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BBPORB TBB FLORIDA PUBLIC SERVICE COMMISSION 

In Re: Investigation of rates 
of Gulf Utility Company in Lee 
County for poaaible 
overearnings. 

DOCKET NO . 960234-WS 
ORDER NO. PSC-96-0501-FOF-WS 
ISSUED: April 11, 1996 

The following Commiaaionera participated in the diepoaition of 
this matter: 

SUSAN P. CLARK, Chairman 
J. TERRY DEASON 

JOE GARCIA 
JULIA L. JOHNSON 

DIANE K. KIESLING 

ORDBR IIITIATINQ INVESTIGATION INTQ 
RATIS MD QIMGIS AND MAJ(ING RE\1ENUES 

stJBJICT TO REFUND 

BY THE COMMISSION: 

IACJGROUND 

Gulf Utility Company (Gulf or the utility) ia a Class A 
utility providing water and waatewater service for approximately 
6,529 water and 2,070 waatewater customers in Lee County which is 
within a Water Caution Area. For the test period ending June 30, 
1995, the utility reported water operating revenue• of $2,089,347 
and a net operating income of $557, 814. Wastewater operating 
revenues were $1,042,151, with a net operating income of $133,046. 

Gulf's last rate caae waa finalized on July 1, 1991, in Order 
No . 24735, Docket No. 900718-WO. In that order, rate base was set 
and an overall rate of return of 13.11' was approved. 

INITIATIQN OP OVIBIARNINGS INYESTIQATION AND 
PLACING 8IDilliB SQBJECI TO REFUND 

Based on a deak audit of the 1994 annual report for Gulf. 
Utility Company, we began an informal investigation into potential 
overearnings . The 1994 annual report indicated that Gulf'• water 
system was earning an achieved overall rate of return of 24.08,. 
We requested an audit of the utility' • books for the teat year 
ended June 30, 1995. OUr audit indicated that the water system was 
earning an overall rate of return of 19.52,. Based on the results 
of our audit, we find it appropriate that this docket be opened to 
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• 
investigate the potential overearnings of the utility. 
Furthermore, the water and wa•tewater rate ba•• •hould be 
establi•hed •ince both were last •et by us as of July 1, 1991. 

Accounting schedules are attached to illustrate interim water 
and wastewater rate base, capital structure, and test year 
operating income amounts. The rate base schedules are numbered 1-A 
and l-B. The capital structure is Schedule No. 2. Schedules Nos . 
3-A and 3-B are reserved for the operating statements. 

For the purposes of this Order, the schedules reflect the test 
year ending balances a• provided by the audi tor•, as ~~ 11 as 
specific audit adju•tment•. Since there was no filing on the part 
of the utility, the amounts according to the audit do not 
necessarily reflect the utility's position . These balances do not 
include any utility calculations for working capital, income taxes 
or the overall co•t of capital. 

RATE BA$E 

Utility Plant in Seryice/Accumulated Pepreciation 

The last rate order contained an adjustment to water plant to 
adjust for the cost of a Lexus automobile. The adjustment in Order 
No. 24735 reduced plant by $20,721 and reduced accumulated 
depreciation by $9,648. Audit Exception No. l notes that these 
adjustments are not booked. Consistent with Section 367.082 (2) (b), 
Florida Statutes, for interim refund purposes, we find it 
appropriate to book the adjustments from this Order. The amount 
removed is 72t of the cost o~ the vehicle. Therefore, we have also 
adjusted accumulated depreciation and depreciation expense at 72t 
of the total amount. We find that accumulated depreciation totals 
$15,822. One half is allocated to water and one half shall be 
allocated to waatewater. We computed depreciation expense at 
16. 67t of the $20,721 and allocated it equally to water and 
wastewater, at $1,726 each. 

Working CApital 

Section 367.082(5) (b)l, Florida Statutes requires that, in 
calculating interim rates, adjustments be made consistent with 
those in the utility's last rate proceeding. Consistent with the 
treatment allowed in Gulf's last rate proceeding, in Order No . 
24735, we have calculated working capital using the formula method. 
We have used the balance sheet method to calculate a working 
capital allowance of $308,293 for water and $145,079 for 

. 
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wastewater. Ba.ad on our preliminary review and the use of the 
formula method, we find a working capital allowance of $147,065 for 
water and $82,565 for wastewater ia appropriate. 

We find it appropriate to establish rate base for interim 
purposes at $2,152,968 and $2,868,619 for water and wastewater, 
respectively. 

COST OF CAPITAL 

In Order No. 24735 we established Gulf's return on equity a: 
13 . 11\, with a range of 12.11\ to 14 .. 1.lt. Consistent with Sect;_~n 
367.082(2) (b), Florida Statutes, the appropriate rate of return on 
equity for interim refund purposes ia calculated using the max~mum 
of the range of the last authorized rate of return on equity. 
Using the high-end of the range to calculate any potential 
overearninga, we have established an overall rate of return of 
9 . 82\ for interim purposes. 

liT OPQATING INCQME 

In addition to the rate base a·'ijustments consistent with the 
last x·ate case such aa adjusting the cost of the Lexus {Audit 
Exception No. 1), we have adjusted transportation expenses to 
remove $5,082 ($3, 524 water and $1, 558 wastewater) of expenses 
related to the repair of the Lexus in the teat year. 

According to the HARUC chart of accounts, charit~le 
contributions are to be charged to account 426, a below the line 
account. The utility baa incl11ded $1,210 ($839 water and $371 
wastewater) of charitable contributions in accounts 675.8 and 
775 . 8, miscellaneous expenses. We have reclassified these expenses 
to remove them from net operating income. 

We have also calculated income tax expense for the teat year. 
Income tax expenee of $143,639 for water and a negative $45,804 for 
wastewater ia appropriate for interim purposes . 

We find it appropriate to establish interim net operating 
income, at $420,264 for the water system and $182,505 for the 
wastewater system. 

Revenue Requirement 

Water operating revenues, as adjusted by us, total $2,089,347 
and net operating income totals $420,264. This represents a 19. 52' 
overall rate of return. our calculation indicates a revenue 
requirement of $1,735,855 for the interim teat year, representing 
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an annual decrease of $353,492. Accordingly, 16 . 92' of test year 
water revenues shall be held subject to refund pending our final 
determination. The wastewater system is earning an overall rate of 
return of 6.36' on an annual basis which is less than the minimum 
range on the overall rate of return. Accordingly, we have made no 
adjustments to wastewater. 

SECQRITY 

Pursuant to section 367.082, Florida Statutes, when revenues 
are held subject to refund, the utility is authorized to continue 
collecting the previoualy authorized rates. The amount of 
potential overearninga in the water system is $353,492 on an annual 
basis. Assuming a 6-month time frame, the potential refund amoun~ 
is $176,746. Interest, calculated in accordance with Rule 25-
30.360, Florida Administrative Code, is $2,457, making the total 
$179,203, which should be collected under guarantee, subject to 
refund with interest. 

Our Staff has indicated that Gulf Utility Company does not 
qualify for a corporate undertaking. Based on our financial 
analysis, the utility has adequate liquidity and is profitable . 
However, the utility has a extremel'.' low equity ratio and 
inadequate interest coverage, and its combined net income for the 
past three years is less than the amount under consirl'!lration. 
Therefore, we find that the utility cannot support the necessary 
corporate undertaking. Therefore, the utility shall secure revenue 
subject to refund with a surety bond, letter of credit, or escrow 
agreement. 

This brief financial analysis is only appropriate for deciding 
if the utility can support a corporQ~e undertaking in the amount 
proposed and should not be considered a finding regarding our 
position on other issues in the earnings investigation. 

Also, by no later than the twentieth (20) day of each month, 
the utility shall file a report showing the amount of revenues 
collected each month and the amount of revenues collected to date 
relating to the amount 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 customers. The costs 
are the responsibility of, and shall be borne by, the utility. 
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• 
The utility haa indicated that it will be filing a rate case 

for ita waatewater ayatem. This investigation of Gulf' a water 
earnings ahall be combined with the utility's wastewater rate caae 
at the appropriate time. 

Based on the foregoing, it is 

ORDBRBD by the Florida Public Service Commiaaion that an 
investigation of the wate r rates and charge& of Gulf Utility 
Company shall be initiated. It is further 

ORDERED that the utility hold annual water revenues of 
$353,492 as a guarantee of any potential refund of water rever,uea 
collected under interim conditions by means of a surety bond, 
letter of credit, or eacrow agreement. It is further · 

ORDERED that by DO later than the twentieth (20) day of each 
month, the utility ahall file a report showing the amount of 
revenues collected each month and the amount of revenuea collected 
to date relating to the amount subject to refund. Should a refund 
be required, the refund aball be with interest and undertaken in 
accordance with Rule 25-30.360, Florida Administrative Code. It is 
further 

ORDERED that no maintenance or administrative costa associated 
with any refund ahall be borne by the customers. It is further 

ORDERED that this investigation of Gulf Utility Company's 
water earnings shall be combined with its wastewater rate case. It 
is further 

ORDERED that this docket aha 1: remain open . 

By ORDER of the Florida Public Service Commission, this lltb 
day of April, lJli. 

BLANCA S. BAY6, Directo 
Diviaion of Recorda and Reporting 

(SEAL) 
ATTACHMENT PAGES 7- ll ARB NOT AVAILABLE IN ELECTRONIC MEDIUM. 
TV 
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NOTICJ OF rmt1'HRR PROCEEDINGS OR JUPICIAL UVIIW 

The Florida Public Service Commission is required by Section 
120.59(4), Florida Statutes, to notify parties of any 
administrative bearing or judicial review of Commission orders that 
is available under &ectioaa 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 a~l requests for an administrative 
hearing or judicial review will be granted or result in the relief 
sought . 

Any party adversely affected by the Commission's final action 
in this matter may request: 1) reconsideration of the decision ry 
filing a motion for reconsideration with the Director, Division of 
Records and Reporting, 2540 Shumard Oak Boulevard, Tallahasse~. 
Florida 32399-0850, within fifteen (15) days of the issuanc~ of 
this order in the form prescribed by Rule 25-22 . 060, Florida 
Administrative Code; or 2) 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 and/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 tne appropriate court. This 
filing must be completed within thirty· (30) days after the issuance 
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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GULF UTILITY CCIIPAIIY 
SCK!DUU: OF WASTIMA!D IA!I JAil 
TEST YLU DD!D 1/30/15 

!liT IIAl 
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GUU' utiLITY COMPAIIY 
CAPITAL Sn\JCT11U 
TEST YUJt DDID 1/30/15 
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Pf:R AUDIT WIW. wvmpu 
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