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BEFORE THE FLORIDA PUBLIC SERVICE C01•1M ISSION 

In re: Application of Florida Cities ) 
Water Company, Golden Gate Division, ) 
for a rate increase in Collier ) 
Coun t y. ) 

) 

DOCKET NO. 890509-WU 
ORDER NO . 23182 
ISSUED: 7-12-90 

Pursuant to notice , a prehearing conference was held on 

Monday , July 9, 1990, before Commissioner Betly Easley , as 

Pr eheari ng Officer, in Tallahassee, Florida. 

APPEARANCES: KATHRYN COWDERY, Esquire , Gall1n, Woods , Carlson 

& Cowdery , 1709-D Mahan Dnve, Tallahassee, 

Florida 32308 
On behalf of Florida Cities Naler Company 

ROGER HOWE, Esquire, Of( ice of Publlc Counsel, 
Room 801 , 111 WesL Madi son SLreel, tallahassee , 

Florida 32399-1400 
On behalf_Q£ the Citizens 

MATTHEW FEIL, Esquire, Florida Public Service 
Commission, 101 Easl Gaines Slree, Tallahassee, 

Florida 32399-0863 
On behalf of Comm1ssiQn_Slaff 

DAVID SMITH, Esquire , Florida Public Service 

Commission, 101 Easl Gaines Slreel, Tallahassee, 

Florida 32399-0863 
Counsel to the Commission 

PREHEARING ORDER 

I. Case Background 

Florida Cities water Company, Golden Ga e Division, 

(Florida Cities o r util1ty) provides water a nd wastewater 

service to an a r ea of Naples , Florida. Th~ utility was granted 

i ts certificates pursuant to Order No . 15608 i n Docket No. 

850278-WS, issued Ja nuary 30 . 1986. Service availability 

c ha rges were grandfathered 1n thal docket , along w1 h ral~s and 

charges which we r e i n e x istence when jurisdiction passed to the 

Flo rida Pu blic Service Commission. As o f December 31, 1989, 

I 

I 

t he u ti lity se rved approx1mately 2,000 residential water I 
con nections and 200 general service water conneclions , or a 

total of about 3 , 300 ERCs. The utility is a d1vision of 

0 615 8 J~L 12 IS~n 

, . ·~~-RcCOi1DS/RE?ORm;s 



I 

I 

I 

ORDER NO . 23182 
DOCKET NO . 890509-WU 
PAGE 2 

Flo r ida Cities Water Company. The utllity currenlly has water 

s y stem capacily equal to 720 , 000 gall o ns per day {GPO). In 

order to meet demand associa ed with p r ojected growth during 

the next several y ears , the utility initialed plans to 1ncrease 

the water sy stem capacity by 500,000 GPO to a tolal capac1t y o f 

1 , 220 ,000 GPO. 

On September 5, 1989, the utill y filed an appllcallon 

pursuant to Sections 367.081(2), .081(3), and .082, Florida 

Statutes , to i ncrease its wa tet rates. The filinq contained 

various deficiences of whi <..h Lhe ulllily was informed . An 

acceptable respo nse from the uL1l i ly was rece1 ved on October 

23, 1989 , wh ich became Lhe official fili nq dale for the 

application. 

The utility contends that the rate increase • !; generally 

r equired because the adjusted test year indica e~ that its 

return o n a rate base of $ 4,075,207 will be 2 .83 perr.ent. The 

u ti l ity proposes to increase wa er revenues by $560,0'7 . Thi s 

i n c r ea s e w i 1 1 res u l t i n a ·1 l. 1 9 p e r c en t r e l u r n a n d a mo u n t s to 

an i ncrease of approximdtely 76 percent . The Commission 

g ran ted the utility's request to utilize a te5 year ending 

Marc h 31 , 1991, whi c h is approximately o ne year alter the plant 

expansion goes o n line. 

By Order No . 21902, issued SeptembC'r 18, 

Prehearing Officer granted the uti llty ' s r~ques 

formu la method, rather than the balance s heet 

calculate working caoital and lo use a bec;inning 

y ear bala nce , rather than a th1r een-monlh 

calculate rate base. 

1989, 
to use 
me hod , 
and end 

averagt:', 

the 
Lhe 

t o 
o f 
to 

By Orde r No . 22270, issued Dccembet 6, 1989 , he Commission 

suspended the utility' s requested rates. ~o interim rales were 

r equested , and none were granted. 

A customer meeting was held 1n the servtce area on January 

11, 1990, at 7 : 00 pm. Approximately three hundred people 

attended, and fort y -one testified. 

On April 12 , 1990, t he Comm1ssion issued Order No. 22804 

en titled "Notice of Proposed Agency Ac 10n Order Sett1ng Final 

Rates and Charges, " wherein Florida Cil ies was granted a 

general rate i ncrease . However, severa l customers filed timely 

protests to this order; and o n May 3 , 1990, Public Counsel 

filed its timely protest to the orde r. 
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On June 18 , 1990, the utility filed a Notice of Plac1ng 
Rates into Effect pursuant to Section 367 .081( 6) , Florida 
Statutes . The rates listed o n the Nutice were to go into 
effect June 25, 1990, e ight months from the oCftcial filing 
d ate establi s hed in this case. 

This case is scheduled for an administrative hearing o n 
July 18 thro ugh July 20, 1990, in Naples , Florida . 

II. Pref iled Testimony and Exhibits 

Testimony o f all witnesses to be s po nsored by Florida 
Cities , the Staff of this Commissi on (Staff) , and t he Office o t 
Public Counsel (OPC) has been pref i led. All tes t1 mony wh 1 ch 
has been prefiled in this case will be i nserted 1nto th~ record 

I 

as though read after the witness has taken th~ ~ta nd and 
affirmed t he correctness o f t he testimony and associated 
exhibits . All testimony r emai ns s ubjecl to JppropriaLe 
objections. Each wi tness will have t he opportunity o orally I 
s ummar ize his or he r testi mo ny at the t1me he o r s he La kes the 
stand. Upo n 1nsertion o f a witness · testimony, e xh ibi s 
appended thereto ma y be marked for identifi cat1on . After all 
part ies and Staff have had the o pporluni y Lo object and 
cross- examine , the exhibi ma y be moved i nto the r •co rd . All 
othe r exhi bits may be simi l arly identified and entered into Lh' 
reco rd at the approp r iate time during t he hearing. 

Wit nesses are reminded that, o n cross-examinat1on, 
res ponses to questions call ing fo r a simple yes or no answer 
shall be so answe red first, after which the witness may e xp lain 
h is o r her a nswe r. 

III. Order of ~1Lnesses 

Witness Appea r1ng for 

Direct 

Anto ne A. Reeves, III Florida Cities 

Douglas T. Harriso n Florida Cili es 

Hugh Larkin , Jr. OPC 

Issues 

1 

2-7 , J , l3-l5 ,17 -19 

4,10 -12,14-16,20 , 
21 I 
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Witness 

Di rect 

Robe rt D. Glenn 

Rebu tla 1 

Douglas T . Harrison 

Staff l 

Florida Ci lies 8,10-12,16,20-22 

The utility ha s represented lhal 1l wi l l have Larry Griggs 

ava i lable to be a witness in the cvenl t hat it is necessary to 

ca 11 h im to answer a ny ques lions which cannot be an s wered by 
any of the utility ' s witne s ses who have pref lled d . rect or 
rebut tal testimony. 

I V . Bas i c Po s i l ions 

Uti lity: The basic position o f Florida Cities is lhal its 
applicatio n for an i ncrease in water rates should be approved 

so it will have an oppo rtun ity to earn a fair and r <:aso nable 

overa ll r eturn o n its ra te base o f 11.19 percent. 

OP~: The Compa ny ' s requested 
excess1ve, and CIAC and margin reserve 
accounted for . 

r evenue increase 1s 
have nol properly been 

Sta ff : The i nCo rmali o n g athered through discove ry and 

prefiled testimo ny indicates , at t hi s po in t , thal the ulilily 

is entitled to some level of increase . The final l e vel canno l 

be determined until the e vidence presented at hearing is 
analyzed. 

V. I ssues and Positions 

Quality of Service 

l. ISSUE : Is the u ti lity ' s qual i ty of se rv ice salisfaclo ry? 

POSIT IONS 

Florida Cities : Yes , 
servi ce is satisfacto ry. 

the applicant's 
(Reeves ) 

qua 1 ity of water 
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OPC: No position at this time pending customer testimony 
~be presented at the formal hearing. 

STAFF: No position pending receipt of customer testimony. 

Rate Base 

2 . ISSUE: What are Lh~' appropriate used and useful 
percentages for Lhe water planl and distr1bution system? 

POSITIONS 

Flo rid a Cities: The water p 1 ant and sys Lem are 100\ used 
and useful. (Ha rrison) 

OPC : Used and usefu 1 1 s excess 1 ve; 
quan ification can be pcovided at this t1me. 

howeve r, no 

STAFF : 
usefu 1, 
system. 

The water plant and syslem are JOO\ used and 
including a 5\ margin reserve Co r the dislrtbution 

3. ISSIJE: Should a margin reserve be included 1n the used and 
useful calculation? If so, wha t is the appropr1ate amount? 

POSITIONS 

Florida Cities : No, margin reserve should no l be included 
in the used and useful calculati o ns because waler plant and 
system are 100\ used and useful. (Harrison) 

OPC: No, margin reserve should nol be incl uded in Lhe used 
and useful calculation. 

STAFF : Yes, marg1n reserve should be included in the used 
and useful calculations. There should be a 5\ marg1n 
reserve for t he water distribution system. There is no 
available capacity in t he water Lrealment plant to be 
included as margin reserve. 

I 

I 

I 
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4 . ISSUE: Shou td 
margin reserve? 

POSITIONS 

Lhere be an imput ation of CIAC to offset 
Jf so, what amount should be imputed? 

Florida Cities: There should be no imputation of CIAC 

since there is no margin reserve requested since t he water 
plant and system are 100\ used and useful. (Harrison) 

OPC: If a margin reserve is allowed, there should be an 

imputation of CIAC in the amount of $197,992. This amount 

is $47,916 more than Slaff · s calculation , as adjustment is 

necessary to acco unl for the $ 363 differential bPtween the 

approved main exlension charge of $1,500 and 1~..:Lual p lanl 
cost per lot of $1,137. CIAC amo,..tizalion should also be 

increased by $ 1,125. (La r kin) 

STAFF: Yes, CIAC of $ 150 ,076 should be impul'-d for the 
customers included in the margin reserve w1 h corresponding 
adjustments of $3,524 to accumulated amor izalion of CIAC 
and $3,524 to amortization e xpense . 

5 . ISSUE: Should utility plant-in-service be reduced to 

remove AFUDC whi c h was accrued wilhoul a Commission
approved rate? 

POSITIONS 

.;;..F...:;l""o'""r;....;i;;_;d:;;_a.;;..,--'C~i.;:;,t,:;.i,.;;:e~s : No. AFUDC is a legitimate and necessary 
cost of building utility planl Lo r ender waler service. 
Removal of AFUDC would represent a confiscation of 
capital. (Harri son ) 

OPC : Agree with Staff • s position. 

STAFF: Yes , utility planL-in -serv1ce s hould be 
$ 63,193, with a corresponding reduction of 
accumulated depreciation and a reduction of 
dep rec ia t ion e x pense to ref 1ecl the remova 1 of 
was acc rued without a Corrumssion-app r oved rate. 

reduced by 
$ 6 , 235 to 
$2,117 to 

AFUDC which 
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6 . ISSUE: What is the appropriate d'T.ount of workinJ capital 
to include in rate base? 

POSITIONS 

Florida _fit ies: Agree wi th Stare-s posi ion . (Hat dson) 

OPC: Zero. 

STAFF : Order No. 21902, issued September 18, 1989, granted 
the applicant ' s request to use the one-eighth o( operat1ons 
and maintenance method, rather than the balance sheet 
approach . The amounL of wor kinq capital thal ~hould be 
included in rate base is one-eighlh o( the op'H ating and 
maintenance expenses allowed in this case. 

7. ISSUE: 
base? 

What is the appropriate level of test year rate 

POSITIONS 

Florida Cities: The appropriate level of Lesl year rale 
base should be $4,075,207. (Harrison) 

OPC: This is a fall-out number. 

STAFF: This is a fall-out numucr. 

Cost of Capital 

8. ISSUE: Should common equity be r educed to reflect the 
payment o( dividends? 

POSITIONS 

Florida Cities: No . (Harrison) 

OPC: Agree with Staff ' s position. 

STAFF: Yes. Common equ1ty s hould be reduced by $ 2 , 357,299 . 

I 

I 

I 
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9 . ISSUE: What is the appropriate rate of return on equity? 

POSITIONS 

~F~l..=.o~r-=i-=-d-=a'--~C,=.i..=.t-=-i-=e-=:s : The 
13 . 64\. ( Harrison) 

rate of return on equity should be 

OPC: Agree with Staff ' s position. 

STAFF : The rate of return on equity should be 13.35\, with 
a range of 12.35\ to 14 . 35\ . 

10 . ISSUE : Were the Series G first mortgage bonds h'"'ld by Lhe 
uti l ity' s parent , Consolidated Water Company, issued at 
"arm ' s length "? 

POSITIONS 

Florida Cities : Consolidated Water Company issued bonds to 
outside i nvestors at the erms indicated for he Senes G 
bonds s hown i n the MFR's. Consolidated Wate t Company in 
turn loaned a port ion of the Se d es G money to Flo r idil 
Cities at these same terms. (Harrison} 

OPC : No . (Larkin) 

STAFF: No position at th is time. 

11. ISSUE: What cost rate should be used for the Senes G 
first mortgage bonds? 

POSITIONS 

Florida Cities : 
(Harrison ) 

The cost rate reflected in the MFR' s . 

OPC: 12\ is used until il can be dete rmineu whether t he 
bonds were issued at "arm's length . " (Larkin) 

STAFF: No position at this time. 
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12 . ISSUE: What cost rate should be used for short-term debt. 

POSITIONS 

Florida Cities : 
(Harrison) 

The cos rate reflected in the MFR' s . 

OPC: The sho rt-term debt cost should be zero since it is 
guaranteed by the parent. (Larkin) 

STAFF: No position at this time . 

13. ISSUE: What is t he appropriate overal l rate oC return? 

POSITIONS 

Florida Cities : 
should be 11.19\. 

The appropriate 
(Ha rrison) 

OPC: This is a Fall-out position. 

overall rate of return 

STAFF: The appropriate overall rate of return should be 
11.01\, wi th a range of 10.59\ to 11.43\. 

Ne t Operati ng Income 

14. ISSUE: Are the utility's projections of expenses 
reasonable? 

POSITIONS 

Florida Cities : Yes. (!Iarrison} 

OPC: No . (Larkin) 

STAFF: Yes, except as stated in Staff · s position in Issue 
15. 

15. ISSUE: Should salaries and pension and beneCi . expenses be 
adjusted? 

POSIT IONS 

Florida Cities: No . The utility's projection methodology 
adequate ly reflects anticipared salartcs and pension and 
benefit expenses. (Harr ison) 

I 

I 

I 
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OPC: A dollar amount of ad jus tment ha s no t been 
determined . Howe ver, per the 1988 audit repo rt o f Erns L & 

Wh inney, pensio n costs arc prepaid . If no c o nLribuLions 
are regu ired in t he test year, then no deducL i o n should be 
allowed . Pensi o n e xpense s hould be accounted f o r on a 
pay-as-you-go basis. (Lark i n) 

STAFF: Yes, salaries s hould be reduced by $ 13,883, with a 
corresponding reduction to payroll taxes o f $ 910 , and 
pension and benefit expense shou ld be red uced by $ 2,858 t o 
correct the utility' s projection methodo l ogy. 

16. ISSUE: Should miscellaneous expenses be ad ius led f o r 
tempo rary help? 

POS I TIONS 

Florid a Cities : No. (Har ri son) 

OPC : Yes , mi see 11 aneous ,expens es s hould be adjusted . 
amoun t of t he adjustment cannot be quan ti fied at 
t i me . ( La r k i n ) 

STAFF : No position at this time. 

The 
thi s 

17 . ISSUE: What i s the appro pr ia l e amounL of rate case expens e 
and amortization per iod to be allowed? 

POS I TIONS 

Florida Cities: The amount of rate case expense t haL 
should be allowed is estimated to be $63, 219.61, wh ich i s 
to be amortized o ver a period of four years. (Harrison) 

OPC: Agree with Staff ' s positio n . 

STAFF: An amoun t yeL t o be deter~ ined wh 1ch s hould be 
amortized over a period o f four years . 
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18. ISSUE: Should taxes other than i ncome be r educed to 
reflect a lower amount of property tax paid by the util ity? 

POSITIONS 

Florida Cities: No. (Harrison) 

OPC: Agree with Staff's position. 

STAFF: Ye s , taxes other than income s hould be reduced by 
$3,398 to reflect a lower amount of tax paid by t he utility 
than that included in the test year. 

19. ISSUE : 
expense? 

What is the a pprop r iate amount o f inrome tax 

POSITIONS 

Florida Cities: The amount listed in the MF R' s. \ Harriso n} 

OPC: The amount listed in t he MFR ' s is excessive. An 
adjustment cannot be quan ified at this time. 

STAFF : No posilion at this t ime . 

20 . ISSUE: Should revenue assoc1ated with the marg in reserve 
be recognized? 

POSITIONS 

Florida Cities: No . (Harr ison) 

OPC : Yes. Staff has determined tha t he treatment plant 
~ 100\ used and use f u 1 and the distributi o n plant is 95\ 
used and useful. Furlher , Staff partially imputed CIAC f o r 
t he addition a 1 5\ as rna rg in reserve. However, the 
additional customers and r e venue in the margin reserve were 
not properly acco unted for. Therefo re, 132 additional 
customers and $25,091 o f associated rever.ue s hould be 
included based o n the average bill as calculated in the 
MFR ' s. (Larkin) 

STAFF: No. 

I 

I 

I 
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OTHER 

21. ISSUE: Should the util ity be r cq'l i reu to C i l e its rate 
(This is a mixed question case o n a ··s tand alone .. basis? 

of law and po lic y . ) 

POSITIONS 

Florida Citi~ : No. ( Harrison ) 

OPC: Yes. (Larkin) 

STAFF: No position at th1s time. 

22 . ISSUE : Rule 25-30.347, Florida Adrnintstrativc Code , which 

wa s in effect whe n the utility filed its Cd ;.,e, required 
rate base computations o n a 13-month average ba., is . Should 

the util ity be permitted to usc a stmplc avcrcsqc f o r its 
r a te base i n t hi s case? · 

POSITIONS 

Florida Cities : Yes. (Harri son ) 

OPC: No. 

STAFF : Yes, Order No . 21902 , issued Septembe r 18, 1989, 

granted t he applican t ' s request Lo u se a beginning - and- end-
o f - year b a lance rather than a thi r teen-mo nth average . 
Thus, th~ issue i s al ready resolved. 

VI. Proposed Stipulations 

1 . A composite adjus tment shou ld be made Lo 1ncrease ope r ati o n 

and mainten ance expense by $4,481 to re flect correction s as 

dete rmined by sta ff. 

2 . A reduction in the amount of $4, 571 s hou ld be made t o t he 
pro forma c hem1ca l expense. 

3. The compa ny s hould change to guideli ne dep r ec ia t ion 

per Rule 25-30.140, Florida Administrative Code . 
further adjustments are necessa ry as a result of 
c hange . 

rates 
No 

this 
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4 . Regulatory assessment 
t he change E com 2. 5\ 
1 , 1990 . 

fees s houl d be i nc r eased to reflect 
to 4 . 5\ , w h i c h became e (( e c ti v e J u 1 y 

5. The ap propriate level of test year operali ng i ncome is a 
fa l l-out number . 

6 . The Lotal revenue requirement is a fall-out number . 

7 . The wa ter rates Cor Lhe ulilily ate fall-out numbers . 

Witnesses 

Antone A. Reeves , III 

Hugh Larkin, Jr. 

Douglas T . Ho rr1so n 

Douglas T . Harr ison 

VII . Exh1bils 

Proferre..Q_j!y 

Staff 

OPC 

Florida 
Cities 

Staff 

I. D. No . 

AAR-1 

HL-1 
(Composile) 

DTH-1 
(Compos1te) 

DTH-2 
(Composite ) 

Responses Lo 
Slaff"s First 
Set of 
Inlerrog. 1-12 

Recommended 
revenue 
requirement; 
recommended 
rate base; and 
summary of 
capital 
slructu r e 
accompa ny i ng 
pref1led 
Leslimony 

MFR "s , all 
schedu les. 

Addi liona 1 
a count ing 
informalion 
transmitted 
by letter 
dated February 
9 , 199 0. (The 
pa rties and 

I 

I 

I 
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Witnesses 

Douglas T. Harr:son 

Douglas T. Harrison 

Profecred 

Staff 

Floc tda 
Cities 

B::z:: I. D. No . 

DTH-3 
(Composi le ) 

DTH- 4 

Desc ri£!jon 

Staff have 
stipulated as 
to the 
admission o f 
lhis item. ) 

Staff audit 
report and 
aud1t work-
papers. (The 
parties and 
Staff have 
slipul .ted as 
t lhe 
adrrission of 
this i tern. ) 

Summary and 
schedule of 
rate case 
expense. 

In addition to the above, Staff requests Lhat 
and admi ni strative notice 

rules : 
be laken of the following orders 

Imput ation of CIAC 
on Margin Reserve 

Ma rgin Reserve 

Order No. 20434 
Docl.et No. 871134-WS 

Order No . 2284 3 
Dockel No . 890277-WS 

Rule 25-30.116, Flor1da Adm1nislrative Code- AFUDC 

Staff reserves the right 
purpose of cross-exam1na ion. 

o iden 1fy exhibits for the 

Based upon the foregoing, it is 

ORDERED by Commissioner Bett y Easley, as Prehearing 
Off ice r, tha t this Prehea ring Or dec s hall govern the conduct of 
these proceedi ngs unless modif1ed by Lhe Commission . 

091 
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By ORDER 
Officer , this 

( S E A L ) 

MF 

of Commissioner 
12th day of 

as Bet t y Easley, 
July --------

Prehearing 
1990 

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW 

The Florida Public Service Commission is required by 
Section 120.59(4), Florida Statutes , to nolify parties of any 
administrative hearing or judicial review of Commis s ion orders 
that i s available under Sections 120 . 57 or 120.68 . Florida 
Statutes , as well as the procedures and time limits that 
a pply . This notice should not be construed to mean all 
requests for an administrative heari ng or judicial review will 
be gra n ted or result i n the relief sought. 

Any party adversely affecled by this order, which is 
prelimi nary, procedural o r intermedia t e i n nature , ma y 
request : l ) reconsideration within 10 day s pursuant to Rul e 
25-22 .038 ( 2) , F l orida Administrative Code, i f issued by a 
Prehea r ing Officer; 2 ) reconsiderat1on within 15 days pursuan t 
to Rule 25-22 . 060, Florida Administrative Code, if issued by 
t he Commission; or 3 ) judicial review by the F l orida Supreme 
Cour t , i n t h e case of an electric. gas or telephone utility, o r 
t he First District Court o C Appeal. i n the case >f a water o r 
sewer uti l ity . A motion for reco nside ration shall be filed 
with t he Di r ector, Division of Reco tds and Reporting , in the 
form p rescribed by Ru le 25-22 . 060, Florida Administrative 

I 

I 

Cod e . J udicial review of a preliminary, procedural or I 
i ntermediate ruli ng or o rder is available if review of the 
fi n al action will not provide an adequate remedy. Such review 
ma y be requested from the appro priate court , as described 
a bove , pu rsuant to Rule 9.100 , Florida Rules of Appellate 
Procedure. 
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