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REVISED 04/16/98

ISSUR 1: Should the Commission acknowledge the sale of Florida
Water gotvioo Coxporation’s facilities in Orange County to Orange
County

| AT

spons
ARy X e pnynnt. of 1997 lloguhtory Mn.mt
Pec- r.hrough m 30. 1997. (WALKER, REDEMANN)

STAFF ANALYRIS: Dy letter dated December 29, 1997, MWSC notified
the Commission that its facilities in Orange County were h.ing sold
to Orange County and that the anticipated contract si and

date was Decesbery 30, 1997.

This filing concerns the intended transfer of utility assets
to a governmental authority and was filed in accordance witlh
Section 367.071(4), Florida Statutes and Rule 25-30.037, Florida

Administrative Code (FAC). Pursuant to Section 367.071(4), a sale
of facilities to a governmental authority shall be approved as a
matter of right.

The application included a sworn statement by Orange County’s
public utilities director that he received a copy of FWSC’s 1996
Annual Report. As directed by Section 367.071(4) (a), that document
provides recent information concerning the utility’s income and
expense statement, its balance sheet, its rate base, and
contributions-in-aid-of -construction amounts.

The application included a copy of the purchase and sale
agreement, which is required pursuant to Rule 25-30.037(4) (c),
Florida Administrative Code. As noted in the purchase agreement,
FWSC will transfer its customers’ security deposits to Orange
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County in return for Orange County’s agreement to continue serving
those customers. PFurtharmore, PWSC will offset each customer’s
final bill with accrued interest on the customer'’'s deposit through
the closing date.

As a tariff revision matter, FWSC has filed revised tariffs

that eliminate all ious references to the Orange County
facilities .* PWSC further reported that
regulatory o8 997 in Orange County will be paid

in the manner and time prescribed by Rule 25-30.120(2) {a), Florida
Administrative Code.

The application to transfer facilities to a governmental
authority requires a statement regarding disposition of any
outst refunds. PNSC reported that its Orange County
facilities were included in Docket No. 920199-WS, wherein the
utility’s rates were restructured and potential refunds and

ware declared. Those refund and surcharge features are
revi ms.cl:ianuo!thepurehn agreemant under the heading
*Indemnities.” Specifically, FWSC agreed te forego collection of
any potential surcharges in Orange County, while accepting
responsibility for any required refunds. In a letter dated March
25, 1998, PMSC stated that it would not seek recovery of Docket No.
920199-W8 surcharge dollars attributable to Orange County plants
from customers in other counties. Recently, the Commission decided
that refunds and surcharges are not required in Docket No. 920199-
WS unless an alternative funding source is found. However, that
decision has been appealed. The Orange County facilities are alsc
included in Docket No. 950495-N8, which case has also been
appealed.

Since all of the filing requirements have been met, the staff
recommends that ths Commission should issue an order that
acknowledges that Orange County has acguired MWSC’s facilities in
or. Count effective as of December 30, 1997

7Y
pay ssent fees through December 30,
1997.
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ISR 2: Should the Commission open a docket to examine whether
FWSC’s sale of its Orange County facilities involves a gain that

should be shazed with other customers?

ERECOMMENDATION: Yes. The Commission should open an investigation
to evaluate the gain on sale aspects for the Orange County
facilities. (WALKER, OTTINOT)

SIAFF ANALYEIS: Per the purchase agreement, the sales price for
the Orange County facilities is $13,100,000, subject to adjustments
and prorations permitted by the agreement. That sum exceeds the
rate base values that the Commission hes approved for those
facilities, both before and after used and useful measures. In
Docket No. 950495-W8, the most recent rate proceeding for PWSC, the
approved rate base wvalus for the combined water and wastewater
facilities in Orange County was $8,503,366 for the projected test
year ending December 31, 1996. Restoring used and useful
adjustments, ths aggregate rate base balance was $9,006,114. As
the sale occurred in 1997, an updated rate base calculation will be
needed to determine the gain, if any, due to sale of these
facilities. 1Initial review indicates thet FNSC will recoxd a gain
on this transaction. The staff recommends that the Commission open
a separate docket to evaluate whether that gain should be allocated
among customsy and stockholder interests.

The proposition that gains on sales should be shared with
customers has been considered in other dockets involving FMSC. In
each case, the idea was presented that customers in other service
areas were antitled to share the gain when another operating
facility was sold. ‘

Docket No. 911188-MS - Iehigh Utilicies. Ing.

In Docket Mo. 911188-W3, a case involving Lehigh Utilicties,
Inc. {(Lehigh), an affiliated company that is now an operating
division of PMSC, the Commission considered the argument that
Lehigh’'s customers should benefit because another operating
facility (8t. Augustine Shores) was condemned and sold to St. Johns
County. A $4.2 million gain was reported. One argument for
sharing the gain was thes proposition that Lehigh’'s portion of
common costs would increase after the sale, thus justifying some
offset to cxgnno. Those supporting this offsetting adjustment
noted that t Commission has required shared gains on sales in
other cases involving other utilities.

Conversely, the utility argued that the gain on sale of the

St. Augustine Shores facility should not be shared with Lehigh
customers. Its arguments against the sharing concept included the
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The Commission reviewed the similarity of these sales in the
following terms: “the sales of VGU and SAS were similar in many
respects: they were involuntarily made by condemnation or under
threat of condemnation; SSU lost the ability to serve the customers
in both service areas, which were regulated by non-FPSC counties;
and the facilities served customers who were never included in a
uniform rate structure.” The Commission thus concluded that no
portion of the VGU or SAS gains should be allocated to the
ratepayers. However, the Commission found that different
circumstances might justify a different response: “(h}ad either the
SAS and VGU facilities been regulated by the FPSC at the time of
the sale or previously included in a uniform rate structure, the
situation would be different.”

Sale of the Oxansa Cownty fagcilitisa

Before the Orange County facilities were sold to Orange
County, those facilities were subject to this Commission’s
jurisdiction. To some extent, their service rates were established
under uniform rate considerations in PWSC’'s recent rate
proceedings. Thus, weservice rates for other MSC operating
facilities were influenced by ownership of the Orange County
facilities. Initial review suggests that the Orange County
facilities, wmostly because of the University Shores facilities,
contributed to betterment of FWSC’s earnings profile under subsidy
assumptions. Thus, their elimination would tend to worsen FWSC’'s
return on investment condition rather than improve it. In other
words, the Orange County facilities seemed to subsidize income for
facilities ocuteide Orangs  ounty to some extent.

' Further study to examine sharing considerations for the Orange
County gain on sale is recommended to permit timely examination of
this topic. We recommend that a separate docket be opened to
determine the actual gain on sale for Orange County and to evaluate
whether that gain should be shared with customers.
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JI88TUR 3: Should this docket be closed?

RECOMMENDATION: Yes. This docket should be closed following
acknowledgment of the sale to Orange County. (WALKER, OTTINOT)

STAFF ANALYEBIS: This docket concerns a proposed transfer of
facilities to a governmental agency, which must be approved as a
matter of right. This docket should be closed after the approving

order is issued.
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