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Set out below are the Staff's responses to the eight issues set out in the orders that the Commission issued in the subject cases on August 11, 2003.

A.
A brief description of how Staff decided to initiate the investigation.

By a letter dated August 3, 2000, the Company submitted a small company rate increase request to the Commission, wherein it proposed to increase its annual water utility revenues by $283,923 and its annual sewer utility revenues by $144,675.  The Company is an unincorporated division of Silverleaf Resorts, Inc. (Silverleaf or SRI), a corporation headquartered in Dallas, Texas, whose main business is the sale of vacation intervals (timeshares) at its resort locations, and which operates SRI's Missouri regulated utility operations.

Pursuant to its audit of the Company in response to the above-referenced small company rate increase request, the Staff made the following determinations.

For water service in the Holiday Hills Resort service area in Branson, the Accounting Staff determined that a negative revenue requirement of $57,501 existed.  This means that the Staff believed the Company's annual revenues should be reduced by $57,501 to collect the appropriate “cost of service” from these water customers.

For water service in the Ozark Mountain Resort service area in Kimberling City, the Accounting Staff determined that a negative revenue requirement of $16,385 existed.  This means that the Staff believed the Company's annual revenues should be reduced by $16,385 to collect the appropriate “cost of service” from these water customers.

For sewer service in the Ozark Mountain Resort service area in Kimberling City, the Accounting Staff determined that a negative revenue requirement of $17,874 existed.  This means that the Staff believed the Company's annual revenues should be reduced by $17,874 to collect the appropriate “cost of service” from these sewer customers.

Because of the magnitude of the decreases in revenue that the Staff believed were appropriate at the time of its rate increase request audit, the Staff requested that the Commission open an earnings investigation to potentially have the Commission consider the above-noted reductions in the Company’s then-existing revenues.

B.
Details about the rates charged by Silverleaf.

The Company's rates in all of its service areas consist of a customer charge by meter size, a commodity charge for all metered volumes, and a schedule of special service charges and fees.  Copies of the relevant tariff sheets are attached hereto and are identified as Attachment 1.

C.
The amount by which Silverleaf is underearning.

As a result of its investigations conducted in the instant cases, the Staff has determined the following "earnings status" regarding the cost of service for each of the Company's service areas.

Holiday Hills Resort (Branson) water is underearning by $20,898.

Ozark Mountain Resort (Kimberling City) sewer is overearning by $13,163.

Ozark Mountain Resort (Kimberling City) water is overearning by $596.

Based on the above, the Company is underearning by a net amount of $7,139.

D.
An explanation or analysis of what Staff expected to find compared to what it found when the audit was performed.

Based upon its audit resulting from the Company's August 2000 small company rate increase request, the Staff expected to find overearnings of approximately $55,000 in the cost of service for the Holiday Hills Resort water service area.  The results of the audit conducted in conjunction with the instant cases, however, identified under-earnings of approximately $21,000 for this service area.  As determined during the recent audit, most of the cost-of-service differential in this service area is due to the installation of an additional well, updated corporate allocations, and increased salaries.

Based upon its audit resulting from the Company's August 2000 small company rate increase request, the Staff expected to find overearnings of approximately $16,000 in the cost of service for water service in the Ozark Mountain Resort service area.  The results of the audit conducted in conjunction with the instant cases, however, identified overearnings of only approximately $600.  As determined during the recent audit, most of the cost-of-service differential for water service in this area is due to updated corporate allocations and increased salaries. 

Based upon its audit resulting from the Company's August 2000 small company rate increase request, the Staff expected to find overearnings of approximately $17,000 in the cost of service for sewer service in the Ozark Mountain Resort service area.  The results of the audit conducted in conjunction with the instant cases, however, identified overearnings of approximately $13,000.  As determined during the recent audit, most of the cost of service differential for sewer service in this area is due to increased DNR operating permit fees, updated corporate allocations, and increased salaries.

E.
Any service quality or reliability issues caused by the company underearning.

The Staff does not know of any quality-of-service or reliability issues in any of the Company’s service areas caused by its net underearning situation, nor does it anticipate that any such issues will develop in the future because of the underearnings situation.

F.
What actions, if any, the Staff expects the company to take to remedy its underearning situation.

The Staff expects the Company to submit a new small company rate increase request in the near future to address the Company's earnings status as determined by the Staff in the instant cases.  Additionally, the Staff is aware that the Company wants to make some major changes in the design of its customer rates, and a new small company rate increase request would provide the Staff a proper mechanism to review the validity of making changes to customer class cost-of-service responsibility.

G.
If the Company does not take action, any Commission action or monitoring of the company’s financial status that Staff believes is necessary.

The Staff does not believe that any Commission action or special monitoring is necessary if the Company does not take action to remedy its net underearnings situation.  (The Staff is relatively sure that the Company will seek rate relief as soon as the Commission closes this case.)  The Staff will, however, continue to monitor the Company's operations as a part of its routine field inspection program and as needed in response to service-related customer complaints/inquiries.

H.
Any other information that the Staff believes is relevant.

The Company’s Timber Creek service area was not audited as a part of the Staff's investigation in the instant cases, because of numerous difficulties in separating affiliated interests that were identified in the audit of the Company's previous small company rate increase request.  In fact, the Staff is of the opinion that the Company serves only one customer in this area, the affiliate timeshare resort, and thus does not believe that the Company needs to be certificated to serve this area.  In this regard, the Staff has suggested to the Company that when it submits its next small company rate increase request that it also make a filing to cancel its certificate for this service area.
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