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Commissioners:

JULLA L JOHNSON, CHATRMAN Division OF LEGAL SERVICES
1. TERRY DEASON NOREEM S Davis

Susan F. CLARK DmecTon

log (B50)413-6199

E Leoad Jacoss, I

Public Serbice Commission

October 28, 1998

Mr. Matthew Potter, CPA

Dixie Groves Estates, Inc.
P.O.T .x 845

New Port Richey, Florida 34656-0845

Estates in Pasco
Dear Mr. Potter:

Re: Docket No. 980726-WU, Application for a Staff Assisted Rate Case for Dixie Groves
County

Thi= will confirm that Commission Staff will hold a customer mes=ting at 6:00 p.m. on
Wednesday, December 2, 1998. The location of the meeting will be the New Port Richey City Hall,
5919 Main Street, New Port Richey, Florida. We ask that, if at all possible, you or another
knowledgeable representative of the utility attend the meeting in order to answer customer questions.

The original customer meeting notice is enclosed. Pleuse note the date has been left blank so
that you can fill in the date that the notice is sent to the customers. The customers must have at least
14 days’ notice of the meeting, calculated from the day that they receive the notice. Please fumish
me with a copy of the notice, as repraduced at the time it is distributed w your customers, together
with a cover letter indicating the exact date(s) on which the notice was mailed or otherwise delivered
to the customers.

ACK mepmofmemfr dated October 19, 1998 are enclosed. Please ensure that a copy
AFA ———efthe complete Application for Staff Assistance and the reports are available for review by all
APP ___inlerested persons at your office, Matthew Potter, C.P.A., 5940 Main Street, New Port Richey,

CAF Florida 33884, during your regular business hours (8:30 a.m. to 4:30 p.m., Tuesday - Friday).
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Mr. Matthew Potter, CP.A.
Page 2
October 28, 1998

If you have any questions, please call me at (850) 413-6199

Sincerely,
= P
Bobbie L.
Senior Attorney
BLR/lw
Enclosure

ce: ’éviﬁuncﬂtmﬂlmdkepmting
Division of Consumer Affairs (DeMello, Raspberry)
Hearing Reporter (Joy Kelly)
Office of Public Counsel
D' vision of Water and Wastewater (Willis, Rendell, Casey, Edwards)




BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
NOTICE OF CUSTOMER MEETINGS

TO THE CUSTOMERS OF DIXIE GROVES ESTATES, INC.
WATER COMPANY

AND
ALL OTHER INTERESTED PERSONS
DOCKET NO. 980726-WU

APPLICATION OF DIXIE GROVES ESTATES, INC.
WATER COMPANY

FOR A STAFF-ASSISTED RATE CASE IN
PASCO COUNTY

Issued:

Notice is hereby given that the Staff of the Florida Public
Service Commission will conduct a customer meeting to discuss the
application of Dixie Groves Estates, Inc. (Dixie Groves or utility)
for a staff-assisted rate case in Pasco County. The meeting will
be held at the following time and place:

6:00 p.m., Wednesday, December 2, 1998
New Port Richey City Hall

5919 Main Street

New Port Richey, Florida

All persons who wish to comment are urged to be present at the
beginning of the meeting, since the meeting may be adjourned early
if no customers are present. The meeting will begin as scheduled
and will continue until all the customers have feen heard.

The Public Service Commission Staff is also attempting to meet
with representatives of customer groups and homeowners associations
on December 2, 1998 between 2:00pm and 4:00pm at the New Port
Richey City Hall. If you are a representative of a customer group
or homeowners association and you have not been contacted by the
Bublic Service Commission Staff, and wish to meet with staff,
please contact Troy Rendell or Bob Casey of the Public Service
Commission staff at (850) 413-6934 or (850)413-6974, respectively,
prior to December 2, 1998.




Any person requirinc some accommodition at the customer
meeting(s) because of a physical impairment should call the
Division of Records and Reporting at (B850)413-6770 at least five
calendar days prior tc the meeting(s). Any person who is hearing
or speech impaired should contact the Florida Public Service
Commission by using the Florida Relay Service, which can be reached
at 1-800-955-8771 (TDD).

EURPOSE

The purpose of this meeting is to give customers and other
interested persons an opportunity to offer comments to the Public
Service Commission Staff regarding the quality of service the
utility provides, the proposed rate increase, and to ask questions
and comment on staff’s preliminary rates included in this notice as
well as other issues. Staff members will summarize Dixie Groves’
proposed filing, the preliminary work accomplished, and answer
questions to the extent possible. A representative from the
utility also has been invited to respond to questions.

A= the beginning of the meeting, procedures will be
established for the order of comments. The Public Service
Commission Staff will have sign-up sheets, and customers will be
called to spez- in the order that they sigr-up. Public Service
Commission Staff will be available to coordinate customers’
comments and to assist members of the public.

Any person who wishes to comment or provide information to
staff may do so at the meetings, orally or in writing. Written
comments may also be sent to the Commission at the address aiven at
the end of this notice. Your letter will be placed in the
correspondence file of this docket. You may also submit comments
through the Public Service Commission’s toll-free facsimile line at
1-800-511-0809.

BACKGROUND

Dixie Groves is a Class C water only utility providing service
to approximately 337 customers in Pasco County. The utility’'s
revenues for the test period are $34,032, with adjusted operating
expenses of $58,877, resulting in a net operating loss of ($24,845)
for the test period. The test period for setting rates is the
historical twelve month period ending June 30, 1998.

CURRENT AND PRELIMINARY RATES AND CHARGES

Staff has compiled the following rates and charges for the
purpose of discussion at the customer meeting. These rates are
preliminary and subject to change based on information gathered at
the customer meeting, further staff review, and the final decision




by the Commissioners. The wutility’'s current and staff’'s
preliminary rates and charges are as follows:

RESIDENTIAL AND GENERAL SERVICE WATER RATES

Base Facility Existing Preliminary
Charge Monthly Monthly
Meter Size Rate Rate
5/8" x 3/4" $ 3.98 5 B.96
3/4" N/A 13.44
iy 9.95 22.40
1-1/2" N/A 44.80
2w N/A 71.69
an N/A 143.37
4" N/A 224.02
6" N/A 448.04

Gallonage Charge
Per 1,000 gallons $ .85 S 1.52

SIAFE BREPORTS AND UTILITX ARPLICATION

The results of staff’s preliminary investigation are contained
in an ._ccounting report dated October 19, 1998. Copies of the
report may be examined by interested members of the public from
8:30am to 4:30pm, Tuesday through Friday, at the following
location:

Matthew Potter, C.P.A. Office Hours:
5940 Main Street 8.30am - 4.30pm,
New Port Richey, FL 34652 Tuesday- Friday

(813) 841-6500
PROCEQURES AFTER CUSTOMER MEETINGS

After the meetings, Public Service Commission Staff will
prepare a recommendation which is scheduled to be submitted to the
Public Service Commission on January 7, 1999. The Public Service
Commission will then vote on staff’s recommendation at its January
19, 1999 agenda conference. The Commission will thereafter issue
a proposed agency action (PAA) order containing rates which may be
different from those contained in staff’s final recommendation.
Substantially affected persons have 21 days from the date the PAA
order is issued to protest the Commission’s PAA order. Five to ten
customers or persons who attend the meeting and who wish to receive
a copy of the recommendation and the order should so indicate at
the meeting. Those individuals are expected to distribute the
information in the recommendation and tne order to other customers.
Anyone who is unable to attend and who wishes to obtain a copy of
the recommendation or the order may do so in writing to the
Commission at the address at the end of this notice.




HOW TO CONTACT THE COMMISSION

Written comments regarding the utility and the proposed rates,
and requests to be placed on the mailing list for this case, may be
directed to this address:

Director, Division of Records and Reporting
Florida Public Service Commission

2540 Shumard Oak Boulevard

Tallahassee, FL 32399-0850

ARll correspondence should refer to “Docket No. 980726-WU,
Dixie Groves Estates, Inc.”

1f you wish to contact the Commission regarding complaints
about service, you may call the Commission’s Division of Consumer
Affairs at the following toll-free number: 1-800-342-3552.

This notice was prepared by Commission Staff for distribution
by the utility to its customers.
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This Staff Report is a prelimipary analysis of the utility
prepared by the Florida Public Service Commission (PSC) staff to
give utility customers and the utility an advance look at what
staff may be proposing. The final recommendation to the Commission
(currently scheduled to be filed January 7, 1999 for the January
19, 1999 Agenda Conference) will be revised as necessary using
updated information and results of customer quality of service or
other relevant comments received at the customer meeting.

Dixie Groves Estates, Inc. (Dixie Groves or utility), came
under jurisdiction of this Commission on July 11, 1972, by
resolution of the Pasco County Commission. The utility is a Class
C utility providing water service to approximately 337 customers in
Pasco County. By Order No. 6417, issued December 19, 1974, the
Commission ordered the utility to install meters at its own cost
within 90 days, for all customers not receiving metered service.
The same Order also established metered rates for the utility. By
Order No. 7268, issued June 10, 1976, the Commissicn established
rate base, revenues, expenses, and cost of capital, after all
meters were installed. ’

On November 13, 1980, the utility submitted an application for
a staff assisted rate case. The Commission found Dixie Groves
eligible for staff assistance and assigned Docket No. B00712-W for
the case. Order No. 10535, issued January 20, 1982, established
rate base for Dixie Groves, and approved an annual revenue increase
of $312. The utility also received price index adjustments in
1983, 1985, and 1996, along with one pass-through price adjustment
in 1996.

On June 9, 1998, the utility submitted an application for this
staff assisted rate case. The cover letter submitted with the
application requested emergency interim rates within the scope of
the utility’s staff assisted rate casa. After a review of the
utility’s annual reports and other data provided by the utility,
staff filed a recommendation on July 23, 1998 recommending denial
of emergency interim rates. By Order No. PSC-98-1106-FOF-WU,
issued August 19, 1998, the Commission denied the utility’s request
for emergency interim rates.

In preparation for this report, staff audited the utility's
racords for compliance with Commission rules and orders and
examined all components necessary for rate setting. The staff
engineer has also conducted a field investigation, which include:
a visual inspection of the water plant and water distributio:

-2 =
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a visual inspection cf the water plant and water distribution
facilities along with the service area. The utility's operating
expenses, maps, files and rate application were also reviewed to
determine reasconableness of maintenance expenses, regulatory
compliance, utility plant in service, and quality of service.
Staff selected an historical test year ending June 30, 1998,

Based on the staff analysis, the utility's test year revenue
is $34,032, and test year operating expenses are $58,877. This
results in an operating loss of $24,845 for the test year.
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ISSUR 1: Is the quality of service provided by Dixie Groves
Estates, Inc. considered satisfactory?

RECOMMIRMDATION: The quality of service appears to be satisfactory
but the staff engineer reserves all quality of service
determinations until after the scheduled December 2, 1998, customer
meeting. (EDWARDS)

vy 1 A review of the Department of Environmental
Protection's records revealed that the water treatment facility is
in compliance with the appropriate environmental regulations,
Although the quality of service provided to its customers appears
to be satisfactory, a full determination of the quality of water
service cannot be determined until after the scheduled December 2,
1998, customer meeting.

1
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ISSUR 2: What portions of water treatment plant & water
distribution system are used and useful?

RECOMMENDATION: The water treatment plant and water distribution
system should both be considered 100% used and useful. (EDWARDS)

STAFF ANALXYSIS: |Hater Treatment Plant - In keeping with the
approved formula, used to determine a starting point for a used and
useful percentage, it was calculated that the water treatment plant
is 100% used and useful (See Attachment "A"). Therefore, it is
recommended that all water treatment plant accounts be considered
100% used and useful.

= In keeping with the approved formula,
used to determine a starting point for a wused and useful
percentage, it was calculated that the waiter distribution system is
also 100% used and useful (See Attachment "B"). Therefore, it is
recommended that all water distribution system accounts be
considered 100% used and useful.
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ISSUE 3: What is the appropriate average amount of test year rate
base for each system?

RECOMMENDATION : The appropriate average amount of test year rate
base for Dixie Groves Estates, Inc. should be $34,773. The utility
should replace 100 customer water meters which are registering zero
usage each month, within six months of the effective date of the
Commission order. (CASEY, EDWARDS)

i The appropriate components of Dixie Groves rate
base include depreciable plant in service, land, contributions in
aid of construction (CIAC), accumulated depreciation, accumulated
amortization of CIAC, and working capital allowance. Utilicy
plant, land, depreciation, and CIAC balances were last determined
as of September 30, 1980 in the utility's last staff assisted rate
case by Order No. 10535, issued January 20, 1982. Staff used the
amounts set forth in that Order as a base for rate base components
updated in this recommendation. Further adjustments are necessary
to reflect test year changes. A discussion of each component
follows.

‘'able Plant in Service: The utility’s water treatment
facility consists of one 4 inch and two 6 inch black iron cased
wells with depths of 56ft, 65ft, and 100ft, two 7.5 horsepower
pumps capable of pumping 187,200 gallons per day, and one 1,000
gallon hydropneumatic tank. The water cdistribution system ccrsists
of 2,880 ft. of 4 inch pipe, 210 ft. of 3 inch pipe, 9,970 fr. of
2 inch pipe, and 350 ft. of 1.5 inch pipe, along with a 7.5
horsepower pump, a 10 horsepower pump, and two (2) 1,000 gallon
hydropneumatic tanks.

The utility recorded utility plant in service balances of
$57,725 at the end of the test year. Staff calculated utility
plant by starting with Order No. 10535, which established utility
plant of $53,190 as of September 30, 1980, made an adjustment of
$11,047 to include plant additions and retirements through the test
year, and reclassified $5,925 of utility plant from operation and
maintenance axpenses. An adjustment of $6,750 was made to include
pro forma plant which consists of replacing 100 meters. An
investigation revealed that approximately 100 existing customer
meters have a zero meter reading each month. The manufacturer's
recommended life of a 5/8" x 3/4" meter is 17 years which is above
normal for meters exposed to Florida waters, and the majority of
meters for this wutility have exceeded their useful life.
Therefore, staff is recommending a meter replacement program which
will replace 100 meters within six months of the effective date of
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the Commission order, and start an annual replacement program which
is included in Issue No. 6 of this recommendation. Staff made an
adjustment of ($3,174) to retire the original cost of 100 meters
which are being replaced as pro forma. An averaging adjustment of
($3,294) was also made to plant. Total adjustments amount to
$17,254, which results in staff’s recommended test year utility
plant in service of $74,979.

Land: The utility recorded a land value of $211 for the test year.
Order No. 10535, issued January 20, 1982, included a land value of
$1,211 for the utility. In 1995, there was a sale of land to a
church. For this preliminary report, staff is including a land
value of $211. However, for the final recommendation, staff will
investigate the transaction further to determine Lf utility
property was involved, and if so, was there any gain on the sale
which should benefit the utility and its customers.

Hon-Used and Useful Plant: As discussed in Issue No. 2 of this
recommendation, all distribution and collection system accounts
should be considered 100% used and useful.

Contxibutions in Aid of Construgtion: The utility recorded a CIAC
balance of ($663) at the end of the test year. By Order No. 10535,
the Commission established CIAC of (§9,680). In June, 13968, the
utility added $663 in this account for the cost of a new line
connection. Staff made an adjustment of ($9,680) to bring CIAC to
staff’s recommended amount. An averaging adjustment of $332 was
also made. Staff recommends test year CIAC of ($10,011).

: The utility books reflected an
accumulated depreciation balance of (548,730) at the end of the
test year. Staff calculated accumulated depreciation starting with
balances from Order No. 10535 and used the depreciation rates set
forth in that Order to calculate depreciation up to the test year.
Staff calculated test year depreciation expense using the rates
prescribed in Rule 25-30.140, Florida Administrative Code. Staff
made an adjustment of ($1,100) to bring the utility’s figure to
staff’'s calculated amount, made an adjustment of $3,174 to reflect
the retirement of 100 meters, and made an adjustment of (5198) to
reflect depreciation expense on proforma meters. An averaging
adjustment of $1,694 was also made. Staif recommends test year
accumulated depreciation of ($45,160).

Accumulated Amortization: The utility did not record an
accumulated amortization balance at the end of the test Yyear.
staff calculated amortization of CIAC by starting with balances
from Order No. 10535, and amortized CIAC by using a yearly
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composite rate. Staff made ar adjustment of $8,597 to reflect test
year accumulated amortization of CIAC. An averaging adjustment of
($235) brings the total recommended accumulated amortization
balance to $8,362.

Working Capital Allowance: Consistent with Rule 25-30.443, Florida
Administrative Code, staff recommends that the one-eighth of
operation and maintenance expense formula approach be used for
calculating working capital allowance. Applying that formula,
staff recommends a working capital allowance of $6,392 (based on
O&M of $51,137).

Rate Bage Summary: Based on the foregoing, the apprcpriate balance
of Dixie Groves Estates, Inc. test Yyear rate base should be
$34,773. Rate base is shown on Schadule No. 1, and adjustments are
shown on Schedule No. 1A.
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ISSUE 4: What is the appropriate rate of return on equity and the
appropriate overall rate of return for this utility?

RECOMMEMDATION: The appropriate rate of return cn equity should
be 9.85% with a range of 8.85% - 10.85% and the appropriate overall
rate of return should be 9.64%. (CASEY)

STAYY AMALYSIS: Based on the staff audit, the utility's capital
structure consists of a $9,378 note at a cost of B.00%, a $12,636
note at a cost of 12.50%, a 52,677 note at a cost of B8.00%,
customer deposits of $§1,406 at a cost of 6.00%, and negative common
aquity of $17,807. The debts are notes to the utility from the
stockhclders. Based on the staff audit, there are no executed debt
instruments, and no payments are being made on the interest or
principal of the loans. Since the utility has no debt instrumerts
and no payments are being made on the principal or interest, staff
has assigned the cost of debt based on the cost of equity. The
cost of common equity capical should be established using the
leverage formula in effect at the time of the Commission decision
in this case. Using the current leverage formula approved under
Docket No. 9B0006-W3, Order No. PSC-98-0903-FOF-WS, issued July 6,
1998, the rate of return on common equity should be 9.85% with a
range of B8.85% - 10.85%. Since including a negative common equity
would penalize the utility's capital structure by understating the
overall rate of return, staff has adjusted the negative common
equity to zero.

Applying the weighted average method to the total capital
structure yields an overall rate of return of 9.64%. The company's
test year capital structure balance has been adjusted to match the
total of the water rale base.

The Dixie Groves return on equity and overall rate of return
are shown on Schedule No. 2.
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JISSUR §: What is the appropriate test year operating revenue?

RECOMMEMDATION : The appropriate test year operating revenue
should be $34,032. (CASEY)

STAFF ANALYSIS: The utility recorded revenues of $27,159 durinrg
the test period. An engineering investigation of the amount of
water pumped (23,436,000 gallons) versus the amount of water sold
(12,275,000 gallons) during the test year yields an unaccounted-for
water percentage of 47.62%. The utility believes the unaccounted-
for water is due to inaccurate customer water meters. As mentioned
in Issue No. 3, approximately 100 customer meters have a zero meter
reading each month. An investigation by the Florida Rural Water
Association did not reveal any leaks which would explain the large
amount of unaccounted-for water, which supports the utility's
belief that it is due to inaccurate customer water meters. The
utility was initially providing unmetered water service. By Order
No. 7268, issued June 10, 1976, the Commission ordered the utility
to meter all connections. Meter installation was completed and the
first meter reading was completed April 1, 1975, over 23 years ago.
The manufacturer's recommended life of a 5/8"x 3/4" meter is 17
year: which is above normal for meters exposed to Florida waters.

Staff is including a meter replacement program which includes
pro forma replacement of 100 meter: within six months of the
effective date of the Commission Order (Issue No. 3), along with an
annual replacement program thereafter (Issue No.6). Staff believes
that once the meters sre replaced, an acceptable unaccounted-for
water amount (10% or less) will result. In order to prevent the
utilicy from experiencing an overearnings situation once new meters
are installed, and to encourage the rapid replacement of inaccurate
meters, staff is recommending that test year revenue be bared on
the amount of water pumped (allowing a 10% unaccounted-for water
percentage). Staff is recommending imputing $6,873 in revenue,
resulting in test year revenue of $34,032. The Dixie Groves test
year revenue is shown on Schedule No. 3.

- 10 -
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ISSUE 6: What is the appropriate amount of operating expense?

8o
ks b b

v v AL : The appropriate amount of operating expense should
be $60,205. (CASEY, EDWARDS)

STAFY AMALYSIS: The utility recorded operating expenses of 561,607
for the test year. The components of these expenses include
operaticn and maintcnance expenses, depreciation expense (net of
related amortization .f CIAC), and taxes other than income taxes.
The utility's test year operating expenses have been reviewed and
invoices and other supporting documentation have been examined.
Adjustments have been made to reflect unrecorded test year expenses
and to reflect recommended allowances for plant cperations.

Opexation and Malntepance RExpenses(O & M): The utility charged
$56,547 to O & M expenses during the test year. A summary of

adjustments that were made to the utility's recorded expenses
follows:

= The utility recorded a purchased power
expense of $1,824 for the test year. 5Staff made an adjustment of
(5274) to allow for repression. ~“~Staff recommends a test year
purchased power expense of $1,550.

(618)Chemicals - The utility recorded a chemical expense of 53,278
during the test year. Staff made an adjustment of ($492) to allow
for repression. Staff recommends test year chemical expense of
52,786.

- - The utility recorded water
testing expenses of $6,146 for the test year. Staff annualized the
testing costs based on the required testing frequency. Staff made
an adjustment of ($853) to reflect the annualized water testing
cost for the test year. The required tests and frequency at which
those test must be repeated are:

Required Water Testing
Ieat Erequency Annualized Coat
Coliforms Monthly ) 624
Chlorides Monthly $ 312
TDS Monthly § 312
So4 Monthly S 480
Micro Particles Annually $ 68
Lead Semi-Annually $ 1,142
Copper Semi-Annually s 1,142

- 11 -
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l1eat Ereguency Annualized Cost

Sulfate Every 3 years 5 20
Primary Inorganics Every 2 years 3 90
Secondary Inorganics Every 3 years 5 90
Pesticides Every 3 years o 350
vOoC's Every 3 years 3 97
Gross Alpha Every 3 years S 50
Group II's Every 3 years $ B3
T. Hard Every 3 years $ 17
Alk 4 times per year $ 208
Calcium 4 times per year § 208

Annual Cost $.5.293

Staff recommends contractual services - testing expense of
$5,293 for the test year.

= - The utility recorded a contractual
services - other amount of $20,897 for the test year. Staff made
adjustments to this account to remove $290 of out of test year
expenses, to reclassify $5,925 of utility plant to rate base, to
include $1,144 for a valve replacement program (6 per year for five
years), to include §1,644 for a meter changeout program (12 per
year), to disallow $506 of cost of meter services which is covered
under an employees job description, and to disallow $108 of cost
for locating lines which should hav. been done by the utility.
Total adjustments amount to ($4,041) which result. in staff’s
recommended contractual services-other amount of $16,856.

Regulatory Commisaion Expense - The utility recorded no regulatory
commission expense for test year. Staff made an adjustment of $250

to include the SARC filing fee (51,000) amortized over four years
as required by Section 367.0816, Florida Statutes. Scaff
recommends a regulatory commission expense of $250.

: Total operation
and maintenance adjustments are ($5,410). Staff recommends
operation and maintenance expenses of §51,137. Operation and
maintenance expenses are shown in Schedule No. 3B.

i The utility
recorded $1,073 of deprecliation expense on its books for the test
year. Staff calculated test year depreciation expense using the
rates prescribed in Rule 25-30.140, Florida Administrative Code.
Staff made a $2,315 adjustment to depreciation expense to bring the

- 12 -
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utility balance to staff's recommended amount, made a $397
adjustment to include depreciation on pro forma meters, made a
(S187) adjustment to reflect depreciation expense on the retired
meters, and made a CIAC amortizatic.. adjustment of ($439). Total
adjustments amount to $2,086. Staff reconmends depreciation
expense net of CIAC of $3,159 for the test year.

Taxes Other Than Income Taxes: The utility recorded taxes other
than income of $3,987 for the test year. Staff made adjustments to
increase regulatory assessment fees by $661 to reflect regulatory
assessment fees on staff's recommended test year revenue, and to
remove a $67 late filing fee on ad valorem taxes. Staff recommends
test year taxes other than income of $4,581.

: Revenues have been adjusted by 3$29,526 to
reflect the increase in revenue required to cover expenses and
allow the recommended rate of return on investment.

This expense has been increased by
$1,329 to reflect the regulatory assessment fee of 4.5% on staff’s
recommended increase in revenue.

The application of staff's recommended
adjustments to the utility's test year operating expenses results
in staff's recommended operating expenses of $60,205.

Operating expenses are show. on Schedules Nos. 3. Adjustments
are shown on Schedule No. 3A.

- 13 -
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ISSUR 7: What is the appropriate revenue regquirement?

RECOMMENDATION : The appropriate revenue requirement should be
$63,558. (CASEY)

STAFFT AMALYSIS: The utility should be allowed an annual increase
in revenue of $29,526 (86.76%). This will allow the utility the
opportunity to recover its expenses and earn the recommended 9.64%
return on its investment. The calculations are as follows:

—Hater
Adjusted Rate Base $ 34,773
Rate of Return
Return on Investment § 3,352
Adjusted Operation Expenses 51,137
Depreciation Expense (Net) 3,159
Taxes Other Than Income Taxes 5,910
Revenue Requirement $. 63,558
Annual Revenue Increase § 29,526

Percentage Increase/(Decrease) —al X

Since the utility’s last rate cise was over 18 years ago,
staff completed an analysis to determine what the rates would have
increased if the utility took advantage of the Commission price
index on an annual basis. If the utility applied for, and
received, an annual price index each year since its last rate case,
its rates would have increased 101.69%, based on operation and
maintenance expenses allowed in Order No. 10535.

The revenue requirement and resulting annual increase are
shown on Schedules Nos, 3.
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ISSUER 8: Is repression of consumption likely to occur, and, if so,
what is the appropriate consumption adjustment?

RECOMMENDATION: Yes, repression of consumption is likely to occur.
The appropriate consumption adjustment is a reduction of 3,163,400
gallons for the water system. (LINGO)

STAFF ANALYSIS: This case represents only the fifth instance in
which Staff has contemplated making a repression adjustment to
billed cons tion. Therefore, in order to present a thorough
analysis, a discussion of the merits of repression adjustments in
general is warranted, as well as a discussion of Staff’'s
recommended adjustment.

General Discussion Regarding Repression and Price Elasticity

The term "price elasticity" refers to the relationship between

water use and water price. Price elasticity measures the
percentage change in the quantity demanded resulting from a one
percent change in price, all other factors held constant. For

example, if a water price increase of one percent leads to a 0.2
percent reduction in water use, price elasticity would be -0.2.
(In other woyrds, there is an inverse relationship between price and
the gquantity demanded -- this is the first law of demand). The
term *repression®” refers to the expected reduction in quantity
demanded resulting from an increase in price.

Consider the following example:

Assuma: A 10% increase in price
Price elastic.ty « -0.3
Then: Resulting price = 110%
Reduction in demand = 3% (10% x -0.3)
Resulting demand = 97%
Resulting revenue increase = 6.7%
(110% price x 97% demand)

The above example illustrates that ignoring price elasticity in
rate design analysis creates the potential for both revenue
instabilicy and revenue shortfalls. Furthermore, if .ate structure
is substantially modified or if a large rate increase is
implemented, revenue shortfalls can be especially problematic.

The approximate preliminary increase in an average customer
bill in this case, before any adjustment for repression, was B89%.
The magnitude of the water system rate increase leads us to believe
that it is appropriate to consider making a repression adjustment
in this proceeding.
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L

In an attempt' to quantify the relationship between revenue
increases and consumption impacts, Staff has created a database of
all water utilities that were granted rate increases or decreaaes
(excluding indexes and pass-throughs) between January 1, 1990 ard
December 31, 1995 (including those that were granted concomitant
wastewater rate increases). This database contains utility-
specific information from the applicable orders, tariff pages and
the utilities’ annual reports for the years 1982 - 1955. A summary
of the contents of the database is listed below:

Rata Obtained from:

Qrders
1. The dollar amount of the revenue requirement increase for
the water system (and for the wastewater evstem, if

applicable).
2. The utility’'s rate structure(s) and rates before and

after the rate proceeding.

Annual Reports

1. The number of water gallons sold for the years 1989 -
1995,

2. The number of year-end water system meter equivalents for
the years 1989 - 1995.

Tariff Pages
1 The affective date of the revised rates.

Resulting Calculations:

1. The revenue requirement percentage inciease (decrease)
for the water system (and for the wastewater system, if
applicable) .

2. The annual dollar amount of the water system revenue

requirement increase (decrease) per meter equivalent (and
for the wastewater system, if applicable).

3. The average monthly water consumption per meter
equivalent for the years 1589 - 1995.
4. T7he percentage change in the average monthly water

consumption per meter equivalent from the prior year for
the years 1950 - 1995.

S. The average monthly water bill for both the year prior to
and the year subsequent to the rate changa. The average
monthly bills are based on the average monthly
connl.!i:j::: per meter equivalent in the year prior to the
rate c

Several utilities were excluded from the analysis, typically due to
the lack (or unreliability) of consumption data. Data from the
remaining 67 utilities forms the basis for our analysis.
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Qur analysis in this case was performed usinag two different
bases of comparison. The first basis of comparison used Dixie
Groves’ preliminary increase in an average bill (before any
repression adjustment) of 89%. This preliminary increase was
compared to other utilities in the database which, as in Dixie
Groves’ case, underwent no change in the BFC/gallonage charge water
fystem rate structure. We isolated four utilities in the database
which had experienced similar percentage increases in the average
monthly bills. The reductions in average monthly consumption per
meter equivalent (ME) for these four isolated utilities were 25%,
19%, 4% and 3%. We analyzed further the four utilities, comparing
their prior average bills and average consumption per ME to Dixie
Groves. This analysis eliminated the utility which had experienced
a 19% reduction in average consumption.

We do not believe that the consumption reductions of the
remaining three utilicies of 25%, 4% and 3%, respectively, provide
us with clear guidance with regards to our recommended consumption
reduction for Dixie Groves. Although we believe it is better to
err on the side of cauticn, we believe that recommending a 3% or 4%
reduction in consumption s too conservative in this case. A
summary analysis of our datacase reveals that, on an overall basis,
utilities which experienced no change in the BFC/gallonage charge
rate structure averaged an approximate 30% increase in customers’
average bills, and exhibited a corresponding overall consumption
reductica ofiﬂapmxiutoly 7%. As mentioned previously, cthe
increase in Dixie Groves’ average bill, before any adjustment for
repression, was 89%. We do not believe it is reascnable to
recommend a consumption reduction of 3% or 4% in this case when the
magnitude of the increase in Dixie Grove=' average bill is three
times greater than the average of similar utilities in the
database. Nor do we believe, however, that recommending a 25%
consumption reduction is appropriate. The utility in the database
that exhibited the 25% consumption reduction received a significant
concomitant wastewater increase, which, we believe, further
incented its customers to reduce consumption.

A further analysis of our database reveals that, on average,
the greater the percentage increase in average bills, the greater
the correcponding reduction in average consumption. For example,
utilities which experienced increases in average bills of 50% and
75% exhibited average cou.umq:ion reductions of 8% and 13%,
respectively. It is reasonable to predict, therefore, that on
average, a utility experiencing an 89% increase in its average
bill (before any repression adjustment) will exhibit a consumption
reduction greater than 13%. Although arguably subjective, we
believe that, based on this analysis, 15% is an appropriate,
cons ‘rative estimate of the anticipated reduction in consumption.
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The second basie of comparison used Dixie Groves’ annual
revenue requirement increase for the water system, which was
$90/ME. The remaining steps using this basis of comparison are
similar to those described in the preceding paragraph. The $50/ME
increase was then compared to similar increases in annual revenue
requirement per ME of other utilities in the database which
underwent no change in the BFC/gallonage charge wuater rate
structure. There were four utilities which experienced similar
increases; the reductions in average monthly consumption per ME for
three utilities were 27%, 15% and 7%, while one utility experienced
an increase in consumption of 5%.

The utility with a 5% increase in average consumption appears
to be anomalous, as the other utilities all exhibited fairly
significant consumption reductions. For the same reasons as in the
first analysis, we do not believe it is reasonable to recommend an
adjustment to reduce consumption by 7%. As discussed above,
utilities which ienced no change in the BFC/gallonage charge
averaged mzpm mate 30% increase in customers’ average bills,
and exhibit a corresponding overall consumption reduction of
approximately 7%. We do not believe it is reasonable to recommend
a consumption reduction of 7% in this case when the magnitude of
the increase in Dixie Groves' average bill is three times greater
than the average of similar utilit{es in the database.

The two remaining utilities exhibited consumption reductions
of 27% and 15%, respectively. Therefore, consistent with our first
analysis, we believe 15% is a conservative and reascnable
anticipated consumption reduction.

As discussed above, this case represents only the fifch
instance in which Staff recommends that a repression adjustment be .
made, and, as such, w» have no established, previously-approved
methodology to calculate an appropriate adjustment. Un:til we do
have approved methodologies in place, we believe it ie appropriare
to exr on the side of caution when considering the magnitude of our
recommended adjustments. Based on our analysis, we belleve a
conservative prediction of Dixie Groves’ anticipated consumption
reduction is 15%., Therefore, Staff recommends that the appropriate
consumption adjustment is a reduction of 3,163,800 gallons for the
water system.
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ISSUR 9: What is the appropriate rate structure and what are the
recommended rates for this utility?

BECOMMEMDATION : The base facility/gallonage charge should be the
appropriate rate structure. The recommended rates should be as
shown in the staff analysis. The approved rates should be
effective for service rendered on or after the stamped approval
date on the tariff sheet pursuant to Rule 25-30.475(1), Florida
Administrative Code. The rates should not be implemented until
proper notice has been received by the customers. The utility
should provide proof of the date notice was given within 10 days
after the date of the notice. (CASEY)

STAFT AMALYSIS: During the test year, Dixie Groves provided water
service to approximately 337 customers. The utility's tariff
provides for a base facility/gallonage charge rate structure for
all customers. The Commission has a memorandum of understanding
with the Florida Water Management Districts which recognizes that
a joint cooperative effort is necessary to implement an effective,
state-wide water conservation policy. The utility is located
within the Southwest Florida Water Management District and is in a
water use caution area. The éestimated average residential
customers consumption is approximately 5,213 gallons per month,
which is not considered excessive.

Staff has calculated a recommendcd base facility / gallonage
charge for water customers based on test year data. The base
facility / gallonage charge rate structure is the preferred rate
structure because it is designed to provide for the equitable
sharing by the rate payers of both the fixed and variacle costs of
providing service. The base facility charge is based upon the
concept of readiness to serve all customers connected to the
system. This ensures that rate payers pay their share of the costs
of providing service (through the consumption or gallonage charge)
and also pay their share of the fixed costs of providing service
(througn the base facility charge).

Approximately 57% (or $36,255) of the revenue requirement is
assoclated with the fixed costs of providing service. Fixed costs
are recovered through the base facility charge based on annualized
number of factored Equivalent Residential Connections (ERC's). The
remaining 43% (or $27,303) of the revenue requirement represents
the consumption charge based on the estimated number of gallons
consumed during the test period. Schedules of the utility's
existing rates and staff's preliminary rates follow.
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Base Facllity
Charge

Meter Size
5/8" x 3/4"
3/4"

lll

1-1/2"

2"

3"

4"

5"

Gallonage Charge
Per 1,000 gallons

Base Facility
Charge

Meter Sizg
5/B" x 3/4"
3/4"

1H

1-1/2"

zn

3“

4"

E-

Gallonage Charge
Per 1,000 gallons

Using the 337 test year residential water customers with an
average use of 5,213 gallons/month per customer,
residential MONTELY water bill comparison would be as follows:

1998
RESIDENTIAL WATER RATES
Existing Preliminary
Monthly Monthly
—Rate — DAL
s 3.98 S 8.96
N/A 13.44
9.95 22.40
N/A 44.8B0
N/A 71.69
N/A 143.37
N/A 224.02
N/A 448,04
] .85 3 1.52
GENERAL SERVICE WATER RATES
Existing Preliminary
Monthly Monthly
—Rate Rate
S 3.98 8 8.96
N/A 13.44
89.95 22.40
N/A 44.80
N/A 71.69
N/A 143.37
N/R 224.02
N/A 44B.04
$ B5 $ 1.52
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Average Average
HMOWTHLY Bill MONTHLY Bill
Using Using
Existing Preliminary Percent
Rates Bates increase
Base Facility Charge § 3.98 S B8.96
Gallonage Charge —4.43 1,92
Total $ 8.41 $ 16.8B8 100.714%+

“11.56% of the increase is for repression.

The rates should be effective for service rendered as of the
stamped approval date on the tariff sheets provided the customers
have received notice. The tariff sheets should be approved upon
staff's verification that the tariffs are consistent with the
Commission's decision, that the customer notice is adequate, and
that any required security has been provided. The utility should
provide proof of the date notice was given within 10 days after the
date of the notice.

If the effective date of the new rates falls within a regular
billing cycle, the initial bills at the new rate should be
prorated. The old charge should be prorated based on the number of
days in the billing cycle before the effective date of the new
rates. The new charge should be prorated based on the number of
days in the billing cycle on or after th. effective date of the new
rates.

In no event should the rates be effective for service rendered -
prior to the stamped approval date.
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ISSUR 10: What is the appropriate amount by which rates should be
reduced four years after the established effective date to reflect
the removal of the amortized rate case expense as required by
Section 367.0816, Florida Statutes?

RECOMMEMDATTION : The rates should be reduced as shown on Schedule
No. 4 to remove rate case expense grossed-up for regulatory
assessment fees and amortized over a four-year period. The
decrease in rates should become effective immediately following the
expiration of the four-year recovery period, pursuant to Section
367.0816, Florida Statutes. The utility should be required to file
revised tariff sheets and a proposed customer notice setting forth
the lower rates and the reason for the reduction not later than one
month prior to the actual date of the required rate reduction.
(CASEY)

STAYY AMALYSIS: Section 367.0816, Florida Statutes requires that
the rates be reduced immediately following the expiration of the
four year period by the amount of the rate case expense previously
included in the rates. The reduction will reflect the removal of
re.enues associated with the amortization of rate case expense and
the gross-up for regulatory assessment fees which is $262 annually.
The reduction in revenues will result in the rates recommended by
staff on Schedule No. 4.

The utility should be required to file revised tariff sheets
no later than one month prior to the actual date of the required
rate reduction. The utility also should be required to file a
proposed customer notice setting forth the lower rates and the
reason for the reduction.

If the utility files this reduction in conjunction with a
price index or pass-through rate adjustment, separate data shall be
filecd for the price index and/or pass-through increase or decrease
and the reduction in the rates due to the amortized rate case
expensea.
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ISSUE 11: What should be the appropriate amount of customer
deposits, should the utility be required to pay interest on
customer deposits collected since 1993, and should customers who
have established a satisfactory payment record, and have had
continucus service for a period of 23 months, have their deposit
refunded?

RECOMMENDATION: The appropriate amount of customer deposits should
be $34.00. The utility should file revised tariff sheets which are
consistent with the Commission’s vote. Staff should be given
admin.strative authority to approve the revised tariff sheets upon
staff’s verification that the tariffs are consistent with the
Commission’s decision. If revised tariff sheets are filed and
approved, the customer deposits should become effective for
connections made on or after the stamped approval rate of the
revised tariff sheets, if no protest is filed. The utility should
be ordered to pay interest on all customer deposits, including
those collected since 1993, as requi:ed by Rule 25-30.311, Florida
Administrative Code. Past due monies should include interest
calculated in accordance with Rule 25-30.360, Florida
Admin.strative Code. The utility should refund deposits of all
customers who have established a satisfactory payment record and
have had continuous service for a period of 23 months. Past due
interest should be paid and eligible deposits should be refunded
within 90 days of the effective date of the Commission order.
(CASEY)

- Cuatomer Deposits - The wutility’s tariff
presently provides for a customer deposit of $10.00, or an amount
to cover minimum charges for service for three billing periods.
This tariff became effective over 23 years ago (June 24, 1975), and
staff believes the customer deposit amounts should be updated.
Rule 25-30,311(1), Florida Administrative Code states “Each utility
may require an applicant for service to satisfactorily establish
credit, but such establishment of credit shall not relieve the
customer from complying with utilitiea' rules for prompt payment of
bills.” Rule 25-30.311(7), Florida Administrative -Code, states:

“A utility may require, upon reasonable written
notice of not less than 30 days, such request or
notice being separate and apart from any bill for
service, a new deposit, where previously waived or
returned, or an additional deposit, in order to
secure payment of current bills; provided, however,
that the total amount of the required deposit shall
not exceed an amount egual to the average actual
charge for water and/or wastewater rfervice for two
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billing periods for the 12 month period immediately
prior to the date of notice. In the event the
customer has had service less than 12 months, then
the utility shall base its new or additional
deposit upon the average monthly ©billing
available.”

Staff believes the utility’s existing amounts for customer deposits
should be updated to an amount equal to the average charge for
water servi.e for two billing pericds. Staff’s preliminary
recommendation is to approve customer deposits of $34.00 for water
service. The utility should file revised tariff sheets which are
consistent with the Commission’s vote. Staff should be given
administrative authority to approve the revised tariff sheets upon
staff’s verification that the tariffs are consistent with the
Commission’s decision. If revised tariff sheets are filed and
approved, the customer depoaits should become effective for
connections made on or after the stamped approval rate of the
revised tariff sheets, if no protest is filed.

Interecs on Customer Depogits - The utility started collecting
customer deposits in May, 1993. It - was discovered during the audit
that the utility has not paid any interest on the customer deposits
it has received. Rule 25-30.311(4) (a), Florida Administrative
Code, states:

“"Each public utility which requires deposits to be
made by its customers shall pay a minimum interest
on such deposits of 6 percent per annum. The
utility shall pay an interest rate of 7 percent per
annum on deposits of nonresidential customers
qualifying under subsection (5) below when the
utility elects not to refund such a deposit after
23 months.”

The utility books showed customer deposits cof 51,406 for the test
year. Staff’s preliminary recommendation is that the utility be
ordered to pay interest on all customer deposits, including those
collected since 1993, as required by Rule 25-30.311, Florida
Administrative Code. Past due monies should include interest
calculated in accordance with Rule 25-30.360, Florida
Administrative Code, and be paid within 90 days of the effective
date of the Commission order. Further discussion of interest on
customer depoaits is included in Issue No. 14 of cthis
recommendation.
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- Rule 25=30.311(5), Florida

Administrative Codq, staces:

"After a customer has established a satisfactory
payment record and has had continuous service for a
period of 23 months, the utility shall refund the
residential customer's deposits and shall, at its
option, either refund or pay the higher rate of
interest specified above for nonresidential
deposits, providing the customer has not, in the
rreceding 12 months, (a) made more than one late
payment of a bill (after the expiration of 20 days
from the date of mailing or delivery by the
utility), (b) paid with check refused by a bank, ©
been disconnected for nonpayment, or at any time,
(d) tampered with the meter, or (e) used service in
a fraudulent or unauthurized manner. HNothing in
this rule shall prohibit the company from refunding
at any time a deposit with any accrued interest.”

The staff audit showed a total of nine customers who may be
eligiole to have their deposits refunded. Prior to the utility
change in ownership in January, 1997, all customer deposits were
being held in an attorney trust fund. The utilicty should
investigate and determine if these nine customers with deposits
being held over 23 wonths have established a satisfactory payment
record as described above. If so, the utility should refund those
customer deposits to those customers within 90 days of the
effective date of the Commission order.
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ISSUR 12: What should the appropriate miscellaneous service
charges be for Dixie Groves?

: The appropriate miscellaneous service charges
should be those recommended in the staff analysis. The utility
should file revised tariff sheets which a-» consistent with the
Commission’s vote. Staff should be given administrative authority
to approve the revised tariff sheets upon staff’s verification that
the tariffs are consistent with the Commission’s decision. It
revised tariff sheets are filed and approved, the miscellanecus
service charges should become effective for connections made on or
after the stamped approval date of the revised tariff sheets, if no
protest is filed. (CASEY)

STAXY ANMALYS8IS8: The utility's existing tariff currently provides
for miscellaneous service charges which include a reconnect fee of
$10.00 if performed during regular business hours, and a reconnect
fee of $15.00 if performed after regular business hours. Staff
believes the miscellaneous service charges should be updated and
recommends that the following charges be authorized:

Existing
Normal After Preliminary
Hours = Hours
Initial Connection N/A N/A 515.00
Nermal Reconnection $10.00 515.00 $15.00
Violation Reconnection $10.00 $15.00 $15.00
Premises Visit (in lieu N/A N/A 510.00

of disconnection)

The four types of miscellanecus service charges are:

1) Initial Conpnection: This charge is to be levied
for service initiation at a location where service
did not exist previously.

2) Normal Reconnection: This charge is to be levied
for transfer of service to a new customer account
at a previously served location, or reconnection of
service subsequent to & customer requested
disconnection.

3) Viclation Reconpnection: This charge is to be
levied prior to reconnection of an existing
customer after disconnection of service for cause
according to Rule 25-30.320(2), F.A.C., including a
delinquency in bill payment.
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4) 3 ' : This
charge is to be levied when a service
representative visits a premises for the purpose of
discontinuing service for nonpayment of a due and
collectible bill, but does not discontinue service
because the customer pays the service
representative or otherwise makes satisfactory
arrangements to pay the bill.

These charges are designed to more accurately reflect the
costs assouviated with each service and to place the burden of
payment on the person who causes the cost to be incurred (the "cost
causer”), rather than on the entire ratepaying body as a whole.

Therefore, staff recommends that the utility's ctariff be
revised to incorporate the charges discussed above. The utility
should file revised tariff sheets which are consistent with the
Commission’s vote. Staff should be given administrative authority
to approve the revised tariff sheets upon staff’s verification that
the tariffs are consistent with the Commission’s decision. I
revised tariff sheets are filed and approved, the miscellanecus
service charges should become effective for connections made on or
after the stamped approval date of the revised tariff sheets, if no
protest is filed.
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ISSUER 13: Should the recommended rates be approved for the
utility on a temporary basis in the event of a protest filed by a
party other than the utility?

RECOMMENMDATION: Yes, the recommended rates should be approved for
on a temporary basis in the event of a protest filed by a party
other than the utility. The utility should be authorized to
collect the temporary rates after staff's approval of the security
for potential refund, a copy of the proposed customer notice, and
revised tariff sheets. (CASEY)

EIAFY ASALYSI8: This recommendation proposes an increase in water
rates. A timely protest might delay what may be a justified rate
increase resulting in an unrecoverable loss of revenue to the
utility. Therefore, in the event of a protest filed by a party
other than the utility, staff recommends that the recommenced rates
be approved as temporary rates. The recommended rates collected by
the utility shall be subject to the refund provisions discussed
below.

The utility should be authorized to collect the temporary
rates upon the staff's approval of security for both the potential
refund and a copy of the proposed customer notice. The security
should be in the form of a bond or letter of credit in the amount
of $20,411. Alternatively, the utilitv could establish an escrow
agreement with an independent financial institution.

If the utility chooses a bond as security, the bond should
contain wording to the affect that it will be terminated only under
the following conditions:

1) The Commission approves the rate increase; or

2) If the Commission denies the increase, the utility
shall refund the amount collected ¢that |is
attributable to the increase.

If the utility chooses a letter of credit as a security, it
should contain the following conditions:

1) The letter of credit is irrevocable for the period
it is in effect.

2) The letter of credit will be in effect until final

Commission order is rendered, either approving or
denying the rate increase.
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If security is provided through an escrow agreement, the
following conditions should be part of the agreement:

1) No refunds in the escrow account may be withdrawn by the
utility without the express approval of the Commission.

2) The escrow account shall be an interest bearing account.

3) If a refund to the customers is required, all interest

earned by the escrow account shall be distributed to the
customers.

q) If a refund to the customers is not required, the intecest
earned by the escrow account shall revert to the utility.

5) All information on the escrow account shall be available
from the holder of the escrow account to a Commission
representative at all times.

6) The amount of revenue subject to refund shall be deposited
in the escrow account within seven days of receipt.

7) This escrow account is established by the direction of the
Florida Public Service Commission for the purpose(s) set
forth in its order requiring such account. Pursuant to

Cosepntinc v. Elson, 263 So.2d 253 (Fla. 3d DCA 1972),
escrow accounts are not subject to garnishments.

8) The Director of Records and Reporting must be a signatory
to the escrow agreement.

In no instance should the maintenance and administrative costs
associated with the refund be borne by the customers. These costs
are the responsibility of, and should be borne by, the utility.
Irrespective of the form of security chosen by the utility, an
account of all monies received as result of the rate increase
should be maintained by the utility. This account should specify
by whom and on whose behalf such monies were paid. If « refund is
ultimately required, it should be paid with interest calculated
pursuant to Rule 25=30.360(4), Florida Administrative Code.

The utility should maintain a record of the amount of the
bond, and the amount of revenues that are subject to refund. In
addition, after the increased rates are in effect, the uctility
should file reports with the Division of Water and Wastewater no
later than 20 days after each monthly billing. These reports
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should indicate the amount of revenue collected under the increased
rates,
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$ Should the utility be fined for violations of Rule 25-
30.110(1) (a), Florida Administrative Code, for failure to notify
the Commission of the destruction of utility records within 90
days, for violation of Rule 25-30.311(4) (a), Florida Administrative
Code, for failure to pay interest on customer deposits, and for
violation of Rule 25-30.311(5), Florida Administrative Code for
failure to refund customer deposits?

RECOMMIMDATION: No, the utility should not be fined for violations
of Rule 25-30(1) (a), Florida Administrative Code for failure to
notify the Commission of the destruction of utility records within
950 days, for wviclation of Rule 25-30.311(4)(a), Florida
Administrative Code, for failure to pay interest on customer
deposits, and for wviolation of Rule 25-30.311(5), Florida
Administrative Code for fajlure to refund customer depo=its.
However, the utility should be ordered to preserve its records in
accordance with the ™“Regulations to Govern the Preservation of
Records of Electric, Gas, and Water Utilities” as issued by the
National Association of Regulatory Utility Commissioners (NARUC),
as revised May 1985." (REYES, CASEY)

SIAMAY AMALYSIS: Utility Records -~ Rule 25-30.110(1)(a), Florida
Administrative Code, states “Each utility shall preserve its
records in accordance with the “Regulations to Govern the
Preservation of Records of Electric, Gas, and Water Utilities” as
issued by the National Association of Regulatory Utility
Commissioners (NARUC), as revised May 1985".

The NARUC Regula:ions to Govern the Preservation of Records
General Instructions state “The public utility or licensee shall’
provide reasonable protection for records subject to the
regulations in this part from damages by fires, floods, and other
hazards and, in the selection of storage spaces, safeguard the
records from unnecessary exposure to deterioration from excessive
humid.ty, dryness, or lack of proper ventilation.

The NARUC Regulations to Govern the Preservation of Records
General Instructions further state “"When any records are destroyed
before the expiration of the prescribed period of retention, a
certified statement listing, as far as may be determined, the
records destroyed and describing the circumstances of accidental or
other premature destruction shall be filed with the Commission
within (90) days from the date of discovery of such destruction.
Discovery of loss of records is to be treated in the same manner as
in the case of premature destruction.”
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DATE: October 19, 1998

During the staff audit, the utility was requested to provide
invoices and supporting documentation for all plant additions and
retirements to utility plant in service from January 1, 1981
through June 20, 1998. The utility was unable to provide invoices
or other supporting documentation to substantiate 512,496 of planc
additions recorded on its books from January 1, 1987 :o December

31, 1994. The records were stored in a pump hous . :nd in 1990,
the gas chlorination equipment malfunctioned i destroyed
everything in the pump house including the motor. .. - . electrical
wiring, and boxes of records. The utility has . sonverted to

liquid chlorine to treat its pumped water insteaa ot chlorine gas.
Staff believes that no show cause action i® -arranted or not

reporting the loss of the records because rec 1 were able to be
recreated and plant was able to be physically v+ fied. Records
are now being kept at the office of the secreta:, _reasurer of the

utility, who is a CPA.

Customer Deposi. 3 - The utility started collecting customer
deposits in May, 1993, It was discovered during the audit that the
utility has not paid interest on the customer deposits it has
received. Rule 25-30.311(4)(a), Florida Administrative Code,
states: ’

“Each public utility which requires deposits to be
made by its customers shall pay a minimum interest
on such deposits of 6 percent per annum. The
utility shall pay an interest rate of 7 percent per
annum on deposits of noniesidential customers
qualifying under subsection (5) below when the
utility elects not to refund such a deposit after
23 months.”

The utility books showed customer deposits of §1,406 for the test
year. Interest calculated per rule would amount to approximately
$84 on an annual basis. Staff believes a show cause action for
failure to pay interest on customer deposits is not warranted in
this case, and customers would be better served by receiving the
past due interest. In Issue No. 11, staff’s preliminary
recommendation is to order the utility pay all monies due
customers, plus interest calculated in accordance with Rule 25-
30.360, Florida Administrative Code.

Refunds - The staff audit showed a total of nine customers who may
be eligible to have their deposits refunded. Prior to the utility
change in ownership in January, 1997, all customer deposits were
beirg held in an attorney trust fund. Issue No. 11 recommends that
the utility investigate and determine if these nine customers with
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deposits being held over I3 months have established a satisfactory
payment record as described above. If so, staff is recommending
that the utility refund the customer deposits to those customers
within 90 days of the effective date of the Commission order.
Staff believes a show cause action for not refunding customer
deposits held over 23 months for those customers who have
established a satisfactory payment record is not warranted. Staff
believes the refund of customer deposits for those customers who
qualify (potential of $270), along with interest as recommended in
Issue No. 11, is the proper action.

Section 367.161, Florida Statutes, authorizes the Commission
to assess a penalty of not more than $§5,000 per day for each
offense, if a utility is found to have knowingly refused to comply
with, or to have willfully violatea any Commission rule, order, or

rovision of Chapter 367, Florida Statutes. Utilities are charged
with the knowledge of the Commission's rules and statutes,.
Additionally, "[i]Jt is a common maxim, familiar to ail minds that
'ignorance of the law' will not excuse any person, either civilly
or criminally." Barlow v, United States, 32 U.S. 404, 411 (1833).
Thus, an'* intentional act, such as the utility's continuing to
charge the final rates and failing-'to file a motion to vacate the
stay, would meet the standard for a "willful violation." In Order
No. 24306, issued April 1, 1991, in Docket No. 890216-TL, entitled
In Re: Investigation Into The Proper Applicution of Rule 25-14.003,
F.A.C., Relating To Tax Savings Refund for 1988 and 1989 For GTE
Florida, Inc., the Commission, having found that the company had
not intended to violate the rule, nevertheless found it appropriate
to order it to show cause why it should not be fined, stating that
"'willful' implies an intent to do an act, and this 1ls distinct
from an intent to violate a statute or rule." Jd. at 6.

Staff’s preliminary recommendation is that the Commission not
order Dixie Groves to show cause for violation of Rules 25-
30.110(1) (a), 25-30.311(4) (a), and 25-30.311(5), Florida
Administrative Code. However, the utility should be ordered to
preserve its records in accordance with the “Regularions to Govern
the Preservation of Records of Electric, Gas, and Water Utilities”
as issued by the MNational Association of Regulatory Utilicy
Commissioners (NARUC), as revised May 1985.".
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DIXIE GROVES ESTATES, INC.
SCHEDULE OF WATER RATE BASE
TEST YEAR ENDING JUNE 30, 1808

UTILITY PLANT IN SERVICE
LAND/NON-DEPRECIABLE ASSETS
NON USED AND USEFUL PLANT
ClaC

ACCUMULATED DEPRECIATION
AMORTIZATION OF CIAC
WORKING CAPITAL ALLOWANCE
WATER RATE BASE

SCHEDULE NO. 1

DOCKET NO. 9807268-WU

TEST YEAR  STAFF ADJUST. BALANCE
PER UTILITY  TO UTIL. BAL. PER STAFF
s 57,725 S 17254 A § 74979
211 0 211

0 0 0
(683) (9,348) 8 (10,011)
(48,730) 3,570 C (45,180)

0 8,382 D 8,362

0 8,392 E 8,392
s 8543 § 20230 $[ 34773




DIXIE GROVES ESTATES, INC.
ADJUSTMENTS TO RATE BABE
TEST YEAR ENDING JUNE 30, 1608

A.

UTILITY PLANT IN SERVICE

To adjust utility plant to staffs recommended balance.

To reclassify utility plant from O & M sxpenses.
To include 100 pro forma meters.
To retire 100 metars.

To reflect an averaging adjustment.
CONTRIBUTIONS IN AID OF CONSTRUCTION

1. Toadjust CIAC to staff recommended amount.
2. Toreflect an averaging adjustment.

PELN =

ACCUMULATED DEPRECIATION

To reflect sialf calculated accumulated depreciation.
To reflect the retirement of 100 melers d
To reflect depreciation on pro forma meters.

To reflect averaging adjustment.

i il

AMORTIZATION OF CIAC

1 To reflect staff caiculated amortization of CIAC.
2. To reflect averaging adjustment.

WORMKING CAPITAL ALLOWANCE
1. Toreflect 1/8 of operstion and maintenance expenses.

WATER
$ 11047
56825~
8,750«
3.1 T‘-]"’
»
1)
-3
1 (1,100)~
3174 Ll
-
1{1951 =
) 1.}
5 8587 v
»
— -}
s___8327
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DIXIE GROVES ESTATES, INC.
SCHEDULE OF WATER OPERATING INCOME
TEST YEAR ENDING JUNE 30, 1998

SCHEDULE NO.
DOCKET NO. 980728-WU

TESTYEAR STAFFADL  ACWSTED . FOR TOTAL

PERUTIUTY  TO UTILTY TESTYEAR INCREASE  PER STAFF
OPERATING REVENUES $  271% § G87T3A 8§ 34022 §_ 20520 E $ [ 63558

86.76%

OPERATING EXPENSES:
OPERATION AND MAINTENANC § 56547 § (5.410)B $ 51,137 § 0o s 51,137
DEPRECIATION (NET) 1,073 2,008 C 3,159 0 3,150
AMORTIZATION 0 0 0 0 0
TAXES UTHER THAN INCOME Je87 584 D 4,581 1328 F 5910
INCOME TAXES 0 0 0 0 0
TOTAL OPERATING EXPENSES § 81807 § (2,730) 8877 § 1,329 3 60,205
OPERATING INCOMENLOSS)  §___ (34.448) $ (24,045 ] 3383
WATER RATE BASE s 8,543 L J—_RitR LN 1 i X
RATE OF RETURN 03 23% -71.45% 9.64%
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DixJE GROVES ESTATES, INC. SCHEDULE NO A
ADJUSTMENTS TO OPERATING INCOME DOCKET NO. 8807268-WU
TEST YEAR ENDING JUNE 30, 1898
A OPERATING REVENUES WATER
1. To impute revenus for water pumped, but not billed. s_687 ~
B.  OPERATION AND MAINTENANCE EXPENSES
1. (615) Purchesed Power
a  To adjust purchased power for repression $__(274)~
2 (818) Chemicais
2 To sdjust chemical sxpenss lof repression. $__[492) v
3. (635)Contractual Services - Testing
a  To annualize DEP required water lesting costs. $__[(383)
4  (638) Contractual Gervices - Other
2. Toremove out of test year expenses. $ (29007
b To capitaiize expensed utiity plant (5.928) ~
c  Toinclude vaive replacement program 1,144 -
d  To inciude meter change-out 1644 ¥
e Todisaliow invoice for meter tumoffs. (508) ~
! Todisallow expansss for locating lines {108)
§__[4.041)
5 (665) Regulatory Commission Expenses
a  Torefiact §1,000 rate case filing fee amortized over 4 yearn $__ 20"
TOTAL O & M ADJUSTMENTS ﬂ ;54@[ -
C. DEPRECIATION
1. (] test year depreciation
expense net of Non-used and useful depreciation expence. $ 22157
2  To refiect depreciation expense on pro forma meters. 387 v
3 To refiect depreciation expenss on retired metarns (187
4 To refisct staffs caiculstad teat year amonization expenss. 439)
s 2,08
D TAXESO THAN INCOME
1. To reguiatory ssseesmant fees on stafTs recommended
lest ysar revenue. $ 6617
2 To remove late filling panalty foe. ga?f"
]
E OPERATING
1 (] revenue required 1o cover
expenses and aliow recommended rate of return $_29.528 -
F  TAXES OTHER THAN INCOME
1. To reflect reguisiory sssessment fee ot 4 5%
on INCreese in revenue. s__ 1329 v




DIXIE GROVES ESTATES, INC.

ANALYSIS OF WATER OPERATION AND
MAINTENANCE EXPENSE

TEST YEAR ENDING JUNE 30, 1688

TOTAL
PER UTIL.
(801) SALARIES AND WAGES - EMPLOYEES $ 14400
(603) SALARIES AND WAGES - OFFICERS 1,200
(804) EMPLOYEE PENSIONS AND BENEFITS 2,340
(610) PURCHASED WATER 0
(815) PURCHASED POWER 1,824
(618) FUEL FOR POWER PRODUCTION - - 0
(618) CHEMICALS 3,278
(620) MATERIALS AND SUPPLIES 1,319
(630) CONTRACTUAL SERVICES - BILLING 0
(631) CONTRACTUAL SERVICES - PROFESSIONAL . 2,250
(635) CONTRACTUAL SERVICES - TESTING 6,140
(636) CONTRACTUAL SERVICES - OTHER 20,897
(640) RENTS 600
(650) TRANSPORTATION EXPENSE 0
(655) INSURANCE EXPENSE 1,031
(665) REGULATORY COMMISSION EXPENSE 0
(670) BAD DEBT EXPENSE 130
(675) MISCELLANEOUS EXPENSES 1,132
$ 58,547

=38

SCHEDULE NO. 38
DOCKET NO. 880726-WU

STAFF TOTAL
ADJUST. PER STAFF
s 0 § 14400
0 1,200

0 2,340

0 0
(274)(1) 1,550

0 0
(482)[2) 2,786

0 1,319

0 0

0 2,250
(853)(3] 5,299
(4,041)[4] 16,856

0 800

0 0

0 1,031

250 [5) 250

0 130

0 1,132

$ (54100 s 51.137]




DIXIE GROVES ESTATES, INC. SCHEDULE NO. 4
SCHEDULE OF RATE CASE EXPENSE RATE DOCKET NO. 880728-WU
REDUCTION AFTER FOUR YEARS

TEST YEAR ENDING JUNE 30, 1998

MONTHLY RATES
PRELIMINARY RATE
RESIDENTIAL AND GENERAL SERVICE RATES DECREASE
BASE FACILITY CHARGE: |
Meter Size:
5/8" x 34" $ 8.98 3 0.02 |
a4 . 13.44 0.03
1" 22.40 0.0=
I8 P o 44 80 0.09
o 71.69 0.15
¥ 143.37 030
4" 224.02 0.48
8" 448 04 0.62
RESIDENTIAL GALLONAGE CHARGE
PER 1,000 GALLONS
s 1.52 3 0.00




. A.nch.ntm: A

WATER TREATMENT PLANT

Docket No. 280726-WD = Utility . Date SEPT, 1998
1} Capacity of Plant 80,000 gallons per day

2) Maximum Daily Flow 130,000 gallons per day

3} Average Daily Flow £9.125 gallons per day

4} Fire Flow Capacity HLA gallona per day

4) Neesded Fire Flow N/A gallons per day
5} Margin Reserve =0- gallcns per day

Not to exceed 20% of
present custoners

al Test Year Customers in ERC's - Beqgin_JJé6 End_J336.5 Av. _J2§

p} Customer Growth Using Regression Ana.ysis in ERC's

for Most Recent 3 Years Including [est Year ss £ 6 ERC's
¢l Construction Time for Additional Capacity 1.5 Years

|
b) = © % | [a) = _N/A ___ gallons per day Margin Reserve

6) Excessive Unaccounted for ﬂ'ltir_m_ gallons per day
al Total Amount 34,351 gallons per day ' of Av. Dally Flow
b] PREeasonable Amount __8,.003  gallons per day 10 V of Av. Dally Flow
c) Excessive Amount_27,311 __ gallons per day_40 % of Av. Daily Flow
EERCENT USED ANDR USEEUL EORMULA

[{2-51ou-ﬁl
1

-

- e iﬂi % Used and Useful

This is the SWWMD permitted capacity and not DEP's.

The utility’s records show 22 new connections were added i. one year,
after more than twanty years of zeroc growth. In addition, the records
indicate no growth since the year the 22 new connections wer2 added.

#++* Because the service area is builtout the used and useful is 100%

Gerald Edwards Engineser
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Attachment B

WATER DISTRIBUTION JYSTEM USED AND USEFUL DATA
Docket No. _980726-WU Utility DIXIE GROVES ESTATES INC, ~ Date SEPT, 1998
1) Capacity 3¢ ERC's (Number of potential
customers without expansion)

2) HNumber of TEST XEAR Connections 136 ERC's day

a) Begin Test Year 316 ERC's

b) End Test Year 336.5 ~RC's

) Average Test Year 336 ERC's
3) Hargin Reserve 0 ERC's

*Not to excesd 20V of
present customera

a) Customer Growth Using Regression Analysis in ERC's for Most Recent 5

Years Including Test Year *+ 6.6 ERC's
€} Construction Time for Additional Capacity Q Years
{a) 2 (b) = 0 ERC's Margin Reserve

EERCENT USEQ AND USTTUL FORMULA
2+
1 = 100 % Used and Useful

The utility’s records show 22 new connecticns were added in one year, after
more than twenty years of zero growth. In addition, the records indicate no
growth since the year the 22 new connections were added.

Gezald Edwarda __ Engineer
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