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I. EXECUTIVE SUMMARY 1 

As ordered by the Commission, Staff created a revenue scenario based upon 2 

Dr. Vernon Stump’s testimony and the Commission’s April 8, 2010 Order (the "April 8th 3 

Order").  Dr. Stump is Lake Region Water and Sewer Company's (Lake Region) president.  Staff 4 

made the requested calculation based on certain assumptions which will be discussed in detail 5 

later in this report.  The assumptions were based upon the Four Season’s Lakesites Property 6 

Owners Association Exhibit 3 which identifies the number of undeveloped lots for the 7 

subdivision referred as Porta Cima.  Lake Region, the officer of the Company, or its shareholders 8 

have not provided the necessary information to accurately determine the full impact of 9 

availability charges (commonly refereed to as availability fees) that are billed and collected in 10 

Lake Region's service area, specifically the Shawnee Bend water and sewer service areas.   11 

Staff calculated the Commission ordered revenue requirement scenario using availability 12 

fees as a revenue source and added back the contributed plant donated by the developer to rate 13 

base.  This contributed plant is normally treated as contributions in aid of construction (CIAC) 14 

and is an offset to rate base; it is not added to rate base as the Commission's April 8th Order 15 

implies.  Staff does not believe it is appropriate to add the contributed plant back to rate base as 16 

Lake Region does not have any investment in this property.  The water piping distribution and 17 

sewer collection system was paid for by the developer who received recovery from the lot sales 18 

of the property sold to homeowners.  It would not be appropriate to require the homeowners to 19 

pay for this property twice -- once to the developer in the sale price of the lots and a second time 20 

in water and sewer rates as part of the rate base calculation supporting Lake Region's rate 21 

structure.  Thus, Staff believes the revenue requirement scenario the Commission requested to 22 
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include availability fees as revenues and adding back contributed plant to rate base would 1 

overstate the revenue requirement.   2 

In addition to revenue requirement scenario referenced above, identified as Scenario 1, 3 

Staff is attaching two additional revenue requirement calculations to this report.  The first of the 4 

additional calculations is referred to as Scenario 2 and is based on a partial level of recovery of 5 

the contributed plant made by the developer through availability fees collected over a period of 6 

time. The second calculation, indentified as Scenario 3, is based on a full level of recovery of the 7 

contributed plant by the developer through availability fees and the sale of unconstructed lots -- 8 

what some refer to as undeveloped lots.  The three scenarios each have three revenue 9 

requirement calculations for Shawnee Bend Water and Sewer and for Horseshoe Bend Sewer 10 

operating systems.  Scenarios 2 and 3 are attached as Schedule 1 to this Report.  The support for 11 

the revenue requirement scenarios is attached as a separate exhibit to this filing by Staff.   12 

The three scenarios can be summarized and compared to the true-up direct revenue 13 

requirement filed on April 16, 2010, corrected for small change on May 18th as follows:  14 

 15 

 16 

 17 

 18 

 19 
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Utility 
System  

 
Staff True-up 
April 16, 2010 

-- No 
Availability 

Fees and 
CIAC Offset 
to Rate Base 

 
Corrected 

May 18, 2010-- 
 

 
Scenario 1-- 

Staff True-up 
April 16, 2010 -- 

With 
Availability Fees 
and $5.3 million 

CIAC offset 
added to Rate 

Base 
 

 
Scenario 2-- 

Staff True-up 
April 16, 2010 

-- With 
Availability 
Fees and $2 

million CIAC 
offset added to 

Rate Base 
 

 
Scenario 3-- 

Staff True-up 
April 16, 2010 -- 

With 
Availability Fees 

and No CIAC 
Offset added to 

Rate Base 
 

Corrected 
May 18, 2010-- 

 
Staff True-up 

April 16, 2010 -- 
With Availability 

Fees and No 
CIAC Offset 

added to Rate 
Base 

 
Staff 

Recommendation 
 

 
Shawnee 
Bend Water 

 
$22,252 

 
$55,914 

 
($20,633) 

 
($107,348) 

 
$0 

 
Shawnee 
Bend Sewer 

 
112,327 

 
61,349 

 
(10,634) 

 
(82,073) 

 
0 

 
Horseshoe 
Bend Sewer 

 
44,552 

 
117,033 

 
80,655 

 
44,552 

 
44,552 

 

TOTAL 

 
$179,131 

 
$234,296 

 
$49,388 

 
($144,869) 

 
$44,552 

Staff recommends the Commission use the results of Scenario 3 revenue requirement to 1 

determine rates for the three operating systems of Lake Region -- Shawnee Bend Water, 2 

Shawnee Bend Sewer and Horseshoe Bend Sewer.    This scenario uses the availability fees as 3 

revenues and treats the contributed plant donated by the developer to Lake Region as 4 

contributions in aid of construction with no corresponding add back to rate base, which is 5 

consistent with the treatment afforded Ozark Shores Water Company.  Staff’s use of availability 6 

fees as revenues to determine rates results in over earnings for Shawnee Bend Water and Sewer 7 

operating systems.  However, consistent with Staff's stated position in Mr. Featherstone’s true-up 8 

direct testimony, Staff is not advocating a rate reduction for Shawnee Bend Water and Sewer 9 

operating systems, but is not  proposing a rate increase for those systems either.   10 

Staff Expert/Witness:  Cary Featherstone 11 
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II. OVERVIEW 1 

The Missouri Public Service Commission (Commission) issued an order on April 8, 2010 2 

in the Lake Region Water and Sewer Company (Lake Region or Company) rate increase cases 3 

designated as Case Nos. SR-2010-0110 and SR-2010-0111 directing Staff to “file a scenario 4 

using the same methodology used for accounting for availability fees used in the rate case for 5 

Ozark Shores Water Company” (Ozark Shores).  Further, the Commission asked Staff to answer 6 

the question “what would Lake Region’s revenue requirement be if availability fees for the test 7 

year were included in revenue, but there was a corresponding addition to rate base as was 8 

testified to by Mr. Vernon Stump on page 561 of the Transcript?”  See the Commission's 9 

April 8th Order at page 3.  The Commission further Ordered Staff to file the revenue requirement 10 

scenario by April 30, 2010, which was extended to May 18, 2010.   11 

The main issue is whether or not availability fees should be included as revenues in the 12 

determination of Lake Region's water and sewer rates, specifically the rates for water and sewer 13 

service on the Company's Shawnee Bend operating systems.   14 

The Commission's April 8th Order identified several questions concerning availability 15 

fees which it said should be directed to "one or both of the current owners of 16 

Lake Region Water and Sewer Company, i.e. Sally Stump or Robert Schwermann; one or both of 17 

the original developers, i.e. Harold Koplar or Peter Brown; and to Lake Region's accountant, 18 

Cynthia Goldsby."   19 

The Commission identified the following questions in its April 8th Order stating it 20 

wanted responses from the above individuals and "needs to know": 21 

1) What was the original purpose for assessing the availability fees? Was 22 
it to recover initial investment in the water and sewer system, or was it 23 
to be used to maintain the water and sewer system? 24 
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2) Did and does the price for purchasing a lot in this development include 1 
any recovery for the water and sewer infrastructure? 2 

3) Were availability fees ever considered part of revenue for 3 
Four Seasons Lakesites Water and Sewer Company for purposes of 4 
setting rates? 5 

4) Please disclose the terms of the confidential settlement that resolved 6 
the dispute over the availability fees related to the 1998 sale of 7 
Four Seasons Lakesites Water and Sewer Company to Roy and 8 
Cindy Slates and the related assignment of rights to collect availability 9 
fees from the Shawnee Bend subdivisions, as is described in the 10 
answer to Staff’s Data Request 44.1, but only to the extent those terms 11 
identify any availability fees that are subject to collection by 12 
Lake Utility Availability 1? 13 

5) How many of the 1285 identified undeveloped lots in Lake Region’s 14 
service territory have been purchased and how many are still owned by 15 
the developer? 16 

6) How many owners of undeveloped lots are obligated to pay 17 
availability fees to Lake Utility Availability 1? 18 

7) How many owners of undeveloped lots are billed by 19 
Lake Utility Availability 1 for availability fees, and how many owners 20 
of undeveloped lots actually pay availability fees to 21 
Lake Utility Availability 1? Please provide totals for the years 2004 22 
through the present, including how many owners of undeveloped lots 23 
were billed for and paid availability fees to Lake Utility Availability 1 24 
during the test year for this case. 25 

8) How much of the $5.1 million original contribution of plant has been 26 
recovered? 27 

9) How much of the $5.1 million original contribution of plant has been 28 
recovered from charging availability fees? 29 

10) Please provide an accounting of all expenses associated with the 30 
billing, collection and accounting for the availability fees." 31 

Staff believes that the Commission is interested in identifying the amount of the 32 

contributed plant claimed by Lake Region to be "donated" property from the developer to 33 

Lake Region's water and sewer operating systems and to establish how much of this contributed 34 
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property had already been recovered either by the sale price of the lots themselves or through 1 

availability charges collected by the developer.   2 

Staff has attempted to answer the questions the Commission proposed above from the 3 

individuals named in the Commission's April 8th Order through a series of depositions.  4 

Subpoenas were served on the individuals named in the Commission’s April 8th Order and 5 

depositions were scheduled but have not taken place to date.  However, through informal 6 

discussions, some information is beginning to be produced as of May 14, 2010.  As such, the 7 

Commission’s questions remain unanswered from the specific individuals identified in the 8 

April 8th Order.    9 

Staff reviewed the last rate case for Ozark Shores, an affiliate of Lake Region, through 10 

the Commission's docket system and case filings and discovered this case was filed in June 1997 11 

and designated as Case No. WR-99-183.  It should be noted that Lake Region's president, 12 

Dr. Vernon Stump, identified the 1997 rate case as Case No. WR-98-990 [Transcript page 561 of 13 

the March 31, 2010 hearing].1 The Commission issued an order dated December 10, 1998 that 14 

approved and authorized a revenue increase of $75,283 in Case No. WR-99-183.  A review of 15 

the actual EMS run used to support this revenue requirement increase for the Ozark Shores 1998 16 

rate case shows $204,514 of availability fees were included as revenues while an amount of 17 

$71,887 of contributed plant was taken as an offset to rate base.  The methodology in the last 18 

Ozark Shores rate case did not include an add back to rate base for contributed plant in contrast 19 

                                                 
1 However, Case No. WR-98-990 never existed.  That case number was used on the heading of an early version of 
the revenue requirement calculation found on the Exhibit Modeling System (EMS) run.  A later version of the EMS 
run identified the case number as WR-98-991.  In reality, neither of these cases were actual case numbers that ever 
existed within the Commission's docket system.  The only case actually in existence for Ozark Shores 1998 rate case 
is Case No. WR-99-183.  It should be noted that the reason the case took so long to process as referenced by 
Dr. Stump in his testimony on March 31, 2010 was because Staff had problems with accounting records relating to 
revenues.  The problem was discovered when Staff gave the work papers to Company for review requiring 
additional time to identify the issue and re-calculate the revenue requirement.   
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with what  Dr. Stump testified to at the March 31, 2010 hearings in this case (at transcript page 1 

561, referenced in the Commission's April 8th Order).  Further, no adjustments were made to 2 

plant in service or the accumulated depreciation reserve for adding contributed plant back to rate 3 

base.  Dr. Stump, then Ozark Shores vice president, reviewed the case findings for the Company 4 

and interacted with Staff to reach final resolution of this case.   A copy of the certified Order in 5 

the stipulated Case No. WR-99-183 and a copy of the EMS run used to support the approved 6 

revenue increase of $75,283 taken from the official case files of the Commission is attached as 7 

Schedule 2.    8 

Lake Region responded to Staff Data Requests 113 and 114 indicating the $71,887 9 

contributed plant "was not for plant contributed by the developer who instituted the availability 10 

fees."  Lake Region's position is that if availability fees are included in the revenue requirement 11 

calculation, the related contributed plant should not be included as an offset to rate base for the 12 

contribution in aid of construction.  However, Lake Region provided information in its responses 13 

to Staff data requests referenced above that there was no contributed plant made by the developer 14 

for Ozark Shores so therefore there was no donated property recorded as either plant in service or 15 

contribution in aid of construction.  The $71,887 amount identified in the Ozark Shores revenue 16 

requirement calculation as contribution in aid of construction was not related to amounts 17 

associated with the availability fees according to Lake Region responses to the above data 18 

requests.  As indicated above, no plant or reserve adjustments were made in the Staff EMS run 19 

for Case No. WR-99-183.   20 

Staff discussed the Ozark Shores case with Tom Imhoff, the Staff auditor in charge of the 21 

audit of Case No. WR-99-183, and he indicated there were no additional adjustments made to 22 

include plant or reserve in rate base for contributed plant-- this is verified from a review of the 23 
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revenue requirement calculation in the Ozark case.  Mr. Imhoff indicated while he included the 1 

availability fees as revenues in that case, he did not include any contributed plant in rate base for 2 

the purpose of providing a return of donated property in which Ozark Shores would have made 3 

no investment.  Lake Region responded to Staff Data Request 113 stating it had no contributed 4 

plant on the books of Ozark Shores which means there would be no contribution in aid of 5 

construction offset necessary to rate base.  Ozark Shores did not have any plant donated from the 6 

developer in which it had no investment and therefore, no return or depreciation was provided by 7 

Ozark Shores customers.  To the extent Ozark Shores made investment itself in utility 8 

infrastructure, then that invested capital was properly included in rate base.  Since there was no 9 

contributed plant recorded for Ozark Shores, there was also no plant in service amount relating to 10 

contributed plant added to rate base.  However, even though no return was required to 11 

Ozark Shores by the Company's water customers, availability fees were still included as part of 12 

the rate determination.   13 

The Ozark Shores situation is unlike the Lake Region circumstances where that Company 14 

has contributed plant resulting in an offset to rate base.  On Lake Region books is an amount of 15 

contributed plant of $5,273,850 (approximately $5.3 million which will be used in this report).  16 

This amount is recorded in the Lake Region's plant in service and accumulated depreciation 17 

accounts and is the reason this contributed plant is properly treated as contributions in aid of 18 

construction and is an offset to rate base.  Since Ozark Shores did not have any recorded 19 

contributed plant there were no amounts recorded in the plant in service and accumulated 20 

depreciation accounts and no need for any offsets to rate for contributions in aid of construction.   21 

For Lake Region, the treatment of contributed plant as contributions in aid of 22 

construction with no add back to plant (no return afforded the CIAC) along with the use 23 
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availability fees as revenues is exactly consistent with the treatment of the last Ozark Shores rate 1 

case in Case No. WR-99-183; where no return was provided for contributed plant either as 2 

recorded in plant in service or as an add back for contributions in aid of construction, as none 3 

existed.  Availability fees were used in the Ozark Shores rate case as revenues to determine rates.   4 

Staff continues to believe the purpose of availability fees charged to undeveloped lot 5 

owners is for the on-going maintenance, repair, construction of new plant as well as to meet 6 

operational costs to operate the utility system.   7 

During the review of the case filing in Case No. WR-99-183 Staff found an Ozark Shores 8 

letter written by Dr. Stump and dated December 21, 1994 which identified an increase for 9 

availability fees for undeveloped lot owners and stated the purpose for availability fees.  10 

Dr. Stump stated:  11 

This letter is to notify you that the 1995 availability fee for water 12 
availability to Four Seasons' lot owners has increased from $4.00 to $5.00 13 
per month.  This fee has not increased since the inception of the water 14 
company in 1973 and like all businesses, our costs have continued to 15 
increase with time.   16 

The additional revenue generated from the fee increase will enable 17 
us [Ozark Shores] to continue to provide a sound water supply available to 18 
Four Seasons' lot owners as in the past. 19 

[attached as Schedule 3]  20 

  21 

Additionally, in the developer’s, Four Season’s Lakesites, Inc, HUD property documents 22 

given to each property purchaser, it states “[a]ny value which your lot may have will be affected 23 

if the roads, utilities and all proposed improvements are not completed.” See Schedule 4 at page 24 

1, (emphasis added).   25 

Staff has made the requested calculation based on certain assumptions which will be 26 

discussed within this report.  Assumptions were used because Lake Region has not provided the 27 
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necessary information to accurately determine the full impact of availability fees that are billed 1 

and collected in Lake Region's service area, specifically the Shawnee Bend water and sewer 2 

service areas.   3 

Staff Expert/Witness:  Cary Featherstone 4 

III. STAFF DETERMINATION OF REVENUE REQUIREMENTS FOR LAKE 5 

REGION’S OPERATING SYSTEMS  6 

Basis for Scenario 2 7 

Staff first calculated the revenue requirement scenario including the availability fees as a 8 

revenue source and added back contributed plant thereby increasing rate base identified in the 9 

Commission's April 8th Order.  The April 8th  Order specifically asked the Staff to calculate the 10 

revenue requirement scenario considering "what would Lake Region's revenue requirement be if 11 

availability fees for the test year were included in revenue, but there was a corresponding 12 

addition to rate base…"  The starting point for the revenue requirement scenario was the true-up 13 

amounts presented at the April 26th true-up hearing for the three Lake Region operating systems.  14 

The table below identities the results of the true-up, excluding the issue regarding availability 15 

fees.  It also includes a minor change for the contribution in aid of construction found in the 16 

original calculation.  This change related to the accumulated CIAC reserve offset to arrive at a 17 

net CIAC amount used to reduce rate base.  The table shows a comparison of these true-up 18 

revenue requirements prior to any changes for the revenue requirement scenario ordered by the 19 

Commission's April 8th Order:   20 

                                                 
2 Please note this section applies to Schedule 1.  
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Lake Region's Operating 
System 

 
Staff True-up April 16, 2010 
-- No Availability Fees and 
CIAC offset to Rate Base  
 

 
Staff True-up April 16, 2010 
-- No Availability Fees and 
CIAC offset to Rate Base  
 
Corrected -- May 18, 2010 
 

 
Shawnee Bend Water 

 
$23,078 

 
$22,252 

 
Shawnee Bend Sewer 

 
$105,533 

 
$112,327 

 
Horseshoe Bend Sewer 

 
$41,120 

 
$44,552 

 
              Total 

 
$169,731 

 
$179,131 

The first revenue requirement scenario calculation used availability fees shown in the 1 

true-up direct filing of April 16th that reflect a 90% collection rate.  The amounts of availability 2 

fees were based on the information supplied by the Four Seasons Lakesites Property Owners 3 

Association (Property Owners) for undeveloped lots paying availability fees.  On April 14, 2010, 4 

after the March hearings, the Property Owners updated and corrected an exhibit it provided the 5 

Commission.  This was identified as Updated Exhibit 3 and formed the basis for the availability 6 

fees used in the true-up direct testimony.  These availability fees amounts provided by the 7 

Property Owners are still the best information Staff has received to date, so have been used to 8 

calculate the revenue requirement scenario.  The amounts included in the true-up revenue 9 

requirements cases for each of the Shawnee Bend Water and Sewer entities are: 10 

    Gross Availability Collected  Net 11 
    Charges  Revenues Revenues 12 

Shawnee Bend-- water $144,000  90%  $129,600 13 

Shawnee Bend-- sewer   216,000  90%    194,400 14 

Horseshoe Bend-- sewer      --0--    --0--       --0-- 15 

 Total   $360,000  90%  $324,000 16 
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Further, Staff used a total amount of $6.2 million as an offset to rate base to reflect 1 

contributed plant.  Lake Region has indicated $5.3 million of this amount is identified as plant 2 

"donated" by the developer of Four Seasons Lakesites in 2002 (Lake Region response to 3 

Staff Data Request 72).  This amount forms the basis of how much, if any, should be included in 4 

rate base in this case if availability fees are used to determine rates for the Shawnee Bend water 5 

and sewer services.  Horseshoe Bend sewer does not have any available fees so no amounts have 6 

been included for that operating system.   7 

Staff Expert/Witness:  Cary Featherstone 8 

COMMISSION ORDERED SCENARIO NUMBER 1-- 9 

Staff Calculation of the Revenue Requirement Scenario No. 1 Using 10 
Availability Fees and Assumed No Recovery of Contributed Plant-- $5.3 11 
million CIAC added to rate base   12 

The revenue requirement scenario which the Commission identified in its 13 

April 8th Order states: 14 

Staff will be directed to file a scenario using the same methodology used 15 
for accounting for availability fees used in the rate case for 16 
Ozark Shores Water Company.  Thus, what would Lake Region's revenue 17 
requirement be if availability fees for the test year were included in 18 
revenue, but there was a corresponding addition to rate base as was 19 
testified to by Mr. Vernon Stump on page 561 of the Transcript? 20 

[source:  page 3 of the Commission's April 8, 2010 Order] 21 

Pursuant to the April 8th Order, Staff  provides the results of including availability fees 22 

using a 90% rate of collection and adding $5.3 million contributed plant to rate.  Still,  Staff 23 

believes this calculation significantly over states the revenue requirement scenario because most, 24 

and very likely, all of the contributed plant has been fully recovered by the developer from the 25 

proceeds of lot sales, as is contemplated by Lake Region’s water main and collecting sewer 26 
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extension rules in its approved tariffs, and possibly from availability fees already collected.  This 1 

will be addressed later in this report.  Further, Staff continues to believe the investment in 2 

contributed plant was recovered by the developer in the sale price of the undeveloped lots.   3 

Although calculations for rates can be made that add contributed water distribution and 4 

collecting sewer pipelines back into utility rate base, to offset the presence of availability 5 

charges, the Staff does not believe it appropriate to do so in this case and would not support 6 

that position. 7 

Water and sewer pipeline extension rules for Lake Region Water & Sewer Company 8 

require the “applicant” requesting the extension to construct or pay for the construction of the 9 

pipelines, then ownership would be assumed by the utility at no cost to it, and with no 10 

compensation paid toward this cost by utility customers. This type of extension rule is common 11 

amongst other regulated water and sewer utilities. In many cases, subdivision developers pay for 12 

the pipelines as a part of the subdivision development project.  The cost is then recovered by the 13 

developers in the same manner as recovery of streets, storm drainage, expenses incurred for 14 

installation of other types of utilities, and common areas such as park areas, club houses and 15 

swimming pools – that is through the sale of subdivision lots to people who may or may not 16 

construct houses upon their lots.  Whether or not the developer actually recovers the expenses 17 

associated with the development project is a risk that is known and assumed when undertaking 18 

the project, and is dependent upon the ultimate success of the development venture. 19 

The applicant might also be one property owner, or a group of individual property 20 

owners, perhaps not associated with a particular subdivision, but who would like to have water 21 

and/or sewer utility service at their property.  Again, these applicants pay for the pipeline 22 

extensions such that the assets are given to the utility at no cost, and since they have already paid 23 
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for these assets the capital recovery of the pipelines is not included in rates that the water or 1 

sewer utility charges its customers.  In such cases, the applicants might construct the pipelines in 2 

front of other properties, and the utility service would also become available to those properties.  3 

If the owners of those other properties decide to connect to the utility systems within a specified 4 

time frame, ten years in the case of Lake Region, then those owners pay a per lot portion of the 5 

cost of the extension which is refunded to the original applicants. 6 

Lake Region, in particular, also has a provision in its extension rule that provides for 7 

applicants to pay for a new water source of supply, and a new sewage treatment facility, if 8 

distance makes it more economical to do so than to construct a very long pipeline to connect to 9 

existing facilities.  Lake Region would partially fund the capital investment in these facilities 10 

based on customers who are initially connected, then refund money to the applicants as 11 

additional customers connect in the future.  This investment on the part of Lake Region does 12 

become rate base, with the capital recovery included in rates charged to its utility customers.  13 

Such investment by the utility in these central facilities including wells, storage tanks and 14 

sewage treatment plants is common among most water and sewer utilities. 15 

The reason the Staff is opposed to rate base treatment of the pipeline extensions is that it 16 

would be contrary to the extension rules as required of applicants requesting extensions, and 17 

would allow the utility to recover capital for assets that was contributed to it which results in 18 

utility customers paying rates to pay for the assets twice, first through purchase of a lot and 19 

second through utility rates.  In addition, since recovery of the contributed assets is not now and 20 

never has been intended to be included in approved rates of Lake Region, then to assume that 21 

capital recovery is realized through availability charges requires a belief that utility customers do 22 

not pay for the pipelines, but lot owners who pay availability charges do pay for the pipelines.  23 
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This concept is not logical, and the Staff believes it is not sensible to seriously consider such 1 

an arrangement. 2 

For reasons that have been stated in both written and oral testimony, the Staff believes the 3 

availability charges are for the purpose of supplementing utility revenue to support the utility 4 

infrastructure for the repairs, maintenance, construction of new plant and the overall operations 5 

of the Company to provide utility services.  The Staff does not believe that availability charges 6 

ever were created for the purpose of recovery of capital. And, the Staff strongly recommends 7 

against inclusion of what is intended by approved rules to be contributed plant in utility 8 

rate base.  9 

Staff Expert/Witness:  James A. Merciel Jr. P.E. 10 

 The results of the revenue requirement Scenario 1 using 90% of collected availability 11 

fees as revenues and adding $5.3 million back to rate base are: 12 

 
 
 
 
Lake Region's 
Operating System 

 
Staff True-up 

April 16, 2010 -- 
No Availability 
Fees and CIAC 
offset to Rate 

Base 
 

 
Staff True-up 

April 16, 2010 -- 
No Availability 
Fees and CIAC 

offset to Rate Base
 

Corrected – 
May 18, 2010 

 

 
Staff True-up 

April 16, 2010 -- 
With Availability 

Fees and $5.3 
million CIAC 
offset added to 

Rate Base 
 

 
Shawnee Bend Water 

 
$23,078 

 
$22,252 

 
$55,914 

 
Shawnee Bend Sewer 

 
$105,533 

 
$112,327 

 
$61,349 

 
Horseshoe Bend Sewer 

 
$41,120 

 
$44,552 

 
$117,033 

          
        Total 

 
$169,731 

 
$179,131 

 
$234,296 

Staff does not recommend the implementation of rates for Scenario 1. 13 
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Lake Region Water and Sewer Company's Revenue Requirement Scenario 1 

While the Commission ordered Staff to file the revenue requirement scenario including 2 

availability fees as revenues and "add back" CIAC as suggested by Dr. Stump at the hearings 3 

held March 31, 2010, on April 30, 2010 Lake Region filed a calculation it believed the 4 

Commission requested.  This calculation showed a much higher revenue requirement than the 5 

true-up direct revenue requirement or even what Lake Region filed in this case.  The following 6 

table is a comparison of the amount of the true-up revenue requirement based on amounts 7 

presented at the April 26th true-up hearing, the amount calculated by Lake Region for the 8 

revenue requirement scenario and the revised and original amounts requested by the Company 9 

when it filed its tariffs: 10 

 
 
 
 
 
 
Lake 
Region's 
Operating 
System 

 
Staff True-up 
April 16, 2010 

-- No 
Availability 

Fees and CIAC 
offset to Rate 

Base 

 
Staff True-up 

April 16, 2010 -- 
No Availability 
Fees and CIAC 

offset to Rate Base 
 

Corrected May 
18, 2010-- 

 

 
Staff True-up 

April 16, 2010 -- 
With Availability 

Fees and No 
CIAC offset 

added back to 
Rate Base 

 
Staff 

Recommendation 
 

 
Lake Region 

April 30, 
2010 Filing -- 

With 
Availability 

Fees and 
CIAC added 
back to Rate 

Base 

 
Lake Region's 

Revised 
December 7, 
2009 Direct 
Filling -- No 
Availability 

Fees and CIAC 
offset to Rate 

Base 

 
Lake 

Region's 
Original 

October 7, 
2009 Direct 
Filling -- No 
Availability 

Fees and 
CIAC offset 
to Rate Base 

 
 
Shawnee 
Bend Water 

 
$23,078 

 
$22,252 

 
$0 

 
$250.951 

 
$28,182 

 
$46,800 

 
Shawnee 
Bend Sewer 

 
$105,533 

 
$112,327 

 
$0 

 
$219,507 

 
$109,133 

 
$123,822 

 
Horseshoe 
Bend Sewer 

 
$41,120 

 

 
$44,552 

 
$44,552 

 
$147,936 

 
$78,307 

 
$160,600 

          
        Total 
 

 
$169,731 

 
$179,131 

 
$44,552 

 
$618,396 

 
$215,622 

 
$331,223 

Contributions in Aid of Construction  11 

Staff examined the levels of Contributions in Aid of Construction recorded on 12 

Lake Region's books for the period 1999 to 2009.  It also identified the levels for Ozark Shores.  13 

These amounts are shown in the following table: 14 
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Year 

 
Lake Region 

Contributed Plant 

 
Ozark Shores 

Contributed Plant 
 

1998 $n/a $137,312 
1999 31,537 162,442 
2000 31,537 167,832 
2001 31,537 184,652 
2002 5,305,387 209,547 
2003 5,305,387 245,727 
2004 5,359,842 276,507 
2005 5,426,112 316,557 
2006 5,502,082 353,577 
2007 6,300,726 384,668 
2008 6,324,856 401,274 

 Source:  Data Request 45 -- General Ledgers for Lake Region and Ozark Shores  1 

The significant increase in contributed plant that occurred in 2002 for Lake Region was 2 

the result of the donated property from the developer.  The amount of CIAC for Ozark Shores 3 

was included for comparison purposes.  It should be noted that the amount of CIAC for 4 

Ozark Shores in Case No. WR-99-183, its last rate case, was $71,887 based on the test year 5 

December 31, 1996. 6 

IV. CONCLUSION  7 

Staff continues to support the use of availability fees to determine rates for the 8 

Shawnee Bend water and sewer operating systems of Lake Region.  As Horseshoe Bend does not 9 

have availability fees associated with its service area there are no additional revenues to consider 10 

for this operating system.  Staff believes availability fees were originally collected from the 11 

undeveloped lot owners by Lake Region shareholders to support the utility operations of 12 

Shawnee Bend.  Staff does not support the revenue requirement scenario in which the 13 

Commission asked to Staff to conduct.  14 
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Scenario 3, attached at Appendix A is what Staff would recommend the Commission use 1 

to determine the proper rate increase for Lake Region in this case.  Therefore, Staff is only 2 

supporting an increase of $44,552 for the Horseshoe Bend sewer operating system.   3 
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SCHEDULE 1 

SCENARIO NUMBER 2--  
 Staff Calculation of the Revenue Requirement Scenario No. 2 Using 

Availability Fees and Partially Recovered Contributed Plant-- $2 million 
CIAC added to rate base 

 
Using the same availability fee amounts for the above revenue requirement scenario, 

Staff also calculated this revenue requirement scenario by determining the level of availability 

fees that have already been collected from undeveloped lot owners from the period of 2003 to 

2010.  The owners of undeveloped lots have paid almost $3.2 million of availability fees 

since 2003.   

In examining the updated Property Owners Exhibit 3, the undeveloped lots range from a 

low of 1,285 in 2010 to a high of 1,427 in 2003.  The following table represents the information 

provided in the Property Owners updated Exhibit 3 as well as calculations made by Staff 

quantifying the water and sewer availability fees for the Shawnee Bend service area: 

Year Unimproved 
Sold Lots 

Annual Water  
Availability 

Charges-- $120 

Annual Sewer  
Availability 

Charges-- $180 

TOTAL 

2003 1,427 171,240 256,860 428,100 

2004 1,392 167,040 250,560 417,600 

2005 1,361 163,320 244,980 408,300 

2006 1,318 158,160 237,240 395,400 

2007 1,298 155,760 233,640 389,400 

2008 1,289 154,680 232,020 386,700 

2009 1,287 154,440 231,660 386,100 

2010 1,285 154,200 231,300 385,500 

TOTAL  $1,278,840 $1,918,260 $3,197,100 
Source:  Property Owners Updated Exhibit 3 

SCHEDULE 1-1
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These undeveloped lot owners have paid availability fees much longer than 2003 so this 

amount is understated.  Most, if not all, of the $5.3 million contributed plant that Lake Region 

asserts was contributed by the developer has already been recovered through the collected 

availability fees, in addition to the developer’s revenue derived from lot sales.   

Staff calculated this revenue requirement scenario deducing the $3.2 million availability 

fees from the $5.3 million contributed plant resulting in only $2.1 million that is added back to 

rate base [actual amounts are $5,273,850 less 3,197,100 equals $2,076,750 added back to rate 

base].  However, Staff believes this amount will also overstate the revenue requirement scenario 

because all the contributed plant has been fully recovered through the price of the lot sales as 

well as the collection of availability fees prior to 2003.   

In the actual scenario calculations Staff used the amounts of contributed plant broken out 

between water and sewer systems of Lake Region's Shawnee Bend and the sewer system of 

Horseshoe Bend sewer system.  The break-down of these appear as follows: 

  
 

Shawnee Bend 
Water 

 
Shawnee Bend 

Sewer and 
Horseshoe Bend 

Sewer 
--Combined--  

 

 
 
 

TOTAL 

 

Contributed Plant 

 

$2,288,550 

 

$2,985,300 

 

$5,273,850 

 

Availability Charges 

 

1,278,840 

 

1,918,260 

 

3,197,100 

 

TOTAL 

 

$1,009,710 

 

$1,067,040 

 

$2,076,750 

 

SCHEDULE 1-2
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The results of the revenue requirement Scenario 2 using 90% of collected availability 

fees as revenues and adding back approximately $2 million to rate base are: 

 
 
 
 
Lake Region's 
Operating System 

 
Staff True-up 

April 16, 2010 -- 
No Availability 
Fees and CIAC 

Offset to Rate Base
 

 
Staff True-up 

April 16, 2010 -- 
No Availability 
Fees and CIAC 

Offset to Rate Base
 

Corrected -- May 
18, 2010 

 

 
Staff True-up 

April 16, 2010 -- 
With Availability 

Fees and $2 million 
CIAC offset added 

to Rate Base 
 

 
Shawnee Bend 
Water 

 
$23,078 

 
$22,252 

 
($20,633) 

 
Shawnee Bend 
Sewer 

 
$105,533 

 
$112,327 

 
($10,634) 

 
Horseshoe Bend 
Sewer 

 
$41,120 

 

 
$44,552 

 
$80,655 

          
        Total 
 

 
$169,731 

 
$179,131 

 
$49,388 

Staff does not recommend the implementation of rates for Scenario 2. 

SCENARIO NUMBER 3— 
 Staff Calculation of the Revenue Requirement Scenario No. 3 Using 

Availability Fees and Fully Recovered Contributed Plant-- no CIAC added to 
rate base 

 
Staff believes the contributed plant has been fully recovered through the price of the lot 

sales and through availability fees collected from 1995 – the present.  Even if the sales price did 

not provide complete recovery of the contributed plant, the collection of availability fees prior to 

2003 would more than allow full recovery of this donated property. 

Therefore, it is unnecessary and in violation of Lake Region’s tariffs to add back any 

amount of contributions in aid of construction.  As such, Staff has calculated the revenue 

SCHEDULE 1-3
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requirement scenario consistent with the revenue requirement calculations for Lake Region's 

operating systems presented at the true-up hearing held April 26th.   

The results of the revenue requirement Scenario 3 using 90% of collected availability 

fees as revenues and not adding any amount back to rate base are as follows: 

 
 
 
 
Lake Region's 
Operating System 

 
Staff True-up 
April 16, 2010 -- 
No Availability 
Fees and CIAC 
Offset to Rate 
Base  
 

 
Staff True-up 
April 16, 2010 -- 
No Availability 
Fees and CIAC 
Offset to Rate 
Base  
 
Corrected 
May 18, 2010-- 
 

 
Staff True-up 
April 16, 2010 -- 
With Availability 
Fees and No 
CIAC Offset 
added to Rate 
Base  
 
Corrected  
May 18, 2010-- 
 

 
Staff True-up April 
16, 2010 -- With 
Availability Fees 
and No CIAC 
Offset added to 
Rate Base 
 
Staff 
Recommendation  
 

 
Shawnee Bend 
Water 

 
$23,078 

 
$22,252 

 
($107,348) 

 
$0 

 
Shawnee Bend 
Sewer 

 
105,533 

 
112,327 

 
    (82,073) 

 
 0 

 
Horseshoe Bend 
Sewer 

 
41,120 

 

 
44,552 

 
    44,552 

 
44,552 

          
        Total 

 
$169,731 

 
$179,131 

 
($144,869) 

 
$44,552 

Staff continues to recommend no rate increase be authorized for Shawnee Bend water 

and sewer operating systems because the availability fees more than offset the need for a rate 

increase. 

The following table identifies the results of the true-up revenue requirement determined 

for the true-up should the Commission decide availability fees be included in the ratemaking 

process with no corresponding add back to rate base for contributed plant as presented at the 

April 26th true-up hearing.  Also, the current recommendation is included reflecting the 

correction for the CIAC reserve discussed above: 
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Lake Region Operating 
System 

True-up Annual Revenue 
Requirement through 

March 31, 2010 at mid-point 
ROE of 8.5% 

Staff True-up April 16, 2010 
-- With Availability Fees and 

No CIAC offset added to 
Rate Base-- 

Corrected May 18, 2010 
Staff Recommendation  

 
Shawnee Bend Water $0 $0 

Shawnee Bend Sewer $0 $0 

Horseshoe Bend Sewer $41,120 $44,552 

Total $41,120 $44,552 

Source:  Staff Exhibit Model System-- Schedules 5 at time of True-up direct 

Staff believes the contributed property has been fully recovered in rates through the sale 

price of the undeveloped lots alone.  If the collection of availability fees are considered just 

between 2003 to 2010 then there is no doubt the infrastructure investment made by the developer 

has been fully recovered.  Staff has determined that $3.2 million has been collected in 

availability fees from 2003 to 2010.  This $3.2 million level does not reflect all availability fees 

since they existed prior to 2003 and any collections prior to this date are not included in this 

amount.  However, assuming the $3.2 million availability fees were collected for the period 2003 

to 2010 in addition to availability fees collected prior to 2003, the investment in contributed plant 

has been recovered.  Considering the undeveloped lot sales-- which Staff continues to believe is 

where the developer has actually recovered its investment in contributed plant, or at the very 

least had the opportunity to do so-- plus the collected availability fees, all investment made by 

the developer for the water and sewer infrastructure was fully recovered.  No corresponding add 

back of contributed plant to rate base is necessary. 

The General Manager (John Summers) of the Public Water Supply District Number Four 

of Camden County (Water District) indicated his belief that it was possible the developer 
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recovered some of the contributed plant investment through the lot sales.  At page 12 of his 

true-up rebuttal testimony (Lake Region Exhibit 12) Mr. Summers admitted it was possible to 

recover at least some of the infrastructure investment through the sale of the undeveloped lots 

when he replied to the following question: 

Q. Is it possible that the Developer recouped a portion of its 
investment through the lot sales as Mr. Featherstone suggests? 

A. Oh yes.  However, I don't have that information and I suspect the 
Developer did not track costs recouped by lot.  Mr. Merciel testified in his 
Rebuttal Testimony "[T]he value of any given lot, anywhere, is what it is, 
based on any number of factors including utility availability, and an extra 
recurring payment does not do anything to increase the value of the lot"  
This seems to be a very clear statement that lot prices are based on the 
overall real estate market and a Developer may or may not have recouped 
his development costs which would include the water/sewer infrastructure 
as well as his other development costs. 

What is clear from the above statement is that it is very likely that developers recovered 

all, or at least a significant sum of the utility infrastructure through the lot sales even from 

Lake Region's perspective.  Staff continues to believe that all utility infrastructure costs were 

recovered from the lot sales.  As is common among water and sewer utilities, Lake Region’s 

extension rules require developers to construct and contribute water and sewer pipelines to the 

utility, and recover the capital costs of those subdivision improvements along with other 

subdivision development improvements through lot sales revenue.  In this manner, utility 

customers in effect pay for the pipelines when they purchase lots, and do not pay for these capital 

costs a second time through utility rates.  Taken the substantial amount of availability fees 

collected from the time they were first billed from the undeveloped lot owners, if applied to the 

capital costs of the utility pipelines, the full recovery of the development costs has occurred.    
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