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FINAL ORDER SETTING RATES AND CHARGES, 
ESTABLISHING SERVICE AVAILABILITY POLICY 

AND CHARGES, MISCELLANEOUS SERVICE CHARGES, 
AND METER INSTALLATION CHARGES, AND RELEASING 

ESCROW ACCOUNT CONTAINING INTERIM SERVICE 
AVAILAB ILITY CHARGES 

BY THE COMMISSION : 

BACKGROUND 

On January 13, 1987 , the Sumter Coun ty Board of 
Commissioners adopled a resolulion pursuant to Sect1on 367 . 171. 
Florida St atutes, transferring jurisdiction over the 
privately-owned water and wastewater utilities to this 
Commission. By Order No . 19854 , issued on August: 22 , l98o, we 
granted Continental Country Club, Inc., (Contine ntal o r the 
utility) water and wastewater certificates under the 
grandfathering provisions of Section 367.171, Flori da Slalules. 

Continental serves approximately 780 mobile home lots, a 
104-unit master-metered condominium complex called Sandalwood 
Condominium, a clubhouse , sales and maintenance o ffi ces , and a 
pool. The cost of watel and wastewater service is presenlly 
included in the mon thly main enance fee f o r he mobi le home 
lots. These maintenance fees were previous ly establ i shed by 
court order for most lot owners. The maintenance fee is an 
aggregate charge f or various community services including 
garbage collection, lawn care, pool maintenance , street 
lighting, and recreational and boat storage facilities. The 
customers in the condominium complex are charged a per unit 
amount for water and wastewater services. The general service 
c.ustomers are not billed for water and wastewater service . 

In its grandfat her application, Continental asked this 
Commission to set separate utility rates for the mobile horn~ 
l ot owners, but new utility rates were no t requested for 
general service customers or for the Sandalwood Condominium. 
I n Order No . 19854, we agreed that Levision of u ili y ra es 
was probably needed. We o b se rved , however, that previously 
existing rates were generally retained in a grandfather 
proceeding and, accordingly , denied he requested rev:sion of 
utility rates . rnstead, ·"e ordered Continental o file a rate 
case . 
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The utility filed its completed m1n1mum filing 
r equirements (f4FRs) on November 23 , 1988, and tha date was 
established as the official date of filing . The utility's 
filing is based o n the projected test year ending t<1arch Jl, 
1990, using actual data for the base period ended June 30 , 
1988, and expected expansion costs for the water s ystem. 

By Order No. 20639, issued o n January 20 , 1989, we 
suspended the utility ' s proposed rates. We did not authorize 
an interim rate increase. However, we did approve inLer1m 
service availability charges, subject to refund. 

Upon our own motion, a hearing was held o n this rna ter o n 
May 31 and June 1, 1989, i n Leesburg, Florida. At .. he outset 
of the hearing, oral argument was heard on the Office 1f Public 
Counsel's Motion to Limit Issues o f Fact or in lhe Al (; tnalive 
Motion for Summary Judgment and Regues l for Heari~ (Or·C~ 
Motion). The panel t ook OPC ' s Motion under advisement. 

I 

Co ntinental, the Office of Public Counse l (OPC), he I 
Continental Community Resi dent Homeowne rs Association , Inc. 
( CCRHA or the Homeowners ), the Continental Commun1ly Resident 
Homeowners Organization, Inc. (CCRHO), and our Staff 
par ticipated in the hearing. Testimony and exhibits were 
received from various expert and custome r witnesses o n the 
issues identified in Prehearing Order No . 21287, issued May 25 , 
1989 , in t his proceeding . CCRHA , o r the Homeowners , were 
represented by legal counsel for the group o f mobi le home park 
customers who had filed a lawsuit against Continental, 
Continental Country Club , Inc. vs. James A. Savoie, et al., in 
the Sumter County Circuit Court {the circuit court case). 
CCRHO i n tervened with legal counsel at a very late poin in the 
proceeding to represent Lhe mobile home park customers who have 
recently contracted to purchase the entire Continental 
development . The utility, OPC and the Homeowners filed pos 
hearing statements o r brie fs subsequenl o the hearing . 

FINDINGS OF FACT 

Having heard the evidence presented at the public hearing 
held o n May 31 and June 1, 1989, and having reviewed the bcttH S 
o f the parties and the recommendatio ns of ou r Staff, 'He now 
e nter our findings and conclusions . I 
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WHAT CONSIDERATION SHOULD 
HOMEOWNERS' CONTRACTS AND 
CONSTRUING THEM? 

THIS COMMISSfON GIVE TO THE 
THE TWO COURT DECISIONS 

The parties i n t h is matter have fu ndamentally conflicting 
views on the app r opr iate legal interpretation to be g iven to 
Contine ntal Country Club, Inc . vs. James A. Savoie , e t a 1. , the 
decision rendered by the Circui t Court in and for Sumter 
County , Florida , and Con tinental Country Club v . Sa voie , 538 
So.2d 464 ( 5t h D. C .A. 1988}, t he appellate decision rendered by 
t he Fif th District Cou r t of Appeal . Those court decisio n s we r e 
gene ra ted by a dispute be tween the Homeowners and an ear 1 ier 
o wne r of Con tinental o ver t he appropriate maintenance fee to be 
c harged t he homeowners f o r var ious community serv1ces, 
i nc luding g a rbage collection, lawn care , pool ma i nte nance, 
s treet lighting , recreational and boat storage facilities , and 
water and s ewe r services ( t he package of services). 

When the Homeowners purchased their lots from earlier 
owne r s of Continental , they recei ved varying contracts and 
deeds including vary ing provisions setting o u t either a 
s pecific mainten ance fee amo unt or a formula to be ulilized for 
calcu lating the appropriate maintenance fee amount to be p aid 
f or the package of services. Bec ause the earl i e r owne r of 
Continental charged i n excess of what t he Homeowners considered 
to be the appropria te maintenance charges , the y filed suit in 
Sumter County Circuit Court . Fo r t he Homeowners whose 
contracts and deeds provided f or the calculation of the fee 
based on Continent al' s " out o f pocket " expenses incurred in 
providing the serv ices, that Cour t determined tha t the 
appropriate maintenance fee c harges should not 1nclude elements 
for depreciation, interest o r any re t urn on investment. 

Continental appealed t he Ci r c u it Court ' s decision to t he 
Fifth Di stric t Cour t of Appeal (the 5th DCA) . The 5t h DCA 
affirmed in most r espects the Ci.cuit Cou rt 's decision 
r e garding the Homeowners ' contracts , e xcept that part stating 
the Homeowne r s h ad the r i ght to r equire Continental to c harge 
the Sandalwood Condomi n ium the same mai ntenance fee per 
c o ndominium unit c harged each resident of the mobile home park . 

Throughout this proceeding, thetefo ce, it has been the 
pos itio n of t he Homeowners, both the CCRHA and t he CCRHO . and 
t he OPC that these court decisions require this :ommissi o n to 
se t r ates that reflect the teems of t he Homeowners· covenants 
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and r e strictions as i n terpreted by the two court decisions . 
The OPC ' s Mot i o n r e quested t hat we grant the Homeowners summar y 
judgmen t or , at l east , limit t h is proceedi ng to only those 
i ssues l eft o pe n a fte r fu l l acceptance of the terms o f the 
Homeowners ' can t r acts . The OPC has repeatedly stated that we 
s ho u l d set the rate base of this utility at zero because the 
Homeowners ha ve con t r i bu ted all of the dssets of the ulility by 
the purchases of t heir l ots . They assert t hat any rates we set 
s hould ref lect the specific terms a nd prov is i o ns of the 
Homeowner s ' va r y i ng contracts. 

The OPC has a r g ue d t h roughout this proceeding, as well a s 
in i t s Post-Hea r i ng Brief , that thi s Commission will "impair" 
the ves t e d rights o f t he Homeowners , in v io 1 at ion of Sec l ion 
367 .011{ 4 ), Florida Stalutes , if it does nol se r ctes whi ch 
honor t he ir c ontracts . OPC points out that Secli on 367.011(4) , 
F l o r i d a Statu tes , states i n part: 

Th is c hapte r s ha l l not impair or take awa y 
vested rights other than procedural righls 
or- benefits . 

The OPC a l so argues t hat this Commission wi 11 violate the 
l egal doct r i nes of res jud icata , collateral estoppel, and 
equi table estoppel if it does not presume that the utility has 
" . received contributions which eliminate that portion of 
r a t e base which requires recovery of deprec iation, interest and 
a r eturn on eq u ity. " {OPC ' s Brief, Page 1) The doclri ne 'J f 
res j ud i cata is the rule that a final judgment or decree on the 
me r its by a co u rt of competent jurisdiction is conclusive of 
the r ights o f t he parties i n all later suits o n points and 
mat t ers de t e rmi ned i n that former s u it . In order Lo apply , the 
pa rt ies , the cause of action, and the relief sought must be 
i dentical t o t ha t i nvolved in the former suit. Collaterc.l 
e s t oppel i s t he p ri nci ple t hat a judgment in a prior action may 
be c onclus i ve where a s ubsequen t suit is based on a different 
c a use o f act ion. The doc t r i ne of equitable estoppel means that 
when o ne ha s i nduced another to cha nge his positio n to his 
de tr iment by some action or omission, one cannot then raise 
legal or statutory defenses to avoid the consequences of tha 
action or omission . All o f t hese doctrines are cited by OPC Lo 
s uppor t t he propos i i o n that it is i nJpproprlate f or this 
Commission to set rates in any fashion t hat does not f?l ow he 
conclusive determinations o f he two coutt deci si'1ns tegarding 
t he terms of the contracts between Continen ... al a ,d the 
Homeowners . 

I 

I 

I 
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Cont i ne ntal filed a Response to OPC ' s Motion and argued at 
the hearing that i t should not be granLed because Chapter 367, 
Florida Statutes, sets out Lhe appro pria e elements o f 
rate-ma king f or this Commission to consider. The utility al so 
a rgued that the doctrines of res judicala, collateral esto ppel 
and equi table estoppel do not apply i n Lh is proceedinq because 
t he court decisions i nvolved different issues. 

We f ind that this Commission must set rates for thi_ 
utility pursuant to Section 367.081(2), Flor ida Statutes , which 
requires that we : 

. fix rates which are JUSt , reasonabla, 
compensatory and not unfairly discriminatory . 
In every such p roceeding, the commission 
s hall consider the value and the quality of 
t he service and the cost of providing the 
service , whi c h shall include , but not be 
limited to, debt interest , lhe requirements 
of the utility for working capital; 
maintenance , depreciation, tax, and 
operating e xpenses incurred in the o pecal ion 
of all property used and useful in the 
public service ; and a fair return o n t he 
i nvestment of the utility in pro perty used 
a nd useful in the public service . 

Section 367.081 ( 2 ) , Florida Statutes , clea rl y d1cLates how 
t his Commission sha 11 set rates. We musl consider the cosl of 
providing the service and this considera i o n s hal l include debt 
inte rest , depreciation and a fair return o n ~investment of 
the utility i n property used and useful in the publlc service . 
The current owner of Continental, Redman I ndust ri es , rnc., 
acquired this utility in a Chapter 11 reorganizatto n bankruptcy 
proceeding in August, 1986. Therefore , it is clear that t he 
curre n t capitalization of the utility has been provided by the 
c u rrent owner . We cannot ignore t he requirement set forth in 
Sect ion 367 . 081(2), Florida Statutes, to provide a fair return 
o n that investment because such would be a n unconslituti onal 
"taking " of private property tor he public u se . Nor cc:11 Lhts 
Commission 1gnoce all of t he o h..:r elements so clearly seL 
forth in the statule as those hJt must be considered i n 
s etting cates that are " just, reasonab l f', compensatory, a nd not 
un fairly di sc rimi nato ry ." 
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I t is evident that the provisions of the Home~wners ' 
con tracts and the decisions of the courts construing them 
squarely collide with our mandate set forth in Sectio n 
367.08 1( 4 ) , Florida Statu tes . To set rates that address all of 
the peculiarities of each of the several classes of contrac ls 
( created by the different mai ntenance fees in existence at the 
d iffe r e n t time periods in which the individual Home o wners 
pu rchased lots ) , not to mention t he separate arrangement under 
wh ich the Sa ndalwood Co ndominium was served, would be to 
discriminate amongst all the customers, both present and 
futu r e . Such a permanent type of discrimina tion could not be 
considered to fall within the realm of nol " unfairly 
discriminatory" . 

We are not without guidance on this issue (rom the 
courts . In Cohee v . Crestridge Utilit ies CoU!_:, 324 So.2r. 155 
( 2nd D. C.A . 1975) , a case very similar to the instant case tn 
that a gro up of homeowners had sued a util ity for increasing 
its r ates prior to t he Commissi o n receiving jurisdiction ~ver 
t he utility , the Second District Court oC Appeal stated that: 

As a resu 1 t of the Pasco County Commission 
resolution a nd the Public Service Commission 
order gra~ti ng the water certificate, the 
operation of Crestridge's water service is 
now clearly under the jucisdiclion of the 
Public Service Commission. Fla.Sta. 
Section 367.171 ( 1973) Thus, Crestridge 
argues that the issua nce of the water 
certificate was tantamount to the approval 
of the .,,ater rates which were being c ha rged 
when the certificate was issued . On the 
other hand, the plaintiffs conLend that the 
courts rather tha n t he Public Service 
Commission hav e jurisdiction si nce the 
plainti f f s ' claims are for breach of 
contract . I n support of their position they 
point to Fla.Stat. Section 367.011(4) (1973) 
vlhich provides t ha t Chapter 367 (the Wa ter 
and Se•~o~er Regulato ry Law) " shal l not impair 
or take away vested righls other than 
p r ocedural rights o r benefit s ." 

Th e Supre"le Court in r-1ia~r_Ldg.~ ~C~o~. _v . 
Railroad Commission, 1941, 155 Fla. 366, 20 
So . 2d 356, stated : 

I 

I 

I 
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The State as an attribute of 
sovereignt y is endowed with 
inherent power to regulate the 
rates to be charged by a pub 1 ic 
u t ility for 1ts products o r 
service . Contracts by public 
service corporations (or their 
services or products , because of 
t he i nterest of the public 
t herein , are not to be classed 
with personal a nd private 
contracts , the impairme nt of 
which i s forbidden by 
constitutional provtslons. 16 
C. J.S. Constitutional Law , pp . 
766- 773, Section 327 . 

Therefore, despite the fact Lhat CresLridge 
had a pre-ex isting contract concerning ils 
rates , now that Crestridge is unde1 t he 
jurisdiction of the Public Service 
Commission , these rates may be ordered 
c hanged by that body. The Public Service 
Commission has authority to raise as well as 
l ower rates established by a pre-exis ing 
contract when deemed necessary in the public 
i n tetest . State v . Burr, 1920 . 79 Fla. 290, 
84 So . 61. 

The Court went on to reverse the lower court ' s summary 
judgment for the utility, stating that the plaintiffs were 
e ntitled to a n adjudication of whether the utility had breached 
its con t ract by going t o the higher rates prior to the 
Commission' s jurisdiction and thcot this could only be done in a 
court of l aw . Neve r t heless, the Court also said, after setting 
o ut t he full tex t of Section 367.081(7 ), Florida Sta utes , that 

. it would appear that t he Comm1 ss i on wou ld not even be 
a u t horized to take i nto consideration the pre-existing contract 
in its determinatio n of reasonable rates ... Al though this was 
not the question before the Court, it does t hrow some light o n 
t he instant factual situation. 

In H. Miller & Sons. Inc. v. Hawkins, 373 So . 2d q:3 (F!1. 
1979). the Flolid Super.0 c-)urt~ld- Lhat thh Corr.r 1" 11 n 
could modi(y a pttvate conttact betwe~n a de elup r and a 
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utility as a valid exercise of the police power. 
stated : 

The Commission's decision was based upon t~e 

well-settled principle tnat contr~cts with 
public ut ilities are made subject to the 
reserved authority of the s ate, under the 
police power of express statutory or 
constitutional authorily , to modify the 
contract in the interest of the public 
welfare without unconstitutional impairment 
of contracts. Midland Realty Co. v. Kans~ 

City Power & Light Co., 300 U. S. 109, 
Miam1 Bridge Co. v. Railroad Commission, 155 
Fla. 366. .The Commission felt, and t~e 

Utility natur~lly agreed, that excluding 
Miller from the authorized increase would te 
unjustly discriminatory. Fur hermore, the 
effect of ruling in favor of Miller would 
have been to allow a private party to 
circumvent by contract the police power of 
the state, which is impermissible . Union 
Dry Goods Co. v . Georgia Public Service 
Commj ss ion, 248 u.s . 372, 

* • • * • 

Miller does not dispute the validity of the 
general rule but argues it is inapplicable 
where there ha s been no express fi nd ing that 
the contract is unreasonable and adverse 1 y 
affects the public interest. Central Kansas 
Power Co. v . State Corporation<:Ommission, 
181 Kan. 817, 316 P 2d 277, 286 (1957) 
( "contracts cannot be waived asi de by mere 
lip service invocation of the police 
power") . Whil e it is undouotedly true thal 
contractual agreements under constitutt ona l 
protection may not be easily disregarded , 
!.uch was not the case in the inst n 
Orders. The test ~or spec1fic1ty 1n 
Commission orders is that they con t-ain "a 
s uccinc 3nd sufficient statement o t the 
ultimate facts up1 n :.,rh1ch the Co1T4 ission 
relied " Occi_9ental Clemical Cl. "· 

I 
The Court 

I 

I 
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Mayo , 351 So.2d 336, 341 (Fla.l977); Deel 
Notors, Inc. v. Dept. of Commerce , 252 So . 2d 
389 (Fla . lst DCA 1971) . The Commissi o n 
directly addressed this issue in Order 
7851. We agree with the following excerpt 
from that o rder: 

We believe the plain and 
unequivocal mandates of Section 
367.101, Florida Statutes , that 
service availability charges and 
conditions be just and reasonable, 
a fact loo well known t o require 
further discourse, coupled with 
references t o "public welfare" and 
application of legal rates witho ut 
discrimination, spell oul 
adequately the "public inleres l o r 
welfare· . We do not be lieve there 
is any magic attache d t o t he 
wo rds, but such may be enunctated. 
without their us e. Suc h wa s d o ne 
in Order No . 7650 . 

PSC Order 7851 a 2 . 

Both of the above cases give us guida nc e a s t o o ur 
authority to modify c o ntracls. In the ins tan t ca se , we find 
that we must disregard t he contracts 1n o rde r t o se r a t es fo r 
this utility in acco rdance with Chaple r 3 67 , Flo r i da Statutes . 
We do not c ome to thi s decis ion witho u l g rec3 t concern fo r the 
Homeowners, but we see this as our only l ega l c ho i ce . 

THE PUBLIC SERVICE CO~~ISS!ON' S PRlt1ARY J URI SD ICTION 

Hill T.Q.£. Developers v. Ho lida Pine§__§_er_y t ce . 4 78 So . 2d 
368 (Fla . 2nd DCA 1985), gives s ome dlCecli o n a s t o t he 
appropriate relationship between this Commissio n a nd the court s 
o f t he Sta te of Florida when it c omes t o rna e r s ovL r wh ich we 
have been give n e xc l u s ive ) uri s d ictton putsunn ~~ Sec ton 
367.011, Flo rida S t a tu tes . In t he Hi ll ro o c.H.e , he cenual 
issue wa s whe the r a tct a l cou rt had sub)ec t-ma t~t Jurisdlc 1on 

to enfo rce a c ha r ge i mposed by a r equ 1 'l t-ed u i 1 i y '.4 i hou t such 
c harge fir st rece1vt ng the dpproval o r hts C rnl::>'~i, n. The 
Jtility had filed suit in circu it court to en.vtce a ch.uge 



ORDER NO. 21680 
DOCKET NO. 881178-WS 
PAGE 11 

agai nst a developer for which it had not received prior 
Commission approval. The circuit court awarded Lhe utility the 
balance of the unapproved service availability charges it had 
attempted to collect from the developer. When the developer 
appealed the decision, the Second District Co urL of Appeal 
overtu rned the trial court's decision citing the pr1mary 
jurisdictio n of the Public Service Commission over the water 
a nd sewer rates of t he utility and the preemption doctrine. 
The Cour t stated : 

This matter should have been determined by 
the trial court through application of the 
judge-made .. pClmary jurisdiction·· doctrine, 
recogni zed i n Florida, State ex eel. Shevin 
v . Tampa Electric Company, 291 So.2d 45;-46 
(Fla . 2d DCA 1974), which is designed ., nd 
intended to ach1eve a .. pro per relati o nsi' IP 
between the courts and administrative 
agencies charged wi th particular regul a t o ry 
duties ... United States v. Western P.R. Co ., 

=352 U.S. 59 ,63, 77 S.Ct. 161, 1 L . Ed.2d 126 
(1956). In Mercu r y Motor Expres~Inc . v . 
Brinke, 475 F.2d 1086 (5th Cir.l973), the 
United States Court of Appeals f o r the Fifth 
Circuit explicated the doctrine in terrrs 
distinctly pertinent to this matler when it 
was before the trial court: 

primary jurisdiction c o mes 
into play when a court and an 
administrative agency have 
concurrent juri ~diction over the 
same matter , and no slatutory 
provision coordinates the work of 
the court and of the agency. The 
doctri ne operates, when 
applicable, t o postpo nP judicial 
c o nsidera t 1o n o f a c ase to 
administra L1ve de e r m1na L1 o n o r 
i mpo c t ant ques t ions i nvo 1 ved by a n 
agenc y "li h s peci.JI cornp~ ~r encl. 1n 
t he a r e L r c.h ~s no <..lctelt tlH! 
court' s j u risdictio n o vbr t he 

I 

I 

I 
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case , bu t coordinates the work of 
the c ourt and t he agency b y 
permitting the agency to rule 
first a nd giving the court the 
benefit o f the agency' s views. 
475 F . 2d at 1091-1092. 

* Ill * * * 

As l og i cal as application of the pr imary 
j uri s d iction doctrine to t he matter at h and 
would have bee n, it was not followed. The 
trial court ' s entry of a judgment i n favor 
of HPSC thus requires us o c o nsider still 
a no her principle commonly known as the 
" preempt ion doctri ne . " That d octrine, also 
r ecogn ized in Florida, Ma xwell v. Sc hool 
Board of Broward Count , 330 So . 2d 177 (F la . 
4th DCA 1976) , insures t hal a legi s la t ively 
i n tended allocation of jurisdicLion betwee n 
administrative agencies and the judicia ry is 
mai ntai ned without the disruption which 
would flow from judicia l incursio n into t he 
province o f the agency. See Laborers 
Internatior.a l Union of North America , Local 
517 v . The Gr e ater Orlando Aviation 
Authority , 385 So . 2d 716 (Fl a . 5th DCA 
1980}. We conclude upon the present record 
t hat t he power and autho ri t y of t he PSC are 
preempti ve . It is plain be yond any do ubt 
t hat in formu lating Chapter 367 , lhe 
Legislature desired exclusive jurisdict i o n 
to r e st with the PSC t o r egulate utilities 
s uc h as t he HPSC and to fix charges f o r 
se r vice ava ilability . Section 367 . 011(2) and 
36 7. 101, Fla . Stat.; see Richt e r v. Flo rida 
Power Cor p ., 366 So . 2d--:r9'8 (F l a. 2d DCA 
1979) . The trial cou r t, by asse rLing its 
jurisdicti o n a nd awarding HPSC d iudgmcnt, 
li te rally cast itself tn the role o t he 
PSC. It is by ho no r i ng the j urisd ic 1-:>nal 
e xclusivily o f the PSC that the vt:H y 
coll is ion ;.1h ich has occurred here be twer•n Jn 
administra ive 1gency ·1:1d th •~ judi e lty 
would have been ~voided. S ~ted 
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diffe rently, in entering a judgme nt in favor 
of HPSC , the trial court placed i s 
impri matur upo n the se rvice availability 
cha r ge assessed against HTD and deni ed l o 
t he PSC its statuto rily delegated 
responsibi 1 i ty t o determine the validity of 
that charge . 

• • • • • 

Finally , our d isposition of this matte r in 
no measure offends Article I, Section 21 o f 
the Florida Constitution. Access to he 
judiciary is not foteclosed by our decision; 
reso rt to the j ud iciary is available 
following utilizatio n o f the administ r ative 
process . Sectio n 350.1 28(1), Fla . Stat .; 
Scholastic Systems, Inc. v. LeLoue, ~o7 
So.2d 166 {Fla. 1974). Once a charge of 
this k i nd becomes finally deLermined 1n 

: accordance with the statulory scheme , a 
juridically cognizable debl wo uld exisL 1f 
the c ha rge were not satisf ied. 

we do not find that the c ourls thal rendered lhc two 
decisions regarding the Homeowners · contracts acted Improperl y 
by disregarding our primary jurisdiction over Lhc subject 
matter. To the c ontrary, it has been established hal netther 
cou rt wa s made aware o f this Commission's jurisdictio n. 
Although OPC ha s argued that this lack of knowledge wos the 
failure of the utility and that it should no t, therefore , wo rk 
to the util ity' s benefit, we believe lhal he stgnificanl fact 
is that these court s did not have an y opporlun1 y to reco gnize 
our primary jurisdiction in the matter o f water and sewet rates. 

WHAT IS THE IMPACT OF' THE BANKRUPTCY OF CON1' 1 NENTAL ON 
THIS CO~V1ISSION' S RATE -SETTING IN THIS PROCEEDfNG? 

On our ~equest. the parries di scussed in t heir buefs the 
question of what i mpac Continental ' s bankruptcy had on Lh~ 
obl i gation of. the ulility to honor Lhe Homeow ntH<i' anc.l 
Sandalwood contrac s . OPC -o unsel stated that his conferences 

I 

I 

with attorneys possessinJ such expe r tise made im c nr idt•n I 
trat the validi y of the~e contrac s has no been irnp1irl.!d and 
that the ut ility reus t honor them . 



I 
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The uti lity , on the o ther hand, st a ted that Con ti ne n tal ' s 
reorganization extinguished any obligatio n o n its part to ho nor 
t hese contracts. In their brie f , the Homeowners argued t hat 
Redman Industries , Inc . , had t he l eg a l oppo r tu n ity ro aba nd o n 
these contrac t s in t ha t p r oce e d i ng, and since it did not do so , 
t he utility must b e held t o ho no r t hem. 

We find that our c oncern wi t h these cont racts does not 
t urn o n the determinatio n o f whe the r the y were e x ti nguished in 
the bankruptcy proceeding . As has been set out abov e , the 
contracts must be di s regarded if we arc to set r ate s f oe t h is 
utility pursuant to Sect ion 36 7.08 1 ( 2 ), Flo r ida Statutes. For 
this reason , we her eby d e ny OPC ' s Motion. 

~W7H~A=T~~C~O~N~S~ID~E~R~A~T~IO~N~~S~H~O~U~L~D~~T~H~I~S~ C0t1M ISSION GIVE 
SANDALWOOD CONDOMINIUM MASTER AGREEf·1ENT? 
.::;A:,:D.:;oJ=,U:,:S T;:::_M;..;..E.:;.=-NT::;;.S~, -.;;I F~.:;.A.:;.N~Y.::.:..:., .::...=.;A:..:R.,..E.,.---A~P;..:P.=:R~O P R 1 ATE TO REFLECT 

AGREEMENT? •a 
THE 

\<JHAT 
_.I_HAT 

Both the OPC and the Homeowners h av e proposed thal we 
s hould set r ates t hat ho nor the Sandalwood Master Agreement . 
Pursuant t o tha t Ag r e emen t and an Addendum t here o , t he 
Sandalwood Cond ominium p aid a $10,000 Lap on fee and ag r eed to 
pay the ra tes set o ut t he r ei n. However , i t was established at 
the hearing t ha t t hese ra t es we r e not aclually charged by the 
u tility no r pa i d by t h e Sa nd alwood Condomi n ium owners . Whal 
appears t o have been h appen ing i s -:hat , for Lhe three y ears 
prior to o u r receivi ng ju risd icti o n, the ullltty was accepting 
and Sandalwood Condomin i um was pay i ng $ 1872 as a flat r a e for 
both water and sewer se r vice , a l t hough th1s arrangement was not 
contained in any con t ract . Con f licti ng evidcnct:! was p r esen ted 
as to why the u ti l i ty was no t c hargi ng a gallonage charge and 
whether it h ad t he autho rity under Lhe Agreement to cha r ge f o r 
s ewe r a t a 11 . 

OPC and the Homeowners a r gue t hat the rates we 
grandfathered in f o r Sand a l wood Condomin ium in our 
certificatio n proceed i ng p r ior to this ra e case were 
inco rrect . It is unclear (rom the cvtdence presented th t the 
r a tes we g r a ndfathered in are inco r rect. The ut1lity expla1n~d 
t h at it h ad no t been charging a gallonage c harge, although it 
was a u t horized to charge one by i ts Agreement and the Addendum, 
becau se the Sandalwood C.)ndc""llltu:n .nas er me t er i S in need f 
repa i r . Therefore, we do no t. tind it arpropriate o o tde r "'ny 
refund of t he rates we pu 111 v ettcc in t;he grandf;, ther 
proceed ing . 
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The OPC and t he Homeo..,mers have also argue d Lhat, if '"'e 
decide to dis r egard t h e Master Agreement , we should requi re t he 
utility to refund the $10 . 000 tap o n fee paid b y Sandalwood 
Condomin ium as considerati on f o r its contract. Even t houg h we 
find tha t we must disregard the Agreement as t o the appropriate 
rates for this uti 1 i ty, the approp r ia e r ate-ma k i ng t reatmcnt 
must be given to the payment o f the $ 10,000 tap o n fee . The 
utility has treated the $10,000 tap o n fee a s a contribution-in­
aid-of-constructio n (CIAC) , which in ou r view is lhe 
appropriate rate-ma king t reatment for the ap o n fee . 

In additio n, OPC and t he Homeowners have asse rted t ha t the 
utility should refund the $9, 6 4 6 .51 paid by the Sandalwood 
Condominium for the repai r of a lift station. We find such a 
refund i nappropriate becau se we canno t di scer n f r om the record 
in this proceeding whose r espo nsibi lity 1t was o d o ::;uch 
repairs. It is as likely that i t was lhe Sandalwood 
Condominium's responsibility t o do such repairs as it is that 

I 

it was the utility' s. We have made no adjustment 1n refe rence I 
to this amount because the r ecord is so unclea r as to its 
nature . If it were to be considere d an add ition lo pla nt , we 
would offset such an addition with a matchi ng adjusLment Lo 
CIAC . Therefore , because these adjustme n ts wo u ld resul t in no 
impact on the utility's ra te base , we find no adjustment is 
needed . Therefo re, the utility will not be earning any relurn 
on this $9,646. 51 repair cost . 

ARE ANY ADJUSTC-1ENTS REFLECTI NG THE HOf>1EOWNERS ' CONTRACTS 
APPROPRIATE? 

As we have already discussed, we find that we mu st 
disregard the Homeowners' c ontracts in se ti ng r ates for t h is 
utility. Therefore, we must likewise deny t he fundamental 
ad j ustment proposed by OPC and the Homeowners - -t hat this 
ut i lity' s rate base be considered t o be zero s ince , pursuant to 
the Homeowners ' c ontracts, all of the utility ' s inves ment has 
been con tributed . 

In the event we do not set rates pursuan to the 
Homeowne r s' contracts , OPC and the Homeowners have p r oposdd 
t ha t the u tili t y s hould be required to unpute ClAC subs•>quent 
to 1982 . T he utility ha .; calculated CIAC by i rnput.inq 
contributio ns fo e hd y~Jts 1 73-198 ... Ho~le'Jt>l, 1t; did not I 
imr u te cont t ibut ions for the years dftet 1982. To the OPC s 



I 

I 

I 

ORDER NO. 2 1 680 
DOCKET NO. 881178-WS 
PAGE 16 

and t he Home owne r s ' arg ument that t he u til i t y s ho uld i mpute 
cont ributio ns f o r the yea r s si nce 19 8 2 , t he u tilily' s respo nse 
i s t hat t he costs inc ur red f o r water a nd wa s t e wate r s y s tem 
improveme n t s du r ing the p r i o r ownership we r e capi ta l i zed as 
fi xed asse t s f or bo th boo k a nd ta x pu rpo ses . The r e f o re , t he 
utility believes i t would not be appro priate t o impu t e 
co n tri bu tio ns s ince 19 8 2 . 

OPC sta t e s in its br i e f , however , t hat t he u til i ty' s 
Witness Ma cFarlane fa ile d to ca rry the burden of p roof when 
c r oss- e xamined regardi ng Conti nental ' s federal tax return fo r 
1983 . Witness Mac Farlane agreed tha t no deprec i at i o n e xpense 
was c l a i med in 1983 und e r t he category d e scribed a s lS-yea r 
public util i ty pro pe rty. Therefo r e , OPC s t ate s that the r~co rd 
does not s u ppo r t t he u t i l i t y' s pos i tio n tha t post- 1982 
i mp r o vements were capi t a l i zed . However , Witness MacFarla ne jid 
attemp t to r efere nc e anot he r e nt r y o n the 198 3 tJx r~turn 
whe reby d eprec i atio n of ut il i t y assets mig h t be cl aimed under a 
d i ffere n t c a t ego ry . He d i d not e x pound o n that poi n t . Si nce 
t he s ub ject tax r eturns were in OPC ' s possession prio r to t he 
hea r i ng , : OPC had a deq uate oppo rtu n ity to d isc over whe the r 
deprecia t i o n o f util i t y p lan t mig h t be el s ewhere o n the tax 
s chedule . OPC ' s li ne of questi..Jn i ng was r e st r i cti ve. We do 
no t f i nd t ha t t he s uggest i o n t hat , be c ause no e n try appears o n 
a part i cu l a r line o f the tax ret u r n schedule that OPC 
refe renced , d emo nstrates t hat the utilit y ' s positi o n tha t the 
fo r me r owne r capita l ized t he imp rove me n ts t o the wate r and 
was t ewa ter s y s tems occu r ri ng after 1982 i s no t accurate . 
Therefo r e , we fi nd the adjustme n t pro po s ed by OPC a nd t he 
Homeowne rs is not appro pria t e . 

QUALITY OF SERVICE 

Th e qu a l ity of serv ice de t ermi natio n i s based o n test i mony 
r egarding c ompl iance wi th state r egul at 1o ns a nd cus t ome r 
te s t i mony fr om the publ i c hearing . Witness No b l i tt provi d e d 
tes t imony r eg ard i ng comp l i a nce wit h the De partmen t of 
Envi r o nmen ta l Regulation ' s (DER} requi rerre n ts . She i nd ica t ed 
that t he capacit y o f t he wat e r pl a n t was margina l p 1 iO L o the 
imp rove me n ts . The i mp rov e me n ts i ncl ude tvJO ne•~1 larqet p11mps a 
exi s ti ng wells i n c ombinati o n with elevated stonoe . Also , an 
a uxi liary power g e nerato r was required as an e:"•"tgercy po•o~~er 
source . These improvements should be comp l eted by tl.c end Jt 
J un e a nd wi l l provide suffictent cap~c i t y to n~~t ~u t renl 
d eona nds wi t hou t service i n terrupt.:io ns , thereby , m . .Hnt .11n1ng DER 
req u iremen ts . 
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The water quality meets all state and federal maximum 
contaminant levels . Witness No blitt further i nd icated that 
t here was no need for additional treatment based on a review of 
t he chemical anal y ses . Witness Ebbitt testified tha t the 
wastewater plant wa s i n compliance with all DER requ irements. 
The faciliti es were ma i ntained pro perly and had sufficient 
ca pacity to meet current demands. 

Approximately 15 cu s tomers provided test i mo ny at th~ 
hearing o n May 31 , 1989 . The majority of t hose customers 
i ndicated tha the quality o f service was s a t isfactory, some 
even said very good . The re were two customers that complained 
about rust in t he wate r . Both customers indicat-ed tha the 
problems occurred at the Sandalwood Condominium near Buildings 
23 and 24 . This appears to be an iso lated occurrence and ma y 
be due to Sandalwood· s service connect ions . Anothe possi ble 
exp l a nation is the h igh iron content at Well # 1. Ho we ve r , any 
problems that may have resu l ted f r om this well hav~ been 
eliminated si nce the well was retired in the design of the new 
water plant modifications. 

The in t ervenors in thi s case did not provide positions on 
the quality of service i n their prehea r ing statements o r in 
their briefs. Based on the utility ' s compliance wi t h state 
reg u lations and the customer testimony , we f ind that t he 
quality of service provided by this u ti li t y is satisfacto ry. 

RATE BASE 

To establish the utility's overall revenue requi rements , 
this Commission must determine the v alue of the uti lity ' s rate 
b a s e , w h i c h rep res en t s t he i n v e s men t on vi h i c h t he u t il i t y i s 
given an opportunity to ear n a reasonable return. A utility's 
rate base consists of vario us component s , including ne utility 
p lant-i n-service , wor king capital, et c etera . At tached to t hi s 
Order as Schedules Nos . 1-A and 1-B are o ur calculat ion of t he 
utility's v1a ter a nd sewer rate bases. Our adjustments to rate 
base are it emized o n Schedule No . 1-C . 

I 

I 

1) Pte - Auqus , 19~ C.Q!I~ lUC 1 ':>'2... Cos :; Cv ll lllCrltJl' 3 
pplicaLio n i ncluded schedules depicting the ac ual and, 1n I 

some respects, the best estima tes o C tht cost o f construcr:tnq 
t he ·.vater and '.oJaste•,.,ater systems . The expendil.ute ior pl ant: 
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construc t ion affects t he r ate base calculation in t wo 
respects: first, as a measurement of the investmenl in. plant 
and second , as a basi s f or evaluati ng the requested acquisilion 
adjustment. Continental was reo r ganized in August, 1986, 
pursu a n t to a plan of reo rganizatio n s ubmitled by Redman 
I ndustries , Inc., a princi pal cred i tor o t he former o wner. 
Redman con t ends that its investmenl in the utility s ystem i n 
1986 was $1,813,600. Thi s amoun t exceed s the reported cost of 
plant facilities added befo r e 1986 , when accumulated 
depreciatio n and CIAC a r e also c o ns ide red . Because the 
r eported acquis ition price exceeded the o r igi nal cost amounl 
(net plan t less CIAC), a " positive" acqutsttion adjuslrren wa s 
r ecorded, which amount t he u til i ty con l e nd s should also b 
i nc luded in the rate base dete rminat ion. 

Utility Witness MacFarlane agreed that some o f lhe 
r eported c o nstruction costs before August of 1986 should be 
excluded because of incomplete documentation. Thi ~ removal of 
undocumented plant reduces t he net plant investmenl amount in 
the projected t es t year . Be f ore cons dert r g related 
depreciat ion, the reductio n is $4 5 ,389 fo r the wate r div1sio n 
a.nd $ 36 ,047 for the wa stewater divi sion. Subseque n t to the 
hearing , the utility prepared accounting schedul es to show how 
thi s c o rrection and other adjus tments dt scussed dur·ng he 
hearing ult imately affect the ra te base calculati o n. Those 
schedules indicate that the net reduclion t o plant for the 
projected test year would be $30 , 149 f o r the w1te r div1s1 on and 
$3 0,0 61 for the wa stewater division. We find it appropriate t o 
remove these undocume nted charges f r om the rate base 
calculation . 

2) Original Investment in Plant - As already dtscussed, 
certai n plant c o nstruction cos t s before 1986 we r e inadequatel y 
documented and the util ity agreed t ha t r educt ng t he plant 
balance wa s appropriate . Witness MacFa rlane also agteed that 
certai n distribut ion and co ll ection facilities se rvtng the 
Sandalwood pro ject should be conside red cont ributed 
properties . Further, retirement of certain wat er transmission 
mains i n 1984 and 1985 al so affect s he o r igi nal cost amoun as 
of August , 198 6 . When hese plant reduc i o ns , plant 
r eti rements . a nd i ncreased CrAC ptovisions ate constdercd, he 
o rig i nal cost of con .. tructton IS accordingl y reduced . Remo1al 
of undocumenled plant charge-- 1nd pl.:ln tetitements Ht•~c s r he 
CIAC t.nput-at i">n pcoposed hy '.'lt~n, ,., i·l tcrnrl'lne. :·:tt'!l •hf> r-1 •lit 
ard CIAC accounts He ,J)u~t J bilS<!d up.>n e·liJt:>m:~ 1n t ht 
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record , a~d their related accumulated depreciati o n ana 
amortization accounts are likewise adjusted, the result1ng net 
origi nal cost balance is $1, 220 , 280 . This amount represents a 
$187,612 reductio n relative to the $1,407 , 89 2 amount reported 
i n the MFR s . The original cost balance at August 31, 1986, is 
u sed to me a s u r e t he a c q u i s i t ion ad j us t men t , w i thou t r e q a r d to 
whether that provision s hould be included in the ta c base 
amount. Therefore, based upon evidence in the record, we find 
t he origi nal cost of construcLion to be $ 1 , 220 , 280 at Augus 
31 , 1986 . 

3) Reclassification of Wel l #1 The utility' s water 
supply system previously included f our wells . PursuanL to a 
plan submitted to DER, Well #1 will be removed fro m serv ice. 
That facility will be used as a source of irrigation. \'ell Il l 
was installed in 1973 at an approximate cost of $lo,or o. Since 
that well will be removed from utility service, but not 
abando ned , Witness totacFarlane agreed that facili t y should be 

I 

classified as no n-utility property. This reclassification I 
results in a $10,000 reduction to plant with a concurrent 
$4,3 55 offsetting adjustmenl to accumulated depreciati on. 
Depreciation expense is also reduced $333. We Cind it 
appropriate to reduce net planL inveslment by $ 5 ,645 to reC!ect 
the removal of Well Ill from utiliLy service. Well 11 3 will 
remain in use as a backup source Co r emetgency service . 

4) 1983-1985 Pl1nt Additions- In ils brief, OPC contends 
t hat there were plant additions- in 1983 through 1985 that were 
installed to replace o r refurbi s h plant as a res ult o f neglect 
o r bad installatio n . OPC recommends hat all cosls associated 
with the repairs/replacements of. distribution lines and 
collection lines should be removed from rate base. The costs 
were identitied as all post-1974 waler mains and services 
amounting to $206,407 and posl-1974 sewer lines amount1ng to 
$34,130. 

In 1981, Utility Witness Springstead's engineering firm 
prepared a feasibility reporL o n Conlinental. The report 
recommended that new 6 inch and 8 inch mai ns s ho uld be 
installed where needed to provide adequate fire flow ca paci y . 
Wi t ness Springstead e xplained Lha the utili y system Wd S 

designed at the tim thal i l was bui L as a RV park. Later, 
the concept was changeJ o a mobile home park. A $ tudy o n h~ 
water use revealed !\i (Jh consump ion ot 533 g1 lens pt:!r J,y I 



I 

I 

I 

ORDER NO. 21680 
DOCKET NO. 881178- WS 
PAGE 20 

per capita. It wa s determined t hat the Phose 1 and 2 water 
mains were not adequately sized for present demand ~ and fire 
protect i o n, and would have to be replaced with larger mains. 

Replacement of the water mains in Phase l, the o riginal 
Co n ti ne ntal service area , occurred in June , 1984. The Phase 1 
area is desc ribed in Witness Springstead ' s testimony as the 
Continental area , which is separate from the Timberwoods area 
whe r e the water mains were to be refurbis hed or replaced due t o 
bad installati o n. The cost Eo r t he Phase 1 replacements wa s 
$102 ,9 90. Thi s cost is half of the $ 206,407 OPC erroneously 
excl uded fr om water mains due to neglect or bad installa i o n. 
This work wa s necessary to correct the underdesigned 
distribution s y stem, caused ~Y the obvious unforeseen change i n 
t he c haraclet of the service area. 

The remaining costs t hat OPC contends should be excluded 
from rate base were incurred for either the Timber~ oods area or 
t hen undeveloped areas . The feasibili ly reporl indicated that 
new 6 inch and 8 inch mai ns should also be installed in the 
Timberwoods area where needed to provide adequate flow 
capac ity . Also, the water mains in the north portion of the 
Timbe rwood s area needed to be refurbished excepl where they 
were to be replaced, and service connections needed 
rebu ilding. The areas needing refurbishing were areas that had 
lea ki ng joints a nd leaking connections at the mechanical 
fi tti ngs . Witness Spri ngstead indicated that there were sowe 
problems with the i n itial instal lat ion . There were al so 
undeveloped areas that needed new water mains. 

The r ecord does not prov ide a distinct breakdown o f costs 
for replacement o r refurbishment of wa ter t ransmtss1on mains i n 
the Timberwoods area. It does appear , however, that at least a 
portion of the 19 8 5 pla n t additions resulted from prob lems with 
the i niti al installation . The need f o r the post-1974 
improveme nt s to the dist ribu tion a~d collection lines is 
undisputed . We believe that it is inappropriate to disallow 
costs for c o rrecting the def ic ienc ies of Lhe sys lem s i nee such 
a regulatory response would give a new owner of a utility no 
i ncen tive to ma ke nec~ssary improvements . 

Based on t he ev~dence that certa in costs were nec~ssary ~ 
correct the underdesigned s y ctem and wete not due o neglec~ n r 
bad installation, a nd that the rernaininq c s s ~..:t ce Jue e1Lhet 
to new construc.tion or to correc detiCi l:!ncle::> o ir ptove the 
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quality of service provided to the cuscomers, we find no 
adjustments to the post-1974 distribution and collection l1nes 
are appropriate. 

5 ) Re tirement of Water Transmission Mains in 1984 and 1985 
According to Witness MacFarlane, wa e,.. transmission mains lllal 
were ins alled in 1973 {Phase 1) were retired in 1984 upon 
installation of lines with qreater capacity for fire ftghting 
capability . Trending replacement costs back to the da c o C 
origi nal installation, a $24,400 estimate oC lhe ortgtnal 
construction cost was reported. If t he ret1rement of the 
initial construction cost was treated as an extraordinary 
retirement, Witness MacFarlane agreed that the amorti • ation 
treatment afforded extraordinary retirement los ses {5 years ) 
would have been completed oefore the projected test y~dr . 

Witness MacFarla ne testifted that it was h1s understanding 
that replacement only occurred in the inttlal area of 

I 

development {Phase 1 ), and that the mains installed in 1974 in I 
the newer section {Timberwoods) were later refurbished, but not 
replaced . Ut ility Witness Springstead , howt::ver, testified that 
some rna ins in the Timberwoods sect ion were rep 1 aced because of 
faulty installation. The record does not reveal the extent of 
mains replaced in Timberwoods. It is, however, evident that 
transmission mains in the Timberwoods area were retired and 
some concurrent reductton to the original cost of construclion 
is , therefore , appropriate . Based upo n the evidence in the 
record, we find it appropriate to reduce plant by $24,400 to 
reflect the retirement of mains in Pha se 1. Absent any showing 
by the utility to the contrary, we find $ 24 ,400 to be a 
reasonable estimate oc the original cost of the maws retl red 
in the Timberwoods area 1n 1985. Therefo re, we find it 
appropriate to reduce plant-in-~ervice by $48,800 to reflect 
t he approximate cost of transmission mains retired in 1984 a nd 
1985. A concurrent adjustment of $ 20,109 to r emove the 
accumulated depreciation related to this combined $4 8 , 800 
reduction to plan t is also appropriate. Because the u tli.ty 
agreed t ha t an extraordinary retirement entry was tn o rder, the 
accumulated depreciation account is c harged w1 th less han he 
$48,800 plan construction c os t. 

Although the t est year plan t CCOUilt :i w~re i nc te ... sed 0 
show the estimated cos t o f ne•...1 pumping Jnd chlori na· ion 
equipment, pro f o r ma esdJUS :nent.'> to := t ~.J cet1remen t of t: he 
replaced eq uipme n t ~·1e l ~ not pLesentert . Wi n~ss l<1acFa l 1 ane I 
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prepared an e xhibit to show the approximate cost of the ret ired 
pumping a nd chlorination equipment. That exhibit shows an 
ordi nary ret i cement entry , whereby the $6 , 789 estimated 
origi nal cost of t he replaced equipment is removed f rom the 
plant account and equally removed from accumulated 
depreciation . Based the record, we hereby approve this $6,789 
pro fo rma adjustment to t he plant and accumulated de preciation 
accounts . 

6) Acqui sition Adjustment of $ 1,813 , 600 InaQpropriate 
The $1,813,600 acquisition price thal was assigned to the 
u tili ty assets for bookkeeping purposes, which is also the 
basis used for the uti lity ' s requested acquisition adjustment 
in t hi s case , was derived from an appraisal repor t: prepa r ed by 
Mr. Walter Lampe. That report i nd icates t hat Mr. Lcmpe, a real 
estate appraiser, was rendering his "Opinion of Va ue " wilh 
regard to four separate parcels: vacant acreage , tnobil\,; home 
lots , an amenity package, and the utility plant. 

Acco rding Lo testimony by Witness MacFarlane, t<1r. Lampe 
evaluated each parcel independent of the others . Mr . Lampe did 
not base his appraisal upon an allocalion of the actual cost 
related to the reorganization of Continental. When the fu 11 
measure of cash paid and obligations assumed under new 
ownership by Redrran Industries, Inc ., was delermined , some of 
Mr . Lampe ' s apptaisal values , including t he amount assigned to 
the utility properties , were adopted. However , he ac ual 
obligations exceeded the $6,479,000 appraisal amount reporLel! 
by Mr. Lampe . It appears that the actual acquisition price 
relating to this reorganization was a least $7, 970 , 000 . 
Wit ness MacFarlane testified that a revaluat ion of the acquired 
properties was necessary so t hat Lhe assel values would 
cor r espond to the added cash investments and assu~ed 
obligations. Wit ness MacFarlane testified Lhat he believed the 
revaluation was performed pursuan to generally accepted 
account i ng princip les . 

Therefore , we find that the $1, 813 , 600 amounl that was 
assigned , rightly or •..Jrongly, to the u 11 i y sys ern •..Jas no tht: 
result of a n allocation procedure. 

The utility has asked his Commission to include an 
acquisition adjustment in the r~t~ base calculation. Our 
policy has been hat ca ~ b.~ ::. e tm::ul:itOII o t un .:'lc:quisition 
adjustment is permitted only t o thu extdnL ex r ordinaty 
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measures attend a transfer of utili t y ownership. On August 6 , 
1986, a bankruptcy court approved a plan for reorga nizati o n 
for Continental whereby the former owne r, Donald w. Freema n, 
relinquished hi s ownership of the company' s stock, conditions 
were set forth to govern payment of creditors , and the 
pro po ne n t of the plan of reorganiza tion, Redman Indus ru~s . 
Inc., provided $100,000 in new equity capital. Redman 
Industries, Inc., was previ ously the single largest creditor of 
Continental. Following reorganization of Continental, an 
over a 11 revaluatio n of t he compa ny' s assets was deemed 
necessary si nc e the total obligati ons that survived the 
bankruptcy case and t he new capital i nvestment s exceeded the 
recorded boo k value of t he company's assets . That revaluation 
included an assignme nt of $ 1 , 813,600 to the company's u i lity 
assets. That sum corresponds to the "Opinio n of Value " 
prepared by Mr . Wa lter Lampe, in his capacity as ppraic;e r 
evalua ting the worth of four asset categories : vacant acreage , 
mobile home l ots , an amenity package, and utility properties. 
The record indicates that Mr. Lampe used a discounted cash fl ow I 
approach to evaluate t he u tility system based upon a s ream of 
projected income . 

The utility contends that the acquisition price of this 
u tility s y stem s ho uld be the $ 1,813,600 appraisoJl amounl in 
August, 1986 , and that this amount should be considered the 
beginning poi n t for measuring its investment in utility 
properties . Because this acquisition price exceeds the 
previously recorded cost of plant faci l ities ( less CIAC and 
r e l ated reserve accounts) , a "positive" acqu1s1tion adJustment 
is recorded . The original cost of the acquired plant 
facilities, as adj usted to reflect remova l of undocumented 
charges , retirements, a nd adjustmen ts to CI AC, was $1,220, 2 80 
as of August , 1986 . Thu s t he pos itive acquisition adjustmen 
to be considered i n this case is $ 593 , 320. This balance is 
r e duced by subsequent amortization and use d and useful 
corrections to y ield the utility ' s pro posed provision for an 
acquisitio n adjustment in its rate base calculation . 

OPC Wi tness Effron testified hat the u i li y' s proposed 
acquisition adjustment s hould not be included in t he rae bJ ~e 
calculation . He testified that the o r1g1nal cost amount ~ h )uld 
not be disturbed s i mp l y due to a c ha nge in ownership. H ~ also 
testified t ha t an o bjec i~c basis for concluding ha he 
acquisition p rice exceede-J o riginill cos w.:\s ""'i incJ. $ince I 
Cortinental ' s ass!:! s '"'ere <J<:qui ted 1n t he agy reg c1 (!, h·~rc 
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being no separate cash expenditure for each parcel indepe ndenl 
of t he others , Witness Effron argued that lhe repo rLed 
acquisition price merely r epresen ted t he s ubjective judgment of 
the apprai s er, which s hould not be relied upo n as the real 
purchase price of t he utility s y stem . 

Mr. Lampe was not present at t he heari ng to explain his 
basis for appraisal of t he ut i lity s ystem. No r were the work 
schedules prepared in support of h is $1,8i3,600 appraisal 
amoun t available f or inspection. Witness Macfarlane reported 
that Mr . Lampe t estified o n July 25, 1986 , before the 
bankruptcy court as to t he "liquidation" value of Continenta l' s 
property . Recalling Mr. Lampe ' s testimony , Witness l<1acfar l ane 
reported that Mr. Lampe test1fied that the utility asses had 
an average liquidation value of $1,250,000. S 1nce the 
liquidation value would apparentl y rcpresenl 80\ of the 
non-liquidated value, Witness Macfarlane concluded that the 
range of values would be from $ 1,300 , 000 to $1, 813 , 600. Since 
Mr . Lampe did not attend the rate case hear i ng, it is 
impossible to determine why the uppermost value was reported in 
his appraisal letter of August 12, 1986 . 

Witness Macfar lane produced preliminary schedules prepared 
by Mr. Lampe that i nd i cated that the possible range o( values 
for the ut ility would be between $1 , 165,000 and $1,7 50 , 000 . 
Both values r epresent the present value of a stream o f future 
reve nues reduced by e xactly SO\ to represent income after 
expe nses . The l ower a nd uppe r valuation amounts correspond to 
ave rage mont hly bills of $ 30 and $ 45 per residen , 
respectivel y, with lesser per unit c harges for the Sandalwood 
pro ject. Wi t ness Macfa rl a ne d id not know how Mr. Lampe 
estab l ished t hose projected bills . Witness Macfarlane did not 
know how the 5 0\ provisio n for ex pe nses was delermined. He 
agreed that rates would be higher if projected rates were 
designed to yield recovery of an acquisition adjustment. 

Witness Mac far 1 ane acknowledged t ha t o ur pol icy regarding 
rate base inclusion of an acquisition adjustment requires some 
s howing of e xtraordinary measures . He testified ha , in his 
view, the bankru~tcy of Con inental was an extrao rdinary event. 

We agree with OPC ~·litness Effron h<'lt the tcpHted 
acquisition price is not a ptope r indicate( o i the actual 
purchase price fot the utili""y assets . T'le .Sl. 8l3,1J00 !'"•"'PO L etl 
amou nt is no t the bot torn nor even lhe rnidp~:. int of he poss1b~., 
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values, but instead the "highest " possible amount. The 
valuation is based upon a stream of future income, bul t he 
deri vation of the monthly billings is totally unexplained. 
Also unexplained was the ass umptio n that e xpenses would e xacll y 
equal SO% of revenues. The utility ' s own application shows 
t hat e xpenses exceed SO% of revenues , and those revenues are 
designed to yield a return o n the requested acquisition 
adj ustmen t. Since an objective "purchase price " cannot be 
determined from the reco rd, a comparison with the original cost 
amount cannot be made, which cancels any consider aLion of a n 
acquisition adjustment. 

Also disturbing is the pr~mise that a compar.y emeqing 
from bank ruptcy , where some debts are generally disca rded, 
would arrive at a larger investment in utility pl a n t ~quipment 
than before. We reject the proposition Lhat the ~ompany's 
former bankrupt condition is cause f or increasing he 

I 

investment in plant facilities. Even given the lack of 
adequate support for Mr . Lampe ' s appraisals, the l ower scales I 
of his proposed ranges are not much different fr om the original 
c ost amount . 

The utility contends that its bankruptcy is an 
extraordinary or unusual event t hat would justify including its 
reported acquisition price in the rate base equalion . 
Bank r uptcy proceedings may be unusually unpl easanl for 
creditors , and a cr-editor's assumption o f equity ownership and 
responsibi l ity an unusual r esult. The record reveals Lhat some 
market value assessment of Continental' s assets was needed. 
The record does not demonstrate t hat hese conditions justify 
allowing a rate base balance in excess of origi nal cost . 

If the original cost amou nt understated the worlh of the 
utility assets upon reorganization, a sou nd basis Cor 
concludi ng so is needed . Mr. Lampe's appraisal under present 
va l ue income assumptio ns , with unexplained premises concerning 
revenues and expenses, provides no assurance that this met hod 
yielded the more correct estimate o f theiL wo rth . \rle find it 
appropriate to deny the utility ' s request f o r an acquisition 
adjustment. 

7) Pro 
Water Plant 
water plant 
in<..luded in 

Forma Adjustment i2.• 11l!l.er Inslallat.i on 'lnd Su ndrv 
Improvemenls - In 1 s HFRs . . he utilrty te)ue:;ted 
improvements and meter inst llati o n c srs to be 

the pro jec ed test year endtrg H.Hch 3l, 1990. rhe I 
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e stimated costs of the water plant improvements and m r 
installations were $ 208 ,1 54 and $87,192, respectively . The 
utility supported the meter installation cost by including Lhe 
invoices and general l edger reports in Exhibit 15. The actual 
cost was only slightly higher than the estimate. The ma)orily 
of t he work was completed prior to the projected test year . 
There was $11,763 spent during the first mo n t h of the projected 
test year to complete the work. OPC did not mention the meter 
installations in its brief. Therefore, we find it appropriate 
to allow $87,192 as an addition to rate base. 

The water plant improvemen s were substantia ted by utility 
Witness Springstead. The improvements include new pumps, 
pumphouses, chlorinators, plant piping , a sta ndby generator, a 
telemetering system, and acti va tion of the elevated storage 
tank . The need for the improv~ments is undisputed. DER 
Witness Noblitt s tated that the modifications to the s ystem 
would greatly improve the utility's ability o t.eet current 
demands . Utility Witnes s Springstead testified that the water 
plant improvements were for the existing customers, and if 
additional lots are constructed , additional capacity would very 
likely be needed. 

The water plant improvements were contracted by Merideth 
Environmental Services for an initial cost of $ 206,775 . The 
contract was revised on April 14, 198 9 , to include a detenti o n 
tank and temporary electrical controls to wells 2 and 4, whi c h 
resulted in a revised cost of $219,0 39 . The utility also 
provided invoices totalling $18,414 for the engineering work n 
the project . The total cost for t he water plant improv':!ments 
is $ 237 , 453 . 

The improvements had not been comp leled at the time o f 
the June 1, 1989 hearing. The pumps were placed in service 1n 
May and connected to the elevated storage tank, bul Lhe 
pumphouses, telemetry and chlonna ion systems were not 
completed by the hearing. The standby generat o r had been 
delivered but not placed into service. The completion date for 
all the wor k was scheduled for June 10, 1989. 

In its brief. OPC argued Lhal s1nce o nly o ne-thild of t. h• 
cost of the improvements were on-line by the he a ting dale, '11 1 
costs associated with current plant i mprovements, wh1ch ht ''~ 
not been placed in servict::, s hould be r e rnoved t om plant in 
service . An alternare po s1t1on as staled in its bCtet ~.t.J S l a 
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the improvements should be r emoved for that portion of the test 
y ear when they are not going to be in service. Also , expenses 
should be adjusted to eliminate direct costs kno wn not to have 
occurred. 

Utility Wi tness MacFarlane testifi ed that the projected 
test year ending Marc h 31, 1990 , was chosen because the plant 
improvements were scheduled to be completed befo re Marcn 31, 
1989. Continental asked for a pro)ected test year in order to 
include the improvements 100\ , not 75\ because they may not be 
in service for three months of the projected test year. 
Witness MacFarlane indica ted Lha t had he known that hey would 
not be in service until June, he would have probably asked for 
a projected test year ended June of 1990 rather than t-tarc ~ of 
1990 . He further stated that the improvements are recogn i zable 
and because they 1i 11 be in service b y the lime these rates iHC 

established , they should be included 100\. 

I 

We are persuaded by the utility Cor several reasons . The I 
need for the improvements is undisputed. The improvements arc 
basically for t he existing customers and improve the ~~ality of 
service provided by the utility. The improvements will be 
completed by the end of June , 1989 , which places them in 
service Cor 9 months of t he projected test year. The plant 
will be in service by the time Lhe approved rales go into 
effect . We find it reasonabl·e to conclude that the projected 
t e s t yea r was chosen to i n c 1 u de the ext r a o r d i n a r y a moun t o ( 
plant additions i n their e ntirety, and an unfo reseen three 
month delay should not cause a reduction to the costs . 
Furthermore , we no te that the projected test year expenst; f o r 
purchased power was reduced by $7,029 , ma1nly due to the 
efficiency of the two new pumps in combinat1 on w1 th the 
elevaled storage. We C1nd that it is inappropnate for the 
customers to benefit from the full amount of reduced purchased 
power costs due to the plant improvements wh tle the u ilily is 
allowed o n l y a portion of those improvemt;nls in rate base. 

Therefore, we find it appropriate to allow $ 237 ,4 53 for 
the water plant improvemen s and $8 7, 192 for he me et 
installations, or a total pro forma plan add1L1on o t $3 24 ,645. 

8) Used and Use:.ul Ac!just:men s The utility pctt.'ormcd 
used andusefu 1 ana 1 ys~?~ i 11 the MFRs t o 1 he his ton c-a I es 
year ended June 30, 1Cl88, and I' t Lh•~ pc"Jjt!c ... es y~:. .c 
ending C-1at ch 31, 1990 . Tne proj ect:ud t_cs yeat calculations I 
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uli lize the historical data and incorporate the pro forma water 
plant modifications. The modifications include new 500 gallon 
per minute (gpm) pumps at Wells # 2 a nd #4 , in combination with 
a 100 , 000 gallon eleva ted storage tank . Well #J will be 
retired beca use of high iron content. Well #3 wi ll continue as 

' . backup to the potable water system and useo as a primary source 
for golf course irrigation. 

In the water source of supply , both OPC and the utilit y 
used a capacity of 960,000 gallons per day ( gpd), which is the 
16 hou r equivalent of the capacity of the two new well s (1000 
gpm x 1440 gpm/day x 16/24 ) . The fire flow demand used by 
both was also the same at 1500 gpm for three hvurs . The 
nomi nal difference in the calculations is due to th<. maximum 
da ily demand . The utility used a historical maximum d emand of 
708,000 gpd, while OPC used the average day times a thcv reli~al 
peaking factor of two to arrive at a demand of 681,246 gpd . It 
is unknown why OPC Witness Demeza attempted to use a 
theoretical number when hi storical data was available. One 
possible explanalion might be tha the me er installation 
program could have an effect on historical data. However, 
Wi tness Demeza added that when a customer is mete red, t here is 
a reduction in the water that is used but onl y for a s hort 
period of time. Therefore, historica l data still appears 
appropri ate in the maximum day demand calculdtion . The 
resulting used and useful calculations are 100\ by the utility 
and 99\ by OPC. The difference is immaterial for rate-setti ng 
purposes. Therefo re, we find the source of s upply based on 
historical data to be 100\ used and useful . 

The utility requested 50\ of the cost of Wel l #3, which 
provides t he backup capacity should one of the remaining Lwo 
we l ls break down. The primary use for Well #3 is golf course 
irrigatio n. The utility argued that if We ll #3 did not exist, 
it wo uld be r equired to drill a third well Cor Lhe required 
redund a nc y capacity. At the hearing , \-11 ness Demeza explai ned 
that the capacity of Well #3 was recently reduced from 825 gpm 
to 180 gpm for the potable wa ter s y stem , due t o DER·s 
requirement o f a 30 minute chlorine conLact time . In its 
brief , OPC argued that if Well #3 can o nly produce 180 gpm, 
despite its 825 gpm capacity, rat~ base s hould be reduced 
proportionately . We agree and find well #3 (180 gpm/825 gpm) 
to be 22% used and useful . This results in J $3, 982 reducti o n 
to rate base. 
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The elevated storage tank went into service in May 1989 . 
Utility Witness MacFarlane explained the reasons why 1t s hould 
be considered 100\ used and useful at his deposi tion, the 
relevant po rtio ns of which were submitted into t he r ecord . The 
100 , 000 g a llo n tank can just barely meet t he peak hou r demands 
plus fire flow requirement s . OPC made no adjustme nt t o storage 
in its brie f. Therefore, we find the ele vated storage tank to 
be 100% used and useful. 

The water transmi ssion a nd dis ribution a nd wastewater 
collection a nd pumpi ng syslems a ll ha ve the same used a nd 
useful calculation. Both the utility and OPC divide the un its 
served by the deve lopable lots with service to rea,..h a 91 . 5% 
used and useful. The ut ility uses ma rgin r eserve o r each a 
97% used and useful and then rou nds o ff to 100%. At 9/%, it is 
obvious tha t the existing systems are not ove rdesi f ned f.or 
fut ure growth . 

OPC ' s disagreeme nt is with the allowa nce of margin 
reserve . OPC Witnes s Demeza testified that marg1 n reserve 
s hould be the res pon~i bil ity of the owner , not t he user of lhc 
util ity. Witness Demeza contends that it is a challenge fot 
the engineer and owner to find the most cost effeclive s y stem 
tha t will accept additio ns when required by additional 
developmen t. The fallacy in this Lestimony is Lhal a ulili y 
must have sufficient plant t o accept additional connections 
today, but not be c ompensated unt i l some future date. Under 
t his theo re tical scenario , a utili t y could never be compensated 
in a r ate case for lhe required additional capacity until its 
service area is completely built -ou t and its plant completely 
utilized . 

Uti li t y Witness MacFarla ne t estified that this Commission 
haz recognized in its regulation of all t ypes of u tilities that 
pro tecting se r vice qu a lity while maintaining a n ability to 
serve new customers i s a n o bliga tion of a utility. He stated 
t hat if s upply and t r eatmen facilities are exactly matched to 
exi st ing customer needs , t hen t he addition of just a few more 
customers can cause a deterioratio n o f the current cuslomers ' 
service quali y. we ag r ee t ha a margin reserve is appropriate 
in used 1nd usetul ca lcula tions . Theretore , •.·1c ttnd he '..titer 
transmisston i.lnd disl t tbution and •..tast~watcr collcctun and 
pumping systems lobe 100% used and useful . 

The was te• . ..ra t ~ t t rea tmen plant has a capactty H :oo,ooo 
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gpd. Bo t h the utility and OPC use the average day of the 
maximum month (171,000 gpd) and divide by t he capacity to teach 
a 43\ used and useful . The o nly difference in t he final 
calculations is t ha t t he u tilit y adds a margin reserve to reach 
a used a nd usefu l of 45%. Since we have found a margin reserve 
is appropriate for the previously mentioned reasons, we find 
the wa stewater treatment p lan t to be 45% used a nd useful. 

The final used and useful calculation is for the 
wastewater general plant -equipment account. The utility 
requested 100\ used and usefu 1 and OPC recommended a used and 
useful of 43\ . Neither the util ity nor OPC provided adequate 
s upport for their calcula tions. It appears OPC arbitrarily 
ass igned the 43\ used and useful from its wastewa t er pl ont 
c alculat ions . Because the general plant account con tains 
equipment that is used for existi ng c ustomers , we find it to be 
100\ used and usef u l . 

9 } Co ntributions-i n-Aid-of -Construction When our used 
and usef ul calculation includes an allowance for additiondl 
customer growth , also described as a margi n of rese rve , it has 
been ou r policy to of f set that growt h consider ation by the 
additional CIAC t hat will be collected when those customers are 
connec ted . That t his treatment is a matter of Commission 
po lic y was ac knowledged by Utility Witness ,..1acFarlane and OPC 
Witness Effron . Wi t ness MacFarla ne testified that he disagreed 
wi t h t his practice of imputing CIAC to correspond with 
pro jected custome r growth. Witness Effron testified that this 
offsetting treatment was appropriate . 

Witness r-tarFarlane a rgued that the imputation o f future 
CIAC dimin ishes the utility ' s ability to earn a fair rate of 
r etu r n o n i ts continuing i nvestment in plant needed to serve 
i ncremen t al customer growt h . Sine~ some investment in margin 
of reserve will also be needed in future periods , reducing the 
presen t margin of r ese rve by future CIAC is improper in Wit ness 
MacFarl a ne ' s opi nion. 

Witness Effro n testified t ha he did not prepare margin of 
reserve ca l cula tio ns si nce he was no an engineet, but if the 
ma rgin of reserve '"'as intended as an Jllowance for fu ure 
customer growth, it would o nly be [air and consistent Lo 
recognize any CIAC 1-hJt miC)ht be corr.ml!nsurJte •.-11 h tha growth 
taking place." 



ORDER NO . 21680 
DOCKET NO. 881178- WS 
PAGE 3 1 

The reco rd i nc ludes testimony both supporting and opposi ng 
the imputatio n of CIAC as a n offsetting adjustment to the 
margin of reserve provision. If the margin reserve is 
considered a continuing investment in additi onal capacity, 
whic h capacity must be repleni shed as future custome rs connect 
so that adequate capacity wi 11 exist for even later customer 
growth, the practice of imputing future CI AC does diminish the 
allowance afforded this continuing i nvestment . I f the marg1n 
reserve is intended as a match ing provision particular to that 
s pecific customer growth occuring 18 mo nths after the approved 
test year , then the offsetting of fu ure plant and future CIAC, 
both being post test year conditions , has me rit. Therefore, in 
accordance with our polic y, our calculation of rate base 
includes additional CIAC to represent meter connection fees nd 
service availability charges for the 54 customers coJnted 1n 
the margin of service prov1sion . Th corresponding adjustments 
are $50,7 60 ( 54 x $940) for the wa er division and $59,400 , 54 
x $1,100) for the wastewater d i vision . 

I 

The utility's MFRs included a schedul e to depict the CIAC I 
amounts f or the projected test year. The reported balances 
were $114,420 for the water division and $ 239,080 for the 
wastewater division. The reported amounts included a $10,000 
cash con t r i butio n received from Sandalwood Co ndominiums and 
$ 2 , 636 for meter installation costs in 1983 and 1984. The 
remaining balances , or $106,784 for the water divisiora and 
$234,080 for the wastewater division, would repo rtedly 
correspond with the impu~alion procedure described in Rule 
25-30 . 570 , Florida Administrative Code. Pursuanl to this Rule , 
if competent substantial evidence as to the amount of CIAC is 
not s ubmitted, CIAC shall be impuled to the extent plant costs 
have been recorded for tax purposes as expenses relating t o 
land sales , assuming tax information is available. If lax 
informati o n is unavailable, the imputed CIAC shall be 1n 
proportion to the cost of water distribu 10n and transmission 
facilities a nd sewage collection faciliti~s . 

Utility Witness MacFarlane testified that his inquiries 
disclosed that plant construction costs afler reorganiza i o n of 
Continental h~ve been capitalized bo h for book and Lax 
purposes . He also testified LhaL consLruct1on costs were 
li kewise capitalized during owners hip by Lh~ immed1ate former 
owner. Oecause he .. .,as unsur"' abou h•"' 11ccoun ing tC •1 LIT'Cill 
employed by earl1er t'~mets, ~·litnes-. Nat.:f tLl ane 1. pu 1 ecJ CIAC t o I 
the extent that previously constu.ct~d , ansmi - SlOn , 
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difstri bution, a nd co llection facilities " could have been 
charged t o c ost of s a les for tax purposes as the lots were 
sold " . To c omput e hi s imputed CIAC amount , Witness HacFarlane 
added 1982 a nd ear l ie r construction costs for mains, services , 
me te r s , and hydrants (totalling $ 346,937) Cor the water 
division and mai ns , manholes , and lift stations (to talling 
$710, 23 5 ) fo r t he wastewa cer division, and d1viding thes e 
co nst ructio n t otals by 922 developable lots , per unit charges 
o f $376 and $770 we r e calculated . Since 284 lols were sold 
befo re Apr i l of 19 8 2 , the total CIAC 1mounts would be $106,784 
and $ 2 18 , 680 pu rsuant to this calculation. 

The reported CIAC i n the MFRs for the wastewater division 
was i nco rrect l y added , which error i n summation resu lted in a 
$1 5 ,400 o ve r statement of CIAC . Since errors in calcul dtion are 
proper ly corrected whe n not~d , we find an immediate $1 5 , 400 
reduc tio n to t he reported CIAC for the was t ewater div 1 sion to 
be ap pro p riate . 

Witness Macfarlane testified thaL the distribution and 
collect i o n f acilities se rvi ng the Sandalwood project sho u l d 
p roper ly be conside r e d c o ntributed p roperties . This adjustment 
i ncreases CI AC by $ 28 ,000 a nd $ 59 , 400 fo r the respective water 
and wastewate r s y stems . Witness MacFarlane also agreed tha l 
c e r tai n construc tion costs s hould be omitted becaus e o f 
incomp l ete docume n tation . However , because the previous J y 
d iscussed i mputation amount included $31 , 325 for meters th a t 
were undocume n ted , a correspondi ng $9,656 ($31,325/92 2 x 284) 
r e d uct i o n to CIAC also results . The imputed CIAC dlso includes 
a propo r tionate share of $ 48 , 800 in transmission mains that 
were r eti r ed i n 1984 and 1985 . When that amount is rerr.oved 
from the p lant investment column , the portion which is 
c o ns ide red co ntributed property must be excluded f o r 
consistency. The corresponding adjustment is $14,768 
($48 ,800/922 x 284 ) . Therefo r e , we find it appro priate t o 
r educe CI AC fo r t he water division by t he combined $24 , 424 
amoun t relati ng t o r etiremen t of mdins and removal of 
und oc ume n ted plan t . 

Pursuant to our Order No . 20639, i ss ue d o n J anua r y 20, 
1989 , we autho rized c o llectio n o f in Le Cl m se rvi ce a v a ilability 
c harges . Witness Ma c farlane agreed ha t co l lec tion o f these 
pa yments would increase CIAC and cor respond1ng l y reduce r ate 
base. Ass uming tha t , o n ave rag e , th r ue cu~tomers '-'1 ulJ be 
added each mo nth, pee -Les t ye ar ne w CIAC ·.-~ould be $ ') , J .; o ~ nd 
$6 , 600 for the wa t er a nd wa s tewa ··e r s ystems . fo t t he pro) e cted 
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test year , on an average basis , the additiona l CIAC would be 
$ 15 , 120 and $19, 800 for the water and was tewa te r s y s lems . We 
have i ncluded t hese adjustme nt s to t he CIAC a ccount in o ur 
determination of rate base. 

As has been ou r po l i c y, we find it approp ri ate that 
addition a l CIAC be recognized as an otfs et to the ma rgin of 
reserve allowance. Those adjustments a dd $50,760 and $ 59,400 
to the respective wate r and wastewater CIAC balances 

Based o n al l our adjustme nts above, t he corrected CIAC 
amounts a r e $ 19 1 , 3 16 f o r the w a t e r d i v i s i o n and $3 6 8 , 8 8 0 f o r 
the wastewater di visio n. These are also the appropriate CIAC 
totals for our rate base calculatio n. 

OPC Witness Effron test i fied lhat add itional CI M: shou ld 
be imputed for years subsequent to 1982, based upo n add1tional 
customer connections multiplied by the $ 376 uni t wal~r cost and 

I 

t he $770 unit wastewater cost pro vided by Witness MacFarlane . I 
Witness Effron noted that hi s pro posed adj us tmenL wa.3 based on 
pre-1982 const ruction costs. His ad j ustment is apparently 
based upon the assumption tha t the price for each loL sold 
after 1982 i ncluded some measure of pre-1982 construction 
costs. No evide nce to s upport t ha t pos ition wa s preser~ Led by 
Witness Effron . 

Utility Wi t ness MacFarlane testified LhaL , before a nd 
following reo rganization, Conti nent al had capitalized 
construction costs both f o r tax a nd bookkeep1 ng purposes . If 
t hose c os ts were not deducted for boo kkeeping purposes or tax 
purposes , there is no o bvious correlation between the price of 
a l o t and t he cost of build ing u tility systems. 

During cross-examination, Witness MacFarlane wa s a s ked 
whether deprec iatio n relative t o the claimed investment i n 
ut ility assets was reported o n a par tlcular line in the tax 
ret u en of Co n ti ne ntal, wh ich ca ego ry refers to use of 
accelerated cost recovery (ACRS) Cor J S-yea r publlc utility 
property. Witness MacFarlane agreed that water and sewer 
assets would be included i n the catego ry of 15-yeat pub l ic 
ut ility property if the filing party claimed ACRS rates . He 
a l so agreed that no depreciation expense was repo tLed by 
Conti ne n ta l o n this p~rticu l ar line from l982 to 1985. 

Witness MacFarlane indicated that depreciatio n rdlative to I 
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the ut ility a ssets for Co n tinental may ha ve been reported 
elsewhere o n the ta x depreciation schedule. Since lha subject 
tax returns were in OPC · s possession before the hearing, the 
opportuni ty to discovery whether depreci ation of utili y plant 
was reported on a not her line or whether accelerated 
depreciation was actua lly claimed was r eadily available . OPC ' s 
questio ns r eg arding a particular line o n the tax return were 
restr i ctive and Witness MacFarlane ' s testimony that utility 
assets were capitalized was not disproved . Since Continenlal 
was not operating as a regulated public utility before th1s 
Commission 's regulatio n, a nd, e xcept with regard to Sandalwood , 
customers were c h arged maintenance Ceas rather than separate 
water and sewer charges, it is unclear whe t her 15-yea r ACRS 
rates would appl y in Con tinental's specific case. 

10) Accumu lated Deprecia ion - The balances repo ted for 
accumulated depreciation in the MFRs, or $243,15 5 for the wa er 
division and $3 21 , 02 9 for the wastewater division , included 
sums wh ich relate to undocumented p 1 ant . The reported balance 
for the water divisio n did not i nclude adjustments to reflecl 
retirement of replaced water mains, a pro forma adjustment to 
reflec t repl aceme nt of pumping and chlorination equipment, o r a 
recla ssification of Well #1 t o a no n-uti lity account. An 
addition to water plant i n 1988 , which was incorrectly 
classified to a maintenance account , necessitates a further 
adjustment . The reported balance Cor the wastewater division 
included depreciation that was accrued subsequent to retirement 
of a package treatment plant, which rasulted in an 
ove r statement of that account . We find an adjustment to 
reflect the actua l cost of certain water plant improvemen t s to 
be appropriate, which adjustment necessitates a further 
correction to the reserve account . When these var1ous 
ad j ustments are considered , he cor rected accumulated 
deprecia tion, after used and useful adjustments, 1s $ 192 , 784 
and $314 , 127 for the respective water and wastewater divisions. 

11) Wor k i ng Capital - The utility ' s requested allowance 
for wor k i ng capital is based upon the formula approach, whereby 
o ne - eig h th of the utility ' s operati ng expen!'.es is used as an 
estimate of wor k ing capital needs . OPC Wi tness Effron 
testified that the f o rmula approach was an arb1tracy method o f 
computing working capital which does not accuraLel y add tess the 
utility's actual cash wo tk ing capi <1l requiremen s . 'tl1tnes3 
Effron testified t-hat the f ,.Hn•ula df>pLoach \.,r,;s bii ei.l upon the 
ass umpti o n t hat a ut1llty incurs expenses about l5 days oefote 
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recovery of those costs fr om customers . Witness Effron argued 
that whi le the formula approach might approxima e Lhe lag in 
collectio n of revenues , it did no t consider the offseLUng 
considerat ion t hat a lag in paymen t in expenses would also be 
e xpected. He s uggested that the lag in payment might surpass 
t he lag in col lectio n of revenues . H~ recommend d d zero 
prov1 s1on for working capital because a " positi ve" wo rking 
c apital amount had not been established. 

Uti lity Witness MacFarlane testified t hat the formula 
approach wa s wide l y recognized as a reasonable means of 
estimating wo rking capital . He reported hat Conttnental pays 
its creditors in a time ly manner and because it ren1ers service 
befo r e collecting receipts, it wa s entitled to a n allowance for 
wo rking cap ita l . Wi t ness MacFar l a ne arg ued that . the 
formula approa ch is justified when compared to a c..os 1:· but 
detailed l ead/lag study or a balance s heet approach wh1ch is 
virtually impossible due to the number of no nregulated 

I 

operat ions c o nducted by Con t inental Cou n try Club, Inc . " . I 
During cross-exami nati o n, Witness MacFarlane admit ted that some 
expenses, such as electricity and interest , are typically paid 
after t he be nefits are received by a utility. In its brief, 
OPC argues that t he utility has failed to establish i s need of 
a wor ki ng capital allowance. 

This Commission has adopted the balance sheet approach to 
measure a utility' s working capital r equirement becduse tt 
y ields a more exact calculation of the utility ' s actual working 
capital condition during Lhe test year. Absent evidence ha 
t he balance s heet approach would yield grea er curren and 
deferred assets than matching liabili ies, it has been our 
prac ti c e t o excl ude working capital from the rate base equation . 

Recen tly, in Docket No . 880883-WS, we initiated 
proceeding s to st r eamli ne procedures relattng to wc1Ler and 
sewer rate cases. By Order No . 21202 , we directed our Sta(( o 
i ni tiate rulema k ing regard 1ng the use ot: the formula approach 
to calculate working capital w1th the aJded condition h"l a 
sepa rate p rovisio n for deferred charges would not be 
permitted. This simpliftcalton o r the wotklng capt al equat1 ~n 
is expected to result 1n reduced tate case ~.;;xpen s es. However, 
our dec1sion was t c ini i1t~ rul emaktng, not to c hange ou r 
policy by that Order. 

Obviously , the for: Jl t • pp t oach is but an es irnatc o r 1 I 



I 

I 

I 

ORDER NO. 21680 
DOCKET NO. 881178-WS 
PAGE 36 

u t ility ' s need for working capital. ihtness Macfarlane 
testif i ed that a balance sheet approach was "vu ually 
impossi ble" because of the unregulated activities of 
Conti nental . The uti lity's application includes a balance 
sheet for the total company, which schedule does show an excess 
of current assets over current liabi lit1es , but because of the 
magnitude of the amounts listed therein and the descriptions of 
the accounts , it appears likely that the portion related to the 
ut ility operation would be small . The cost of preparing a 
detailed lead/lag study of a complicated, month by month 
analysis of balance sheet accounts, where many nonregulated 
activities must be identified and excluded, would have 
contribu ted to inc rea sed rate case charges and a cor respond i nq 
request for greater revenues. It is not improbable that 
r e venues for recovery of those added rate case chcltqcs would 
approach, if not surpass, the revenues associated with the 
currently reques ted working capi t al provision. In addition, it 
may be appropriate to consider that the utility d1d not request 
a separate allowance for its deferrco rate case charges, which 
amou nt alone would e xceed the requested working capttal amount . 

We find it appropriate to approve the use of t he formula 
approach to compute working capital . Because the utility 
ope ra tion was i nextricably intermingled with othe r corrmunity 
service operations and because development ac ivities by 
Conti nental add a further separation complication, the balance 
sheet approach for measurement of working capital is d1fficult. 
if not impossible, to apply 1n th1s somewhat un1que case . 
Other than speculation about what a lead/lag study might 
reveal , the only evidence in the record concern1ng t he 
utility ' s true working capital needs is Witness {'o1acFarlane ' s 
testimony that Continental pays its creditors in a timely 
fashion a nd bills its custome rs in arrears. The working 
capita l al l owance using the formula approach amounts are 
$11,0 21 fot the water division and $1 3,798 for the wastewater 
division. 

12) Test Year Rate Base - Using the beginning balance and 
the mo nth ending account balances for the t est year, we find 
$726,895 anJ $381, 415 to be he respective rate base totals for 
the water and waste\o~ater div1si o ns . fhe utility ' s wa ~r and 
wastewater rate base amoun s J t e s how n o n Schedules Nos . L-A 
and 1-B attached hereto. Our adJ ustments to he ra ~ base 
ca lculat i ons dLe s h o\-m .>n tht atl".:scheJ SclPdul~ . 1-C. 



ORDER NO. 21680 
DOCKET NO. 881178-WS 
PAGE 37 

COST OF CAPITAL 

1) Capital Structure - For t he hi storical year ended June 
30, 1988, Cont inental's capital structure was all debt 
related . On the average, about 11\ was payable to the 
Internal Revenue Service and an unsecured creditor fund, with 
t he . remaining 89\ owed to Continental ' s parent company, Redman 
Industries , Inc . That intercompany obligation was shown as 
being equivalent to equity investmC'nt since Redman · s capital 
did not i nclude any outstanding debt. Based upon those sources 
of funding, an overall cost of capital of 11.87\ was reported 
by the utility. 

I 

For the projected test year ending March 31, 1990, the 
liabilities to outside parties were reduced b ased upon 
scheduled payments of principal, and a further obli3ation to 
the parent company was added to represent the expected cost o f 
water plan t improvements . However , because Redmau 1 tsc lf was 
acquired by a highly leveraged company, the intercompany I 
obligation was adjusted to approximate the capital s tructure of 
the new owne r. As adjusted, the utillty ' s capital structure 
consists of 9.5\ equity i n vestment and 90.5\ debt. The 
requested return on equity is 14. 3 5\ and the weigh led cost of 
debt is about 10.52\. The requested overall cosl oC capital is 
10.88%. 

There is no ev idence in the reco rd to indicate lhat 
Continental's proposed capital structure should not be accepled 
i n this proceeding. OPC Witness EiCron used the 10.88% 
weighted cost of capital derived from this capital structu re to 
portray the uti lity' s return o n investment in the event a rate 
of return was granted in this case . In its brief, OPC contends 
that all capital must be deemed contributed si nce reco very of 
interest was not permitted in court decisions concetning the 
maintenance Cee . 

We find it appropriate to accepL Lhe utility's proposed 
c apital structure to compute the cost of capital for this 
proceeding . The ut1lity ' s cost o f capital is s hown on a tached 
Schedule No . 2 , which also shows a reconciliation of sources of 
funding with the combined water and wastewater rate base 
amounts . 

2 } Return O.!!_E Ulll - Th~ ul:ility', rcque:> ed ret:urn o n I 
i s equity in1estment 1S bas ed upon the leveLage r o t mula 
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pursuant to our Order No . 19718, issued in Docket No. 
880006-WS. That Order indicates that the appropriate return on 
equity should be 14.3 5\ when the equity por tton o f the capi a 1 
structure is less than 40\. The equity portion of the 
utility ' s capital structure is 9.46\. 

All parties agreed, in their prehearing statemeraLs, that 
the leverage formula should be used to esLabl1sh the 
appropriate return o n equity investment 1f earntngs were 
included in t he approved rates . Our pol icy has been that an 
authorized range is established for the allowed quity return 
for subsequent surveillance and interim rate considerations. 
Using that range of 100 basis points around the allowed return, 
the authorized range of rea~onbleness would be 13.35• t o 
15.35\. Based upon evidence of record, and prior agreement 
concerning use of the current leverag~ formula, dnd the 
utility's capital st ructure, we find it appropnate to 
establish a 14 .35\ return on equity investment. 

3) Overall Rate of Return - The utility's requ~sted return 
o n investment is 10.88\, which is also equal to t he requested 
cost of capital for this proceeding. The cost of cap1tal is 
determi ned by weighing the equity and debt portions in the 
capital structure and their respective cosl rates. There is no 
evidence in the record to indicate that the utility's proposed 
cost of capital is unreaso nable. OPC Witness Effron used th1 s 
10 . 88\ weighted cost to portray the utility's return on 
investment in the event a rate of return was qranted in this 
case. Accordingly, based upon ev1dence in the reco rd, we 
hereby approve a 10 . 88\ overall cost o f capital, with a range 
of reasonableness of 10.78\ to 10.97\. A Lached as Schedules 
Nos. 3-A and 3-B are the operat1ng lnCOIT'e statements for the 
respective water and wastewater s ys tems. Our adjus ments are 
itemized on Schedule No. 3-C, wi th further discussion provided 
below. 

OPERATING I NC0 t1E 

1) Professional Fees - Our audi repor revi .... ..,ed cer a in 
e rrors in classl:Cy1ng consul 1nq fe~s winch relate to ::~ 
non-utllity court case ($554 ) 1nd the utll1 y'o; applica ton 
($5 53 ) for .l CCLLlrtCate tlOm hl!> CommiSSl Hl. 0Ul lUdtt H 

proposed re:r?'lll :>f he '£ '>54 non-u i 11 ty expt~n .. e 1nd 
capitalization or the $553 fee eel ted to obt:aining 
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certificate. 
adjustments 
MacFarlane 
appropriate. 
corrections, 
expenses by 
account. 

OPC Witness ECf ron adopted these proposed 
in hi s prefiled testimony. Utill.Ly Witness 
also agreed that these adjustments were 

Si nce there is no dispute regarding these 
we find it appropriate to reduce test year 

$1,107 while adding $ 553 to the intangible plant 

2 ) Engineering Study - The uli l i t y requested a pro forma 
adjustment of $1,860 to record an amortization of a $ 9300 
engi neering study on the existing s ystem to be written off over 
5 years. The cost would hen be splil between the water and 
wastewater accounts. In 1ts brief, OPC argues tha .. the need 
for this study has no t been substantiated and the otepayers 

I 

should not have to cover costs associated with iden 1fy ing 
engineering problems. However, Uti 1 i ty Witness M .. c Fa r J ::~ne 
stated thal the study identified certain areas which 
Continental must recognize as need1ng improvement . The study 
caused most of the improvements under construction in t he water I 
s ystem. Witness Macfarlane further s tated that, in hi s 
opi nio n, this type of review should be done periodicall y by any 
smal l utility in order to furnish safe and efficient service. 
We agree and, therefore, find that the need for this study was 
adequately expla ined The utility provided copies of invoices 
at the heari ng supporting t he $9300 cost. OPC argued in it s 
b rief that while Exhibit 1116 wa s identified for the record, il 
was never admitted into evidence. Exhibit 1116 was not admi tted 
immediately into evidence in the afternoon session of the 
hearing, howeve: , it was admitted into evidence in the evening 
session. Therefore, we will allow the pro forma expense of 
$1, 860. 

3) Other Pro Forma Adjustment 3 - Pursuant to a request by 
a panel member, Wi tness MacFarlane prepared a late-fi l ed 
exhibit to explain why operating expenses f or the projec ted 
test year were greater than those repo rted for the base year 
ended June 30, 1988. This i nformation allows us to perform a 
benchmark test. That exhibit shows inclus:on of the following 
pro forma adjustments to convect the June, 1988, base year to 
the March, 1990, projected year: 

$10,800 Employee hiLPd to 
mai ntaining water and 
systeMs and o handle 
reading respcnsibility. 

assist in 
was ewater 
ne\: '111~' e r I 
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$ 4,720 

$ 1,277 

$ 4,276 

$ 5,762 

$ 7,200 

Addi tional wages 
s uperintendent 
rather than 80\ 
utility matters . 

field 
100\ 

time to 

to reflec t. 
devoting 
of his 

Employee benefits and insurance 
relating to above wages . 

Increased 
contract 
plants. 

annual 
operator 

expense of 
at treatment 

Estimated cost of separate billin, 
for ut ility service . 

Estimated e xpense for accounting 
a nd reporting requirements , and 
of i ice personne 1 and management 
time to operate the utility system 
as a distinct e nt ity. 

We find that each of the above pro forma adjus ments s hould be 
allowed as reasonable amounts in the projection of test year 
expenses. 

4) Rate Case Expense 

The ut i l ity' s revenue request at the hear ing date included 
a provision for recovery o f projected rate case costs of 
$60,000 , which amount would be amortized over f our year .. and 
equally divided between the water and wa stewater divisions. In 
prefiled test imony, Wi tness MacFarlane reported that the 
utili t y would submit an exhibit to s how actual costs as of the 
hearing date and estimated completion cos s . That exhib1t 
showing pro jected total ra te case costs of $69 , 266 was admitted 
into evidence during t he hearing. The projected rate case cost 
includes $11,900 for expenses during and subsequent to the 
hearing. Our review of this exhibit did not reveal any 
material mi s statement of actual costs. It is our policy, 
generally, to permit admission of actual cost data to replace 
obviously inexact estimates. Amortization of this amount o ver 
four years will yield an $8, 658 test year e xpense fo t the wa er 
division and a similar amoun for the wastewater divi sion. The 
record does no t indicate thcJ lhe revised rate cas' cos 1s 1n 

un r easonable amount, and therefore its recovery 1s not: 
unreasonable. 
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5) Increased Labor Costs The u ili t y' s repo rted 
expenses for the projected test yea r d i d not include a $7,760 
amount to represent increased labor costs for the wastewater 
division . Utility Witness MacFarlane proposed an adjustment in 
hi s prefiled testimony to correct this error. OPC Witness 
Effron agreed that thi s error should be corrected. We , 
therefore, find it appropriate t o approve the $7,7 60 adjus tment 
proposed by the utility and OPC. 

6) Car Insurance After reviewi ng the compo nents 
included in a "management fee" charged to t he utility 
operation, OPC Witnes s Eff ron proposed an adjustmen to reduce 
a $3,432 annual expense f o r car insurance to $1,200 unless the 
utility could substantiate the reaso nablenes s of the repor ted 
expense . I n his rebutt a l t es timony, Wi tness r..acFar1ane 
disagreed with the proposed reduction fo r ins ur a nce , noting 
that the expense related to use o( a truc k rather an 
automobile. He further repo r:ted that Continental wa s c harge d 

I 

the s ame insurance amount per truck a s all o ther subs idiaries I 
of Redman Industries , Inc., which amount was $3,43 2. 74 f o r the 
fiscal year ertded March 31, 1988, and $3 ,729.3 2 f o r the fiscal 
year ended March 31, 1989. For car insurance, t he 
corresponding annual amount s were $1,373 . 10 and $1,4 91 .73. 
Witness MacFarlane argued that the expense might be larger than 
expected because of the number of potential drivers and the 
greater p rotection that corporations generally r equ ire . 

During cross-examination, Wi t ness MacFarlane admitted that 
no documentati o n had been submitted to prove that the cost t o 
Redman equalled the allocated amount. Simply repo r ting that 
the "truck" insurance is equally charged to each subsid iary 
does not demonstrate that the amount is a reasonable sum. It 
is reasonable to assume that the insured vehicle is a 
maintenance truck used with i n the service community i n 
Wildwood , that under these circumstances the l a rg e difference 
betwee n auto and truck insurance wo uld seem to be di mi nished at 
least within this community, and that thi s greate r e xpe nse may 
be due to greater i nsurance rates in o hf:r areas or totally 
differe nt transportatio n equipment. The r eco rd does not 
s uppo rt the reported $3 ,43 2 insurance amou n t , a nd we t herefo r e 
approve OPC Witness Effron· s proposed $1, 200 insur a nce 
provision. 

7) Misc lassified Addition to Plant - During the h\;?adng , I 
Witness t<1acFa rla ne agreed that a $WOO test year maintenance 
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expense was actually a misclassified addit ion to plan t a nd that 
t he expense should be reduced acco rdingly . Since lhat plant 
item was subseque n tl y retired, the correcting entry is charged 
to accumulated depreciation . Therefo re, we Cind it app r o priate 
to reduce test year expenses for the water divi sion by $1,900 . 

. 8 ) Amortization of Replacement Wastewater Pump During 
the hearing , Witness Macfa r lane also agreed that maintenance 
expense for t he wastewater division should be reduced by $ 616 
to amortize the replacement of a wastewater pump over two 
years . We fi nd it app ropriate, therefore, to reduce test year 
expense by t h is $ 616 amount. 

9 ) Pu rc hased Power The utility incurred $ 14 . 102 in 
pu r c hased power water e x pense for the hi sto ricJ l test year , and 
requested no c ha nges to this account for the pro jectt..d te s t 
yea r expense . The utility performed an engineering estimate o f 
projected test yea r electrical usage f or the pro posed moto rs at 
Wells # 2 and #4 , which was requested by our Staff si nce :it 
appeared some efficiency might be gained by usi ng the proposed 
larger more efficient pumps in combinatio n - with elevated 
storage . Based o n its e ngineering estimate, the utility agreed 
to a n $ 8 , 202 reduction to the projected test year purchased 
power accoun t . Howeve r, t he utility used 91 , 004,000 pro)ected 
test year gallons in its calculation, whi c h included an assumed 
c o nsumption of 7500 gallons per mon t h per equivalent 
residenti a l connection (ERC) and an allowable wate r l os s o f 
10%. We find 9 , 000 gallons per month per ERC to be more 
app ropriate . Th i s i ncreases the pro jected test y ea r 
consumption to 98,166,000 gallo ns . Afte r adding the 10\ 
allowance for water losses, the revised projected test year 
ga llonage is 109 , 070,000 gallons . Using this gallonage in the 
es t imated provided by the utili l y , the revised projec ted 
pu rchased power expense is $7, 073 , wh ich i s a $7,029 reduct i o n 
to e xpenses . we find this adjus tment appro pCLate t o match the 
projections for both purchased power and test year gallonage. 

The appropriate revenue requirement for a ut1llty res ult s 
from o ur i nde pendent cons i derat i on ot t t s ra te bdse . trs cost 
of capital, a nd its operattng expenses . Ba sed upon he 
adj ustmen ts discussed above, w~ find he ullltty'j Jnnual 
r ev nue requ i r emen t s t o be $ 20q,S21 for the watet dl'JlSt o n and 
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$175,523 for the wastewater division. These revenues are 
designed to give the utility a n opportun1ty to earn the 
approved overall rate of re t urn o f 10.88\ 

RATES ANU CHARGES 

1) Mete r Installation Charges I n its application, the 
uti lity requested meter installation charges for the 1 l/2 
inch, 2 inc h and larger meter sizes. Wi t ness MacFarlane 
testified that the ut ility planned to install the melees to 
serve the remai ning 100 lots i n CCC at no charge to the 
customers. However, any new development seeking sec .tier- would 
be master-mete r ed and c ha r ged a meter installation ch ,rge. 

We find that the u tilily ' s proposal to charge some f uture 
customers, bu t not all , for meter installa ion is 
discriminatory. Therefore, we fi nd it appropriate to establish 
meter ins ta lla t i o n charges f o r a 11 meter sizes for a 11 future 
customers. 

2) Inter im Service Availability Charges Made Final 
Because Continental had no service availability policy or 
charges when it came under this Commission's ju r isdiction , over 
800 custome r s in the mobile home park have connecled with no 
service ava i l ability charge . The utility' s only CIAC consists 
o f a $10,000 contribution from Sandalwood and imputed CIAC. 
The utility' s application proposes o n ly meter installation 
charges for mete r s 1 1/2 inch and larger . No plan capacity 
charges we r e requested . 

By Order No . 20639 , issued o n January 20, 1989, we 
approved inte rim service availability c harges ba sed on our 
analysis of informatio n i n t he utility' s filing regarding its 
investme nt , capacity, and growth projections . Interim main 
ex t ension c harges were approved for t hose areas in which water 
and was tewate r lines have already been 1nstalled by t he 
utility. The requirement of donated o n-si e and off-site lines 
was approved f or those areas where th~ utility has not 
installed lines . In terim plant capac1 y charges for water and 
wastewate r were approved which we pro)ected would achieve a 75\ 
contribution level at design capacity. The utility was 
required to deposit all interim conlribul1ons into an escrow 
account. 

I 

I 

I 
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Witness MacFarlane indicated that if service availabillty 
charges are assessed , the utili t y would like to be o n the low 
e nd of t he r a nge , mea ning the minimum level allowed by Rule 
25-30.580 , Florida Adminis t ra tive Code . However , he also 
acknow l e dged t hat the interim charges fall within the ra nge set 
by t hi s Commissio n, of up to 75\ of the net invested cost of 
t he plant . 

Witness MacFarlane testified that the i n terim charge for 
water would produce about a 38\ CIAC level at design capacity 
because of the number of existing c o nnections ( 800 customers 
connected with no service availability c harge ) versus the total 
number of connectio ns when the plant will be 100\ used and 
useful (the water plant is pro jected to be 100\ used ond useful 
at the end oi the projec ted test yea r). Because t he utility 
did not c ollect service ava ilability c harges from the fir~t 800 
c ustomers , the small number of future c u stomers who wil pa y a 
se rvice availability charge will not be sufficient to generate 
enough CIAC to achieve our 75\ target CIAC level at design 
capacity. 

Our a nalysis of the interim wa ter p la n t capacity c harge 
indicates that $34 0 per ERC r epresents about 85\ of the tota 1 
cost of the water t reatment plant cost per ERC . To gene rate a 
plant capacity c harge which wo uld r esult in the utility ' s 
having a 75\ contr i bu tion level at design capacity would cause 
the few rema in i ng customers who connect to pay far more per ERC 
tha n t hei r fair s hare of the cost of the water system. 

Witness MacFarlane also testified that, although the 
wastewater system has a great deal of excess capac1ty , the 
util ity' s CIAC leve l will meet Commission guidelines. The 
utility current ly has a 24\ contribution level . Because the 
utility ha s so muc h excess capacity, Jnd its pro jected growth 
is so slow, 3 ERCs per month, the a nalysis required looking out 
30 ye ar s in to the f u t ure . However, within the next 10 to 20 
years it appears that t he interim wa stewate r plant capacity 
charge will result in a contribution level which is within the 
guidelines of Rul e 25-30.580 , Florida Admi nistrative Code. We 
wi 11 not base our decision o n a project ion beyo nd 10 to 20 
years because of the inheren t uncertaint1es regard1ng growth 
a nd the changing regul 'lto ry standards for ,,.a s ewatpr rPa ment 
pla nts . 

Witness MacFarlane also testified as to th• u ility's 
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costs involved i n installing meters . The contractor's bid to 
install water meters and reset the meter box was $47 each . The 
bid to locate the water service and install the meter was $14 2 
each. Continental was to pro vide Lhe meter. Locating the 
service will only be necessary for the lots where a service was 
previously installed . The cost of the mete r , $50 , should be 
added to the contracto r's bid fo r the labor to install the 
mete rs. Therefore, it appears that the interim meter 
1nstallation charges are in l ine with the actual cos t to 
install a new meter. 

We find it appropriate to make the interim se rvice 
availability charges final . The utility shall not ify cus tomers 
and deve lope rs, in writing, of the actual cost t o i nstall 2" 
and la rger meters prior to the installation. The funds i n the 
escrow account s ha ll be released to the utility u~on the 
effect ive da te of this Order . The following are the utility' s 
proposed and the Commission-appro ved final servic e availabili t y 
charges: 

Utili t.y 
Pro posed 

Commission-Approve d 
Fina l 

Me ter Installatio n 

5/8" X 3/4 " 
3/4" 

1" 
1 1/2 " 

2 " 
Over 2" 

N/A 
N/A 
N/A 

$374 
464 

Actual Cost 

Wate r Plant Capacity N/A 
Water Main Ex tension (1) N/A 
Donated On-site and Off-site lines (2) 

Wa s tewater Plant Capacity N/A 
Wastewater Main Extensio n {1) N/A 
Donated On-site and Off -s ite lines ( 2 ) 

$ 100 
100 
125 
150 

Actual Cos t 
Ac t ual Cost 

$340.00 per ERC 
$500.00 pe r ERC o r 

$3 50 . 00 per ERC 
$750.00 per ERC o r 

(1) I n t hose areas wh e t e the u t ility ha s i nst a lled l ines 
(2) In those areas whe re t he u t i lity has not 1nstalled 

lines 

I 

I 

3} Misce lla neous Secvig Ch a£_ges - Ru le 25-30 . 345 . Flonda I 
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Admi ni strat ive Code, provides that a utility ma y have 
miscellaneous service charges. Staff Advisory Bulletin (SAB) 
No . 13 , Second Revised, defines four categories of 
miscellaneous service c ha r ges and provides the typic a 1 charge 
for each c a tego ry . The utility' s o riginal request to collect 
miscella neous se rvice charges did no include the specific 
charges set out i n SAB 13, Second Revised. However, Witness 
MacFarlane acknowledged t hat it was the utility's intent to 
request t he charges contained in SAB 13. 

The uti lity' s existing tariff does not contain 
miscellaneous service charges and the utility has never 
collected t hose t ypes of charges. Witness Macfarlane testifted 
that the utility' s collection of the charges migh gene t ate 
$600 to $1000 per year. 

Upon consideration , 
the utility to collect 
follows : 

we find 1t appropriate 
miscellaneous service 

to authorize 
charges, as 

Type of Service 

Init ial Connection 
Norma l Reconnection 
Violation Reconnect ion 
Premises Visit 

Wate r 

$ 15 
15 
15 
10 

Wa s tewater 

$ 15 
15 

Ac tual Cost 
10 

When both water a nd wastewater services are provided , only 
a single charge is appropriate unless circumstances beyond the 
control of the utility require multiple ac ions. 

4) Custome r Deposits Rule 25-30 . 311, Flor i da 
Administrative Code, prov1des the ')uidelines for collection of 
c us tomer deposits . Wi tness MacFarlane testified at the hearing 
that the reaso n the utility wanted authority to collect 
customer depos it s was only to guard against the situations of 
bad-payi ng customers or rental type cus omers . It was not 
anticipated that Con inenlal would go out and secure deposits 
from all of its existing ratepayers . That philosophy is 
consistent wi th the Rule. we find il appropria e to authorize 
the utility to collect customer deposits pursuant to Rule 
25-30.311 , Florida Adm1nistrative Cod~. 

5) Ga llonaqe 
testified at the 

Cap for Wdstewal~t 
deposition that Lhc 

•.-Ji t n ".:.) 
til tty' s 

HacF H 1 ane 
tailure Lo 
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request a cap on the gallons on which residential wastewa ter 
customer bills will be calculated was an ove rsight. He 
indicated that the utility proposed a 6,000 gallon per month 
cap. The cap recognizes that some water is used for irrigat1 o n 
and other purposes which is not returned to the wastewater 
system. Those gallons should not be included in the customer's 
bill for wastewater service. 

I 

It is our po 1 icy to have a cap on the gallons used to 
calculate residential wastewater bill~. The cap represents the 
maximum water usage that should be included to c a lculate the 
residential wastewater bill. The ut1lity's pro posed cap o f 
6,000 gallons per month appears to be a reasonable esti~ate o f 
the maximum water usage for which residential custor~.e rs shC'uld 
be billed for wastewater service . We are persuaded bv Witness 
MacFarlane ' s testimony that even if the water usage i s greater 
than that anticipated by the utility, the additional u~age Aill 
probably be for irrigation and should not be used to calculate 
the residential wastewater bills. Therefore, we find it I 
appropriate to approve a 6 ,000 gallons per month cap ~o r 
residential wastewater customers. 

6) ~opriate Bills and Gallons to Determine Base 
Facility Charge - The utility ' s proposed bills for water and 
wastewater are basa d o n the number o C customers in the 
historical test year plus an estimated three additional 
residential connections per month through the projcc cd test 
year. OPC Witness Etfron proposed that the utility is legally 
required to charge all lots for service, whether or nol those 
lots are individually owned and occupied. He stated that the 
number of bill s should be increased by 1 , 050 to recogn1ze 
revenue from base charges to unoccupied lots. However, when 
cross-examined at the hearing, Witness Effron repeatedly sldted 
that he did not intend to addres o:o issues of rate design. In 
OPC's brief, no mention was made of the additional bills. 

Witness MacFarlane refuted \-l1tness Effron's testimony by 
stating in h is rebuttal testimony that those who use service 
should pay for it. A utility cannot bill an empty lot whi c h 
does not have service. He also po 1n ed ou t the inco nsts t e nc y 
between Witness Effron· s propos a I a nd t;he concept of used and 
useful ad jus men ts. w~ find, h'rctote, thdl the nurnbet c ( 
bills pr cpo:sed by the utility f o r ·.o~a ~~ and was ew1 cr are 
appropria t- ~ . \·le do not find 1t appropLi~te t') .,cld 1050 b1lls I 
r o c undeveloped lots , as OPC suggcst~d . Tl.e ut1l1ty's 
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arguments that it cannot bill for service which i s not rendered 
and t he propos a 1' s inconsistency with the concept of used and 
useful adjustments are persuasive. 

There was a substantial amount of conflicting testimony 
regarding the number of gallons of water p~r bill which should 
be used for the proiected billing analysis . The utility 
p roposes using an estimated 7,500 gallons per residential bill 
( 250 GPO) and OPC proposes using an estimated 10,500 gallo ns 
(350 GPO}. The projected usage for Sanda lwood Condominiums (6 
inch meter) is based on the actual usage in the historic test 
year. 

Both Witnesses MacFarla ne and E(fron testi fi e c t hat, 
currently, the residents of Continental are using in e xcess o f 
12,000 gallons of water per mo nth. Witness !11 Jc Far!.ane 
testified that hi s experience indicated that 12 ,000 gal lons per 
mon t h is unusually high for a mobile home park. OPC W1 t ness 
DeMeza testified that t he lawns are beautiful and mos t o( he 
water is Eo r the lawns . Wi t nesses MacFarlane and Effro n also 
testified that they expected the usage to decrease with met€re d 
rates. The discrepancy of opinio n is how much the usage wi 11 
decrease when metered rates are implemented. 

Witness MacFarlane testified that Rule 25- 30 . 0 55, Fl o rida 
Administrative Code , regarding systems with a capacity or 
proposed capacity t o serve 100 or fewer persons, specifically 
mentions that an ERC i s equal to 250 GPO for the purposes o f 
that Rule only . Also , the customer demographics of Continen t al 
would establish that the po pulation is mostly ret i red people 
with two persons per household. Therefo re, 250 GPO is a better 
estimate of the projected average consumption of t he customers 
of Continental tha n 350 GPO would be. The 350 GPO standard is 
an assumption of 3. 5 persons per household using 100 GPO. He 
also testified t hat an estimate might be derived from a review 
of other mobile home parks in the central Florida area with 
similar demographics and ci rcumstances . The utility submitted 
a series of billi ng anal ys i s of other water utilities s e rving 
mo bile home parks, o ne o f whi c h had rece nlly converte d fr om a 
master mete r to individual meter s . Those s andards r e f l ect 
even less usage pe r month than the uti l i t y is pro pos ing. 

Wit ness DcM~za 
c o nservati ve tlgute . 
mi n imum bec a use t he 

es i f ied 
He .-.~e Jer , 

Comrr i ssion 

t ha ev~n 

that n1w b•.?r 
has ado pted l 

350 GPO is 
:·1a s used ... s 

from DER. 
j 

H~ 
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testified that it will certai n l y not be anywhere near the 250 
GPO and perhaps muc h higher than 350 GPO. 

Witness Effron testified Lhat although Co nt i nenta l 
consists of mobi le homes , the nature of lhe homes more closely 
resembles a development of single famil y residences han other 
mobile home deve lopment. Therefore, he bel1eves that it would 
be r easonable to a ssume a usage pattern consistent wtth that of 
si ngle family residences will be established when the custc~ers 
begin to be charged for water consumption , that being 10 , 500 
gallons pe r month or 350 GPO. Both part1es agtee that the 
water usage for the residents of Con inenta 1 is unusually high 
for a mobile home park , probably because of lhe gen~rous 

i rrigat ion being done with free water. We are in a ()Os i ton of 
predicting how much water the res idenls will con i nu~ to use 

I 

with metered r ates for water service. We find hal both 
parties presented logical assumptions. The utility,.s 
projection using 250 GPO based on two persons per household is 
persuasive , as is OPC ' s position Lhat there will be some I 
conservation, but not as much as that pro posed by the ulility. 

We find it appropriate , therefore, to use an average of 
the two proposa ls, or 9 ,0 00 gallons per residential bill. The 
projecled usage for Sandalwood must be based on lhe historical 
usage. 

The utility's projected gallons Cor the wastewater billing 
analysis are based on 3,500 gallons per residential bill. OPC 
offe r ed no position on this particular assumpti on. Witness 
MacFarlane testified that customers are billed for was ewater 
s erv ice based on water usage, with a cap (for residential 
customers ). Therefore , t ha t testimony contradicts the 
utility's proposa l to use 3 , 500 qa llons per bill for genera l 
se rvi ce customers' wastewater usage. The general service 
customers wi ll be billed for wastewater serv1ce based on water 
usage , with no cap. Therefore, we fi11d that the gallons f o r 
general service customers ' wastewater bills must be the same as 
the gallons projected for water usage. 

An estimate o f t he appropriate gallons to be used f or 
residential wastewater bills is complicaled by the lack of a 
billing a nalysis in this case. We normally use a consoltdated 
factor from a historica l billing anal ysis which rl!flt-c s he 
w a t e r us age f o r a 1 1 b i 1 l s .1 l t he ., a 1 1 o u s us age l e ., l s up o the I 
pro posed cap . The wa e r usage in excess o i he ca p is e xcl uded 
from the consolidated factot . ~Jit.hout a billing analys1s, we 
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can only guess as to the appropriate gallons to use for 
residentia l wastewater. The utility proposed 3 ,500 gallons per 
bi ll . We are persuaded that that is a rea sonable projection of 
the residentia l gallons which should be included, given the 
proposed cap of 6 ,000 gallons. We, therefore , approve the 
tota>l gallons proposed by the utili ty Cor residential 
wastewater bill s . 

In summa ry , we find that the projected number of bills 
proposed by the utility are appropriate. The gallons for water 
s hould be based on an average of 9,000 gallons per residential 
bill . The gallons for Sandalwood {6 inch meter) should be 
based on the historical usage. The res idential was t ewater 
gallons should be based on 3500 gallons per residen t ial b i ll. 
The general service wastewa e[' gallons should be the same as 
the wa ter gallons. The following srhedule represents the bills 
and gallons we find appropriate to determine the base faci:..ity 
and gal lonage charges for water and wastewater. 

Wa ter Wastewater 

Bills Gallons (000} Bills Gcsllons {000) 
Residential 101 014 90 , 126 10,014 35,049 
General Service 

5/8" X 3/4" 84 756 84 756 
3 " 12 1 , 728 12 1,728 
6" 12 5,556 12 5 , 556 

The final rates are based on the utility's approved 
reve nue requirements, the appropriate numbers of bills and 
gallons, and the approved cap for residential wastewater 
bills. The approved rates are designed using the base facility 
charge rate structure. It is this Commission' s policy to use 
the base facility charge design because of its ability to trac~ 
costs and to give t he customers some control over their water 
and wastewater bills . Each customer pays his pro rata s hare of 
the related costs necessary to provide service thro ugh the base 
facility c harge and only the actual usage is paid for through 
t he gallonage charge. 

The approved rates for water ser~ice a re uniform for 
residential and general service custome r s. The Jpproved rates 
for t,;aste\.Jater s ervi ce include a ba s e c harge fot all 
resident ia l c ustome rs tegacdless o t "'e er ;:,iZt; ·-:• h , cap ..::>f 
6 ,000 gallons of usage per month on wh1 ch the galllnagd c harge 
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may be billed . There is no cap o n usage for general service 
wastewater bills. The utility's proposed rates were designed 
us ing t he base facility charge rate structure and no contrary 
positions were taken . 

The ut ility ' s propos ed wastewd ~r gallonage ~harge is 
uniform Cor residential and general service customers. The 
utility stated that the rate structure already provtdes 
differential charge because, un li ke a residential customer with 
a gallonage cap, a genera 1 service customer wi 11 be charged a 
wastewate r gallonage charge based on 100\ of its wa er usage 
whe t he r or not all that water consumption was returneJ to the 
wastewater plant. Finally , considering the consum~tion cnarge 
includes 100\ of the return o n t he wastewater rate base the r e 
seems to be a sufficient differential charge fo r the cost of 
wastewater service wit hout c reating a Curther diffetenlial in 
the wastewater gallonage charge. 

I 

Howeve r, Wit ness MacFarlane testified that it is I 
Commi ssion policy to set a differe ntial between the restdenlial 
and ;gener a l service wastewater gallonage charges. The 
differential i s designed to recognize that a greater po rtio n of 
the residen t ial customer's water will return to t he wastewater 
system than the water usage of residential customers. 
Therefore , we include the standard differential in the approved 
fi na l was tewater gallonage c harges 

Customer testimony was offered at Lhe hear 1 ng that 
Sandalwood Condominium has been deducting the cosl of the 
elec tricity for a lift station from its mon hly bi 11. The 
con ti nua tion of that practice was not offered as an issue in 
t hi s case and no provision has been made for it. Therefore , 
the fina l rates set by this Commissio n are the o nly rates which 
t he ut i lity will be authorized to charge and collect. 

The approved final rates for wa ter and was ewater are 
s hown o n Schedules Nos . 4-A and 4-8. The appro ved rates will 
be effective for meter readings on or after thirty days fr om 
the stamped approval date o n the revised taetff sheets. The 
revised tariff sheets will be approved upo n our Staff •s 
verification that the tariffs are cons1slent with out dcc1sion 
and t hat the proposed c ustomer notice is adequate. 

There are no ou ts a ndi ng :na ttet s pending 111 r,ds C:l •• e .:tnd, I 
therefore, upon the submission and our appt Ovd l o f r~vtsed 

tariff sheets reflecting our decisi o ns l·eretn, hi s docket rna y 
be closed . 
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CONCLUSIONS OF LAW 

l) This Commission ha s primary junsdiction to dete r mine 
t he ra tes and c harges of Contine n tal Country Club , Inc. , 
pu rsua nt to Sections 367 . 011, 367.081, 367 .082 , and 
367. 101, Florida Statutes. 

2 ) As t he applicant 
burden of proo f that 
j ustifie d . 

in 
its 

this case, t he utility has 
proposed rates and charges 

the 
are 

3 ) The Homeowners' contracts a nd the Sdndalwood 
Condomi n i um Master Agreement conflict wi th the 
Commission ' s mandate to set r ates pursuant to Section 
367.081 ( 2 ), F l orida Statutes, and therefore, they must not 
be considered i n setting r ales for t hi s u tility . 

4) The two court decisio ns construtng the Homeowners · 
contract s and the Sa ndalwood Condominium Ma ster Agreement 
must be disregarded because they conf lict with t hi s 
Commission · s r equirement to set ra Les pursuant to Section 
367 . 081(2) , Florida Statutes, regarding the compone n ts to 
be considered i n rate-setti ng and because they were 
rendered when this Commission had pr imary jurisdict i on 
ove r the setting of water and sewer ut ilitv ra tes in 
Sumte r County, Florida . 

5} The r ates and charges approved herei n have been 
determined purs uanl to Section 367.081(2), Florida 
Statutes , a nd are , therefore, just, reasonable, 
compens ato ry, a nd no t unfairly di scrimi na tory, as required 
by t hat sta tute a nd applicable case l aw . 

6 ) We have considered known and imminent cha nges f o r this 
utility, pursuant to Section 367.081 , F l orida Stalules. 

Based upon t he forego ing, it is, there f ore , 

ORDERED by the Florida Public Service Commission lha the 
application of Continental Count ry Club , Inc., for an inctease 
i n its water and wa c;tewater ra tes to it.; customers in Sumler 
County, Florida, i s granted lo the extent set forth tn Lhe body 
o f this Order . It is furthet 

ORDERED that the utility shall chatge th~ approved final 
water a nd wastewater rates, the service avatlabtll y cnatges, 
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and the miscellaneous service cha rges set forth in t he body of 
t his Order. It is f ur ther 

ORDERED t hat the final rates approved herein shall be 
ef fect ive for me te r r eadings on or after t hirty da ys from the 
s tamped approva l date o n the revised tariff sheets. It is 
further 

ORDERED that the service availability and miscellaneous 
service charges approved herei n shall be effective Cor service 
rende red a f ter the stamped approval date on the revised ta r iff 
sheets . It is furthe r 

ORDERED t hat the utility shall notify each customer of the 
new rates and c harges approved herei n and explain t he reasons 
t herefo r. The form o f s uc h notice and explanation ;hall be 
s ubmitted to t he Commission for its prior approval. It is 
furt he r 

ORDERED t hat each of t he specific findings of fact and I 
conclusions of law c o ntai ned i n the body of this Order are 
approved and ratified i n every respect . It is further 

ORDERED tha t all mat ters 
hereto , whet her in the f o rm o f 
t his r eference, specifically 
Orde r . It i s further 

contained he rein and 
di scourse o r schedules , 
made integ ra l parts 

attached 
are , by 

of this 

ORDERED t hat the escrow accou n t containing the interim 
service availability c harges co llected by the utility is hereby 
released . It is further 

ORDERED t hat upo n 
revised tariff s heets 
doc ket may be c losed . 

By ORDER 
this 4th 

( S E A L ) 

SFS 

of the 
day o f 

the submisc;ion, and our 
reflecting ou r decisions 

approval, of 
herein, this 

Flo rida 
AUGUST 

Public Service Commission 
1989 

STEVE TRIBBLE, DtrPctoc 
Division of qecords ld Reporting 

by;...· _.IJ/(~·~· ·~!1:t~~·~~~·!::-~~~ 
Chlet,'iiureau otlfeCOrds 

I 
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NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW 

The Flo rida Public Service Commission is requ1red by 
Sectio n 120.59(4) , Florida Statutes , to notify par ies of any 
administrative hearing or judicial review oC Commission orders 
that is available unde r Sections 120.57 or 120.68, Florida 
Statutes, a ~ well as the procedures and lime limits that 
apply. This notice should not be construed to mean all 
requests for an administrative hearing or judicia 1 review wi 11 
be granted or result in the relief sought . 

Any party adversely affected by the Commission ' s final 
action in this matter ma y request: l) reconsidera tion of the 
decision by filing a motion for reconsideration with t he 
Directo r, Di vi sion of Records and Reporti ng within fift een (1 5) 
days of the issuance of this order in the form presc r tbed by 
Rule 25-22.060 , Flo rida Administrati ve Code; or 2) JUdicial 
review by the Florida Supreme Court in Lhe case of a 1 electric , 
gas or telephone utility or the First District Court of Appeal 
in the case of a water or sewer u tility by filing a notice o f 
appeal with the Director, Division of Records and Reporting and 
filing a copy of the notice of appeal and the filing fee with 
t he appropria te court . This fili ng must be completed within 
thirty ( 30) days after the issuance of t hi s o rder, pur sua nt to 
Rule 9 . 110, Florida Rules of Appellate Procedure. The notice 
of appeal must be in the form specified in Rule 9.900 (a), 
Flo rida Rules of Appel late ProcPdure. 

3Q5 
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CGITINENT~ cc:uiTRY Q.LS , INC. 
AA TE BASE SCHEOLLE 
TEST YEM ENDING 3/31/90 

~TER DIVISIQII AVERAGE 
TEST YEM 

Ar..co.JIIT OESCRIPTIGI PER !'FRS 

----------------------- -----------
Plant in Service $ 1,147,700 $ 
Land 2 ,000 

Aco.Jm Depreciation (:?43, 155) 

Ac:Q.Ji$ition Adjustment 185,379 
Accum Amortization (10,378) 

CII=C ( 114,420) 
Aocum Amort ization 31 , 461 

Working Capit al 0 

-----------
$ 998, 597 $ 

----------------------

UTILITY 
roJUSTI"ENTS 

-----------
$ 

12 , 202 

--- --------
12,202 $ 

----------------------

COCXET NO. 861178-WS 

SCHEOLLE NO. 1-A 

UTILITY CXM11 SSI Qll 

B~Pta roJt.STI"ENTS 

----------- -----------
1,147,700 s {88 ,404)$ 

2 ,000 
(243, 155) 50,371 

185,379 (185,379) 
(10,378) lO,:r78 

(114 , 420) (76,896) 
31 ,461 7,217 

12, 202 (1 , 181) 

----------- ----------
1,010, 789 $ (283,894)$ 

--------- -- ---------------------- -----------

I 

TEST YEAR 
PER 

C0'1'1I SS!()Ij 

-----------
1,059,:!96 

2,000 
(192,784} 

0 
0 

(191,316) :38,671 
11,02 

-----------
7'2.6,895 

----------------------

I 
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c::CNTINENT;:t. CD.JIITRY O..L.6 , INC. 

RATE BASE SCHEDU..E 

TEST YEAR ENDING 3/31/90 

WASTE~TER DIVISIQII AVERAGE 
TEST YEAR 

AC:COJIIT DE SCRIPT IQII PER I"FRS 

----------------------- -----------
P lant. in Service $ 990,864 $ 

Land 5,000 

Accum Depreciation (3~1.029) 

Ac:Q.Jisi ticn Adjustment 200,564 

Aooum Amortizat.icn (U , 799) 

CIAC (239,080) 

Ac::cum ~tizaticn 62,093 

Working capital 

-----------
$ 686,613 $ 

----------------------

UTILITY 
roJUSTI"ENTS 

-----------s 

12,969 

-----------
l2,969 $ 

----------------------

OO::XET NO. 881178-WS 
SO£DU..E NO. 1-B 

UTILITY CCM"'I SSI ()II 

SA..~ roJ\JS TI"ENTS 

----------- ----------
990,864 $ ( 34,992) $ 

5 ,000 
(32l ,029) 6,902 

200,564 (200, 564 ) 

(11, 799) 11,799 

(239 ,080) (129,900) 

62 ,093 27,659 

1::?,969 829 

------------ -----------
699, 582 $ (318, 167 ) $ 

----------- ---------------------- -----------

TEST YEAR 
PER 

C0'1'1ISS I()lj 

-----------
955 ,872 

5,000 
(314,l27) 

0 
0 

(368,880) 
89,752 

13,798 

-----------
.381, 415 

----------------------



3f18 

ORDER NO . 21680 
OOCKET NO. 881178-\-lS 
PAGE 5 7 

COHINENT~ CO.JHRY Q.LS. INC. 

RATE BASE SCHEC:U.E 
REVIEW OF ADJUSTMENTS 

PL~T IN SERVICE 

1. Reclassify fees related to PSC oper3ting oertifi~te 

:;! • Adjustment to rerove undooJmented plant c::harges 

3. Adjustment to reflect r evised cost of plant irrprovements 

4. Adjustment to a!:Sig~ Well u 1 to ncn-ut i li t.y ac::c:o.X't 

5 . Used and u~ful adju~tment for Well U3 

6. Retirement of transmission mains i n 1984 and 1985 

7 . Retirement of purp ing and c:h lor inat ion eq; i pn"e"\ t 

8. Adjusted used and useful ano.Jnt for loOl.Stewater plant 

9. Rounding adjustment 

ACO..M..LATEO OEPRECIATI~ 

1. Added reserve for certific.ste cost 

2. Reserve related to undoc::umented plant 

3. Added reserve related to revi~ cost of water plant 

4. Assignment of Well U1 to non-utility account 

5. Used and u<=..-eful adjustment for Well U3 

6. Retirement of transmission mainz 
7. Retirement of punping and chlorination eQ.Jipment 

8. Adjustment to reflect retirement of a 1988 plant addition 

that was initially classified as an exPense 

9. Adjustment to rerove irrprcper accrual of depreciation 

on retired 100.000 l,;pd p.ld<age plant 

ACQUISITION ADJUSTMENT 

Adjustment to rerove acq..~isition .3d~tn'E!nt r~ted 

in I'FRS. This elimination would include any revision c:Le 

t o a l~ser origin3l cost balance 

ACCU1....LATEO OEPRECIAHON (ACe POJ) 

Adjustment to rerrove recr_.erve relc1t1ng to 3CQ.Jisitl•::n 

adjustment 

CXX:XET NO. 891178-WS 

SCHEC:U.E NO. 1-c 
PAGE 1 CF 2 

~TER 

2n 
( 45,389) 
29,298 

( 10,000) 
(7 ,000) 

(~.BOO) 
(t.,789) 

(1) 

SE"-ER 

276 
(35,500) 

2~1 

( 88 , 404) ( Z4,992) 

------------ ------------------------ ------------

(18) 
15,240 

(963) 
4 ,355 
3,018 

20,109 
6,789 
1,a.a 

50,371 6,902 

------------ ------------------------ ------------

(185,37Q) (200,564 ) 

------------ ------------------------ ------------

----------- - --- ·-------------------- ------------

I 

I 
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~TINENTAL CXl..NTRY O . .t . .e, I NC. 

RATE BASE SOtEOU.E 
REVIEW a: AOJ\JSTI'£NTS 

~TRIBVTI0'4S IN AID a: ~STR\..CTICJII 

1. Prcperty CIAC for S..VIdalwood project 

2. Adju$tment ciJe t o removal of uncbo.Jmented plant 

and plant retirements 
3. Correcticn of sunm3ticn error in I'FRS 

4. Adju$tment to reflect collection of inte rim service 

availibility charges and meter fees 

5. !Irp.Jtation of CIAC as offsettin9 adjustment to 

margin of reserve provision 

ACCtM...l.ATEO ~TIZATIQI4 ( CIAC) 

1. Rec....erve related to Sandalwood Prtl)erty CIAC 

2. Adjustment to r eserve to reflect reciJced CIAC ciJe 

r emoval of undocumented plant and retirements 

3 . Reserve related to collection of inter im service 

availibility charges and meter fees 

4. Pro forma reserve related to i~TP-Jted CIAC for 

margin of reserve 

Revisial ciJe to adjustments to operating and 

maintentance ~ses using fortn.Jla approach 

CX:X:XET NO. 881178-WS 

SCHEOU.E NO. 1-C 
PPGE 2 a: 2 

~TER 

3tR 

(28 ,000) 
24,424 

(59,400) 

(~. 560) 

(50, 760) 

15,400 
(26,400) 

(59,400) 

(76, 896) ( 129,800) 

------------ ------------------------ ------------

11,483 24 ,532 
(6, 648) 

717 840 

------------ ------------------------ ------------

-1181 825 

--·--------- ------------------------ ------------
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CO'ITINENTA.. c:a...NTRY 0.1..6 , INC. 

aJST CF c.:P ITI=t.. SCHEC:U...E 
TEST YEM ENDING 3/31/90 

~ 

CO"PQIIENT PERf'FRS 

----------------------- ------------
L~ Term Debt 7 t 771 ,458 

Notes Payable 380, 769 

Notes Payabl e - I~ 111 ,538 

Customer Oeposite 0 

Como-"~ EQ.J it y 663,495 
Deferred Inccme Taxes 0 

Invest!Te"t Tax Credits 0 

PRO RATA 
I!OJUSTI"ENTS 

------------
(b,827 , 781 ) 

(334 t 53J) 
(97,904) 

0 
(758,642) 

0 
0 

roJVSTEO 
Bl=t..~ 

------------
943,677 

46,236 
13,544 

0 
104,853 

0 
0 

CXXXET NO. 881178- lo.S 
SCHEOU..E NO. 2 

1-.EIGiTEO 
~IGiT aJST CXlST 

------- ------- -------
85.15% 10.65\ 9.07'.0 

4 .17\ 9.26' 0.3~ 

1.:?:2% 5.94% o.on 
0.00% 0.00\ 
9.46\ 14 .35\ 1.36\. 
0.00\ 0.00\ 
0.00% O.<>O'l 

9,127,260 (8,018,950) 1,108,310 100.~ 10.~ 

------------ ------------ ------------ -------------------- ------------ ------------ -------- ----------------

Range of Reasonabl~ HiSj) Low 

Eq .. dty 15.35% 13.35\ 
--------------------------------

Overall Rate of Return 10.98% 10. 79% 

--------------------------------

I 

I 

I 
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COMTINENTA COUNTRY ClUa, INC . 
OPERATING SCHEDUlE 
TEST TEAR EIDIMG l/31/90 

IIATER DIVISIOII BAS£ TEAR 
PER 

ACCOUNT OESCRIPTIOK UTilllT 
............... ............. . ........••. 

OperJting Revenues 8,112 • 
Oper&ting Expenses . ............ 

OperJtions t lltce 12,0«5 s 
DepreciJt ion 18,99S 
AlortiLJt ion - Acq Adj C,68C 
Aaortiz&tion - Other 0 
T&xes Other Th&n lncoae 3,706 
lncoae lues 0 

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

Oper&ting Expenses 99,430 s 
....... ...... 

Oper1ting lncoat s (91,318)1 
............ . .. ......... 

R&te hse 

hte of Rtlurn 

ADJUSTED 
umm HST TEAR 

ADJUSTIIEIITS (I'J'RS) 
.......... .. . . .........• 

2SS,lll s 26l,m s 
. ............ . .............. 

25,570 I 97,m 1 
15,686 3C,611 

1,396 6,080 
930 930 

7,2«2 10,9«8 
3,195 3,195 

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

S4,019 S m ,m s 
.. . .... ........ ··-········ 

201,292 I 109,97« • 
. ............. ··-········ ............ ··-·· ······ 

I 1,010,7e9 
............ ··-········ 

IUS\ 
..... ........ .... . . . . .. ... 

OOClET MO. 8!1178-•S 
SCHEDUlE KO. l·A 

REYEMU£ 
COMISSIOM ADJUSTED IMCREAS£ 
t.OJUSI IIEWTS T£51 TEAR (DECREASE) 
. ............ . .............. . .............. 

(251,003)1 12,420 s 197,101 s 
.. ........... .. ........... . ......... ..... 

(9 ,HI)I 88,11C S 
(5,111) 29,500 
(6,080) 0 

9!0 
{6,m) c,m C,928 
(3,195) 0 2.m 

. ................. . .............. . ................. 
(l0,172)$ m.m s 7,158 I 

. ............ ............ . ......•.... 

(220,831)S (110,8S7)S 189,943 s 
............. ·· · ···· ···· ............. ...... ...... .......... . ...•........ 

m.m s 
.............. .. .•••.•... . 

·IUS\ 
........... . .......... 

co ISS ION 
AOJUS ro 

HST Y£AA 
. .... .... ... .... 

209,S21 
.. ........... . ... 

!S,IH 
29,500 

0 
9l0 

9,600 
2,230 

.. ............... 
llO,C34 

. . ............ 
79,087 . ........... . ........... 

m.m 
. .. .•.••.... .. .... ......... 

IO.SS\ . .... ....... . . .... .. . ...... 
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CONTINENTAl COUNTRY ClUB, INC. 
OPERATIK& SCHEDUlE 
TEST YEAR ENDING l /31/90 

WASTEWAY£~ DIVISION BASE TEAR 
PER 

ACCOUIIT DESCRIPTION UTilTTT 

·······--·-------------· .................... 

Oper•ting Revenues 14,352 s 

Operating Expenses ............... 

Operations t lltce 84,7~0 I 
Deprecht ion 26,232 
A•ort ization · AcQ Adj ~.871 

A•ortit&tion · Other 0 
Taxes Other Th•n Inco•e 3,707 
Jncou Tuu 0 

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

Operating Expenses s 120,560 I 
................ 

Oper1ting lnco•e s (106,208)1 
................ ..................... 

Rate Sue 

Rite of Return 

mumo 
umm TEST YEAR 

AOJUSTIIUTS (1\HS) 
..... . .... .. ... ... ................ 

209,038 s m,39o s 

···--······ ...... ........ 

19,002 s 103, ~2 s 
(3,276) 22,9S6 

J,8SO 7. 721 
930 9l0 

s. 998 9,705 
2,211 2,211 

............. ................ 
26,71S I w.m 1 

............. .. .............. 
JB2,m 1 76,115 I 

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

m.m 
............ . . .. .. . . . ... . .. . 

IUS\ 
.... . .......... ... .............. 

OOClET WO. 881178·WS 
StH£0Vl[ ~0. l·l 

REYENll£ 
co ISS ION ADJUSHD JIICR[ASE 
AOJUSfii(IUS TEST Y£AA (DECREASE) 
... .... ......... ... ........ ...... ........... ....... 

(207, 974}1 1~.m s 160,0S7 s 
. ............ .............. . ..... .. ...... 

6,633 I 110,38~ s 
(9,925) 13,031 
(7,721) 0 

9lO 
(~.198) 4,507 4, 001 
(2,211) 0 1,P1 

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

(lB,m)s m.m 1 ~. 172 s 
.. ... ............. ······---·- ................... 

(189,502)1 (ll l,l87)S 1~4.88~ s 
.. ..... ......... ............... ....... ... ........ . .............. . ............ ................... 

m.m . ............... . ... ... ....... 
·29.7l\ . ....... ..... . ........... 

I 

COMISSION 
~JUS TED 

TEST YErtR 
. ............... 

m.m 
.. ............. . . 

IIO,l8~ 

l ,Ol1 
0 

930 
e,sos 
1,111 . ................... 

I 134 ,02~ 
. ....... .............. 

41,498 . ................. . .............. . . 

lu.m . ................. . ............. 
10.88\ . .......... ..... . ........ ......... 

I 
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al'ITINENTR ca.,tjTRY Q.U3, INC. 

OPERATING SCHEDULE 

REVIEW CF roJUSTI'£NTS 

OPERATING REVENL£S 

Adjustment to remove revenue increa~ per r-t='RS. Adjusted 

test year revenues corres:pond to billing of Sandalwood 

project only . 

OPERATING EXPENSES 

1. Reclassify fees rel~ted to PSC operot!ng certlftcate 

2. Propoc'"....ed red.Jction to ve1icle t nsurance pet· OPC Witne::;. 

3. Adju~tna-lt t.o reflect rt:!CLu:!d electnc1 ty cost related 

installation at new plant eQ.Jipment. 

4. Adjustment to reflect Jncreased errployee wages that l...ere 

ani t ted in !"FRS 

5. Adjustment t o refl~t lncreased rate ~ ~ 

6. Adjustment to r enove mi sc:lassi f ied plant cost. 

7. AdJustme 1L Lo anort LZe r~r c:o:.st uver two years 

OEPRECIATJCl'l EXPENSE 

l . R~wCtlOil due to rarov.:ll of undoc::utro1t.;..d ;ot~t. .:;cl'jt::., 

various retir enents, and incraa-:.cd ClAt 

2 . lncrea.:::e d.Jc to u~ of xt.ual ca.:>t .Jf p l v .:. iupr 0\II!IIUH.,.. 

3 . used a. \ C.. u:::et~ll adJUCttna\t. for Well c:3 

4 . Rev i-sed u:se:~'l , l().j u:;.eful e.~t-:.d for 1o~~tew.Jter Pldftt 

upon removal of old I.WTP from d!!pr-ec1.Jble ba'!.B 

5. E I teet at wput 1ng CJr.t: ~s ot 1 .:.t!L to nurg1n of rO"'~r vo 

~llZATJCJII CXPENSE. - Al:C rnJ 

;::d ju~t.nen t r.o rcm>Ve .jcq.Jl =.it ton c'\dJ•JStment 1 1-.:po1 tnd 

in I''FR~; r. .i·- eJ •• u.n_.t JOlt woul.J 1ncluru any rc 1:>1on due 

LO "' l;::s::;.c, <'.lr 1-Jln.ll ..;uo:.t b.ilc.li"'CC 

T~~ OTH£P THnN lNt~ TAXL~ 

n.eci Jce provt"3HII 1or ' JI ,.,.-:;..,., 1 P.CC31.PtC:. ta: .:t:r~-51';1 O'' w1.Ll1 

revenue re<:itct 1 on 

OCX:XET NO. 881! 78-WS 

ZQ-fEtu.E NO. 3-C 

PAGE 1 CF 2 

WATER SEI.ER 

(~51,003) (207 ,924 ) 

------------ ---------·-------------- ------------

(!:>54) 

(l .ll!>) 
(7 , 02Q) 

1.158 
(l, -:xx>) 

(553 j 

(1 ,116) 

7,761) 

1,159 

(616) 

(9,441 ) 6,o:.3 

------------ ------------------------ ------------

l,~i' 

(:~) 

( 10,581, 

(2,2£1 

------------ -----------· ------------ ------------

c~ .~> (7 ,721 ) 

---~ - ------ ------ -----· ------------ ---------- · 

( (;. • :'75 ( s. 1 ?£ i 

--· ----·---- -------·---· ------· ----- -· --· ------

3!l 
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CCt4TINENT~ c:a..NTRY Q.l..e, INC. 

CFERATING SCHED..LE 

REVIEW CF ~TI'ENTS 

INCO"E TAXES 

Rerrove proposed provision for inc:::orre tax ~se 

CFERATING REVENL£S 

Provision for additional revenues to permit recovery of 

operating expenses, depreciation, and taxes and to yield a 

10.88% return on investment 

TAXES OTHER THANT INc::ct'E TAXES 

Increased provision for gross receipts tax ciJe to greater 

r evenue anount 

INCO"E TAXES 

Income taxes related to adjusted revenue req.~irement 

OCX:XET NO. 881178- WS 
SCHEW..E I'(). 3-c 
PAGE 2 CF 2 

~TER 

{3,195) ( 2,211 ) 

------------ ------------------------ ------------

197 ,10 ' 160 ,057 

------------ ------------------------ ------------

4,928 4,001 

------------ ------------------------ ------------

2,230 1 , 171 

------------ ------------------------ ------------

I 

I 

I 
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Schedule No . 4A 

Continental Country Club, Inc. 

Schedule of current, Requested, and Approved Rates 

Residential 

Base Facility Charge: 
Meter Size: 
5/8"X3/4" 

1" 
1-1/2 " 

2" 
3 " 
4" 
6" 

Gallonage Charge per 1,000 G. 

General Service 

Base Facility Charge: 
Meter Size: 
5/8 11 X3/4 11 

1" 
1-1/211 

2" 
3 " 
4" 
6" 

Gallonage Charge per 1,000 G. 

Sandalwood Condominium 

Base Facility Charge: 
Per Unit 

Gallonage Charge per 1,000 G. 

Monthly Water Rates 

Current 

$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0. 00 

$0 .00 

$0.00 
$0.00 
$0.00 
$0.00 
$0 .00 
$0 . 00 
$0.00 

$0.00 

$6.50 

$0.77 

Utility 
Requested 

$11.97 
$29. 93 
$59.8 5 
$95 .7 6 

$191.52 
$299.52 
$598.50 

$1.61 

$11.97 
$29.93 
$59 . 85 
$95.76 

$191. 52 
$299 . 52 
$598.50 

$1 . 61 

N/A 

N/ A 

Commission 
Approved 

$8 . 19 
$20 . 47 
$4 0 .94 
$65.50 

$131.00 
$204.69 
$409 . 38 

$1.22 

$8 . 19 
$20. 4 7 
$40.94 
$65.50 

$131. 00 
$204.69 
$409.38 

$1.22 

N/ A 

N/ A 
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Sche dule No . 4B 

Continental Country Club, Inc. 

Schedule of Current, Requested, and Approved Rates 

Residential 

Base Facility Charge: 
Meter Size: 
All Meter Sizes 

Gallonage Charge per 1,000 G. 
(Maximum 6,000 G.) 

General Service 

Base Facility Charge: 
Meter Size : 
5/8 11 X3/4 11 

1" 
1-1/ 2 " 

2 " 
3" 
4" 
6" 

Gallonage Charge per 1,000 G. 

Sa ndalwood Condominium 

Base Facility Charge : 
Per Unit 

Gallonage Charge per 1,000 G. 

Mont hly Sewer Rates 

Current 

$0.00 

$0.00 

$0 . 00 
$0.00 
$0.00 
$0.00 
$0.00 
$0 . 00 
$0.00 

$0.00 

$11.50 

$0.20 

Utility 
Requested 

$10. 5 4 

$ 2 .61 

$10 . 5 4 
$26. 35 
$ 52 . 70 
$84. 32 

$168.64 
$263.50 
$5 27. 0 0 

$2 . 61 

N/ A 

N/ A 

Commissio n 
Approve d 

$6.80 

$ 2 . 26 

$6.8 0 
$ 17. 00 
$ 34 . 00 
$54.41 

$108 . 8 1 
$170 . 02 
$3 4 0 . 03 

$2. 7 1 

N/ A 

N/ A 

I 

I 

I 
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