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$2 07 014 JUL 7 -1982' 
Decision ___ _ 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter of the Application of ) 
FRANCIS LAND AND WATER COMPANY for ) 
authority to increase rates and. ) 
charges for water s.ervice in the ) 
City of Ferndale and. vicinity, ) 
in Humboldt County. ) 

", ) 

Application 60303: 
(Filed February 27, 1981) 

John H. Engel, Attorney at Law', for 
Francis Land and. Water Company, 
applicant. 

Sherwin H. Wier-sig, Certified Public 
Accountant ,. for- City of Ferndale, 
pr-otestant. 

LYEn T. Car-ew, Attorney at Law, and. 
Eclwar-cl Cooke, for the Commission 
starf. 

INTERIM OPINION 

In Application (A.) 60303, FranCis Land. and. Water Company 
(Francis), a subs1cl1ary corpor-ation of Citizens Utilities Company 
(Citizens), a Delaware cor-por-ation, seeks an increase in water rat.es 
of $151,200, or- an incr-ease of 146.8% in 1981; $12,400, or 4.8% in 
1982; and $11 ,500, or 4.3% in 1983.. The company requests, step rates 
designed to pr-od.uce a rate of return of 13.2%, on rate base in 198:1 ,. 
1982, and 1983. 

A duly noticed and consolidated. hearing was· held befo're 
Adl'tinistrat1ve Law Judge (ALJ) Orville I. 'Wrigh.t in Ferndale on 
June 2 ancl 3, 1981, and in San Francisco on June 11 and 12', 198, .. 
The final submission date rOr" the last of the issues 1nvo,lved.' in 
these proceed.ings was September 14, 1981 .. 

The City of Ferndale (Fernd.ale) appeared as a protestant 
and. was represented. at the hear-ings, on June 2, 3;" and. 11, by 
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• Certified Public Accountant Sherwin H. Wiersig" who presented' an 
opening st.atement, cross-examined witnesses, and filed a clos:ing 
brief. In Ferndale the proceedings were well-attended, approximately 
20 customers questioning the necessity for and the magnitude or the 
proposed rate increases.. A petition filed in op'position to the 
increase contained 479 signatures; there are 640 metered customers. 

• 

• 

Messrs. W. B .. Stradley, Edward W, .. Schwartz,. and Arthur 
Smithson presented evidence on behalf of Francis. Edward Co-oke 
testified for- the Commission s.taf'f .. 
Summary of' Decision 

Although Fr-ancis requests a rate increase of $163·,600, it 
is granted a general r-ate incr-ease of $52,500 for test year 198-2'" an 

increase of 50.191 over pr-esent r-ates. 
A rate of return of '2.04~ on rate base is found 

reasonable. Return on equity is 13.2%. 
Table I shows revenues, expenses, and rate base for test 

year 1982 as developed by applicant, Ferndale, and stafr, differences 
being labeled "at issue." Adopted revenues and expenses at present 
rates and at adopted rates are also depicted. Tables II and III show 
allowed and disallowed additions to rate base, adopted rate base for' 

test year , 982, and depr-ec1ation, reserve adjustments in suppor~, of 
the adopted r-ate base. 

Discussion of' some issues resolved in this proceedini is 
containeo in Decision (D.) 82-02-059, Sacramento County Water 

District. Issues peculiar- to Franc'is and issues raised by the 
intervention of' Ferndale are discussed.. In this proceed'ing we' find 

.t 

Francis has not met its burden. of proof to justifycerta1,n exp:Cn.se 
and plant investment. 
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• .LB J • Fr~ci8 Land and Water Company r 
1982 Su~ary of Earnings 

* Adopted 
At Ferndale/ Revenufi's Adopted 

€ Itelll • Applicant Issue Staff' , Expenses Rates 
< 

Operating Revenues 
Meter~d 110,*,200 , 110lJ.200 S 115&,~ 

~ 

Flat Rate 
Private Fire Protection lK)() 'tOO 400 
Other 

Total ~rating Revenues 104,600 104,600 10lf .fiX> 157.100 

Operatl~ Revenue Deductions 
Salaries and Wa9~s 44.900 11.500 27.1foo 21,t,oo 27,lfOO 

Materials, Serve , Hisc, 4.300 4,3(X) 4,300 4,}CO 
Purchas~d Power 4,/00 300 4,400 4,1,00 4,'*<><> 
B~I~nclng Acct. (T.I,A.) 
c~st. Acct, , Hlac, 4,QOO 1,400 2,600 2,6(x) z,600 
Tcansport,tlon Expen,e 2.500 2,500 2,500 - 2,500 

I 
Telephone ~nd ~le9raph 600 600 ~ w:> 

w Ban~l"9 Ch'tgelll . (100) 100 
I ~ncollecti~le Account~ 100 100 100 l~ 

Adilin. Qfflce Ex~nl?e~ 15.900 12,400 3.500 3.~ 3,500 
~9al ~nd R~9' COlI. Ex~n.e 3.300 1,000 ~,300 3,300 3,3OC' 
Insurance fm 609 (,Qo . 600 

Injuries ~nd ~~ges 2.'t<X> 1,400 1,0()() ~,lfoo 2,400 
Welf~re and Pensions 10.600 8,1~ ~t45Q 2,450 2,450 

Rent' 400 r.oo lfQO 400 
Mi,cell~neou, and Per ~l~. 600 6Qo 600 t?oQ 
F-:anchlee Tax 

9.600 8,900 6tm 
Ad Va~Qreli T~)( ;W 6.70':> 

Payroll Tax 3.400 1.300 .2,100 2,100 2,100 

~preclatlon Expense 18,200 '/.,9QQ 1\>,,300 1,1,500 l:lt500 
- "31.300 

IncQll1~ TaKes 
TQ\al ~c. Rev. 

12~t1QQ 51.950. 71t,150 '75,450 l06,800 
~dlJcUOn9 

~t ~r~tl"9 Reven~1J (21,590) ~.450 29.150 5>,,-x> 

Avera9~ Qepr, Rate BaSQ 71~tm 337,168 379.?,2 4l7.6O<> 4~'l,600 

Ra.te Qf R~t;utn (3.QQ)" 8,Q2% 6.9~ 1~.O4~ 

(Re.d FigurQ) 
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- TABLE II 

, .. ,' ...... 

FrancUi Land. and. \ia ter Company­
'Rate Base' 

··Item'· -
UUlity Plant in Serviee 
n.preciation Reserve 

:Netl;UtiJ:'1ty;~Plant in 
. - ,S:erv:ice. "., ... . 
..... ,r ".' ... ..... v-_ ,., "..-"', ..... &0' 

Noninterest-BeariD9~ 
....... ,-' ................. _\,," ... ', .... e'_ ....... . 

Ma~.~i&ls And,Supplies 
'oW L , ..... 'oc ... l, 

WorJd.:2g~(Ca~ll,:,:.:.:-:~ ::.~ .:~';. 

ComIDon Pla~t 

~C:UStomer.' . ..Mvances ~ for· .... ' 
(,. - - ~ 

... . Construction 
',., -I .. ~~-.::·.;,-' •• ,_t~ 

Contributions, 1n Aic5 of 
cOristruCtion':r.,~ .c·' '. 

~s.m,.for:Dtt!.rred·Federal 
,Inec:ae:.::'rax.: .. '.":': '. 

,,"l'otal Ave~a9,e .Depreciatec5 
bte Base.. ,,_, .... ' ..... .'; ... ".,~' .,;' :.- .. .,' .. -:.:,. .' ."'.\.::.:.. 

,-" ....... "' .. ...... ~ ,.' - .. 

"p.el1cant . 
. ,'" -I 

1890.600-
164;200· 

~~~~ 
, ", . ... . , ...... "')"';i 

- :, ... 900 
~, .. '1 .. '" :', .. ' .) ...... 

.,' :'Ci2~660) 
__ .. -S~ 

",.. ... ' , __ ,.';~i 

-{31·,loo) 

716.'(00 

'I .'~ .": ". ~ ...... -, •• L. ~ , 

< • "~ .... ' ,~ •• 
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Description of Francis 
Francis provides water service in Ferndale and vicinity in 

Humboldt County. the main .. source of water is from horizontal wells, 
springs, and one vertical well, the Van Ness. Well water is treated 
for removal of iron and manganese by the Van Ness filtration plant. 
Francis' plant includes two concrete reservoirs and~ five collection 
tanks with a total storage' capacity of' 1,363,400 gallons and 
approximately 57,000 feet of main. 

Ferndale is. the 17th smallest incorporated city in 
Cali!"ornia.. It is roughly rectangular in shape, and covers an area 
of approximately one square mile. Nearly one-fourth of the land is 
zoned agricultural-exclusive since 1967. There have been no 
annexations of surrounding farmland to the city in more th.an 50 years 
and none are planned.. Official census· bureau population in 1970 was 
, ,352, and the recent census of 1980 showed 1 ;387, a net gain o,f 
35 residents in 10 years .. 

Francis is a subsidiary of Citizens, a D.elaware 
corporation. Administrative offices are located in Stamford, 
Connecticut; Redding, California; and Sacramento·, California .. 
Public Witness Testimonr 

The public witness testimony and correspondence in this 
proceeding were directed at the necessity for and size of the 
proposed rate increases, there being general agreement th.at the 
quality of the water and of the service was good. As Ferndale 
entered an appearance and partiCipated in the hearings, most 
customers, although present, yielded to their representative in 
expressing their views • 

-6-
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~ Salaries and Wages 

~ 

~ 

Francis estimates ~alaries and wages at $37,6'00 for test 
year 1981 while staff's estimate is $25,000, a difrerence of 
$12,600. For test year 1982, the difference is $11,5-00. 

At issue is one position which sta'ff asserts is unnecessary 
by reason of historical data and the physical size, service 
requirements (640 metered CUstomers), and basic simplie-1ty of the 
system. This position was unfilled at the time of the hearings, but 
was being advertised by word of mouth, according to Francis. 

Ferndale joins stafr in opposing inclusion or the contested 
position in operating results, noting that the number o·f services 
increased only from 620 in 1915 to 640 in 1979, an average of four 
per year. This rate of growth, and Francis' projection of only 
15 addi t10nal customers in the next three years, tend's to· support 
staff's view that tbe position at issue is· superfluous.. V 

While not entirely clear, the record reasonably supports 
the analysis that the presently employed part time clerical workers 
and one field service representative are ad'eQuate to Francis' needs. 
A second full time field employee was employed from November 1919 to' 
May 1981, but did not have the required water treatment operato,r's 
certificate until April 1981. Promptly following the second 
fieldman's qualification, the first retired .. 

FranCis informs us in its brief that the job in question 
has now been filled and asserts that staff"s failure to investigate 
",hether the system can in fact be operated by only one fulltime 
serViceman renders its opinion a poor substitute for what is called 
management's studied operating decision .. 

We find no persuasive evidence in the record documenting. 
the need for two fulltime field representatives at FranCis and 'Iodll 
adopt tbe staff and Ferndale estimates for salaries and wages .. 
Ad Valorem Taxes 

Ad valorem taxes are 'based upon plant adopted in this 
decision. 
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Tax Initiative Account (TIA) 
Francis' results ot: operations for test year 1982 requires V 

no adjustment tor TIA. 
Economic Recovery Tax Act CERTA) 

As there are no additions to plant recognized for 
ratemak1ng purposes in this decision, no adjustment for ERT'A i'$ in 
order. 
Ferndale's Position 

A number of the issues shown in Table I are resolved and 
supported by our discussion in D.82-02-059, Sacramento County Water 
District, as they are commOn to several of Citizens' cases. where only 
the staff and applicant· were parties·. Here, however, the 
intervention and participation of Fern<iale requires us to· rev1ewthe 
record anew on such issues. as administrative office and welfare and 
pensions expenses predominately generated out of state, and on the 
issue of rate base necessarily and reasonably added since the last 
rate proceeding • 

Ferndale's clOSing l>rief' argues that the cited categories 
of expenses and their projected huge increases are unsupported by the 
evidence and that the same is true of rate base additions... Given. the 
stable nature of: the Francis system, the paucity of service 
complaints, and the demographics of Ferndale itself, we are cautioned 
to consider Francis' responses on cross-examination to' determine 
whether the necessity of certain expend'itures bas been demonstrated 
by Francis. 

In order to define the issues be·tween Fern<iale. and' Franc'is 
numerically, we insert in Table I some adopted' result.s from, the last 
rate ])rOCeeding, D.88600, March 21, 1978, A.56700. At issue are the 
following increases over D.88500:: (1) admin1strative expense or 
$12,400, representing an increase of 354%; (2) welfare and- pensions­
of $8,150, representing an increase of 3'33$; (3·) depreCiation e'xpense 
of $7 t900, an increase of 77%; and (4)' rate base of $-337 t 1 68::, 
rep~esenting an increase of a9", • 
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• Aaministrative office expen~cs and, so far as they reflec't 

• 

• 

salaried administrative personnel. welfare, and pensions expenses are 
incurred at Stamford. Redd.ing, and Sacra.mento, and a proportiono·f 
these expenses are- assigned to Francis. , Ferndale sought to ques,tion 
Francis on the propriety of these costs and. the reasons underlying 
their rapid and substantial escalation. Francis was unprepared to 
justify the items Questioned either at Ferndale hearings or at San 
FranciSCO. Ferndal~ accordingly suggest.s that FranC'lS h~~ no,t met 
its burden of proof in those ex~ense categories. 

Francis contends that the Questioned expenses were 
sub~itted to the staff and, since no staff disagreement was 
registered. they should be considered just and re~sonable. 

This Commission, ho .... evcr, invites partic:!.pation by public 
entities and others ,in its proceed:!.ngs. and Ferndale is as much 
entitled to join issue with Francis on elements or its presentation 
as is any other party. Whether staff is satisfied on any given 
matter is not necessarily d~terminativc in our evaluatio,n o,f the 
merits of the issues raised by Ferndale. 

O~ the record before us FranCis has failed t~'carry its 
burden of proof, and we will adopt the levels of administrative and 
welfare and pensions exp~:!nses set forth in D .88600 .. 

Additions to rate base since the last p~oceeding and 
concomitant'depreciation expense ar-e likewise questioned by 

, 

Fe:o-ndale. Rate base has increase~ fro,1ll $379,532 in 1978 to $7'6,700 

in 1981. Ferndale does not dispu'te that funds have been expended but 
earnestly a:o-gues that customers should not be burdened by :l.dditions 
to rate base which a:o-~. not substantiated as being necessary .. 

Francis contends that all expenditures were ~easonable and 
that $1J.1S,419 .cf construction was ordered by the Commission in 
D.88600. It notes that the Commissioo's order to submit a three-year 
construction plan of system improvements was without explanato·ry 
comment and made 00 a record that conclud~,d t.hat ,service was goo:d for 
this system. Although Francis filed a petit.ion for rehearing or 
D.88600, no contention was made t.hat the ordered construct.ion ~lan 
was 1,;nnecessary a:ld uosupported by the starr investigation reportea 
on the record. 

- 9 -



• 

• 

• 

" 

A.60303 ALJ/vdl 

D.88600 was issued on March 21, 1978. On August 14, '97~ a 
proposed construction budget of $94,800 was submitted t~ replace 
approximately 3,.550 feet of 2-inch and 4-inch main with 8-inch 
asbestos cement pipe. This program was approved by a letter from the 
Executive Director on November 9, , 978, and' all constructio,n was 
completed by the time of the hearings in June 198:' except fo'r a 2'50-
foot segment on Watson A.venue at a projected cost of $5,,00. 

Ferndale offers to prove that there are only five services 
on Watson Avenue, that no customer there has experienced. any lack of 
pressure, "lNater shortage,. or other service deficiency, and that rated 
capacity of the 2-inch existing line is seven times actual usage .. 
Why, asks Ferndale, replace this line with a main capac'ity 50 times 
in excess of the actual and' projected needs of the residents on the 
street in question? 

As late as June 2, 198, Francis' principal witness on rate 
base did not know why the completed' replacements were initially 
ordered by the Commission (RT' 84) : 

nQ Why did the Commis,s10n require a plan'? 
"A I don't know. I was going to ask that 

same question myself. It was surely not 
because of any service deficiencies, 
because there were none in the last rate 
proceeding.. I can't answer that. I 
don't kno"IN." 

A. search of the reeord yield's no evidence that Francis ever 
formally objected to the Commission ord:er in D .88:600 or attemp,ted 
io.formally to advise the Commission that additional construction was 
not reQ.uired by the needs of the customers in its, service area .. 

Instead, FranCis spent the $145,419 on main replacements 
and additional sums to double the capacity of its filter'ing p1ant and 
for other main replacements. If' Francis cannot justify the first 
$145,419 of plant additions except to argue that the Commiss:ton 
ordered a plan, what reason exists to support additional plant 
expenditures? 

-10-



• 

• 

• 

-10-

Francis' exhibits show that it spent $496 on miscellaneous 
projects under $1,.000 in 1980. It. proposes to include $2,000 for 
such projects in 1981 and. $2,000 in 1982. 

Francis spent nothing on miscellaneous 
in 1980. It proposes to include $5,000 for such 
$5,000 in 1982. 

prO'jects, over $' ,000 
, 

projects in 1981 and 

FranCis spent $2,500 O~ meters and services in 1980~ It 

proposes to include $6,000 for these i terns in 198, and $1 ~OOO in , 982". 
Ferndale points out that Francis' plan to replace at least 

277 meters fro!ll 1980 through i982 out of a total of 640 meters would 
indicate that all meter's. would. be replaced each seven year$ al though 
rate~ useful life of this equipment is 40 years. 

Suomarizing :o-ate base adjustments, the d.ifference between 
adopted. rate base of $41 i .600 and F:-an,cis' rate base of $7,6,70,0 is 
$299,100 (see Table I). This difference is made up of: t94,800,. 
being the proposed construction budget submitted to the Executive 
:Jircctor on Aug.ust '1.+, , 978, for which no need was shown on t.his 
r-ecord.; $50,619 .. being cost. over-runs on that budget; and $153,.681,. 
being further pl~nt. expenditures made without ap.plication to the 
Commiss!.o n • 

It may well be t.hat the Commission itself er-r-ed io 

unspecified 1mpr-ovements t.o be made by Francis in D.88600. 
order-ing 

Certainly 
the findings in that decision are inapposite to the main replacement 
program submitted by applicant at a pro'jected cost of $94,800. A 
r-equest.ed. 25% increase in rate base to support main replacements 
wher-e t.her-e ar~ no service complaints wou'ld rationally seem to- be of 
sufficient moment to invite our close scrutiny before approval. We . 
invite the parties to present evidence on this is:ue in the fut'"ther' 
hearings. 

We eonclude that Fran~is has failed to p,rove reasonable'oess 
and necessity for all additions to rate base it propos.es in this, 
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proceeding. We will adopt rate base .as shown on rabIes II and III 
being beginning of year- plant for 1979 with a.ppropriate dep,r-ec:tat-ion 

" 

reserve adjustments. Our record shows Frcncis made improvements 
which exceeded the cost projected in its i~provement plan as well as 
adding plant additions for it"!ffiS not e'ov~r<~d in th~ improvement 
plan. The prudency of these costs and ad1it10n~ has not been 
demonstrated. We will keep this proceeding open and give Francis the 
opportunity to justify including the $299,100 in r"ate oose.. vIe will 
scbedule a furtber hearing in Ferndal~ afte~ July 1p 1982 ,and after 
Citizens complies with Ordering Parngr~ph 5 of D.82-05-0~8 on its 
A.6-0285: (Felton District.). 
Findings of Fact 

. 1. The adopted estimates of oper3ting revenues, operating 
expenses, rate base, and rate of return for test year 198·2 ar-e 
reasona"t>le. 

2. A rate of return of 12.04% on the adopted rate base of 
$417,600 for test. year 1982 is - reasona.ble. 

• 3. Franc-is' earnings under present rates for test year- , 982 

• 

would produce net operatiog revenues of $29,150 on a rate base or 
$417,600 based on the adopted results of op·e:-ations, resl.llting in a 
rate of return of 6.98%. 

4. Francis' level of' water service is goOd. 

5. The increases in rates and chargc:s authorized for the year 
1982 in Appendix A are just and reasonable, and the present rates and 
charges insofar as they differ from those prescribed are for the 
fu~ure unjust and unreasonable. 

6. The rate des~gn established by this decision is reasonable. 
Conclusions of taw 

,. The a~plication should ce granted to the extent provided by 
the following order. 

2. Because of the icmodiate need for" additional rev~nues, the 
follOwing order sbould be effective on the date ~f signature • 
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~ INTERIM ORDER 

• 

!T IS ORDERED that: 
1. Francis Land and Water Company is authorized t~ file the 

revised schedules attached to this order a3 Appendix A and t~ 

concurre:tly cancel its present schedules for such service~ Tbis 
filing shall comply with General Order Series 96. The ~fr~ctive date 
of the revised schedules shall be 4 days after the date of f"iling. 
The revised. schedules shall np-ply only to service rendered on and 
at"ter their effective date. 

2. Further hearing~ will be held on th~ Question of the 
reasonableness of rate base. 

This order is effective today. 
D'ated. July 7. 1982 ,. at San Francisco, California. 

RICHARD D. GRAVELLE 
LEONARD M. CRIMES, JR . 
VICTOR CALVO 
PRISCILLA c. G~EW 

Co mm! s sioners 

Commissioner John E~ Bryson, being 
necessarily abseht,~ did not 
participate. 
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APPLICABILITY 

" " 

APPENDlX A 

F.RANCIS wm Am) WAtER COMPANY 
Scbedule No. 1 

GENERAL METERED SERVICE 

Appl1es.ble to all metered. water serv1ee. 

. , 

the City of Ferndale and adjaeent \lIlineor,pore.ted territory .. Humboldt County~ 

Service Cha:rge:. 

For 5/8 x 3/4-1neb meter ••••••••••••••••••••••• 
For 3/4-ineh meter ••••••••••••••••••••••• 
For l-inch meter ... e· ............................... .. 

For 1-1/2-1neh meter e· ............................ .,. 

For 2-1neb. meter- ................ ' ................ . 
For 3-1nch.. mete:r • _ •. _ ........... • , .......... . 
For 4-incll meter ............................... e .... . 

For 6-1nch meter ........................ . 
For 8-inch meter ....................... ............. < 

Q.ue.ntity Ra.tes: 

First 300 eu. tt .. ~ :per 100 cu. ft. 
Over 300 cu .. ft. ~ per 100 eu. tt. 

. ............ . 

.. .••.•..•..• 

Per Meter 
Per M:>nth 

$- '5.75' 
7.00-
9-.00 

12'.00- -
16,.0<:v 
30.00 
41 ... 00' 
69-;'00 

103·00 

(I) 

I . 
! 
I 

(I) 

(I) 
(I) 

Tbe Service Charge is s. rea.diness-to, serve charge (T) 
whiell is a.ppl1ea.ble to a.ll metered service and to 
which is to- be added the montllly eharged.- computed a.t. 
tl'le ~uant1 ty Rates. (T) 

(END OF APPENDIX A) 
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tNTERIM ORDER 
.r-"\;f'( I) ..~-) 

IT' IS ORDERED that" F'r-an.:is Land and W~tcr Company is 

authorized to file the revise~ schedules attached to this order as 

Ap~ndix A and to concurren.tly cancel its present schedules for such 

service. This filing shall comply with General O'r-der S,e'ries 96,.. The 

effective date of the revised schedules sball be 4 03YS after the 
date of filing. The r-evised schedules shall apply only t~ service 
rende~ed on and after their effective dat~. 

This order i~ effective today. 
Dated ~JUl 71982 ,at San Fr-ancisco, California. 

- 13 -

RICHARD l); eRA VELLE 
LEONARD'M. CRIMES •. JR. 
VICTOR"'CALVO' 
PRISCILLA' C. CREW 

Comm.is:.iotICts· 

Commis~t~ner John: E..:Brysoa. 
h~in~ ncC('Ssllrily' absent,.· did. 
not partic:ip:lte. \ . 
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