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JP1!:PLT TO: T...,._eee 

HAND OELJRBY 

Re: Docket No. aee•e412U .. 

Dear Mr. T l'ilble: 

Enclosed for filing ... an original Md ...., cq:~l11 of Plilrn Coast Utllty 
Corporation's Petition for Contlnuallon c:A CIAC Tax Grole-Up. PIIMI date stamp the 
extra copy c:A this lea8r ..-.dosed to rdcate thia a,g Md r8tun the copy to me. 

Thank you for yow llliltance il the procllllng ~ thll a.g, .-ld please cal If 
there are any questioi1s or Uther requirernenta. 

LG :sb \ tribble.ltr 

Endosures 

cc: Mr. Robert L Kelty 
AD Parties c:A Record 
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BEFORE 11tE FLORIDA PUBLIC SERVICE COMMISSION , 

In re: Requelt by FLORIDA WATERWORKS ) DOCKET NO. 880184-PU 
ASSOCIA T10N for lnwedgllllon d ) 
proposed repeal d Section 118(b), ) Fled: October 29, 1990 
Internal AeYerue Code (Conlributiona- ) 
in-aid-of~) ) 

PAUl COAST UTIU1Y CORPORATION'S 
PETmON FOR CONTINUATION OF 

CIAC TAX QR088.U • 

Palm Coast Utility Corporation ~. pwatn to Florida Adminiltratlve Code 

Rule 25-22.036 .-let Commlleion Order No. 23541, ~ d the Florida Pubic SeMce 

Commission ("Cornrniaion' permil8lon to con~~~ ... ~ d contrlbutionHl

of~ ("CCAc-) pursuant to the t8nnl d the ati8Ched water .-lei wastewater tariff 

pages. In S!ppOt't of this Petition, PCUC atatee: 

1. The complete name and addr ... d the ,..,_ II: 

Palm Coast Utility Corporation 
2 Utiity Drive 
Palm Coast. Florida 32137 

2. /fJ notices, pleadings. orderl, .-lei OCher docunenta lhould be provided to 

the individuals listed below: 

Mr. Robert tc.lly 
VIce President 

& Controller 
Palm Coast Utility Corp. 
2 Utlity Driw 
Palm Coast, FL 32137 

Floyd R. Self. &q. 
l.aLn Glmcn, &q. 
Messer, Vlckenl, Caparello. 

French, Madlen & L8wis, P A 
Poet Olllce Box 1876 
T .......... FL 32302-1876 

DOCUMENT NUMBER··DATE 

09735 OCT 29 1990 

FP.SC-AECOROS/REPORTIHG 
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3. PCUC II a Clall A .._ .xt w ........ ullty providing MMc8 to the 

pubtic in Flagler Cou1ty. 

4. PCUC ftrat commenced a groa.up ~ CIAC for tax pupoee~ utizing the net 

present value method ~ to the t8rml ~ Commllllon Order No. 17598. issued 

May 26, 1987, as later amended by Order No. 1759PrA 118ued Jooe 3. 1987. PCUC 

continues to be the ody utility utilizing the net preeF1't value groa.up approach. 

5. Cormlillion Order No. 23541 recp. thlt 1n1 utllty collecting the grosa. 

up must petition the Commillion W otai1 apprCMII of the utlty'a propoeed plan. On 

October 16, 1990 PCUC filed for clarllcation or fWCOIWideration of Order No. 23541, inter 

alia. to permit consideration of ratap11yer Impact In q procaaclng evaluating a request 

to gross-up, to establish that cash flow crlli'.ot be a mlniYun a1t8ria. and to utilize a 

projected cash flow atatemenl 

6. Pursuant to the terms of Order No. 23541 m PCUC'a pending Motion for 

Ctarification or Reconsideration. PCUC hal ~ Atlact.ment A to this Petition. 

Attachment A provides the following information: 

a 0ernorwtrat1on of actual tax lablty. 

b. Projected cash flow atat8tneOC 

c. Statement of Interest coverage. 

d . Statement regarding the l.n8V8ilablty of alternative financing. 

e. General justification for Qt"OD-UP treatment 

f. Justification for use of the net pnu.-. value method of CIAC gross

up. 

2 
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g. General inforrnllllon r-o-dll.g tt.lq)ect on fld8peyers If the gross

up il denied .• 

7. Also aa.:hed to this Plllltiol1 .. tt. oompMy"a propoeed water W1d 

of these ta1ff pages to implement the CIAC Q1'01H1P ~ by thia Petition. 

WHEREFORE. Palm Coast Utlty Corpcntion r.apectfuly requests that It be 

:sb\palmcoas.da 

tt. wma of this Petition .. 

FLOYD R. SELf, ESQ. 
BRUCE W. RENARD, ESQ. 
l.AURA GI.MORE. ESQ. 
MESSER. VICKERS, CAPARELLO, 
FRENCH. MADSEN & LEWIS, P A 
215 Soulh Morwoe ..... 
Sull701 
POit Olllce Box 1878 
Tlllllh11111, Florida 32302·1876 
(904)222..()720 

Cou1ael for 
Plllm Coast Utlty Corporation 

'PCUC baieves it is Improper to require existing cu.tanwa to absorb this impact 
whictl is directly associated with growth. 

3 
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CEBDFICATE OF IEIMCE 

I HEREBY CERTIFY that a true n correct copy of Pam Coast UtiUty 
Corporation's Petition for Continuation of CIAC T• Grole-Up In Docket No. 860184-PU 
has been sent by U.S. Mail rtd/or Hand Delwfy (*) on Octaber 29, 1990 to the following 
parties of record: 

Robert J. Pierson, Esq.* 
Division of Legal Services 
Florida Pltic Service Commission 
1 01 E. Gaines Street 
T alahassee, FL 32301 

Ms. Marsha Wlia* 
Division of WatM & Sewer 
Florida Pubic Service Commission 
1 01 E. Gaines Street 
Tallahassee, FL 32301 

Ms. Beth Sa&lk* 
Division of Audit & Finance 
Aorida ?ublic Service Commission 
1 01 E. Gaines Street 
Tallahassee, FL 32301 

Jack Stnve, Esq. 
Office of Pubic Counsel 
Room 812 Claude Pepper Building 
111 West Madison Street 
Tallahassee, FL 32399-1400 

Sanford A. Minkoff, Esq. 
Minkoff and McDaniel, P A 
275 E. Alfred Street 
Tavares. FL 3277Pr3239 

Patrick K Wiggins, Esq. 
Wtggins & Vilacorta 
P. 0 . Drawer 1657 
T aJlahassee, FL 32302 

B.~ Gd't, Esq. 
G8111n, Woodl, Carllon & Cowdery 
1708-0 \Wlan Drive 
T~1111, Fl 32308 

Robert M. C. RoM, Esq. 
F. Mnhll Oeterclng, Esq. 
Role, &rdltrom .net Bentley 
2548 81111 atone PIMa Drive 
tr'rh•••••· FL 32301 



lbcbt ft). 860184·PU 
Att.a.nt A 
Part 1 of 2 

AlrrBUB Alfosaalf 8r Co. 

Mr. Robert Kelly 
Vi ce President and eo.ptro1ler 
Palm Cout Utilitiea Corporatioo 
Two Utility Drive 
Palm Cout, Florida 32137 

Dear Mr. Kelly: 

100 PucJmau STan. N.Jt 
ATUnA. Oao-.. 00000 

(..0..) 6&8ol~ 

October 23, 1990 

Tbh letter is written in r .. poue to JCNI' requeat tbat we review aDcl doc.-.nt 
certain •ttera uaoeiated witb Pala Cout UtUltJ Corporatioo'a ("PCUC'') 
petition filed in r .. poue to noriAia hbU.c lerYice Coeeiaaioo ("RIC") Order 
No. 23541 in Docket No . 860184-PV for cootiaued aatboritJ to aroa• up 
contributiona-in-aicl-of-coutructloo ("C:UC") for iiiCOIM taaa ulq the net 
present value ("!fPV") •tbod. 'Dlia letter 1a ao1e1J for .... bJ PCVe in 
petit ionin& the FPSC for coatlaued aatlloritJ to InN up CUC udaa tbe NrV 
•tbod and ia not to be uae4, refeR*~ to, or 41atrikted for UJ otber 
purpose or to any otber pu-tJ. 

A. you are aware, I • a pu-taer iA A&-tbur Aadenea ' Co., a fira of 
independent public accOUDtaata, at 133 Peecbtree ltreet, •·•·• in Atlaata, 
Georaia. I aa currntly a partDer iii t._ 11tilitt. ad te1ec c n mica tiona 
practice of the Atlanta office of Artbal: ADdenee ' Co. 1 ban previO\IalJ 
presented testt.ony in Doc:bt Mo. 860114-PU, .-.r *lcb Order Mo. 23541 wu 
iaaued. 

In this letter, I will diae"4a certaia facta .... cl&'~taDcea of PCUC, u 
manaae.ent baa preaentecl ta.. to •• ad tbe app1lcatioo ad relevance of 
these facta and circ~taacea to --a-t • • deciaioo to requeat eODtiCUIH 
authority to aro .. up CIAC withiA tbe pideU ... 4llac:uaed Ia Order Mo. 23541 
and the conaiderati ona I ideDtifled iD ~ earlier t .. tt.oar related to tbia 
docket. The iDfo~tiOD proriclect to • baa aot ..._ au4lt..s altboqh we ban 
per formed certain lLaited teatinc of PCUC ' a torecaatlQI .,.c .. diaeuaaed later 
in thh lett e r. 
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Order ~o . 23541 atatea that "tbe need for aro .. -up abould be determined on a 
case- by-<:aae bub, baaed upon tbe facta and circu.at&ncea peculiar to eacb 
util:ty." The important factora wbicb wat be couidered in makina the 
decision to groaa up include: 

1. Fairneas of the cbarae to tbe cua~r . the contributor, and the 
utility. 

2. Effect of the deciaion on loac-rwm cuata... 1 Yenue require.enta. 

3. Rate stability. 

4 . Assignment of coata to coat cauaea, includina coat of new growth 
policies. 

5. The utility'a caab flow and availability of a l ternative financina 
sources. 

6. Competitive pre .. urea, includiq potential bypua i .. uea. 

Fol l owing is a brief diacuasion of each of tbeae conaiderationa as they relate 
to PCUC and the information you have provided ... 

Fairness of the Charce 

Fairness is, of course, a subjective deter8ination. In tbe case of CIAC tax 
funding, the fairness to tbe cuata.er, tbe contributor, and the utility must 
be considered. You have stated tbat in your opinion, tbe NPV aross-up ia tbe 
most fair method in the caae of PCUC, as it achieve• wbat you believe to be 
t he beat balance of the interest of all three partiea (the cuato..r, tbe 
contributor, and PCOC) affected by the decision. 

I understand you have selected tbe NPV .. tbod becauae you believe it to be a 
fair method of collectina tbe coat of taaa attributable to cue. M I stated 
in my testimony in Docket No. 860184-PO, tbe NPV 11'011-up .. tbod ia ll fair 
method to the three partiea affected by tbe CIAC truaaction (the cuatOMr, 
the contributor, and PCUC). AI a revenue-neutral .. tbod, NPV aroaa-up ia fair 
to the cuatomera. Since only tbe carryina coati aaaociated witb the taxea on 
CIAC are collected from the contributor, NPV ia fair to tbe contributor. M I 
test i fied in the Docket No. 860184-PU hearina. the carryina coat of financina 
the taxes on CIAC are the true econo.ic coata aince tbe taxea are recouped 
throl.!gh future tax depreciation benefita. PCVC ia Mde whole on tbe carryina 
coa t s of financing the CIAC taxea, and tbe fiaaaciac of tboae taxea ia not an 
unreasonable burden on PCUC; therefore, tbe NPV aroaa-up ia fair to PCUC. In 
the case of PCUC, tbe relative importance of CLAC to the cuato..r and tbe 
Company is map1ified, since, baaed upon data you have aupplied to ... PCUC 
col lects more CIAC than any other FPSC-reaulated water and wastewater utility 
wh ich grosses up (Exhibit I). 
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Customer Revenue Reguire.nta and late Stability 

As waa discussed by .. and other witaeaaea durtaa the bearine related to 
Docket 860184-PU, the NPV sroaa-up .. tbod of fundine CIAC taxea ia revenue 
neutral, and the no sroaa-up .. tbod createa a i uture cuata.er revenue 
requirement. The iaaue then ia tbe bieber cua a.er revenue requir.-nta in 
t he no gross-up enviraa..et ca.pared to wbat ·bey will be if PCUC continue• 
i ts present policy of NPV eroaa-up. Due to the relative t.portance of CIAC to 
PCUC , i f PCUC were not allowed to eroaa up, cuata.er revenue requir...nta will 
be cumulatively $921,000 bieber over the next five yeara. This ia eraphically 
i llustrated by Exhibit II. This repre1ent1 an increaae in cuato.er revenue 
requirements of 3.41 per ElC in 1995. You have atated that PCUC believe• that 
not grossing up reaulta in t.poaina on exiatina cuata.era • coata aaaociated 
with new growth, and I concur with your analy1ia. PCUC ..aae ... nt doea not 
wish to impose theae costa on exiatina cuata..ra. 

As Exhibit II illuatratea, tbh revenue requir~t continue• to increue over 
t ime, as 1110re and 1110re new erowtb occura. Tbia will have the effect of 
l eading to higher rates and le11 rate atability. 

Assignment of Coats 

You have stated that PCUC believea, and I concur, that the t.x coats of CIAC 
should be aaairned conaiatent with the CIAC itaelf. Aa previously diacuaaed, 
the NPV method assigns the true econoaic coata of CIAC tazea to the 
contributor, aivina tha contributor tba benefit of tbe future tax depreciation 
benefits. 

Cash Flow and Financina 

Order No. 23541 requeata certain infor.ation concernina cub flow and 
financing. Specifically, the order requeata ~tration of an actual tax 
liabili ty, a da.onatration that aourcea of f~ are not available at a 
reasonabl e coat, a cub flow atat-nt, and a atat~t c1 interest coverqe. 
Under my auperviaion, we have prepared two acbedulea wbicb present tbia 
i nformat i on baaed on .-ounta projected by PCUC for the yean 1991 throuah 
1995 . The source of this data and the related notea ia PCUC'a projected 
financial da ta for the yeara 1991 tbroucb 1995. The firat acbedule 
(Exhibit III) projects the data ua~ina PCUC ia able to utiliae the NPV 
gross- up met hod to f und ClAC Uxel. The aecond acbedule (lxbibit IV) project• 
the data aaaumin1 PCUC Ll not able to utiliae NPV aroa1-up and uaea the no 
gross-up method . 

We have performed limited teatina procedure• related to PCUC'a forecaatina 
system from which the data in Exhibit II I &Dd lxbibit IV waa obtained. The 
scope of our work wu not deaiped t o euble U8 to iaaue a report under the 
reporting standards &I eatabli1bed by tbe ~rican lnatituti on of Certified 
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?ublic Accountants ("AICPA") for review of forecutl and projection•. M you 
a re aware , the ' cope of tt1tiq vhicb would be required in order to allow u1 
to comp l y with the AICPA atandardl and ia1ue an exaaination report coverin1 
projec ted data derived fro• PCUC'1 forec.utina ay•t• is ext1n1ive, and you 
and I dec i ded t hat such a level of te1tina wo~1 d not be colt-effective within 
t he requirement• of thia docket . Accordiaaly, we bave not i11ued any for. of 
report re l ated to PCUC ' a foreca~tiac 1y1t ... 

Bo th Exhib i t II I (NPV JfOII-up) and !xbibit IV l~ 1r011-up) reflect a tax 
1 i ab i li t y for PCUC in each of the yeara 1991 thr0\.14b U 95. PCUC, therefore, 
is projec ted to aatiafy the order ' • ~D~ requi~t that utilitie1 
gross i ng up CIAC actually have a tax liability. 

fo llowi ng the determination of tax liability, a projected •~rized caab flow 
statement ia pre1ented. Sourc11 of cub (excludina debt) are net ca•b flow 
f rom operat i ona and CIAC. U1e1 of eab (excludiq debt) are capital 
addi t ions, CIAC placed in tru.t, and prepaid taxll and other. 

The net difference between source• and uae1 i1 borrowin11 or repaymenta of 
debt PCUC' a current debt facility coaai1ta of a loaa-ter. revolvinl l ine of 
credit, and this type of facility i1 aa1u.ed to continue throuch 1995 . 

Interest Coverase 

The impact of PCUC ' s exte111ive capital proaraa is alao evident in the 
t imes-intereat~arned ("TIE" ) ratio. If not allowed to aro11 up throuah 1993, 
PCUC' s TIE ratio would sianificantly r ... in below the FPSC'1 pre1cribed 
threshold of 2.00 (Exhibit IV) . Only after the foreeated rate increa1e in 
late 1993 does the TIE rise •liabtly above 2.00 in 1994 and 1995. If allowed 
t o gross up CIAC (Exhibit III), the aro11-up fUDdl collected •ianificantly 
reduce required debt f : nanciq, re1ultiq in 10 illpro~t in the TIE ratio. 
Although the TIE ratio reMi nl below 2.00 in 1991 and even lower i n 1992, the 
ra t io is s troncer t han under the no aro11-up projection. Tbi1 al1o 
de.mons tra tes that if allovecl to aroll up CIAC, rcoc•. debt borrowinll do not 
exceed current l y ava ilable facilitie1 until 1995, vben the Til ratio will be 
significant l y above 2.00. 

As I diacuased in my t eatimony in tbil docket , uae of a Til ratio teat ia only 
one me&Aure of a company ' s overall financial health. However, it doea provide 
an indication of a co~y' s abil i ty to aervi ce it1 debt. ~ can be seen in 
E.xbibi t s III and IV, if PCUC ia not allovecl to lf018 up CIAC for taxel, i ta 
debt borrowina• are aianificantly incr ... ed aDd it1 Ti l ratio i1 liroificant1y 
reduced. PCUC ia projec tinc a TIE ratio below 2. 00 even if allowed to aro•• 
up CIAC, vitb the pro j ected TIE ra tio • ianificantly deterioratina if aro11-up 
is not allowed. This indicator suppor ts PCUC'a deci1ion to 1r011-up. 
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Fo r purpoaea of co~raion to ~ibita III and rv, a copy of PCUC'I audited 
financial atatementa are included aa Exhibit V. 

Al ternative Financina 

Under both tbe NPV croaa-up and no 1roaa-up ca .. ,, tbe effect of PCUC'a hilb 
l evel of capital additions in 1991 ia evident , reaultioa in ei,nificant 
additional debt requir-nu. PCUC ...,_at u anticipated tbil fioanciq 
requi rement and .. intained total debt facllitlea of $12 aillioo. However, 
under the no groaa-up caae, PCUC'a aYailable debt facilitiea would be exceeded 
in 1995 by al.,at $5 aillioo due entirely to the requir~t to finance taxea 
on CIAC. You have atated to • tbat aourcea of Uoaaciq to pay tbeee CIAC 
relat ed taxea have not been obtained. 

You have atated that a .. jority of PCUC'a ClAC it received fro. individuale, 
no t developera. 'l'berefore • you baw aot couiderecl developer f ioanciq to be 
a viable borrovina aource for fuada to pay CIAC taaa. In addition, I qree 
with you that tbe record-keepinc requireaenta related to nu.eroua boaeovner 
l oans would be oneroua. E~ if debt fioancina fro. developer• or bo.eovnera 
were obtai ned, the cuatoeer rate effect• of the DO 1roaa-up •thod would atill 
apply . 

Based upon the above projection& aDd ao&lJaia, I UDderatand that PCUC 
manageeent believe~ that coatinued autboritJ to 11'088 up cue ia critical to 
t he financial heal tb of the CQIIPUlY. laaed upon 11F renew of theae a.
projectiou, I qree that CUC 1roaa-up fUDCla repne.at an ~rtant and 
material aource of funda durin~ tbe projected pedod, ad that PCUC' a overall 
financial health would be ba&wecl if CIAC 1roaa-up la DOt allowed, and the 
corr eapondinc required rat e incr ... ea to cover the e&rrJiaa coata of financina 
t he CIAC taxea are not 1ranted. 

Compe t i t ive Preaaurea 

You have at a t ed to ae that the iaaue of ca.petiti .. preaaurea waa conaidered 
in the develo~nt of PCUC '• concluaion that it aeecla to 1ro•• up, but it waa 
not a aignificant factor in •kina that deteraiaation. 

Summary 

After havins conaidered and eval uated the previoualy deacribed facta and 
circwutancea of PctJC, and in view of the current aervice aYailability 
policies in Florida, I concur with your poaitioa tbat a KPV aroaa-up of CIAC 
is needed for PCUC, and I beli ... your poaltioa ia wll aupported aDd 
consiatent with tbe sufdelinea deacribed in Order Mo. 23541. I UDderat&Dd 
your aelection of tbe NPV gro .. -up over a full 1ro11-up 11 baaed on 
management • s position that the NPV • tbod •re appropriatelJ balance• tbe 
interests of all partiea, particularly the contributora, aod I concur with 
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this position. Aaain, my coneluaiona are baaed upon the particular facta and 
ci rcums tance• of PCUC a1 deaeribed herein. and do not repreaent a aeneral 
endorsement by me of the need for all utilitiea to aroaa up or the 
preferability in all caaea of one aroaa-up .. thod over another. 

Very tru • ., youra • 

AllTBUl AND EN ' CO. 

~~ L. Elliott III 
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EXHIBIT I 

PA~M COAST UTILITY CORPORATION 

1989 TAXABLE INCOME FROM CIAC AND 
GROSS-UP AMOUNTS 

----~ Cout Utility eqg,. 
--- ~onda Cities Wat« co. 
r.-- GulfU~~· r: - ~um=.J!c~ties, IDe. 
I 1 r: Martin DowDS' Utilities, ~: 
I I I r r-- --Aloha Utilities, IDe. 
I I r---$51a Utilities, IDe. I I I I r: - - KiD ,v Service Co. 

I - "ow Utilities, IDe. 
I I I I 1 I i r: ~ado ~11:~~· 

1 1 1 1 rr---- 9rteaa Utility eo. 
. I I I I r---~e Ridge Utilities, Inc. I I I r- - - Forest Ublities, Inc. 

I I 1 I I 1 I r. - ~f~~t. My~ Utility, Inc. 
I Sunray U~es, Inc. (1TI) 

The above data was der i ved by the Company 
from the applicable Annual Reports and CIAC 
Reports for 1989, as filed with the FPSC. 
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PALM COAST UTILITY CORPORATION 

DIFFERENCE IN CUSTOMER REVENUE REQUIREMENTS: NO GROSS-UP OVER NPV GROSS-UP 

0.35 

0.3 

0.25 

8.2 

8.15 

•. 1 

•.es 

• 
"'' '"2 '") ,,.. , .. , 

SOURCE: The above graph was developed from PCUC projected financial data for 
the years 1991 through 1995. 

EXHIBIT I I 
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PAlM COAST U'l'ILITY CORPCitATION 

PROJECTED SELECTED FI!W!CIAL DATA 

EXHIBIT III 
Pace 1 of 4 

ASSUMING NET PRESEHT VALDE GROSS-UP OF CON'l'RtiU"''lONS-IN-AI~F-CONSTRDCTION 

<In 'Ibou.uDda, Except Ratios> 

Projected Year EDded Deceaber 

CURRENT TAX LIABILITY: 
Pretax book inc0111e 
Contributiona subject to croe.-up 
Other contributions 
Gross-up contributiona 
Other timinc difference•, net 

TAXABLE INcntE 

INCOME TAXES AT 37 . 631 (ROUNDED) 

SUMMARIZED CASH FLOW STAT!MINT: 
Sources (excludinc debt) : 

Gross-up contributiona 
Net cash flow fro. operati008 
Contributions received 

Total receipts 

Uses (excludinc debt) : 
capital addition. 
Contributiona placed in tru8t 
Prepaid taxea and other 

Total uaea 

(BORROWINGS) REPAYMENTS OF DDT 

YEAR- END DEBT BALANCE 

INTEREST COVERAGE: 
Pretax book inca.e 

Less AFUDC 

Add debt interest 

EARNINGS Bf:l'atE INTP.REST AND TAXES 

O!BT I r-ri'EREST 

"TIH.ES INTEREST EARNED" RATIO 

1991 

• 1,217 
3,147 
1,962 
1,013 

(1,614) 

• 5,§55 

a a. 'a• 

• 1,013 
1,733 
5,109 

7,155 

(12,743) 
(115) 

(1,209) 

(14,767) 

a<•.?la> 
*11.?34 

• 1,217 
(301) 

909 
1,016 

a 1.1a~ 
I LQU 

1..1Q 

1992 1993 

443 • 1,353 
) , 366 4,311 
2,056 2,120 
1,014 1,391 

(1,119) (2,247) 

• 5,Q6Q I 6,235 

• '·* a a.,u~ 

• 1,014 s 1,391 
1,216 1,783 
5,422 6,438 

7,792 9,612 

(3,601) (5 ,661) 
(132) (151) 

(1,693) (1,794) 

(6,133) (8,306) 

a Lfi5' a LlQfi 
ug.au a •.gap 

$ 443 • 1,353 
(51) (39) 

392 1,314 
1,334 1,159 

a I.Z26 a a .!an 

' 1.334 • L159 

1.al a..Jl 

The above aelected data were derived fro. projectiooa 
developed by the ea.paoy. See accCIIIpADYiDC ·~ of 
si&nificant projection auu.ptiooa. 

1994 

$ 2,422 
3,115 
2,143 
1,003 

(2,752) 

s 5,231 

a a.a;~z 

$ 1,003 
2,479 
5,258 

8,740 

(8,308) 
(157) 
(966) 

---
(10,131) 

S(l ,321) 

SlQ.W 

$ 2,422 
(141) 

---
2,281 
1,168 

a ~.~1 

• Ll61 

a..u 

31 

1995 

s 2,922 
4,302 
2,109 
1,315 

(3,477) 

s 7,241 

a a.za~ 

$ 1,315 
2,904 
6,411 

10,700 

( 11,029) 
(138) 

(1,219) 
---
( 13,156) 

a<a.t.u> 
ua.,ls 

$ 2,922 
(353) 

2,569 
1,402 

a :a.Ul 

a L4Q2 

~ 



PALM COAST UTILITY CORPORATION 

SUMMARY OF SIGNIFICANT PROJECTION ASSUMPTIONS 

YEARS ENDED DECEMBER 31, 199t THROUGH 1995 

NET PRESENT VALUE GROSS-UP 

EXHIBIT III 
Page 2 of 4 

Th is pro j ected selected financial data repreaenta, to the beat of management's 
~nowl edge and belief, the company ' s projected re.Julta for the selected data 
presented during the projection period, aaawlina groaa-up of 
contributiona-in-aid-of-conatruction ( "CIAC") f r r income taxea uaing the net 
present value gross-up method ("NPV groaa-up"). J.ccordingly, the projected 
data reflec ts management's judgment aa of October 3, 1990, the date of thia 
projec ted data, of the expected condition& and ita expected course of action 
if CIAC were groased up for income taxea. The projected data is deaigned to 
provide information to the Florida Public Service Co..iaaion ("FPSC") aa 
required under Order No. 23541. Accordin1ly, thil projected data should not 
be used fo r any othe r purpose . The asau.ptiona disclosed herein are thoae 
that management believes are significant to the projected data; however, 
management has not yet received authorization of the FPSC to groas up CIAC for 
income taxes duri ng the projection period. There will usually be differencea 
between pro j ected and actual reaults because eventa and circumstances 
f requently do not occur as expected, and those difference• may be material . 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The significant accounting policiea, except for the accounting treatment 
fo r the effects of not groaaing up CIAC for income taxea, are the same aa 
t hose disc l osed in the company 's financial statementa for the year ended 
December 31, 1989 . Thoae financial atat ... nta ahould be read for 
add itional information (see Exhibit V). 

The account ing treatment for the effecta of not grossina up CIAC for i ncome 
t axes are the same a s t hoae required by the FPSC in Order No. 23541, except 
that prepaid deferred income taxes reaultin1 from CIAC are t r eated aa a 
component of rate base . On October 16, 1990, the Ca.pany filed a motion 
requesting the FPSC to reconsider the capital s tructure normalisation 
provisions of the order. 

2. INCOME TAXES 

Income taxes are computed at the s tatutory rates in effect at October 23, 
1990. 



3. CUSTOMER RATES 

EXHIBIT III 
Page 3 of 4 

!='o r 1991 and 1992, cu.toeer rates are forecut uaiq ratea currently in 
e ffect plus an annual operatina and ll&inteuace iodexina factor of 
approximately 21. Uaase is forecast baaed oo ~t'a estimates of 
fu ture cus tomer usage aa follows; 

Csage per residential CU£t~.r is coaat.ant at 139 callons per ERC 
per day. 

~ev custoeer crovth ia f oreeut baaed ~o foreeaata provided by the 
Co~~p&ny 's affiliate, ITT Cc mity Dew os-ut Corporation. 

·~e projectiona aaa~ a rate caae in 1993 re•~-tina in a rate increase of 
· 31 for vater taking effect aa an intert. increa.e in Septe.ber 1993. This 
would result in fully ca.peuaatory ratea for water ~ rvice. No increase ia 
?roiec ted for sever ratea. 

t.: sage, customer growth. and tbe annual operating and maintenance indexing 
factor are expected to continue the trenda frot1 1991 and 1992, as diacuaaed 
above with rates froa the 1993 rate caae ratea aa a baae. 

4 . OPERATI~G AND MAINTENANCE EXPENSES 

Operating and maintenance expenaea are forecaat to increaae as warranted by 
the demands of cuatomer growth to provide sa.fe and adequate services . 
Inflation is expected to increaae coata at 5% per year. 

5 . GUARANTEED REVENUES 

Guaranteed revenues are in effect through June 1991, the date the 
underlying agreement, as amended, t e rminates. 

6. USED AND USEFUL PERCENTAGES 

Used and useful percentace• of coat of aervice and rate baae are forecast 
consis tent vith the methodology u.ed in Order No. 22843, the Company's moat 
recent rate order. 

7. CAPITAL ADDITIONS 

Capital expenditures for additional water and vaatevater treat.ent capacity 
are forecast to provide approximately a six-month lead tt.e in excess 
treatment capacity. Capital additiona in 1991 include conatruction of th6 
first two-million-gallon-per-day phaae of a water tr•atment facility and 
appurtenances totaling approximately $7 aillion. 



EXHIBIT III 
Paae 4 of 4 

Expenditures for syatea strengthening and/or .. in extenaiona to serve 
additional general service requireDenta are forecasted baaed on de .. nda 
placed upon the water and sewer ayatea aa brouabt ab~ut by cuatomer growth. 

S. LONG-TERM DEBT 

Long-term debt conaista of a revolvina lona-te~ facility with intereat 
based on projected LIBOI ratea. 

9 . CONTRIBUTIONS 

Contributions not subject to aroaa-up includ~ prepaid aewer CIAC placed in 
t rust and prepaid water CIAC vbicb relate to &30Unta collected prior to tbe 
time homesite purchaaera connect to tbe water aLJ ~ wer ayatem by tbe 
Company's affiliate, ITT Co.-uni ty Develo~nt Corporation. 

CIAC gross-up is computed in accordance witb tbe net preaent value aroaa-up 
method as specified in FPSC Order No. 23541. 



PALM COAST UTILITY CORPORATION 

PROJEC'l'ED SELECTED FINANCIAL DATA 

EXHIBIT IV 
Pqe 1 of 4 

ASSOHIM: M> GROSS-uP OF <XII'l'IIBUI'IONS-IH-AI~F-catfSTRUCI'ION 

(In 'lboUUDda, Except btioa) 

Projected Year Ended Dece.ber 31 

1991 1992 1993 1994 1995 

CURRF.NI' TAX LIABILITY: 
Pretax book inca.e • 1,17-l $ 284 • 1,094 $ 2,108 $ 2,483 
Contributions received 5,109 5,422 6,438 5,258 6,411 
Other timinc differences , oet (1,762) ( 1,941) (2,299) (2,734) (3 ,465) 

---
TAXAB U.: IN<XIf! a tt.51o s 3.751 s 5.23] s 4.6]2 s 5.429 

INCOHE TAXES AT 37.631 (ROUNDED) a L7QQ s 1 .41lt a L?u s 1,742 $ 2.Q4l 

31JHMARIZED CASH FLOW STATDIINT: 
Sources (excludin& debt): 

Net cash flow fro. operations • 1,675 $ 1,113 $ 1,638 $ 2,343 $ 2, 711 
Contributions received 5,109 5,422 6,438 5,258 6,411 

--- ---
Total receipts 6,714 6,605 8,076 7,606 9,122 

-- ---
Oses (excludinc debt): 

Capital additiooa (12,743) (3,608) (5,661) (8 ,308) (11,029) 
Contributiooa placed in trust (815) U32) (151) (857) (838) 
Prepaid taxes and other (755) (1,217) (1,195) (557) (715) 

---
Total uau (14,313) (5,657) (7,707) (9,722) (12,582) 

---
(BaUlOWINGS) RBPAYMIN'l'S OF DDT IU.~a2> s 2fil a ~u a~a.u6> a~~.!a6o> 

YEAR- END DEBT BALANCE $12.553 •11.628 au.a?4 ap.448 SU 1 955 

INI'F.REST OOV!It.AGE: 
Pretax book inca.e • 1,171 $ 284 $ 1,094 $ 2,108 $ 2,483 

Leas AltJDC (301) (51) (39) (141) (353) 
---

863 233 1,055 1,967 2,130 
Add debt interest 1,053 1,451 1,375 1,435 1,824 

AVAIUBLE EARNINGS I l.?U $ 1.604 a a.uo a 3.!asa a 3 1 95!& 

DEBT INI'EREST I LQ53 a 1 1 !&51 a Lll5 a 1.!aas s '•U!a 

TIMES INI'EREST EARHED RATIO 1..U l..J.i 1.ll ~ 6..1Z 

'lhe above Hlec:ted data were derived fro. projectioo.a 
dneloped by the ea.pany. See acco.paoyinc ~of 
e ipific.aot projec:tioo ...-ptioos. 



PALM COAST UTILITY CORPORATION 

SUMMARY OF SIGNIFICANT PROJECTION ASSUMPTIONS 

YEARS ENDED DECEMBER 31, 1991 THIOUGB 1995 

NO GROSS-UP 

EXHIBIT IV 
Paae 2 of 4 

This p~ojected selected financial data repreaents , to the beat of management's 
knowledge and belief, the co~y·a projected re~ult1 for the aelected data 
presented during tbe projection period, Uluaiq n') aroaa-up of 
cont~·butiona-in-aid-of-conatruction ("CIAC") for i n("a-e taxea. Accordingly, 
the p~ojected data reflecta manaa..ent'a juds-ent u of October 23, 1990, tbe 
da te of thh projected data, of tbe expected conditiona a.nd ita expected 
cou~se of action if CIAC were not aroaaed up for incc.e taxea. The projected 
data i s designed to provide infor.ation to the Florida Public Service 
Co~m~iss ion ( "FPSC") u required under Order No. 23541. Accordinaly, tbh 
projec ted data abould not be uaed for any other purpoae. The aaaumptiona 
disclosed herein are tboae that aaanaa_..t belie"' are lianificant to the 
projected data; however, manaaement hal not decided or been required not to 
gross up CIAC for income taxea. There will usually be difference• between 
projected and actual reaulta because event• and circ~tancea frequently do 
not occur as expected, and tboae difference• may be .. terial. 

l. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The significant accountin& policiea, except for the accountin1 treat.ent 
for the effecta of not sroaainc up CtAC for i~ taxea, are tbe .... •• 
thoae diacloaed in tbe ca.pany'a financial atate.eata for tbe year ended 
December 31, 1989. Tboae financial atat...ata 1bould be read for 
additional info~tion (aee Exhibit V). 

The accountin& treat.ent for tbe effecta of not rroaains up CIAC for inca.e 
t axes are the .... u tboae required by the FPSC in Order No. 23541, except 
that prepaid deferred inca.. taxea reaultina fro. CIAC are treated aa a 
component of rate baae. On October 16, 1990, tbe Ca.pany filed a motion 
~•questing the FPSC to reconaider tbe capital atnu:ture nonaalization 
provisions of the order. 

2. INCOME TAXES 

Income taxea are computed at tbe atatutory ratal in effect at October 23, 
1990 . 



3 . C l:STO~ RATES 

EXHIBIT TV 
Paae 3 of 4 

For 1991 and 1992, cuatomer ratea are forecast uaing ratea currently in 
ef fect plua an annual operating and uintenance indexing factor 
approximating 21. Uaage is forecast baaed on ..aaaement'a eatimatea of 
futu re customer uaage aa followa: 

Usage per residential cuatomer ia con.atant at 139 aallona per ERC 
per day . 

New customer growth is forecaat baaed , n forecaata provided by the 
Company's affiliate, ITT Community Devtlo~nt Corporation. 

The projectiona aaaume a rate caae in 1993 rea~ tina in a rate increaaea of 
1St for water taking effect aa an interia incre e in Sept.-bar 1993 and a 
f ina l increase in 1994. The effect of not groaain• ~P CIAC for inc~ 
taxes reaulta in 21 of the above water rate incr••••· Thia would reault ln 
fully compenaatory ratea for water ae~ice. No increaae ia projected for 
sever rates. 

Usage. customer growth, and the annual operatina and maintenance indexing 
factor are expected to continue the trenda froa 1991 and 1992, as diacuaaed 
above with the 1993 rate caae ratea &I a baae. 

4 . OPERATING AND MAINTENANCE EXPENSES 

Operating and maintenance expenaea are forecaat to iocreaae aa warranted by 
the demands of customer growth to provide aafe and adequate aervice. 
Inflation is expected to increase coata at 51 per year. 

5 . GUARANTEED REVENUES 

Guaranteed revenues are in effect throuah June 1991, tbe date the 
underlying agreement, aa amended, tenainatea. 

6. US ED AND USEFUL PERCENTAGES 

Used and useful percentaae• of coat of aervice and rate baae are forecaat 
cons i stent wi th the methodology uaed in Order No. 22843, the Company'• moat 
recent rate order. 



I • .:.:..P ITAL ADDITIONS 

EXHIBIT IV 
Page 4 of 4 

~a pital expenditures for additional water and waatewater treatment capacity 
are fo recast to provide approximately a aix-.ootb lead t~ in excess 
: reatment capacity. Capital additions in 1991 include construction of the 
:i rs t two-million-gallon-per-day phase of a water treatment facility and 
appurtenances totaling approximately $7 million. 

~xpenditurea for system strengthening and/or main extenaiona to serve 
addit i onal general service requirements ure ~orecaated baaed as demands 
?laced upon the water and aewer system aa bro ~gbt about by customer growth. 

8 . LONG-TERM DEBT 

~ong-term debt conaiata of a revolvin1 lone-term facility with interest 
~ased on projec ted LIBOR ratea. 



• 
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ARTHUR ANDERSEN 8c Co 
ATLANTA , GEORGIA 

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 

To the Board of Director& of 
Palm Coast Utility Corporation: 

w~ have audited the acco.panyia, balaDce a~ta of PALM COAST UTILITY 
CORPORATION (a Florida corporation ad a wbolly owud aubddiary of ITT 
Corporation) u of Decellber 31, 1989 aDd 1918 and tbe related atat..enta of 
operation. and ac~ated deficit aDd caab flovt for tbe years tben ended. 
These financial ttat...uta are tbe reapooaibility of tbe Ca.pany'l 
aanaaement. Our reaponaibility ia to expr••• AD opi~iOD OD tbete financial 
statements baaed on our audita. 

We conducted our audit• in accordance witb ,.aerall1 accepted auditina 
standardt. Tbote ttandarda require tbat we plan and perfor. tbe audit to 
obtain reaaonable uaurance about wbetber tbe fin&Dcial atat...nta are free of 
lll&terial aiasta~t. AD audit include• a.uainiq, OD a teat bull, evidence 
supportina tbe _,UilU aDd diacloauru in tbe financial atat&Mnta. An audit 
also include~ aaaeaaina tbe accoUiltla, priDciplea uaed and aianificant 
estiutea .Ue b1 --.~t, aa well aa ..aluatina tbe overall financial 
atate.ment preaentation. We believe tbat our audita provide a reaaonable basis 
for our opinion. 

In our opinion, tbe financial atataMDtl referred to above present fairly, in 
all .. terial reapecta, tbe financial poaition of Pa~ Coaat Utility 
Corporation u of Dec.-.ber 31, 1989 aDd 1988 aDd tbe reaulta of ita operations 
and ita cub flowa for tbe 1eara tben nded in conforait1 with &eDerally 
accepted accountina principlea. 

Aa more fully diacuaaed in Note 8 to tbe fiuacial atat&MnU, tbe Florida 
Public Service eo..iaaion ia recooaiderina tbe a.ounta of deferred repair 
costs and co.pletion coata tbat will be recotDi&ed for rate-.akina purposes. 
At Deceaber 31, 1989, ~rtiaed deferred repair coata were carried at 
$151,797, and net ca.pletion coat• were carried at $1,189,858. Realization of 
these carryina .-ounta ia dependent upon recoanition for rate-.ekin& purpoaea; 
however, the outca.e of tbe Ca..iaaion '1 recouideration ia uncertain. 
Accordinaly, no proviaion for loaa, if any, relatina to tbeae deferred repair 
costs and ca.pletion cotta baa been .. de in tbe acca.panyina financial 
statements . 

~ January 23, 1990 



UTILITY PLANT, at oriainal coat (Note• 
Water and 1ever plant 

Lea• accu.ulated depreciation 

Con1truction work in prosre11 

Net ~tility plant 

CUUEHT ASSETS: 
CUb 

1 and 8): 

Cuata-er account• recei.able, leaa allowance 
for doubtful accounta of $7,532 and $4,000 
in 1989 and 1988, reapectively 

"-teriala and auppliea, at averaae coat 
C..h and abort-tar. iaveat.anta held 

in eacrow (Note 4) 
Other 

CASB AND SBORT-TUM INVEStMENTS IIELD 1M TRUST 
(Note 3) 

DUDUD CIARC!S, net of .-ortiaation: 
Deferred repair coata (Note 8) 
Deferred inca.~ taxe• 
Other deferred charaea 

1989 

$91,263.927 
(21,229,621) 

70,034,306 
1,673,971 

71,708,277 

299,842 

264,053 
198,723 

953,567 
149,013 

1,865,198 

5,313,085 

151,797 
5,008,448 

377,246 

5,537,491 

$84,424,05 1 

1988 

$88,825,038 
(19,032 , 361) 

69,792,677 
419,432 

70,212,109 

197,830 

231,788 
186,019 

375 . ~66 
1 j J. ,771 

1,143,074 

4,415,659 

153,149 
4,092,280 

251,819 

4,497,248 

ssp, 268 ,p?o 

CAPITALIZATION AND LLABILITIES 

CAPITALIZATION: 
Stockholder'• equity: 
e-n 1tock, $1.00 par value, 500 share• 

autboriaed and out1tandio1 
Other paid-in capital 
Aecu.ulated deficit 

Lona-ter. debt (Note 5) 

Total capitaliaation 

CUUDfT LIABILITIES: 
Account• payable 
Payablea due to affiliated ca.paniu 

(No tea 1 and 2) 
Contract retentiooa 
Cua'-r depoaita 
Accrued intereat 

DUDUD CREDITS: 
Unaaortiaed inveat.ent tax credit• (Note 1) 
A.dvancea for conatruction 

COHT!IBUTIONS IN AID OF CONSTRUCTION (Note 1): 
Water and 1ever CIAC 

Le11 accu.ulated &80rtization 

C~ITMENTS AND CONTINGENCIES (Notes 6, 7, 
and 8) 

The accompanying notes are an integral part of these balance sheets . 

1989 1988 

$ 500 $ 500 
26 .736,448 26,736,448 
(4,593,428) (5,343,147) 

22,143,520 21,393,801 
4,000,000 5,000,000 

26,143,520 26 ,393,801 

765,648 706,171 

37,077 231,835 
. 78,459 20,283 
303,187 275,069 
463,709 408,609 

1,648,080 1,6U,967 

2,860,874 2,960,008 
2, 887,196 2,201,118 

5,748 ,070 5,161,126 
------

59,605,584 54,499,125 
(8,721,203 ) (7 ,427. 929) 
----

50 ,884, 381 47 ,071,196 
--------

S§~.~~4.Q~L aao . ,~a.g2g 



PALM COAST UTILITY CO!P()IATION 

STATEMENTS OF OPEIATIONS MD ACCUMULATED DEFICIT 

FOR THE YEARS ENDED DECEMBER 31, 1989 AND 1988 

OPERATING REVENUES: 
Water and sever service revenue a 

(Notes 1, 7, and 8) 

OPERATING EXPENSES 

Operatina inca.. (1oas) 

OTHER INCOftt (No tea 2 and 10) 

INCOME BEFOU INI'DEST DfCOME AND ALLOCATION 
OF INCOME TAXES 

INTEREST EXPENSE (INCOME) (Notea 1, 2, 3, 
4, and 11) 

INCOME BEFOU ALLOCATION OF CONSOLIDATED 
INCOME TAXES 

ALLOCATION OF INCOME tAX (PROVISION) BENEFIT 
(Note 1) 

NET INCOME 

ACCUMULATED DEFICIT, be&innina of year 

ACCUMULATED DEFICIT, end of year 

1989 1988 

$ 4,421,799 $ 3,894,665 

4,423,157 

(1,358) 

1,170,501 

1,169,143 1 ,138. 74 7 

(392,814) (366 , 838) 

1,505,585 

(812, 238) (880,202) 

749,719 625,383 

(5,343,147) (5,968,530) 

$(4,593,428) $(5,343,147) 

The accoaapanyi n1 notes are an inte&ral part of tbeae statements . 



PAll! CQWl vrtLITY CQ!IlG!ATION 

ITATD!I!rJS or CAS8 n.ous 
na • DMI ..,. ..... s1. 1'" All) 1911 

CASH n.GWI noM CII'DATDC AC'l'lVITIES: 
Net iDe .. 

AdjuaW.ta to ncoacUe Det iDe-. per 
boob to ~aet cMb • 

Depreciatloo aDd .ortiaatloo 
~· in cuat_.r accouot• recei•able, Det 
~· in •tertal• aDd nppliH 
~· in ACCOUD\.S peyable 
~· in pa)'abl• due to affU iated COIIpUiea 
Cbaal• in otber Wl'l' n: capital it-, ~aet 
~· in defernd iDe-. tue1, Det 
Otber DODi~WntiD& or fhwx:ina, ~aet 

Total edjuaW.tl 

Net calb uaed in operatina acti•iti•• 

CAS8 rLOWI noM DIVISTDG AC'l'tVITIU: 
AdditiODI to Det utility plant 
Reti~ta 
Reti~t• c:bar&ed to acc-.alated depreciatioa 
lt.ecoftri" of Det loan oa ret i~t• 
CUb placed in truat 
Ooatributed t .... depo~ited in eacrow 
Ooatributed t .... vitlldravn froa acrov 
Tue1 vitlldravn fn. CUC truat 

Net calb flove Wled in io ... tiQ& activitiea 

CASH nGWS noM FDWICDC AC'l'JVITliS: 
Proceed• fn. 10111-ten debt 
Red~t iODI of 10111-tel'll debt 
Proc..U fn. lbort-ten debt 
ReductiODI of lbort-tera debt 
OoatributiODI in aid of CODitnactioc 
AdvaDCel for cODitnactioa 
Prepaid CIAC to be placed iD truat 
Ooatributed taxes 

Net cub flove provided by fiDADCiQ& 
activitiH 

NET INCREASE IN CASH 

CASH AND CASH IQU'IVALDml AT IICU..INC or YEAit 

CASH AND CASH IQOIVALDml AT DID or YIAit 

SUPPLDC!NtAL DlSCLOsmtll Or CASH now INP'c.IATION: 
Ca&h paid duriQ& tbe year: 

Intereat 

Inca.. tuea 

1989 1988 

• 749,719 • 625,383 

1,254,230 1,152,000 
(32,265) (104,214) 
(12, 704) (14,874) 
5t,lo77 371,115 

(194, 751) (2 ,SOt ,651) 
15,713 11,692 

<2,611,tt9) (3,066 ,471) 
(310,271) {34,412} 

-----
(1,132,577) (4,110,122) 

(1,012,151) (3,554,739) 

(3,130,020) (3,229,611) 
136,592 69,994 

(136,592) (69,994} 
75 

(1,483,691) (1,744,020} 
(1,319,432) (73~ ,160) 

7tt,970 171,712 
516,265 1,429,711 

(5,246,901) (3,397,22:' 

1,000,000 1,000,000 
(2,000,000) (1,000,000} 
4,275,000 3,000,000 

(4,275,000) (3,000,000) 
3,623,247 2,462,924 

616,071 1,387,926 
1,413,212 1,744,499 
1,639,241 1,378,391 

-----
6,431,778 6 , 973,740 

---------
102,012 21,778 

197,130 176,052 
------

I 299,142 s u1,np 

' ~aa,aoa ' ~WasZII 

Us ~Qi,pgg &asiUis~la 
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PAUl COAST UTILITY CORPORATION 

NOTES TO FIMAHCIAL STATIMEHTS 

DECEMI£1 31, 1989 AND 1988 

1. StMWtY OF SIGHIFICANT ACCOUNTING POLICIES 

General 

Pal• Coaat UtilitJ Corporat1un (tbe "CCJIIP&nJ") il a wholly owned 
aubaidiary of ITT Corporatioo ("ITT"). Tbe COIIP&nJ providea water and 
aewer aervicea to Pal• Coaat, Florida, a ca..unity beina developed by ita 
affiliate, ITT..CO•~ity Dnelos-ent Corporation ("ITT-cDC"). The Company 
ia 1ubject to naulation bJ tbe Florida Public Service Co.aiaaion ("FPSC") 
(aee Note 8). 

Water and Sewer Service leY!DU!• 

Revenue• are included in inco.e for water and ,.ver aervicu when billed. 

Utility Plant, Depreciation, !!!d Maintenance 

UtilitJ plant ia atated at ori1inal coat and include• applicable general 
and adainiatratl._ coata; payroll-related coata; and an allowance for 
fUDda uaed durina conatructlon. 

Depreciation ia provided uaiac tbe atraiabt-line .. tbod over the eati~ted 
uaeful livea of tbe a11eta. Depreciation upenae approxi-tea 2. 71 of the 
averaae oriainal coat of depreciable property. 

Mai ntenance and repaira are cbaraed to operation• aa incurred. 

Inca-e Tax Mattera 

For federal and 1tate i~ tax purpoaea, the account• of the Company are 
included in tbe coaaolidated returoa of ita parent, ITT. Conaolidated 
federal inca-. taxea are allocated to the Coapany baaed on ita respective 
contribution to conaolidated federal taxable inca.e. State income tax 
expenae ia ca.puted on a aeparate-company baaia. Inca.. taxe• paid to ITT 
under tbia aare ... nt totaled $3,106,000 and $6,423,975 in 1989 and 1988, 
reapectively. 

Invea~t tax credit• are deferred and ..orti&ed over the eatimated 
uaeful livea of tbe related aaaeta after they are placed in service. Such 
amortization ia included aa a credit to other intereat income in the 
accompanyina atat ... nta of operation• and accumulated deficit (see 
Note 10). 
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Deferred income taxea reault fro. the followina ite .. : 

Tbe recornition •• taxable incoee of thoae amount• of 
contribution~ in aid of conatruction collected after December 31, 
1986 in accordance with the Tax lefo~ Act of 1986. AI authorized 
by the FPSC, the Ca.pany hal increaaed ita contribution• in aid of 
construction ("CIAC") rates to collect the estimated carrying 
coats auociated with the reviled tax treat•nt of CIAC. At 
December 31, 1989 and 1988, contributed tax amounta of $3,492,689 
and $2,135,714 are netted against deferred income taxea in the 
accompanyina balance sb~ ~ts. 

Tbe recornition aa t~~le inc~ of tboae ..aunts of CIAC 
collected prior to 1987 ibich the Company did not expend within 
two years of receipt. 

Tbe uae of accelerated depreciation and deducting intereat expense 
for tax purpoaes (wbicb is capitalized for financial reporting 
purpose• }. 

The provision for inc~ taxea for the years ending December 31, 1989 and 
1988 is ca.prised of the following a.ounta: 

Current 
Deferred 

1989 

$(3,092,828} 
2,280,590 

1988 

$(3,900,358) 
3,020,156 

a cs12.2Js> a cssp.2o2> 

Followina is a reconciliation of the federal atatutory rate to the 
Company'• effective tax ratea: 

1989 1988 

Federal atatutory rate 34.01 34 . 01 
Allowance for equity funda uaed 

durina conatructioo .6 1.5 
~rtization of deferred 

invest.eut tax credits (2.2) (2.3) 
State incoee tax, net of federal 

benefit 19.6 25.2 

Effective tax rate ~1 ~1 

State i ncome taxea exceeded the 5.51 1tatutory rate due mainly to state 
income taxes currently payable of approximately $398,000 and $506,000 in 
1989 and 1988, reapectively, related to contributions in aid of 
conatruction u diacuaaed above. The Co~Dp&ny waa unable to record a 
deferred charge for atate inco .. taxea due to the lack of a carryback 
provia ion under Florida tax laws. Contributed atate income taxes 
collected from cuatoeera and ITT-cDC of $239,723 and $229,820 in 1989 and 
1988 , respectively, are included in other income. 
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Allowance for Funda Uaed Duriaa Caa.truction 

The allowance for funda uaed durina conatruction ("AFUDC") represents the 
eatt.ated debt &ad equity coats of capital funds vhicb are applicable to 
conatruction work in prosreaa. 

Contributiona in Aid of Conatruction 

CIAC are ..ortiaed at a rate of 2.51 annually. ~rtization of CIAC 
amounted to approx!.ately $1,293,000 and $1,187,000 in 1989 and 1988, 
reapectively, and ia appl1 d aa a credit to depreciation in the 
acco.panyins atat ... nta of operation• and accumulated deficit. 

Penaion Coata 

All elisible aalaried .-ployed' participate in the ITT Retirement Plan for 
Salaried EllployHa (tbe "Plan"). Total expen•e• under tbe Plan for the 
Coepany were approxt.ately $64,000 in 1989 and $42,000 in 1988. Actuarial 
coaputation. are -.de for the Plan aa a vbole. Accordinsly, actuarial 
valuea of benefit oblisationa, plan aaaeta at fair .. rket value, and 
aaau.ed ratea of return are not available for aubaidiary companies. The 
penaion expense allocation ia detenained by the actuary. 

Intereat Expe!ae 

Intereat expeoae conaiata prt.arily of intereat on tbe Company's credit 
asre~t vith Matwfaeturera Hanover Truat C011p1ny (Note 5). Other 
cbaraea include iDtereat ae cuata.r depoaiu and abort-tenD debt . 
Intereat expeoae, net of a.ounta capitalised, approxi .. ted $504,000 and 
$532,000 in 1989 and 1988, reapectively. 

State .. nta of C&ab Flova 

For purpoaea of reportiac caab flova, c .. h and caab equivalents consist 
only of unreatrieted eaab on band. 

2. TRANSACTIONS WITH RELATED PAilTIES 

Reimburaed Expenaea 

The Company ret.buraea ITT-cDC for direct expenaea incurred on behalf oi 
the Company for data proceaaing, payroll, encineerina, and other 
miacellaneoua aervicea. 

Charsea to Developer, Includina Interest 

Under a ten-year asre~t effective June 1980, the Coapany charses a fee 
to ITT-cDC for the availability of vater and aever aervicea t~ unoccupied 
l ots . Under the aame asr .... nt, the Coapany ia alao reLDburaed for 
certain i ntereat charaea related to the coat of borrowed funds. The fees 
and i nterest chars•• are deaigned to ret.burae the Ca.pany for its costs 
rel ated to aueb unoccupied lota, includina depreciation, operation and 
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maintenance expenaea, and intereat expenae, net of allowance for funds 
uaed durina con.truction. Kan&Je8ent intenda to evaluate and discuss the 
continuation of auch feea with ITT-cDC on a year-to-year baais upon 
expiration of the current aare ... nt. 

3 . CASH AND SHORT-TUM INVESTMENTS HELD IN TRUST 

On May 28, 1986, tbe Coapany eatabliahed a truat as a depoaitory for sever 
CIAC received after Decalber 31, 1985 fra- ITT-cDC homeaite purchasers. 
The principal purpo1e of the truat i1 to enaure that such CIAC are 
available to the Coepany a• required when future cuatomers connect to the 
Compa.ny' 1 aever 1yatea. Diabura ... nt of the principal by the truatee is 
limited to the purpolea defined in the trust aareeaent and is allowable 
only upon written aut ~ri&ation from company representatives as outlined 
in the a&re..ent. 

The truat ia adaini1tered by Barnett Banka Truat Company N.A. The trust 
inveae.entl in 1989 and 1988 conai1ted of caah, abort-term treaaury notes, 
and certificate• of depoait earnin1 an averaae annual intereat rate of 81 
and n in 1989 and 1988, reapectively. Intereat earned on these funds vaa 
approxLaately $374,000 and $296,000 in 1989 and 1988, reapectively. 

4. CASH AHD SHORT-TEIM INVESTMENTS HELD IN ESCROW 

On May 5, 1987, the FPSC allowed the Company to beain collecting the tax 
impact on CIAC collected after December 31, 1986 (aee Note 1). Tax impact 
a.ounta are depoaited into an eacrow account to enaure that tax impact 
cbaraea are available to the Company for payment to atate and federal 
revenue aaenciea aa required. 

The eacrow account ia adainiatered by Barnett &anks Truat Company, N.A. 
The eacrow inveat.enta in 1989 and 1988 conaiated of caab, abort-term 
treaaury notea, and certificate• of depoait earning an averaae annual 
intereat rate of 81 in 1989 and 61 in 1988. Interest earned on these 
funda was approxt.&tely $41,000 and $26,000 in 1989 and 1988, respectively. 

5 • LONG-TERM DEBT 

The Company baa an $1l,OOO,OOO credit aaree•nt with Manufacturers Hanover 
Trust Company which converta to a three-year loan effective December 31, 
1992. The final .. turity date of the loan ia December 31, 1995. 
Outltandina borrowina• under thia aareement were $4,000,000 and $5,000,000 
at December 31, 1989 and 1988, re1pective1y. At the election of the 
Company, the outatandina principal amount of the loan bears interest at 
either (1) the c~rcial lend ina rate of Manufacturers Hanover Trust 
Company or (2) the London Interbank Offered Rate plus 1/21 pe r annum. A 
commi t ment fee of .351 per annum ia charaed on the unused portion of the 
commitment . 
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6. LINE OF CREDIT 

7. 

8. 

On May 31, 1989, the Ca.pany reaewed throuch May 31, 1990 a $1,000,000 
l ine of credit with laraett laat of Vo1uaia County at an intereat rate 
~qual to the bank'• prt.. rate. !be Ca.pany bad no borrovina• outatanding 
under thia l i ne at Dec.-ber 31, 1989 and 1988. The unused portion of thia 
line of credi t it aubject to a c~it8ent fee of 1/21 per annUli . 

OPERATING IEVEHt1ES 

Source• of operatina revenue• Wt. re a1 follova: 

1989 1988 

ieddential $3,082,917 $2,621,067 
ec-ercial 392,193 365,001 
Irriaation 550,385 527,958 
Other 396,304 380,639 

$4.4210 7?9 $].894.6§5 

RATE MATTDS 

On January 4, 1988, tbe rrsc araoted the Ca.pany a rate increaae of 
approxt.ately 181 for water aDd 20l for aewer. The new ratea were 
effective for .. tar readiaca on or after January 14, 1988. 

On February 2, 1988, tbe rPSC initiated an inv .. tiaation of the "financial 
recorda and tax treat8ent of the inveat8ent in the water and aever auets 
of the utility." Alao to be inveatipted were tbe Ca.pany' • practices in 
tbe collection of auaranteed revenue. The Office of Public Coun1el 
intervened in tbe docket. 

On May 19, 1989, tbe eo.pany filed with the FPSC an Application for 
Inter ta and Pe~t late Increaae to increale revenue• by approximately 
$1,186,000 annually. Oa July 18, 1989, the FPSC aranted the Company an 
interta rate increue of approxt.tely 91 for water. There vaa no interim 
rate increaae for .... r. tbe interta rate• were effective for meter 
readina• on or after ~t 18, 1989. Revenue• collected under corporate 
undertakina aubject to refund with intereat related to the interim rates 
(included in water and aewer revenue• in the acea.panyina financial 
ata t.-enta) approxt.&ted $110,000 for the year ended Deceaber 31, 1989. 

On Aucuat 28, 1989, tbe FPSC aubau.ed the inveatiaation docket into the 
rete caae docket. Tbe FPSC ia currently acheduled to iaaue an order in 
t he rate caae docket on April 9, 1990. 

In the Coepany'a current rate caae and in tbe earlier inveatiaation docket 
now joined to tbe current rate caae, a nu.ber of iaauea bave been raiaed 
by the FPSC ataff and tbe Office of Public Counael, includi na a 
r econ•iderat i on of the &80untl of deferred repair coats and completion 
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co1t1, which will be reeoraiaed for rate-..kina purpoaea. In the 
inve.tiaation docket, tbe FPSC did not •ke a final deteraination on thi1 
repair and ca.pletion iaaue. It it DOW an iaaue in the current rate case, 
and the FPSC i1 evaluatina whether aucb coati vera prudently incurred. 
The Coepany ia continuin& to visoroualy contaat ar~nt1 that theae 
amounta ahould be diaallowed. On Nove.ber 15, 1989, the Company filed 
rebuttal teatt.ony with the FPSC expraatina the poaition that the costs in 
question were prudently incurred and properly accounted for as had been 
approved by the FPSC. 

At Dece.ber 31, 1989, ~rtiaed deferred repair costa were carried at 
$151,797, and nat cc.pletion .:ottl, included in net utility plant, were 
carried at $1,189,858. Raali &ation of theae carryin& a.ount1 i1 dependent 
on recornition for rate..ak na purpo•••· A diaallowance by the FPSC of 
any or all of tbe1e a.ounta ~ould reault in a cbar&e to earnins• equal to 
the a.ount of tbe diaallowanc • ftana&.-nt cannot detentine the outcome 
of thia iaaue at thit ti8e, and a~cordinaly, no proviaion for any loaa 
relatina to thete deferred repair cotta and co.pletion coats ha1 been made 
in the accoepanyina financial atat ... nta. 

Tbe Ca.pany hal alto filed rebuttal te1tt.Gny with the FPSC relatina to 
the other iaauet railed in the cate, includina the ..aunt of prepaid 
deferred inca.. taxe1 which will be racoani&ed for rate-.akin& purpoaea . 
Altbouah the eo.p&ny'a exact expoaure to 1011 froe theae other isauea 
cannot be detantined at thia ti8e, in 8Ana&..ent '1 opinion, baaed upon the 
facta and taatt.ony related to thit docket to date, a aat~ria1 adverse 
illpact on either tbe financial :poaitioa or reaulta of operations of the 
Co.paay fro. theae other ia1ue1 it not probable. 

9. OPElATINC EXPENSES 

Operatin& expenae it ... were &I follow•: 

Operatina and adaiaittration 
Maintenance 
Depreciation and ..ortiaation 
Tax••• other tbaa inco.e taxe1 

1989 1988 

$2,562,488 
216,725 

1,254,230 
389,714 

$2,200,651 
189,155 

1,164,679 
332,421 

44,423.157 33,886,906 
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10. OTHER IJfCOME 

Other inc0118 it- were aa followa: 

Contributed •tate inc~ taxea 
Charge• to developer, other than 

intereat 
Allowance for equity fund• ueed 

durin& eoaatruetion 
~rtiaation of iaveat .. nc tax 

credita 

11. NET INTEREST INCOME 

1989 1988 

$ 239,723 s 229,820 

780,528 788,231 

51,116 13,803 

99,134 99,134 

u.ug.~g~ 11.ug.2BB 

Intereat expenae (inca.e) it ... were aa followa: 

Intereat on lona-te~ debt 
Other intere•t inca.., net 
Allowance for debt fUDda ueed 

duriq cOIUitruc:tion 
Interest cbarae• to developer 

1989 1988 

* 436,846 
(287,467) 

(9,021) 
(533,172) 

* 463,097 
(237,123) 

(2,436) 
(590,376) 

4(322.814) IC366.838) 

Other intere•t inca.. ia net of intereat earned on eacrow accounts 
(Note 3). 
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I FOURTH REVISED SHEET MO. 38 . 0 

CANCELS THIRD REVISED SHEET NO. 38.0 

PALM COAST UTILITY CORPORATION 

TAX IMPACT OF CIAC 

15 . o Prior to the Cooareaaional Tax Reform Act of 1986, Section 
118(b) of the Internal Revenue Code provided for the excluaion 
of certain types of Contribution• In Aid Of Construction (CIAC) 
f rom the taxable income of a corporate utility. Such amounts were, 
therefore, tax exempt. 

However, pursuant to the C?naresaional Tax Reform Act of 
1986 , Section 118(b) was ... nded to reclaasify CIAC (both cash 
and property) as a taxable aourc-e of revenue, effective January 
1, 1987. 'The net reault of thia action ia that a utility which 
is a corporation must nov pay inca.. t ax on the CIAC it collects. 

Since the amount of this additional tax liability is directly 
attributable to the contributors (developers, builders , etc . ) of 
the CIAC , the utility is authorized to collect this amount from 
those contributors. 

Therefore, in accordance with Order No . 23541 issued on 
October 1, 1990 in Docket No. 860184-PU, this Coaaission adopted 
and approved specific auidelinea for a utility to adminis ter in 
the calculation, collection, and reporting of CIAC tax liabi 1 i ties 
as follows : 

1) Palm Coast Utility Corporation will collect from 
developers and others who convey cash and/or property to a utility 
as CIAC, an amount equal to the tax impact of the CIAC . 

2) The tax impact amount to be collected shall be determined 
using the following formula: 

Tax Impact•(CTR/(1-CTR))*((C+CP+CL)-((((C+CP)/TL)*(l-(l+ROR) 
- tl) ) /ROR)*(CTRi/CTR)) 

EFFECTIVE DATE : 

Docket No. 860184-PU 
Attachment B 

Roy W. Li kins, Pres i dent 
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111IRD REVISED SHEET NO. 39.0 
CANCELS SECOND REVISED SHEET NO. 39.0 

PALM COAST UTILITY CORPORATION 
Sewer Division 

CTR - Applicable marginal rate of federal and state corporate 
income tax 

CTR • ST+FT(l-ST) 
ST - applicable marainal rate of state corporate income tax 
FT • applicable marginal rate of federal income tax 

c 

CP 

CL 

TL 

CTRi 

• dollar amount of chars•• aid to a utility as Contributions 
In Aid of Construction vl, ch must be included in taxable 
income of the utility, an which had been excluded from 
taxable inca.. pursuant of e c t on 118(b) of the Internal 
Revenue Code 

• dollar amount of depreciable property conveyed to uti 1 i ty 
which must be inclUded in taxable income of the utf li ty 
and which had been excluded fro. taxable income purs~tant 
to section 118(b) of the Internal Revenue Code 

- dollar amount of land conveyed to utility which must 
be included in taxable inca.e of the utility and which 
had been excluded fraa taxable income pursuant to Section 
118(b) of the Internal Revenue Code 

- tax life for contributed property 

- tax rate expected to be in effect when the depreciation 
is taken on the tax return 

-tl • negative exponent of the tax life of the contributed 
asset 

ROR • rate of return of 9.211 

3. Consistent with the teras of an Agreement dated February 
11, 1987 between ITT COIIIDunity Development Corporation (I CDC) and 
the Utility, both being wholly owned subsidiaries of ITT Corporation, 
tax impact amounts received by the Utility from ICDC that are 
specifically related to ICDC projects shall not be required to 
be deposited as received into an escrow account. However, CIAC 
tax impact funds received from anyone other than ITT Community 
Development Corporation shall be deposited into an escrow account. 



PALM COAST UTILITY CORPORATION 

SECOND REVISED SHEET NO. 44.0 
CANCELS FIRST REVISED SHEET NO. 44.0 

TAX IMPACT OF CIAC 

16.0 Prior to the Congressional Tax Reform Act of 1986, Section 
118(b) of the Internal Revenue Code provided for the exclusion 
of certain types of Contributions In Aid Of Construction (CIAC) 
from the taxable income of a corporate ut!lity. Such amounts were, 
therefore, tax exempt. 

However, pursuant to the Congressional Tax Reform Act of 
1986, Section 118(b) was amend3d to reclassify CIAC (both cash 
and property) as a taxable sou ~e of revenue, effective January 
1, 1987. The net result of this action is that a utility which 
is a corporation must now pay income tcx on the CIAC it collects. 

Since the amount of this additional tax liability is directly 
attributable to the contributors (developers, builders, etc.) of 
the CIAC, the utility is authorized to collect this amount from 
those contributors. 

Therefore, in accordance with Order No. 23541 issued on 
October 1, 1990 in Docket No. 860184-PU, this Commission adopted 
and approved specific guidelines for a utility to administer in 
the calculation, collection, 8nd reporting of CIAC tax liabilities 
as follows : 

1) Palm Coast Utility Corporation will collect from 
developers and others who convey cash and/or property to a utility 
as CIAC , an amount equal to the tax impact of the CIAC. 

2) The tax impact amount to be collected shall be determined 
using the following formula: 

Tax Impact•(CTR/(1-CTR))*((C+CP+CL)-((((C+CP)/TL)*(l-(l+ROR) 
-tl))/ROR)*(CTRi/CTR)) 

EFFECTIVE DATE: 

Roy W. Likins, President 



FIRST REVISED SHEET NO. 45.0 
CANCELS ORIGINAL SHEET NO. 45.0 

PALM COAST UTILITY CORPORATION 
Water Divlalon 

CTR • Applicable urainal rate of federal and atate corporate 
income tax 

CTR • ST+FT(l-ST) 
ST • applicable mar&inal rate of atate corporate income tax 
FT • applicable mar&inal rate of federal incoae tax 

c 

CP 

CL 

TL 

CTRi 

• dollar amount of charr ea paid to a utility as Contributions 
In Aid of Conatructio vbicb auat be included in taxable 
income of the utility, and vhicb had been excluded from 
taxable incoae purauant c f aection 118(b) of the Internal 
Revenue Code 

• dollar amount of depreciable property conveyed to utility 
wbicb auat be included in taxable income of the utility 
and wbicb bad been excluded fro. taxable income pursuant 
to aection 118(b) of tbe Internal Revenue Code 

• dollar aaount of land conveyed to utility which must 
be included in taxable inco.e of the utility and which 
had been excluded froa taxable incoae purauant to Section 
118(b) of the Interaal a..eaue Code 

• tax life for contributed property 

- tax rate expected to be in effect when the depreciation 
ia taken on tbe tax return 

-tl • neaative exponent of tbe tax life of the contributed 
aaaet 

ROR • rate of return of 9.21~ 

3. Conaiatent with tbe teraa of an Agreement dated February 
11, 1987 between ITT Coaaunity Development Corporation (ICDC) and 
the Utility, both being wholly owned aubaidiariea of ITT Corporation, 
tax impact amounta received by the Utility from ICDC that are 
specifically related to ICDC project& ahall not be required to 
be deposited aa rece ived into an eacrow account. However, CIAC 
tax impact funds received froe anyone other than ITT Community 
Development Corporation aball be depoaited into an escrow account. 

_ __ _j 



Palm Coast Utility Corporaflon 
A ~of ITT CorJ)OI..,., 

November 30, 1990 

Ha. ICay Flynn 
Diviaion of Recorda aDd Re~~ctaa 
Florida Publ1c-Ser:viee Ca.alaa!oe 
101 E. Gainea Street 
Tallahaaaee, FL 32399 

Dear Ms. Plyan: 

FPSC-RICORDS /REPORTING 

Pleaae cbaDJe the c- 1 taaf.oa ·•.-~ recorda to abow Pal• 
Coaat UttlitJ aa "betaa ia Plaaler County. 

11lank you. 

BB/lad 

2 ~ DrM. IWm eo.t. FL 32131·13112 ~} 445-3311 


