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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSIONPRIVATE 

	In Re:  Application for Rate Increase in Lee County by Harbor Utilities Company, Inc.

                                
	 
	)

)

)

)
	DOCKET NO. 921261-WS

ORDER NO. PSC-93-1450-FOF-WS

ISSUED: October 5, 1993





The following Commissioners participated in the disposition of this matter:


J. TERRY DEASON, Chairman


JULIA L. JOHNSON


LUIS J. LAUREDO


ORDER SUSPENDING PROPOSED RATES AND GRANTING


INTERIM RATES, SUBJECT TO REFUND

BY THE COMMISSION:

BACKGROUND

Harbor Utilities Company, Inc. (Harbor or utility) is a Class C water and wastewater utility in Lee County which provides service to 644 water and 439 wastewater customers.  It is a wholly-owned subsidiary of Imperial Harbor Association.  Harbor is in an area which has been designated by the South Florida Water Management District as a critical water supply area.


On June 14, 1993, Harbor filed the instant request for  interim and permanent rate increases pursuant to Sections 367.081 and 367.082, Florida Statutes.  On July 26, 1993, the utility cured the deficiencies which we found in its original filing, so that date is the official date of filing for this proceeding.  Pursuant to Section 367.081(8), Florida Statutes, the utility requested that we process this case using our proposed agency action (PAA) procedure.  The utility requested the twelve-month period ended December 31, 1992, as the test year for interim purposes.  Harbor has requested approval to implement its permanent rates in two phases.  The requested projected test years are based on the historical period ending December 31, 1992.  The first phase is based on the December 31, 1993, test year and the second phase is based on the December 31, 1994 test year.    


The final rates requested for phase one are designed to generate annual revenues of $166,499 and $127,291 for water and wastewater, respectively.  These 1993 revenues exceed the 1992 test year revenues by $58,190 (53.73 percent) for water and $76,862 (152.41 percent) for wastewater.  The final rates requested for phase two are designed to generate annual revenues of $199,610 and $185,508 for water and wastewater, respectively.  These revenues exceed the 1992 test year revenues by $91,300 (84.30 percent) for water and $135,079 (267.85 percent) for wastewater.  


SUSPENSION OF PROPOSED RATES


Pursuant to Section 367.081(6), Florida Statutes, the utility may implement its proposed rates within 60 days of filing, unless this Commission withholds consent to those rates.  We have reviewed the filing and have considered the proposed rates, the revenues generated, and the information filed in support of the rate application.  In its application, the utility has requested recovery of substantial costs for upgrading its plants in 1993 and 1994. Consequently, we think a detailed investigation will be necessary to fully analyze the expenses and investments included in the filing.  Upon consideration of the foregoing, we find it reasonable and necessary to require further explanation, amplification, and corroboration of the information in the utility's filing.  Accordingly, we hereby withhold consent to the utility's implementation of its requested rates. 


INTERIM RATES REQUEST


In its application, Harbor had adjusted test year revenues in 1992 of $108,309 and $50,430 for its water and wastewater systems, respectively.  The corresponding net operating income amounts were ($16,251) and ($35,375).  Harbor has requested interim water and wastewater rates designed to generate annual revenues of $136,630 and $99,791, respectively.  These revenues exceed test year revenues by $28,321 (26.15 percent) for water and $49,361 (97.88 percent) for wastewater.  


Upon reviewing the utility's request, we find it appropriate to authorize the utility to collect, on an interim basis, annual operating revenues of $135,235 for the water system and $98,826 for the wastewater system.  This represents an increase of $27,072 (25.03 percent) for the water system, and $48,361 (95.83 percent) for the wastewater system over test year revenues.  We have made several adjustments as discussed further in this Order.


We find it appropriate to increase Harbor's rates on an interim basis as is set forth below and in the schedules attached hereto, which are by reference incorporated herein.


RATE BASE

Our calculation of rate base is depicted on Schedule No. 1-A for the water system and Schedule No. 1-B for the wastewater system.  Adjustments appear on Schedule No. 1-C. Those adjustments which are self-explanatory or which are essentially mechanical in nature are reflected on those schedules without further discussion in the body of this Order.  The major adjustments are discussed below.


The utility calculated working capital using the formula method (one-eighth of operation and maintenance expenses).  Pursuant to Section 367.082(5)(b)(1), Florida Statutes, the achieved rate of return shall be calculated by applying the appropriate adjustments consistent with those which were used in the utility's most recent rate proceeding.  


In Order No. 10704, issued on April 4, 1982, Harbor's most recent rate case, we used the balance sheet approach and determined the working capital allowance to be ($472) and ($183).  In order to be consistent with the previous rate case, we used the balance sheet approach which resulted in a working capital allowance of $1,271 and $847 for water and wastewater, respectively.  Therefore, we find an adjustment to decrease working capital for water by $12,736 and for wastewater by $8,789.


All other rate base adjustments made in the last rate case were made by the utility.  We find that the average rate base is $90,676 for the water division and $103,900 for the wastewater division. 


COST OF CAPITAL

The utility's requested cost of capital for interim purposes is 10.44 percent based on the parent's capital structure.  In the last rate case, we used the capital structure of the parent since the utility has no outside long-term debt.  The current capital structure of the utility consists of 100 percent debt from the parent.  Therefore, we believe that it is appropriate for interim purposes  to use the parent's capital structure to determine the cost of capital.  


In the utility's previous rate case, the range of return on equity established was 12.85 to 14.85 percent. Pursuant to the interim statute, the utility may request rates that will allow it to earn at the bottom of its last authorized range of return on equity on 12.85 percent. In this filing, the utility requested a return on equity of 10.44 percent, which was the mid-point of the leverage graph in effect on the official filing date, reflected in Order No. PSC-92-0686-FOF-WS, issued on July 7, 1992.  Since the utility has requested a return on equity of less than what the interim statute allows, we find it appropriate that the requested return be used.  


As the parent's capital structure is essentially 100 percent equity, we find that a 10.44 percent overall cost of capital for interim purposes is appropriate.  The schedule of the capital structure is attached as Schedule No. 2.  


NET OPERATING INCOME

The utility used booked revenues for its adjusted test year revenues.  The test year revenues should be adjusted to reflect the annualized revenues generated per the billing analysis, not booked revenues.  Therefore, we find that the water revenues shall be reduced by $146 and the wastewater revenues shall be increased by $35. 


Even though we have approved the utility's requested operation and maintenance expenses, we are concerned that the level of expenses appears unreasonable for a utility of its size.  An amount of $8,8085 in accounting fees for preparation of the PSC annual report appears excessive. Also, the requested legal fees related to Department of Environmental Protection consent orders may be non-recurring expenses. There are contractual services balances which appear excessive. Also, there appears to be a duplication of contractual services by salaried employees. The requested miscellaneous expenses also appear excessive.


Although we are concerned about these expenses, we are constrained by the provisions of the interim statute to make only those adjustments consistent with the last rate case.  Although we could have required an interim hearing to investigate these apparently excessive expenses, we were concerned that the legal expenses the utility would incur in such a proceeding might ultimately be passed through to the ratepayers. It is possible that the utility can explain and corroborate these expenses. Therefore, we have decided to allow these expenses on an interim basis, which, of course, places them subject to refund. However, these matters will be thoroughly investigated prior to the issuance of our proposed agency action order. 


The schedules showing the calculation of net operating income are attached as Schedules Nos. 3-A and 3-B.  The adjustments are itemized on Schedule No. 3-C.

Revenue Requirement

Based upon recovery of actual operating expenses for the year ended December 31, 1992, and a 10.44 percent return on average rate base, we find it appropriate to approve an interim rate increase of $27,072 (25.03 percent) for water service and an increase of $48,361 (95.83 percent) for wastewater service.  This results in annual revenues of $135,235 for water and $98,826 for wastewater.


INTERIM RATES

The approved interim rates are designed to give the utility the opportunity to earn the interim revenue requirements determined above.


The interim rates set forth below are designed to generate annual revenues of $135,235 and $98,826 for the water and wastewater divisions, respectively. We find these rates to be fair, just and reasonable.  The other rates are listed for comparative purposes.


The utility shall file revised tariff sheets to reflect the rates approved herein. The revised tariff sheets will be approved upon Commission Staff's verification that the tariffs are consistent with the Commission's decision, the appropriate security has been filed and the proposed customer notice is adequate.  The interim rates shall be effective for meter readings on or after 30 days from the stamped approval date of the tariff sheets.


SECURITY FOR REFUND

Pursuant to Section 367.082, Florida Statutes, the excess of interim rates over the previously authorized rates shall be collected under guarantee subject to refund with interest.  The amount of a potential refund in this case has been calculated to be $42,000.  A review of the utility's financial statements indicates that the utility cannot support a corporate undertaking for  $42,000.  We find that a bond, letter of credit or escrow agreement is appropriate to protect potential refunds.  Therefore, we find it appropriate to require the utility to provide a bond, letter of credit or escrow agreement to guarantee the revenues collected subject to refund.


If the security provided is an escrow account, said account shall be established between the utility and an independent financial institution pursuant to a written escrow agreement.  The Commission shall be a party to the written escrow agreement and a signatory to the escrow account.  The written escrow agreement shall state the following:  that the account is established at the direction of this Commission for the purpose set forth above, that no withdrawals of funds should occur without the prior approval of this Commission through the Director of the Division of Records and Reporting, that the account shall be interest bearing, that information concerning the escrow account shall be available from the institution to this Commission or its representative at all times, and that pursuant to Consentino v. Elson, 263 So. 2d 253 (Fla.  3d.  DCA 1972), escrow accounts are not subject to garnishments.


The utility shall deposit the funds to be escrowed, $8,400, into the escrow account each month.  If a refund to the customers is required, all interest earned by the escrow account shall be distributed to the customers.  If a refund to the customers is not required, the interest earned by the escrow account shall revert to the utility.


If the security provided is a bond or a letter of credit, said instrument shall be in the amount of $42,000.  If the utility chooses a bond as security, the bond shall state that it will be released or shall terminate upon subsequent order of this Commission addressing overearnings or requiring a refund.  If the utility chooses to provide a letter of credit as security, the letter of credit shall state that it is irrevocable for the period it is in effect and that it will be in effect until a final Commission order is rendered addressing overearnings or requiring a refund.


Notwithstanding the type of security provided, the utility shall keep an accurate and detailed account of all monies it receives.  Pursuant to Rule 25-30.360(6), Florida Administrative Code, the utility shall provide a report by the 20th of each month indicating the monthly and total revenue collected subject to refund.  Should a refund be required, the refund shall be with interest and undertaken in accordance with Rule 25-30.360, Florida Administrative Code.  In no instance shall maintenance and administrative costs associated with any refund be borne by the customer.  These costs are the responsibility of, and shall be borne by, the utility.
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It is, therefore,


ORDERED by the Florida Public Service Commission that the rates and schedules proposed by Harbor Utilities Company, Inc., are hereby suspended in accordance with Section 367.081(6), Florida Statutes.  It is further


ORDERED that the request for an interim increase in water and wastewater rates by Harbor Utilities Company, Inc., is hereby granted in part, as set forth in the body of this order.  It is further


ORDERED that the difference between the interim rates granted herein and Harbor Utilities Company, Inc.'s previously authorized rates shall be collected subject to refund, with interest.  It is further


ORDERED that Harbor Utilities Company, Inc., shall provide a bond, letter of credit, or escrow agreement in the amount of $42,000 as guarantee for any potential refund of interim revenues. It is further


ORDERED that prior to its implementation of the interim rates approved herein, Harbor Utilities Company, Inc., shall file and have approved tariff pages revised in accordance with the provisions of this Order, a proposed customer notice, and the appropriate security for a refund.  It is further


ORDERED that the interim rates approved herein shall become effective for meters read on or after thirty days from the stamped approval date on the revised tariff sheets.  The tariff sheets will be stamped approved upon verification that they are consistent with out decision as reflected herein, that the proposed customer notice is adequate, and that the appropriate security has been provided.  It is further


ORDERED that during the time that interim rates are in effect, Harbor Utilities, Inc., pursuant to Rule 25-30.060(6), Florida Administrative Code, shall file a report by the twentieth (20th) day of each month indicating the monthly and total revenue collected subject to refund.


By ORDER of the Florida Public Service Commission this 5th day of October, 1993.







STEVE TRIBBLE, Director







Division of Records and Reporting

( S E A L )

JBL
NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission is required by Section 120.59(4), 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.


Any party adversely affected by this order, which is preliminary, procedural or intermediate in nature, may request: (1) reconsideration within 10 days pursuant to Rule 25-22.038(2), Florida Administrative Code, if issued by a Prehearing Officer; (2) reconsideration within 15 days pursuant to Rule 25-22.060, Florida Administrative Code, if issued by the Commission; or (3) judicial review by the Florida Supreme Court, in the case of an electric, gas or telephone utility, or the First District Court of Appeal, in the case of a water or wastewater utility.  A motion for reconsideration shall be filed with the Director, Division of Records and Reporting, in the form prescribed by Rule 25-22.060, Florida Administrative Code.  Judicial review of a preliminary, procedural or intermediate ruling or order is available if review of the final action will not provide an adequate remedy.  Such review may be requested from the appropriate court, as described above, pursuant to Rule 9.100, Florida Rules of Appellate Procedure.

