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BEFORE THE fLORIDA PUBLIC SERVICE COMMISSION 

In re: Petition of Florida Public ) 
Utilities Company for rate increase ) 
1n Fernandina Beach D1v1sion ) 

DOCKET NO. 881056-E I 
ORDER NO. 22224 
ISSUED: ll/27/89 _____ ) 

The following Commissioners participated 
d1spos1t1on of this matter: 

MICHAEL McK. WILSON, Chairman 
THOMAS M. BEARD 

BETTY EASLEY 
GERALD L. GUNTER 
JOHN T. HERNDON 

ORDER GRANTING CERTAIN INCREASES 

BY THE COMMISSION: 

in the 

On February 20, 1a89, Florida Public Utilities Company 
(FPUC, utility or c ompany) filed its petition for a rate 
increase of $908.662 per annum for its Ferna ndina Beach 
Division. FPUC claimed a current pro forma return on 
investment of 6.67\ and requested a return of 9 . 63\ . In 1988, 
the Commission approved an historic test year ended September 
30, 1987, and an attrition year ending September 30, 1989. The 
ulility has not prevtously filed for a rate increase for this 
division. 

FPUC's proposed permanent rate schedules we re suspended 
under Florida Statutes 366.06(3), pend ing the outcome of a 
formal hea ring. Interim relief of $4 56,195 was granted in 
accordance with Ch. 366.071, Florida Statutes . The Office of 
Publlc Counsel {OPC) intervened in this docket . Thereafter, a 
service hearing was held in Fernandina Beach, Florida, on June 
12, 1989. None of the utility's customers appeared at the 
hearing. 

At the time of the prehearing conference on July 20 , 1989, 
the utilt y mod1fied its position and requested an annual 
1ncrease of $890,806, which it calculated would return 9 .65! o n 
1ts ra e base. 

A the prehearing , the parties stipulated to roughly hcd f 
of the identif1ed issues. The utility, OPC, and Commission 
S df~ presented testimony and exhibits in support oC their 
posit 1ons. 
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I. SUMI'\ARY OF DECISION 

W(! author1ze FPUC an 1ncrease in gross annual revenues of 
$579,872, which includes an attrition year increase of 
$267,946. we have set the rate of return on common equi y 
capttal a . 12 85\. 

I I . REVENUE REQUIREl1ENTS DETERt1INATION 

The revenue requirements of a utility are derived by 
establishing tts rate base , net operating income (NO~) and fair 
rat of re urn. A tes year of operations, traditionally based 
upon one year of operations, is used to derive t hese factors. 
Mult1 ply1ng the rate base by the fair rate of return provides 

he ne operating tncome the utility is permitted to earn. 
Comp ring he perm tted ne operati ng income with the test ye ac 
net operating income determines the net operating deficiency or 
excess. The total test ye a r revenue deficiency or excess is 
determined by adJusting tte deficiency or excess by the revenue 
expansion fac or . 

III. THE TEST YEAR 

The test year 10 a rate case provides a set period of 
utility operations that- may be analyzed so the Commission can 
set reasonable rates for the period the rates w1ll be in 
effect . A test peri od ma y be based upon an historic test y ear, 
adJusted to ruflect typical conditions in the immediate futute, 
wh ich should ma ke it reasonably representative of expected 
future operations. Alternatively, a test period may be based 
upon a projec ed est per 1od which, if appropriately developed 
and adjusted, may reasonably represent expec ed future 
op rations. we approved FPUC's choice of an his toric test year. 

IV. TEST YEAR RATE BASE 

To est bltsh the FPUC"s overall revenue requ i rement s , we 
mus determine the value of its rate base, which represent s the 
Investments o~ whtch the company is entitled to earn a 
reasonable relJrn. A utili t y·s rate base is comprised of 
various compunen s including: (l) nel utility plant-to-service, 
which is comprised of plant-in-service less accumulated 
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depreciation and amortization , (2) total net utility plant, 
whtch is comprtsed o( net utility plant-in-service, CWIP (where 
appropriate), plant held for future use , and nuclear fuel where 
appropriate, and (3) working captta l . 

FPUC 1n tially submitted a proposed jurisdictional rale 
base of $ll,l41, 900 . we Cind t he utility's test year rate ba se 
to be $ 10,869 ,913, as shown below. Items marked with an 
asterisk ( • ) were eitner stipulated or the utility ' s figures 
wer approved. 

•A. Util1ty Plant­
in-Service 

•a. Accumula. Depree . 
& Amo r t iz a t i on 

•c . Cus Advance~ 

Cor Construct. 
•o. Net Utility PlanL­

ln-Service 
• E. Const. Wo rk-in 

Progress 
• F . Net Utility Plant 
G. Wo tktng Captta l 
H. Total Rate Base 

Commission As 
Adjustments Adjusted 

$13,976,314 

{3 , 487 , 943) 

_L 5 17 0311. 

9 , 971,334 

660,241 
$10 , 6Jl , 575 

560,001 
$lt, I91 ,5 76 

<l.?..L 663 
$ (321,663) 

$13,976 , 314 

(3 , 487 , 943) 

_{_ 517,037} 

9 ,971 , 334 

__ 6..§_Qd41 
$10, 631 , 575 
- 238 , 338 
$10,869,913 

A. U ~ity Plant-in-ServicP 

The utility ' s jur1sdictional per books total plant-in­
service 1ncludcs plant-in-service of $13,980 , 771 dedicated to, 
and loca ed in , the Fernandina Beach service a r ea . A port ion 
ol th West Pdlm Beach general office facili ies is also 
allocated to the Fernandina Beach electric operations. These 
general Caci lllies are used for regulated electric, wa ter and 
natural ga~ operations, as well as non-utility merchandising 
and L. P. gas operat1ons . FPUC removed no n-u tility and 
mcrchandis1ng ac iv1t 1es and alloca ted the remaining $166,696 

o regulated e l ec ri c and gas operations based o n net plant 
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investment at year end. In addition, the company included 
$660,241 in CWIP Comple ed Not Classified. Total 
plan~-in-servtce 1s therefore $14,636 , 555 . An audit by our 
Staff of supporting documentat ion showed no sig n ificant 
dtffcrences tn plan -in-service or the a llocation me hodology 
used by the compa11y. These adjustments are consis ent with 
adjustments made in prior rate cases with other operating 
divtstons of the company and we therefore approve them. 

B. Accumulated De reciation and Amo rtization 
C. Custo~er Advances for Construction 

Th deprecia ion reserve associated with plant-i n-servtce 
o $3,48 7,943 , after ad)ustmen s reducing th1s account by 

I 

ss~.£30 to allocate a portton o( the local offtce facillties to 
FPUC's regula ed water operations and increasing accumulated 
depreciallon by $65 ,058 to allocate a portion of the general 
off1ce factl itu~s o the Fernand1na Beach electnc opera tio ns. 
In addi ton, the company made an adjustment reducing customet 
advances by $3 0 ,878 . Th1s adjustment was made to correct an I 
error in he classification of a water deposit as dn electric 
depos1t. An audit of the rate base deductions showed no 
dcviatton from information contained in the MFRs filed by lhe 
company. 

D. Net Ut1lit Plant-in-Service 

Ne utillty plan -1 n-service is comprised o f utillty 
pl n -t n-scrv1ce, less accumulated depreciation and 
i\mor 1~a 10n and, tn t ht s case, less customer advances Cor 
cons ruclton. We find that the appropriate amount of net 
utili y plant-1n-serv1ce for the test year is $9,971,3 3 4 . 

E. Cons ructi o n Work tu_frQgLess (CWIP) 

The •J ility's tnvestment in plant under constructi o n 
cnn be ccoun cd for by either of two methods. An Allowance 
Cor Funds Used Du r 1ng Cons L ruction (AFUDC) may be app 1 ied to 
the balance to be capitalized and later recovered th r ough 
deprecid ton charges once he plant is placed in service. When 
this m hod 1s chosen, the financial sta ements of the uti ltty 
retlect 1ncome ·cred1ts" associ1 ed wtth AFUDC , but the utility 
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ccol1z s no current cash ear n i ngs from the investment i n CWI P . 
Alt rna tvely, CWIP may be included as a po r tion of rate base. 
Where the latter treatment 1s allowed, CWIP generales cash 
earntngs , whtch provtde cash flow and an 1ncrease in cove r age 
tatios. No AFUOC 1s taken on that por ion of CWIP which 1s 
included in ra e base. 

In this docket, 
appropr1 te Jmount of 
$ 660,,·11. 

the 
CWI P 

parties stipulated that the 
(completed not classified) is 

Based upon the adjustments d1 scussed above, total net 
u tlity plan tor he test year is $ 10 , 631,575 . 

G. Work1ng Capi ~ 

A traditional component of rale basu is the value of 
work1ng capttal comm1Lted to utility operations . In recent 
cases we have applied the "balance sheet " approach to determine 

he work•ng capital allowance, a s opposed to the "formula" 
approach previousl y u tili zed. The balance s heet approach 
gcn"r.:slly detines worki ng capital as c u rrent assets and 
deferred debtls lhat are util ity -re la ted and do n '>t already 
earn a re urn, less current l iabi l ities, deferred credtts and 
opec tlng reserves that are utillty-related and upon which the 
comp ny do s no already pay a r eturn . 

~<~c find 
$ 238,338 , as 
b low. 

he appropriate 
ret lee ed o n the 

l evel of 
following 

working capital ts 
cha r t and discussed 

We no c hal FPUC included prepaid pension expense of 
$1 7,262 as current assets in its calculation of working 
capi Jl. Since 1986 , the company h as accounted for pensions 
accl rdtnq he S atemen of financ tal Accounti ng Standards No . 
87, Employers ' Accounting for Pensions, which requires 
r~cognitton of a pens1on liability when the net period1c 
pcn:uon cos accordtng to accounting standards is grea er than 

he contrtbu ion o he trus fund all owed by the Intetnal 
R venu Cod A prepatd asset is recognized when the net 
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pcriod1c pension cost according to ~ccounting s t andards is less 
than the con r ibu ion to the t rust fund allowed by the Internal 
Revenue Code. 

FPUC ' s pcnodtc pcns1on cost has bee n negat ive f o r the 
y ars l98b htough 1988 because of past o verfund i ng and ha s 
given r1sc to the prep,id pension expense, which is a current 
asset rcco rded on t he company · s books . Over funding resulted 
from inaccurate estim1tes of the cost of pensions and the 
expec ed earn1ngs on the penston trust fund, ma king past 
pension plan con ributions excessive . 

From a policy pers pective , Public Counsel be lieves that 
the 1nclusion of prepaid pension expense in working capital 
would require custome rs {who in the past paid too muc h in 
pcnston expense th r ough rates) to now also pay a re t urn o n t he 
amoun of pr1or excess payments . Howeve r, negative pension 
costs wer e used to offset othe r employment expenses i n 1986 
through 1988. Therefore. ratepayers derived the benefit o f the 

I 

negative pension cos which gave rise to the present prepaid I 
exp nse. Accordtnqly, we find that the prepaid expense should 
b includc.d 1n work1ng capttal. since there is no evidence that 
the company ' s pens1on contribution estimates were imprudent. 
This actton ts conststent wit h our treatment of prepaid pension 
expense in Docke No . 880558-EI, FPUC · s recent Mari anna 
Oivtsion rate case. 

we also find that test y ear working capital s hould be 
reduced by $ 266 ,950 and $8,037 to remove net fuel an"i 
conscrvatton overrecoveries. I t has long been Commission 
poli c y tha nc fuel and conservation over r ecoveries be 
1ncluded as a reduc ion to wo rking capital. Fo r exa~ple , in 
Ord r No . 13537, issued in Docket No . 83046 5-EI (Flo t tda Power 
and Ligh Company ' s last rate case) we stated that: 

i( o verrecoveries were excluded, worki ng 
capital would be increased and the compa ny 
would earn a return o n the amount of the 
underrecovery that was excluded . Stated 
s t wply, t he ratepayers would provide t he 
interest that the company r eturn to them 
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in the conservation clause proceedings for 
over recoveries. 

In Order No. 9273, Docket No. 74680-CI, we 
determi ned that interest s hould be applied 
to over/under recoveries in o rder to 
counter 'lny incentive to bias projections 
1n e1ther direction. If the ratepayer has 
to provide the i nterest on both 
over/underrecoveries, the company will 
have no incentive to make 1ts projections 
as accurate as possible. 

At no t1me did FPUC argue lhat it has no net fuel or 
conservation overrecovery, nor did the company dispute the 
amount of the overrecovery. The company believes, however, 
t;ha t s 1 nee the overrecove ry is eventua 11 y refunded with 
interest to the ratepayers, t he company s hould not be required 
to include it as a liability in working cap1tal. It is true, 
as he utility argues, that overrecoveries a r e refunded with 
in crest to ratepayers. More importanlly, however , to exclude 
it from he working capita l calculation wo u ld mean ratepayers 
would be pay1ng the company a return on the amou nt of 
overrecovery for years after the refund to customers had ta ken 
place. In such a case, the amounts paid to the company by 
ratep ycrs would many times exceed the one-time refund, 
i ncluding 1n erest, which t he utility is required to pay. We 
will thee fore continue ou r present policy of including net 
fuel and conservation over recoveries as l iabilities in test 
year work1ng cap1lal, which reduces work1ng capital. and 
there ore also reduces rate base. 

The parties st1pulated to a reduction in test year 
working capital of $44,146 to correct errors in calculating a 
13- month av rage balance 1n certain accounts, as follows: 

Accumula ed Provision for Uncollectibles 
Temporary Facilities 
Accounts Payable 

Total 

$ 4,585 
914 

38 , 647 
$44,146 

Finally, the parties s ipulated that $2,530 in fuel 
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slock be removed fr om tes year work1ng capttal to elimtnate 
he cost o( diesel fuel written off when FPUC reti red its 

d1esel generating untts. The ulility properly wrote off t o 
xp nse its rema1n1ng fuel inventory, but t he thirteen month 

~verage o f Cuel s ock was included in wor king capital . 

WORKING CAPITAL 
1~ MONTH AVERAGE - JURISDICTIONAL AMOUNT 

YEAR ENDED SEPTEMBER 30, 1988 

CURRENT ASSETS 

Cash 
S1nk1ng Fund 
Wo rk1ng Funds 
rn er st Special Deposits 
D1v1ded Spuctal Depostts 
Custo~er Accounts Receivable 
Accum. Prov . for Uncollectibles 
Ma ertals and Supplies 
Income Tax Recuivable 
Prepaym nt~ - Insurance 
Prepayments - Penstons 
Prepayments - Olher 
Cledring Accounts 
T mporar y Faci1ities 
Misc. Deferred Debits 

Total Current Ass ts 

CURR~NT LIABILITIES 

Accoun s Payable 
Salartes & wages Accrued 
Oth~r 
Taxes Accrued 
In ercsl Accrued 
D1vid~nds Accrued 
Tax Collections Payable 
Vaca ion Pay Accrued 

AMOUNT 

$ 146 , 739 
3,849 
l, 614 
3 , 094 

29,044 
1,232 , 192 

(3 4,411) 
453,743 

27 ,986 
77,375 
17 , 262 

73 
(1 , 164 ) 
(2 , 267) 

7.J.44 4 

$ 1,958,573 

----······ 

$ 1,023.045 
26 , '379 

6.538 
175,946 
106,301 

841 
cl2 ,39d 
42,850 

I 

I 
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Storm Damage Reserve 
Med. Ins. Reserve 

Total Current Liabilities 

Working Capital 

H. Tota l Rate Base 

20,953 
8,037 

$1,720,238 

$ 238 , 338 
•••••••••• 

Based upon total test year net utility plant of 
$10,631,575, and working capital of $238 , 338, the total 
jur1sdictional rate base for the test yea r is $l0, L69,913. 

V. FAIR RATE OF RETURN 

The Commission must establish the rate of return which 
the Company should be given an opportunity to earn on its 
investment in rate base. The fair rate of return should be 
established so as to maintain the Company ' s financial integrity 
and o en~blc it to acquire needed capital at a reasonable cost . 

Ca 

The ultimate goal of providing a fair rate of return is 
to allow the utility an appropriate return on its in ~estment in 
ra e base. Because a 11 sources of capital can not be clearly 
associated with specific utility p roperty, the Commission has 
tradit1onally considered all sources of capital (wi t h 
appropriate adjustments) ln establishing a fair r ate of return. 

The establishment of a utility ' s capital structure 
se rves to identify the sources of the capita 1 employed by a 
uti 1i ty, as we 11 as the amounts and cost rates associ a ted with 
each. After establishing the sources of cap1tal, all capital 
costs , including the cost of equity capital , are weighted 
according to heir relative p r oportion to total capital. The 
weighted components are the n added to provide a composi te or 
overall cost of capttal. The weighted cost of capital 
multiplied by the net util1ty rate base produces a n appro priate 
return on rate base , including a return o n equity capital 
Lnvested in rate base. The return is also sufficient to 
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recover the annual cost of other types of capital, including 
de!:> . 

Since a return on all sources of capital is provided by 
this treatment, ac ual debt and similar capital costs are not 
included in the es year operating expenses, but are treated 
•below the l1ne." This insures that such capital costs are not 
double-counted Cor ratem king purposes . 

An appropriate capital structure is both economical and 
safe. Such a capital structure s hould minimize t: he costs of 
cap1tal through an appropr1ate balance bet~een debt and capital 
components, and should bear an appropriate relationship to the 
util1ty's actual sources of capital. 

Ra e o f Return 

I 

Based Jpon our review of the record, we will set a 
m1dpoint of 12.85\ for return on equity, which results in 9 . 01% 
Cor overall required return. The appropnate test year ranges I 
arc th!.!refore 11.85\ to 13.85\ for return on equity and 8.73% 
to 9.30\ lor overall required return. We find that these 
tiguros w1ll allow FPUC the opportunity to rai se capital on a 
fair and reasonable basis and to maintain its financial 
tn .grity. 

Based upon our review of the 
Collowtnq c pttal struc ure components , 
for the tes year: 

record , we approve the 
amounts, and cost rates 

I 
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The per books amounts were taken directly from the 
u illty's MFRs. Amou nts of comrT'on equity, preferred equity, 
and long term debt were adjusted to reflect their ratio at the 
consolidated level after the removal from common equity of the 
ut1l ty's investmen in Flo-Gas, an unregulated subsidiary. 
Subsequent pro rata adJUStments , made to reflect the 
corresponding ad)us ments to rate base, we re allocated solely 
to investor-supplied sources of capital because the utility 
maintained t-he amounts originally allocated to Cus omer 
Deposits, Investment Tax Credits, and Deferred Income Taxes 
w rc th~ actu 1 amounls incurred by the Fernand1na Beach 
Divtston of FPUC. The sole remaining adjustment was made o 
reflcc the reduction to the deferred tax balance discussed 
herein. 

I 

The parties stipulated that the appropriate balance of 
accumulated deferred 1ncome taxes for 1988 is $1,595,425 and 
that the appropriate balance of accumulated deferred investment 

<U: credits (lTC) for 1988 is $653,144, (which 1ncludes 3\ ITC 
of $9,725 and post 1970 ITC of $643,409) both on a 13-mon th I 
average basts. 

Havtng es ablished FPUC ' s rate base and fatr rate of 
return, lhe next step tn the revenue requiremen ts dctLrmination 
is to ascer atn lhe net operati ng income applicable to the test 
period . Operating revenues less operating expenses equals NOI. 

The Compdny ortgtnally proposed a net operating income of 
$746,803 but later revtsed Lhis figu re to $769, 276. 

We f1nd hat FPuc · s estimate of 1990 revenues from sales 
of electricity is based upon reasonable forecasts o( customers, 
KW and KWH billing determinants by rate class, given the 
chacac eristics of each class, with two exceptions. we find 
that the K\oiH project1on for the attrition year fo r the RS-2 
class should be increased by 2,730,139 KWH and the projection 
(or ne RS-1 class should be tncreased by 415,306 KWH. 

I 
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VII. TEST YEAR OPERATING INCOME 

We find the utility ' s test year net operating income to be 
$788,824. Items marked with an astetisk ( • ) were either 
s tpulat d o r he utility ' s f i gures were approved. 

FPUC Commission As 
Reguest Adjustments Adjusted 

( I) •operating Revenues $2 , 796,431 $2,796,431 

(I I) Operating Ex penses 

A. Operat. & Maint. 1 , 157 , 665 {69,452) 1,088,213 
•a. Depree. & Amort. 550,514 550,514 
•c . Taxes Other Than 

Income Taxes 261 , 168 15 , 961 277,129 
D. Income Taxes 

Cur ren tl y Payable 309 , 544 1114 70 321,014 
*E. DcCerred Incorne 

Taxes {Net} {203,1351 (203 ,135 2 
• F. lTC {Net) (26 , 128 ) (2 6 , 128) 
G. Total Operati ng 

Expenses ~2,049,628 §~42, 021} 2 007 ,6 07 

( I I I) Net Opcrat1ng Income $746 , 803 $ 42 , 021 $788,824 

------··-- ••••••••• ••••a••••• 

(I) Operat1ng_Reven~ 

The appropriate amount of test year operating revenue is 
$2,796,431, wh ich 1ncludes two adj ustments. 

(1) R.cmoval o f Fuel and Conservation Revenues and Related 
Ex enses 

The company ma de adjustments to remove fuel and 
conservation r~venues o f $10,617,266, o perating expenses of 
$10 ,4 64 , 954 and reve nue related taxes o f $172,666. These 
adJustments zero out the effect o f fue l a nd conse rvati o n 
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expenses recovered through our cost recovery c 1 a uses, and are 
cons1sten with Commission policy . 

(2) Unbill~d Revenu~ 

The compa ny made an adjustment increasing revenue $2,643 t o 
reflect unbi lled revenues for the test year . This adjustment 
is cons1s ent with Commission policy. 

(II) O..ee rat i nq Expenses 

We find the appropriate 
expense~ to be $ 2,007,607, 
adju~tments noted below. 

A. Q etd 10ns and r-tainten~ 

amount of test 
which includes 

year operating 
comp 1nents and 

We find the appropriate amount of test year O&M expense to 
be $1 , 0 8 8 , 2 13 , w h i c h cons i s t s of the u t i li t y · s j u ri s d i c t ion a 1 
per books fil1ng of $ 11 , 664 , 299 , utility adjustments which 
reduce expense by $ 10, 506 , 634 and additional adj us tmenls which 
reduce expenses by $ 69,452. 

(1) Trans~tation Expenses 

The company made adjustments i ncreasing operating and 
ma tnlenance expens~ by $7, 516 and $5,144 to correc the 
amount of transportat1on e xpe nse allocated to the regulated 
el ctric ope r ations. The company allocates all vehicle 
expenses to the electric or water ope r ations on an hours 
used basis. The hourly rate is determined by dividing the 
tot 1 mon hly transportation costs by total vehicle-use 
hours, which include expenses to operate large bucket 

rucks for t he e l ectric ope r ation. The adjustment 
tncreascs electric e xpenses to recognize that t he costs 
assoct Led with these l arge trucks benefit only electric 
operltions . We t herefore approve Lhe increase of O&M 
expenses by $12,660 to realloca te transportatiOn expenses 
to electr•c opera ions. 

I 

I 

I 
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(2} Ou_t of Petiod P~roll Expenses 

The uLil1ty made an adjustment to increase operating 
exrenses by $ 11,454 and r educe maintenance e xpe nses by 
$5,130 for an out o f period payroll e xpen se . Since this 
adjustment removed the effects of an out o f period e xpense 
1n the test year, ~e accept them, and increase O&M expenses 
by $6, 324. 

(3} Charitable Con ributions 

The company made an ad)uslment reducing e xpe"lses $1, 100 
o remove chan table contribu tions from O&M e xpl.!nse . This 

adjustment 1s consistent with Commiss1on policy that such 
con r1bu tons be borne by stockholders rather t h an 
C<Jtepay rs. 

An adjus rrent 
annual accrual 
$6,670, which is 
past three years. 

was made by the utility to reduce 
for Uncollectible Accounts Expense 
equal to the average charge-off for 

the 
by 
he 

The Commtssion audit team staled i n its audit report of 
fPUC that "The company averaged the c harge otf rate of 
uncollecttbles for 1986, 1987, and 1988 to arrive at a 
. 1680 ra e for the test year. This rate wa s used t o 
compute the MFR uncollectible expense on Schedule C-2e . If 

he actual 1988 c harge off rate o f .2 102 is used in this 
ave r age tnstead of the nine months calculation of . 2372 , 

he aver3ge of the three years is reduced to . 1590. " 

The proforma revenues of $13,411,0 54 times the rate of 
.1590 is $ 21 , 319. T h is amount less the actual expense of 
$ 29 ,20 1 results in an adjustment of $7,88 2 . The company 
ild)us men was $ 6,670 , so we therefore make an additional 
adjustment of $ 1,212 , for a total reduction of $7, 882 . 

(5) P'uel_ Tnventof_Y 

Duong the tesl year , the corr.pany retired its diesel 
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g nera ling un 1. ts and acco rdi ng1y wrote off to expense its 
remaining Cuel inventory. Since this was a non-recurring 
expense, lhe company reduced expenses by $ 2 ,990 to remove 
the effects of this item. 

(6) Pow~r Supply Study Amortization 

The utility's ftanchise agreement with Fernandina Beach 
requires the utility to employ a consultant to determine 
he best wholesalt: supplier of electricity. The ma ximum 

term of future wholesale contracts cannot exceed five years 
unless both parties agree. Additi onally, befo .. e FPUC may 
contract for the purchase of wholesale power, it must 
provide a copy of the consultant's report to the city for 
review. The city then submits a recommendation to the 
ulllity. 

Durtng the test year, the company retained the services 
of Stone & Webster to prepare the report required by the 
agreement, a a cos of $4 5,395 . In its original filing, 
the company proposed amortizing this amount over four years 
at $ 11,349 a year , which would reduce expenses by $34 , 046. 
S1nce the maxtmum term of any future wholesale contract is 
f1ve years, we approve the parties · stipulation to amortize 
this amount over five years, which results in an annual 
expense oC $9,079. This creates an additional reduction in 
test year expense of $ 2 , 270, for a total reduction of 
$36,316. 

(7) Trans~ormer Rewinds 

FPUC expensed the 1980 and 1981 rewinding of two large 
distribution transformers at a cost of $119 , 000 . 
Currently, according to FERC plant accounting instructions 
and Rule 25-6.0142(5}(c} , Florida Administrative Code, 
expenditures which provide "substantia 1 betterment .. s hould 
be capitalized. FPUC initially requested a test year 
adjustment of $ 19 , 610 to Account 592 (Main tenance of 
Distribution Equipment) i n an attempt to norma lize the 
expendi ur~s over a ten year period. The company agreed to 
reduce this request by $15,388 because future rewindings 
will be capitalized. The remaining requested amount of 
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$4, 222 applies to annualization of expenditures no related 
to rewinds . we the refore find it appropriate to reduce 
Account 592 by $15 , 388 to remove the expense of the 
~ransformer rewinds . We find that future rewinds s hould be 
capt tali zed. 

(8) Transmissio n and Distribut1on System Grounding Costs 

FPUC requested an $11,293 test yea r adj ustment to 
Accounts 593 and 594 to amortize $56 ,46 5 o f Transmission 
and Distr1bution s ystem grounding costs ove r a five year 
period. The company performed the grou nd ing on t he 
extst ing s ys tem to bring it up to a standard ~~ ich meets or 
e xceeds the National Electrical Safety Code. The grounding 
projec added ground wi res and/or ground rods to existing 
overhead conducto rs which were placed in service prio r to 
Jul y 1, 1986 , the effective date of the Commission' s 
adoption of the Na t1onal Electrical Safety Codes . All 
cons ructi on after this date must be buil t in compliance 
w1 h the safely code. 

We find that the grounding wires and rods improve 
rcli01bi l1Ly and rep resen t an improvement to Lhe s ys tem , so 
the e xpense should therefore be capitalized pursuant to 
Rule 25-6 .0142{5){c), Flo rida Admini st ra tive Code . We 
therefore deny t hi s request and wi 11 reduce Account 593 by 
$4 , 301 and Account 594 by $6 , 992. 

(9) Dist ribu~1~ole Relocation Cost 

FPUC incurred costs of $ 23 ,812 t o move approximately 45 
e x1 s ing po les one to four feet to accommodate a state road 
widening project . The company pro posed a f1ve year 
amortization of this expense , and requested a $4,762 test 
year adjustmen to Account 593.1, Maintena nce of Overhead 
Ltn We ftnd t ha t the $4,76 2 should be removed fr om 
Account 593 .1. The utility has not incurred similar costs 
durtng the prior ten yea r s and does not pro ject additional 
po le reloca ions in t he future . we further deny the 
uttlity's request to amo r t ize this i so lated no n- recurring 
cos oveL the reques ed five year period. 
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(lO)T~nsfocm~ Cabinet Rebuildirrg 

FPUC origtnal ly requested an additional $20,000 foe 
Account ~95, Maintenance of Transformers. We approve the 
parties' stipulatton hat the utillty reduce this account 
by $10, 000, as the expense associ a ted with the rebuild i nq 
of th se large transformers should be capitalized and 
amortizeJ over their useful lives. The $10,000 remaining 
in the ac~ount is proJeCted Cor replacements of transformer 
cab1ne s corroded from the salt air environment . 

(1l)Error in Forecast of Meter Charges 

FPUC orig1nally requested $39,726 for Account 586, Meter 
Expense. The u i ltty later indicated that the forecast 
tncluded me ers charged in error, and we therefore approve 
he parties' stipulat1on to reduce this account by $1 5 ,000 

based on this error. 

(12)Re ro~2ective Insurance Refund~ 

Account 925 .1, Injuries and Damages, covers expenses 
incurred Cor purchas1 ng various forms of insurance to cover 
property owned by the company. Periodically the company 
receives partial premium r efunds if losses incurred we re 
less t han projected. Such refunds occur o n a regular 
basis. We t herefore find it necessa ry to adjust the year ly 
insu rance expenses by $7,527, rep resenti ng a five year 
average of re trospective premium refunds allocated to the 
Fernandtna Beach electnc operations. we find that a five 
year average is sufflcient to allow any unusually low O t 
htgh refunds to be no rmal ized, and more closely 
pproximates the yearly insurance e xpenses incurred by the 

utillty. 

(13)~m£loyee Newsle te r Expense 

Duri ng the 1988 test year, $2,000 was allocated to the 
Fernandina Beach Elec ric Division for expenses incurred by 
an outs1de f1rm in prepartng an employee newsletter. Since 
the pr pat tion of the newsletter by the outside firm has 
been discont1nued, the parties stipulated that expenses 
s hou ld b~ reduced by $2 ,000. 

I 

I 

I 
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(l4)0&M Benchmark Calculation and Adjustment s 

The company filed its O&M benchmark ca leu la t ion on MFR 
Schedule C-16 , together with a justification of O&t-1 
expenses exceeding the benchmark on a functional basis. 
The company calculated a $71,367 total variance. After 
adjustments, the variance was $ 17,970 , which we approve. 
The benchmark calculatio n by functional area is discussed 
below. 

(a) Other Power Generation 

FPUC is under its benchmark oy $ 2 , 6 ~5 
function, so no adjustment is necess ary. 

(b) Other Power Supply 

in this 

All purchased power costs contained in this account 
are recovered through the Fuel Adjustment Clause . 

(c) 

FPUC is over benchmark $16 , 091 in this fu nction. We 
reviewed the justification provided and found this 
amounl to be reasonable for the maintenance of the 
transmission lines and s ubsta ion. No further 
adjustment is necessary. 

(d) Distribution Expenses 

The company calculated a $46,48 7 benchmark variance 
for this function. After making specific adjustment s 
for transformer rewinds, transfo rmer cabinet rebuilding, 
and an error in the forecast of meter charges, discussed 
above, the adjusted vatiance wa s $6 , 099. Other 
adjustments for transmission and distributi on s ystem 
grounding costs and distributio n s ystem grounding costs, 
also discussed above , result in a negative variance of 
$9,956. 
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(e) Custom~r Account~ 

FPUC calculated a negative $41,466 benchmark variance 
for th1s function. After adjusting for uncollect tble 
expense as previ ously di scussed , the adjusted variance 
is negative $42,678. No further adjustment is necessary. 

(f) Customer Service 

The company is under the benchmark by $399 in this 
funct1on. No adjustment is necessary. 

(g) Sales 

FPUC is $275 over benchmark in this function . This is 
an irnmalerial amount which we accept without adj ustment . 

(h) Adrn1nistrat1ve and General 

I 

The company calculated a $53 , 204 benchmatk variance I 
for th1s function. After adjusting for power supply 
study amort1zation, retrospective insurance premium 
r unds and employee newslett~r expense, as noted above , 
the adJusted variance is $41,407. 

The ulility submitted jusLiC1cation for this variance 
on t<tFR Schedule C-16G , page 4 of 4, which included the 
followtng three items: 

Liabil1 y Insurance 
Proper y Insurance 
~1edtcal Insurance 

To al 

$109,400 
6,700 
4,100 

$120,200 

The uti lily sla ed that these expenses have increased 
at a rate wh1ch exceeds the Consumer Price Index and 
customer growth, and that the increases are due to 
" ... unfavorable industry loss and earnings experience 
(liability and property), and increased utilizatio n of 
benefits (medical) .... " The utility has instituted 
~ed1ca1 1nsurance cost containment measures i ncluJing 
increased deducttbles, increased employee ptemiums for 
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dependent coverage, and limits on certain medical care. 
we find that he utility has justified the variance of 
$41,407. 

B. De~ ~ion and Amortization 

The total per books jurisdictional depreciation and 
mort1zat1on expense for 1988 was $544,697 . Stipulated 
~djus mens reduced deprecia ion expense by $5,314 to reflect 
deprecta 10n on water operat1ons property and tncreased 
depreciation expense by $11, 131 to reflect the expense 
associa ed wi h the allocat d portion of the general plant 
located in West Palm Beach. We therefore find the correct 
amount of depreciation and amortization to be $550, 5 14. 

C. Taxes 0 her Than Income Taxes 

We find he ppropr1ate amount of taxes other than income 
to b $277,17.9. The utility accrued real and personal property 
taxes of $170,050 for the test year. Comm1ssion Staff audttors 
calcula ad a $ 186 , 051 expense from actual tax bills, which 
increas s the company·s calculation by $1 5 , 961 for the test 
year, and by $17,953 for the attrition year. 

The ulllity made an adJustment allocating $4,482 to the 
Fernandina Beach Division Cor its pro rata share of property 
taxes on the West Pa1m Beach general office building, which is 
sinnlar o he adjustment made in the Marianna Division rate 
case {Order No . 21532, Docket No. 880558-EI) and was agreed 
upon by he part1es. 

FurthPr, a portion of the local office facilities are 
allocated o the utility •s regulated water op rations. 
Accordingly, the utility made an adjustment reduc ing expenses 
$H3 to clim1nate property taxes on this property, which wa s 
agreed upon by the parties. 

D. Incom Taxes Currently Pa able 

The company repor ed cur rent income tax expense per books 
ot $ 283, 1..4 n MFR C-2d {$240,650 federal and $4 2 ,474 state). 
This was 1ncreased by $ 27,561 for pr1or year adjustm~nts, 

207 



208 

DOCKFT NO. 8810S6-EI 
ORDER NO. 22224 
Page 22 

increased by $ 24,931 for the tax effect of other NOI 
ad]us ments , and decreased by $ 26 , 072 for interest 
r conciliatton and ITC tnterest synchronization. The resulting 
jurtsdicttonal adjusted e x pen se in the original filtng was 
$309,544 {$267,949 federal and $41,595 state). Our NOI 
adjustments increased cur rent tax expense by $20,129, and 
in crest reconcil iation a nd synchronization adjustments based 
on the approved capital structure is $( 8, 659) . The correct 
current income tax expense for 1988 is therefore $321,014. 

E. Deferred Income Taxe~~ 

The appropriate amount of deferred incomr 
($203 , 135). consisting ot $(178,262) fe;deral ar1d 
st e. 

c. 

taxes is 
$( 24 , 873) 

we approve FPUC's original filing amount of ($26,128) of 
investment ax credit. 

G. Total Operat1n Exeenscs 

B sed on he abov(.> figures we find the appropriate amount 
o f sl year opeta ing expenses to be $2,007,607. 

(Ill) Ne 0 crating Income 
Based on our flnd1ngs and the st1pulations noted above, we 

find fPUC'; 1988 NOI to be $788,824. 

VIII . TEST YEAR REVENUE DEFICIENCY 

Based on he foregotng determinations of ra te ba se , and 
cos oi capital, we have established FPUC ' s test y ear revenue 
dPf1ciency to be $311 , 926. 

Th appcopr1ate 
yc a r i s 1 . 6 3 2 6 as 

kes into account 
during 1989 when 
increas •d regul o ry 

revenue expansion factor for the 1988 test 
shown o n the following chart . The facto r 
th 34\ f ederal income ta x rate in effect 
he revenue will be collected. and the 

ssessmcnt fee. 

I 
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Application of Revenue Expansion Factor 

Revenue Requirement 
Uncollect.b1e Accounts 
Gross Receipts Tax 
Regulatory Assessment Fe~ 

Net BeCore Income Taxes 
Slate Inccme Tax Rate 

Slate Income Tax 

Net Before Federal Income Tax 
F decal Tax Rate 

Fcd•ral rncome Tax 

Net Ope rating Income 

Ne Operating Income Multiplier 

100.0000 
( 0 . 1680 ) 
{.! .500000) 
(0 . 125000) 

98 . 20 70 
5 . 5000\ 

5.4014\ 

92.8056 
34 . 0000\ 

31.5539 

61. 25 17 
--···-······ 

1.6326 
·---·-······ 

IX. ATTRITION YEAR RATE BASE 

FPUC bas ed its attrition year calculation on the yea r 
nding Seplembec 30. 1990. Based on the stipulated and 

con tested adjus ments discussed below, we f ind the approp riate 
a r1tion year rate base to be $1 2 , 157, 767. The items marked 
w1Lh an ast.erisk ( * ) were either stipu lated or the uti l ity ' s 
t1gure~ were approved. 

FPUC Commission As 
Reguest Adj ustments Adjusted 

*A. Ut1li y Plan -
tn-Secvi ce $17 , 229 , 216 $ ( 300 , 772) $16.928,444 

•a. Accumula. Depree . 
& Amortization 4 , 292 , 649 71,581 4,364,230 

•c . Cusl. Advances 
Cor Construct. 631(289 pa ( 218 603,071 

20 9 
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•o. N t Uttltty Plant­
tr-Servtce 

Working Capital 
To al Rate Base 

$1 2 ,30 5 , 278 $(344,135) 
630,725 ~34,101) 

~$-12~.~9~3~6~.003 $(778,236) 

A. U j_lity Plant-In-Serv~ 

$11, 961,143 
- 196,624 
$1 2 ,157,76 7 

Attr1 ton year plant-in-serv1ce of $16, 928 ,444 1ncludes 
electric pl nt of $17,216,271 , allocation of local office plant 
to he wa er opera •on of $(194,917), a $207,862 allocat1on of 
general ottice common plant, and an adjustment reducing 
pl nt-in-servtce by $300 ,7 72 due to utility o ver-projections . 
w used June, 1989 plant figures to ar .. ive at . he adJustment 
tor ov r-projecttons, as those were the most current and up to 
da~ f1gures ava1lable at the time of the heartnq. 

B. Accumula cd De£reciatton and Amortiz~tio~ 

B.lsed o n our finding that projected plant-ln-service is 
$16.928,441, we flnd the rela ed accumulated dep reciation is 

4,364,230. FPUC r1ginally proJected accumulated depreciation 
assoc1ated wtth plant-in-service to be $4,29 9 , 265. The compa ny 
reduced dcprcc1at1on by $63, 275 for plant allocated to its 
water utility, and i nc rea sed depreciation by $56,6 59 for common 
plan allocated to the Fernandina Beach ope ra tion. These 
ad)ustr- nts ace conststcnt with adjustments made ir. prior rate 
c ses wtth o her operattng divisions of the utility, and we 
accept theM. After fillng its MFRs, the utility increased 
accumulatt!d d prec1a 10n by $7 5 ,479 because it under-budgeted 

he d prec-tatton r eserve balance, and increased common plont 
ccumula ed depreciat1on by $3,898 because it over-budgeted 

clo,tngs o plan -in-servtce . These adjustments reflect the 
most up to date plant-in-serv1ce data ava1lable at he time of 
heartnq, and wP. accept them. 

we find he approprtate amount of customer advances to be 
$603,071, b sed on the uttllty·s fllinq of $ 631,289 , which it 
Ia er decreased by $28,218 due lo over-budgeting of closings to 
pl n -in-service. 

I 

I 
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Based on the deduction 
util1ty pl1nt-in-serv1ce in 
$11.961,143. 

discussed above, 
the attcilion 

we find 
year to 

net 
be 

E. Woe k...!.!!.9.. £!£i ~ 

The ut i lity cldimed an attrition year working cap1tal 
allowance ot $630 , 725, wh ich we adjusted to $ 196,624 as follows : 

(1) Nel fuel and Conservation Overrecoveries 

As discussed in connection with test year working 
capital, fPUC takes the pos1tion that net fuel and 
conservation overrecoveries of $3 23,550 should be 
excluded from the working capital calculation . We 
dtsagreP, and find that net fuel and conservation 
overrecoveries should be included as liabilities in 
working capital, which therefore reduces working 
capital by the amount of the overrecover ies . 

( 2) Una"!Q_[ ..J.1:ed Rate Case Expense 

fPUC claimed that unamortized rate case expense of 
$61,191 should be included in attrition year working 
capital. Tre utility believes that any reasonable and 
necessary cost of doing business which was paid prior 
to rccetpt of rate relief should be allowed, which 
lhcn impl1es a carrying cost associate d with t he 
unamortized balance. However, consistent with current 
Commisston policy, as noted in Order No. 14030 , Docke 
No. 8·;0086-EI, and as followed in Order No . 21532, 
Docket No. 880558-E r { fPUC · s recent Marianna Divis ion 
rate case), we find that unamortized rate case expense 
should be excluded from the calculation of working 
capital, whtch reduces the utility's originally 
requested amoun by $61~191. 

(3) StQrm Damage Reserve 

fPUC claimed a 
which would reduce 

storm damage reserve of $191300 1 
attritton year working capital . 
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The reduction is based on a requested expense of 
$ 54,050 for a Provision for Property Insurance, 
d1scussed below. Based on our decision to allow a 
$2 1,625 annual expense for the Provision Cor Property 
In!.urance, we find it is appropriate to include o nly 
$10,81 2 in lhe calcu lation or working capital. which 
will require a n adjustme nt increasing working capital 
$8,488. 

(4) Pr ~id Pension 

Fot the 1990 allrit1on year, the company originally 
included $27,884 in working capital for prepaid 
pensions. we find it necessa r y to in cease working 
capltcJl by $3,395 in prepaid expense , which results 
from recognizing negative pension expense of $3,269 i n 
Lhe attrition year. 

(5) Correc ion of Errors 

Dur1ng the historical test year ended Seplember 
30, 1988, lhe utility made several errors in 
calculating its working capital allowance, which have 
been cor rec ed as noted herein. We have determined 
tha in lhe account, Accumulated Provision for 
Uncollectibles, the error was confined to the test 
year only, since the account was compuled 
independ~ntly o( the test year and was not trended to 
the attrition year. No adjustment to lhis account is 
therefore necessary . However, Account s Payable were 
tr~nded from the test year to the a tr tt ion yea l , 
us1ng pro)ec ed revenues . Since an ad)ustmen was 
made to increase revenues and the related revenue 
trend factor, Accoun s Payable have been increased by 
$429 to $4 0,189. 

(6) To al Wo rktng_Ca_E.ital 

aased o n the foregoing adjustments, 
the appropr1ate attrition year working 
$ 196,624, as shown o n the foilow1ng chart . 

we find that 
capital is 

I 

I 
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WORKING CAPITAL 
13 MONTH AVERAGE - JURISDICTIONAL AMOUNT 

YEAR ENDED SEPTEMBER 30, 1990 

CURRENT ASSETS 

Cash 
Sink i nq Fu nd 
Working Funds 
Interest Special Deposits 
Divided Special Deposits 
Customer Accounts Receivable 
Accum . Prov. for Uncollectibles 
Materials and Supplies 
Income Tax Receivable 
Prepayments - I nsurance 
Prepayments - Pensions 
Prepayments - Other 
Clearing Accounts 
Temporary Facilities 
M1sc. Deferred Debits 

Total Current Assets 

CURRENT LIABILITIES 

Accounts Payable 
Salaries & Wages Accrued 
Other 
Taxes Accrued 
Interest Accrued 
D1vidends Accrued 
Tax Collections Payable 
Vacation Pay Accrued 
Storm Damage Reserve 
Med. Ins . Reserve 
Audit Fe~s Accrued 
Over recovery 

Total Current Liabilities 

Workjng Capital 

At10UNT 

$ 172 , 653 
2 , 931 
l, 614 
3,165 

25 , 951 
1,281 , 356 

(38 ,7 79 ) 
510,506 

0 
74,343 
31,279 

0 
0 
0 
0 

$2,065,019 

$1,063 , 864 
28,877 

7 , 167 
174,854 
139 , 561 

696 
44,090 
46 , 908 
10 , 812 
19,810 
8,206 

323,550 

$ 1,868,395 

$ 196,624 

----······· 
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F. Total At rit ~_n Year Rale Base 

Based upon total attrition year 
$11,961,143, and work1ng capital of 
att riti on ye r rate base is $ 12 , 157 ,7 67 . 

nel u ility 
$196,624, 

X. ATTRITION YEAR COST OF CAPITAL AND 
CAPITAL STRUCTURE 

plant of 
the tot a 1 

Consistent with our decision regarding the test year, we 
f1nd hat the appropriate attri ion yea r return on equity to be 
12.85\, w1 th a range of 11.85\ to 13 .85\. Based on our review 
of the record, we will set an attrition year midp 1i nL o f 9 . 25\ 
for overall cos t of capi al. 

Based upon our rev1ew of the record, we approve the 
fo l lowinq cap1Lal structure components, amounts . and cost rates 
for th attrition year : 
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The per books amounts in the above chart were taken 
direc ly from FPUC's MFRs. The adjusted amounts of common 
equ1ty, preferred equity, and long-term debt reflect their 
ratio a the consolidated level after the removal of the 
ut1lity ' s investment. in Flo-Gas , an unregula ed subsidia ry, 
directly from common equity. Subsequent pro rata adjustments , 
made t.o ret lect he corres ponding adjustments t o rate base, 
•..terc allocated solely to investor-supplied sources of capital 
because t.he Jtllity maintained the amounts originally allocated 
to Customer Depostts. Investment Tax Credits and Deferred 
lncome Taxes were the actual amounts incurred by the Fernandina 
Beach Divis1on. The sole remaining adjustment was made to 
retlect ou r reduction to the deferred tax balance. 

The ut1lity's 13-month average deferred income tax balance 
in its original filing was $1,57 6,828 . p rojected as of 
September '30, 1990. We made adjustments totalling ${17,0 15) on 
a 13-month average basis for the deferred tax effect of our 
ad)ustmer ts to he Provision for Storm Damages, Rate Case 
Expcn~e, and he Prepatd Pension balance. The approved capital 
s ructurc also includes accumulated deferred investment tax 
c tedt s Cor 1990 of $5C4,9'13, c0nsisting of 3% investment tax 
c r dit of $7,404 and post-1970 investment tax c redit o f 
$587,438. 

Deferred Taxes 

The approved captta l structure includes accumulated 
det~rred income taxes foe the year ending September 30 , 1990 , 
of $1,555,810, on a 13-mont.h average basis. As a result of the 

ax rate ruduct.ion of he Tax Ref orm Act of 1986 , FPUC 
ccumul~ cd excess deferred taxes which had been collected from 

cus omers when the Federal income tax rate was higher. IRC 
Sec 1on 203(e) cequi res that deferred taxes in excess of the 
new ra e and rela ed to deprec1a t1on method and life of publi c 
u i lity property be flowed back using the average-rate 
as~umpl1on method. Under this me hod, the "unprotected" excess 
in the re~crve is reduced over the remaining life of lhe 
relat d property, beqinning in the year in which the book 
deducttons exceed the tax deductions, and conttnuing over the 
remaining llfe of the vintage year. Other deferred taxes, such 
as those C~"Sulting from book/tax basis differences , are 

215 



216 

DOCKET NO. 881056-EI 
ORDER NO. 22224 
Page 31 

Munprotec ed" in that t he Code does not restocl the time 
period Cor wr 1 1nq them back. The requ i cements of the Code 
must be met in the treatment of the protected balances . 

We find that the appropriate excess deferred tax expense 
adjus ment required Cor 1990 is $(8,005). 

XI. ATTRITION YEAR NET OPERATING INCOME 

I ems marked with an asterisk ( •) were either stipulated 
o r he utility's figures were approved. 

FPUC Commission As 
Request Adius tmeJ:!.l§. Adjusted 

(I) Opernt:ing Revf"nues $2 ,877,047 $33,028 $ 2,910 ,075 

(II) Opera 1 ng Expenses 

A. Operate. & to\ a 1 n t. 1.329,387 (85,613) 1 , 243 ,774 
•e. Depree. & Amort. 625 , 778 (10,952 ) 614 , 826 
c. TcJXCS Other Th~n 

Income Taxes 294,121 11,438 305 , 559 
D. Income Taxes 

Currently Payable ( 9 , 489) 45,686 36 ,1 97 
E. Deferred rncome 

Taxes (Net) (20,147) (8,005) (28,15 2 ) 
• F. Amor of ITC p 1' 541) {3 1' 54 1 ) 
G. Total Operating 

Expenses ~2,188,109 (47 ,446l 2 140,663 

( I I 1) Net Operal1ng Income $688,938 $(80,474) $769,412 

···------·· ······--·:z 

We find the approprtate amount of attrition year operating 
re venue to be $2,910,075. 

I 

I 
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The company's or1g1nal filing included $ 2,877 ,047 1n revenue 
from sales of electricity and $15 ,050 in other operating 
revenues. This amount did not include an adjustment for 
unbllled revenues, which the parties agreed should be made in 
the amount Ol $2,145. As discussed belo w, we also 1ncreased 
revenues by $30,883 and increased related revenue taxes by $502 
to adjust projected KWH sales . 

(II) Operating Expenses 

We Cind the appropriate amount of attrition year operating 
expen;:.es to be $2,140,663, which i ncludes the components and 
adjustments no ed below. 

A. 0 erations and Matn~n~ 

FPUC cla1med attrition year O&M expenses of 
$1,329,387. We find that ce rta1n adjustments to this 
f1gure arc necessary. Our adjustments total $(85,613), 
so we will therefore allow $1,243,774 in O&M e xpenses . 

(1) Ace unt ~28.1- Provision for Property Insurance 

FPUC requested an annual allowance of $ 54 ,050 
to provide for a reserve for Property Insurance 
(also known as a storm damage reserve). This 
amount was based on the loss experience in the 
utility·~ Marianna Division (rom Hurricane Kate in 
1985, which is the on ly experience that the 
company has had in several years with a major 
storm. This storm caused damages of $173,000 i1 
1985 and 1986. Expressed in 1989 dollars by using 
custome r growth and the Consumer Price rndex , the 
cost would be $216,200. FPUC divided this amount 
by four years and requested an annual acc rual of 
$54,050 1n this account. The utility was granted 
only a $17,300 accrual in the Marianna rate case, 
but requested a greater accrual f o r Fernandina 
Beach duP to the a rea · s seas ide location and 25\ 
larger gross plant investment. 
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Rule 25-6 .0143, Florida Administra tive Code, 
Use of Accumulated Provision Accounts, discusses 
establishment of Account No. 228 . 1, Accumulated 
Provision for Property Insurance (previously known 
as Storm 
Damage Reserve) . As set forth in the rule, this 
account may be established to provide f o r losses 
through accident, fire, flood, storms, nuclear 
accidents and similar type hazards to the 
utility ' s own property or leased from others, 
~hich is not covered by insurance, and would 
1nclude provision for deductible amounts contained 
1n property loss insurance polices. The rule 
directs that a schedule of risks be maintained 
91ving a desc ription of propertv involved, 
character of risks covered, and accrual rates. The 
accoun s hall be charged for all l osses not 
c overed by insu ranee in accordance with the 
schedule of risks. 

I 

The utility has pro posed a level o f expense I 
based on one storm four years ago . The c ompany 
does not have adequate records to support actua 1 
damages from o th,er storms in prio r yea r s. In 
addition, information was not furnished to support 
loss exper1ences related to hazards , ot her than 
hurricanes, which would be included in Account 
228.1, Accumulated Provision f or Property 
Insurance . 

As we stated i n Order No. 21532 in he 
Marianna rate case, we feel that it is appropria e 
lo normali ze expenses caused by unusual events 
such as sto rms , and therefore will allow the 
utility to establish this accoun However, 
although we find that the utility' s request of 
$54 ,0 50 annual accrual to thi s account i s 
e xcessive, we will allow an annual accrual of 
$21, 625 , which is 25\ larger than that allowed in 

he Mari a nna ra te case. 

I 
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(2) Pension Expense 

Attrition year pension expense is based on a 
$( 39 , 269 ) estimate o f annual pension cost 
contained in a May 24, 1989 letter from t he 
utility ' s consulting a~tuary (Exhibit 114). 
$(3,269) of this amou n t was allocated to 
Fernandina Beach based o n payroll. 

(3) Rate Case Expense 

As we pointed out in Order No . 21532 , rate 
case expense is normally amortized over the 
expected period between rate case fi l ings. There, 
we found that a five year amortiza tion period was 
reasonable for FPUC. We similarly find it to be 
appropr1ate herein . If the company requests 
another rate increase in less t han five years and 
carries an unamortized balance o n its books as a 
result of this case, we will consider approp r iate 
treatment of the ba lance at that time. 

Here , as in the Maria nn a rate case, FPUC 
projected its rate case e xpense, and later revised 
it upwards to reflect actual cost. Consistent 
wtth our acttons in the Marianna case, we do not 
feel it wise to allow FPUC to increase the 
pCO)ected amount i n t h is cJccount and ignore the 
poss1b1llty that projected amounts in other 
accounts may have decreased. We will aLlow the 
origi nal ly projected $77,4 32 as rate case expen se 
amoct1zed ove r five years. Attrition year expense 
is therefore $15 ,48 6 , a nd O&M expenses will be 
reduced by $ 10 , 325 . 

(4) Trend Effects 

In deriving att r ition year O&M expenses , FPUC 
onginally projected that payroll increases would 
average 4. 5\ in 1989 a nd 5. 6\ i n 1990. Public 
Counsel ' s witness, t1c. Dittmer , testified to three 
different percentage projections of payroll, 
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depend1ng upon timing differences for 
1mplemenLation. We adopt the lowest percentage, 
4 . 29'\ , as a conservative approach, and note that 
the dollar difference between the high and l ow 
percentages is only approximately $1,000 . 

Therefore, the approptiate trending factors 
a ce listed in the chart below: 

Projection Years 
Trend Basis Key 1989 .!.290 

No Trend Basis 0 0.00\ 0.00\ 
Inflation Only 1 105.00 109.62\ 
Customer Growth 2 103 . 91\ 107.33\ 
Payroll Increases 3 104.29\ 109.47\ 
Sclles/KWH 4 103.46\ 102.72\ 
Revenues/Ss 5 101.57\ 103 . 99\ 
Plant 6 104 . 94\ 112.51\ 
Inflation X Cust. Growth 7 109.10\ 117 . 66\ 
Payroll 
0 her 

X Cust. G r ov1lh 8 108 . 37\ 117.49\ 
9 VARIOUS 

Since the utility projected 1990 exiJenses, it 
is necessary to use various factors to recognize 
th1t econom1c and specific company events affect 
the amount of charges incurred in the course of 
conducllng business activities. We did not accept 
th~ utility's trend factors for Plan t-Net and 
Payroll. Payroll X Customer Growth therefore also 
changed . Since known test year figures are 
multiplied by certain factors t o calculate ~ 
projected figure o ne or two years in the future, 
it is necessarily o n l y an approximation of the 
actual number . Not to use the most current 
figures ava1lable for such items as plant or 
payroll changes would further distort the 
pro) eclion . Using current facto t s will tend to 
more closely approximate actual 1990 e xpenses . 

I 

I 

I 
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{4) ln!Y.rance Expense 

FPUC originally estimated $ 132,893 for 
attrition year Injuries and Damages expense. At 
the time it filed MFRs, the utility had not 
received the actual costs of the insurance 
prem1ums Cor various liability policies. 
Subsequently, the utility received notice that it 
would have lower insurance p r emiums for the period 
March, 1989 to March, 1990, which necessitates a 
$10,306 reduction to O&M expense . 

B. Attrition Year Depr~c1ation and Amortization 

The appropnate amount of attrilion year depreciation and 
mo r izat1on expense is $614,826, which includes a reduction of 

$10,952 o adjust for plunt-in-service below projections. 

C. A trition Year Taxes Other Than Inc~ Taxes 

FPUC otiginally calculated attrition year Taxes - Other as 
$ 294 .121. We flnd that lhis expense should be increased by 
:.£1, 126 to tetlect the recen increase in the regulatory 
assessment fee trom 0.000833 to 0.00125. When adjusled by the 
applica~le rend factors , as shown below , the appropriate 
amount of Tax<.s -Other is $305,559 for the attrition year. 

'[ype o f Tax 

Federal Unemployment 
5 a e Unemployment 
FlCA 

Stat Intangible 
Regulatory Asses~~ent Fee 
Real and Personal Prop. 
Sl Gross Receipts 
Emergency Exc1se Tax 

TOTAL 

Trend 
Basis 

FLAT 
FLAT 
RATE !NCR./ 
Payroll 
Revenue 
RATE !NCR./ 
Plant-Nel 
Revenue 
ACRS 
Depree 

1990 
Attr. Yr. 

$ 81 
as 

42,425 

760 
3 ,777 

213,533 
42,426 

2,472 

$305 , 559 
····--·-
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D. 
E. 

The company requested tax 
which Included current tax of 
${20,147) and lTC of ${ 3l , S4l). 

expense otall ing $ {61,660), 
$( 9,489), deferred tax o f 

We made an adjustment of $44,46 2 to he requested current 
ax expens~ (or the Lax effect of previously-discussed 

adjus men s ~o revenues and expPnses. The tax effect of 
in r s reconc11i tion a nd interest synchronization 
~d)us mcnts , calculated together, incre~sed curren ax by 
$1,224, for J otal curren tnx expen&c of $36 , 197. 

\~· tind h,• approptialf' deferred income tax expense for 
1990 to be $( 28,!52 ) . Tht <> reflects a reduction of $8,005 
($6,835 Ceder l and $1,170 state} Cor the write back of excess 
Jt>ferted taxes. 

I 

FPUC made adjustments to its original filing to reflect. I 
the some basic methodology as that we approved for the Marianna 
division. The unptotec ed property-related deferred taxes are 

urned around 1n the 1car 1mmediately after t he asset is placed 
in serv1cc and are returned over the life of t he related 
properly. Th protected property-related deferred taxes are 
turned arounJ ustng the average rate assumption method and are 
re urned over the remaining life of the property . 

F. ~or iza ton of Investment Tax Credits 

Th' pro[ r amount of 1nvestment 
expense is {$31,541}. 

ax c red 1 t a mo r i z a t ion 

G. Net OQ~rat1n Income 

Based on our tindtngs and the sttpulations noted above , we 
t tnd FPUC ' s a rition year NOI to be $769,412. 

and 

XII . ATTRITION YEAR AND TOTAL REVENUE INCREASe 

Based on the foregoing delerminal t o ns of 
cos of r:apital for the attritio n year, 

rate base , NOI 
we f ind FPUC ' s 

I 



I 

I 

I 

DOCKET NO. 881056-EI 
ORDER NO. 22224 
Page 38 

requJCed revenue increase for the attrition year to be 
$267,947. Added to the test year increase of $311,926, we 
approve a total annual revenue increase oC $579 ,872 . 

We have used the sti pula ted revenue ex pans ion factor of 
1.6326 for th~ attrition year as shown on the following chart. 
The tdc oc akes into account the 34\ tederal income ta x rate 
in etc~ct durtng 1990 when the revenue will be collected, as 
well as the 1ncreased regulatory assessment fee . 

Cos 

Application of Revenue Expansion Factor 

Revenue Requirement 
Uncollectible Accounts 
Gross Receipts Tax 
Regulatory Assessment Fee 

Ne Before Income Taxes 
State Income Tax Rate 

State Income Tax 

Net Betore Federal Incom~ Tax 
Federal Tax Rate 

Federal Income Tax 

Net Operating Income 

Ne Operati ng Income Multiplier 

XI I I. RATES 

Allocations 

100.000000 
(0.168000) 
(1.50000J) 
(0.125000) 

98 . 207000 
5.5000\ 

5.401400 

92 . 805600 
34.0000\ 

31.5539 

61.2517 

····------·-1.6326 

-------=···· 

The parties stipulated that the methodologies used in 
FPUC's cost of service study are reasonable, with the exception 
ot the om1sS1on of ( 1) a direct assignment of wi ce to the OL 
cusses for lights which required installation of a pole and 
(2) the allocation of any secondary distribution demand-related 
costs o the GS class. The utili y filed as Exhibit 319 herein 
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a rev1sed cost of se rvice study which adequately co rrects t hese 
problems and wh1ch we w1ll use for rate design purposes in this 
dockt.:t. 

Pu rchased Pow~c Demand Charge Costs 

FPUC purchases all electricity necessa ry to serve its 
customers. All purchased power costs (dema nd, energy and fuel 
charges) arc recovered through the ComtnlSSlOn ' s fuel clause on 
an equa 1 cents/KWH basis, except fo r the GSLD c la ss , Eo r which 
costs are recovered on an actual cost basis . The par ties 
stipula ed ha the demand charge port1on of the purchased 
power cost should be allocated to rate c lasses on a 12 CP basi s 
and for all c lasses except GSLO, should be reco,e red through 
class-specific KWH charges. The specific charges for purchased 
pow~r dema nd cost s hall be separateLy 1dentified, and s haLl not 
be rolled in~o base rates . Recovery of such costs shall 
cont i.nue to be tracked th cough t he fue 1 docket, with ove r o r 
undC'rrecovcries to be trued-up i n the fuel doc ket . This change 
shJll be m d at the beginn1ng o f the ApriL, 19 90 six-month 
period 1n the fuel docket , rather than a t the time the 
u il1 y·~ new base rates go i n to e ffect . 

The GSLO class customers s hould cont i nue to be billed 
month 1 y on Lh ~ i r actua 1 dema nd at the Lime of the sys tern· s 
monthly co1nc1dent peak (CP demand). 

In he future , when the level of FPUC ' s purcha sed power 
dema nd ch rge 1 s c hanged , the c 1 ass-specific KWH charges f o r 
purchased power demand costs should be adjusted to reflect the 
change and be effective a~ the beginning of the next si x-month 
(uel perlod. 

Alloca ion of Reve~e Increases Among Rate Cla~ 

The utili t y' s r evenue increase s hou ld be spread among rate 
class _s 1 n a manner that moves class ra te of return ind1ces as 
c lose as is reasonable to parity , or the s ystem rate of 
return. The rates o f th~ GS and GSLD classes should be lowered 
b cause their ra es of re tu rn at present rates are 
approximately three imes the s ystem average. The rates of 
those classe~ w1th nega ti ve rates of return (OL and OL-2 ) 

I 
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s hould be increased to the extent necessary fo r the classes to 
have non- neqat1ve rates of return. The remainder of the 
incr~,se should be spread to t he other rate classes with ra t es 
of re urn below the s ystem average (RS , SL-3 and CSL) such tha t 
·he three cla~ses receive t he same percen · age i ncrease in total 
revenues (based on estima ted purchased power costs) and to 
SL-2. The SL-2 class, the rate o t return of which is above the 
aystem average , should rece1ve an i ncreast;; sufficient to bri ng 
i s tal of return t o the system average at proposed rates . 

The rates of retur n by cus ome t class with the revenue 
increase ;.~e have apprC'ved arc: 

Bate Code ROR/ L Q_dex 

RS 7.31\/ 0 . 79 
GS 13 . 90\/ l. 50 
GSO 12.94\/ 1. 40 
GSLO 13 . 90\/ l. 50 
OL 0 . 00\1 0.00 
OL-2 0 . 00\1 0 . 00 
TOTAL OL 0 . 00\1 0 . 00 
SL-2 9.25\/ 1. 00 
SL-3 8 . 37%/ 0 . 90 
CSL 8 . 77\/ 0 . 95\ 
TOTAL SL 8.77\/ 0 . 95 

Cus omcr and Dema nd Char~s 

We t1nd that the f o llowing changes in customer charges are 
app r opr 1a e: 

RS 
GS 
GSD 
GSLD 

These cha c gcs 
company' s customer 
retu rn. 

Pr esent 

$ 2.50 
4 . 00 

15 . 00 
300 . 00 

Appro ved 

$ 7 .00 
10 . 00 
38 . 00 

475 . 00 

ate made to move the c harge closer to t he 
un1t cost at the class approved r ate of 
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Demand charges for the GSD class shall remain at their 
current level of $ 1.77. The current GSD demand charge is $1.77 
per KW, while the cost of service study shows unit cost at the 
~arned rate ot return under present rates to be $3 . 49 per KW, 
with h~ balance of demand costs recovered through a KWH 
charge. Since the GSD class will experience no revenue 
increa:se, any increase in per KW demand charges toward uni t 
cosls would require a decrease in GSD KviH charges, shifting 
revenue respons1bility from large to small, low load factor 
customers . To promote rate continuity and avoid adding to the 
imp~c o( incr2ased customer charges on small GSO custome r s, we 
will leavr the GSD demand charge unchanged. 

The GSLD rale of return under FPUC ' s current rates exceeds 
20\. The decrease 1n the GSLD revenue requirement will lowe r 
the class rate of return to 13.90\. Increasinq the customer 
c harge requ 1 res a demand charge dec cea s e from $1.77 to $1. 14 
per K.J to rem1in wi hin the class rale of re urn . 

GSD Rate Schedule 

M1nimum Bill Provision. FPUC's current GSD and GSLD rate 
"ichcdules 1nclude minimun. charges equal to the customer charge 
plus he demand charge for the minimum KW to take service on 
~ach rate schedule. we find that this minimum charge provision 
{wh1ch is ac ual ly a mi nimum billing demand provision), is 
appropriate Cor GSLD customers but should be eliminated from 
the GSD rate schedule. The maximum billing dema nd charge 
pen a 1 i zes GSD cus omer s whose maximum demands happen to fa 11 
near the class break point, although such customers do no 
neccs o;anly lMpose a proportionately larger cost burden on the 
utility. On the other hand, billing under the GSLD rate 
schedule 1s op ional for customers willing to contract for a 
min1mum of 5 ,000 KW pc!r month . A customer whose demands fall 
near the GSLD class break point has the option to remain in the 
GSD class and be billed on actual demand. 

GSD Term of_~«trvtce. The utility proposes to reduce he term 
o f service on the GSD class f rom " one or two years p to " one o r 
mo re years·. We approv~ this change. A 12 month minimum lerm 
o t service for GSD customers is consistent with the minimum 
t e rms rcqu1red by other investor-owned electric utilities 1n 
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Florida , and gives the utility the op 10n of requiring terms or 
s•rvicc tn excess of two years . This option is particularly 
tmportan when dealing with very large customers who require 
h usc ot dedtcated equipment. 

Powe r fac o r Percentage_ Goa l. FPUC · s po•o~er factor percentage 
qoal is 80\ for its GSO rate power factor clause. We find that 
c he goal should be 1ncreased to 9 0\ , which is comparable to the 
pcrcen age goal required for the utility ' s GSLD class . The 90% 
goal would ensure more c qu1table cost recovery between the GSD 
dnd GSLD classes . 

Primary __QJ_~unt . FPUC's present provision f o r 
p rimary voltage dtscount provides that the utility m?y meter at 
seconda ry vo l tage and add losses to adjust t o prLnary 
r-~cte rtng. The presPnt provisi o n does not properly adJUSt f o r 

c Pring differences be we~n customers measured at primary 
.roltagc and those measured at secondary voltage. We find that 
he approprtate discount provision should state that btlls be 
d)usted for customers metered at primary voltage , thereby 

rccogniz1ng Lhe metetl ng differences assoc ia eel with 
ran sCo rmation lo seconda,.y voltaqe. Each primary customer ' s 

b illing KW and K\·IH should be reduced to reflect the ad justment 
tor l osses . 

Th~ utiltly's proposed primary voltage disco unt clause did 
not; ~ ate the appropriate percentage losses for metering 

d)U;) men s . We find that the appropriate adjustment leve l 
should be 1\ for primary level service because approximately 1\ 
o t clcctric1ty 1s l ost due to transformatton from primary level 
voltage down to secondary vol age. 

T r ans t ocmc r Ownership Discount. FPUC presently prov1des a 
p n mar y voltage discount ot lSi/KW for the GSD rate class . 
fPUC gr cd with o ur Staff that the primary voltage discount 
s hould b retained f or th1s rate class even though no customers 
prcsen ly recetve the dtscount. However, the discount c lau se 
s hould be changed to state that customers· demand charges be 
c r dited for the average cost of transformation equipment, 
1nclud nq associ ated e xpenses allocated to the GSD rate class. 
Th t s is conststent with Commission policy , and is the average 
cost avo ided by the utility when customers install thetr own 
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line ransformers or requtre power at primary voltage. 

The appcopria e primary voltage discount should be 44i/KW, 
based on a portion of the fully allocated transformation cost 
of 80¢/KW. The ut1lity ' s cost study indicated that the 
Fernandina Beach Div1s1on's line transformer rate base as a 
percen age of total line transformer pla,lt is greater than for 
the ttiartanna D1vis1on . Thus, il appears hal more of the plant 
associated w1th line transformation equipment has been 
depreciated tn the Mar1anna Division than for Fernandina. 
Further, the aJsoctated operations and mainten ance expenses for 

he tran~format1on equtpment appears to be greater f o r the 
Fernandtna Beach Dtvtston. 

F.limtnal1on of RST_Ra e 

FPUC presently has RS a nd RST ra c schedules . The RST 
rate appl1es to restdenttal and commercial water heating 

I 

s rvic~ . The parties sttpulated tha the ut1l1 ty should 
cllmtnate he RST rate schedule because tt is not cost-based I 
and the bi lli ng should be transferred to the otherwise 
applicable GS rate schedule. FPUC's power purchases are bllled 
bdSCd on mon hly peaks which occur al different times each 
month. Under h~ ultltty's RST rate schedule, o perat1o n of the 
h•at1ng uni s 1n wa cr heaters is governed by contro lling 
dcv1ces whtch arc permanenlly set to dtsconnect the units at 
the same times each day. S1ncP these imers are not rese o 
coordtnat d1sconnect1on of hcat1ng units 'Hth <t; y stem peak 
denands, the RST rate does not create any savings for the 
generdl body of ratepayers. Further , the rate 1s not 
cos -based, as it falls o reco.,er the costs of the sepa ra t3 

meers end con rol dev1ces for each customer. 

Combination of RS..:.L,and RS-2 Rate Schedules 

FPUC presently offers an RS-1 rate schedule f o t 
restdential scrvtce and an RS-2 rate schedule for residential 
serv1ce customers with electric water heating where there is an 
automat1c thermostatic control and the customer's entire •Jse of 
elec r1c1 y 1s taken through a single meter. The par ies 
sttpula ed that the two rate schedules be combtned . The 
u ility 1n1tially offered the RS-2 rate to promo e use of water 
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heaters controlled by automatic thermostats. Present l y, the 
RS-2 non-fuel energy charge is lower than the RS-1 non-fuel 
energy charge, and the RS-2 rate is not available to residents 
who heat their water with other Cotms o f energy. Because the 
RS-2 rate does not promo e gas and solar heating we find t ha 
1t docs not promote conserval1on and 1s discriminatory. 

standby_ Raw 

FPUC presently has no standby or supplemen tal rates, and 
we find that such rates should be made available to potential 
se lf-generators taking servtce under the GSD rate class. We 
find that Corrunission Order No. 17159 should be u sed as the 
ba.,ts for design of recovery of local faci l ities and 
cu .. lomer-related costs. Recovery of Production and Bulk 
Transmtsston costs should be designed so that a standby 
custorr.e r's impact on the ulillty ' s wholesale purchased power 
cos t is recovered . The utility should submit th1s rate 
schedule with1n three months of the date o f issuance of his 
o rder. 

MS Rate Schedule 

FPUC presently o ffers an MS rate schedule , which 1s 
applicable only to the City of Fernandina Beach fol 
mtscellaneous municipal se rvice other than street lighling . 
All other customers are required to take service under the 
ppllcable GS or GSD rate schedule. The parties st1pulated 
hat; the MS rate schedule be eliminated, and that the City of 

Fernandin Beach should be required to take service on the 
Jpplic~ble GS o r GSD rate schedule . 

Se rv ice Char ~ 

We approve the foll ow1ng revised service charges, which we 
find t o be cost-based : 

Inttial Connec ion 
Reestablish Service to 

Present 

$ 0.00 

Company 
Cost 

$13.02 

~proved 

$13 . 00 
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Inactive Account 
Temporary D1sconnec 

then Reconnect 
Reestabl1sh Active 

SPrvice 
Reconnec after Disconnect 

for Nonpayment 
Connect and Disconnect 

Tempo rary Service 

Street and Outdoor Ligh~ing 

0.00 

0.00 

0.00 

3 . 00 

0.00 

11.39 11.00 

21.31 20.00 

8.29 8 . 00 

17.70 15.00 

23 . 51 20.00 

We do not approve the utility ' s proposed street and 
outdoor lighting rates. Instead , we find that the no n-fuel 
energy charge for OL-2 and SL-3 should be set at unit cost. 
Mai n enance cha rges should be set to recove r each cate class's 
rna i ntenancc cos · s. Pole c ha rges should be set at $2. 00 as a 
first step toward properly r e flecting the cost of poles, and 
fixture charges should be set at rates which would produce the 
rema 1nder of each c lass's revenue requirement. Our approved 
rates a ce s hown in Schedule 12, attached hereto . 

XIV. INTERIM INCREASE 

The company was granted an interim rate increase of 
35456,195 pursuant to Section 366.071, Flo rida Statutes, by 
Order No . 21211 issued on May 9, 1989. The interim increase 
was calculated on a September 30, 1988 tes year which 1s the 
same est year used herein, and was approved subject to refund 
pend ing the outcome of th1s docket. In general, a refund 
s hou ld be o rdered 1f it is necessary to reduce he rate or 
return dur1nq he pe ndency o f the proceedi ng to t he same level 
within the range o f he newly authorized rate of return which 
is fo und fate and reasonable on a prospec tive basis, as 
provided by Chap e r 366.071 , Florida Statutes. 

In this docket, the interim increase o f $4 56 ,1 95 was 
calcula ted using an 9 .63\ rate of return, whi c h is higher t han 

he rate approved herein. Therefore, we will require a refund 
o t $67,72 5 on an annual basis, with t he refund to be made on a 
"per YWH" bas1s. 

I 

I 
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XV. PUBLIC COUNSEL'S PROPOSED FINDINGS Or FACT 
AND CONCLUSIONS OF LAW 

The Office ot Public Counsel submitted forty two Proposed 
Findings of Fact and twelve Proposed Conclusions of Law for 
Commisston ac.tion. Pursuant to Sec ion 120.59, Florida 
Statutes, and Rule 25-22.056 , Florida Arlministrative Code, the 
Commtsston must rule o n each o ne. The proposed findings and 
conclustons as submitted are set forth below , alo ng with our 
decision o n each o ne. The numbering system is that used by 
Public Counsel, whtch is keyed to issue numbers voted upon by 
the Commission. 

J:)sue 3: Prupaid Pension Expenses 

l. Inclusion of prepaid pension e xpense as a curren asset in 
working capital requ1res customers to provide a return on 
heir own pac;t overpayments. Although this statement is 

corrcc on its face, we reject it . We found that the 
utllily aced prudently in maki ng its best estimate of 
pension cost , and that past ratepayers der1ved benefit 
t rom negative p ns ion cost because other expenses were 
r duced by negative expense. This statement or fact is 
h••retore tnconsistent with our findings herein . 

2. Stncc rate base components musl be supported by a Like 
amount oC capital, in inclusion of prepaid pension expen se 
arttflctally inflates the equity component of he capital 
~ rue urc because the correspond1ng "nega tve" expens~ 

entry tncreases income and, therefore , re tained earntngs. 
We reject this ftnding of fact. An increase in income and 
retatned earnings is the natural, not "arttf icial'" result 
ot a negative expense. Recording negative penston cost 
do 'i not arttficially 1nfla e retc:nned earnings. In this 
case, he utility overes imated past expenses, and thus 
retatned earnings were unders ated in the past. ~le also 
note hat Public Counsel stipulated to the negattve 
p nsion expense 1n this docket. 
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Issue 4: Fuel Conservation Cost Overrecoveries 

1. Fuel and conservation cost overrecoveries are properly 
booked as currently liabilities on FPUC ' s books o f 
amount. [T. 116]. We reject this finding of fact. Fuel 
and con.:.crvation overrecoveries are recorded in Account 
253 ,, Other Deferred Credits. Th1s account is classified 
as a Deferred Credit, rather than a Current and Accrued 
t.iability. It would be correct to state that fuel and 

2. 

conservation overrecoveries are treated as current 
liabiltties in the computation of the working capita l 
a 11owancc. 

Removi ng fuel and conservation cost overrecoveries from 
c urrent liabilities before computing a wor<ing capital 
allowance under the balance sheet approach inc ceases rate 
base by an a~ount equal to the overrecove ries and requires 
customers to pay a return o n this amount. [T. 114-15, 
126-27) . We reject this finding. It is incorrect in that 
i discussPs removal of ove rrecoveries from current 
liabilities. 

3. Requiring customer~ to pay a return on a rate ba se 
1ncreased by the amount of fuel and conservaLion cost 
overrecovertes would require the customers to provide a 
re urn on their own over payments. We accept th1s finding, 
as it .s supported by a preponderance of the evidence in 

he record of this proceeding. 

Issue 20: Transformer Rewinding 

1. FPUC's adJustment to the historic test year to "normalize" 
ma1nlenance o r statlon equipment (Amount 592} was based on a 
ten-year average that included expenditures for rewinding t wo 
69KV transformers in 1980 and 1981. [T . 97-98]. We accept 
this finding, as it is s upported by a prepo nderance of he 
evidence in the record of this proceeding. 

2. Charges to account 592 
predicted. [T . 21 , 98]. We 
supported by a preponderance 
of this proceed1ng. 

arc erratic and cannot be 
accept this finding , as it is 
of the evidence in the record 

I 
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3. can be 1 i era 11 y decades between rewind i ngs, 
rewind1ngs are necessary at all. [T. 24]. Ne accept 
f1nding, as 1t 1s supported by a preponderance of 
evidence in the record of this proceeding . 

if 
this 
the 

4 . FPUC has onl y seven 69KV transformers in its Fernandina 
~·ach d1vision. [T. 24 }. We accept this finding, as it 
1~ supported by a preponderance of the evidence in the 
record ot this proceeding. 

S. FPUC sttpu1ated to a refund of overearnings in June 1982 
based on operations for the 12-month period ended December 
31, 1981. Order No. 10832, issued June 2, 1982 in Docket 
No. 81027-EU, noted that the Fernandina Beach divisio n had 
experienced overearnings for the three pre •ious years. 
[T. 48). We accept this finding, as it is sut>por ed by a 
preponderance ot the ev1dence in the record o f h1s 
proceeding. 

6. FPUC has no experienced underea rning s as a resu!L o f the 
n _ed to rewtnd Lransformers. We reject this findtng . The 
tecocd docs not adequately suppo rt this slatement or 
demonstrate the relationship between the transfo rmer 
r •w1nd5 and earnings . 

7. Thcr is no evidence in the reco rd of this proceeding Lhat 
the hi~ oric test year amount booked to Account 592 is not 
repr sent ati ve of expec ed future conditions. Ne reject 
thts finding. FPUC supported the expenses of Account 592 
in MFR C-16g , pi\ge 2 of 4 . The utility also presented 
rcbu _al teslimony (T. 97-98] indicating historical 

xpcnd1 ures when exclud1ng transformer rewinds and 
identtfying the vdrious factors affecting future 
exp nditures. 

B. In Lhe fu ure, FPUC wlll capitalize the costs o t 
trausfocmer rew1ndings. [Ex. 118, p. 3 of 5]. ~Je accept 
his finding, as 1t 1s supported by a preponderance o f he 

evidence in the record of th1s proceeding . 

Issue 21: Sys em Grouuding 

1. During 1987 and 1988 FPUC spend $56,463 on ove rhe ad and 
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underground line e xpense to improve its s y stem grounding. 
(T. 97, 106). Ne accept this finding, as it is supported 
by a preponderance of the evidence in the record of this 
proceeding . 

1 . These expend 1 tu t es are cons ide red by the company to be 
nonrecurring 1n na lure . (T. 143) . We accept this 
C1nd1ng, as il is supported by a prepondera nce of the 
evidence in the record of this proceeding. 

3. The funds expended were for catch-up work on e xi sting 
poles. Grounding costs for new poles wou ld be included 1~ 
th costs of the poles. [T. 165-66, 281} . We accept this 
find1ng , as it is supported by a preponderance of the 
evidence in the record of this proceeding. 

.; . Syslem grounding costs were proper ly expensed by the 
company 1nstead of capttali z ing them . [Ex . 118, p. 3 of 
S). We rejecl th1s finding. FPUC i dentif ied Ru le 
25-6 .0142(5} {c), F.A.C., as the basis for expensing these 
costs. This reference applies to replacement items, not 
new i ems which did not previousl y e x ist. The grounding 
rods and w1rcs are new items, which mu st be accounted for 
tn the same manner (capitalized) as the addit ion of a 
re uement unit, if the intent of such addition is to 
render he affected retirement unit more useful, o f 
grea er c1pac1 y, o r increased efficiency . Furlher, this 
proposed rae actually constitutes a legal or policy 
cone lus i o n to the ex tent that we are asked to determine 
Lhe prop riety of expensi ng v s . capitalization. 

5. ThP ~yslem gro unding expenditures were associated wi t h 
pertods outside the historic test year. [T. 166-67]. we 
reject this finding . The reco rd indicates that some pole 
rel oca ion cos s could have been i ncurred in 1987, prior 
to the test year. The reco rd does not support Public 
Coun5el ' s proposed finding that system grounding costs 
were 1ncurred outside of the historic test year. 

6. The utili y 1s factually incorrect in its 
absen amortizing , it will not be able to 
grounding expense . [T . 97]. Cu stomers · 

s t a erne n t t h a t 
recove r system 
rates provided 

I 
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suff1cient revenue to cover these expenses . We reject 
this ftndtng. The only reference in the record to this 
item is a quest1on which was posed by fllr. Howe, of the 
OfCice of Public Counsel, to fPUC's witness to1r. Troy. Mr . 
Howe asked if the utility's past and currentl y requested 
13.1\ rate of return is suffici~nt for stockholder to 
purchas~ the business and financial risk of operati ng an 
clectoc utllity. Mr Troy replied t ha t he did not know 
how much nsk 13.1\ buys , and that he could not answer 
his question. [T. 145). 

Issue 22: Distrtbution System Pole Reloca•ion 

1. FPUC spent $2 3 , 812 for pole re location dur;ng 1987 and 
1968 . [T. 106). We accept this finding, as it is 
suppor ed by a preponderance of the evidence in the r ecord 
of this pcoceedtnq. 

2. There were no pole relocations in the ten-year period 
pr1or Lo the historic test year in this proceeding, and 
th~ Company is not aware of a ny need for pole relocations 
in Lhe next twelve months. [Ex. 119 ]. vie accept this 
flndinq , as it is supported by a preponderance of the 
ev1dcnce 1n Lhe record of this proceeding. 

3. The pole relocations were properly expensed instead of 
being capitalized . [Ex . 118, p. 3 of 5]. We accept this 
tindtnq, as it is supported by a preponderance of the 
cvtdence 10 the record of this proceeding. 

4. The conpany did not establish tha all of the pole 
reloca ton expense w.1s associated with the htstoric test 
year; some mtqht have been i n 1987, before the test year . 
(T. 116]. We accept t h is finding, as it is suppo t ted by a 
preponderance of the evidence in the record of this 
proceedtnq. 

Issue 42; Storm Damage Reserve 

1. The Company did not include any provision for storm damage 
~xpensu to 1ts attrition year o pera ting expenses as it 
originally Clled its case . (T . 33). We re)ect this 
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2 . 

3. 

ftnding. as it is Hrelevanl. Public Counsel's witness . 
Me. D1 tll'er. stated that "The company indicated that [the 
lack of pcovtston for storm damage expense] was an 
overs1ghl o n its pact , as it intended to request a 
prov1sion for $54,000 for "ltorm damage reserves ." lie 
fu r ther suggested that "Lacking better data, I would 
stmply ~uggest that if a provtston for storm damage is Lo 
be author1zed, the Fernandtna Beach Division should not be 
allowed any more for storm damage provis1on than was 
granted 1n the Marianna D1vision. " [T. 33) . FPUC's 
witnesP, Mr. Troy, indicated that it was his "intention to 
include an annual expense provision ot $54, 050 in Accoun• 
92c;, Injuries and Damages, and this will be reflected in 
my attr1t1on year O&M expenses . [T. 101-102) . 

The Fernandina Beach Division has had no major storm 
damage (1n excess of $5,000) for the past ten years . [T. 
33 , 49, 143). We accept th1s finding, as it is supported 
by a preponderance ot Lhe evidence in the record of th1s 
proce~d1ng . 

Tht• o nly company experienc~ with major storms was with 
Hurr1cant~ Kate 1n 1985 which s ruck its Marianna 
Dtvisi o n. [T. 10..). \lie accept this finding, as it is 
suppor ed by a prepondera nce of the evidence in the recotd 
oC his pc oceedtnq . 

1. Although the reserve allowance is calculated based on 
anJrher division's storm experience and purpor .. ed to be 
appltcabl~ to Fernandtna Beach as a seaside resort subject 
to s orrns, he reserve is actual ly intended to cove r such 
thtngs as fire , vandalism, ai r craft or vehicle collisions 
nd all other pertls of physical loss to uninsureo 

property. [T. 101 , 108 , 142-43, 169-174; Ex . 116) . We 
accept this f1nd1ng, as 1t is supported by a preponderance 
oC the ev1dence in the reco rd of this proceeding. 

5. The likelihood of severe storm damage is very remote. 
Most hurrtcanes reaching the latitude of Fernandina Beach 
have tended to move parallel to the coas line and well ou 
to sea . 0 the r h u r r i canes 1 o s e mo s t o f t he i r f o r c e mo v i n g 
over land before reach1ng the area. [Ex. 123, p . 8 of 

I 
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9) 1. we accept t h is proposed finding of fact with 
modi f 1ca tion. The last sentence sha 11 read as follows : 
Others have lost much of their force moving ove r land 
before reaching this area. As modified, the finding 
follows the language in the exhibit, which pro vLdes 
htstor1cal information on ly . 

Issue 68: AttrLtion Year Revenue I ncre~se 

1. The only expense difCerence (other than trending) between 
the historic and attrition years was he amortizatio n of 
rate ca~e expense of $ 25,000. [T. 17, MFR Schedule c 168 
(proj )). We re)ect this finding f o r the reasons discussed 
in t he foll owing item. 

2. The $409,000 difference between the historic year revenue 
deficiency and the attrition year d t.! ficiency (as the case 
was o rigtnally filed) was attr1butable to trending of 
revenues, expenses and rate base in the attrition year . 
[T. 17). We reject this finding. The utility projected 
its expenses consistent with t he methodology we have 
accepted in pri o r cases , and whic h was recog niz ed by 
Publ ic Counsel ' s witness , Mr . Dittmer [T . 28- 29 ) 

3 . G1ven lhe relat i ve earnings stability over the previous 15 
years , it is unlikely that earnings would erode to t he 
extent projected ove r the t wo-year period betwee n the end 
of the ht s o ric and attrition years . (T. 17-18) . We 
reJect this findtng , as it is inconsis tent with the 
ev 1dence in the record of this proceedi ng. FPUC · s 
wtlness, t-1r. Troy , testified t ha t o pera ting income 
stab1l i ty has been primae i ly due to bi 111 ngs to the t~o 
GSLD customers [T . 941, that the benefit or stabili ty f r om 
those cus l ome rs wi 11 no longer be there [T . 13 5) and t h at 
the utility anticipated regular rate cases in the future. 
[T. 136). FPUC ' s witness Mr. Jerau l d testified hat sale 
l o the two GSLD customers tends o be erratic, due in part 

o vartatt o n in their amou n t of self-generation, and that 
there are some mont hs when o ne of the customers takes 
litt.le, if any, power. (1'. 225] . Finally, Public 
Counsel's 'oOiiLness, Mr. Dittmer , testified that KW billing 
dema nd is erratic from month to month, but that there is a 
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5 , 000 KW m1nimum which stabilizes revenue levels to some 
ex ent. He further ind1cated that 1t would be approp r1a te 
to us a four year av erage i n developing test year base 
revenues because of the fluctuation in b1lling demands 
over a year's period. 

4. FPUC's fernandi na Beach Division has virtually no exposure 
to earn1ngs attrition from increasing product1on costs. 
CT. 31). \-le accept this finding , as it is supported by a 
preponderance of the evidence in the record of th1s 
pcocee Hng . 

5. Th Company' s e xplanation of the past earnings stab11lty 
was based solely o n the h igher blllinqs to ils two csr.o 
cus om •rs and the reduction 1n the corporate i ncome Lax 
r;ate . [T. 94-95 , 132-33]. We accr>pt this f nding, as it 
is supported by a preponderance of the evidence in the 
record or this proceeding . 

b . The loss of the GSLD blll1ngs is retlected in th~ historic 
year revenue defic1ency. [T . 135]. We accept this 
f1nding, as it 1s supported by a preponderance of the 
eviden~e 1n the record of this proceeding. 

7. Since the first three months of the hi storic test y ear 
were dl a 40\ tax rate, while the attri ion year is at 34\ 
ra e, this should ma ke t he attrition year deficiency lower 
and Cdnno explain any of the difference between the two 
ye r... [T . 138-39). We accept this f1 nding , as it 1s 
suppor •d by a preponderance of the evidence 1n the record 
of h1s proceeding. 

Issues 52 and 71: A Lri ion Year Revenues 

1. Rcsiden ial usage per custome r h as increased every y eat 
from 1985 through 1988 . [T . 25, 235, 245) . We accept 
his find1ng, as 1t is supported by a preponderance or the 

evidence 1n the record of this proceeding. 

2. FPUC us d monthly av r ages for each mon h in the previous 
three-year per1od to derive per customer res1dent1al 
usage. [T. 223). We accept his finding, as it is 
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supported by a preponderance of the evidence in the record 
of his proceeding. 

3. FPUC ma1nta1ned that its averaging method gave recognition 
to amb1ent temperature variations . [T . 223) . We accept 
th1s finding, as it LS supported by a p r eponderance of the 
evidence in the record of this proceeding. 

4. FPUC introduced no evidence that. the per customer 
residential usage for the historical test year was not 
representative of e xpected future conditions. It stated 
only t hat it. chose to use a thtee year historical monthly 
averaging method . (T . 223-24]. We reject t h is fi ndi ng. 
The utility's dc.cision to usc the three year averaging 
method was based upon past Commission decisions . FPUC · s 
witness, Mr. Jerauld , c1ted FPUC ' s last t h re• ra te cases 
where1n w~ approved t he average methodology as a 
reasonable means to project bill i nq units. The utility 
had re son lo bel1eve that use of a three year average to 
pro)cct tuture usage was mo r e appropriate than use of a 
single year ' s data . 

5. The effect. of the company ' s approach to projecting 
res1denttal use per customer was to reduce attrition year 
revenues and increase its reve nue deficiency . [T . 251] . 
We accept this finding, as it is supported by a 
preponderance of the evidence i n the record of t h is 
proceeding. 

6. The trend in residential usage per customer has been 
lncr~asing be ween 1985 a nd 1988 even as t.he numbet of 
hea 1ng and cooling degree da ys has been decreasing . Th is 
tndicates that, if t he usage we r e adjusted for norma l 
weather , the rate of i ncreasi ng usage would be even 
greater. (T. 273 1 . We reject t h is fi ndi ng. It is not a 
statement of fact , bu t a conclusion based o n the Pu blic 
Cou nsel witness ' s opi n ion and a nalysis, whic h relies on 
acceptance of assumptions not unconditionally supported by 
the record . 

7. From the Company · s late-filed exhibit number 124 , which 
gives actual residential usage per customer f rom October 
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1988 through July 1989, it cannot be established what 
usage would be Fo r a twelve-month period no r 1s data 
available in the record to compare with normal weather 
conditions. We accept the second portion only of this 

indtng, (that " [no) data (is] available in the reco rd to 
compare w1th normal weather conditi o ns " ) as it is 
supported by a preponderance of the evidence i n the record 

f his proceedtng. We reject the first portio n of t hi s 
find1ng. The purpose of late-filed exhibit numbe r 124 wa s 
to suppott Mr. Jerauld's contention that usage for 1989 
was below tha for the same time peCl od in 1988. [T . 252, 
255-2561. The da a supp 1 i ed supports that c o n ten t 10n. No 
projection is likely to be exact, as indicated by Public 
Counse l' s witnes!", Mr. D1ttmer [T. 275-2 7 6 ] . However, we 
believe t hat the utility wa s not unreasonable in u si ng 
dil a for 10 mon ths of a 12 month period as a basis for 
drawing conclusions . 

Proposed Conclusions of Law 

I ssue 3 : Prepaid Pension Expenses 

l. As a matter of regulatory policy , this is not an issue o f 
t.:he prudence or imprudence of the u tility ' s past 
PSLima es. Ins ead, it i s a question of whether it 
consl 1tutes an i nvestment i n u sed and usefu l utility 
asset devoted o the customer ' s se r vice . Under this 
criteria , prepaid penston expen se i s not a used and u se fu l 
rate base 1nvestmen t . We reject t hi s conclusion, and 
decline to use hindstght to penali:r.e t he util ' t y for a 
funding decision wh1ch was prudent at the time it was made. 

Issue 4: Fu~t Conserva ion Cost Overrecovcries 

1. lt is he Commission's intent and policy that the 
company' s stockh o lde rs be the source of funds to p ay 
inte r est o n f ue l and conservati o n cost overrecoveries in 
t h e fue 1 and conservation cost recovery dockets . [T . 
115-16, 117]. We accept th1s conc lu ;:, i on as i t is 
consis ent with ou r factual findings herein . 

2. R•moving tuel and conservation cost overrecoveries from 

I 

I 
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current liabilil1es 1n the worktng cap1tal calculation 
would be contrary to the policy decis1on reached and 
tollowcd in Order 13537 {Florida Power & Light) and Order 
No. 14030 (Gulf Power). We reject this conclusion, but 
onl y because 1t classifies fuel and conservation cost 
overrccovcries as current liabilities . 

3. fPUC has not provided an adequate record basis for the 
Comnussion to depart from its prior decisions to include 
fuel and conservation cost overrecoveries in the working 
capital calculat1on for purposes of establ t shing an 
.. lect11C utlllty':::. base rates See Occidental Chemical 
£Q.:_ v. t.,a_yo, 351 So.2d 336 , 341 (Fla. 1977). We accept 

h1s conclusion as 1t is consistont w1 h our factual 
findings heretn. 

Iss1~: System Grounding 

1. lC the Comm1ssion were to allow recovery of system 
gcoundtng e xpend itures over future periods because the 
utility's re ucn on equity had been eroded in past 
periods, 1t would vtolatc the statutory proscription 
agains re roact1ve ratemaktng. See Cit of M!ami v. 
Florida Public Serv•ce Commtc;sion, 208 So.2d 249, 259-60 
(Fla. 1968)-: we- re)cct th1s conclusion as we do not agree 
lhclt such recovery would conslttute retroactive ratemaking. 

lssuc 22: Dtstribution System Pole Re l oca ion 

1. IC the Corrunission were to allow recovery of s ystem 
grounding expenditures over future periods becau se the 
utlli y's return on equ1ty had been eroded 1n pas 
p riods, 1t would violate the statutory proscription 
against re coactive ratemaking. See City .Q.L.l-1i ami v. 
Florida Publlc Service Commission, 208 So.2d 249, 259-60 
(Fla . 1968). We re)ect this conclusion as we do no agree 
ha such recovery would cons 1tute retroacttve ratemaking. 

!ssu 3o: 

1. The 
that 

Ov~rbudget1ng o ( Attritlon Year PlanL-in-Setvtce 

record con ains competent expett opinton Le,Limony 
the plant-1n-scrv1ce balance should be reduced by 
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2. 

$439,574. fT. 19, 47}. We reject this conclusion. 
Although t he record contains testimony regarding 
plant-in-service which supports Public Counsel ' s position, 
the testtmony is not based upon the most current data. as 
is preferable for forecasting purposes. 

The company's opinion 
support a finding of 
should be made because: 

testimony 
fac t ha t 

is too equivocal to 
a $344,000 adj ustmen t 

a. the Company' s witness did not consider all information 

b. 

avallable to h1m. (T. 193); 

he schedule introduced was 
lhc rate case to adjust the 
analysis by an opposi ng 
erroneous. (T. 194) ; and 

run solely for purposes of 
o r igi nal projection after 
par y indica ed i was 

c. the Company' s witness conceded the actual amount could 
be either higher or lower than his recommended amount 
throughout he 1990 test year. [T. 195]. ~ole reject 
these conclusions. Although the record contains 
testi. ony regarding plant-in-serv1ce which supports 
Public Counsel ' r position , the testimony is not based 
upon he mof current data, as is preferdble Cor 
forccast1ng purposes. 

Issue 41: Unamorttzed Rate Case Expense 

l. The Corrun1ssion has consistently removed unamortized r ate 
c.se expense from current assets in calculating working 
capital under the balance sheet approach in electric 
uttlt y cases, most recently in this utility's l-1arianna 
Division Case , Order No . 21532 , at page 21. We accept 
his conclusion , as it is consistent wilh our findings 

here1n. 

2. FPUC has not provided an adequate evidenttary basis to 
depart from past Commission policy which is suppo rted by 
the estimony of Mr. Dittmer . [T. 21, 47). We accept 
this conclus1on , as it is cons1stent with our findings 
h rein. 

I 

I 
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Iss u 4~: Storm Damage Reserve 

1. The storm damage reserve has not been established at a 
quantifiable level as a prudent utility expense on the 
record of th1s proceeding. We reject this conclusion as 
it is not consistent with our findings herein. Although 
the utilily did not establi sh $54 ,000 as an appropriate 
aruount for storm damage reserve, there is sufficient 
record evidence to conclude that a storm d amage reserve 
would be a prudent utility expense, and it is within the 
Commission ' s discretion to set the amount hereof. 

Issue 68: Attrition Year Revenue Increase 

1. The two factors cited by the Company as explaining t he 
difference between the historic and attrition y~ar revenue 
defic1enc1es (the GSLD billings and the changed income tax 
rate) were shown on the record of his proceeding to have 
no beaong on the differences and cannot justify any of 
the add1t1 o nal revenue requested for the attrition year. 
We reject l:his conclusion as it is inconsistent wi th o u r 
f1nd1ngs herein. The utility concluded that the effects 
of the reduced GSLD billings and the change in income tax 
rate were included i'"l the historical test yea r and in t he 
attrition year and did not explai n t he difference in 
revenue deficiencies between the years. However, we do 
no t agree with the utility ' s conclusion that these factors 
have no bearing on the additional revenue requested for 
the attrition year. GSLD rate reduction could affect the 
attrit1on year revenue requirement if sales (or revenues) 
were lower than calculated for t h is c l ass. 

XV. CONCLUS IONS OF LAW 

1. Flor1da Public Utilities Compa ny i s a public utility 
w1th1n the meaning of Section 366.02, Florida Statutes, 
and lS subject to the jurisdiction o f this Commission . 

2 . This Commission has legal au t hority to approve an his oric 
est period as t he bas1s for ralemaking, in this case the 

period ended September 30, 1988 . The Commission f urthe r 
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has statutory authortty to approve and cons1der an 
attr1t1on year test period for ratcmaking purposes. The 
appropriate attr1t1on year per1od in this case 1s the year 
ending September 30 , 1990. 

3. The adjustments to rate base made in this order are 
reasonable and proper. The utility's average adjusted 
rate base is $10,869,913 for the t~st year ended September 
30 , 1988. Rate base for the attrition year ending 
September 30, 1990, is $12,157,767. These rate base 
amounts represent the property used and usefu 1 in serv1ng 
the public and on which the utility is entitled by law to 
earn a fair rate of return. 

4. 

5. 

Each ot Lhe adjustments made to the company's operating 
1ncom made or approved in this order are r asonable and 
proper. For ratemaking purposes, Flonda Public Utllities 
Company' s ne o perating income for the test year ending 
September 30, 1988, is $788,824 . Net operating income for 
the period ending September 30, 1990 , is $769,412. 

The tes yeat rate of return on the equity of Florida 
Public Utilities Company lies in the range of 11.85\ to 
13.85\, wi h a mid-point of 12 . 85\. The mid- point of the 
overall rate o f return for the test year is 9.01\, w1Lh a 
range from 8 . 75\ to 9.30\ . 

6. The at n ion-year return on equity lies within the range 
of 11 .85\ to 13.85\, with a mid-point of 12.85\. The 
mid-potn of the overall rate o f re urn for the attr1t1on 
year is 9.25\ . 

7. Florida Public Utilities Company is authorized to increase 
1ts tales and charges $579,87 2 annuall y in its Fernandina 
8 ach divlston. 

8. Th rate schedules and c hanges approved in this orde r are 
fair, JUS and reasonable. 

9. florida Public Ut1l1ttes Company is providing adequate 
serv1ce as required by Chapter 366, Flonda Statutes, and 
Chapter 25-7, flor1da Administrative Code. 

I 

I 

I 
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Now , therefore, tn conside rati on of the above, it is 

ORDERED by the Florida Public Service Commission that the 
f1nd1ngs of fact and conclusions of law sel out in this order 
are heteby approv d. It is further 

ORDERED hal the stipulations e ntered 1n o between Florida 
Publlc Uti 1 it u~s Company and the Comm1 ss ion Staff and between 
Florida Public Utilit1es Company , Staff, and the Office of 
Public Counsel to resolve specific issues ... n these proceedings 
are hereby appro ved and adopted in t hi s ordet. It 1s further 

ORDERED that Florida Public Utilities Company is 
authorized to collect tncreased revenues of $579,872 a nnuall y, 
tn tts Fernandina Beach division. It is further 

ORDERED tha Florida Public Utilitie ~ Company shall file 
revtSI!d tarifts reflecttng the rates and charges approved in 
th1s order. It is further 

ORD£REO 
t~ s t b 1 i s h a n 
Propct l:y Insur 
Admtnts ra ive 
fur he 1 

that Florida Publi c Utililies Company s hall 
Account No. 228 .1, Accumulated Provis1on for 
nee, in accordance wtth Rule 25-6 . 0143, Florida 
Code, and as approved in this Order. I is 

ORDE-:Rf:U tha the rate 1ncrease author1zed in this order 
shall be e f~c ive for billings rendered for all me er readings 
taken on and alter November 15, 1989 . It is further 

ORDERED h t Florida Public Utili ies Company shall file 
wi h he Co~ntsston, with1n th1rty days afler the tssue date of 
thts o rdtH, a descrtpllon of all entr1es or adjustments to its 
futun~ annual reports, rate of return reports, published 
financial s atemen s a nd books and reco rds whtch will be 
requ H d as a resu 1 t of the Pub! i c Service Commi ss 1 on · s actions 
herc1n. It is further 

ORDERED that Florida Public Ulilities Compa ny shall 
include ir1 each blll, in he first billing cycle of which this 
increas is eif'!ctive, a bi 11 sturfc,r explatntng the nature of 
the 1nc teasc, averag~ level of the increase, a summary o f 
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tariff changes, and the reasons therefor. The bill stutfe r 
shall be subm1tted to the Commission ' s Div1sion of Electric and 
Gas for approval before implementation . It is fu r ther 

ORDERED that this docket be closed after last of the 
follow1ng has occurred: 

1. Florida Publ1c Utilit1es Company has filed revised 
tariffs in conformance with this o rder; 
2. he utll1 .. y has filed a description of entries or 
adjustments 1n conformance with his order; 
3. the ut1li y has received the approval of the 
Commission 's Division of Electric and Gas for its bill 
slurfer as ordeted herein a nd 
4. the time has e xpired i n wh1ch to fi l e a motion for 
recons1dera lion or notice of appeal, if such ac io n is 
not taken . 

By ORDER of the Florida Publi c Commission, 
t:his _ ..21th _ day of __ NOVEMB=ER=----

D1v1sion of Reporting 

( S E A L ) 

t_,ER 

I 

I 

I 
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NOTICE OF FURTHER PRO~EEDINGS O~UDrCIAL REVIEW 

The Fl rtda Publtc SerVlce Commisston is requirl.!d by 
Seclton 120.59(4). Florida Statutes, to notify parties of any 
adm1nistrative heartng or judtcial review of Commisston orde r s 
that is avatlable under Section'" 120.57 or 120 . 68 , Florida 
Statutes , as well as the procedures a nd time limits that 
apply. Thi~ notice should not be construed to mean all 
requests for an adm1n1strattve heanng or judicial review will 
be granted or resul 1n the relief sought. 

Any p,rty adversely affected by the Commission ' s final 
action tn this mater may r equest: 1) reconsideratio n of the 
decision by filtng a motion for reconsideration with the 
Direc or, Diviston ol Record s and Reporti ng within fifteen {15) 

days of the issuance of thts order in the form prescribed by 
Rule 25-22.060 , Flortda Admtnistrative Code; o r 2) judicial 
review by the Florid~ Supreme Court in the case of an electric. 
gas O l telephone ul1lity o r the First District Court of Appeal 
tn the cast.. of a wa cr or sewer u tility by flling a notice of 
Jppeal wtth the DHcc or. Division of Reco rds and Reporting and 
fillng copy of he notice of appeal and t he filing fee with 
the appropciilte court. Thts filing must be completed wtlhin 
thH y (30) d ys after the issuance of t h is o rder, pulsuanl to 
Rule <). 110. Fl o rida Rules of Appellate Procedure. The notice 
o( c ppe:d mus be 1n the form spectfied in Rule 9 . 900(a), 
Florida Rules ot Appella e Procedure. 
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