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STATE OF FLORIDA

Capital Circle Office Center
2540 Shumard Oak Boulevard
Tallahassee, FL 32399-0850
(850) 413-6042

JULIE I. BROWN
CHAIRMAN

Public Service Commission

July 15, 2016

Commissioner Jack Mariano

Pasco County Board of County Commissioners
8731 Citizens Drive, Suite 150

New Port Richey, FL 34654

Re: Docket No. 150269-WU, Application for limited proceeding water rate
increase in Marion, Pasco, and Seminole Counties, by Ultilities, Inc. of
Florida.

Docket No. 160101-WS, Application for increase in water and wastewater
rates in Charlotte, Highlands, Lake, Lee, Marion, Orange, Pasco, Pinellas,
Polk, and Seminole Counties by Ultilities, Inc. of Florida.

Dear Commissioner Mariano:

Thank you for your continued interest and representation of your constituents with respect to the
rate increase requests by Utilities, Inc. of Florida (UIF or Utility). As you are aware from my
June 23, 2016, letter to you, UIF bifurcated its requested increase for Pasco County from Marion
and Seminole Counties in the limited proceeding, Docket No. 150269-WS. With respect to Pasco
County, the limited proceeding is pending a request from UIF as to the proposed course of action
for disposition of its petition by the Commission.

With respect to the Ultility’s rate consolidation rate case, Docket No. 160101-WS, UIF has
notified the Commission that it will forego the proposed agency action process and will proceed
directly to hearing. UIF’s application, minimum filing requirements, and pre-filed testimony are
scheduled to be filed no later than September 30, 2016. As part of the rate case process, UIF’s
investment level (referred to as rate base), will be audited by Commission staff. The audit of
UIF’s books and records will cover the period from the date the Commission last established rate
base for each UIF system, through the historical test year ended December 31, 2015. Once the
audit report is issued later this year, it will be placed in the docket file accessible through the
Commission’s website, and Commission staff will provide you a copy. In the interim, please find
enclosed Order Nos. 24259, 25821, and PSC-03-0638-PAA-WS, which address the net book
values of the Pasco County water and wastewater systems at the time of acquisition by UIF.

An Affirmative Action / Equal Opportunity Employer
PSC Website: http://www.floridapsc.com Commissioner.Brown@psc.state.fl.us
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I hope you find this information helpful to you. Please do not hesitate to call me directly if you
have any additional questions or concerns.

JB:shf
Enclosures

ee; Commissioner Lisa Polak Edgar
Commissioner Art Graham
Commissioner Ronald Brisé
Commissioner Jimmy Patronis



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Application for transfer of DOCKET NO. 900928-WS

facilities and Certificate No. 229-8
from PPW Sewer Company, Inc. and PPW

)

)

) ORDER NO. 24259
Water Company to Utilities, Inc. of )

)

)

)

)

Florida, cancellation of Certificate ISSUED: 3/20/91
No. 283-W and amendment of Certifi-
cate No. 107-W in Pasco County.

The following Commissioners participated in the disposition of
this matter:

THOMAS M. BEARD, Chairman
GERALD L. GUNTER
MICHAEL McK. WILSON
J. TERRY DEASON

ORDER APPROVING TRANSFER AND
SETTING RATES AND CHARGES

BY THE COMMISSION:

Background

On November 19, 1990, an application was filed with this
Commission requesting approval of the transfer of facilities from
PPW Sewer Company, Inc. and PPW Water Company, Inc. (PPW)-to
Utilities, Inc. of Florida (Utilities, Inc.). PPW provides water
service to 745 connections and sewer service to 720 connections in
Pasco County. Utilities, Inc. operates water and sewer systems
throughout the State of Florida.

The closing on this transaction occurred in October, 1990.
Although the closing occurred prior to Commission approval, the
purchase and sale is contingent upon Commission approval.

In the application, Utilities, Inc. requested a positive
acquisition adjustment and changes to PPW's approved rates and
charges. On January 28, 1991, Utilities, Inc., through its
attorney, filed a motion requesting deferral of the rate base
issues from this docket to the forthcoming rate case. Utilities,
Inc. also withdrew its request for changes in the rates and

charges.
Application

Tha2 application is in compliance with Section 367.045, Florida
Statutes, and other pertinent statutes and administrative rules.
In particular, the notarized application contains:
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1. A filing fee in the amount of $1,800.00, as prescribed by
Rule 25-30.020, Florida Administrative Code.

2) Proof of notice to interested governmental and regulatory
agencies and utilities within a four-mile radius of the
territory, and proof of advertisement in a newspaper of
general circulation in Pasco County, as prescribed by
Rule 25-30.030, Florida Administrative Code.

3) Proof of notice to all customers of record pursuant to
Rule 25-30.030(2) (g), Florida Administrative Code.

4) Evidence (warranty deed) that the Utility owns the land
on which its facilities are located as required by Rule
25-30.035(3) (£f), Florida Administrative Code.

No objections to the application have been received and the time
for filing such has expired. A description of the territory being
transferred is shown on Attachment A of this Order.

PPW is not in compliance with Department of Environmental
Regulation (DER) standards. According to Utilities, Inc., one of
the four wells has collapsed and another is out of service due to
excessive iron. The consumptive use permit for the water system
expired in July, 1989, and the DER sewer permit expired in May,
1988. The sewer system is currently under a consent order for
repeated pollution violations. Utilities, Inc. has agreed to make
the improvements necessary to bring the systems into compliance.

The DER operating permit for the wastewater treatment system
expired on May 12, 1988 due to noncompliance with Chapter 403,
Florida Statutes. An inspection conducted in 1989 indicated that
the wastewater treatment plants were not operating properly because
of the high concentration of suspended solids in the effluent.
This appears to be due in part to failure of the inner steel
chambers of the wastewater treatment plants. The raw wastewater
mixed with partially treated wastewater in the clarifier. The
mixture of suspended solids flowed into the percolation ponds,
contributing to the failure of the percolation ponds. According to
DER, the percolation ponds are improperly discharging.

DER and PPW entered into a consent order, which has not been
fulfilled because PPW did not make the improvements necessary to
fix the system. Recently, a new consent order was entered into
which provides for the abandonment of the wastewater treatment
plant upon connection to Pasco County's system. Arrangements have
been made for bulk wastewater service from Pasco County wupon
connection to the county's lines.
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As stated previously, Utilities, Inc., owns and operates
several water and sewer systems throughout the State of Florida.
Utilities, Inc. has the expertise and capital necessary to make the
required improvements and to provide the customers with a good
quality of service. Therefore, we find that the transfer is in the

public interest and it is approved.

Certificate No. 107-W, held by Utilities, Inc., in Pasco
County is amended to include the area served by PPW Water Company,
Inc. Utilities, Inc. has returned Certificate No. 107-W for entry
reflecting the change in ownership. In addition, Certificate No.
229-S, held by PPW Sewer Company, Inc., is hereby transferred to
Utilities, 1Inc. PPW was unable to locate its certificates;
therefore, Certificate No. 229-S will be reissued to reflect the
transfer to Utilities, Inc. Since Utilities, Inc. has a water
certificate in Pasco County, Certificate No. 283-W, held by PPW, is

hereby cancelled.

Rate Base

On January 28, 1991, Utilities, Inc., through its attorney,
filed an emergency motion requesting that rate base not be set in
this docket. In its Motion, Utilities, Inc. requested that rate
base be determined in the forthcoming rate case. No response in
opposition to the motion has been filed.

The Commission has the discretion of setting rate base at the
time of transfer, pursuant to Chapter 367.071(5), Florida Statutes.
Rate base is usually established in cases involving the acquisition
of existing facilities. However, there is a need to process this
transfer as quickly as possible due to the urgent need for
improvements to the system. Utilities, Inc. has agreed to make the
improvements upon approval of the transfer. Therefore, Utilities,
Inc.'s request that rate base be established in the forthcoming
rate case 1is hereby granted. Utilities, Inc's request that a
positive acquisition adjustment be included in rate base will also
be addressed in the rate case.

Rates and Charges

The rates currently in effect for PPW are as follows:

Water

$5.36 per month for the first 4,000 gallons
.53 for each additional 1,000 gallons



ORDER NO. 24259
DOCKET NO. 900928-WS
Page 4

Sever
Flat rate of $6.41 per customer per month.

PPW has no approved miscellaneous service charges, customer
depn;its, or service availability charges and none are approved
herein.

According to Rule 25-9.044(1), Florida Administrative Code,
the new owner of a utility must adopt and use the rates,
classification and regulations of the former operating company
unless authorized to change by the commission. In its application,
vtilities, Inc. requested a change in the billing cycle from
monthly to bimonthly and requested approval to collect
niscellaneous service charges. However, on January 28, 1991,
Utilities, Inc. withdrew its request to change PPW's rates and
charges. Utilities, Inc. will reqguest the changes in the
forthcoming rate case.

ptilities, Inc. shall continue to charge PPW's approved rates
and charges, as set forth herein, until authorized to change by the
commission. Utilities, Inc. is directed to file tariff sheets
reflecting the approved rates within 30 days of the date of this
order. This tariff shall be effective for service provided or
connections made on or after the stamped approval date.

It is, therefore,

ORDERED by the Florida Public service Commission that the
transfer of facilities from PPW Sewer Company, Inc. and PPW Water
Company, 5728 Major Boulevard, Suite 700, Orlando, Florida 32819~
7996, to Utilities, Inc. of Florida, 200 Weatherfield Avenue,
Altamonte Springs, Florida 32714, igs hereby approved. It is
further

ORDERED that Certificate No. 107-W, held by Utilities, Inc.,
is hereby amended to include the territory served by PPW Water
Company. It is further

ORDERED that Certificate No. 283-W, held by PPW Water Company,
is hereby cancelled. It is further

ORDERED that Certificate No. 229-8, held by PPW Sewer Company,
is hereby transferred to Utilities, Inc. Since PPW Sewer Company
was unable to locate its certificate, Certificate No. 229-S shall
be reissued to Utilities, Inc. It is further
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ORDERED that rate base shall be set in a subsequent rate case
proceeding. The appropriateness of an acquisition adjustment will
also be determined in that proceeding. It is further

ORDERED that Utilities, Inc. shall continue to charge the
rates and charges currently approved for PPW Water Company and PPW
Sewer Company, as set forth in the body of this Order, until
authorized to change by this Commission. It is further

ORDERED that Docket No. 900928-WS is hereby closed.

By ORDER of the Florida Public Service Commission, this 20th
day of MARCH , __ 1991 ;
STEVE TRIBBLE, Director
Division of Records and Reporting
(SEAL)

ALC

by-.la.a%i“‘_??‘:f
Chief,"Bureau of Records

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission is required by Section
120.59(4), Florida statutes, to notify parties of any
administrative hearing or judicial review of Commission orders that
is available under Sections 120.57 or 120.68, Florida Statutes, as
well as the procedures and time limits that apply. This notice
should not be construed to mean all requests for an administrative
hearing or judicial review will be granted or result in the relief

sought.

Any party adversely affected by the Commission's final action
in this matter may request: 1) reconsideration of the decision by
filing a motion for reconsideration with the Director, Division of
Records and Reporting within fifteen (15) days of the issuance of
this order in the form prescribed by Rule 25-22.060, Florida
Administrative Code; or 2) judicial review by the Florida Supreme
Court in the case of an electric, gas or telephone utility or the
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First District Court of Appeal in the case of a water or sewer
utility by £iling a notice of appeal with the Director, Division of
Records and Reporting and filing a copy of the notice of appeal and
the filing fee with the appropriate court. This filing must be
completed within thirty (30) days after the issuance of this order,
pursuant to Rule 9.110, Florida Rules of Appellate Procedure. The
notice of appeal must be in the form specified in Rule 9.900 (a),

Florida Rules of Appellate Procedure.
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ATTACHMENT A

PPW WATER COMPANY, INC.
AND
PPW SEWER COMPANY, INC.

JERRITORY DESCRIPTION

The following described lands located in portions of .
Sections 5 and 8, Township 25 South, Range 17 East, Pasco County, Florida.

Paradise Pointe West, Summertree and Arborwood at Summertree Subdivisions

Township 25 South, Range 17 East

Selions 5 and &:

Commence at the Southwest comer of said Scction 8 and run S. 89° 28' §7" E.a
distance of 1000.0 feet 1o the POINT OF BEGINNING: thence N. 00° 51' 28" E.. a
distance of 5277.70 feet 1o the North line of said Section 8; thence N. 00° 32' 21"
E. a distance of 679.83 feet 10 the South R/W linc of Staic Road 52: thence N. 61°
34' 03" E. along said R/W line, a distance of 380.33 feet; thence around a 3869.7
fool radius curve 1o the lefi, an arc distance of 491.55 fect. a chord bearing N.
57° 55' 48" E., length 491.02 feet; thence N. 54° 17 33" E. along the South R/W
line of State Road 52, a distance of 2043.50 feet: thence around a 1860.11 foo!
radius curve to the right, an arc distance of 944.70 feet, a chord bearing N. 68"
52' 35" E., length 934.43 fect; thence run S. 09° 25' 19" E.. a distance of 500.25
feet; thence run N. 84° 25' 33" E., a distance of 283.60 fcet, thence run S.. 02° 32
46" W., a distance of 4912.99 feet; thence run N., 899 08' 32" W.. a distance of
1495.0 feet, thence run §. 02° 32' 46" W., a distance of 2596.18 feet; thence run
N., 897 28' 57" W., a distance of 1902.57 feet to the POINT OF BEGINNING.



MEMORANDUM
March 18, 1991
TO: DIVISION OF RECORDS AND REPORTING
FROM: DIVISION OF LEGAL SERVICES (CRGbSB{@
RE: DOCKET NO. 900928-WS - APPLICATION FOR TRANSFER OF

FACILITIES AND CERTIFICATE NO.

229-S FROM PPW SEWER

COMPANY, INC. AND PPW WATER COMPANY TO UTILITIES, INC. OF

FLORIDA, CANCELLATION OF CERTIFICATE NO.

283~-W AND

AMENDMENT OF CERTIFICATE NO. 107-W IN PASCO COUNTY

24361

Attached is an Order Approving Transfer and setting Rates

and Charges to be issued in the above-referenced Docket.
of Pages in Order - 7)

alc
Attachment

cc: Divieion of Water and Sewer

(Number

DOCUMENT NUMEER-DATE
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Petition for rate increase ) DOCKET NO. 910020-WS

in Pasco County by UTILITIES, INC. ) ORDER HNO. 25821

OF FLORIDA ) ISSUED: 02/27/92
)

The following Commissioners participated in the disposition of
this matter:

J. TERRY DEASON
BETTY EASLEY

APPEARANCES:

WAYNE L. SCHIEFELBEIN, Esquire, Gatlin, Woods, Carlson &
Cowdery, 1709-D Mahan Drive, Tallahassee, Florida 32308

on_behalf of Utilities, Inc. of Florida

JACK SHREVE, Esquire, and H. F. MANN, II, Esquire, Office
of Public Counsel, Claude Pepper Building, Room 810, 111
West Madison Street, Tallahassee, Florida 32399-1400
On_behalf of the Citizens of the State of Florida

CATHERINE BEDELL, Esquire, Florida Public Service
Commission, Division of Legal Services, 101 East Caines
Street, Tallahassee, Florida 32399-0863
On_behalf of the Commission Staft

DAVID E. SMITH, Esquire, Florida Public Service
Commission, Office of General Counsel, 101 East Gaines
Street, Tallahassee, Florida 32299-0863
Counsel to the Commissioners

FINAL ORDER SETTING RATES AND CHARGES AND
REQUIRING REFUND

BY THE COMMISSION:
BACKGROQUHND
Utilities, Inc. of Florida (UIF or utility) is a Class B
utility providing water and wastewater service for 27 systems in 6
counties in Central Florida. UIF is a wholly owned subsidiary of
Utilities, Inc. The Paradise Point West (PPW) water and wastewater

system in Pasco County is located in a predominantly residential
area serving 715 residential customers. The minimum filing

DOCHMENT NUMBER-DATE
2026 fE327 1922
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requirements (MFRs) indicate that in 1990, revenues of 864,311 and
§54,996 were recorded for the respective water and wastewater
systems. The corresponding net income amounts were ($32,649) and

(55,938).

Oon April 19, 1991, UIF filed an application for increased
wvater and wastewater rates for the PPW systems. The application
was rejected because the MFRs were deficient. UIF submitted a new
application on June 6, 1991. The information in this application
satisfied the MFRs and the official filing date was established as
June 6, 1991. The application for increased rates is based on the
projected twelve month test year ended April 30, 1991.

By Order No. 24259, issued March 20, 1991, the Florida Public
cervice Commission (PSC or Commission) approved the transfer of the
PPW water and wastewater systems from pPpW Water and Sewer, Inc., to
UIF. UIF has operated the PPW water and wastewater systems since
October, 1990. The Commission ordered that rate base and the
appropriateness of an acquisition adjustment would be determined in
this rate case.

In its application, UIF requested final rates which would
generate annual revenues of $18%,258 for water service and $454,384
for wastewater service. Those regquested revenues exceed the test
.year revenues by $120,947 (188 percent) and $399,414 (726 percent)
for water and wastewater, respectively. The utility also requested
interim rates. By Order No. 24962, issued August 22, 1991, this
commission suspended UIF's proposed rates and granted an 135
percent interim water rate increase, subject to refund. By order
No. 24277, issued March 25, 1991, this Commission granted a 3505
percent interim wastewater rate increase, subject to refund.

The Commission acknowledged the intervention of the Office of
public Counsel (OPC) by Order No. 24864, issued July 29, 1991.

on August 26, 1991, UIF filed a Request for Reduction of the
Revenue Requirement. OPC filed a Motion to Dismiss the case based
on the filing of the request for a reduction in the revenue
requirement. The request was subsequently withdrawn. (n September
13, 1991, OPC filed a Motion to Dismiss, Taking into Account
Utility's Notice of Withdrawal. OPC also requested cral argument
on the motions and leave to file a reply to the utility's response
to the motion to dismiss. A hearing on OPC's Motion to Dismiss was
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held on October 9, 1991, in Tallahassee, Florida. OPC's motion was
denied by Order Ho. 25604, issued January 6, 1992.

A prehearing conference was held on October 16, 1991, in
Tallahassee, Florida. A formal hearing was held at the PPW
recreation center in New Port Richey, Florida on October 31 and
Hovember 1, 1991.

On December 6, 1991, Utilities, Inc. of Florida (utility)
tiled its Emergency Motion To Reopen Discovery And Record To Allow
For Production Of Testimony And Exhibits Addressing lIssues Ralsed
For The First Time At Hearing asserting that at the hearing, two
issues were raised for the first time and that these issues should
be considered waived, and if not waived the utility should be able
to reopen the record to address these issues. One of the new
issues raised was the sufficiency of documentation in support of
the rate base figures. After hearing on January 13, 1992, the
commission denied the utility's motion.

% motion hearing on the Utility's Emergency Motion to Reopen
Discovery and Record was held on January 13, 1992, in Tallahassee,
Florida. In a panel decision, the utility's motion was denied.

FINDINGS OF FACT, LAW AND POLICY

Having heard the evidence presented at the formal hearing and
having reviewed the recommendation of staff, as well as the briefs
of parties, we now enter our findings and conclusions.

STIPULATIONS

Prior to the hearing, the parties and staff agreed upon a
number of stipulations. At the hearing, we accepted the following
stipulations:

1 The appropriate rate of return on equity
should be determined based on the leverage
formula that is in effect at the time of the

agenda conference.

2. The appropriate eqguity balance prior to
reconciliation to rate base is $1,184,042.
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3. The billing analyses should be adjusted to
reflect the actual classes of customers.

4. The utility's proposed miscellaneous service
charges should be approved.

5. The approved rates will be effective for meter
readings on or after thirty days from the
stamped approval date on the revised tariff
sheets. The revised tariff sheets will be
approved upon staff's verification that the
tariffs are consistent with the Commission's
decision and that the proposed customer notice
is adequate.

QUALITY OF SERVICE

our analysis of the overall quality of service provided by the
utility is based upon evidence received regarding the utility's
compliance with the rules of the Department of Environmental
Regulation (DER) and other regulatory agencies, the quality cf the
utility's production of water and wastewater, the operational
conditions of the utility's plants and customer satisfaction. The
customers were given two opportunities to present evidence
regarding gquality of service and their concerns are addressed
below.

The water system has three wells which are presently
operational. The water from the three wells is chlorinated and
sent to a hydropneumatic tank for temporary storage and
pressurization before being released to the distribution system.
pursuant to a DER Consent Order, the wastewater treatment plant was
abandoned on April 26, 1991, for the following violations: (1) no
valid operating permit; (2) no approved groundwater monitoring
plan; (3) no flow meter; (4) inadequate equipment to provide for
uninterrupted plant operation; and (5) unauthorized discharge from
the percolation ponds. 1In addition to abandonment, the DER Consent
order required that wastewater be sent to Faisco County for
treatment and disposal.

Mr. Gerald Foster, a witness from DER, testified that the
drinking water satisfies all state and federal requirements for
primary and secondary water quality standards and the utility
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maintains the required minimum chlorine residual throughout the
distribution system. Mr. Foster further testified that DER issued
a warning notice on October 1, 1990, for failure to maintain an
adequate chlorine residual, which was withdrawn when DER determined
that the utility was providing adeguate disinfection of the water.
Mr. Foster also testified that the water treatment facilities and
distribution system are adequately sized, that the required minimum
pressure is maintained, that auxiliary power is provided, that the
wells are located a safe distance from pollution sources, that the
water plants are adequately staffed with certified cperators, and
that the water plants are satisfactorily maintained. OPC witness
DeMeza also testified that the plants are well maintained and
operated. Witness Foster testified that the only reported
deficiency in the water system was the failure of the utility to
file a cross-connection control program with DER.

Mr. Peter Burghardt, an additional DER witness, testified
that the wastewater collection system 1s adequately sized and that
the 1lift stations satisfy DER requirements for location,
reliability, and safety.

According to the utility's records, UIF received 23 service
complaints since assuming operation of the system in October, 1990.
Of these complaints, twelve concerned smelly and discolored water,
three concerned low water pressure, and two concerned a blockage in
the wastewater lines. According to their records, the utility
promptly responded to cach of these complaints.

Of the customers attending the hearing, approximately 35
testified. Three of the customers complained about smelly and
discolored water. Six of the customers complained about having to
pay for the high level of infiltration in the wastewater collection
system. Five of the customers questioned whether the utility is
providing adequate fire protection. one of the customers
complained about a misread meter.

Mr. Donald Rasmussen, a witness for the utility, testified
that the utility has tried to improve the water's smell and
appearance by 1installing new chlorine equipment and regularly
flushing the lines. Mr. Rasmussen further testified that the
utility was aware of the inadequacy of the system's fire fighting
capacity and has taken steps to correct this problem by placing
well No. 17 into service and by planning to have an operational
water interconnection with Pasco County., Utility witness Patricia
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M. cuddie testified that the utility has initiated a study to try
+o reduce the amount of infiltration in the collection system.

Upon consideration of the evidence, we find that the quality
of service provided by UIF in treating and distributing water is
satisfactory, and that the guality of service provided in operating
and maintaining the wastewater collection system is satisftactory.
However, we find there are several areas of concern expressed by
the customers which UIF should continue to address. These are fire
protection, water odor and appearance, and infiltration. UIF
should aggressively pursue efforts to reach an agreement with Pasco
County to provide water for emergency fire protection.
accordingly, we find it appropriate to require UIF to agaressively
pursue reaching an agreement with Pasco County within six months of
the date of this Order.

RATE BASE
our calculation of the appropriate water and wastewater rate

bases are attached to this Order as Schedules Nos. 1-A for water
and 1-B for wastewater, with our adjustments attached as Schedule

No. 1-C. Those adjustments which are self-explanatory or
essentially mechanical in nature are set forth on those schedules
without any further discussion in the body of this Order. The

major adjustments are set forth below.

Rate base for these systems has not been previously
established. To establish rate base, we consider the rate base
value when the utility assets were acquired by UIF. Utility
witness Cuddie testified that the original costs, the transfer
balance, shown in the MFRs were based on an audit and an original
cost study prepared by the Commission. Those reports are the only
supporting documents for the utility's original cost figures.
According to Ms. Cuddie's testimony, the utility obtained, but
chose not to rely upon, the previous owner's records because the
utility believed those records to be unreliable. Utility witness
Wwenz also testified that the utility does not typically rely on
records of acquired companies. He further testi“ied that the
utility believed it would be preferable to rely on a Commission
order or Commission generated document for original cost
information.

At the hearing, it was determined that there was no supporting
or corroborative evidence to support the audit and the cost study.
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For that reason, the audit and cost study were ruled inadmissible.
Absent this documentation of original costs, we find that the
record is inadequate for a determination of original costs at the
time of transfer. Accordingly, we find rate base at the time of
transfer to be zero. Specifically, we find the value of the
following rate base components to be zero: abandoned wastewater
treatment plant; Wells Nos. 2, 15, and 17; water plant and water
treatment plant; wastewater collection plant; and the connecting
water main. Therefore, the rate base set forth below is based oun
plant investments made by UIF after acquisition of the systems.

Year-end Rate Base

The test year approval letter, dated February 7, 1991,
identified the issue of whether year-end or average test year
should be utilized in this rate case proceeding. The policy of
this Commission in employing an average rate base, rather than a
year-end rate base, based in part upon the decision of the Florida
Supreme Court in Citizens of Florida v. Hawkins, 35€¢ So.2d 254
(Fla. 1978), as well as several other cases.

The year-end rate base was first utilized by the Coemmiscon in
Florida in 1953, Re: Florida Power Corp., %9 P.U.R. 129 (1953).
In that case the Commission found that:

", . . where a utility is in the throes of unusual growth
and confronted at the sam time with constantly
increasing investment and cperating costs, conventional
noticns of rate making must be adjusted to the
circumstances and this is especially true where net
earnings fail to keep pace with heavy additions made and
to be made in plant investment." 99 P.U.R. at 134.

Subsequently, the Florida Supreme Court approved the use of
year-end rate base in City of Miami v. Florida Public Service
Commission, 208 So.2d 249 (Fla. 1968). In that opinion, the Court
carefully stressed, however, that the year-end rate base should be
regarded as a deviation from the norm, and that ts use was proper
only when:

"ytilities [were] endeavoring to cope with extraordinary
needs for their services due to abnormal population and



ORDER NO. 25821
DOCKET NO. 910020-WS
PAGE 8

economic growth conditions within their service areas."
208 So.2d at 258.

The Court further suggested that use of the average test year
should not be departed from except in the most unusual and
extraordinary situations where not to do so would result in rates
so low as to be confiscatory to the utility.

In Citizens, the Court analyzed the respective arguments of
the parties:

It is apparent, however, that the average rate base
approach can produce a distorted picture of future
conditions when the company is experiencing extraordinary
growth due to rapidly increasing demands for 1ts
services, as in periods of great population influx, or
when other factors are forcing investment cCoOSts upward
without a concomitant increment in revenues. This latter
phenomenon, commonly referred to as sattrition,” is
principally the by-product of inflation....Our review of
the record indicates that the Commission's concern tor
the erosive effect of attrition on the company's ability
to earn its fair rate of return is indeed well-founded.
wWe do not, however, conclude from that fact alone, as the
Commission did, that a year-end rate base "is the most
practical way by which to alleviate the problem.”
Rather, we hold that a separate attrition allowance 1is
the appropriate tool. For one thing, attrition is more
easily gquantifiable than growth....([I]n future rate
cases, and on remand here, these uncertainties will he
eliminated by having the Commission predicate its
decision regarding the use of a year-end rate base solely
on considerations of extraordinary growth, and by
requiring all adjustments for attrition to be encompassed
within a separate allowance. Citizens, 356 50.2d at 256,

258.

Subsequent Commission policy has been shaed accordingly.
Regarding the utility's request for year-end rate base, utility
witness Wenz testified that the utility's most substantial capital
investment came on the last day of the test year. He testified
that this investment was for the DER mandated wastewater system
interconnection. Mr. Wenz also testified that use of an average
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test year would allow recognition of only half of the inter-
connection cost in rate base, therefore, allowing a return on only
half of the utility's investment. Mr. Wenz further testified that
if the utility used an average rate base, it would have to
immediately file another rate case following this proceeding. In
addition, Mr. Wenz opined that year-end rate base was selected
because it was the most prudent and efficient option for the
el 1 by,

Utility witness Cuddie similarly testified that use of an
average rate base in determining rates would not fairly reflect the
cest of providing service, nor provide a fair rate of return on
actual invested capital, and that it would force tne utility to
immediately file for another rate increase.

Based on the record before us, we find it necessary to include
vear-end investments and expenses in order to insure that the rates
set in this proceeding will be compensatory. We distinguish the
instant rate case from Citizens because the utility's circumstances
are not the by-product of inflation, but are the result of the
utility's endeavoring to cope with extraordinary needs due to DER
regquirements which the statute reguires us to consi-der,
Accordingly, we approve the utility's request to use year-end rate

! - -
2ase.

Plant-in-Service

The utility capitalized expenses totalling $2,152 for water
and $2,005 for wastewater as organizational costs. These costs
were described as purchase costs by utility witness Cuddie. The
National Association of Regulatory Utility Commissioners (NARUC)
Instruction 16 requires purchase costs of utility systems to be
charged as acquisition adjustments, not as organizational costs.
Accordingly, we find it appropriate to reduce the organizational
cost account, and increase the acgquisition adjustment account by
the amounts described above. Corresponding adjustments to
accumulated depreciation and depreciation expense are also
required. Accordingly, accumulated depreciation is reduced by $46
and $44 and depreciation expense is hereby reduce! by $80 and $76
for the respective water and wastewater systems.
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Pro Forma Plant

The utility's pro forma adjustments to general plant represent
allocations of common plant from an affiliated company, Water
Services Corporation. These adjustments are allocated provisions
for computer mainframes, vehicles, and other common assets. These
facilities serve the utility's customers. Upon consideration, we
find that the pro forma adjustments to general plant are reasonaple
and properly included in rate base.

Excessive Unaccounted-For-Water

Unaccounted-for-water is determined by deducting the amount of
water sold to customers and the amount of water lost due to line
flushing and line breaks from the amount of metered water leaving
the water plant. According to the utility's MFRs, the utility had
26.47 percent unaccounted-for-water during the test year.

Utility witness Seidman testified that 14.98 percent of water
pumped is a reasonable amount of unaccounted-for-water since the
system has a low average residential consumption. OPC witness
DeMeza testified that 10 percent of water sold is an acceptable
level of unaccounted-for-water.

The utility has a flushing program but does not keep records
of this water use. Therefore, we have not considered flushing in
the unaccounted-for-water calculation. In the future, UIF shall
keep records of the estimated water used for flushing. These
records will allow the water used for flushing to be considered 1in
the unaccounted-for-water calculation.

We agree with witness DeMeza that 10 percent of water pumped
is a reasonable level of unaccounted-for-water for this system.
Therefore, we find it appropriate that the 16.5 percent of
additional expenses resulting from the 26.5 percent unaccounted-
for-water be removed. Accordingly, expenses for purchased power
and chemicals have been reduced by $1,489 and $306, respectively.

Margin Reserve

In its application the utility did not request any margin
reserve based on its determination that both the water and
wastewater systems were 100 percent used and useful. OPC witness
DeMeza testified that no margin reserve should be included since
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current customers would have to pay for future expansion of
facilities. Both utility witnesses Rasmussen and Cuddie testified
that the area served by the utility has not experienced any growth
and that UIF has no plans for future development at PPW. Upon
consideration, we find it appropriate to make no allowance for

margin reserve.
Used and Useful Percentage of Wastewater Interconnection

UIF completed installation of the new master wastewater lift
station and interconnected with Pasco County on April 26, 1991.
The 1ift station is a six-foot diameter wet well with two 600
gallons per minute (gpm) pumps that receive and then pump
wastewater to Pasco County.

OPC witness DeMeza calculated that the lift station is 37
percent used and useful based on the water plant capacity and the
wastewater tlows. Utility witness Seidman testified that the used
and useful calculation for the lift staticn should be based on the
lift station design parameters and not the water plant capacity.
He further testified that the master 1lift station is sized to
maintain the minimum flow wvelocity for the three miles of force
main connecting the lift station with Pasco County's receliving
station. M¥r. Seidman testified that although the lift station can
accommodate future growth which may occur, 1t cannot be downsized
to serve the existing flows without jeopardizing its ability to
maintain the required minimum wastewater velocity with tre
frictional losses which occur in the force main. Witness Seidman
also testified that the six-foot wet well is the minimum size which
could be constructed even if only existing flows were considercd.

We agree with witness Seidman's testimony. Accordingly, we
find the lift station to be 100 percent used and useful.

Calculation of Equivalent Residential Connections

In his testimony, OPC witness DeMeza calculated that the water
distribution system c¢an serve 5,319 eguivalent residential
connections (ERCs) by dividing the water plant caracity of 500,000
gallons per day (gpd) by 94 gpd. Mr. DeMeza also testified that
the wastewater collection system can serve 1,952 ERCs using the
500,000 gpd water plant capacity.
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Utility witness Seidman testified that the water plant
capacity has no relatiocnship with the number of ERCs that either
the water distribution system or the wastewater collection system
can serve, Mr. Seidman testified that the present water
distribution system configuration serves 715 residential customers
and 30 commercial customers in the Arborwood and PPW subdivisions
for a total of 1,585 ERCs. Mr. Seidman testified that the ERC
capacity of the wastewater collection lines should be based on the
715 lots which are being served in Arborwood and PPW.

We agree with Mr. Seidman's calculations. Accordingly, we
find the appropriate ERC capacity for the Arborwood and PPW areas
to be 1,585 for the water distribution system and 715 for the

wastewater cellection systen.

Even though the Horizon Club subdivision has water and
wastewater lines, it has no customers and no reliable information
is available about how many ERCs Horizon Club can serve. The ERC
capacity is usually required to make used and useful adjustments
for water mains and wastewater lines. However, as discussed
elsewhere in this Order, rate base at the time of trunsfer is being
set at zero. Therefore, since the Horizon Club lines were included
in the property transferred to UIF, we find no used arl useful
adjustment necessary. Accordingly, we make no determinacion of the
ERC capacity for the Horizon Club subdivision.

Excessive Infiltration

Infiltration is calculated by determining the difference
between the amount of wastewater returned by the customers to the
collection system and the amount of wastewater pumped to FPasco
County. Although infiltration exists in all wastewater systems,
the utility admits that this system has an infiltration problem
which is due, at least in part, to the previous utility owner's
failure to properly maintain the system.

Because the abandoned wastewater plant did not have any flow
measuring equipment, it was impossible to quantify the amount of
infiltration until the new master 1lift station was finished on
April 26, 1991. Since no historical flow inforsation is available,
both OPC and UIF estimated the flows by using a percentage of the
residential water sales plus an allowance for a reasconable amount
of infiltration. The expenses for purchased wastewater treatment
and power can be determined from the flow estimates.
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OPC witness DeMeza testified that 19,057 gpd of infiltration
is reasonable for this system. We agree. tility witness Seidman
and OPC witness DeMeza disagreed on the percentage of water sales
returning to the wastewater collection system. Mr. DeMeza opined
that 80 percent is returned to the system. Mr. Seidman opined that
96 percent of the water sales would be returned to the collection
system since the development has a central irrigation system. We
agree with Mr. Seidman's calculation because it takes 1into
consideration the central irrigation system.

Therefore, we find the appropriate percentage of water sales
to be used in the calculation of the amount of wastewater returned
to the system to be 96 percent. Accordingly, we have reduced
purchased wastewater treatment expense by $140,01!8 and purchascd
power by $5,268 for excessive infiltration.

Acguisition Adjustment

An acquisition adjustment is the difference between the
purchase price and the previous owner's original cost amocunt.
Pursuant to Commission policy, rate base inclusion of an
acquisition adjustment is allowed only when extraordinary
circumstances justify such treatment. In 1its application, the
utility requested rate base inclusion of positive acquisition
adjustments of $52,000 for its water system and $21,000 for its
wastewater cystemnm.

Establishing the amount of an acquisiticn adjustment, requ res
a determination of the rate base of the acquired company. This
value is usually derived from the previous owner's books and
records. Absent such information an original cost study may be
employed. As discussed in an earlier portion of this Order, we
have determined for the purposes of this proceeding that rate base
at the time of transfer was zero.

According to testimony by utility witnesses Cuddie and Wenz,
the final purchase price for the PPW systems consisted of two
parts: an initial purchase amount of $208, 000 for the water system
and $20,000 for the wastewater system, and a final purchase payment
amount based on the Commission's determination ¢ f rate base in this
proceecding. Utility witness Wenz stated that the utility is
contractually obligated to pay acquisition adjustment amounts of
$52,000 and $21,000 for the respective water and wastewater
systems, regardless of this Commission's determination of rate
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base. Thus, according to Mr. Wenz, if the Commission were to
approve a $208,000 original cost balance for the acquired water
system, the purchase price would be $208,000 plus an additional
552,000. Similarly, if the Commission approved a zero rate base
for the water system, the net purchase price would be 5$52,000.
Since we have established the amount of rate base at the time of
transfer at zero, based on the testimony in this record, the
purchase price will be equal to the $52,000 and $ 21,000
acquisition adjustments requested by the aEllity.

OPC's position is that an acquisition adjustment should not be
granted because the utility failed to demonstrate that an
acquisitien adjustment existed, or that extraordinary clrcumstances
exist to justify the inclusion of any additional costs in rate
base. )

The utility must demonstrate that extraordinary circumstances
exist for a positive acquisition adjustment to be included in rate
base. Utility witness Wenz stated that the customers would derive
the following benefits attributable to the acquisition:

1. Improved quality of service.

2. Efficient installation of DER required
improvements.

3 UIF's ability to finance capital projects at a
reasonable cost.

4. The county interconnection providing for
potential future service to contiguous
undeveloped land.

5. UIF's access to a nhational organization of

water and wastewater utility professionals.

Utility witness Wenz further stated that if Pasco County had
acquired the systems, the County would have collected a plant
impact fee of $1,579 for wastewater and $600 for water from every
home, or a total assessment of $1,200,000.

Based on the discussion above and the record in this
proceeding, we find that the record does not clearly demonstrate
that extraordinary circumstances exist to support a finding that a
positive acquisition adjustment should be made. Accordingly, the
utility's request for an acquisition adjustment has been excluded
from cur rate base calculation.
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Use of Formula Method for Calculation of Working Capital

In its application, the utility used the formula approach, or
one-eighth of operation and maintenance expenses, to calculate
working capital. This treatment complies with our Rule 25-30.437,
Florida Administrative Code, which prescribes use of Minimum Filing
Requirement Form PSC/WAS 17 for Class A and B Utilities. This fornm
instructs the applicant to enmploy the formula approach. The
formula is easy to apply and use of the formula reduces rate case
expense. When another method of calculating the working capital is
used, assoclated rate case charges are disallowed.

OPC witness Effron testified that use of the formula method
does not recognize the pattern of the utility's revenue recelpts
and expense disbursement and that in this case, the true working
capital could be zero or a negative amount. Both utility witness
Wenz and OPC witness Effron testified that, based on UIF's handling
of the bills from Pasco County for purchased treatment, some
benefits are accruing to UIF's subsidiary, Water Services
Corporation (WSC).

If treatment expenses were excluded from the formula method,
working capital would be reduced by $14,686 for the wastewater
system. However, we find that it is not appropriate to icolate
this one expense item in establishing working capital. As
discussed below, we have also determined that separate provisions
for other components of working capital will not be considered.

Upon consideration, we find that the record supports using the
formula method of calculating working capital over the balance
sheet method.

Working Capital

In its calculation of working capital allowance, the utility
included a provision for defterred charges of 525,000 tor the water
system and $77,000 for the wastewater system. The deferred charges
include unamortized rate case costs, the wastewater infiltration
study, and the projected cost for retirement of the wastcwater
treatment plant. These deferred charges are expenditires that will
be amortized over several Yyears. Utility witness Cuddie
acknowledged that the MFR instructions specify that use of the
formula approach to estimate working capital will result in a
corresponding exclusion of deferred charges unless they relate to
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income taxes on contributions-in-aid~of-construction {CIAC) .
Commission policy as noted in the MFR instructions does not permit
this separate provision. Since the utility chose to use the
formula approach to compute working capital, we find that a
separate provision for deferred debits 1is not appropriate.
Accordingly, the utility's working capital allowance is reduced by
$25,000 for the water system and $77,000 for the wastewater system
to reflect the removal of the deferred charges.

pased on our decisions and adjustments discussed above, we
find the appropriate working capital amounts to be $11,511 for the
water system and $25,865 for the wastewater systemn.

Rate Base

Based on our decisions and adjustments discussed above, we
find that the appropriate year-end rate base for the water systenm
is $48,808 and for the wastewater system 18 $200-772.

CcOST OF CAPITAL

Investment Tax Credits

In its MFR filing, UIF made an adjustment to remove all
investment tax credits (ITCs) and deferred taxes from the parent
capital structure prior to allocating the capital structure down to
PPW. UIF stated that the investment tax credits and accumulated
deferred income taxes should not be allocated to PPW becauce it was
not acquired before the tax credits and deferred taxes were
incurred,

However, at the hearing, utility witness Wenz stated that
those ITCs and deferred taxes that can be specifically identified
to the system or systems should be included in the capital
structure. We agree. Mr. Wenz also testified that no ITCs
survived the transfer of PPW assets to UIF and that the deferred
taxes created by the partial year ownership of PPW assets by UIF
total %7,876.

Accordingly, we find the appropriate balance of ITCs and
deferred taxes to be included in the capital structure is zero and
57,576, respectively.
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Accounts Pavable to Associated Company

At the prehearing conference, the partlies and Staff stipulated
that the accounts payable to associated companies should be
included in the capital structure at a cost rate of 9.86 percent.
At the conclusion of the hearing, this stipulation was not accepted
because of a concern that there are certain savings assocliated with
the delay in payment to Pasco County for wastewater treatment which
in essence constituted a cost-free source of funds that needed to
be accounted for in the ratemaking process. The parties were
directed to address whether this benefit should be used to reduce
the cost rate of the intercompany payable or whether it should be
included in the working capital calculation.

UIF contends that the intercompany account should be
considered equity. Also, it is UIF's position that considering the
lag in one payable ignores countervailing intercompany receilvables
for which comparable or greater lags may exist. OPC argues that
the lag should be considered in the working capital calculation.

Regarding the lag in payments to Pasco County, utility
witnesses Cuddie and Wenz testified that when the company receives
an invoice for the payment to Pasco County for wastcwater
treatment, it is included on UIF's books as an expense and the
intercompany payable is credited, and at the same time, WSC will
debit an intercompany receivable and credit a payable to Pasco
County. Further, according to their testimony, when the invoice is
due, WSC will pay by crediting its cash account and debiting the
payable to Pasco County. After the transaction, UIF will still
have the intercompany payable recorded and WSC will have the
intercompany receivable. Therefore, the amount of the intercompany
payable reflected in the capital structure is directly affected by
both the receivables and payables.

Although the benefit of the lag in the Pasco County payment
may not have been considered, we find the lag could be offset by
lags in receivables that are also on WSC's books. Recognition of
one transaction without consideration of others would not be a fair
practice. In addition, we find there is a need to accurately
reflect all costs of service. However, because the cost rate for
the accounts payable to associated company is a proxy derived by
witness Maurey, an adjustment to the rate will not necessarily make
it any more precise. Further, we find that it is not possible to
quantify the impact of the lag in payables or receivables from the
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record. Therefore, any adjustment to the cost rate would be
arbitrary. Accordingly, we find that it is not appropriate to

include the benefit from the lag in payment for wastewater
treatment services in the accounts payable to associated company.

The accounts payable to associated company is an intercompany
account that books transactions from the parent, Utilities, Inc.,
to the subsidiary, UIF. Commission Staff witness Maurey testified
that this account closely resembles a permanent line of credit with
UIF drawing down funds as needed and paying back funds as it
generates cash. Because of the nature of this account, and because
without funding from this account, UIF would have to receive
capital from an alternate source, we find it appropriate to include
the accounts payable to associated company in the capital

structure.

Having determined it appropriate to include the accounts
payable to associated company in the capital structure, we must
also determine tlie appropriate cost rate. The rate propesed by
commission Staff witness Maurey, and previously agreed to by the
parties, is 9.86 percent. This rate is the cost of debt tor the
parent company and is used by Utilities, Inc. to determine the
amount of interest expense to be paid by each subsidiary to the
parent. Although the interest expense is not directly related to
the intercompany payable, the 9.86 percent is used as a surrogate
for the cost of the intercompany account. We find this rate to be
reasonable. Accordingly, we find the appropriate cost rate
associated with the payable to be 9.86 percent.

overall Cost of Capital

Based on the adjustments discussed above and application of
commission policy, we find that the appropriate overall cost ot
capital is 10.65 percent. The range for cost of capital is 10.21
percent to 11.09 percent. Schedule No. 2-A shows the components,

amounts, cost rates, and weighted average cost of capital. The
adjustments to the capital structure are shown on Schedule No. 2-B.
NET _QPERATING INCOME (NOI)

our calculations of the appropriate levels of NOI for this
proceeding are attached as Schedules Nos. 3-A for water and 3-B for
wastewater, with our adjustments on Schedule No. 3-C. Those
adjustments which are self-explanatory, or which are essentially



ORDER NHO. 258
DOCKET NC. 91
PAGE 19

21
00zZ0-WS5S

mechanical in nature, are depicted on those schedules without any
further discussion in the body of this Order. The remaining
adjustments are discussed below.

Escalation Rate

The utility requested a general 7 percent escalation factor
for some of its operating expenses. Utility witness Cuddie stated
that this factor was employed where a fixed and measurable change
could not be calculated. She reported that the escalation factor
was designed to account rfor the total impact of inflation between
the test year and February, 1992. She testified that inflation for
the year ended February, 1991 was 5.3 percent. She fturther
testified that allowance for this 7 percent escalation factor would
obviate the utility's need to seek a price index adjustment in
1992, Utility witness Cuddie also testified that if the 7 percent
escalation were allowed, the utility would not file for an Annual
Price Index in 1992 and the expense of filing for a price index
would be avoided.

OPC witness Effron testified that based on his review of these
escalation charges, the charges are "catch-all" allowances which

are not known and measurable, which should not be authorli.ed for
recovery.

Wwe find that, as an estimate of past and projected inflaticn,
the 7 percent escalation rate is reasonable. Further, we recognize
that approval! of the 7 percent escalation rate will obviate “‘he
need for the utility to seek a 1992 price index adjustment.
Accordingly, we also find that the utility will not be allowed to
tfile for a 1992 price index adjustment.

Purchased Water Expense

In it application, the utility requested a $3,000 purchased
water expense based on a $250 per month Pasco County base facility
charge for water. However, utility witness Cuddle testified that
there is no water service currently being provided to the utility
by Pasco County. The parties agree that this cost should be
excluded. Accordingly, we find it appropriate to reduce purchased
water expense by $3,000.
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Materials and Supplies

The utility requested a $2,000 provision for wastewater
rodding as a maintenance expense. Utility witness Cuddie testified
that she had invoices totalling $1,250 to support this preposed
expense. Accordingly, we find it appropriate to reduce the pro
forma adjustment for maintenance by $750 to reflect the actual
level of wastewater roddings.

Rate Case Expense

In its MFRs the utility included total estimated rate case
expense of £$91,836. The reported components were §27,256 for
accounting services provided by an affiliated company, $4,688 for
travel expenses, $55,000 for legal fees, §$2,592 for expected
Florida Public Service Commission audit expenses, $1,800 for filing
fees and $500 for postage. At hearing, the utility introduced an
updated rate case expense exhibit indicating total rate case
expense of $155,029.

- The utility's final request for accounting
charges was $70,197, an increase of 542,941 from its original
request. These accounting charges are the capitalized time of the
utility's witnesses Cuddie and Wenz. Utility witness Cuddie
testified that their time is not a part of the operating and
maintenance expense. She further testified that their time is a
direct charge based on their salary expense and 25 percent of the
administrative costs.

In its rate case expense exhibit an unspecified portion of
time was allocated to a transfer docket. Utility witness Cuddie
was unable to specify the amount of time devoted to the transfer
proceeding. Utility witness Wenz estimated that about 50 percent
of his time in January and February, and about 25 percent of his
time in March, was devoted to the transfer proceeding and the
limited proceeding docket.

In its rate case expense exhibit, the utility indicated that
Ms. Cuddie spent 2,080 hours on this rate case. Utility witness
Cuddie testified that beginning in January of 1991, she spent from
160 to 200 hours per month on this case. Ms. Cuddie testified that
this proceeding was her first rate case and that she had no
regulatory experience prior to 1990. Oon cross-examination, Ms.
cuddie admitted that this case was a learning experience.
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We find that, based on the number of hours Ms. Cuddie devoted
to this case, a substantial amount of Ms. Cuddie's time was for
training. Accordingly, we have reduced rate case expense to
eliminate the expense associated with errors in the utility's
filing. Further, we find that the utility failed to employ prudent
measures to avoid rate case expenses. We also find that the
utility has failed to demonstrate that the additional $42,941 over
the original request is reasonable or justified. Based on the
record, we are unable to quantify the cost related to training,
errors in the filing, and time devoted to non-rate case activities.
Further, the utility witnesses did not accurately ldentifty such
costs. Accordingly, we find that the appropriate amount for
accounting services to be $27,256, the amount originally requested.

Legal Services - In its final request for rate case expense, the
utility included an expense of $62,880 for legal services. We have
reviewed the supporting documentation for this expense item and
have determined that the utility's documentation was inadequate to
support a finding that all of the legal expenses were prudent and
necessary. For example, motions to revise revenue requirements and
counter-proposals to dismiss the application contributed to the
overall legal costs. However, we find the exact hours relating to
those measures cannot be readily identified. Also, numerous hours
werc reportedly devoted to unspecified research projects. Further,
the apparent inexperience of utility personnel with rate case
filings may have contributed to added legal charges. We also find
that legal expenses of $1,052 were incurred because of deficiencies
in the original filing. Based on the foregoing, we find the
appropriate amount of legal services expenses to be $55,000, the
amount initially requested.

Enginecering - The utility has requested $6,240 for engineering
expenses. Mr. Seidman, the utility's engineering consultant,
prepared rebuttal testimony, performed research, and testified
during the hearing. Utility witness Cuddie testified that the
utility does not have the in-house resources to provide
professional engineering services. Based upon our review of the
supporting documentation, we find the $6,240 provision for
engineering costs to be reasonable. Accordingly, no adjustment is
appropriate.

hAudit Expense - The utility's books and records are maintained
outside Florida. The utility reported that $3,306 was incurred to
reimburse Commission auditors for the out-of-state audit. Pursuant
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to Rule 25-30.110 (1)(b), Florida Administrative Code, unless
otherwise authorized by the Commission, the utility is required to
maintain its books and records in Florida. On cross-examination,
utility witness Wenz acknowledged that he 1is aware of the
Commission practice of excluding the cost of out-of-state audits
from rate case expense. He testified that, in his opinion, that
practice was unfair. We find it appropriate to require the audit
expense tc be borne by the utility. Accordingly, rate case expense
is reduced by $3,306 for audit expense.

Miscellanecus - The utility has requested $12,4006 for miscellaneous
expenses. We find that $1,296 of expense for computer programming
and temporary employees was unsupported. In addition, we tind tha*
57,010 of travel expenses was not sufficiently documented to
support the full amount reguested. Accordingly, we have reduced
miscellaneous expenses by $3,505.

Summary - Based on our findings above, we find the appropriate
amount of rate case expense for this proceeding to be 596,101.

Amortization_of Deferred Charaes

Wastewater Treatment Plant Abandonment - In its applicat ion,
the utility requested recovery of $50,000 for the DER mandated
wastewater treatment plant abandonment. The treatment facility
abandonment consisted of dismantling and removing the wastewater
treatment plant, cleaning the ponds, removing sludge, filling in
the ponds, and leveling the berms. On cross-examination, utility
witness Cuddie acknowledged that UIF knew the wastewater plant
needed to be abandoned when it purchased the system. However, HMs.
Cuddie also testified if the cost of abandonment were not
recovered, there would be no incentive for utilities to purchase a
dilapidated system and bring it into compliance with DER and
Commission requirements.

Although we acknowledge that the previous owners were
responsible for the plant's dilapidated condition, we find that UILF
did incur this cost and that it is reasonable. Accordingly, we

find it appropriate to allow recovery of the '50,000 cost of the
wastewater treatment plant abandonment.

Infiltration Study - UIF has also requested recovery for the
$15,000 infiltration study cost. The infiltration study's purpose
is to find and repair leaks in the wastewater collection system.
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UIF proposes that the infiltration study cost be capitalized and
amortized over the life of the collection system. In an earlier
portion of this Order, we determine that the utility has excessive
infiltration and will not be allowed to recover the cost of
treatment for approximately 34,521 gpd of excessive infiltration.
Based on the level of infiltration, we find that the infiltration
study is necessary. Further, we find that the $15,000 cost of the
study is reasonable. Accordingly, we find it appropriate to allow
recovery of the $15,000 infiltration study cost.

Depreciation Expence

Based on the rate base adjustments discussed 1n an carlier
part of this Order, we find the appropriate amount of test year
depreciation expense 1s %54,427 for water and $8,61% tor wastewvater.

Income Tax Expense

pased on the level of revenues and expenses determined in
earlier parts of this Order, we find the appropriate amount of
income tax expense 1is $1,169 and 511,689 for the water and
wastewater systems, respectively.

Rule 25-14.004, Florida Administrative Cocde, requires that a
parent debt adjustment be made for each parent level above the
entity whose capital structure is used 1in setting rates. In an
ecarlier portion of this Order, we determined that the capital
structure of PPW's immediate parent, UIF, is appropriate to use 1in
setting PPW's rates. Therefore, a one-tier parent debt adjustment
is required to recognize UIF's parent, Utilities, Inc.

At prehearing, OPC stated that, although a parent debt
adjustment is appropriate, the final dollar amount is subject to
the resolution of other lissues.

At the hearing, utility witness Wenz testifled that the parent
debt adjustment would represent a '"double dip" for the same
interest expense. Mr. Wenz's conclusion is lased on our including
intercompany payables in the capital structure of PPW. However,
our findings regarding intercompany payables, discussed 1in an
earlier part of this Order, recognize the true nature of the
transactions taking place within the account. Debt of the parent
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is not imputed to the utility. As stated by Staft witness Andrew
Maurey, the cost rate to be assigned should not be either zero or
the parent's cost of debt, it should be the cost PPW actually pays
for use of the capital. We previously determined that rate to be
9.86 percent. This rate represents our determination of what PPW
pays for use of UIF's capital and is related to the amount of
interest expense PPW actually incurs. It is not an attempt to
recognize the cost rate of the parent and does not imply that
parent debt has been imputed to PPW.

Based on the foregoing, we find that a parent debt adjustment
of $338 is appropriate.

Test Year Operating Income

Based on the utility's finding and our decisions made herein,
we find the appropriate test year operating income is negative
$26,148 for the water system and negative §105,%17 for the
wastewater system.

REVENUE REQUIREMENT

Based on the utility's application and our aajustments and
calculations discussed above, we find the appropriate annual
revenue requirement to be $116,976 for the water system and
$268,612 for the wastewater systen, This represents a $52,663
(81.89 percent) annual increase for the water system and a 5213, 769
(386.24 percent) annual increase for the wastewater system, and
will give the utility the opportunity to recover its expenses and
to earn a 10.65 percent return on its investment.

STATUTORY ADJUSTMENT

Section 367.0815, Florida Statutes, provides in pertinent
part:

(I)n the event that a rate increase is granted but in an
amount less than requested, the rate case expenscs,
including costs and attorney's fees shall be apporticoned
in such a way that the public utility s1all pay a
proportion of the rate case expenses which is equal to
the percentage difference between the rate increase
requested and the rate increase approved. However, no
such apportionment shall be allowed if it will cause the
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utility's return on equity to drop below its authorized
range.

our calculations of this adjustment are depicted on Schedules
Nos. 4-A and 4-B, which are attached to this Order. After
calculating the total revenue effect of the adjustment, we had to
determine whether the reduction in rate case expense would reduce
the utility's return on equity below the range of reasonableness.
The range of reasonableness tor the overall rate of return is 10.21
percent to 11.09 percent. Based on our calculations, if we were to
apportion rate case expense pursuant to the statute, this utility's
return on equity would fall to 5.74 percent, which is below the
range of reasonableness for this utility.

Accordingly, based on our calculations and the discussion
above, we find that statutory reduction of rate case expense 15 not
appropriate in this case and no adjustment has becen made.

RATES _AND RATE STRUCTURE

Base Facility Charge

In its application, the utility requested a modification to
its existing rate structure. The proposed water rate structure
included a base facility charge based on meter size with no minimum
number of gallons, and a gallonage charge for each 1,000 gallons

consumed. This structure would apply to residential and general
service customers, For residential wastewater, the utility

proposed one uniform base facility charge for all meter sizes and
a gallonage charge for each 1,000 gallons consumed, capped at
10,000 gallons. For general service wastewater, the utility
proposed a base facility charge based on meter size, and a
gallonage charge for each 1,000 gallons consumed, with no cap.

This proposed rate structure conforms with current Commission
practice on rate design. During the customer testimony, only one
customer questioned why the flat monthly charge was billed to
customers when they were away from home.

Utility witness Cuddie testified that the rate structure
change was designed to promote conservation and to be more
equitable for all customers. She further testified that the
structure does not discriminate between the high or low end user
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because only the actual usage is paid for through the gallonage
charge. Witness Cuddie agreed that the base charge provides that
each customer pay his pro rata share of the related cost necessary
to provide service. She also testified that the plant must still
be maintained, regardless of how many residents remain throughout
the year.

It is Commission practice to use the base facility charqge rate
structure for setting rates because of its ability to track costs
and to give the customers some control over their water and
wastewater bills, thus allowing a more efficient use of water. The
structure also requires each customer to pay his pro rata share of
the related costs necessary to provide service through the base
facility charge. Thus, this charge is reguired to be paid by
customers regardless of whether they actually use any water or not.

Wwe find that the utility's requested modification is
reasonable and conforms to Commission practice. Accordingly, we
find it appropriate to determine the utility's rates using the base
facility charge and gallonage rate structure design.

Gallonage Cap

In its application, the utility requested a 10,000 gallon cap
on residential wastewater rates. General Service wastewater
customers would have no cap. Utility witness Cuddie testified that
the 10,000 gallon level was selected because it was thought to be
appropriate and based on Commission policy.

At the hearing, several customers testified that their average
monthly usage was substantially below 10,000 gallons a month. The
utility's own information also demonstrated this level of usage.
Witness Cuddie agreed that the revised billing analysis showed that
96 percent of the customers use 6,000 gallons of water or less, and
that it would be more reasonable to use a 6,000 gallon cap.

The Commission's geoal in setting a wastewater cap is to
recognize the general usage level of a utility's customers in their
daily use. Water used beyond that level is watcr probably used for
irrigation, and would not be returned to the wastewater system.
Both customer testimony and company data indicate that a 6,000
gallon residential wastewater cap would encompass the average usage
of nearly all the utility's customers. 1In addition, it would have
the beneficial effect of lowering the maximum bill, which would be
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an advantage for the large number of retired customers. Therefore,
we find it appropriate to set the residential wastewater cap at

6,000 gallons.

Billing Cycle

In its application, the utility also requested a change in the
existing monthly billing cycle to a bi-monthly cycle. At least
seven customers testified as to the hardship a change to bi-monthly
billing would create for them. According to some customers, the
combination of the substantial proposed rate hike and other bi-
monthly bills, such as Blue Cross, was the primary source ot their
concern. Other customers testified that they coulid not afford to
pay bills on a bi-monthly basis at their current income level.

Utility witness Cuddie testified that, in addition to making
the billing cycles uniform throughout the company, changing trom
monthly to bimonthly billing would generate an approximate annual
savings of $2,817. According to Ms. Cuddie, meter reading expenses
would be reduced, as well as the mailing, supplies and personnel
expenses. However, as a result of the substantial customer
testimony opposing the change, witness Cuddle acknowledged taat it
the change presented a hardship to these customers, thc utility
would be wiiling to continue billing them monthly.

Based on the discussion above and on the strength of customer
testinmony cpposing any change in billing, we find the appropriace
billing cycle for this utility to be a monthly billing cycle.

Service Availabiljty Policy and charges

In its application, UIF requested approval of service
availability charges and the application of its existing service
availability policy to the PPW systems. Because PPW is in UIF's
certificated territory, we find that UIF's service availability
policy already applies to PPW.

However, the service availability charges requested for PPW
are based on another system, and are not designe ! specifically for
the PPW systems. Rules 25-30.56% and 25-30.580, Florira
Administrative Code, provide for the development of service
availability charges based on the projected growth in customers,
plant, land and other factors for that specific system. Therefore,
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charges that are found to be appropriate for one utility system may
have little or no applicability to another utility system.

one method used to determine whether connection charges should
be established or modified is the calculation of the net CIAC to
net plant ratio, as prescribed by Rule 25-30. 580, Florida
Administrative Code. The Commission's practice has been to review
a utility's standing within the minimum 75 percent range and then
carefully evaluate whether any change is appropriate. Ueility
witness Cuddie agreed that, based on the utility's filing, PPW is
within the range for both water and wastewater operations. Also,
as discussed previously, utility witnesses Rasmussen and cCuddie
testified that PPW is completely built-out, that the systems arve
100 percent used and useful and that the area is experiencing no
growth.

Based on the foregoing discussion, we deny the utility's
request for service availability charges. However, we do find it
appropriate to apply the requested service availability policy of
UIF to the PPW systens.

Refund Reguired

By Orders Nos. 24962, 1ssued August 22, 1991, and 24277,
issued March 25, 1991, we approved interim water and temporary
wastewater rates, subject to refund. Based on the test year ending
April 20, 1991, interim water rates will generate $151,204. The
final rates approved herein will generate $116,976, which results
in a difference of 22.6 percent. Accordingly, we find it
appropriate to require the utility to refund 22.6 percent of the
water revenues collected under interim rates. The refund shall be
made with interest in accordance with Rule 25-30.360(4), Florida
Administrative Ceode. We find that no refund is required of
temporary wastewater revenues because the final revenue requirenment
is larger than the temporary wastewater revenues.

Rates

The permanent rates requested by the ut lity are designed to
produce annual revenues of $185,258 and $454,380 for water and
wastewater, respectively. The requested revenues represent
increases of $120,947 (188.7 percent) for water and $399,137 (722.5
percent) for wastewater based on the test year ending April 30,
1991,
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We have established the appropriate revenue requirements to be
€116, 976 and $268,612 for water and wastewater, respectively, on
an annual basis. The rates, which we find to be fair, just and
reasonable, are designed to achieve these revenue requirements,
using the base facility charge rate structure, as discussed in an
carlier part of this Order.

The approved rates will be effective for meter readings on or
after thirty days from the stamped approval date on the revised
tariff sheets. The revised tariff sheets will be approved upon our
staff's verification that the tariffs are consistent with this
commission's decision, and that the proposed customer notice 1is
adequate.

The utility's present rates, interim/temporary rates,
requested rates, and our finai approved rates are set forth below
for comparison.

WATER
Monthly Rates

Residential and Geperal Service

Utility Commiscion

vtilicy utility Proposed Approved
Present Interim Final Final

Meter Sige: Rates Rates __Rates Rates
S/8"%x3/4" S 5.36(A)S 12.60(A) $ 8.62 $ 6.76
3/4" H: 36 12.60 NfA 10.14
I 5: 36 12.60 2155 16.90
1 /2" 5.36 12.60 N/A 33.80
2" 5. 3B 12.60 68.96 54.08
s 5. 306 12.60 H/A 108.16
A" 5:36 12.60 N/A 169.00
6" 5.36 12.60 N/ A 338.00

GCallonage Charge
0.90

W

0.53(B)$ 1.25(B) 9 193
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WASTEWATER
MQDLDAx
Residential
Utility Commission
Utility Utility Proposed Approved
Present Interim Final Final
Meter Size: _Rates = _Rates ___Rates_ __ _Rates
All Sizes
Flat Rate S 6.41 S 29.20 S 19.54 s 9.89

Gallonage Charge
{per 1,000 gallons) S 12.79 S 8.41
(Max 10MG) (Max 6MG)

Minimum Billi: $ 6.41 $ 29.20 e 319.54 5 9.89
Maximum Bill: 6.41 29.20 147 .44 60.35

General Service
utility Commission

Utility utility Proposed Approved
Present Interim Final Final
Meter Size: Rates Rates __Rates __Rates
5/8"x3 /4" N/A N/A BFC % 19.54 S 9.89
3/4" H/A N/A 29.131 14.84
i N/A N/A 48.85 24.73
2 12" N/A N/A 97.70 49.45
2n N/A N/A 156.32 78, 12
an N/A N/A 293.10 158.24
4" N/A N/A 488.50 247 .25
6" N/A N/A 977.00 494.50

Gallonage Charge
(per 1,000 gallons,
No Maximum) N/A N/A S 12.

~

9

MG S 8.75MG

Rate Case Expense Apportionment

section 367.0816, Florida Statutes, reguires that rate case
expense be apportioned for recovery over a period of four years.
The statute further requires that the rates of the utility be
reduced immediately by the amount of rate case expense previously
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included in the rates. This statute applies to all rate cases
filed on or after October 1, 1989%. Accordingly, we find that the
water rates should be reduced by $12,579 and the wastewater rates
should be reduced by $12,578 after four years, The revenue
reductions reflect the amortized annual rate case amounts plus the
gross-up for regulatory assessment fees,

The utility shall file tariff sheets no later than one month

prior to the actual date of the required rate reduction. In
addition the utility shall a proposed customer letter setting torth
the lower rates and the reason for the reduction. If the utility

files this reduction in cenjunction with a price index or pass-
through rate adjustment, separate data shall be filed for the price
index and/or pass-through increase or decrease and the reduction in
the rates due to the amortized rate case expense.

Allowance for Funds Used Puring Construction (AFUDC)

In its application, the utility requested an AFUDC rate of
10.62 percent. On cross-examination, wutility witness Cuddie
acknowledged that Rule 25-30.116, Florida Administrative Code,
requires submission of historical information on an average basis
to support a proposed AFUDC rate. The utility provided that
information in the form of a late~filed exhibit.

pursuant to Rule 25-30.116(2) (c), Florida Administrative Code,
a utility that has not had its equity return set 1in a rate case
shall calculate its equity return by applying the most recent
equity leverage formula to calculate the return on common equlty.
In this proceeding, the utility stipulated that the appropriate
return on equity would be determined based on the leverage formula
in effect at the time of the agenda conference.

Utilizing the leverage formula in effect at the time of
Agenda, set forth in Order HNo. 24246, we find the appropriate
return on common equity 1s 12.83 percent. Based on this 12.83
percent return on equity, we find the appropriate AFUDC rate to be
10.43 percent and the discounted monthly rate to be .830191

percent.

BOOKS AND RECORDS

Utility witness Wenz testified that the utility is in full
conformity with the Uniform System of Accounts, Accounting



ORDER NO. 25821
DOCKET NO. 910020-WS
PAGE 132

Instruction 4, which reguires that each utility shall keep its
books on a monthly basis.

Wwhen utility witness Wenz was asked whether the accounts
receivable and accounts payable journals are posted monthly, he
testified that the accounts receivable balances are posted monthly.
He reported that the accounts payable entries are posted on the
books of the WSC, an affiliated service company. Mr. Wenz was
asked whether review of the utility's books and records would show
monthly expenses including allocations. In response, he testified
that allocations are not recorded on a monthly basis because the
entries are voluminous and cumbersome.

Based on information in the record, we find that the utility's
books and records are in substantial compliance with the
Commission's Rules and Regulations.

CONCLUSIONS OF LAW

15 The Commission has jurisdiction to determine
the water and wastewater rates and charges ot
Utilities, 1Inc. of Florida, pursuant to
Sections 167.081 and 367.101, Florida
Statutes.

2. As the applicant in this case, Utilities, Inc
of Florida has the burden of proof that its
proposed rates and charges are justified.

3. The rates and charges approved herein are
just, reasonable, compensatory, not unfairly
discriminatory and in accordance with the
requirements of Section 367.081(2), Florida
statutes, and other governing law.

4. Pursuant to Chapter 25-9.001(3), Florida
hAdministrative Code, no rules and regulations,
or schedules of rates and charges, or
modifications or revisions of the same, shall
be effective until filed with and approved by
the Commission.

Based on the foregoing, it is,
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ORDERED by the Florida Public Service Commission that the
application by Utilities, Inc. of Florida for increased rates and
charges for water and wastewater service is hereby approved to the
extent set forth in the bedy of this Order. 1t 1s further

ORDERED that each of the tindings contained in the body of
this Order is hereby approved in every respect. It is further

ORDERED that all matters contained herein, whether in the form
of discourse in the body of this Order or schedules attached hereto
are, by reference, expressly incorporated herein, It is turther

ORDERED that Utilities, Inc. of Florida shall aggressively
pursue reaching an agreement with Pasco County within six months
for the provision of water for emergency ftire prectectiol. It is
further

ORDERED that the increased rates approved herein shall be
effective for meter readings taken 30 days on or atter the stamped
approval date on the revised tariff sheets. It is further

ORDERED that, prior to the implementation ot the rates and
charges approved herein, Utilities, Inc. of Florida shall submit a
proposed customer notice explaining the increased rates and charges
and the recasons therefor. It is further

ORDERED that, prior to the implementation of the rates and
charges approved herein, Utilities, Inc. of Florida shall submit
and have approved revised tariff sheets. The revised tariff sheets
will be approved upon Staff's verification that they accurately
reflect this Commission's decision and upon Staff's approval of the
proposed customer notice. It is further

ORDERED that the miscellaneous service charges stipulated by
the parties and approved herein shall be effective for services
rendered on or after the stamped approval date on the revised
tariff sheets. It is further

ORDERED that the refund and refund reports shall be completed
in accordance with Rule 25-30.360, Florida Adminis rative Code. It
is further

ORDERED that the rates approved herein shall be reduced at the
end of the four-year rate case expense amortization perieod. The
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utility shall file revised tariff sheets no later that one month
prior to the actual date of the reduction and shall also file a
customer notice. It is further

ORDERED that this docket may be closed upon the utility's
filing of revised tariff sheets, staff's approval of them, and
Staff's verification of the required refund.

By ORDER of the Florida Public Service Commission, this 27
day of ___ FEBRUARY i 992

STEVE TRIBBLE, Director
Division of Records and Reporting

{ SEAL)
e by___lc_‘ga_%j_ﬁ'*-_‘:aa«_-a
Chiel, Bureau cof'Recoras

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission is required by Secticn
120.59(4), Florida  Statutes, to notify parties of any
administrative hearing or judicial review of Commission orders that
is available under Sections 120.57 or 120.68, Florida Statutes, as
well as the procedures and time limits that apply. This notice
should not be construed to mean all requests for an administrative
hearing or judicial review will be granted or result in the relief

sought.

Any party adversely affected by the commission's final action
in this matter may request: 1) reconsideration of the decision by
filing a motion for reconsideration with the Director, Division of
pecords and Reporting within fifteen (15) days «f the issuance of
this order in the form prescribed by Rule 25-22.060, Florida
Administrative Code; or 2) judicial review by the Florida Suprecme
court in the case of an electric, gas or telephone utility or the
First District Court of Appeal in the case of a water or wastewater
utility by filing a notice of appeal with the Director, Division of
Records and Reporting and filing a copy of the notice of appeal and
the filing fee with the appropriate court. This filing must be
completed within thirty (30) days after the issuance of this order,
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pursuant to Rule 9.110, Florida Rules of Appellate Procedure. The
notice of appeal must be in the form specified in Rule 9.900 (a),
Florida Rules of Appellate Procedure.
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UTILITIES, INC. OF FLORIDA (PPW)
SCHEDULE OF WATER RATE BASE
TE57 YEAR [NDING APRIL 30, 1991

TEST YEAR
PER urILryY
COMPONENT UTILITY ADJUSTHENTS
T i seict 8 neaas 03
LAND 5,500 0
NON-USED & USEFUL COMPONENTS 0 0
ACCUMULATED DEPRECIATION {120,701) 0
CLAC (374.718) 0
AMORTIZATION OF CIAC 12,831 0
ACQUISITION ADJUSTMENTS 52,000 0
ACCUM, AMORT. OF ACQ. ADJUST. 0 g
WORKING CAPITAL ALLOWANCE 36,985 Y

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

RATE BASE ] 326,071 % 0s

MEENUBITSARGRE NESEESANEAS

SCHEDULE NO.

1-A

DOCKET NO. 910020-wS

ADJUSTED
TEST YEAR COMMISSTON
PER UTILITY  ADJUSTMENTS

Tea, 224 % (680.140)%

5,500 (5,500)

0 0
(190,701) 183,914
{374,778} 374,778
72.83) (72,831)
52.000 {52,000}
0 0
36,995 (25, 484)

326,071 % (217,263)%

ATRAPHNANAERN SUESSLRAEAFERH

COMMISSION
ADJUSTED
TEST YEAR

(6.787)

G

48,802

CEE TR E Y T
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LITIES, INC. OF FLOCRIDA (PPW)
HEDULE OF WASTEWATER RATE BASE
1 YLAR ENDING APRIL 30, 199)

COMPONENY

UTILITY PLAKT IN SERVICE 3

LAND

NON-USED & USEFUL COMPONENTS
ACCUMULATED OEPRECIATION
C.LAC

AMORTIZATION OF C.1. AL
ACQUISITION ADJUSTHENTS
ACCUM, AMORT. OF ALG. ADOUST.

WORKING CAPLTAL ALLOWANCE

RATE BASE §

WS

TEST YEAR ADJUSTED
FER utierTy TEST YPAR
UTILITY ADJUSTMENTS  PEk UTILITY

655,235 % [ 655,235 §
10,097 ¢ 10,097
0 0 0
(1€4,774) 0 {164,775}
(385,044} 0 (355,044)
80,376 G B0,376
21,000 g 21,000
0 0 ]
121,919 ¢ 121,079
""" sergse s 64 dersee s

AN ELEEDENANSE SAAFPUEEZEND HERSEBIEEECE

SCHEDULE WO 1-8
DOCKET &0, 8106020-wS

COMMISSICH
COMMISSION ADJUSTED
ADJUSTMENTS TEST YEAR

(469,546} 185, C&9
(19.000) 7
0 0
155,900 {6,819)
355,044 0
(80,137¢) 0
(21.00¢) 0
o 0
(95.214) 25,865

{165,192)% 202.712

EssEFsaasNaE EEEaBE.TEEYE
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UTILITIES, INC. OF FLORIDA (PP¥) SCHEDURLE ND. 1-C
ADJUSTMENTS TO RATE BASE PAGE | OF 1
TEST YEAR ENDING APRIL 30, 1991 DOCKEY NO. 910020-w5

ADJUSTHENT ADJUSTMENT

EXPLANATION WATER WASTIMATER
1 PLANT
A. Remove costs related to purchase of utility (2.152) (2,085)
8. Adjustment to remove unsupported beginning balance {677,588) (467,451)
$ (6B0,140) §  (469,546)
LT A B0 B 2 k2 SaAENIRFRERS
2 LAND
A. Adjustment to resmove unsupparted beginning balance 1§ (5,500) § {10,000)
BAFEBEEPENER BEANNARNAERES
3 ACCUMULATED DEPRECIATION
A. Adjustment to reclassify prganization costs ab A4
B. Adjustment to remove unsupported beginning balance 183,868 155,856

) 183,614 § 155,900
4 ClAC
A. Adjustment to remove unsupported beginning balance § 374,778 % 155,044

P T T EERA RSN

5 ACCUMULATED AMORTIZATION OF CIAC
A. Adjustment to remove previcus owners balance 3 (12.831) 3% (80,376)

mASTEBEER AN REaRsBERIOEE

6 ACQUISITION ADJUSTMENTS
A, Adjustment to reflect added acquisition costs 2.152 2,085
#. Remove the premium price paid by the utility (54,152) (23.05%)

H (52.000) § {21,000}

AmEEEARENED SEsEsNEEDAN

7 WORKING CAPITAL ALLOWANCE

A. lo remove deferred charges for infiltration study (12.000)
8. 1o remove deferred charges for extraordinary prop. loss (40.000)
. lo remove deferred charge: for rate case expense (25,000) {25,000)
0. Adjustment due to reduced OBM expenses (484) (18,214)

H (25.484) § (95 714)

A EEe Eaa ARBIARE SRS
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UTILETIES, IWC OF FLCRIDA (PPW)

COST OF CAPITAL

TEST YEAR ENDING APRIL 230,

JESCALPTION

LONG TERM D(BT

SHORT TERM DEBT

PREFEARED $TOCK

COoMmON EQUITY

CUSTOHER DEROSITS

INVESTMENT TAX CREDITS

CEFERRED INCOME TAXES

ROVANCES FROM PARINT

TOTAL CAPITAL

1891

ADJUSTED
TEST YEAR
PER UTILLTY

1,351,183

H

1,628.%

sisseunEmEy

wEIGH!

0.0
16.55%
C.00%
0.00%
0.00%
0.00%

108 o

evesanw

0.00t

11,90

0.0¢%

UTILITY
VEIGHIED
{oseission

G0

0w

SCHEDURE NO. 24

QOCKET WO, 310020-WS
STATF
RECOND a02 BALANCE
TC Uty L

[2 L T STAfF
-7.!33’1.533‘,1 .1610
¢ 0
L 0
{1,140.810) 110,253
0 L
0 0
15 105
105,617 105,812

CEETT TS T T

HANGE OF FEASONASLENESS

ity

OVERRLL FATD JF RETURN

VEIGHT

0.00x

.82

0.00%

0.60

1N

revuwnw

1e.21%

ssvwany

sy

11.09%

WEIGHTID
cost
Coem
0.00
0.00%
5,621
0.00%

G0y

6€ Jovd
TOoH L3INO04a

“ON ¥3ado

12862

SM-0Z0016
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UTILITIES, INC. OF FLORIDA (PPW) SCHEQULE KO 2-8
ADJUSTMENTS 10 CAPITAL STRUCTURE DOCKET KO, 910020-wS

TEST YEAR ENDING APRIL 30, 1991

urILTY
ADJUSTEDR SPECIFIC PRO RATA KET
DESCRIPTION TEST YEAR ADJUSTMEKTS  PECONCILE ADJUSTHENT
Uiow T ost s wamos 0 s (39,0098 (339.023)
; SHORT TERM DEBT 0 0 0
; PREFERRED STOCK 0 0 0
? COMMON EQUITY 1,251.163 (67.121)  (1,073,789) {1,140.910)
: CUSTOMER DEPOSITS 0 e 0 o
:? INVESTMERT TAX CREDITS o o 0 0
:; DEFERRED INCOME TAXES 0 7,576 (6,871) 70§
:; ADVANCES FROM PARENT o 1,136,348 (1,030,536) 105,812
i? TOTAL CAPITAL 5 lazzsaa b lo;s'aos ] (Z-l;oate) H (13?31163

SEAEsARtIAREAN EEETTESEAAAS BEEA R saEmsmnsaES

=



UTILITIES, INC. OF FLORIDA (PPV)
STATEMINT OF WATER OPLRATIONS
TEST YEAR ENDING APRIL 33, 18§)

TESY YiRR
DESCRIPTION PER GTILITY
1 DPERATING REVENUES H 70,504 §
g rrc e
3 OPERATING EXPENSES
¢
) OPERATION AND MAIKTENANCE H 91,887 §
6
i DEPRECIATION 16,953
8
9 AMORTIIATION 0
10
Y TALES OTHER THAN INCOME 11,726
12
13 INCOME TAXES (18.E%2)
;‘ ...........
14
16 TOTAL CPLRATING [XPENSES § 101,734 8
1.] ...........
18
19 GPIRATING INTOME H [3:.230)8
20 EmeTesRAETE
70 GATE BASE § 326,071
23 sEsmRETEEY R
H
25 RATE OF RETURN -5 GE1

26 evsmrrwuan

UTiLLTe
ADJUSTMENTS

114,75 §

4.06) 3

2,155

5.800

36,867

B5,EE9 §

SCHLDRLE WO
DOCLES WO, 9%

uTiLlay
AOJUSTED COMMISSION
TEST YEAR ADJUSTMENTS

35,980 § {3.873)%
9,108 (14.681)
0 ¢
17,5i6 (5,800)
18,028 (35.80¢)

160,619 § (£0.148)8

34,639 § (60,7878

EmTaRNE I URBANN EEEAEIEBESTE

0-ws

COMMISS1ON
RDASTED
TEST YEAR

11,726

(17.779)

50,251 §

(26,1483

48,808

Travamamsaw

=91 57X

suusERACERY

RIVENUE
INCREASE OR
[DICREASE}

52,661 §

Bl.89%

0s

2,370

18,948

21,318 §

31,245 §

TrsunsEesEEE

-

REVENUE
REQUIREMINT

116,976

14,056

1,189

11179

5.187

srsvmEReREE

45,808

resmswenenw

10.65%

ErsEweRsVES

d0vd

v
"ON L3aHAD0U

SM-020016

TON ¥3guo

1286¢



UTILITLES, INC. OF FLORIDR (PPW)
STATEMENT OF WASTEWATER GPERATIONS
TEST YEAR ENDING APRIL 33, 1531

TEST YEAR utiLity
DESCRIPTION PER UTILITY ADJUSTMENTS
| OPERATING REVENUES 3 18,243 3 399,137 %
2 seesscenass cstssssnnsns
3 OPESATING EXPENSES
4
5 OPERATION AND MAINTENANCE 8 58,25 § 281,378 %
6
7 DEPRECIATION 15,692 (3.001)
B
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10
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12
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ll ......................
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| 2 o e S
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UTILITIES, INC. OF FLUHAIDA (PPW)
ADJUSTMENTS TO OPERATING STATEMENT
TEST YEAR ERGIRG APRIL 30, 1991

EXPLANATIOX

OPERATING REVENULS
A To remove utility s reguested rete increase

—

~

CPERATION AND MATRTENANCE EXPENSE
Adjustment 1o reduce purchased power
Adjuttmant to reduce chemical expense

RKemove purchased water wxpense

Reguce rate case espense
Increase cost due to monthly billing c,cle

O MmO O0e >

3 DEPRECIATION EXPENSE
& Adjust. to reclassify crganization cost
B Adjustment 1o remove previous owners balance

4 TAXES OTHEOR THAN INCOML

A Reg ingrease

assess. fees on revenu

5 IHCOME TAXES
A Adjustment to reduCe Incomg laxés

£ REVENUE REQUIREMENT
A, In reflect the increase in
the revenues required

] TAXES OTHER THAN INCOME
A RAF on revenue incresse refoma.

8 INCOMI TARES
A income taves relatling
to revenue requiretent.

Adjustment to reduce purchased sewage treatment
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E W

(1,489)
{3oe)

Keduce material ang suppltes for sewer rodding expenses

(3.873)

GEENavaddEw
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hedule 4-A

L
0

WATER
Schedule of Commission Approved
Rates and Rate Decrease in Four Years
Monthly Rates
Residential and General Service
Commission
Approved Rate
Base Facility Charge Rates Decrease
Meter Size:
5/8"%3/4" S  6.76 $ 0.73
ijan 10.14 1.09
IiL 16.90 1.82
1 %S 33.890 3.63
2" 54.08 5.8
L 108.1606 11.63
an 169.00 18.17
&Y 3138.00 36.34
Gallenage Charge
per 1,000 gallons 5 0.90 5 0.10
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.

Schedule 4-B

WASTEWATER

Schedule of Commission Approved

A LA

Rates and Rate Decrease in Four Years

Monthly Rates
Residential

Commission

Approved Rate
Rates Recrease
Base Facility Charge
Meter Size:
All Meter Sizes S 9.89 S 0.46
Gallonage Charge
per 1,000 gallons
(Maximum 6,000 gallons) S 8.41 S ¢.39
General Service
Base Facility Charge
Meter Size:
5/8"x3/4" $ 9..89 s Qua b
3/4" 14 .84 0.69
v 24,73 1.16
I 12a™ 49.45 23
2" 79.12 B.. 10
an 158 .24 T.41
4" 247.25 1157
G 494.50 23.14
callonage Charge per 1,000 G.
(No Maximum) $ 8575 $ 0.41



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Application for transfer DOCKET NO. 020484-WS

of facilities and Certificates ORDER NO. PSC-03-0638-PAA-WS
Nos. 616-W and 530-S from ISSUED: May 27, 2003
Labrador Services, Inc. to
Labrador Utilities, Inc. in
Pasco County.

The following Commissioners participated in the disposition of
this matter:

LILA A. JABER, Chairman
J. TERRY DEASON
BRAULIO IL.. BAEZ

RUDOLPH “RUDY” BRADLEY

CHARLES M. DAVIDSON

ORDER APPROVING TRANSFER OF FACILITIES AND CERTIFICATES
NOS. 616-W AND 530-5, AND CONTINUING THE UTILITY’S
EXISTING RATES AND CHARGES
AND
NOTICE QOF PROPOSED AGENCY ACTION ORDER ESTABLISHING
RATE BASE FOR THE PURPOSE OF TRANSFER AND DECLINING
TC INCLUDE A NEGATIVE ACQUISITION ADJUSTMENT

BY THE COMMISSION:

NOTICE 1is hereby given by the Florida Public Service
Commission that the action discussed herein establishing rate base
for the purpose of transfer and declining to include a negative
acqguisition adjustment is preliminary in nature and will become
final unless a person whose interests are substantially affected
files a petition for a formal proceeding, pursuant to Rule 25-
22.029, Florida Administrative Code.

BACKGRQUND
Labrador Services, Inc. (Labrador, utility) is a Class C water

and wastewater utility located approximately one mile east of the
City of Zephyrhills in Pasco County. Water consumption is
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regulated by the Southwest Florida -Water Management District
(SWFWMD) , but the utility’s service territory is not in a water use
caution area. The area is built out with service provided to 894
lots in Forest Lake Estates Mobile Home Park (MH Park) and 274 lots
in Forest Lakes R.V. Resort (RV Resort). Based on its 2001 annual
report on file with this Commission, the ubility*e total reveriues
are $182,825 with a total net operating loss of $191,316.

We granted original Certificates Nos. 616-W and 530-5 to
Labrador by Order No. PSC-01-1483-PAA-WS, issued July 16, 2001, in
Docket No. 000545-WS. Prior to that time, Labrador was an exempt
entity.

We have jurisdiction over this matter pursuant to Section
367.071, Florida Statutes.

TRANSFER OF FACILITIES AND CERTIFICATES

On April 2, 2002, Labrador entered into a Purchase and Sale
Agreement (sales contract) with geilities, Ing: (U1):. The sales
contract closed on May 31, 2002, which is the date of transfer of
facilities. The transfer was made contingent upon our approval in
compliance with Section 367.071(1), Florida Statutes. Prior to the
closing, UI assigned the utility assets to Labrador Utilities, Inc.
(LUI), a wholly-owned Florida subsidiary of UI. On June 4, 2002,
an application was filed for authority to transfer Labrador’s
facilities and certificates to LUI which resulted in this docket.

The application as filed and amended 1is in compliance with the
governing statute, Section 367.071, Florida Statutes, and other
pertinent statutes and administrative rules pertaining to an
application for the sale, assignment, Or transfer of a certificate
of authorization. The application contained the correct filing fee
pursuant to Rule 25-30.020, Florida Administrative Code. The
applicant also returned Certificates Nos. 616-W and 530-S8 for
modification as required by Rule 25-30.037(2) (t), Florida
Administrative Code. The territory being transferred is described
in Attachment A.

Noticing - Pursuant to'Rule 25-30.030, Florida Administrative
Code, the application contained the requisite proof of noticing.
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No objections to the application were received by this Commission
and the time for filing such has expired.

Sales Contract and Financing - As regquired by Rule 25-
30.037(2)(g), (h), (i), and (k), Florida Administrative Code, the
application contained a copy of the sales contract and a
description of financing. As noted, the asset purchase agreement
was between Labrador, as the seller, and UI, as the buyer, with UI
assigning its interest to LUI, a wholly-owned Florida utility
subsidiary of UI. UI financed the purchase with its equity. As
such, there are no unrelated entities upon which LUI is relying for
financing. Since the utility is built out, there are no guaranteed
revenue contracts, developer agreements, customer advances, debt of
the utility, or leases that must be disposed of in association with
the transfer of the utility facilities. 1In addition, there are no
customer deposits.

The purchase price at the closing on May 31, 2002, was a
minimum amount of $425,000. The final purchase price is dependent
upon the dollar amount of rate base established subsequently in
this Order. For rate base in excess of $425,000, the sales
contract provides for a dollar for dollar increase in the purchase
price up to $750,000. For rate base in excess of $750,000, the
sales contract provides for a fifty cents per dollar increase in
the purchase price, up to a total maximum purchase price of
$800,000.

Proof of Ownership - Rule 25-30.037(2) (q), Florida
Administrative Code, requires proof that the utility owns or has
provided for the continued use of the land upon which the utility
facilities are located. The water and wastewater plants and spray
irrigation fields are located on real property owned by Forest Lake
Estates Co-op, Inc. (Co-op). The land was leased to Labrador for
99 years commencing on June 10, 19992, for $3,500 per month with
provisions for indexing based on the Consumer Price Index.
According to the rule, a 99-year lease 1s acceptable proof of

continued use of the land. As such, we previously approved the
lease by Order No. PSC-01-1483-PAA-WS, which granted the utility’s
original certificates. For purposes of this transfer, the lease

was assigned by Labrador to LUI. The application contained a copy
of the executed Assignment of Lease. Subsequent to the filing, a
copy of the recorded Assignment of Lease was also filed.
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Annual Reports and Regulatory Assessment Fees (RAFs) - Our
staff confirmed that the utility is current on annual reports and
RAFs though 2001 and that there are no outstanding penalties,
interest, or refunds due. our staff also confirmed that the
utility has paid its 2002 RAFs. The buyer has agreed to be
responsible for filing the utility’s 2002 annual report, in the
time frame and manner prescribed by our rules.

Environmental Compliance - Pursuant to Rule 25-30.037(2) (p},
Florida Administrative Code, the application contained a statement
that, after reasonable investigation, LUI had determined the
systems being acquired appeared to be in satisfactory condition and
in compliance with all applicable standards set by DEP. Qur staff
contacted the DEP to verify there are no outstanding viclations.

Technical and Financial Ability - Pursuant to Rule 25-
20037 62) (7). Florida Administrative Code, the application
contained a statement indicating how the transfer is in the public
interest, including a summary of the buyer’s experience and showing
of financial ability. The application indicates UI was formed in
1965 with the objective of acquiring small water and wastewater
companies to operate and improve. By centralizing the management,
accounting, billing, and data processing functions, the application
indicates UI can achieve economies of scale that would be
unattainable on a stand-alone basis.

The application states that Ul currently serves approximately
38,000 residential and non-residential water and wastewater
customers in Florida. Furthexr, UI has approximately 35 years of
experience in the water and wastewater utility industry and
provides safe and reliable services to approximately 230,000
cugstomers in 16 states. UI has operated water and wastewater
utilities in Florida under Commission regulation since 1976.

With respect to UI's technical and financial ability, the
application indicates UI has both the regulatory experience and
financial wherewithal to ensure consistent compliance with
environmental regulations. According to the application, Ul’'s
experience, through its LUl subsidiary, in operating water and
wastewater utilities will benefit its customers on both a day-to-
day basis as well as during emergencies. Finally, the applicant
included a statement that the buyer will fulfill the commitments,
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obligations, and representations of the seller with regard to
utility matters.

Conclusion - Based on all the above, we find that the transfer
of facilities and Certificates Nos. 616-W and 530-S from Labrador
Services, Inc. to Labrador Utilities, Inc. 1is in the public
interest, and is hereby approved. The territory to be transferred
is described in Attachment A, attached hereto and incorporated by
reference. The buyer shall be responsible for filing the utility’s
2002 annual report in the time frame and manner prescribed by our
rules.

RATE BASE

This Commission has never established rate base for Labrador’s
systems. Subsequent to the filing of this transfer, our staff
requested an audit to establish rate base for transfer purposes as
of May 31, 2002. The resulting audit report was filed November 1,
2002,

Utility Plant in Service (UPIS) - Labrador’s facilities were
initially constructed in 1987 by The Halprin Companies along with
an adult manufactured housing community under the name of Frontier
Acres. The Halprin Companies sold the manufactured housing but
rented the lots. Since the cost of water and wastewater services
were included non-specifically in lot rent, the development was
exempt from our regulation pursuant to Section 367.022(5), Florida
Statutes.

Sometime in 1989, ownership of the land and development rights
was acquired by Henri Viau, who owned and operated the MH Park
under the name of Forest Lake Estates, Inc. (FLE). Sometime prior
to December of 1997, Mr. Viau began charging specifically for water
and wastewater services, at which time the utility became subject
to our regulation pursuant to Section 367.031, Florida Statutes.
Unaware of the need to file for certificates of authorization, Mr.
Viau operated the water and wastewater facilities in apparent
violation of the statutes from at least 1997 until 2000.

In June of 1989, Mr. Viau sold the community facilities,
exclusive of the utility systems, to the Co-op. The Co-op consists
of the homeowners in approximately 240 of the nearly 900 lots in
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the MH Park. Since the Co-op chose not to purchase the utility
facilities, Mr. Viau formed Labrador and filed for certificates of

authorization in May of 2000. Original water and wastewater
certificates were granted to Labrador pursuant to Order No. PSC-01-
1483 -PAA-WS. In that order, we declined to initiate show cause

proceedings for the apparent violation of Section 367.031, Florida
Statutes, and continued the utility’s existing flat rates until
rate base could be established in a subsequent rate proceeding.

The bocks and records of the prior developers and many of the
original cost records for The Halprin Companies, FLE, and Labrador
were not available. The consulting firm hired by LUI to determine
the cost basis of the undocumented plant relied upon the original
cost records and tax returns that Labrador was able to produce to
establish the original «cost of the utility facilities.
Depreciation schedules from prior tax returns were compared with
available invoices to verify approximately 62% of the utility’s
estimated plant cost.

The following chart shows the amount of documented and
undocumented plant.

Basis Water Wastewater Total
Documented 5198, 164 s 750,874 S 949,038
Undocumented 166,393 410;573 576,966
Utility Total $364,557 1,161,447 - $1,526,004

The undocumented asset costs were based on the amounts
reflected in the depreciation schedules on the prior developer’s
tax returns and a list of the utility’s known assets. These costs
were then compared with the documented cost of utility facilities
constructed during other phases of the development as well as with
the costs of other similar developments.

The following 1lists show the assets identified on the
depreciation schedules of the prior owner’s tax returns, but
unsupported by original invoices, and the basis used to determine
whether the original cost was reasonable.
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WATER PLANT-
Year Degcription Basis Amount
1987 Lines--Phase 1 109 lots @ $200 $ 21,800
1989 Well Consultant Experience 10,000
13589 I.ines--Phase 2 111 lots @ $260 28,860
19889 High Service Pump Consultant Experience 5,000
1989 Lines-Phase 3 125 lots @ $260 32,500
1994 Lines-Phases 6 & 7 201 lots @ $300 60,300
2000 Franchise Costs Annual Report and
Commission records 72933
Water System Undocumented UPIS $166,393
WASTEWATER PLANT
Year Description Basis Amount
1987 Lines--Phase 1 109 lots @ $350 S 38,150
1987 Master Pump Station Consultant Experience 20,000
1987 Original WWTP Consultant Experience 20,000
1989 Lines--Phase 2 111 lots @ $350 38,850
1989 Linesg--Phase 3 125 lots @ $350 43,750
1989 Lift Station/Mains Consultant Experience 12,000
1994 Lines-Phases 6 & 7 201 lots @ $480 96,480
1995 Expand Spray field Consultant Experience 108,410
1598 Automatic Filter Consultant Experience 25,000
2000 Franchise Costs Annual Report and
Commission records 7,933
Wastewater System Undocumented UPIS $410,573
Combined Undocumented UPIS $576,966

We have reviewed the consulting firm’s method of determining
the original cost of the plant items. While the consulting firm
did not perform all of the steps completed in a typical original
cost study, we find that the methodology used and the resulting
proposed original cost for the water and wastewater systems appear
reasonable and are therefore approved. Therefore, UPIS for the
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water system is $364,557 and UPIS for the wastewater system is
31,161,447.

Land - As noted earlier, the water and wastewater plants are
located on real property now owned by the Co-op. A recorded
Assignment of Lease was provided with the application for 99 years
commencing on June 10, 1999. Since the utility does not own the
land under the utility facilities, no land is included in rate
base.

Accumulated Depreciation - The utility’s 2001 annual report
states accumulated depreciation as $91,599 for the water system and
$266,722 for the wastewater system. These amounts were based on
the use of forty year service lives (2.5%) for all assets except
Office Furniture and Equipment, and Tools, Shop and Garage
Equipment, which were depreciated over fifteen years (6.67%) and
Franchise Fees which were depreciated over twenty years (5.0%).
The staff auditors confirmed the utility’'s depreciation
calculations up through December 31, 2001, and then extended the
amounts up to May 31, 2002. The resulting balances for accumulated
depreciation were $95,563 for the water system and $279, 054 for the
wastewater system as of May 31, 2002.

We note that the majority of the prior owner’s depreciation
rates are lower than the recommended rates in Rule 25-30.140,
Florida Administrative Code. While no adjustment to accumulated
depreciation is approved in establishing rate base as of the
transfer on May 31, 2002, we find that LUI shall use the average
service lives guideline prescribed by Rule 25-30.140, Florida
Administrative Code, for all depreciation recorded after May 31,
2002,

Contributions in Aid of Construction (CIAC) and Amortization
of CIAC - There is no CIAC or amortization of CIAC recorded on the
utility’s books. It appears that the prior developers did not
collect service availability charges nor reqguire donated property.
In addition, while the developers built and sold the manufactured
housing, the lots were leased. A review of available tax returns
from 1994 through 1999 appears to confirm that developers did not
charge the lines to the cost of goods sold for tax purposes.
Further, since the wutility was built-out at the time of
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certification, we did not authorize the utility to collect service
availability charges on a going-forward basis.

Pursuant to Rule 25-30.570, Florida Administrative Code:

If the amount of CIAC has not been recorded on
the utility’s books and the utility does not
submit competent substantial evidence as to the
amount of CIAC, the amount of CIAC shall be
imputed to be the amount of the plant costs
charged to the cost of land sales for tax
purposes if available, or the proportion of the
cost of the facilities and plant attributable to
the water transmission and distribution system
and the sewage collection system.

We interpret Rule 25-30.570, Florida Administrative Code, to
be a guideline for imputing CIAC when CIAC is believed to exist but
has not been recorded, or creditably recorded. However, that does
not appear to be the case in this instance. Therefore, we find
that CIAC and amortization of CIAC shall not be imputed in
determining the utility’s water or wastewater rate base at the time
of transfer.

Conclugion - Based upon all the above, we find that rate base
for transfer purposes shall be established as of May 31, 2002, at
$268,994 for water and $882,393 for wastewater for a combined rate

base of $1,151,387. The utility shall use the average service
lives guideline prescribed by Rule 25-30.140, Florida
Administrative Code, for all depreciation recorded after May 31,
2002. Schedule 1 shows the calculation of water rate base and

Schedule 2 shows the calculation of wastewater rate base, attached
hereto and incorporated by reference. We note that rate base for
transfer purposes does not include the normal rate making
calculations of used and useful adjustments or working capital.

DECLINING TO INCLUDE A NEGATIVE ACQUISITION ADJUSTMENT

An acquisition adjustment results when the purchase price
differs from the original cost calculation adjusted to the time of
the acquisition. As noted previously, the final purchase price
will be based on the amount of rate base established by this
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Commission up to a maximum total purchase price of $800,000. The
acquisition adjustment resulting from the transfer of Labrador to
LUI is calculated as follows:

Purchase Price S 800,000
Combined Rate Base as of May 31, 2002 5 1,151,389
Difference $( 351,387)

The application indicates that there is no proposal at this
time for inclusion of an acquisition adjustment resulting from the
transfer. Further, in the absence of extraordinary circumstances,
it was the practice of this Commission at the time the transfer
occurred on May 31, 2002, that the purchase of a utility at a
premium or discount shall not affect the rate base calculation. We
note that there do not appear to be any extraordinary circumstances
such that a negative acquisition adjustment shall be made.

Since we are not aware of any extraordinary circumstances
which would justify a negative adjustment under our practice at the
time of the transfer, and because Rule 25-30.0371, Florida
Administrative Code, was not in effect at the time of the transfer,
we find that a negative acguisition adjustment shall not be
included in the calculation of rate base for transfer purposes.

CONTINUING EXISTING RATES AND CHARGES

Rule 25-9.044 (1), Florida Administrative Code, provides that:

In case[s] of change of ownership or control of
a utility which places the operation under a
different or new utility, or when its name 1s
changed, the company which will thereafter
operate the utility business must adopt and use
the rates, classification and regulations of the
former operating company (unless authorized to
change by the commission) .

The utility was in existence and charging flat rates at the
time it filed for original certificates. Based upon the utility’s
representation that it was in the process of filing for a staff



ORDER NO. PSC-03-0638-PAA-WS
DOCKET NO. 020484-WS
PAGE 11

assisted rate case, we approved the continuation of the existing
flat rates at the time of certification along with the addition of
our standard miscellaneous service charges. In addition, since the
utility was built out at the time of certification, no service
availability charges were established nor does the utility require
customer deposits.

RESIDENTIAL SERVICE

Water Wastewater
Monthly Flat Rate Flat Rate
MH Park, per lot $4.50 $10.50
RV Resort, per lot $3.00 $ 7.00

MISCELLANEOUS SERVICE CHARGES

Water Wastewater
Initial Connection Fee $15 $15
Normal Reconnection Fee $15 815
Violation Reconnection Fee S15 Actual Cost
Premiges Visit Fee $10 $10

Pursuant to Rule 25-30.155, Florida Administrative Code, each
utility shall measure water sold on the basis of metered volume
sales unless we approved flat rate service arrangements for that
utility. As indicated, we approved flat rate service for the
utility in Order No. PSC-01-1483-PAA-WS, based upon representations
that the utility was intending to file for a staff assisted rate
case, which has not yet occurrec.

While we are concerned about the continuation of a flat rate
structure because it does not send the appropriate pricing signal
to the customers, the utility is not in a water use caution area.
Individual meters have been installed for all the mobile home lots
and the RV Park is master-metered. In addition, the utility 1is
showing net operating losses in excess of total revenues on its
annual reports. Therefore, the utility has both the means and the
need for metered volume salps.

Our staff asked the buyer’s intentions with respect to the
continuation of the utility’s flat rate structure. According to
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the buyer, all meters are currently being read to obtain historical
consumption information. It is expected that a request for rate
restructuring will be filed in 2003.

Therefore, we find that existing rates and charges for
Labrador Services shall be continued pursuant to Rule 25-9.144 (1),
Florida Administrative Code, until authorized to change by this
Commission in a subseguent proceeding. The tariff sheets
reflecting the current rates shall be effective for services
rendered or connections made on or after the stamped approval date.

Bagsed on the foregoing, it is

ORDERED by the Florida Public Service Commission that the
transfer of facilities and Certificates Nos. 616-W and 530-8 from
Labrador Services, Inc. to Labrador Utilities, Inc., is hereby
approved, with an effective date of May 31, 2002. It is further

ORDERED that the attachments and all schedules, attached
hereto, are incorporated herein by reference. It is further

ORDERED that the buyer is responsible for filing the utility’s
2002 annual report in the time-frame and wanner prescribed by
Commission rules. It is further

ORDERED that the rate base is $268,994 for water and $882,393
for wastewater as of May 31, 2002. It is further

ORDERED that the utility shall use the average service lives
guideline prescribed by Rule 25-30.140, Florida Administrative
Code, for all depreciation recorded after May &1, 2002 . It is
further

ORDERED that a negative acquisition adjustment shall not be
included in the calculation of rate base for transfer purposes. It
is further

ORDERED that the existing rates and charges for the utility
shall be continued until aughorized to change by this Commission in
a subsequent proceeding. It is further
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ORDERED that the tariff sheets reflecting the existing rates
and charges ghall be effective for services rendered or connections
made on or after the stamped approval date. It is further

ORDERED that the provisions of this Order, issued as proposed
agency action, shall become final and effective upon the issuance
of a Consummating Order unless an appropriate petition, in the form
provided by Rule 28-106.201, Florida Administrative Code, 1is
received by the Director, Division of the Commission Clerk and
Administrative Services, 2540 Shumard Oak Boulevard, Tallahassee,
Florida 32399-0850, by the close of business on the date set forth
in the “Notice of Further Proceedings” attached hereto. It is
further

ORDERED that in the event this Order becomes final, this
docket shall be closed.

By ORDER of the Florida Public Service Commission this 27th
Day of May, 2003.

BLANCA S. BAYD, Director
Division of the Commission Clerk
and Administrative Services

By: /%hébtdda,:£Zwbunuﬁ-—

Marcia Sharma, Assistant Director
Division of the Commission Clerk
and Administrative Services

( SEAL)
JSB
DISSENT:
Commissioner J. Terry Deason dissents from the decision in

this Order not to recognize a negative acquisition adjustment in
the calculation of rate base.
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NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commigsion is required by Section
120.569(1}, Florida Statutes, to notify parties of any
administrative hearing or judicial review of Commission orders that
is available under Secticns 120.57 or 12068, Florida Statutes, as
well as the procedures and time limits that apply. This notice
should not be construed to mean all requests for an administrative
hearing or judicial review will be granted or result in the relief
sought.

As identified in the body of this order, our action
establishing rate base for the purpose of transfer and declining to
include a negative acquisition adjustment is preliminary in nature.
Any person whose substantial interests are affected by the action
proposed by this order may file a petition for a formal proceeding,
in the form provided by Rule 28-106.201, Florida Administrative
Code. This petition must be received by the Director, Division of
the Commission Clerk and Administrative Services, at 2540 Shumard
Oak Boulevard, Tallahassee, Florida 32399-0850, by the close of
business on June 17, 2003. If such a petition is filed, mediation
may be available on a case-by-case basis. If mediation is
conducted, it does not affect a substantially interested person’s
right to a hearing. In the absence of such a petition, this order
shall become effective and final wupon the 1issuance of a
Consummating Order.

Any objection or protest filed in this docket before the
issuance date of this order is considered abandoned unless it
satisfies the foregoing conditions and is renewed within the
specified protest period.

Any party adversely affected by the Commission’s final action
in this matter may request: (1) reconsideration of the decision by
filing a motion for reconsideration with the Director, Division of
the Commission Clerk and Administrative Services within fifteen
(15) days of the issuance of this order in the form prescribed by
Rule 25-22.060, Florida Administrative Code; oxr (2) judicial review
by the Florida Supreme Court in the case of an electric, gas or
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telephone utility or the First District Court of Appeal in the case
of a water or wastewater utility by filing a notice of appeal with
the Director, Division of the Commission Clerk and Administrative
Services and filing a copy of the notice of appeal and the filing
fee with the appropriate court. This filing must be completed
within thirty (30) days after the issuance of this order, pursuant
to Rule 9.110, Florida Rules of Appellate Procedure. The notice of
appeal must be in the form specified in Rule 5.900(a), Florida
Rules of Appellate Procedure.
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LABRADOR SERVICES,

DESCRIPTION
UTILITY PLANT-IN-SERVICE
LAND & LAND RIGHTS

CONTRIBUTIONS-IN-AID-OF-
CONSTRUCTION (CIAC)

ACCUMULATED DEPRECIATION

AMORTIZATION OF CIAC

WATER RATE BASE

WATER RATE BASE

INC.

SCHEDULE

AS OF MAY 31, 2002

PER PER COMM. COMMISSION

UTILITY ADJUSTMENT APPROVED

$ 364,557 $ -0~ ] 364,557
-0- -0- -0-

it -0-) { -0-) ( -0-)

{ 95,563) ( 95,563)
-0- -0- -0-

5 268,994 $ $ 268,994
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LABRADOR SERVICES, INC.
WASTEWATER RATE BASE

DESCRIPTION
UTILITY PLANT-IN-SERVICE
LAND & LAND RIGHTS

CONTRIBUTIONS-IN-AID-OF-
CONSTRUCTION (CIAC)

ACCUMULATED DEPRECIATION
AMORTIZATION OF CIAC

WASTEWATER RATE BASE

AS OF MAY 31,

PER
UTILITY

$ 1,161,447

( 279,054)
=G

b 882,393

SCHEDULE 2

2002
PER COMM. COMMISSION'’S
ADJUSTMENT ADJUSTMENT
$ -0- $ 1,161,447
_O__ _0_
( -0-) ( -0-)
( 275,054)
&= e
g $ 882,393
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ATTACHMENT A

WATER AND WASTEWATER SERVICE TERRITORY
FOR
LABRADOR SERVICES, INC.
IN
PASCO COUNTY, FLORIDA

FOREST LAKE ESTATES MOBILE HOME PARK
and
FOREST LAKES R.V. RESORT

PARCEL A:

Township 26 South, Range 22 East
Sections 5 and 8

A tract of land lying in Sections 5 & 8, Township 26 South, Range 22
East, Pasco County, Florida. BEING MORE PARTICULARLY DESCRIBED AS
FOLLOWS :

Begin at the Southwest corner of said Section 5, also being the Northwest
corner of said Section 8, thence North 00035'43" East along the West
boundary of said Section 5, a distance of 1,747.18 feet to the South
right-of-way line of Frontier Drive; thence South 89055'21" East along
said right-of-way line a distance of 50.00 feet to the East right -of-way
line of Frontier Boulevard; thence North 00035'43" East along said East
right-of-way line of Frontier Boulevard a distance of 690.21 feet; thence
continue along said East right-of-way 1line North 00036'06" East a
distance of 357.18 feet to the Southerly right-cf-way line of State Road
54; thence Northeasterly along said right-of-way line and a curve to the
left having a radius of 5,779.58 feet, a chord bearing and distance of
North 71©56'S8" East 684.96 feet; thence along the arc of said curve a
distance of 685.36 feet; thence continue along said right-of-way North
68033'08" East a distance of 381.15 feet; thence continuing along said
right-of-way line North 68035'45" East a distance of 1,067.00 feet;
thence South 00001'19" West a distance of 1,096.12 feet; thence South
00°00'38" East a distance of 3,473.69 feet; thence North 89055'55" West
a distance of 2,097.29 feet to the West boundary line of said Section 8;
thence North 01004'30"” East along said West boundary a distance of
1,030.84 feet to the POINT OF BEGINNING. Containing 60.05 acres.
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PARCEL B:

Township 25 South, Range 22 East
Section 32

The Southeast 1/4 of the Southwest 1/4 of said Section 32, Township 25
South, Range 22 East in Pasco County, Florida.

ALSO

The South 1/2 of the Northeast 1/4 of the Southwest 1/4 of said Section
32

LESS
That part thereof within any railroad right-of-way.

Containing 157.00 acres.





