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Dear Mr. Ward,

Your responses to our various questions today on the website is appreciated by all of us. We fully recognize you and your staff have spent enormous time on this, and are clearly endeavoring to find a fair rate design.

In your response to the Cooks, it becomes apparent that you have a misconception of why OHA owns it’s distribution system. It is not by choice. I think we would gladly sell it to WWSC for $1 immediately (or even 25 cents). In 1981 Geiser forced the Highlands to take over the system, and forced us to take on responsibility of servicing water to Otters Lair separate plat (which has never been any part of Highlands; it’s a completely separate subdivision located roughly one mile uncontiguous from us). Why our directors at the time agreed to take this system ownership and responsibility on has long been a mystery to us in OHA now (they’re

all dead so we cant ask them). Geiser sold it for $1 under Bill of Sale dd 5/11/81, conveying to OHA all pipelines, pumps, tanks etc, and made no warranties regarding it’s condition.  There seems no doubt the reason he insisted on dumping it onto us was to duck responsibility for either Otters Lair water service or OHA. When developers finish and have sold off a subdivision it’s not uncommon for them to dump onto the HOA  various physical assets (and attendant responsibilities) that were never contemplated by the new HOA, and there’s nothing the HOA can do about it - they have no choice in the matter.  We can only surmise that perhaps the reason our then-directors didnt fight it and agreed to take it on was they felt they were getting the system for free (since it was relatively new and in good condition at the time, and you can appreciate how “free” often seems good even though it is not) and would give us control over it in the event of some catastrophe or bankruptcy of Rosario, which was indeed a big worry in those days as Geiser had extreme financial difficulties and either he or his Resort buyers did go into bankruptcy at some point, and he bought it back to try to save the Resort and Mansion from liquidation. I have to believe that’s likely the reason OHA agreed to take it over, without realizing what the long-term costs would be..

In recent years our maintenance costs have risen dramatically, as piping and pumps have had to be replaced. We would very gladly rid ourselves of it, have it owned by WWSC, but I cannot imagine WWSC would likely agree to take it on without our members paying them extra to maintain it (cost plus or whatever). But yes, we indeed would like to explore it with Mr Ireland.  I realize you can’t comment or speculate on this, but your concept that we are owning/operating it by our choice is not the case at all. It really wasn’t OHA’s fault or doing, it was simply foisted upon us. The only doubt I can see we would have in deeding our system over to WWSC is that they are free to resell the entire RU system to some other entity, foreigners included; that loss of control to unknown owners in future you can understand does worry us, tho certainly not part of this rate case.

One aspect of this that staff have continued to overlook: we in OHA pay roughly 1/3 of the cost of maintaining

(thru the rates) the distribution system serving everyone else, but they have not been paying any of our cost above the meter (RU costs from storage tanks to Master meter are negligible since it’s gravity-fed, no pumps involved) except for the former $4.75 discount, which didn’t begin to compensate for our average distribution

cost of $27.00

This shows our recent distribution cost:

OHA actual and '07 budgeted Water Distribution system costs:

                               2007 Budgeted     2006      2005      2004       2003

Labor                             4,400             4,200     4,200     3,890     5,040

Repairs/replacement   38,000           43,790     9,627   10,411    24,744 

Meter Reading                  650               626         591        444        482

Electricity, pumps          2,500            2,353      2,328      2,361     2,472   

     Total                       45,550           50,969    16,746   17,106    32,738

  Aver number users:     105                 99.7       97.5         97        94.6

Average cost/user/mo   36.15             43.56     14.31   14.70      28.84

Average cost over past 5 years: 27.53
There’s another anomaly here: Vusario’s system was originally metered at their 2" Master meter, which sits

side by side with ours. The attached photo shows them, both the same make, age and size, and same 4" size pipe into and out of. RU bought Vusario’s system in 2003 as part of some trade-off exchange for real estate ownership, installed (and paid for) meters to Vusario individual homes. You now consider Vusario users as equal to Residents, yet their water passes thru an identical 2" meter to ours, but now happens to be billed based on individual meters. That meter is probably used for comparison check to monitor any loss between it and their homes way up the hill (a considerable distance with propensity for leaks I believe worse than ours); not being an expert I’d think that inline 2" meter is quite important to RU for maintaining that line and minimizing loss. To contend that Highlands 2" meter is anything at all different from Vusario’s 2" meter seems to us ignores the reality of the matter, since we are not paying RU at that point by choice, any more than Vusario were until 2003. We simply cannot see any truly rational reason to be making that distinction, which penalizes us so heavily.           

The 2" Master meters at handover point were clearly installed of that size to allow sufficient throughput to each of Vusario and OHA upper tanks, as obviously a 3/4" meter at that point wouldn’t allow sufficient flow to meet

demand. Vusario got relief 4 years ago by their sale to RU because they had a tangible asset that Olympus 

wanted in return; OHA unfortunately has nothing to give RU or WWSC as incentive to take ours over. Why should that mere fact directly result in us being penalized and forced to pay higher rates than Vusario or the others?

Our reading of the new Tariff: (previous to today’s Staff revised proposal):

Average cost per user per month, based on different usage levels:

                                 OHA                         RPOA/Vusario      OHA pay more than RPOA:

Basis 4000ga/mo     67.40/mo                  55.12/mo                  12.28 per user

basis 5000ga/mo      86.11                       63.42                         22.69
basis 6000ga/mo     104.80                      71.72                         33.08

basis 7000ga/mo     123.50                      87.32                         36.18
Since most of OHA usage falls under the highest 1.87 bracket and most of RPOA’s falls under the lowest .83

bracket and middle 1.56, but none under the 1.87 bracket (until exceed 18000 gpm), as OHA usage increases our members pay disproportionately more than others. These bracket results cannot possibly be argued as equivalent or fair.

Since you came out with a new suggested formula today, we’ve analyzed it and can see no fairness in that either. My comparison of OHA vs RPOA/Vusario net costs under that is attached. This new proposal today

is even more punitive to OHA than the one 2 weeks ago, for the same reason - the x10 multiplier puts most

of our usage in the higher brackets whereas all of RPOA’s usage is in the lowest bracket.

You said today on page 5 of 10, Response para d) that “A more useful and telling comparison in Figure 1

is amount of water used by OHA and the yearly total under “ERU 2006" methodology and prior to the leak

being repaired. In that scenario OHA was using 52% more water but paid 27% less than the Meter-2007 prop-

osed rates”.   That’s comparing the 9,363,200 to 4,893,649, 91% more, the former includes our big leak,

and the proposed rates are much higher than applied last year. I don’t see that that comparison means much.

Your page 7 today, Staff Response 1) says our “rates were far below what other customers were paying”, and

that Figure 2 evidences that. With full respect, I can’t follow that. The usage rates we were paying as far as I 

know were exactly the same as all other users, the only difference was that we got the $4.75 Base discount.

The revenue generated from OHA was %-wise lower but that was entirely due I believe to the 4.75 discount. I cant see how it could have been from anything else. Our point that we will pay significantly more than anyone

else is shown above, and in my attached analysis today of your today’s proposal. We cannot see how the

above Tariff results, or the results from today’s proposal can be considered by anyone as fair and equitable. There’s a huge disparity between user groups, caused by the 10x multiplier putting most of our usage in the high brackets, vs all of RPOA/Vusario’s usage in the lowest bracket. I’m completely puzzled by your state-

ment in this Staff Response today - it’s as if we are reading from different pages.

You are satisfied that the revised rates are just, fair and reasonable. Without even considering the lost

discount for the moment, our comparisons above and on attachment show us they are not. We have tried to come up with a formula to merely suggest as possible alternative, but we get stymied with how fairly to allocate revenue to the Resort various units. We understand and agree with the Required Revenue of $384,386, and also with your objective that rates reasonably reflect usage %. No problem there. From what I can see, the problems all seem to come from your requirement that OHA have a 10x multiplier.

Jim, we understand completely how you have certain ratemaking rules you must follow. I was a transportation (rail and truck) rate analyst myself for several years in my career, for a large steel company in CA, subject to ICC (long dead) and CPUC ratemaking requirements. This is an unusually complex, perhaps unique situation that UTC haven’t come across very often. We know you’ve spent an inordinant amount of time auditing RU’s books to ascertain the facts, and accept your conclusions on costs. I hope this helps shed light on how we

see it. All we’re asking for is rate fairness reflecting the full facts, so that we are not being discriminated against.

Sincerely,

Lee Goodwin, Orcas Highlands board member

.

