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?REHEARING ORDER 

I. Case Background 

231, 

On October 10 , 1990 , Sunshine Utilities of Central Florida , 
Inc., (Sunshine or util i ty) completed the minimum filing 
requirements for a general rate i ncrease, and that date vias 
cntabl1shod as the official date of filing . The approved test year 
1or this proceeding is t ho twelve-month period ended May 31, 1990. 
Sunshi n has requested final rates designed to generate annual 
•.Ja or rovconuos of $649,235, which exceed annualized test year 
re-venues by $184,563 (39 . 72 percent). 

By Order No. ~3935, issued December 4, 1990, t h is Commission 
suspended Sunshine ' s proposed rates and granted an interim water 
rnte increase, subject to refund . Then, by proposed agency action 
( PAA) Order tlo. 24484, issued May 7, 1991, the Commission approved 
rates designed to generate $509 ,703 in annual revenues, a n increase 
ot 9 . 69 percent, and required a refund of the excess inte rim rates 
c oll ctcd . On May 23, 1991, Sunshine protested PM Order tlo. 24484 
. nd requested a (otmal administrative hearing. On July 25, 1q91, 
the- Off1cc o1 Public Counsel (OPC) filed a notice o1 intervention 
1n hls cause . By Order No . 24862 , issued July 29, 1991, OPC ' s 
in ervcnt1on was acknowledged. 

This case is scheduled for an administrative hearing on 
O~tobcr 2nd and 3rd , 1991 . 

II . Profiled TestiThony and Exhibits 

Testimony of all witnesses to be spo~sored by Sunshine a nd the 
Staff of this Commission (Staff) has been profiled. All testimony 
"''hich has boon profiled in this case will be inserted into the 
record as though read after the witness has taken the stand and 
atfirMcd tho correctness of the testimony and associated exhibits. 
All testimony remains subject to appropriate objections . Each 
w1 ness will have tho opportun i ty to o ra lly summarize h is or her 
cs imony at tho time he or she takes the stand . Upon i nse rtion of 

a witness ' ostirnony , exhibits appe nde d thereto may je mar~ed for 
id ntification . After all parties and Staff have had the 
opportuni ty to object and cross-examine , the e xhibit may be moved 
in o he record . All other exhibits may be similarly identified 
,,nd en ered into the record at the appropriate time during the 
hearing. 
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Witnesses are rem~nded that, on cross-examination, r esponses 
to questions calling for a ~imple yes or no a nswer shall be so 
answered first, after which the witness may explain his or her 
answer. 

III . Order of Witnesses 

Witness 

Uiroct 

James H. Hodges 

JoAnn Schneider 

Robert C. Nixon 

Robert F. Dodrill 
(Adverso Party Witness) 

Roberto c . ~nsaq 

Ian J. Forbes 

Marshall w. Wi l lis 

Clarise Hodges 
(Adverso Party Witness) 

Dcwaine Christmas 
(Adverso Party Witness) 

Kimberly Ann Stone 
(Adverse Party Witness) 

James H. Hodges, Jr. 
(Adver o Party Witness) 

Rebuttal 

James H. Hodges 

JoAnn Schneider 

Robert c . Nixon 

Atmear iog for 

Utility 

Utility 

Utility 

Utility 

Staff 

Staff 

Staff 

Staff, OPC 

OPC 

OPC 

OPC 

Utility 

Utility 

Utility 

Issues I 

2,3 ,7,9 

2 , 3 , 7 , 8 , 9 

2,3 , 7,8 , 11,13 

2 

1 

2,3 , 7,':J ,l0 

2,3,7,9 ,12,18 

9 

9 

9 

9 

2,3,7 

2,3,7,8,9 

2,3 , 7 ,8,9 

I 

I 

I 
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(In its prehearing s t atement, OPC res erved the r i ght to call the 
remaining persons as rebuttal witnesses . No profiled testimony has 
been submitted for these witnesses. The o n ly witnesses listed 

below which will be allowed to testify at hearing are those for 
which OPC has s ubmitted some form o f profiled estimony by no later 

han Friday, September 28, 1991 . ) 

B rbara A. Burley 

Harold £. Pond 

OPC 

OPC 

1 , 7 , 9 

John H. Holden OPC 

t'fichae l Helm OPC 

Put Smi th OPC 

IV . Basic posic ions 

~LITX: Sunsh: ne is enticled to a rate increase for pr~viding 

water service to its c ustomers i n Marion County Florida, 
as set forth in t he minimum filing r equirements filed i n 
this proceeding . Reductions t o rate base anu operating 
expenses would be i nappropriate . 

~: The utility ' s request fo r a rate inc rease is excessive 
and unjustified. The utility has overstated its rate 
basr a nd its opera tio n a nd rna inte nance expenses . The 
utl.l ity has fa iled to document its inves t ment in a 
substantial portio n of its rate base. Sunshine has 
engaged in a scheme to create an artificial investment in 
its rate base by inc luding a fic titious prof it , labor, 
and overhead ma r kup paid to a wholly owned s ubsidiary 
company (comprised of he utility's perso nne l) that 
purportedly construc t s the utility ' s major plant 
a dditions. 

STAFF: The i nforma t ion gathered through disco~ ·ry and profiled 
testimony ind i cates , a t this po int, that the uti lity is 
e ntitled to some level of increase. The specific leve l 
cannot be determi ned until the evidence presented a t 
heari ng is analyzed. Staff ' s positions on the issues set 
tor h below are preliminary and are offered to apprise 

, 
233 
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the parties of those positions. Staff ' s fi nal positions 
will be based upon an analysis of the evide nce presented 
at the hear1ng. 

v. Issues and Pos itions 

OUALITX Of SERVICE 

ISSUE 1 : Is the quality of service provided by Sunshine 
satisfactory? 

POSITIONS 

VTILITX : The utility ' s quality of service is above Sdtisfactory . 

~: No position at this time pending r eceipt of customer 
testimony. 

STAFF: 

RATE BASE 

No position pending receipt of cus~omcr tes t imony . 
(Ansag) 

ISSUE 2 : Shou ld CIAC be increased to reflect the adjustment made 
per Commission Order No . 22969? 

POSITIONS 

UTILIT¥ : No. When the o r iginal cos t of Sunshine ' s sys t ems was 
est ablished by PSC Order No. 13014, r a te base was 
reconciled to cap i tal structure. All CIAC was recorded 
and the tax returns of the owner s substantiate the 
investment i n that Order . If the adjus t ment proposed by 
Staff is accepted , the resulting rates will be 
confiscatory i n violation of due process . (Hodges, 
Schneider, Nixon ) 

~: Agree with Staff . 

I 

I 

I 
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STAFF: Yes. CIAC should be increased by $280 , 753, accumulated 
amortization of CIAC s hould be increased by 49,279 and 
test year amortization expense of CIAC should be 
d ecreased by $7,019 . (Willis, Forbes) 

ISSUE J : What amount of plant additions made frum 1981 to the test 
year be excluded from in test year plant-in-serv ice? 

POSITIOtiS 

UTI LITY: No plan additions should be excluded . The cost of all 
additions to plant, even though conr,tructed by a r eldted 
party , were fair and reasonable. If the adjustment 
proposed by Staff is accepted , the result ing rates will 
be confiscatory in violation of due process . (Hodges, 
Schneider, Nixon) 

~: 

S'I:A..f:L : 

Agree with Staff. 

Plant-in-service should be reduced by $401,399 for 
overs tated plant additions occurring bet·,.een l lJJ l and the 
test year, accumulated depreciation should b~ r educed by 
$32 , 532 and test year depreciation expense r educed by 
$8, 538. (Willis, Forbes) 

ISSUE~ : What is the appropr ia te worki ng capital allowance? 

POSITIOUS 

UTILITY: Working capital should b~ computed using the o ne -eighth 
of operation and maintenance (O&M) expense formula 
method. The actual amount is a fall-out number . 

~: Working capital allowance should be included in rate base 
only to the extent of the utility ' s actual investment in 
working capital . 

STAFF: Agree with utility . 

235 
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ISSUE 5 : What is the t est year r a te base? 

POSITIONS 

UTILITX: Fall-out number . 

~= Fall-out number . 

SIAFF : Fall-out number. 

COST OF CAPITbL 

ISSUE 6 : What is the appropriate overall rate of return? 

POSITIONS 

UTILITX: Fall-out number . 

Fall-out number . 

STAff: Fall-out numbe r. 

NET OPERATING INCOME 

ISSUE 7 : Is an adjust ment necessary to reduce salary expense for 
the utility president? 

POSITIONS 

UTILITX : No. The use of averaging to reduce the president ' s 
salary is inappropriate . The only close ly comparable 
utility on the staff ' s salary schedule is Marion 
Utilities , whose president is compensated an amount 
similar to Sunshine ' s president. (Hodges, Schneide r, 
Nixon) 

~: Yes. The preside nt's salary s hould be .·educed by $36,620 
to reflect a proper level of $32,435. 

STAFf: Yes. The president ' s salary should be reduced by $31 , 392 
along with a reduction to payroll taxes of $2, 684 . 
(Uillis) 

I 

I 

I 
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ISSUE 8 : Is an adjustment necessary to reduce employee s ' salaries 
and wages expense to account for Sunshine employees 
utilized by a related enti ty? 

POSITIONS 

UTILITY: No . Sunshine has made the appropriate allocation o 
expenses, it allocated expenses based upon actual 
employee time spent by the r ela t ed e ntity on its Citrus 
County systems . (Schneider , Nixon) 

~: Agree with Staff . 

STAFF : Yos . Employees ' salaries s hould be reduced by $6,692 to 
reflect the proper level of salary expense for a re la t ed 
company. Payroll taxes s hould be reduced by $572 . 

ISSUE 9 : Should an adjustment be made to reduce t he vice
president' s salary? 

POSITIONS 

iJTILITY : No. The sc1lary of tho vice-president is wi th i n the 
salary range of similar positions as determined by the 
Florida Depart ment of Labor. (Hodges , Schneider) 

~: Yes . The vice-president ' s position s hould be completely 
olimina ed. 

STAFF : Yes. A $12 , 169 reduction to the salar y of the vice
president s hould be made . Payrvll taxes shou ld also be 
r educed by $1, 040 . (Willis , Forbes) 

ISSUE 10 : Arc the utility ' s books and records i n compliance with 
Commission rules? 

POSITIONS 

No . The books and records a re not i n compliance with the 
Commis"'ion' s rules. The utility s hould be ordered to 
immediately est blish a nd maintain i ts books and records 
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STAFF : 

in accordance with ~ARUC . If, within six (6) months of 
the date of the Order, the utility has not substantially 
brought i s books and records i n compliance with NARUC, 
the utility should be ordered to show cause why it should 
not be fined . 

No. {Forbes) 

ISSUE 11: Should dn adjustment be made to increase expenses for the 
profit sharing/pensi on plan requested by the utility? 

POSITIONS 

UTILITY : Yes. (Nixon) 

~: No. 

~: Ho. 

ISSUE 12 : What is the unamortized balance of rrior rate case 
expense to be included in rat es? 

POSITIONS 

VTILITY : The balance of unamortized prior rate case expense which 
should be incl uded in c urrent rates is $3 4, 824 . The 
balance should be amortized, along with current rate case 
expense, over four years . 

~: Agree with Staff. 

~afr : The balance of unamortized prior rate case expense which . 
should be included i n current rates is $16,674 . The 
balance s hould be amort ized , along with c urre nt rate case 
expense, over four years. (Willis) 

ISSUE 13 : What is the appropriate amount vf rate case expense for 
th is proceeding? 

POSITIONS 

UTILITY: $81,027.45 . {Nixon) 

I 

I 

I 
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~: 

STAff : 

No posit:ion at this time . All request:s for rate case 
expense should be closely scrutinized and justified . 

No position a t this time . 

REVENUE REQUIREMENT 

ISSUE 14: What is the appropriate level of test year operating 
income? 

£0SITIONS 

UTILITY : Fall-out number . 

~: Fall-out number . 

STAFF : Fall-out number. 

ISSUE 15: What is the t:otal revenue requirement? 

POSIIIONS 

UTILITY : Fall-out number . 

~: Fall-out number. 

STAff: Fall-out number . 

ISSUE 16 : Is an adjustment necessary to comply with Section 
367.081 5 , Florida Statutes, regarding the limitation of 
rate case expense? 

POSITIONS 

UTILITY : No . 

~: No position at this time . 

STAff: No position at this time. 
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RATES AND RATE STRUCTURE 

ISSUE 17: What final r a tes s hould be authorized? 

POSITIONS 

UTILITY: Fall-out number. 

~: Fall-out number . 

STAFf: Fall-out numb~r. 

ISSUE 18: Should the utility be required to begin col lecting 
customer deposi t s? 

POSITIONS 

UTI LITX: Agree with S t a ff. 

~: No position at this time . 

STAFf : Xes. The utility should be required to begin collecting 
customer deposits from all of its new custom rs a nd those 
customers with a bad credi t history in accordance with 
Rule 25- 30.311, Florida Administrative Code. (Willis) 

ISSUE 19: Should the utility ' s service availability policy be 
adjusted in order to comply with the requi rements of Rule 
25-30. 580 , florida Administrative Code? 

POSITIONS 

UTILITX: No. 

~: No pos i tion at this time. 

STA FF : Xes, if necessary, and the CIAC level should be 
calculated at the 75' level . 

I 

I 

I 
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VI . Proposed Stipulations 

Pr1or to the prehearing conference , Sunshine, OPC, a nd St~ff 
agreed to the follo~ing stipulations : 

1. Neither the treatment plant nor the distribution system used 
and useful calculations should include a margin reserve. 

2. All accounts for the water treatment plant are 100% used and 
useful, and the distribution system is 71% used and useful . 

3. General plant should be r educed by $6 , 536 to reflect the 
shared use of facilities by a related company . Average 
accumulated depreciation s hould be reduced by $4,703 and test 
year depreciation should ue reduced by $483 . 

4. The transportation equipment account should be reducecl by 
$14,036 to properly reflect the retirement of a utility 
vehicle. Accumulated depreciation s hould be reduced by the 
oamo amount, and test year depreciation e>.pense should be 
red uced by $156 . 

5 . The cost of common equity should be establishud using the 
Commission leverage formula in effect at the time of the final 
decision of this case . 

6. Purchased power expenses should be r educed by $702 to temove 
out-of-period non-utility charges . 

7. Test year operating expenses s hould be reduced by $9,670, and 
that amount should be capitalized as plant-in-service. 
Accumulated depreciation and test year depreciation expense 
should be increased by $270. 

8 . Legal con ractual services and regulatory commission expense 
(other) should be reduced by $5,044 and $2,000, respectively, 
to reflect a disallowance of charges in connection with a 
territorial dispute . 

9. Bad debt expense should be reduced by $4,797 to reflect out
of-period charges and the implementation of customer deposits. 

10. In accordance with Section 367 . 0816, Florida Statutes, rate 
case expense s hould be amortized over a four-year period, and 
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there should be an appropria e reduction to rdtes at the end 
of that period . 

11 . The parties and Staff have agreed to produce without subpoena 
those witnesses under their control . 

12. The parties and Staff have agreed to insert into the record 
tho profiled testimony of Roberto c. Ansag a nd the deposition 
of Robert F. Dodrill w1thout requiring their presence. 

VII. Other 

Although Staff a nd the parties do not dispute the following 
issues, the Commission will render a decision on same. 

1 . That the utility's water service rates and charges be made 
un iform for all its systems in Marion County. 

2 . The following miscellaneous service charges ohould be 
established. 

DURING APTER 
TYPE OF SERVICE REGULAR REGULAR 

HOURS HOURS 

INITIAL CONNECTION $15 . 00 $15 . 00 

NORMAL RECONNECTION $15 . 00 $15.00 

VIOLATION RECONNECTION $15 . 00 $20.00 

PREMISES VISIT (in lieu $10.00 N/ A 
of disconnection) 

VII. Rulings 

Staff's motion to strike pre filed testimos .y of Robert F. 
Dodrill io gr ntcd. However, as is no ted above , Staff a nd the 
parties have stipulated to i nserting Mr . Dodrill ' s deposition into 
the record without requiring his presence. 

I 

I 

I 
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VIII . ~bJJ2..i!Ji 

\-li tncsses Pr offered By I . D. No. 

James H. Hodges Utility J lfH- 1 

Utility JHH- 2 

Utility JHII- 3 

Jamos H. Hodgos Utility JlfH - 4 

Utility JHH-5 
(composit e) 

Utility JHH- 6 

Utillty J HH-7 

Utility J JfH-8 
(composit e) 

Utili ty J HH-9 
(composi t e) 

Utility J HH-10 

Ut ility JHH-11 

Ut ility J HH-12 

Description 

Excerpt from PSC 
Order No. 8841 

Excerpt from 
o riginal c ost s tudy 
in Docket No . 
8 10386-WP 

E xcerpt from 
original cost study 
in Pocket No . 
810386-W 

Excer pt from 
depositio n of Robert 
Dodrill 

Developer 
Ag r eements 

PSC Or der No . 
88 1030-WU 

E xcerpt f r om 
testimony 0 f 
Patricia Wood i n 
Docket No. 881030-WU 

Distribution system 
quotes 

Labor c r edits to 
Sunshine 

Ex ce rpt from 
Fla.Jun . 2d 

Salary comparison s 

Salary comparisons 

.., 
243 
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1~1tncssca Protfcred By I . D. No. 

James H. Hodges 

JoAnn Schneider 

Robert c. Nixon 

Utility 

Utility 

Utility 

Utility 

Utility 

Utility 

Utility 

Utility 

Util i ty 

Utility 

Utility 

Utility 

JHH-13 
(composite) 

JHH-14 
(composite) 

JS-1 
(composite) 

JS-2 

JS-3 

JS-4 

JS-5 

RCN-1 

RCN-2 

RCN-J 

RCN-4 

RCN-5 

Description 

Dept. of Labor 
Salary Analysis 

Personal financial 
statements 

Investment in 
utility plant 

Plant additions 
1988-1990 

ERC analysis of 
Marion & Citrus 
Counties 

Plant addjtions 

Salary a nalysis of 
President 

Financial, Hate and 
Engineering Minimum 
Filing Requirements 

Consolidated billing 
analysis 

A d d i t i o n a 1 
e n g i n e e r i n g 
information 

Schedule of 
investment in 
systems constructed 
in 19A1 & 198~ 

Schedule of CIAC 
r eceived 1974-1982 

I 

I 

I 
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Hitnesses f.t.Q.!.fercd 

Robart c. Nixon Utility 

Utility 

Utility 

Utility 

Utility 

Ut ility 

Utility 

Utility 

Utility 

Mars hall w. Will is Staff 

starr 

By I. D. No. 

RCN - 6 

RCN- 7 

RCU-8 

RCN-9 

RCN-10 

RCN-11 

RCN-12 

RCN-13 

RCN-14 

MWH-1 

MWW-2 

pescription 

Net investment by 
system based upon 
original cost 

Com putation of 
a c c u m u 1 a t e d 
amortization of 
imputed CIAC 

Comparison of job 
costs with third 
party bids 

Profi t sharing plan 

PSC Order No. 13014 

PSC Order No . 13131 

Individuai income 
tax re ... urns 1975-
1983 

s c h e d u 1 e 0 f 
i nvestment in 
depreciable plant 
per tax return 

Current and proj -
ected rate case 
expense 

Copy of Order tlo . 
22969 

copy of Order No . 
23354 
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Witnesses Proffered By I. D. No. 

Marshall w. Willis Staff MWW- J 

Staff r-nvw- 4 

St aff MWW-5 

Staff MWW-6 

Description 

Copy of the First 
District court of 
Appea l opinion filed 
on March 29, 1 991, 
affirmi ng Order No. 
22969 

Calculation of the 
markup and labor 
c harged by Water 
Utili ties, Inc. to 
Sunshine Ut ilities 
of Central Fla . for 
the years 1983 
through 1 987 . 
Sc hedule also 
calculat (.>s the 
a c c u m u 1 a t e d 
d e p r e c i a t i o n 
r ecorded on the 
markup and labor at 
the depre~iation 
rate of 2 . 5\ . 

An al y sls of 
Comparable Utility 
President ' s Salaries 
to that requested by 
Sunsh ine Utilities 
of Central Florida, 
Inc . 

Analysis of bad debt 
ex p e n se for 
ut ilities that 
r e quire c ustomer 
deposit 1 compa red to 
Sunshine Utilities 
of central Florida, 
Inc . 

I 

I 

I 
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U1tncsses Proffered By 1-:..1> . No. 

Marshall W. Wil lis Staff M\V\-1-7 

Ion J . Forbes staff IJF-1 

Staff IJF-2 

Sta C IJF-3 

s t aff IJF-4 

Staff IJF- 5 

247 

Description 

Schedule showing the 
calculation of 
unamortized rate 
case expense that 
should be included 
in this case to be 
amot·tized over four 
years 

Commission Staff 
Supplemental Audit 
of Su n s hin e 
Utilities of Central 
Florida , Inc., dated 
February 18, 1991 

Commiss on Staff 
Audit of Sunshine 
Uti lities of Central 
Florida, Inc ., dated 
January 24, 1991 

1982 through 1900 
Federal Income Tax 
Returns of Water 
Utilities , Inc. 

Comparison of 
Employees Before and 
After field Audit 

Comparison of 
Salaries f or 1989 
and 1990 

Parties a nd Staff reserve the right to identify exhibits for 
the purpose of cross-examination . 

Based upon the foregoing, it is 

ORDERED by Commissioner Michael Mck. Wilson, as Prehearing 
Officer, that this Prehearing Order shall govern the conduct of 
these proceedings unless modified by the Commission. 
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By ORDER of Commissioner Michae l Mck. Wilson, as Prehearing 
Of ficer, this 30 th d a y of SEPTEMBER , 1991. 

(SE AL) 

r1F 

Michael Mck . Wilson, Commissioner 
and Prehearing Officer 

I 

I 

I 
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