OF THE WOODS UTILITY COMPANY
Its Vice President »
oh @ MAILING ADDRESS: P. O. BOX 458. SANTA BARBARA. CALIFORNIA 93102
- 420 EAST CARRILLO STREET, SANTA BARBARA, CAUFORNIA » TELEPHONE (805) 963-685I

LOS ANGELES o HONOLULU
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- TRANSCONTINENTAL DEVELOPMENT CO;
415

17 November 1980

Lake Of The Woods Utility Co.
. P. O. Box 349
Locust Grove, VA A22508

Gentlemeh:

AGREEMENT FOR_MANAGEMENT & ADMINISTRATIVE SERVICES

This letter, when executed and returned by you, w111 constltute ‘an
agreement for management and administrative services to be provided

by Transcontinental Development Co. ("TDC") to Lake of the Woods Utility
Company ("LOWU"). ‘

LOwWuU 1s 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 prov1dlng'such services
and desires to provide same to LOWU accordlng 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 and other filings with
government 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 LOWU 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, superv1slon of utility
operations, or customer relations. ‘

Fees, c°sts, 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 services provided by

TDC at the specific request of LOWU shall be at additional cost, the

amount of which shall be agreed to by LOWU and TDC apart from this agreement.)

...l

’

MAiUNG ADDRESS: . O. BOX 458, SANTA BARﬁARA.CAUFORNIA 93102
420 EAST CARRILLO STREET, SANTA BARBARA, CALIFORNIA @ TELEPHONE (805) 963-685!
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Lake Of The Woods Utility Co. 416
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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 premiums, 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 engaged in the business of LOWU pursuant to this agreement;

L]
1

( : provided, however, that TDC shall not be entitled to any profit or overhead
on such relmbursable costs and expenses. - :

Miscellaneous. This agreement is not 1ntended 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 elther party without the prior wr1tten consent .0of the other.

Very truly yours,

TRANSCONTINENTAL DEVELOPMENT CO.
By TRANSCONTINENTAL CORPORATION,
Its Managing General Partner,

- ACCEPTED & AGREED:

{.AKE OF THE WOODS UTILITY.COMPANY

By D

Its Vice President

cea2
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- TRANSCONTINENTAL DEVELOPMENT CO.
417

MEMORANDUM

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

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; communlcatlons with,
and direction of, the Utility general manager.

On én 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 operating 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 avdit
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 four man-days.
Financial analysis of capital investment alternatives is done as required.
In addition to the foregoing activities, TDC also provides dlrectlon
of, and assistance in, accountlng 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: P. O. BOX 458. SANTA BARBARA.CALIFORNIA 93102
420 EAST CARRILLO STREET, SANTA BARBARA, CAUFORNIA @ TELEPHONE (805) 963-685|
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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 and 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 _ B HOURS /MO* x RATE -= TOTAL
1. - Senior executive management 4 $100 - -§ 400
2. Accounting & Financial services 8 50 400

‘ w n -9 8 20 160
3. . Administrative services 4 50 » 200
" o " 8 20 160

4. On-site review/inspector 1 100 100
"o " | 2 50 100

: ' 5 5 - $1520

*includes annual services times £ 12 - SAY r$15go

TDC does not presently account preclsely 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 available.

If additional information is desired, please contact the undersigned.

TRANSCONTINENTAL DEVELOPMENT CO. . o 0
By Transcontinental Corporation . : o )
Its Managing General Partner

. Dumn hr.

by Laurence F. Dunn Jr.
Director of Administration”

cc T.L. Thorpe/LOWU R.F. Boeddeker/TDC  J.W. Riely, Esq./Hunton & RBAiams




PROMISSORY NOTE EXHIBIT 5

< 419
$2,402,702 ‘ - December,1; 1978 o
San Francisco, California

A. FOR VALUE RECEIVED, the undersigned, Lake of the

Woods Utility Company, promises’ fo pay to-ﬁhé'order of BOISE
- CASCADE HOME & LAND CORPORATION, a Delaware'corporation (fPafee“),
on demand, the principal sum of Two Million Four Hundred and
Two. Thousand Seven Hundred and Two Dollars (52, 402'702) with
1nterest on the unpald balance of. said amount outstand;ng, payable
quarterly, at the rate of elght percent (8%) per annum.

B, Prlnc1pa1 and interest’ Shall be payable in lawful
money of the United sStates at P. o Box’ 50 Boxse, Idano 83728,
or such other place as the holder of this Note may, from tlme to
time, designate to the under51gned in wrltlng.

C. This Note may be prepaxd in whole or in part at any

time or times withdut penalty. ’ o .~

D;A No course of deallng between the underszgned and the
holder of this Note and no delay on the part of the holder, of
this Note in exercising any rights under th1s Note shall operate
as a waiver of the rights of the holder of tniS'Note; No covenant
or provlslon of this Note nor any default or evené of default in’
connectzon therewith may be wa1vedotherwlse than by a wrltten
1nstrument 51gned by the parties so waiving such covenant or other

provision or default or event of default, PrOVldEd: however, that

no such waxver shall extend to or ) s



"EXHIBIT 5" cont.
impair any obligation not expressly waived or inipair any 420
right conseguent thereon. -Any waiver may be given subject to
satisfaction of conditions stated therein.

E. All covenants and agreements herein shall be
deemed material, and shall bind each of the undersigned's
successors and assigng,.whether so expressed or not, anc z2ll
such covenants and agreements shall inure to the benefit of tk=
Payee and its nominees, successors and assigns, whether so
expressed or not. This Note and all rights oi BOISE tASCADz
HOME & LAND CORPORATION {and any'and.all successor holders 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 pefson'now or hereafter liadle
for the payment of thié Note éhail operate to -release, dis-
charge, modify, change or affect tFF ofiginél liability under
this Note, either in whole or in'part, of the undersigngﬁ.
Notwithsﬁanding any p?ovision herein, the tbtal liability for
paymentg in the naéﬁze of interest shall not exceed the lizits

imposed by the‘appliCable usury laws.

G. As to this Note, the undersigned and ‘any
endorsers severally waive presentment, protest and demand, .
notice of protest, demand and dishonor and nonpayment of this

Note.

, H. ‘ If the holder of this Note reférs it to an
_;ttorney for collection or seeks legal advice for default undsr
this Note or any instrument securing this Note, or if an actioz
is instituted on this Note, or 'if any other judicial or non-
judiciél action is instituted by the holder hereof or by aay

person, and an attorney is employed by the holder hereof to

appear in any such action or proceeding or to reclaim,

L =2~
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421.

sequester, protect, preserv} or enforce the holder's interest
in any security for this Note, including sut not limited to
proceedings to foreclose the loan evidenced hereby, p?oceedingg
under the Federal Bankruptcy xct, or in eﬁinent domain, or
‘under the Probate Code, or in connaction with any state or with
any state or federal tax lien; or for thé appointment of a
receiver, the undersigneé and every endorser and guarantdr
hereof, and every person who assumes thé obligations evidenced .
by this Note, jointly and severzlly p;omise ta pay reasonablé
attorneys' fees for services performed by the holder's attorneys
and all costs and expenses incurred incident fo_sucﬁ emplojﬁent."

I.- The undersi;n§5 ;éives all righés of setoff ang

counterclaim with respect to this Note.

LAXE OF ‘THE WOODS UTILITY COMPANY -

Izs

Als

3y é’;éf?}é%hqb
T Ve« .

. 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 AND LAND CORPORATION o q
v : : . AN
-— N\
- \
/ - . ~
2000 L. 0! Legg R . N
35 - ; :

Senior Vice President

-3 ) A.>' . . ..
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