Comments onAttachment F — Certified Copy of Most Recent Capacity

This contract was signed over three years ago with the GBRA. It is hi ghly questionable
that bringing Canyon Lake water to Tapatio is for the benefit of the ratepayers. Clearly it
benefits Tapatio Development Company and their developer affiliates (CDS in

particular).




Comments on Financial Statements (Attachment G)
General Comments:
1. The financial statements indicate the business is very close to insolvency. Financial
ratios (see below) clearly show problem areas.
2. The financial statements do not meet generally accepted accounting procedures.
3. The accumulated depreciation is 90+ percent of the fixed assets. Since a large number
of the fixed assets are less than 5 years old, this indicates the assets have been improperly
depreciated. Depreciation is used to reduce federal income taxes and an added factor in
the rates charged to ratepayers. It is highly probable the utility has filed a fraudulent
income tax return, and improperly charged the ratepayers for excessive depreciation.
4. “Inter-company transfers” are obvious conflicts of interest, and a direct violation of the
fiduciary relationship with the ratepayers. Transfers, borrowings and loans to Tapatio
Springs Development Company, Tapatio Springs Resort, and Kendall County Utilities
are improper and possibly illegal.
5. It is questionable that the long-term loan to Clyde Smith had anything to do with the
Utility. If this is true, the utility has been improperly encumbered with debt.
6. The interest expense is over 25% of all expenses. The interest rate amounts to over
20% on all debt currently incurred. The ratepayers are having this pay this usurious
interest rate on debt that most likely is not be for the benefit of the utility.
7. General Administration Costs for payroll, salaries, draws, and bonuses, etc.. are not
indicated in the expense statement. The only reason to hide this important information is

because it was excessive.

Key Financial Ratios:
1. Current Ratio(Acid Test) - .085 - Indicates inability to satisfy short-term debt.

2. Debt to Equity Ratio — 2.8 — Indicates way to heavy reliance upon debt — particularly

long-term. Enron at its worst period had a 2.7!
3. Debt to Total Assets — 3.6 ~ a .65 ratio indicates excessive debt on assets; this is over S

times that threshold.




MEMORANDUM
September 29, 2005

In July of this year, you signed a document appointing me to represent you in
connection with an application made to the Texas Commission on Environmental Quality
Water Supply Division by our supplier of water and sewer services, Tapatio Springs
Service Company, Inc. The application was to amend the CCN to permit it to furnish
water and sewer services to a new proposed 5,000 acre subdivision adjoining Tapatio

Springs, and no rate increase was covered.
A request for a hearing was made in your behalf on July 12, 2005.

An informal committee composed of Bill Weidler, Andy Calvert, Fred Clark,
Dick Haas, Dennis Juren, Walter Trapp, and Travis Cannon was formed in order to assist
me in evaluating the positions we felt were most advantageous to the well being of our

community.
Working with the officers and directors of the utility company, we requested and

were furnished substantial information about the operations and financial affairs of the
company.

The results of these discussions are as follows:

1. Tapatio Springs Service Company, Inc. will be merged into Kendall County
Utility Co. to form a larger and more financially sound company.

2. The agreement to furnish water and sewer services to the new 5,000 acre
development next door was amended to clear some ambiguities and protect us as rate

payers.

3. Approximately $2,000,000 has been paid into the two companies, and Clyde
Smith's notes have been fully paid.

As a result of our efforts, we believe we have successfully accomplished a
stronger utility which has under contract adequate water supplies for many years in the
future. Therefore, the hearing request will be withdrawn; however, this will not prevent
us from filing a rate protest in the future, if appropriate.

We appreciate your confidence in our small group and the cooperation of the
officers and directors of Tapatio Springs Services Co. and Kendall County Utility Co.

If anyone has any questions, please contact me or any of the persons listed above.

Al Hamilton
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TCEQ PRESENTATION
January 22, 2006

Introduction: Richard E.Haas living at 436 Paradise Point, Boerne, Texas 78006.
Moved to Tapatio Springs on August 1, 2002 and built present home, moving in

on March 1, 2003.

. Initially involved with the move by Tapatio Springs Service Company (TSSC) to
obtain a pass-through cost increase application for water and sewer assessments —
that application was rejected by TCEQ as not qualifying as a pass-through but in
fact a rate increase. The basis for this request was the obtaining of Guadalupe-
Blanco River Authority (GBRA) supplied Canyon Lake

. With the application by TSSC to Amend their Water and Sewer Certificate of
Convenience and Necessity (CCN) to provide water and sewer services for a
5000-acre area that had been recently purchased by CDS International, got
involved reviewing the application including the contracts between TSSC and
CDS as well as TSSC and GBRA. The contract with CDS signed in September
2004 contained many clauses that permitted CDS to withdraw from the contract
with the liability for payment falling on TSSC and subsequently the ratepayers.
At this point, TSSC was maintaining that the GBRA water was necessary for the
welfare of the present ratepayers and therefore it was in their best interests not to
protest the Application. After considering the possible ramifications, I filed a
protest with the TCEQ on July 14, 2005 opposing the proposed Amendment to the

TSSC CCN.

- While examining the financial statements that we submitted to the TCEQ as part
of the Application, many irregularities became apparent. Even though, the
documents were labeled “Unauditted — For Management Purposes Only”, they
seem to be contrary to appropriate accounting principles and after further
investigation in violation of the Texas Water Code Sec. 13.303. “LOANS TO
STOCKHOLDERS: REPORT. A utility may not loan money, stocks, bonds,
notes, or other evidences of indebtedness to any corporation or person owning or
holding directly or indirectly any stock of the utility unless the utility reports the
transaction to the commission within 60 days after the date of the transaction.”
The Balance Sheet of December 31, 2004 shows Accounts Payable to other
Tapatio Springs corporations and Intercompany transfers within the TS family of
companies including an apparent loan of $357,153 to the Tapatio Springs
Development Corporation, none of the entries have shown to be paying interest of
the monies. In the Long-Term Liabilities, there is shown an outstanding balance
of $905,194 to Clyde B. Smith which was incurring interest costs at a rate of 6%
per year which were being paid by TSSC as shown in the Income Statement. At
this point several documents were requested of TSSC regarding the financial
status of the company as well as the background reflecting the A/P and I/C
entries, while obtaining more current financial statements for the months of J une,
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July and August, the same equivocation of “Unauditted — For management
purposes only” appeared on each of the statements and no supporting documents
were provided for the questioned entries.

After obtaining the required annual reports made to the TCEQ, it was noted that
the Loss Factor for TSSC was between 15 and 20% each year which means that
for every 5-6 gallons produced, one gallon is lost and not billed. With about 32
million gallons of water being produced for TSSC, between 4,000,000 and
6,500,000 gallons are being lost annually. A comparable Loss rate for KCUC was

approximately 8%.

Although a merger between TSSC and KCUC was originated as per the request of
the concerned TSSC ratepayers, no audited financial statements have ever been
provided and although an amended Contract for the TSSC/CDS relationship has
been drafted, when asked, we have been told that it has not been signed by both

parties.

In August TSSC commissioned an engineering firm to conduct a Water Supply
Analysis which was submitted to the TCEQ in October. This analysis clearly
shows that the current production from TSSC/KCUC wells have the capacity to
provide the required peak load of 0.6 gpm for 1405 connections and yet the total
number of connections serviced is less than 800 between the two service areas.
Even if the reduction of 25% in 10 years assumed in the study is correct, the total
number of connections capable of being serviced is 1050. In March and July,
TSSC told the ratepayers that they were running out of water and would need to
fund the pipeline to provide GBRA water to the company.

The TSSC/GBRA contract has financial obli gations that have already been
accumulating for bond service and water reservation fees on 500 Ac-Ft/yr and as
of January 17 this year, a charge for 150 Ac-Ft/ year delivery that cannot be
delivered as there is no pipeline. Although an additional 250 Ac-Ft/yr reservation
was signed in July 2005, the construction of a pipeline has failed to be started and
it is not known whether the right-of-ways necessary for the construction have
even been obtained.

When the pipeline and ten additional wells that are supposed to service only peak
loads are completed, the amount of water available for each connection will have
been reduced from 1.7 Ac-Ft/yr that is situation for the present ratepayer to 0.89
Ac-Ft/yr when the projected service area of 3350 connections is completed.

In light of the obligations incurred by TSSC, the gross loss rate of the important
natural resource, water, and the apparent money-shifting being conducted in
violation of the Texas Water Code, it is requested that the State of Texas conduct
both a managerial and a financial audit of the operations of this retail public utility
before it has to become the supervisor of what may well be a bankruptcy

proceeding.
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Presentation Notes

1. Introduction — Establish Standing

PROBLEM

2. Conflict of Interest resulting in Exploitation of Ratepayers

(Utility owners also own resort, Development Company and real estate Company)

RESULTS

Inequitable Rates slanted to benefit the resort

Violation of TAC 13.189: “utility may not make ... any unreasonable
preference or advantage ..... to any unreasonable prejudice or
disadvantage.”

Used financial resources of utility for Development Company and resort.

Loans to resort and to development company not reported to TCEQ —
Violation of TAC 13.303 “a utility may not loan money, stocks, bonds
...... unless the utility reports the transaction to the commission withing
60 days after the date of the transaction”

Dishonesty: Using scare tactics placing ratepayers under duress (running
out of water, customer will drill 800 wells draining the aquifer)

3. Poorly Managed

Water Loss steadily over 15% -TCEQ publication states anything over
15% “requires immediate attention and corrective action.”

- Financial statements indicate insolvency. (Debt to equity 2.7%)

4. Contract with CDS places utility at financial risk and water resources at risk.

5. Leading to poor service
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Presentation Notes

STANDING
1. Introduction - Establish Standing

PROBLEM
2. Contlict of Interest resulting in Exploitation of Ratepayers
(Utility owners also own resort, Development Company and real estate Company)
N S T LR o SR

- Inequitable Rateséﬁ'nted to benefit the resort
Violation of TAC 13.189: “utility may not make ... any unreasonable
preference or advantage ..... to any unreasonable prejudice or
disadvantage.”

- Used financial resources of utility for Development Company and resort.
Loans to resort and to development company not reported to TCEQ —
Violation of TAC 13.303 “a utility may not loan money, stocks, bonds
...... unless the utility reports the transaction to the commission withing
60 days after the date of the transaction”

- Dishonesty: Using scare tactics placing ratepayers under duress (running
out of water, customer will drill 800 wells draining the aquifer)

RESULTS
3. Poorly Managed

- Water Loss steadily over 15% -TCEQ publication states anything over
15% “requires immediate attention and corrective action.”

- Financial statements indicate insolvency. (Debt to equity 2.7%)

4. Contract with CDS places utility at financial risk and water resources at risk.

5. Leading to poor service
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Questions for Interested Parties

g TSSC administration
: R e s P
0 Management T Wk e v gaiag of T55C ( Shave fo dua 3 T )

0 Organization structure

(}/Béscribe Tapatio Springs Service Company, Inc affiliations with:

Kendall County Utility Company, Inc.

Tapatio Springs Development Company, Inc.
Tapatio Springs Golf Resort, Inc.

Tapatio Springs Real Estate Holdings, L.P.
Tapatio Springs Builders, Inc.

Kendall County Development Company, L.P.
Country Club Management Group, Inc.

CDS International Holdings, Inc.

CDS Bandera Realty

CDS Texas Realty

Mountain View at Tapatio, L.P.
Lynzara-Austin Real Estate Management South, LLC
Lynzara-Austin Real Estate Management, LL.C

OOOOOOOOOOOOO

0 Specific questions regarding financial condition:
—a~ Loans to and from affiliates (supporting documents)

0 Loans from CDS (supporting documents) .. -
= BRI pot i e Dtwaen
0 Loans from others ;
~&  Loans to Owners/Management including Draws ~ — O D N Y
ta  Basis behind 10,000 shares collateral for KCUC . Sadeba b A e L doir,
~0  Budget and all financial statements produced for the past five years e st

&~ Automated financial records for past five years (Peach Tree)
0 Specific questions regarding Operations (both water and sewer):

i~ 18 Stan Smith to explain cause of water loss for past 5 years and why there hasn’t
been corrective action taken.
va  Provide all Preventive maintenance records
‘G Provide Repair records
var” Provide Complaint reports
va  Provide Capital improvement records
a Provide Master plan if any

@  Specific questions of Consultant (Darrell Nichols)
o Requirement of GBRA water (basis) 500 acre-feet.
o  Explain why is GBRA water a more reliable source that the Trinity

Aquifer.

A

Q0L 4 g




o  Specific questions for engineer

0 August Report (detailed explanation)
Engineering alternatives for pipeline
Cost Estimates

Time estimates
Will final build out make less water available to existing customers?

OO0 00O

‘Dvémmication
a All memorandums, letters, email and contracts between:

0 CDS management and employees,

0 TSSC/KCUC management and employees,

a City of Boerne

o Al Hamilton,

a  George Mendezy ¢ P2 ),

O Any other party consulted with regarding any aspect of the expansion.
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DATE: February 1, 2006
SUBJECT: Conversation with Councilman John B. Moring Jr.

I spoke with Councilman Mouring regarding the TSSC/KCUC request to wheel GBRA
water through the City of Boerne.

Councilman Mouring said that he doubted very seriously that an agreement would be
reached. He said the City of Boerne has historically been very protective of their water

and infrastructure.

Councilman Mouring ran the City of Boerne’s Utilities for nearly 20 years and is
intimately familiar with the groundwater in Kendall County. It was his opinion that the
wells in Ranger Creek were very solid source as were the wells in Tapatio, because there
are several Corp. of Engineer Dams surrounding these wells, which recharge the aquifer.

Councilman Mouring said Ken Muller was the person who drilled the wells in the first
place and he would be a very good resource for expert advice. He felt the best expert on
groundwater in the County is John Schwope. He and his sons have probably drilled 60%

of all the wells in the County.

Councilman Mouring said that he doubted that the Parkers could get approval for the
CCN expansion-because of their financial condition. He is familiar with the TCEQ
requirements and the Parker’s lack of money.
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Tapatio Springs Water Rates Compared with Surrounding Communities

Note. Tapitio currently has 128 5/8" Meters and 68 1" Meters

Community |Base Rate per{ Gallons in Monthly fee for Gallons Consumed
Month Base

5,000 15,000 25,000 50,000 75,000 100,000
Tapatio- 24.50 - 3575 58.25 80.75 143.25 212.00 280.75
Current (5/8”
Meter)
Tapatio- 3428 - 47.53 68.03 90.53 153.06 221.80 290.53
Proposed
(5/8" Meter)
‘Tapatio- 40.92 - 52.17 5825 74.67 159.67 22542 297.17
Current
(1” Meter)
Tapatio- 65.37 - 71.98 92.48 11498 177.51 246.25 314.98
Proposed (1"
Meter)
Fair Oaks- 22.00 6,000.00 22.00 39.10 58.10 133.10 295.60 520.60
Current
Fair Oaks 32.00 6,000.00 32.00 57.65 86.15 198.65 423.65 723.65
Proposed
Boeme 1037 - 22.89 62.46 111.00 235.53 359.15 462.78
Bulverde 24.00 33.00 5325 85.75 192.00 29825 404.50
Ranger Creek 30.00 3,000.00 36.50 69.00 102.75 190.25 290.25 390.25

L S B VY R

49%
108%
44%

30%

Based upon normal usage of 5,000 galions per month, Tapatio's rates are much higher than surrounding communities

file://J\Andys Stuff\Documents\Tapatio\Rate Analysis_files\sheet003.htm

Fair Oaks - 49% if you have a 5/8" Meter and 63% higher if you have a 1" Meter
Boerne - 108% higher if you have a 5/8" Meter and 128% higher if you have a 1" Meter

Bulverde - 44% higher for a 5/8" Meter and 58% higher if you have a 1"
Ranger Creek - 30% higher for a 5/8" Meter and 43% higher if you have a 1" Meter

8/30/2005
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N o710 1D ¢
COMMENTS/ QUESTIONS ON TSSC APPLICATION

P3 of 15-Cii- Copy of Corporation Charter to see what service area is covered by the
initial application and any subsequent amendments.

P5 of 15 A —Is this not really a new System?

P6 of 15 — Existing System Information
B — No facility component is operating at 85% or greater? What are the various

components operating at presently?

P7of 15 - F — Applicant and its affiliate (KCUC)... - Details of affiliation requested.
Is there some pass-through charge involved KCUC to TSSC? What is the

relationship?

P7 0f 15~ C Who are the 2 wholesale customers for the water system? Who are the 8
commercial customers for the sewer service?

P8 of 15 - FINANCIAL INFORMATION - A Why shouldn’t this be the applicable
section for the presentation of financial information? It is hard to understand how a jump
from 173/207 to 1873/1907 users can be realistically expected on the same system. It
would appear that the present users would be asked to foot the initial costs of preparing

the delivery of water to a group 8 times larger than present now.

P8 of 15 - FIN INFO - B 1. The P&L Statement and Balance Sheet are are neither

complete nor audited and make a mockery of this submission.
Bii The Rate Schedule for Water does not address the wholesale customer who at this

point are nameless. Why should they not be involved in paying for the delivery of
Canyon Lake treated water?

The Sewer Rate Schedule does not address the 8 commercial customers and their
applicable rates.

*NOTE ~ It would seem that this is a case where the imposition of the requirements /
contained in 6.A.i should be required in order that the staff can evaluate completely.

P8 of 15 NOTICE REQUIREMENTS :
A. Was the proposed notice form completed, submitted and written approval to ¢

publish granted?

F. Did not find the second Notice in this week’s Boerne Star. Has to be two
consecutive weeks.

P9 of 15 Was the requirement for Commission written permission for publication issued
indicating that the notice was complete and the application was accepted for filing.
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ATTACHMENT B- NON-STANDARD SERVICE AGREEMENT

P2 -2.a. — Utility company responsible for acquiring any easements, rights-of-way and
government approvals. Apparently this is from the Point of Delivery to the Property,
however, this is one of the cases where the approximately 200 present customers are
going to be required to provide the finances for the infrastructure for 1700 additional

customers.

P3 — Top paragraph What is the definition of “after substantial completion™?

P4 —5.d. — What “oversizing” is being envisioned? Again a chance to get the 200 to pay
for additional servicing without even notifying them.

P4 —5.¢ — Contradictory! Says max $1.5M but then “all other costs borne by Utility
Company”. Follows that if Developer chooses not to fund, the Utility company is under
no obligation to fund any portion of the Developer’s share. What gives? The 1.5M
should be bonded to protect the present customers and if the cost is to exceed that
amount, the Developer should have to put the money up front.

P4 —6.a.2 — Additional 250 acre-feet of water? This amounts to 81,462,750 gallons.
Given about 80,000 gallons per household per year, this would supply 1018 households.
What is TSSC’s figure for annual usage per residence?

P6 — 8.c. — What about the costs involved with the change of Point of Delivery? Is this
part of the 1.5M max?

P7 — Top Paragraph — The “oversizing” again arises and no notice regarding these
additional costs is mentioned in the published legal notice.

P7 —d. — Who pays for the wells? Who owns the wells and related facilities? Who
would pay for any “additional easements or rights of way outside the property?

P7 — e. — This paragraph would allow the Developer to walk away after less than one
third of the so called planned 1700 homes are in place and occupied. Then the onus is on
the Utility to find another way out either by lowering by GBRA or another person who
needs the water. Plus there are two wells supplying the Developer as well. Again, what
1s the annual usage for each home? How much production envisioned from each well?

P8 — f— When can the developer decide to decrease the required number of connections
and terminate his costs not required to serve his property. The Utility had to make
binding decisions, so should the developer.




P8 — g — Why would the utility have to pay for a roadway within the property to serve the
property? This should be on the developer with a firm requirement for number of homes

to be served.

P8 —h — Who is applying for the necessary permits? One part states the utility and
another states the developer. Who pays for the wastewater collection and treatment
plant? This is to service the extension only, developer should pay even though it will be

owned by the utility.

P8 — I — This provides the developer a way out in case he changes his mind and puts the
utility company back into the looking for more user mode. Either the developer should

commit or not.

P8 — j — What sort of oversizing of the Extension is envisioned? Previously all the
oversize was on the part of the utility and now the Developer wants to oversize later. Not

consistent.

P9 — k — Where is TSSC planning to the use the 500 acre-feet of water it already has
reserved and has been paying on up until now. When did TSSC start paying GBRA and
how much per month up to now? When do they plan on accepting some of the GBRA
treated water? Have the payments up to now been only Raw Water Reservation fees or
are there other components already? Again, where is this water for TSSC going to be

utilized?

P9 — 1 - If the utility has this excess capacity in their water and wastewater systems, why
have they already reserved 500 acre-feet of additional water? This has been an ongoing

cash outflow with no apparent requirement.

P9 - Last paragraph — This allows the utility company to charge less to the Developer
than to the present customers in the form of variances and exceptions to the tariff in effect
on the date of the signing of the agreement (which was prior to the recent request for a
rate hike). Great for the developer and very poor for the present residents.

P11 ~ v — Any amendments should have to be submitted to the TXCEQ for approval with
legal notices published for comment prior to adoption.




ATTACH. F - AGREEMENT KCUC, TSSC AND GBRA

P3 — Although jointly referred to as Customer, what is the relationship between KCUC
and TSSC? Is one a subsidiary of the other?

P3- para 4 — Certificates of Convenience and Necessity No. 11904 (KCUC) and No.
12122 (TSSC), how about copies to see the coverages?

P3 — para 4 — Copy of Exhibit 2?

P11 - Sec 3.1 - “a connection fee of $25,000” and the connection fee is based on the
Raw Water Reservation, as set forth in Exhibit 3. Copy of Exhibit 37

P12 — Sec 3.3(a) - Must be connected by “connection deadline” of December 31, 200s.
P13 - Sec 4.3. - Raw Water Reservation is 500 acre-feet/ year. For what?

P13 — Sec 4.4 — Annual Commitment is 48 88 gall (150 acre-feet) initially subject to
increases up to 500 acre-feet. For what? Does TSSC have a business plan, if so show it.

P14 — Sec 4.8 — Does Customer have GBRA permission to expand service area at this
time?

P14 — Sec 4.7 — Municipal and domestic purposes only — golf course?
P16 — Sec 4.11(c) — Treatment and disinfection processes required. Any idea of cost?
P20 - Sec 6.1(b) ~ Take or pay. Where is the 150 acre-feet initially to be used?

P21 - Sec 6.5 — This is the 500 acre-feet reservation already in place with an on going
charge. When did these charges actually begin?

P22 - 6.7 - This is the basis for the previous rate hike request as a pass through charge.

P23 — 6.8 — How justified the 500 reservation and business plan to “maintain business
income.” -




ATTACHMENT G
Why no audited documents?

ASSETS
A/R — Trade — What comprises trade?
A/R — TSGR — What is TSGR?

PROPERTY & EQUIPMENT

Cable System?
GBRA - Conn/Reservation Fees — An asset?
Where does all this Accumulated Depreciation come from? None shown on

income statement. :

LIABILITIES AND CAPITAL

A/P —KCUC - NOTE 8 What does Note 8 say and what is the relationship with KCUC?
I/C — Golf Resort — Why does the water company owe the Golf Resort?

I/C — TS Dev — How does the Development company end up owing the water company
such a large sum?

I/C KCDC NOTE 9 — What is KCDC and why does TSSC owe them? What is Note 97
I/C KCUC —~ What is the difference between A/P and I/C?
Source of Additional Paid-In Capital?

Beginning Retained Earnings? Why not Ending Retained Earnings?

INCOME STATEMENT

REVENUES

Sewer — How do you get a negative revenue for the month? How can the sewer revenue
for the year be so low? The negative magnitude is twice the magnitude for the year.

Water — The December total is about 1/5 of the year total. Why?

Where are the Regulatory Assessment Fees accounted for?




INCOME STATEMENT (CONT)

EXPENSES

Why the big jump in auto expenses in December?
Who receives this large interest expense?
Where are the personnel salaries?

Water Taniff
Rate Schedule only provided for residential customers. How about other

customers, including the 2 wholesale entities shown on page 7 of 15 of the application?

Sewer Taniff
Again only for residents and not showing rates for the 8 commercial users.

Water Rate Page 2b
Have current customers been paying for the cost incurred with GBRA as a pass-

through and there is no shown need for the Canyon Lake water for the present customers.
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Specific Contract Issues
TSSC and CDS International Holdings, Inc
Signed 8-31-2004

1. The design details of the proposed Extension including the costs have not been
properly shown and supported.

2. The developer does not share the cost of right-of-way and lines necessary to tie in
the Extension. The cost will fall entirely on the current Rate Payers.

3. The maintenance and upkeep of the Extension rest entirely upon TSSC even if the
Developer decides to build no houses on the property. The current Rate Payers
would be burdened with the costs.

A If TSSC decides to oversize the Extension, the present Rate Payers could be

__burdened with this added cost.

5. The maximum contribution to the construction by the Developer is Hmited to
\__ $1,500,000, which has not been shown as adequate.

D - COPYV-Q C GHiCeCd

7. TSSC may have the expense of constructing certain roadways within the
Developers property (paragraph 9e). If so, the Rate Payers will ultimately be
burdened by this expense.

8. TSSC’s wastewater and collection system will be directly impacted by increase
usage. Ultimately this system will have to be expanded to meet the increased
usage. The issue of who pays for the Wastewater treatment and system expansion
is not addressed. This could severely impact the existing Rate Payers.

9. Item 9i of the contract states that the Developer may be reimbursed if the number
of actual connections is less than the capacity constructed. This could prove to be
very costly to the Rate Payers.

10. Section 9(}) Places the Rate Payers of the Utility at a financial risk, water shortage
risk and wastewater treatment capacity risk, by exposing the existing capacity.
Existing capacity should not be available to the developer

11. There is no proof or evidence that shows the Developer’s ability to carry out its
obligations stated in the Agreement. The Developer (CDS International Holdings,
Inc.) 1s "not in good standing” with Texas Comptroller of Accounts.

12. Based upon the financial information provided in the CCN application, it is clear
that TSSC does not have adequate management or financial capability to carry out
its responsibilities in the contract. Ultimately, this will affect the Rate Payers.

S0iEgoN
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16. The route of the pipeline will be from Cascade Caverns Road to the Kendall facility
on Johns Road over private land and not in the public right-of-way down Interstate 10.
There will be a 12" line from Johns Road to Tapatio and Developer's property.

17. - 20. Jay intervened. He launched into a tirade about the advantage of the new 1700
house addition but admitted that a number of ambiguities existed in the present contract
which is currently being amended to clear up these matters. He said, for example, that
the Developer would pay $1,500,000 towards certain line costs which in his own words,
"would take care of the cost of about 3 miles”. He was interrupted by Stan who reminded

him that the line was about 9 to 10 miles long!

I asked when we could expect an amended contract with the Developer, and he
was inexact, to say the least, about a specific date.

Al Hamilton




WATER SUPPLY ANALYSIS CORRECTED

Existing Water Demand and Future Demand

There is an existing customer base of 771 customers in the KCUC (566)/ TSSC (205)
system. The 5000 acres that is currently being added to the CCN will result in an
additional 1700 connections and future lots in Tapatio will yield 850 more. The total
ultimate connections for Tapatio Springs Service Company at this time would be 3321.
A total 0f 3215 Ac-ft/yr of water would be required as per 30 TAC 290.45(b)(1(D)(1)
specifying 0.6 gpm for peak demand. Including the GBRA supply of water, the total
production at this time (10 years from now) will be 1770 Ac-ft/yr (1020 from present
wells and 750 GBRA). This would result in a deficit of 1445 Ac-ft/yr.

 The figures presented in the Water Supply Analysis are calculated using 0.5 Ac-
ft/yr/connection instead of the 0.97 Ac-ft/yr/connection which is the result of 0.6

gpm per connection requirement.

Peak Demand

TCEQ requires 0.6 gpm/connection for peak demand. The total connections of 3321
results in a requirement of 3215 Ac-ft/yr or 1997 gpm. The existing Peak Production is
2108 Ac-ft/yr with a maximum output of 1309 gpm combining the 843 gpm from the
present wells with 466 gpm from GBRA. This would give a deficit of 688 gpm to be
covered by the 10 proposed 75-gpm wells.

e The flaw to this paragraph is that the 843 gpm present production should be
discounted by 25% to 633 gpm according to the second paragraph entitled
“Existing Water Production”. The resultant would then be a deficit of 899 gpm to
be covered by the 750 gpm from the to-be-drilled 10 wells.

Today the present customer has available (843 gpm/ 771 customers) 1.09 gpm/customer

and when all is completed, including the 10 new wells and GBRA water, each customer

would have (2059/3321) 0.62 gpm customer, a drop of 43% in availability. If we factor

in the 25% reduction in the present wells, the present customer would still have 633/771

or 0.82 gpm/customer whereas the planned developments would have only 1849/3321 or
0.56 gpm/customer. The TCEQ minimum for peak load is 0.6 gpm/customer.

C—rolo osp




Analysis of Annual Reports

2004 2003

Revenues 132,602 148,156
Tap Fees 3,787 7,655
Contract Labor 466 215
Purchased Water - 4,868
Chemicalis for Treatment 259 1,923
Utilities(electricity) 26,428 20,975
Repairs/Maintenance/Supplies 20,939 28,346
Office Expenses 5,003 2,297
Professional Fees - 770
Depreciation/Amortization - -
Miscellaneous - -
Property and Other Taxes 3,457 -
Regulatory Exp(Rate Case) 1,870
Interest Expense on Debt 55,314 57,095
Principal Payment On Debt 30,654 - 28,873
Profit/Loss (6,131) 8,579
Princpal Balance on Debt 905,146 935,800
Total Water Produced(MG) 40,157,000 36,351,000
Total Water Billed(MG) 32,022,000 30,902,000
Total Water Lost 8,135,000 5,449,000
Water Lost Percent 20 15

Note: New Rates went into effect 1/1/2002

2002
145,399
3,358

23,137 .

1,273
20,543
52,075

5,445

2,486

24,428
3,482
1,244
7,164

79,365

(71,885)

964,673
41,007,000
34,440,000

6,567,000
16

2001
114,977
3,487

16,059
1,007
26,552
37,447
1,391
5,473
28,867

2,260

(592)

36,000,000
29,000,000
700,000

19
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<<Prey Rule Texas Administrative Code Next Rule>>

TITLE 30 ENVIRONMENTAL QUALITY

PART 1 TEXAS COMMISSION ON ENVIRONMENTAL QUALITY

CHAPTER 290 PUBLIC DRINKING WATER

SUBCHAPTER D RULES AND REGULATIONS FOR PUBLIC WATER
SYSTEMS

RULE §290.45 Minimum Water System Capacity Requirements

(a) General provisions.

(1) The requirements contained in this section are to be used in evaluating both the total capacities for
public water systems and the capacities at individual pump stations and pressure planes which serve
portions of the system that are hydraulically separated from, or incapable of being served by, other
pump stations or pressure planes. The capacities specified in this section are minimum requirements

only.

(2) The executive director will require additional supply, storage, service pumping, and pressure
maintenance facilities if a normal operating pressure of 35 pounds per square inch (psi) cannot be
maintained throughout the system, or if the system's maximum daily demand exceeds its total

production and treatment capacity. The executive director will also require additional capacities if the
system is unable to maintain a minimum pressure of 20 psi during fire fighting, line flushing, and other

unusual conditions.
(3) The executive director may establish additional capacity requirements for a public water system

using the method of calculation described in subsection (2)(2) of this section if there are repeated
customer complaints regarding inadequate pressure or if the executive director receives a request for a

capacity evaluation from customers of the system.
(4) Throughout this section, total storage capacity does not include pressure tank capacity.

(5) The executive director may exclude the capacity of facilities that have been inoperative for the past
120 days and will not be returned to an operative condition within the next 30 days when determining

compliance with the requirements of this section.

(6) The capacity of the treatment facilities shall not be less than the required raw water or groundwater
production rate or the anticipated maximum daily demand of the system.

(b) Community water systems.
(1) Groundwater supplies must meet the following requirements.

(A) If fewer than 50 connections without ground storage, the system must meet the following
requirements:

(1) a well capacity of 1.5 gallons per minute (gpm) per connection; and

(1) a pressure tank capacity of 50 gallons per connection.

http://info.sos.state.tx.us/pls/pub/readtac$ext.TacPage?sl=R&app=9&p_dir=&p_rloc=&p_... 8/21/2005
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(B) If fewer than 50 connections with ground storage, the system must meet the following
requirements:

(1) a well capacity of 0.6 gpm per connection;
(i1) a total storage capacity of 200 gallons per connection;

(iii) two or more service pumps having a total capacity of 2.0 gpm per connection; and

(iv) a pressure tank capacity of 20 gallons per connection.

(C) For 50 to 250 connections, the system must meet the following requirements:

(1) a well capacity of 0.6 gpm per connection;
(i1) a total storage capacity of 200 gallons per connection;

(iii) two or more pumps having a total capacity of 2.0 gpm per connection at each pump station or
pressure plane. For systems which provide an elevated storage capacity of 200 gallons per connection,
two service pumps with a minimum combined capacity of 0.6 gpm per connection are required at each
pump station or pressure plane. If only wells and elevated storage are provided, service pumps are not

required; and

(1v) an elevated storage capacity of 100 gallons per connection or a pressure tank capacity of 20
gallons per connection. 2 20

(D) For more than 250 connections, the system must meet the following requirements:

(1) two or more wells having a total capacity of 0.6 gpm per connection. Where an interconnection
is provided with another acceptable water system capable of supplying at least 0.35 gpm for each
connection in the combined system under emergency conditions, an additional well will not be required
as long as the 0.6 gpm per connection requirement is met for each system on an individual basis. Each
water system must still meet the storage and pressure maintenance requirements on an individual basis
unless the interconnection is permanently open. In this case, the systems' capacities will be rated as

though a single system existed;

(i1) a total storage capacity of 200 gallons per connection; . ite /_
T 77 AfE Pt (= Z el S o
(iif) two or more pumps that have a total capacity of 2.0 gpm per icS()I{nAé{ i({r{ (/)],rLthg% h%(é(or{é ?’;L 3 gl
capacity of at least 1,000 gpm and the ability to meet peak hourly demands with the largest pump oufotl e LA
service, whichever is less, at each pump station or pressure plane. For systems which provide an
elevated storage capacity of 200 gallons per connection, two service pumps with a minimum combined
capacity of 0.6 gpm per connection are required at each pump station or pressure plane. If only wells
and elevated storage are provided, service pumps are not required;

(iv) an elevated storage capacity of 100 gallons per connection or a pressure tank capacity of 20
gallons per connection. If pressure tanks are used, a maximum capacity of 30,000 gallons is sufficient
for up to 2,500 connections. An elevated storage capacity of 100 gallons per connection is required for
systems with more than 2,500 connections. Alternate methods of pressure maintenance may be
proposed and will be approved if the criteria contained in subsection (g)(5) of this section are met; and

http://info.sos.state.tx.us/pls/pub/readtac$ext.TacPage?sl=R&app=9&p_dir=&p_rloc=&p_... 8/21/2005
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(v) emergency power for systems which serve more than 250 connections and do not meet the
elevated storage requirement. Sufficient emergency power must be provided to deliver a minimum of
0.35 gpm per connection to the distribution system in the event of the loss of normal power supply.
Alternately, an emergency interconnection can be provided with another public water system that has
emergency power and is able to supply at least 0.35 gpm for each connection in the combined system.
Emergency power facilities in systems serving 1,000 connections or greater must be serviced and
maintained in accordance with level 2 maintenance requirements contained in the current National Fire
Protection Association (NFPA) 110 standards. Although not required, compliance with NFPA 110
standards is highly recommended for systems serving less than 1,000 connections. Logs of all
emergency power use and maintenance must be maintained and kept on file for a period of not less than
three years. These records must be made available, upon request, for executive director review.

(E) Mobile home parks with a density of eight or more units per acre and apartment complexes
which supply fewer than 100 connections without ground storage must meet the following

requirements:
(1) a well capacity of 1.0 gpm per connection; and

(ii) a pressure tank capacity of 50 gallons per connection with a maximum of 2,500 gallons
required.

(F) Mobile home parks and apartment complexes which supply 100 connections or greater, or fewer
than 100 connections and utilize ground storage must meet the following requirements:

(1) a well capacity of 0.6 gpm per connection. Systems with 250 or more connections must have
either two wells or an approved interconnection which is capable of supplying at least 0.35 gpm for
each connection in the combined system;

(i1) a total storage of 200 gallons per connection;

(i11) at least two service pumps with a total capacity of 2.0 gpm per connection; and

(iv) a pressure tank capacity of 20 gallons per connection.

(2) Surface water supplies must meet the following requirements:
(A) a raw water pump capacity of 0.6 gpm per connection with the largest pump out of service;

(B) a treatment plant capacity of 0.6 gpm per connection under normal rated design flow;

(C) transfer pumps (where applicable) with a capacity of 0.6 gpm per connection with the largest
pump out of service;

(D) a covered clearwell storage capacity at the treatment plant of 50 gallons per connection or, for
systems serving more than 250 connections, 5.0% of daily plant capacity;

(E) a total storage capacity of 200 gallons per connection;

(F) a service pump capacity that provides each pump station or pressure plane with two or more
pumps that have a total capacity of 2.0 gpm per connection or that have a total capacity of at least 1,000

http://info.sos.state.tx.us/pls/pub/readtac$ext. TacPage?sl=R&app=9&p dir=&p_rloc=&p ... 8/21/2005
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gpm and the ability to meet peak hourly demands with the largest pump out of service. whichever is
less. For systems which provide an elevated storage capacity of 200 gallons per connection, two service
pumps with a minimum combined capacity of 0.6 gpm per connection are required at each pump

station or pressure plane;

(G) an elevated storage capacity of 100 gallons per connection or a pressure tank capacity of 20
gallons per connection. If pressure tanks are used, a maximum capacity of 30,000 gallons is sufficient
for systems of up to 2,500 connections. An elevated storage capacity of 100 gallons per connection is
required for systems with more than 2,500 connections. Alternate methods of pressure maintenance
may be proposed and will be approved if the criteria contained in subsection (g)(5) of this section are

- met; and

(H) emergency power for systems which serve more than 250 connections and do not meet the

elevated storage requirement. Sufficient emergency power must be provided to deliver a minimum of
0.35 gpm per connection to the distribution system in the event of the loss of normal power supply.
Alternately, an emergency interconnection can be provided with another public water system that has
emergency power and is able to supply at least 0.35 gpm for each connection in the combined system.
Emergency power facilities in systems serving 1,000 connections or greater must be serviced and
maintained in accordance with level 2 maintenance requirements contained in the current NFPA 110
standards. Although not required, compliance with NFPA 110 standards is highly recommended for
systems serving less than 1,000 connections. Logs of all emergency power use and maintenance must
be maintained and kept on file for a period of not less than three years. These records must be made

available, upon request, for executive director review.

(¢) Noncommunity water systems serving transient accommodation units. The following water capacity
requirements apply to noncommunity water systems serving accommodation units such as hotel rooms,
motel rooms, travel trailer spaces, campsites, and similar accommodations.

(1) Groundwater supplies must meet the following requirements.

(A) If fewer than 100 accommodation units without ground storage, the system must meet the
following requirements:

(1) a well capacity of 1.0 gpm per unit; and
(i) a pressure tank capacity of ten gallons per unit with a minimum of 220 gallons.

(B) For systems serving fewer than 100 accommodation units with ground storage or serving 100 or
more accommodation units, the system must meet the following requirements:

(1) a well capacity of 0.6 gpm per unit;

(ii) a ground storage capacity of 35 gpm;

(iii) two or more service pumps which have a total capacity of 1.0 gpm per unit; and
(iv) a pressure tank capacity of ten gallons per unit.

(2) Surface water supplies, regardless of size, must meet the following requirements:

http://info.sos.state.tx.us/pls/pub/readtacSext.TacPage‘?sl=R&app=9&p_dir=&p_rloc=&p_... 8/21/2005
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(A) a raw water pump capacity of 0.6 gpm per unit with the largest pump out of service;

(B) a treatment plant capacity of 0.6 gpm per unit;

(C) a transfer pump capacity (where applicable) of 0.6 gpm per unit with the largest pump out of
service;

(D) a ground storage capacity of 35 gallons per unit with a minimum of 1,000 gallons as clearwell
capacity;

(E) two or more service pumps with a total capacity of 1.0 gpm per unit; and
(F) a pressure tank capacity of ten gallons per unit with a minimum requirement of 220 gallons.
(d) Noncommunity water systems serving other than transient accommodation units.

(1) The following table is applicable to paragraphs (2) and (3) of this subsection and shall be used to
determine the maximum daily demand for the various types of facilities listed.

Attached Graphic ¢ [ ¢, s Hi: t«ef)} “s4i, &

(2) Groundwater supplies must meet the following requirements.

(A) Subject to the requirements of subparagraph (B) of this paragraph, if fewer than 300 persons per
day are served, the system must meet the following requirements:

(1) a well capacity which meets or exceeds the maximum daily demand of the system during the
hours of operation; and

(i) a minimum pressure tank capacity of 220 gallons with additional capacity, if necessary, based
on a sanitary survey conducted by the executive director.

(B) Systems which serve 300 or more persons per day or serve fewer than 300 persons per day and
provide ground storage must meet the following requirements:

(i) a well capacity which meets or exceeds the maximum daily demand;
(1) a ground storage capacity which is equal to 50% of the maximum daily demand;

(iii) if the maximum daily demand is less than 15 gpm, at least one service pump with a capacity of
three times the maximum daily demand;

(iv) if the maximum daily demand is 15 gpm or more, at least two service pumps with a total
capacity of three times the maximum daily demand; and

Cont'd...
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Figure: 30 TAC §290.45(d)(1)

Table A

Type of Establishment Gallons/Person
Restaurants. . . ... .. .. . . . 18
Schools without cafetenias, gymnasiums, or showers. .. .............. 18
.. 24
Schools with cafeterias, but no gymnasiums or showers. . ............ 30
- 6
Schools with cafeterias, gymnasiums, and showers. . . . .. R 24
.. 42
Youth camps without flush toilets, showers, or dining halls. ... ... .. ... 18
. 720
Youth camps with flush toilets, but no showers or dining halls. . . .. .. .. 240
. 24
Youth camps with flush toilets, showers, and dining halls. . ... ........ 6
- 12
Officebuildings. . . .. ... .. .. . 120

6
Hospitals (based on numberofbeds). ............................ 60
. 12
Institutions, otherthan hospitals. . . ... .. ... .. .. ... ... .. .. ... ...
Factories (exclusive of industrial processes). .. .....................
i);lrks ....................................................
Swimming pools. . ... ...

AIrports (Per passenger). . . . ... ... e

“Self-service laundries. . ... ... ...,

It should be noted that this table is used to determine minimum capacities only and that the overriding
criteria will be the ability of the system to maintain a minimum pressure of 35 psi under normal

operating
conditions. Minimum distribution pressure shall not be less than 20 psi at any time.

http://info.sos.state.tx.us/fids/30_0290 0045-2.html 8/21/2005
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TEXAS NATURAL RESOURCE CONSERVATION COMMISSION

by FEB U1 200/

SOAH DOCKET NO. 582-01-3635 | i

TNRCC DOCKET NO. 2001-0627-UCR; _ 1~
APPLICATION NO. 33353R |
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|
IN THE MATTER OF THE § BEFORE THE
APPLICATION OF KENDALL COUNTY  §

- UTILITY COMPANY, INC. TO CHANGE §
ITS WATER RATES AND TARIFF FOR § TEXAS NATURAL RESOURCE
CERTIFICATE OF CONVENIENCE §
AND NECESSITY NO. 11904 IN §
KENDALL COUNTY, TEXAS § CONSERVATION COMMISSION

ORDER

An application by Kendall County Utility Company, Inc. for anincrease in retail water rates
in Kendall County, Texas was presented to the Executive Director of the Texas Natural Resource
Conservation Commission (“Commission”) for approval pursuant to Section 5.122 of the Texas
Water Code (“Code”)

Kendall County Utility Company, Inc. provides water service in Kendall County, Texas and
is a retail public utility as defined in Section 13.002(19) of the Code.

On February 12, 2001, Kendall County Utility Company, Inc. (“Applicant”) filed an
application with the Commission for an increase in retail water rates charged to its customers in
Kendall County, Texas. The application was accepted for filing under Application No. 33353-R on

February 21, 2001. Notice of the rate change with a proposed effective date of March 14, 2001, was

provided to the customers on February 12, 2001, by the Applicant. The notice of the rate increase

.9 1192
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Kendall County Utility Co.. Inc. Water Utility Tariff Page No. 2

SECTION 1.0 -- RATE SCHEDULE

Section 1.01 - Rates

Meter Size Monthly Minimum Charge Gallonage Charge
5/8" or 3/4" $30.00 (Includes 3,000 gallons) $3.25 per 1000 gallons, 1** 3,001-20,000 gallons
1" $_4_'_1_9_9 $3__5_Q per 1000 gallons, next 20,001-50,000 galions
1" $54.00 $4.00 per 1000 gallons thereafter
2" $86.99
3" $330.00
4" $419.93

FORM OF PAYMENT: The utility will accept the following form(s) of payment:

Cash_X , Check_ X , Money Order__ X, Credit Card , Other (specify)
THE UTILITY MAY REQUIRE EXACT CHANGE FOR PAYMENTS AND MAY REFUSE TO ACCEPT
PAYMENTS MADE USING MORE THAN $1.00 IN SMALL COINS A WRITTEN RECEIPT WILL BE GIVEN

FOR CASH PAYMENTS

“REGULATORY ASSESSMENT .. e e 1.0%
TNRCC RULES REQUIRE THE UTILITY TO COLLECT A FEE OF ONE PERCENT OF THE RETAIL
MONTHLY BILL.

Section 1.02 - Miscellaneous Fees
$400.00

TAP FEE
TAP FEE COVERS THE UTILITY'S COSTS FOR MATERIALS AND LABOR TO INSTALL A STANDARD

RESIDENTIAL 5/8" or 3/4" METER. AN ADDITIONAL FEE TO COVER UNIQUE COSTS IS PERMITTED IF
LISTED ON THIS TARIFF.

TAP FEE (Unique coSstS) . ... ..t e e e Actual Cost
FOR EXAMPLE, A ROAD BORE FOR CUSTOMERS OUTSIDE OF SUBDIVISIONS OR RESIDENTIAL AREAS.

TAPFEE (Largemeter) . ... ... ...t Actual Cost
TAP FEE IS THE UTILITY'S ACTUAL COST FOR MATERIALS AND LABOR FOR METER SIZE INSTALLED.

METER RELOCATIONFEE ............. Actual Relocation Cost, Not to Exceed Tap Fee
THIS FEE MAY BE CHARGED IF A CUSTOMER REQUESTS THAT AN EXISTING METER BE RELOCATED.

RATES LISTED ARE EFFECTIVE ONLY
IF THIS PAGE HAS TNRCC APPROVAL STAMP




WATER UTILITY TARIFF

FOR
Kendall County Utility Co., Inc. P.O. Box 1335
(Utlity Name) (Business Address)
Boemne, Texas 78006-1335 (830) 537-5755

(City, State, Zip Code) (Area Code/Telephone)

This tariff is effective for utility operations under the following Certificate of Convenience and

Necessity:
11904

This tariff is effective in the following county:

Kendall

This tariff is effective in the following cities or unincorporated towns (if any):
None

This tariff is effective in the following subdivisions and/or public water systems:

Ranger Creek, Townsend, Cibolo Oaks, Cobolo Oaks Landing and Green Acres: PWS #1300033

TABLE OF CONTENTS

The above utility lists the following sections of its tariff (if additional pages are needed for a
section, all pages should be numbered consecutively):

SECTION 1.0--RATESCHEDULE . ... .. .. e 3
SECTION 2.0 -- SERVICE RULES AND POLICIES . ..........ooaiienninnnnnn 4
SECTION 3.0 - EXTENSIONPOLICY ... .o 9

APPENDIX A -- SERVICE AGREEMENTS

APPENDIX B -- DROUGHT CONTINGENCY PLAN

e s A OS HEATION GOSN
525253 CCN 11904414701

APPROVED TARIFF bd»:m&




REPORT
February 18, 2006

On Friday, February 17, 2006, we filed a Motion to Withdraw (which the Judge
immediately granted) in connection with the Application of our utility, Tapatio Springs
Service Co., to extend its Certificate of Convenience and Necessity.

This action was taken after several of us visited with Michael Shalit and came
away feeling that the course of action planned will be to the advantage of all ratepayers
and will act to preserve our property values Obviously, in his position, Michael, has
more at stake here then any one of us individually. :

We believe that a continuation of this fight could result in some serious and
substantial costs to our present ratepayers for two significant reasons, i.e. (1) the utility
may lose the $1,500,000 to $2,000,000 contribution to build the necessary pipeline, in
which case, we the ratepayers will have to bear the cost, and (2) the GBRA water contract
requires the utility to pay for certain amounts of water even if it cannot take the water
(because it has no pipeline). Guess who will ultimately pay for this cost?

Finally, if anyone is doubtful about our needing the GBRA (Canyon Lake) water,
you should obtain and read the 2006 Regional Water Plan prepared by the South Central
Texas Regional Water Planning Group with administration by San Antonio River

Authority dated January 2006.

In Paragraph 4B.2.14 entitled "Kendall County Water Supply Plan" and Table
4B2.14-1 under the heading "Rural Area Residential and Commercial” (which includes
Tapatio Springs), it shows that by the year 2010 (4 years from today), such area will have
a projected shortage of 221 acre feet of water.

The recommendation of the above report--"contract to purchase GBRA (Canyon
Lake) water".

This is part of what this entire Tapatio springs Service Company matter is all
about!

Hopefully, each of you as a ratepayer in our utility will be pleased with the final
steps we have taken on your behalf,

A special thanks is owed to yoixr ad hoc committee of advisors who have been
invaluable in reviewing and commenting on the situation as it has developed. These
members are Travis Cannon, Fred Clark, Dennis Juren, Walt Trapp, and Bill Weidler.
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SUBCHAPTER K. VIOLATIONS AND ENFORCEMENT

§ 13.411. Action to Enjoin or Require Compliance

(a) 1f the commission has reason to believe that any retail public
utility or any other person or corporation 1s engaged in or is about to engage
in any act in violation of this chapter or of any order or rule of the
commission entered or adopted under this chapter or that any retail public
utility or any other person or corporation 1is failing to comply with this
chapter or with any rule or order, the attorney geqera1_on request of the
commission, in addition to any other remedies provided in this chapter, shall
bring an action in a court of competent jurisdiction in the name of and on
behalf of the commission against the retail public utility or other person or
corporation to enjoin the commencement or continuation of any act or to
require compliance with this chapter or the rule or order.

reason to believe that the failure of

the owner or operator_of a water utility to properly operate, maintain, or
provide adequate facilities presents an imminent threat to human health or

safety, the executive director shall immediately:

(b) If the executive director has

(1) notify the utility's representative; and
(2) initiate enforcement action consistent with:

(A) this subchapter; and
(B) procedural rules adopted by the commission.

Added by Acts 1985, 69th Leg., ch. 795, § 3.005, eff. Sept. 1, 1985. Amended
by Acts 1989, 71st Leg., ch. 567, § 37, eff. sept. 1, 1989; Acts 1997, 75th

Leg., ch. 1010, § 6.30, eff. Sept. 1, 1997.

'13.189. UNREASONABLE PREFERENCE OR PREJUDICE AS TO

RATES OR SERVICES. (a) A water and sewer utility as to rates or
services may not make or grant any unreasonable preference or
advantage to any corporation or person within any classification or
subject any corporation or person within any classification to any
unreasonable prejudice or disadvantage.

(b) A utility may not estab?ish and maintain any
unreasonable differences as to rates of service either as between
localities or as between classes of service.

§ 13.131. RECORDS OF UTILITY; RATES, METHODS, AND

ACCOUNTS. (a) Every water and sewer utility shall keep and render
to the regulatory authority in the manner and form prescribed by the
commission uniform accounts of all business transacted. The
commission may also prescribe forms of books, accounts, records,
and memoranda to be kept by those utilities, including the books,
accounts, records, and memoranda of the rendition of and capacity
for service as well as the receipts and expenditures of money, and
any other forms, records, and memoranda that in the judgment of the
commission may be necessary to carry out this chapter.

§ 13.241. GRANTING CERTIFICATES. (a) In determining

whether to grant a_certificate of public convenience and necessity,
the commission shall _ensure that the applicant possesses the
financial erial, and technical capability to provide
continuous and adequate service.

(b) For water utility service, the commission shall ensure
that the applicant:

. (1) 1is capable of providing drinking water that meets
the requirements of Chapter 341, Health and Safety Code, and

requirements of this code; and
(2) has access to an adequate supply of water.

Sojogaoy

(c) For sewer utility service, the commission shall ensure
Page 1
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that the applicant is capable of meeting the commission's design
cr;teria for sewer treatment plants and the requirements of this
code.
(d) Before the commission grants a new certificate of
convenience and necessity for an area which would require
construction of a physically separate water or sewer system, the
applicant must demonstrate that regionalization or consolidation
with another retail public utility is not economically feasible.

(e) The commission by ru%e shall develop a standardized

method for determining under Section 13.246(f) which of two or more
retail public utilities or water supply or sewer service
corporations that apply for a certificate of public convenience and
necessity to provide water or sewer utility service to an
uncertificated area located in an economically distressed area is
more capable financially, managerially, and technically of
providing continuous and adequate service. 1In this subsection,
;gcggomica11y distressed area” has the meaning assigned by Section
.001.
§ 13.415. PERSONAL PENALTY. Any person who wilfully and
knowingly violates this chapter is guilty of a third degree felony.

ﬁgggd by Acts 1985, 69th Leg., ch. 795, § 3.005, eff. sept. 1,

§% 13.303. LOANS TO STOCKHOLDERS: REPORT. A utﬂity may

not loan money, stocks, bonds, notes, or other evidences of
indebtedness to any corporation or person owning or holding
directly or indirectly any stock of the utility unless the utility
reports the transaction to the commission within 60 days after the

date of the transaction.

Added by Acts 1985, 69th Leg., ch. 795, § 3.005, eff. sept. 1,
1985.89Amended by Acts 1989, 71st Leg., ch. 567, § 35, eff. sept.

1, 1
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TEXAS COMMISSION ON ENVIRONMENTAL QUALITY

AN ORDER Approving the Application of the City of Buiverde for a CCN 1n
Comal County; TCEQ Docket No. 2001-0951-UCR; SOAH Docket
No. 582-01-3633

Denying the Application of Bexar Metropolitan Water District to
Amend its CCN No. 10675 in Comal County; TNRCC Docket No.

2001-0697-UCR; SOAH Docket No. 582-02-0432
On February 5, 2003, the Texas Commission on Environmental Quality (Commission)
considered an application of the City of Bulverde to obtain a certificate of convenience and necessity
in Comal County, Texas, for authorization to provide water utility service and an application by
Bexar Metropolitan Water District to amend its Certificate of Convenience and Necessity No. 10675
in Comal County to provide water utility service. The applications were consolidated for hearing.
The applications were presented to the Commission with a Proposal for Decision by James W.

Norman, an Administrative Law Judge with the State Office of Administrative Hearings, who

conducted a contested case hearing concerning the applications.
Explanation of Changes to ALJ’s Proposed Order

After considering the Administrative Law Judge’s Proposal for Decision and the evidence
and arguments presented, the Texas Commission on Environmental Quality decided not to accept
the recommendation of the ALJ that the BexarMet application should be approved in part and the

Bulverde application should be denied. The Commission explained that the ALJ’s initial,

£/ 904




Additionally, that same notice was published in the BULVERDE COMMUNITY NEWS, a
newspaper regularly published and generally circulated in Comal County, on October 19,
2000.

After requests for hearing were filed, the Chief Clerk referred Bulverde’s application to the
State Office of Administrative Hearings (SOAH) on July 12, 2001, for a hearing.
Administrative Law Judge (ALJ) James W. Norman held a preliminary hearing on the
application on September 10, 2001. Notice of that preliminary hearing was mailed, on
August 16, 2001, to all parties Wh(.) had requested a hearing on the application.

At or soon after the preliminary hearing, the following were admitted as parties in the
Bulverde case:

-Bulverde (represented by attorney Mayo J. Galindo, subsequently also represented

by attorneys Bruce Wasinger and Emily Rogers);

-Executive Director (represented by attorney Fread Houston, subsequently

represented by attorneys Todd Galiga and John Deering);

-Bexar Metropolitan Water District (BexarMet) (represented by attorney Mark H.

Zeppa);

-The Public Interest Counsel of the Commission (did not participate);

-Comal Water Company (Comal) (represented by Kathleen B. Cileske, subsequently

represented by Mr. Zeppa);

-Water Services, Inc. (WSI) (represented by David L. Wallace, subsequently

represented by Mr. Zeppa);




13.

14.

15.

16.

17.

18.

19.

Guadalupe Blanco River Authority (GBRA) (represented by Bruce Wasinger and Emily
Rogers) was admitted as an additional party at the December 4, 2001, preliminary
conference.

The two applications were consolidated for hearing at the December 4, 2001, preliminary
conference.

On December 11, 2001, BSR Water Company requested party status. In an order dated
December 20, 2001, thq request was denied.

Comal initially opposed both applications, but withdrew its opposition to BexarMet after
reaching a settlement before the hearing. It continued to oppose Bulverde’s application.
Canyon Lake WSC withdrew its opposition to both applications during the hearing on the

merits after reaching settlement agreements.

The hearing on the merits began on June 11, 2002, and concluded on June 13, 2002. The

parties filed written closing arguments by August 9, 2002, and replies by September 11,

2002.

Both Bulverde and BexarMet requested that the record be reopened to receive additional
documentation. The record was reopened on October 16, 2002, and on October 18, 2002,

for the receipt of additional documents and arguments. The record closed on October 18,

2002.

BACKGROUND FACTS

o Bulverde Application




27.

28.

29.

30.

31.

The Operating Agreement obligates GBRA to design, construct, finance, operate, and
maintain the water distribution system to provide treated water on behalf of Bulverde. It
provides that GBRA will own the water distribution system and that Bulverde will have an
exclusive option to purchase the portion of the system within the Bulverde service area on
the later of 20 years after the effective date of the Operating Agreement or full payment of
all debts issued to finance the Western Canyon Project.

® BexarMet Application

BexarMet’s requested service area is in western Comal County roughly bounded by FM 3009
and Highway 281 to the east, Cabal Creek to the south, the Kendall County line on the west,
and the Guadalupe River on the north. The area is bifurcated from east to west by Highway
46. BexarMet began providing water service to parts of the requested area in April 1998,
when it purchased the assets of Bulverde Water Company, including the Bulverde Hills water
system, the Oakland Estates water system, and the Spring Branch water system. BexarMet
operates a fourth system serving the HEB Grocery chain, under a water CCN amendment,
just south of Highway 46 immediately west of Highway 281. Presently, portions of
BexarMet’s requested service area receive water on an ad hoc basis, through small CCNs
serving some subdivisions or businesses under CCNs, and small on-site wells.

BexarMet has contracted with Canyon Lake WSC to jointly construct a storage tank and
transmission line to serve its existing service areas. The water is for emergency use. The
construction will be completed in early 2003.

It is possible to drill additional wells in higher producing areas in the Trinity Aquifer and
transport water to other parts of the requested service area to provide water service.

BexarMet will consider drilling stand-alone wells if necessary to provide water service.




37.

38.

39.

40.

41.

42.

in compliance with applicable customer service regulations, and with public drinking water
supply system requirements under Texas Health and Safety Code, Chapter 341.

GBRA successfully operates 5 water treatment plants.

GBRA has over 30 years experience providing water to more than 70,000 persons (3,000
retail and industrial customers.)

o BexarMet Application

BexarMet is a general law water conservation district and municipal corporation with over

70,000 accounts and 250 employees.

BexarMet is an experienced and capable water supplier with 50 years of experience.

® Conclusion

The fact that Bulverde will not own or operate the facility does not impede its ability to
contro] GBRA’s management and operation of the utility through its contracts, nor does it
impede the TCEQ’s authority to require continuous and adequate service.

Bulverde and BexarMet each have the financial, managerial, and technical capability to

provide continuous and adequate service.

ABILITY TO PROVIDE ADEQUATE SERVICE/ACCESS TO ADEQUATE SUPPLY OF WATER

43.

44,

®Bulverde’s Application

Through the Western Canyon Project, GBRA is implementing a surface water supply system
to meet the increasing needs of western Comal County, southeastern Kendall County, and
portions of northern Bexar County. GBRA has sought customers such as Bulverde with
large base water demands to fully utilize project facilities in the near term.

Through its contracts with GBRA, Bulverde will have adequate supply of water in the spring

of 2004 when the Western Canyon Project is complete. Until that time, if necessary,




50.

51

52.

53.

54.

The 2002 South Texas Regional Water Plan (Region L) clearly identifies Comal County as

an area 1n need of additional water from surface sources.

The area is a prime growth corridor for the San Antonio metropolis expanding to the north.
Bulverde has received requests for service throughout its requested area.

® BexarMet’s Application

As to the service area requested by BexarMet which does not overlap Bulverde’s service
area, there is no documented need for service, except in BexarMet’s previously certified
areas.

o Conclusion

There is a need for service in the area requested by Bulverde.

SERVICE FROM AND IMPACT ON OTHER UTILITIES

55.

56.

57.

Ten utilities have service areas adjacent to, within, or near BexarMet’s requested service
area: Comal, WSI, Diamond, Canyon Lake WSC, GBRA, Elm Ridge Water Company, Berry
Oaks Water Company, Lomas Water Company, Fair Oaks Ranch Utilities, and BSR Water
Company.

While granting the CCN amendment would make it more difficult for other utilities to serve
the area within 1/4 mile of those utilities’ service areas, those utilities may benefit from the
proximity of a dependable supply of surface water.

There will be no significant adverse effect on other utilities already serving the area if

Bulverde is granted the CCN.

EFFECT ON ENVIRONMENTAL INTEGRITY

58.

If the CCN amendment is granted, the environment will be temporarily disrupted by the

construction of water distribution systems, additional pumping, and storage facilities.

11




Bulverde has the financial, managerial, and technical capability to provide continuous and
adequate service through its contracts with the Guadalupe Blanco River Authority.
Bulverde has met the requirements to receive a CCN to provide water service in Comal
County, Texas. TEX. WATER CODE ANN. §§ 13.241, 13.244, 13.246.

Bulverde, through its contracts with the Guadalupe Blanco River Authority, is capable of
providing drinking water that meets the requirements of Chapter 341, Health and Safety
Code, and the requirements of the Water Code.

Based on the above Findings of Fact and Conclusions of Law, Bulverde’s application for a
CCN should be granted.

Based on the above Findings of Fact and Conclusions of Law, BexarMet’s application to
amend its CCN No. 10675 should be denied.

NOW, THEREFORE, BE IT ORDERED BY THE TEXAS COMMISSION ON

ENVIRONMENTAL QUALITY THAT:

1.

Application No. 33194 by the City of Bulverde for a CCN to provide water service in Comal

County is granted.

Application No. 33309-C by Bexar Metropolitan Water District to amend it CCN No. 10675
in Comal County is denied.

All other motions, requests for entry of specific findings of fact or conclusions of law, and
any other requests for general or specific relief not expressly granted herein, are hereby
denied for want of merit.

The Chief Clerk of the Texas Commission on Environmental Quality shall forward a copy

of this Order to all parties and, subject to the filing of motions for rehearing, issue a CCN to

the City of Bulverde that conforms to this Order.

13




Texas Commission on
Environmental Quality

By These Presents Be It Known To All That

City of Bulverde

having duly applied for certification to provide water utility service for the convenience and
necessity of the public, and it having been determined by this commission that the public
convenience and necessity would in fact be advanced by the provision of such service by this
Applicant, 1s entitled to and is hereby granted this

Certificate of Convenience and Necessity No. 12864

to provide continuous and adequate water utility service to those service areas in Comal County as
by final Order or Orders duly entered by this Commussion, which Order or Orders resulting from
Application No. 33194-C are on file at the Commission offices in Austin, Texas; and are matters of
official record available for public inspection; and be it known further that these presents do
evidence the authornity and the duty of the City of Bulverde to provide such utility service n
accordance with the laws of this State and Rules of this Commission, subject only to any power and
responsibility of this Commission to revoke or amend this Certificate in whole or in part upon a
subsequent showing that the public convenience and necessity would be better served thereby.

Issued at Austin, Texas, this JUN : j 2{303

Y Vigy/

Ff t¥le’Céértnission
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