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BEFORE T HE FLOIHDJ\ PUBLIC SERVICE COI-H-1! SSII)N 

IJOCKET IW . 9 l OCJQ()-I.;s 111 l~c : 1\nllUi'\l reestablishmen t 

of a u thor i zed range of returns 

un common equ ity for water nnd 

wnstewater uti l ~tiPs, p11rs unnt 

t n !;re t inn l(o7.01l1 ('1) (f), F . S. 

ORDER NO . r'SC-13-1 107-FOF-WS 
ISSUED : ,July /.<1, J<l<)J 

The following Commissioners participot ~u tn thr> cltsposit 1n n of 

this mattPr: 

J . TERRY DEASON , Chairman 

TIIOMJ\S M. BEJ\RD 
SUSAN F. CLJ\RK 

J U L r l\ I. . ,J 0 II N ;-; 0 II 

LUIS J. Ll\UI<El'O 

NOTICE OF _PIWPOSED 1\GE!IC'l ACT I O!J 

OJWE I ~ E:i'l'l\!JL I :_ill l NG_ 1\ tJTI I<,>Hl_Z]"'~ 

RANGE Of_RE'l'UI<N S ON COMMQN _j:QI,JlJ'X 

w,· 'J'IJ 1: COl-1M I SS 1 Oll: 

NOTICE IS llF'R EBY GIVEtl by the Florid<~ Publi(~ S~"'l 'liCP 

Commiss ion that thP nction proposPd hr>rrin j.-; Pl"l.min.~ry llllllllll' 

dlld will IJP< "OIIlP fin.1l 11 11 11'!.;! .1 J->C'I!';t)ll Wlt<J!;P 111\PIP!"\•: dt- •· 

::11ll::l .tnlio~ll y til l r~_;tcd l ilcs i1 pelilion fat i1 fotmi11 pr-oceedinq in 

.w,·on.Ji'l n cc wjth Rule 2? - 7./. . 0J.Q, Florida Adl'linistre~tivP Code. 

Pursuant to Section Jo7 . 0R J(t\) (f), llorid., st.liUlPO., till!~ 

r~omm i :.sion is ·•uthori ?. r><l rn rstilJ,Ii~;h , tl<d !1•:;:; tll<lll o rH·• · t'<ll'll 

y". 1 r , , 1 1 <.' v e r , 1 y,.., I o 1 m u 1.1 l o c: il J c u l i1 t c .1 r- e t1 so 11 n IJ 1 n r a 11 g ~"' of 1 c l urns 

t.tn common equity for water r~•·l · ... astewater ulilities . \vr> last 

revised the lev~"' rage formu la by Order tl o . PSC-92 - OGR G- FOr -\•iS, 

issued J uly 2 L, 1992, in DockPl No . 9/.000G- W!'. 

In 0 1dP r· to c·,, !ciJI.ltP lhP L'UitPnt lrvpr.1g0 f o l·mulo, wr have 

util1zeu lhe same meth odologir>s i1nd e1ssumpt.ions utili;.: •'d Ln 

previous years , adjusted for c hanges in b o nd yir>lds nnd requirc>d 

rdtes of return. T he basic assumpti ons ~re thot : husi·1rsr; ri:.k ~~

s i m i I i1 r f o r il J 1 w, 1 t e r <1 n d .,.,. il ;, t r> w '' t r> r u t i I i l i e 5 ; lt I• • c ' J ~; t u l ,. ljl 1 i t 1· 

i·: .Ill r•>:p0 11P11l io1! !II!Wl iUII uf \Ill' Ctjlllly !.Jlio; the !Tl<.ll·gin.:ll 

w·~iyltleu e~verage cost or investor ci1piti11 is c:o n st.JnL over lhP 40 

. . L' ' t, •• 
.. . ' ~ .. 

0 t3 I 4 J JJL Z'J ~ 



OlmER NO . PSC-9 J -110/-FOF - I-IS 

llOCKE'l' NO . 930006-WS 
l'J\GE 2 

lo 100 pcrcen l equity rr1tio range ; a nd, given n.dequate> rnonagement 

<HH.l etfective regulation , a Hoody ' s nan bond rnting is 

represen tative of t h e average marginal cost of dnbt for water and 

wastewater utilities with equity ratios of 1\0 l.o 100 pc>rcent . 

Us i ng t h <> most current ti.nilncii1l in1orrn;1Li n n, wr hfi'JC 

c·<~lcuJalct.l a ra nge of r.clu r· n s on common equity from 9 . JO percent to 

1 o . 97 percent . Last year ' s leverage formula, 9 . 11 pet·cent plus 

1 . 33/equ ity ratio, produced a range of returns o f 1 0 . 1\4 percent to 

12 . 44 percent . Th e net cha nge in the i1vrri1qr rrturn o vrr tl1r ·l <J 

pPrcent to 100 percr>nt equity ri1t-i o r·ilnye is fl dPcr·c>ase of 1 ·u 
l>asis poi n ts, from 11 .4 4 percent to 10 . 14 pet·c·'nt . This decreas e 

in the avPrage common equity return reflects thr lowered bond yield 

and required rates of rPturn. 

Wr dr r i vrd t ile> r·;uHJP of r· r>tur n.; o r, <·omntnll c qu i LJ by ap!J 1 y lll' J 

o1 <liscou ll l<.'t.l cilsh f l o w modPl l o illl int.l0x o f pub] icly lnHiet.l Wi"lter

ant.l wastewater utilities, a risk premium model to an index o[ 

nutur a l gas utilities, and a bond yield differential acljuslment t o 

reflect the d i f(erP n cP in ris ~: br>t w~~n tllr> indi c· .. r; i"lntl ;'\fl ;)·.;rr;)'JP 

1-lot id<l Wille r· <tlld wnslrw<l l.e r· utilily . llsi ny t ll r> mu~;t rece n tly 

a•ni lab l e capital struc ture f 0 r the index o f publ 1cly lt<H.led wnler 

;1nd wastr->wr:~ter companies as a pr·o>.y for the c npilal slntctu r-c f('l" 

an average Florida water a 11d wastewater ut j lity, we ca l c ulatc>d t h r 

mtlrginal cost of j nvr->sl o r c<~p i t·n I to l>r c-. . lll prn·Pnt , .1s shc•··•n 

l H' 1 O W . 

Har-ginal _Cost of Investq_r Cagi ta 1 
J\ver ag_E!_h'Slter_j lvastewa tQr Uti 1 i ty 

l.'!)_pital 
C:ompo_ncnt 

Common Equity 
'J'otr~l Debt 

Hat) o 

40'1> 
60'1; 

10 . 97~ 

8. 1 H'l; 

Ha n~inal _Cost 

q . 1 O'l. 

Our analyses ilre appended t o this Orde r· ,l!; /\t t.1 chmrt tt- I. 

1\d::>l'd uponlh<' for·rq o ing, WP ftlld Llt.Jt 
l u r· meosur ing returns o n common equity 
w.tstewater utilities is as follows : 

the .tppr·optl tt'' ! u nm•l 
( or Florida wnter ;nd 



OIWER NO . PSC-93-1107-fOF-WS 
DOCKET NO . 930006-WS 
1'!\GE 3 

Return o n Common Equity= 8.18'!> 
Equity Rntio 

whrre : 

l . 1 I (> 

Equily Ratio -------""Comm.Q!]_.£:q_u i ty __ 
Common Equity 1 Preferred F.qu1ty ~ 

Long and Short-tPrm Dr>bt 

Fi nally , in order to discourage imprudent t inancL1l risk , we 

f1nd it appropt·iat• t o limiL t h e authorized relurn on the midpoint 

or common equity to a maximum of 10 . 97 percent for all \o:nte ~· and 

w<~stewater utilities with equity rdtios of less than ·10 P•'rcr:>nt. 

1t I f' llJerPfOif', 

ORDERED by the Floridn Public Servi c~ Commission th<lt the 

pr·ovisions of this Order arP issued as proposed r~gency act ion and 

will become final unless an appro priate petitinn is filr?d ·..,ith tl1r

Uivi.sion of Records <lnd Reporting, 101 J-..1sl. GainPs Street , 

T.tllahassee, Florida 32399-0870 , by Lhe close of business o n the 

tlute indicated in the Notice of Furtller Proceedings at· Judicial 

hcv iew . It is further 

ORDERED Lh<'~t the oppropri.lt" f nrmul<1 l•>l m•'•'·lll ill•J 1ei.J rns 'JI1 

,.,,11111Hlll l'quity t o r walrJ r~m.l w<~slewolec utilities shall be as sr>t 

1 u rth in the body of this Order . It is further 

ORDERED that returns o n commo n equity 

10 . 97 pcrcPnt f o r i111 w.1trr· .1JHI wd s trw.llP I 

r.tl ins nf IP:~s tll.tn 1\0 pen r:>nl in oniL'r l t 

in.Hlc.ial risk . 

,, r· r:> h r r'"' h y ' · ,, p p'"' d .) t 
u t i I i t i r> ~; •..; it It "q u i \ y 

d i scour.1ye imprudent: 

By ORDER of the Floridil Public Servil'P Commissinn thi·; ::''1\11 

d () y 0 f j U ly 1 ) 9 9 3 • 

( ~:i E l\ L ) 

I.F 



ORDER NO. PSC-93-1107-FOF-WS 
DOCKET NO. 930006-WS 
!'AGE 'l 

NO'I'JCJ·; OF I']JR'l'IIEH I:-'HQ_CI·:EDJNG5_0H ,Jl,!llLC,:!AI._BI·:VlEiv 

The Florida Public Service Commission is requi r·ed by Sec·tion 

1/.0 . 59( ~), Florida Sti'tutes , to notify pi1rties of <~ny 

administrativP heilrinq or JUdicial revir>w o f Commission onlr>rs thi1t 

i~~ .lvili li'lb! e under :; ,.,,~ li o n !> J /.0 . '5'/ or l/.O.G8, Fl o r idi'l Stattrtcs, as 

W1•ll as the procedures and time limits thot. apply . This notice 

should not be construed to mean all requests for nll administrative 

hearing or judjci;ll review wi ll be granted or rPsult in thr> r0lir>f 

sought . 

Th e action proposPd herein is preliminary in nature and '"' ill 

not become effective or final, excepl C\S ptovidel by Rule 

2')-22 . 029 , Florida AdministrntivP Code . Any Pf'rso rl whose 

substantial interests are nf f ecled by tllr iH:l ion rroposr>d l y ll1is 

orLie r· may [j !e a petilion for n form,ll pnK"Peding, C\S ~ rc•:ided by 

Rule 25 - 22 . 029(4), Florida ALimini s trative Code, i n the form 

provided by Rule 25 - /.2 . 036(7) (o) and (f), floridi1 Administrative 

Code . This petition must be recPived by the Direr:-tor, Division of 

Records and Reporting ilt his offir:-0 ilt· 101 E.lsl G.1in0s :;t r r>,..l, 

ltl l .lll.lS!;P0, 1-l<H"ida 1/lq'l-OfllO, by llle < "LOS~" o f bL.sinnss on ~ugus_~ 

I 'I, l ~9 J -

In the absence of such a petition, this orde r shall bPcomc 

etfective on the day s ubsequen t to the ilbov"' rlilt" ns r·ov1d0d by 

Htrlr 2S-?.:'.Q:'Cl(r•), Plor·irl.l Admini:--;lr .ltivl" L'ud0. 

Any 
l!Jsuance 

objection or 
date of thi s 

protest filed in this docket 

orLier is considered abilndoned 
before 
unless 

the 
i~ 

so1t isfies the foregoing condit i o n s and is ,-,...n .... werl witl1in t he 

~~pr>c 1fied protest per· iou. 

If thi s order becomes final and ei [ective o n the date 

described above, any party nrl"~"rsely affected may request judic1al 

review by the F lorida Supreme Court jn the c:af;p of ,,n 0]nclr ic·, q.ts 

or telephone utility o r by the Fir·st Dlf;tri<·L <"Otlll o f Appt•o~t in 

tilt> c·.1sc o f ,, waler o r· w,lslewater· utiJ ily I y l iJ Lny a noliL·e of 

<1ppec1l wilh the Director, Division of Records and Reporting nnd 

filing a copy of the notice of appeal and the filing fee with the 

appropriate court. Thic filinq must h0 r'omrlf'tr>d within thirty 

( 10) d<~yr> o f l h,., ,f (I"< " I i v,. <Lll" nt t hi !; n r clr>r, ptrr :;t r.lrlll t u Hu I e 

't.IJO, !·lo r itl.l Hull's of App<>llolf f'ro<:edut<~ . Thr> noLicP o t ap!JE?<ll 

must be in the t orm specified in Hule CJ . 900(a), Flor-id,, !~ules of 

Appellate Procedure. 
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SUMMARY OF RESULTS 

DCF Cost of Equity for Water Inde:. 

Risk Premiuffi Cost o f Equity f o r Ga s lndex 

A VI·: HAG F. 

Bond Yjeld Differential 

AdJ ustmf'nt to ReflPct R0quirnd Equity 
Return at cl 40'1, Equity Hi1li o 

At L;H·hmcn t 1 

P-1 g r> 1 o f 1 1 

1 9'.l2 

11. ?.0% 

1J . 82% 

• •\ ') 1, 

Cos t of Equity for Average Florida Watr>r "nd 
Wastewater Utility at a 4 0' Equity Rati o 1 2.44 \ 

Exislins J.cver·,,g_c l o r mttl<~ 

Retu rn on Common Equity == 9 .11 % ' l. JJ:>/E R 

R,lnge of Returns on Equity = l 0 . 4 4 ':; - I /. . •\ ·\ ':, 

H• •lut· n on Common F:quitj fl .l(l ~. I . J l (,j FH 

Hc.1 nge of Returns o n Equity 9 . JO'l. - Jo . n • 

l 'l9J 

9 . 83% 

1r1 . II :. 

O.H'l; 

10 . 97'l. 
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