The following communications are a combination of Olympus/RU, DOH, and RPOA.  Olympus has represented for years that they were forced to choose the expensive hydroxol plant by the DOH.  It has been disputed over and over that Olympus bears no burden in the cost of the hydroxol plant and the cost over runs in existence amounting to some $216818.  This remains a critical point for RPOA.  The following communications demonstrate Olympus’s repeated mantra of undue pressure by the DOH and yet Steve Deem of the DOH says otherwise.  It has been made quite clear by Laurie Cameron that the business of Olympus is to purchase property, expand its potential and sell it at a 25% and more profit.    It has been stated that the hydroxol plant was the quickest and the least expensive to build, which supports the mission of Olympus.  Additionally, Laurie Cameron has stated that “we are not in the utility business” stating that decisions were made from a frame of reference other than expert in the area.    
***Note: RPOA comments in black & this typeface: Others comments in blue and italic

Mike Ireland’s response (#12) to our questions regarding cost over runs dated 6/04/07:

“Cost over runs on the water treatment plant totaled $216,818 and are now considered part of the total plant value.  By court order, the company was given very little time by the WA State Dept. of Health to build the new plant.  The Health Dept. also waived normal testing of the treatment processes prior to construction, with these tests and monitoring done at completion instead.  Unfortunately, the original treatment process proved to be cost prohibitive, so many modifications occurred during construction.”

On 6/18/07 a second set of responses were received from Chris Vierthaler, including the following regarding the design selection of the treatment plant:
1) Design selection of the treatment plant:
“Olympus knew at the time of purchase that the water plant needed to be replaced, and was investigating two types of treatment – the Hydroxyl plant and slow sand filters.   Olympus and utility staff met with the presidents of RPOA, Vusario and the Highlands to discuss these options.  Within six months of the purchase, the Health Dept. issued an order to build a new plant within seven months or be subject to heavy fines.  Because of this deadline, Olympus had no choice but to proceed with the Hydroxyl plant, because slow sand filters require a one-year pilot test to monitor effectiveness.  The Hydroxyl plant was closer to a conventional plant, so it could be built more quickly and the Hydroxyl Company assured the utility that seven months was ample time to install the plant at a lower capital cost.”
RPOA would like to point out that Olympus/RU has repeatedly stated that they worked directly with the neighborhood in making this decision, when in fact the following test from Jim Ward’s report dated 6/26/02 states otherwise.
 
“Treatment Plant:  Customers believe the purchase of the Hydroxyl water treatment system was not a prudent decision.  The customers had significant concerns regarding the Company’s decision to purchase the Hydroxyl water treatment system instead of another type, such as a slow sand filter system.  The customers wanted to know who made the decision and if it was the correct decision.  The customers do not understand why the company did not allow their input in the decision of which treatment system to purchase.  The customers stated that they have engineering and contract expertise, which they offered to the Company, but were refused.”

. 

The history related above implying Olympus had no choice, is not true as shown by this recent exchange between Sandy Taylor of Olga Water Users and, DOH’s, Steve Deem:

Email from Steve Deem, DOH  to Sandy Taylor June 25, 2007:

I was the engineer for the State Dept of Health (DOH) at the time in question and do remember some of the issues!  DOH did not pressure Rosario to rush the design of a new treatment plant and in fact

favored slow sand filtration for this utility setting.  The Departmental Order (DO) was issued in April of 1999 due to several violations and failures. Section 1.8 of the DO lists a sequence of events relative to Rosario "Failure to construct water treatment facility …." that may clarify the issue.  On December 4, 1996 DOH issued a review letter explicitly concurring with Rosario's decision to pursue installation of a slow sand filter and setting up piloting parameters.  On June 3, 1997 Rosario sent a letter proposing an alternative treatment option.  On July 22, 1997 Rosario submitted an engineering report for a new treatment facility. On November 20, 1997 DOH approved the engineering report.  Rosario did not submit the required construction documents for the treatment facility.  As stated previously, DOH finally issued the Department Order in April 1999 after no action by Rosario. This DO was issued over two years after Rosario had received the OK to proceed with Slow Sand Filtration.

Steve Deem, WSDOH

In a separate email from Deem on June 19:

From Deem, Stephen (DOH)

To: Duane Franklet

Sent: Tuesday, June 19, 2007 8:48AMSubject : Olympus/WWS/RU answers to questions from last Thursday The answer to the first question is not accurate.  Moran State Park Cascade Lake Water System slow sand (SSF) treatment plant did not conduct one year piloting before receiving DOH design approval as required.  Moran SSF design used sand specifications and the same sand supplier as other Orcas Island SSFs and utilized a very conservative filter design rate to justify that no pilot was needed to appropriately size the water treatment plant.  (Moran's SSf has performed excellently).  The same avenue was open to Rosario.

It seems quite clear from the above that if Olympus had simply communicated properly with Mr. Deem in Jan-March 1999 that you were working hard striving to make the right plant decisions, the “Department Order” in April setting a 7-month deadline could quite easily have been avoided, and the slow sand filter alternative (favored and approved by DOH and the several user-group engineers) proceeded with. The failures of previous owner management was not Olympus’ fault, but after you became Rosario owners on Oct 13, 1998 the subsequent communication lapses with DOH were due to your mismanagement of the problem, and need not have been that way. The water experts in the customer group knew that your decision to go with Hydroxyl plant was a huge mistake, which you ignored. Ozone treatment has been the preferred system in Europe for the past century. Although this technology was known, Hydroxyl had not built such a plant nor had an operations experience with same.   Gray and Osborne and Livingstone Associates recommended the Hydroxyl system, but we believe they did so on the basis that the technology was well developed and available.  The design capacity of 220 gpm has yet to be met, the filtration unit delayed the plant operations, required replacement with another type of filter and had to be expanded.  Cost overruns were considerable. This is the factual history, and we believe Olympus must bear the responsibility and extra costs resulting from it’s misguided decision in ’99-2000.  We recognize that it’s impossible to quantify exactly how much lower Operating Costs with a SSF system would have been over the years since, but most experts feel it would have been substantially lower, and such plant likely would have had a far longer useful efficient life than the current plant. We believe the sale price to WWSC is excessive, considering the unknown (not assessed) remaining life of this plant and ability to obtain replacement parts that are cost-viable, and that at very least the transfer (rollover) of $175,000 debt should be removed from the purchase agreement and the Rate Case; that Olympus should responsibly absorb that.

2) )   Extra costs of the treatment plant:
 Additional costs of the treatment plant did not arise through any actions of Rosario Utilities or Olympus.  We believe the evidence above proves the contrary; that it was Olympus’ unilateral  misguided actions that caused water users extra costs, for the past 7 years and continuing on into the future. Water treatment plants are site specific, requiring extensive engineering since the water to be treated varies widely.
True, but RU could have built a standard SSF plant and adjusted for field conditions. This was the first, and last such plant that Hydroxyl built; their experience was lacking, including knowledge of WA Labor & Industries safety requirements. Apparently no effort was made to determine filtration requirements at the time. The conclusions that we have had since 2000 was that it was poor design, which our engineering experts clearly stressed to you at the time, thus an inadequately thought-out management decision.  We believe WWSC’s purchase price is grossly excessive and unjustified (as stated in #1 above), also considering that the distribution lines are very old and will soon need to be replaced as they start leaking more and fail (they’re apparently already leaking around 20% of the output) It is a common occurrence that plant modifications are required during commissioning in order to tailor operations to this site.  As a specific example in our case, unforeseen electrochemical reactions triggered two successive redesigns, each requiring review and approval by DOH, and each successive review took three months or more. Because it was a new unproven approach and system to them.

Other incremental costs included: 
            The trenching to connect the plant to transmission and distribution lines required unexpected drilling and blasting. This is a common construction problem around all of Rosario Hill, and should have been anticipated.

            The automatic transfer switch for one emergency generator failed and had to be replaced. If not under warranty, wasn’t this classified as “maintenance”?

            Safety upgrades to the electrical system were required by Labor and Industries. This is attributed to lack of thorough design and proper management review to ensure compliance at the outset.

            After the plant was completed, the 1972 telemetry line from the lake pumps failed, and had to be replaced. Why is this not considered “maintenance”?
            Seed money (survey, permitting, engineering, transferring hydropower rights to domestic use, and consultants) related to the plant development has never been recovered and is being proposed as part of the rate base. Were these not part of the plant estimate? Why not?  The contract covered land clearing and building, survey and permitting, engineering, and legal and misc. as per Ward’s recommendations to the commissioners. 

            One cost not charged to the customers was the housing of Hydroxyl technicians and employees at least five days a week during this two-year period. But we believe this was included in the contract with provider; we believe that users in fact paid for it thru the contract price, thus the rates.  

3)  Washington Water Service Co. participation in the rate case:
The customer comments assume incorrectly that Washington Water Service Co (WWSC) is proposing the rate case. We are not assuming this and never have. We have simply repeated what Mike Ireland told us on May 23rd—that he did all the numbers on the spreadsheets.  And so our question was: if he inserted all the numbers, but it wasn’t his rate case, and WWS hadn’t even filed for the purchase, and we weren’t supposed to talk about WWS because it wasn’t their rate case, how was it that he was allowed to present all the numbers for the case? In fact, the rate submission is requested by Rosario Utilities, LLC, because in recent years Rosario Utilities has not been recovering all its costs of operation from customers.  The rate request is not retroactive, so customers have received a break from Rosario Utilities for the past two years WWSC is assisting Rosario Utilities with this rate case request in anticipation of purchasing the water system assets and operating the water system after purchase.  WWSC, or any other perspective buyer, will not purchase without a sufficient rate in place to recover its costs and obtain a reasonable rate of return on its investment.   It should be pointed out that economies of scale with a large utility (WWSC) are benefiting the customer with a lower rate base then if Rosario Utilities was not being sold  – this is a hollow unsubstantiated argument, since it has not been explained to users with any evidence or examples by WWSC how O/C savings from economy of scale should result to user’s benefit. It sounds great in theory, but lacks any substance, and WWSC instead have had a 12.5% year-to-year company-wide Oper Cost rise between ’04-’05 (the last year shown in their data), thus we see no evidence to expect any savings from them. And WWSC has not answered our question about how they got their estimated $44.55 O/C per customer for us if they’d managed RU in 2006. That’s twice their statewide average O/C, indicating quite clearly they plan on showing no savings to us from their broader base. RU cannot rationally argue that O/Costs in detail are none of our business; we believe they most certainly are, that we’re entitled to it. One of our user-group’s most important goals is to make certain that Day One of WWSC ownership starts out with fully understood proven costs for the new rate base, so that approved or overlooked mistakes in past costs are not compounded going forward.
5) The interest rate charged on the loan:
The prime rate at the time of the loan in 1999 was 7.75% ( refer to www.moneycafe.com/library/prime.htm) ,  and market rates are normally 2% - 3% over prime.  Commercial lenders also require a compensating balance kept as a form of additional security, such keeping a balance in equity reserve, or pledging a letter of credit.

Small utilities are viewed as higher risk and as a result have higher loan costs and interest rates.  There was no collateral and insufficient financial substance Of the parent company?? to secure conventional financing and for this reason, local banks, which were contacted, were not interested in lending. This seems to us an illusory argument.  We understand Olympus simply decided to lend from it’s own capital the $1M to RU, and thus Olympus had great flexibility to amend the terms during the payback duration.  One can argue a myriad of methods in which Olympus could have charged interest to its own subsidiary (again benefiting both entities)…even if they had charged prime at 7.75% for the 7 years, interest saved would have been over $63000.  

Average Prime was (during each year): 2001/7%, 2002/4.75%, 2003/4.125%, 2004/4.25%, 2005/6.0%.  Who benefited from maintaining the artificially high 9.25%  rate for 7 years? Only Olympus; certainly not the users whom you claim you’re protecting and not taking advantage of. No borrower who was paying the interest themselves would have kept a 9.25% Note for that duration when it could have easily been refinanced at much lower rate, and surely Olympus would have done so, as good everyday business practice, if they were a borrower.  You were simply shoveling inflated interest cost onto customers and profiting enormously. This has been inexcusable deliberate gouging of your customers; it can’t be called anything else. It was not an accidental oversight; in fact you told us that Olympus decided it was best for them to keep charging us the 9.25%. Rates should not be built on unreasonable practices like this, and it’s no way to treat customers, captive or not.
6) Water usage:

The resort pays for its share of water usage. Not accurate.  We refer to the spreadsheets with actual customer water usage passed out to customers at the April 2nd meeting and/or the rate filing.  The percentages of water usage to percentages of revenue are very close. The 2006 consumption data from the WWS spread sheet show that Resort consumed 63,688 gals/ERU, Cascade Harbor Inn consumed 81,126 gals/ERU and Rosario residences consumed 48,289 gals/residence.  There is a mistake on one of WWSC sheets, labeled "Rate Comparison" between customers; the figure of 5,307 Residential average gallons used per month/ERU in '06 is wrong - it should read 4,204, based on the spreadsheet "RESIDENTIAL METERED CUSTOMERS RATES".  Rosario Resort consumed over ’06 32% more water per ERU than the residences.  That's far from being equal.

Also the above values are for average consumption for 2006.  To equitably allocate the cost of plant capacity, peak consumption is necessary to be taken into account.  If the peak monthly consumption of August 2006 is used as the basis for allocating costs, Rosario Resort increases to 158 ERUs and Cascade Harbor Inn increases to 70 ERUs.  Historically the residence users have paid more than their share of all of the costs, as the ERUs for the Resorts have been kept artificially low, and changes to this number implemented in a most tardy fashion.  We feel strongly that before this rate proposal can be considered by the commissioners that the Health Department must reevaluate the capacity and ERU count and the UTC include the DOH findings in their review of the rate increase proposal.

 ERU’s have been calculated by independent consulting engineers and approved by DOH, in the utility’s 2004 Water System Plan.  We note that the draft of this Water System Plan was filed in 2002 with the completed report filed in 2003.  Approval for both Resorts of 132 ERUs by the DOH came on January 13, 2004.  This increase was not inserted into the Annual Water Company’s Report until 2006, a sleight of hand that cost the users. 
 10)  Pro-forma test year and history:
 2006 is the test year for the utility, with an adjustment for staffing changes.  As an operator of multiple water systems, WWSC is uniquely positioned to pass on savings to Rosario customers with economies of scale. Incorporating WWSC pro-forma was done to demonstrate a reduction in costs to the customers. Not that we can see; the pro-forma does not show what economies of scale there are.

  11)   Plant capacity:  
 The current plant has no additional capacity.   Current expansion plans anticipate residential development and resort development.  Residents and the resort have a right to water- Yes, and we believe vacant lots also have a right for water and rights for them should be protected in the sale – not just left out in the cold **, and for each ERU, a connection fee is charged – the same fee for each.  The utility takes customers requesting connections on a first-come, first-serve basis.  As the resort develops, it will be required to purchase connections, paying for their share of the treatment plant.  At some point, the capacity of the treatment plant will have to be expanded one more time and the resort will have to pay for its portion of plant capacity. Future resort development will require an agreement with the utility for plant capital which only benefits the resort.  That developer  agreement is subject to UTC approval. A 10% reduction in leakage loss would provide about 40 more connections. Why have RU made seemingly no effort to find and repair piping leaks? The explanation also involves ERU re-determination by DOH.

The Environmental Impact statement for the Master Plan says that the level of leakage is unacceptable.  Chris estimates it’s about 20% leakage, which in addition to the 5-7% backwash used in the plant represents a whopping 25% of plant output. We think that magnitude of waste is unconscionable, beyond reason. Steve Deem has stated that leakage in a properly managed system should be less than 10%. Our conclusion is that RU have made virtually no effort to find and repair the leaks, since YOU have LITTLE incentive to do so when the residential users are paying for a large portion of the cost of producing the wasted product.

** Orcas Highlands Assoc. has a “Water Service Contract” dated Jan 1, 1980 with Rosario a/o Gil Geiser or assigns (which we assume Olympus inherited along with the other purchased obligations) which states that Rosario will continue supplying water upon demand to the residents (including future residents as they are constructed) of any of the land previously owned by Rosario Highlands Inc. In other words, all of the Highlands lots that Geiser subdivided and sold in the ‘70s and early ‘80s. Highlands and Otters Lair has 20 lot owners who have not yet built and do not have hookups or RTS status, and water rights for them must be protected. And there are likely several such vacant lots in the Rosario residential area as well, who must be protected.
 12)  Future capital improvements:
 When future capital improvements affect residential customers, notice will be given and rates and/or surcharges will be vetted by the UTC with open hearings. You stated that improvements are underway which will allow about 100 more hookups within a few months. Question 11 above you stated that the current plant has no additional capacity, so we’d appreciate knowing how you intend to allocate those, to first cover the 88 RTS’s? We believe BETTER management practices Could reduce the water loss and allow about 40 new connections, which would position the system at the currently allowable 456 connections/ERUs. Why does RU plan to ask existing customers to pay for part of the improvement costs?  Someone said that RU stopped the work on the improvements that started in January. If this Is true, why?  What actual improvements does WWS see in the next couple of years?  At what cost to be allocated to the users?

Additional Questions to RU:

17) Rate Case spreadsheet errors:

We’ve pointed out that ’06 consumption data for Highlands (bulk buyer) is greatly overstated due to large leaks around the Otters Lair pond that were difficult for Highlands Assoc to find, but were fixed in Nov 06, resulting in consumption (at RU hand-over meter) since then being 40% of what it had been in corresponding months a year earlier. (Nov Highlands consumption was 1,244,200ga; in Dec after leak fixed it fell to 265,600).  Erroneous use by WWSC of consumption during the leak period leads to overstated fictitious revenue assumptions in their Rate Case projections, and also artificially low ERU counts for the Resort. Historically Highlands residences use less water than the Rosario residences, and data since Dec (after leak was fixed) also confirms that Highlands uses less per connection than Rosario residences.

An error corrected by WWS on their “Rosario Resort Metered Worksheet, Old vs New” spreadsheet  for 2006 shows the corrected value on line D44 as 63,688 ga/yr/ERU. The correct corresponding value for Rosario Residences is 48,289 ga/yr/connection. The corrupted data for Highlands (due to it’s large leak building up over all of ’06 until was fixed in Nov) is correctly not used. But the 5 months hard data after leak fixed, ie Dec 06 to Apr ’07, if used with an approximation of normalized usage by Highlands for the other 7 months (or simply basing Highlands assumed usage on Rosario Residence usage) would give annual Highlands usage closer to reality than the approach used by WWS in the spread sheet. This would lead to a further increase in the ERU count for the Resorts, which we believe must be taken into account for the Rate Case and going forward.

We would like to raise the question why the approved ERU counts for Resort approved on Jan 13, 2004 were not implemented until Jan 1, 2006, some two years later? This delay avoided charges that the Resorts should have paid RU, inflating RU’s “loss” in those 2 years.

18) Olympus’ past efforts to sell RU:

Laurie Cameron stated at the Jun 14th meeting with water customers that they’ve tried repeatedly over recent years to sell the utility and excess water rights as a package to a local Orcas buyer, had discussions with Eastsound Water Users Assoc and separately Eastsound Sewer & Water District, but that they could never reach agreement. We realize that a large part of the hang-up was that neither of those user groups wanted to buy the Utility (perhaps because of it’s complexity), were only interested in the excess rights, but surely with some creative thinking incentives might have been put forth by Olympus to make taking RU more palatable and interesting as part of the package with the “easy cream” of excess rights. Everyone knows that Eastsound needs the water, particularly under GMA requirements that future population be focused there. In addition Rosario Property Owners Assoc (RPOA) wrote to Olympus in 2001 or 2002 requesting to buy RU, but never got a reply from Olympus. So from the users perspective it does not seem that Olympus made anywhere near a sufficient diligent effort to work out a “win-win deal” with an Orcas community buyer, so that the rights and system could remain locally owned on Orcas where it logically should, and we submit where both Robert Moran and Gil Geiser intended that it should be kept. To the users, the argument “we tried and could never get far” lacks credibility. 

Respectfully submitted,

Rosario Property Owners Assoc.

Prepared by: 

Duane Franklett, Rosario resident

Lee Goodwin, Orcas Highlands

