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NOTICE OF PROPOSED AGENCY ACTION
ORDER DETERMINING AND DISPOSING
OF EXCESS EARNINGS

BY THE COMMISSION:

NOTICE 1is hereby given by the Florida Public Service
Commission that the action discussed herein is preliminary in
nature and will become final unless a person whose interests are
substantially affected files a petition for a formal proceeding,
pursuant to Rule 25-22.029, Florida Administrative Code.

By letter dated July 11, 1996, Peoples Gas System, Inc.,
(“Peoples Gas” or “Company”) stated that any revenues contributing
to a return on equity in excess of 12.25% for the calendar year
1996 would be held subject to this Commission’s jurisdiction and
disposition. The Company stated that it anticipated its earnings
would remain within the authorized range for the remainder of the
1996 calendar year. In the event that its earnings were above the
authorized range, the Company urged us to defer the excess earnings
to a later period. According to Peoples Gas, the deferral would
provide a longer period of stable rates benefitting its customers.
However, the Company’s earnings prediction proved inaccurate; its
December 31, 1996 Earnings Surveillance Report (ESR) showed
approximately $600,000 ot excess revenues based on its 12.25% ROE
ceiling.
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similar adjustment for overearnings. This Commission’s l«1.y
standing practice, however, has been to include recovery « 1., «
overrecoveries as reductions to working capital.

In Order No. 13537, Docket No. B30465~-EI, we reaffirmed our
practice in this area by stating:

In Order No. 9273, Docket No. 74680-CI, we determined
that interest should be applied to over/under recoveries
in order to counter any incentive to bias projections in
either direction. 1If the ratepayer has to provide the
interest on both over/under recoveries, the Company will
have no incentive to make its projections as accurate as
possible.

In FPL’s last rate case and in suksequent rate cases
involving other electric utilities, we have consistently
determined that adjustment clause over recoveries should
be included as a reduction to working capital.

In Order No. PSC-93-0165-FOF-EI, Docket No. 920324-EI, we
stated:

By stipulation, [Tampa Electric Company] has agreed that
the Commission’s policy of including net over recoveries
in working capital and excluding net under recoveries is
the appropriate treatment. Net under recoveries, which
are assets, are excluded from working capital, and net
over recoveries, which are liabilities, are included. We
accept and approve the stipulation. In its filing, the
Company incorrectly removed both over recoveries and
under recoveries.

Further, in Order No. PSC-94-0452-FOF-GU, Docket No. 930091-
GU, the Commission stated:

This would result in the ratepayers providing the
interest that [West Florida Natural Gas Company] would
return to them. By the same token, unrecovered costs
should be excluded from working capital. To include
those costs would allow the Company to earn a return on
the under recovery plus recover the interest through the
recovery clause.
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GU, issued August 8, 1995, and Order No. PSC-96-1188-FOF-GU, issued
September 23, 1996, we denied West Florida Natural Gas and St. Joe
Natural Gas, respectively, the allowance of directors’ fees for
those directors who were already compensated through the payment of
salaries. We found it appropriate to reduce expenses for director
fees in each of those overearnings dockets. We note that similar
adjustments were not made in prior rate cases or other earnings
dockets for these companies.

The Company believes that no adjustment should be made based
on the disclosure because (1) the expenses are paid to the
employees in recognition of the services performed as directors in
addition to their regular duties and (2) no adjustment was made for
these expenses in the Company’s last rate case.

We believe it is appropriate to distinguish between an
earnings review and a rate case. Although the companies must file
ESRs consistent with Commission adjustments made in their last rate
case, further adjustments may be appropriate to accurately measure
earnings and reflect current Commission policy. For example, a
Company’s last rate case is usually based on a projected test year,
but the earnings reports are based on historical data.
Accordingly, we find that the Company’s 1996 expenses should be
reduced by $4,000.

Third, we find that the Company’s 1996 expenses should be
reduced by $24,807 to exclude charitable contributions of $18, 767
and Chamber of Commerce dues of $6,040. During our audit of
Peoples Gas’ 1996 ESR, a sample of the transactions recorded in the
managers’ working funds was reviewed for the proper treatment of
employee activities or civic/social club dues. The above expenses
for charitable contributions and Chamber of Commere dues were
noted. Since similar adjustments were made in the Company’s last
rate case, we find it appropriate to reduce expenses by the above
amounts.

Fourth, based on our review of the tax returns and property
tax assessments paid by the Company, we find that Taxes Other Than
Income is understated by $11,784. This amount is based on two
adjustments. First, property taxes should be increased by $8,893
to the amount that was paid in 1996. This amount is net of maximum
discounts available. Second, Regulatory Assessment Fees should be
increased by $2,891 for a credit adjustment relating to Novembect
1995 taxes that was not booked until January 1996. Because the
adjustment was not booked until 1996, the Regulatory Assessment
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ORDERED that the provisions of this Order, issued as proposed
agency action, shall become final and effective wunless an
appropriate petition, in the form provided by Rule 25-22.036,
Florida Administrative Code, is received by the Director, Division
of Records and Reporting, 2540 Shumard Oak Boulevard, Tallahassee,
Florida 32399-0850, by the close of business on the date set forth
in the “Notice of Further Proceedings or Judicial Review” attached
hereto. It is further

ORDERED that in the event this Order becomes final, this
Docket shall be closed.

By ORDER of the Florida Public Service Commission this 24th
day of February, 1998.

BLANCA S. BAY0, Direc
Division of Records and Reporting

( SEAL)

WCK

NOTIC VIEW

The Florida Public Service Commission is required by Section
120.569(1), Florida Statutes, to notify parties of any
administrative hearing or judicial review of Commission orders that
is available under Sections 120.57 or 120.68, Florida Statutes, as
well as the procedures and time limits that apply. This notice
should not be construed to mean all requests for an administrative
hearing or judicial review will be granted or result in the relief
sought.
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Mediation may be available on a case-by-case basis. 1f
mediation is conducted, it does not affect a substantially
interested person’s right to a hearing.

The action proposed herein is preliminary in nature and will
not become effective or final, except as provided by Rule 25-
22.029, Florida Administrative Code. Any person whose substantial
interests are affected by the action proposed by this order may
file a petition for a formal proceeding, as provided by Rule 29-
22.029(4), Florida Administrative Code, in the form provided by
Rule 25-22.036(7) (a) and (f), Florida Administrative Code. This
petition must be received by the Director, Division of Records and
Reporting, 2540 Shumard Oak Boulevard, Tallahassee, Florida 32399-

0850, by the close of business on March 17, 1998.

In the absence of such a petition, this order shall become
effective on the day subsequent to the above date as provided by
Rule 25-22.029(6), Florida Administrative Code.

Any objection or protest filed in this docket before the
issuance date of this order is considered abandoned unless it
satisfies the foregoing conditions and is renewed within the
specified protest period.

If this order becomes final and effective on the date
described above, any party substantially affected may request
judicial review by the Florida Supreme Court in the case of an
electric, gas or telephone utility or by the First District Cour!
of Appeal in the case of a water or wastewater utility by filing a
notice of appeal with the Director, Division of Records and
Reporting and filing a copy of the notice of appeal and the filing
fee with the appropriate court. This filing must be completed
within thirty (30) days of the effective date of this order,
pursuant to Rule 9.110, Florida Rules of Appellate Procedure. The
notice of appeal must be in the form specified in Rule 9.900(a),
Florida Rules of Appellate Procedure.
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PEOPLES GAS SYSTEM, INC
Docket No. 971310-GU

CALC

NET OPERATING INCOME PER ESR

Adj.
No Staff Adjustments:
3 Overaccrual - IBM studies 61,400
4 Director Fees 4,000
§ Charitabie Contributions 18,767
5 Chamber of Commerce 8,040
6 Taxes Other - Understated (11,784)
7 Interest on Tax Deficiencies (264,000)
8 Income Taxes 71,588
9 Interest Reconciligtion (184,911)
Total Adjustments -
Adjusted NOI
RATE BASE PER ESR
Staff Adjustments:
1 Unamortized Environmental Costs - Correct Errors  (260,000)
2 Conservation Overrecovery (1.935,000)
2 Gas Overrecovery (960,000)

Total Adjustments

Adjusted Rate Base

ROR @ 12.25% ROE X
Maximum aliowed NOI

Achieved NOI

NOI in excess of authorized ROE

NOI Multiplier X

Revenue in excess of 12.25% ROE
interest 1/1/86 - 12/31/96
TOTAL EXCESS REVENUE

Schedule 1
15-Jan-98

$24,051,000

(298,902)

$23 752.098

$253,138.000

(3.155 000)
927%

23 752 098

Y

16369

T 354773

26 336

3573572
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