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CME 8ACJtGROUNP 

Hobe Sound Water Company (Hobe Sound o r utili ty ) is a Class A 
util ity located in Martin Count y that provides water se r vice on ly 
t o approximately 1,268 customers. The service a r ea i nclude ~ 

c ustomers both in Hobe Sound and on Jupiter Island . The Soul!• 
f lo rida Water Management District (S fWM D) has dete r mined t his a re~ 
t o be a c r itical wa ter usage area. The wa ter company l S a wholly­
o wned subsidiary of the Hobe Sound Wa te r Company operating under 
the provisions of Certificate No . WU- 4 3 . 

The utility's last full rate case proceeding wa s in Doc ket 
No . 940 475 -WU. By Order No . PSC-94-14 52- FOF-WU, issu e d De~ember 

20 , 1994 , t he Commission a pproved the util ity ' s c urrent rate 
s tr~cture. This current structure is uni que in that it is a th ree­
tiered increasing block rate , whi ch was designed t o e ncourage 
conservation in an area where usage per c apita is extremel y h ' gh. 

After Hobe Sound' s 1994 rate increase, salt wat~ r int r uded 
into the well field east of Highway US-1. Despite the utilit y' s 
monitor system, there was no advanced warning o f th is occu r r e nce . 
The loss of supply wells r esulted ir. a c ritical s upply problem. 
Hobe Sound ' s response t o this problem was to inst itute an emergenc y 
interconnect with Hydra tech Utilities, Inc . (Hydra tech) , a s we 11 .J S 

an accelerated supply pro~ram o n the west side o f Hi ghway US-1 . 

On J une 19, 1995, the util i ty and S FWMD entered into a Consent 
Agreement whereb y the util ity agreed t o a ccomplish the following: 
(1 ) improve ground water monitoring; (7) incorpo r a t e o pe r .. tt o n 
restraints when any sal t water intrusion is detec ted; (3) 
1nvestigate interconnect options; a nd 1 4 ) pay civil penalt1es. On 
September 11, 1995, Hobe Sound signed a Consen t Agreement with the 
Florida Department of Environmental Pr0 tectio n (DEP) wh ereby Ho be 
Sound agreed to correct alleged violati o r.s o f ma x imum contaminant 
l e vels e stablished f or i r on and manganese in d r inking wa t e r. 

On Feb ruary 16, 1996, in Docket No. 960192 - WU, Hobe Sound 
filed for a limited proceeding as the most cost efficient metho d t o 
recover expenses and i ncr eased costs as agreed to in the Consent 
Agreement. In addi tion to the suppl y wells and interconnect wi t h 
Hydratech, the costs of developing and imp l ement ing the Consent 
Agreement with SFWMD, and an improved ground water program 
including new monitor wel.u were also i nc luded i n t h at f i 1 ing . 
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Pursuant to Order No. PSC-96 -0870-POF - WU, issued July 2, 1996, the 
Commission allowed the utility to recover the above described 
costs. 

On April 3, 1997, t he utility filed this current: applicatic·n 
for increased water rates pursuant to Chapters 367.081 and 367. 082, 
Florida Statutes, and Rule 25-30.436, Florida Administ:rar.ive Code. 
The utility has indicated in its filing that the request ed ra te 
increase is driven by the costs of installing a new iron ~anganese 
removal filtration facility as requ i red by DEP. The ut: 11 ity 
satisf ied the Minimum Filing Requirements (MFRs ) for a rate 
increase, on May 2, 1997, cond that: date was des i gnated as t:he 
official filing date pursuant to Section 367.083, Florida St~tutes. 
The utility has requested that this case be processed pursuant to 
the p roposed agency action (PAA l procedure as provided f or in 
Section 367.081 (8), Florida Statutes. 

In its application, tne utility requested an interim test year 
ending June 30, 1997. In its MFRS, Hobe Sou nd prov ided int'.!rim 
schedt:les based upon the historical period ended Ju ne 30, 199(, , 
which did not agree with the test year stated i n the appl1cation . 
By Order No. PSC-97-0839-rOF-WU, issued July 5 , 1997 , th~ 

Commission suspended the utility's requested r ate increase and 
app roved an interim water rate inc r ease based on the hiqtor1cal 
tez t year ended June 30, 1996. Annua l revenue s o f $1 ,4 17 ,64 7 were 
approved , resulting i n an increase o f $286 , 680 o r 25. 35%. The 
ann ualized revenues based on the limited proceedinq rates whi ch 
went into effect after the i n terim te5t year, as appro ved by Ord~r 
No. PSC-96-0870-FOF-WU, were then compared with the Commission 
approved interim revenues. This resulted in a r evenue increase o f 
less than 1\ or $5,870 over current rates approved in the l imited 
prcceeding. The utility decided not to impl e ment the approved 
inte rim r ate increase because of the nominal impact. 

Hobe Sound's requested tes t period f o r f inal rdtes JS the 
projected 13-month average test year ending June 30 . 1998 The 
utility has requested final water revenues of $2 , 099 , 115. This 
results in an annual increase of $424,226 or 25 . 33% . 

An informal custome r meeti ng wa s held on June 2!>, 1997 , in 
Hobe Sound, Florida. Approximately twenty customers were in 
attendance. The main cu~tomer concerns were the condit i ons caused 
by the high levels of iron in the water whic h the filtrlti o n sysLem 
will alleviate when it comes on line in late August to early 
September of 1997. 
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P I SCQSSION OF ISS~ 

QQALITX OF SUYlCE 

ISSQI 1 : Is the quali ty o f service satisfactory? 

BECctiCINDATION: 
(MUNROE) 

Yes, the quality of service 1s satisfactory. 

S'l'AJ'T NQLXSIS : In accordance with Rule 25-30 .43 3(1), Florioa 
Adminis trative Code, in order to determine the overall quallty ' 
servi ce provided by a utility, t he Commission 1s to eval~ate th~ee 
separate components of water and was tewater ope r ations . These ate 
(1) the quality of the utility ' s product , 12) t he operatino 
conditions of the utility's pla nt and faci l lties , and ( 3) customer 
s atisfaction. The rule also states that sanitary ~~r veys , 

outstanding citations, violations, and consent o rders on file with 
the DEP and the County Health Department over the preceding three 
year period shall be considered. DEP and Health Department 
offi cials' input as well as customer comments shall olso be 
cons idered. 

Hobe Sound's fa c il ities consist of a well f1eld with eight 
wells, two storage tan~s, and a treatment plant . Cur rent treatments 
cons ist of aerat ion and chlor ination t o whi ch an iron and manganese 
f il t r ation system is c urrently being added. 

Oualitv of the Product 

A customer meeting was held on June 25 , 1997 in ti-Je Pa ri sh 
Hal l o f St. Christopher's Chu r ch in Hobe Sound. Twenty customers 
were in attendance. As stated in the c ase background, the ma1n 
customer concerns were the conditions caused by the high l evels of 

iron in the water which the filt r ation system wi ll alleviate when 
it comes on line in late August to early September of 1997. 

Al though the iron levels have e xceeded those allowable by DEP , 
a Consen t Agreement (OGC Case No. 95-1586) was signed. Under the 
t e rms o f the Consent Agreement , the company initiated a pro j e r· t t o 

i nstall f i lters wh ich will reduce the iron levels. 

6 



DOCKET NO. 970164-WU 
DATE: SEPTEMBER 11 , 1991 

Operating Condit i ons 

The staff eng1nee r conducted a f ield ins rection of the Hobe 
Sound facilit i e s i ncluding the i r on filtration project si te on July 
24-25 , 1997. The company fac i lities were found t o be cl ean and 1n 
good wor king condition . Al t hough s l ightly behind schedule du e t o a 
pennitt i ng delay, the iron filtration project wa s found ~o be well 
organized a nd proceeding accord i ng to the plans. 

Cys t omer Sat isfact ion 

At the cus t ome r meeting t he major it y o f conce.ns ce~tered 

around pr oblems re s ult ing from the excessive iron levels in t he 
water. When completed, the fi lt r ation system will a lleviate these 
prob l ems. Staff would add that the compa ny was well represented dl 

t he meeting a nd made special ef f o r ts t o address c ustomer concerns 
and prob l ems at t he conclusion of t he meeting . 

As a r esult o f these f indings, staff recommends the qudlJty n f 
service is satisfacto ry. 

7 
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RATE QSI 

I SSUI 2: Should an ad justment be mad e t o 1nc r e nse pl a nt 1n ~ erv1 ~ c 

fo r items tha t we r e expensed but sho uld have been c apita lized? 

RI~TIOH : Yes , based o n the 13-mo nth average balances , 
ad j ustments shou l d be made to i nc r ease p lant i n ~e r v1 ce and 
accumula t ed de prec iation by $10 , 549 a nd Sl , 001 , r especti vely . 
Ad justments shoul d also be made t o inc r ease test yea r deprec1a · 1on 
a nd ope ration a nd maintenance expenses by S468 a nd S9 , Y29 , 
r e SJ:•ec tivel y. (MONIZ ) 

STAll AK&L%8IS : In Audit Exceptio n No . 1 , t he sta ff aud i t ~ r stated 
that the ut ility booked sever al items to ope r ation and mai n te nance 
(O&M) e xpenses that s hou l d have been capita lized . In its re s ponse , 
the utility recognized that t he S6 , 585 related to t he p r elimi nary 
engineer i ng work fo r t he new ca ta ly t i c f ilt r a tion fa ci li t y a nd t he 
$2,07 1 i n eng i ne e r ing fees r elated t o a new we l l s hould have b~en 
c api talized . The utility also agr eed t ha t the $795 s aw should hdVC 

been c api tal ized. The abo ve amoun t s we r e inc luded i n the ut1l1ty ' ~ 

June 30, 1996 t est yea r expenses . However , Lhe ut 1 l it y escala Led 
t hese amount s b y 1 .0252\ f o r i ts June 30 , 1997 in termedl <>t e yea r 
and i ts J une 30, 1998, proj e c ted tes t year. Consequently , the 
amounts i ncl uded i n the MFRs fo r t he June 30 , 1998 , are g r e a te1 
t ha n t he J u ne 30 , 1996 , amounts presented above . The amoun t s 
included f or the project ed test year a r e as f ollows : S2 , 1/6 in 
enginee r i ng fees rel ated to t he we l l , $ 6, 92 1 in e ng i nee r i ng cos t s 
rel ated to t he c a talyt ic fil t ration facilit y a nd $832 for the sa w. 

Staff agrees wi th the utili ty and the audito r that the abo ve 
items s hou l d be capitcl lized . f u r the r, s t af f has discussed the 
utility ' s c api t aliza t ion polic y with the ut ility manager. He 
agr eed t ha t t he utility mi s takenl y e xpensed the items l1sted ~bove , 

s inc e it is the ut i l i ty's pol icy t o capitalize items w1th d serv1ce 
l ife l o nger than a year and a cos t basis g reater tha n $500 . 

Based on the above , and the 13-mont h a verage plan t balances 
adjustment s s hou l d be made t o inc r ease plant 1n service a nd 
accumulated dep r e c iation by $7 , 684 a nd S703 , respect1vely. Test 
yea r depr e c i ation should be i nc r eased by $350 a nd O.&M e xpenses 
s hou l d be de c reased b y $6, 921, for fees related to the f1ltrat1 on 
facility. The inc r ease t o pl~nt i n service is greater than thP O'M 
e xpe nse r eduction, because staff applie d an Allowill,, . • , f ,ll ft~ nd:• 

Used Du r i ng Construct ion (AfUOC l t o tho o r iginal tunount. Tht! cos ts 

8 
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we r e i ncu r red i n November and Dec ember o f 1996 and the facility wa s 
n o t added to plant in service u ntil June 1996. Therefore~ , the 
util i ty is entitled to acc rue AF'UDC on the costs d uring the 
c onstruction period . 

Staff is also r ecommending adjustments to increase plant in 
service by $2, 070 , and $795, t o increase a ccumulated deprec 1at1on 
by $178 and $ 120, to increase depreciatio n e xpense by S69 and SSO 
and to decre ase O&M expe nses by S2,1 76 and $832 f o r cost s r elat ed 
to constructing the well and for the costs r elated to t he purc i.as(' 
o f the sa w, respecti vely. 

Accordingly, staff r ecommends that based on the 13-mo n t h 
average balances , adjustments should be made to increase p l ant in 
service and accumulated depreciatio n by $10,549 and $1 , 001 , 
respectivel y. Adjustme nts ~hould also be made to increase test year 
depreciation and operation and maintenance expen~es by $ 4 68 and 
$9 , 92 9, respectively. 

9 



DOCKET NO. 97016 4 -~U 

DATE: SEPTEMBER 11, 1997 

ISSUE 3: What are the appropriate used and 1rseful P"T ''"nl ,,, .. , f , r 

t hP dist ributi on AystPm, w.'ltn r pl.'\r or , ., nd """' fillo .1fr .,,. "Y''' ' "" · 

BICXItHENDATIOti : The d i stribut ion system and plant ...ore 100% used -'l nd 
useful , and t he f i l t ration system is also dete rmined t o be ! 00 %. 
(MUNROE) 

STAll AMALISIS : Both the distribut ion system and plant we re fo und 
to be 100% used and useful in the utility' s last rate case. See 
Orde r PSC- 94-1452-FOF-WU. The util i ty's capacit1es ha ve n~ t c~angcd 

since that t ime . Therefore, t he perc entages remain at 100,, f or bot h 
the dis t ribut i on system and water plant. 

The maximum flow capacit y of t he filtrati on s yst em b 5 . 990 
MGD , a nd t he max imum daily demand is 5. 601 MGD . A compar ison 0 1 

these flow r a t es yield s a 93. ~ 1% used and usefu l. 

5 . 601 MGD I 5. 99 MGD X 100\ • 93.51\ 

Since this is a modula r type system with thre '! t llt e~ t anks , 
a smalle r two-tank system would no t have provided adequat e tlow 
capacity. Ther efore, staff recommends 100\ used and useful f or the 
newly construc ted f iltration system along with the d1str1 '1u t1 on 
system and water p l a nt . 

10 
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ISSUI 4 : What i s the appropriate al lowa nce f o r work1ng capl t a l ? 

RICQHHINDATIQN: Using the balanc e sheet appro a c h in a cco rdance w1th 
Rule 25-30 .433(2 ), florida Administr a t i ve Cod e , wo r k ing caplldl tn 
the amount of $256, 261 should be a pproved. (MONlZ l 

STAll ANALYSIS : As prescribed by Rule 2 5 - 30. 4 33 ( 2 ) , Florida 
Administrative Code, Class A Utilities must use Lhe balance s heet 
method to compute working capital. Using this methodology and a 
13-month average, Hobe Sound requested $301,124 as a wo rking 
capital allowance . 

Staff has revi ewed the utility' s balanc e sheet and i t s 
calculation of working capital . We bel ieve t ha t several 
adjustments are necessary to t he utility' s requested amo unt s. 

CASH 

The utility included a 13-month average cash balance o f 
$1 50,281 in its wo rk i ng cap ital calculati o n. According t o th o 
utility, $7 , 300 of this amo unt i s being held 1n an interes~ -bea r i ng 

account . Generally, interest -bear ing funds are excluded fr vm 
wo rking capital. See, e.g., Order No . 11498, issued J anuary 11 , 
198 3 , in Docket No. 820150, wherein the Commissi o n exc l uJed Gulf 
Power's temporary cash investments from work1ng c ap1Lal t o p r e vent 
subsidization of the company by the ratepa yers . Based on t he 
above, staff has removed $7 , 300 in interest bea r 1ng funds fr om th~ 
working capital calculation. 

LOAN IS~CE COSTS 

The uti lity included $5 , 646 i n unamo r t ized l oan 1ssua nc e cos t s 
in i ts working capital calculation . The debt associated w1th the 
issuance costs has been re financ ed and 1s no longer o n the 
utility's books. Past Commissio n prac t1 c e ha s been t n amo rt 1ze 
the issuance cos t s o ver the life o f the J oan and incorpo r at e t he 
3mortization in t he cost of long-term debt. Ho wever , t h 1 s 1 s 
i mp ossible to do in t his case , as the loan no l o nger e x is t s . 
Therefore, staff recomme nds removing the $5,646 f r om t he wo rking 
capital calculation. 

11 
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OTHER DBftRRED DDITS 

As explained in Issue 12, staff 1s recommending and the 
utility agrees that the costs to repa ir the ut1lity ' s ge~erato r be 
amortized over five years and the deferred balance sho uld be 
included in wo rk i ng capital. Therefore , the unamortized 13-mo n th 
ave rage balance of $5,560 should be included 1n the wo rk ing cap1tal 
calculation. 

DEFZRRBD MTE CASE EXPENSE 

Consistent with Commission practi ce, the provi~ ion for 
deferred rate case costs should reflect the 13 - month average 
unamortized balance for t h e test year. As disc ussed in Issue 12, 
s taff is recommending approval of a $94,3~8 provision for c urre nt 
rate case churges. Therefore, beginning with July 1, 19 97 , t he 
average unamortized balance of current rate case expense, t o be 
considered in the working capital calculation is $84 ,727. The 
remaining unamorti zed balance for the mo s t recent ra te case and 
limited proceeding is $39,719. Th i s results i n a $29.295 
reduction to the utility's requested amount of $153, "/ 42. 

Nl:SC. ct1RRDT ~ ACCRDED LIABILITIES 

In d iscussions wi th the utili ty's accounting consultant , staf f 
di scovered that the utilit y failed t o i nc lude $8 , 182 in accrued 
pension costs in its projected balance sheet. Consequent ly , this 
amount was left out of its 1-1o rking capital calculat ion . Sta ff has 
reviewed this amount and believes it to be reasonable . Based on 
t he abo ve, we recommend increasing accrued liabili ties by $8 , 182. 

12 
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SUMMARY 

After applying the adjustments addressed abo ve, staff's 
adjus ted working capital is $256,261 . This reduces the utillty ' s 
requested amount by $44, 863. Staff ' s adjustments are shown on the 
following schedule. 

Wo rking Capital Bal ance - Per Utility 

Staff Adjustments 
(l)Cash 
(2)0ther Mise Deferred Debits 

Issuance Costs 
Unamortized Generator Costs 

(3)Deferred Rate Case Exp. 
(4)Misc Currellt & Accrued Liab. 

Net Decrease Per Staff 

$(7,300) 

(5,646) 
5 , 560 

(29, 295) 
{8 .1821 

Staff's Recommended Working Capital Allowance 

13 

~301,124 

($ 41 . 863 ! 

$256 . 261 
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ISSQI 5: What is the appropr iate rate base amount? 

BECO~TIQN: The appropr i ate rate bas e f o r Hobe Sound i s 
$6, 179 ,676. (MONIZ) 

STAll ANALYSIS : Based on the sta f f' s recommended adjus tments and 
the use of a thi r teen-month average, rate base i s $6,17 9, 676 . i"!Je 
ra te base schedule is attached as Schedule No. 1-A. The schedule 
of adjustments to rate base is attac hed as Schedul e No . 1-B . 
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COST OF CAPITAL 

ISSUI fi : What is the a ppropria te rate of retu r n on eq uHy '? 

BEC~ION: Us i ng the current l everage f ormula , th ~ rate ot 
return on equity should be 10 .4 6%, with a r ange o f 9 .4 6\ t o 11 . 4u\ . 
(MONIZ) 

S'fAl'l' MALISIS : Based upon t he c omponents o f sta ff' s a d justed 
capital structure, a s shown on Schedule No . 2 , the equ1ty rati o f o r 
Hobe Sound is 29.05\. Using t he current leverage formula approved 
by Order No . PSC-97-0660-FOF-WS, issued June I 0 , 1997 , in Doc ket 
No . 970006-WS, the appropria te return on e qui t y s hould be 10. 46% . 
The appropriate range f o r the return on equ ity s hould be 9.4 6~ Lu 

11.46%. 

ISSQI 7 : What is the a ppropriate overa ll cos t o f capi t a l? 

gcctttiNDATJOR: The appropriate o ve rall cost o f capi L a 1 s loou ld be 
8.74\, with a range o f 8.46\ to 9 . 02\ . (MONIZ) 

S%Alf ANALJIIS : The sta ff ' s recommended ove r all r a t e o f retu r n 1s 
based on application of Commi ssion p tactice and is deri ved as shown 
in Schedule No.2. Based upon the r ecommended a d justrr.ents 1n 
previous issues, staff recomme nds an ove rall cosc o f cap1tal o f 
8 . 74\, with a range o f 8 . 46\ t o 9 . 02 \. 
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NIT OPIJW'INQ INCCME 

ISM 8 : Should an ad j ustment be made t o reduc e t .:st year salanes 
and employee benefits? 

BECCIICINDA%ION: Yes, test year salari es shou ld be reduced by 
$10,441. Correspond ing reduct ions shoul d also be made t o red uce 
employee benefits and payroll taxes in t:.e amo unt s ') I S 1, 928 and 
S892 , r espect ! vely. (MONI Zl 

SX&Ff AH&LJIIS : I n its MFRs, f or the 1998 projec ted test year, the 
utility included $22,952 in salary e xpense for Ms . Junel Brown. 
According to the staff audit workpaper s , Ms . Brown acts as 
secretary to Mr . Nathaniel A. Reed, president o f Hobe Sound Wate r 
Company and !.and Company. By Order No . PSC- 94-14 52-FOP- WU, issued 
1n the utility' s last rate case, the Commission disall nwed the 
salary expense fo r the secreta r y . Accor ding to tha t o r der, the 
secretary performed o nly persona l duties f or the pr esident , none o t 
whi ch were utility-related. Further, normal s ecretaria l duties f o r 
the ut ili ty were perfo rmed by the utility book keeper and the 
utility did not provide an estimate of hours o r even a percentage 
of how much of the secretary' s time was s pent on utility-related 
work . The Commission f o und t hat since Mr . Reed s pent most of his 
time on non-utility matte rs , the same would be true for h1 s 
s ecretary and all related e xpens es were removed. At the time , he r 
total salary was $17,472, of whi ch the entire amount was d1sallowed 
as were the r elated pay r o ll taxes and employee bene f its. 

The MFRs in this docket ref l ect S22 , 952 in annual salary 
e xpense for Ms . Brown, $4, 235 i n benefits and $1, 962 in payroll 
t axes, for the test year ending June 30 , 1998 . Ms . Brown wo rk s 
part-time for the ut ility and r ece1ves one half of her annual 
salary from the water company. Audit Except i on No . 5, o f the sta ff 
audit report , discloses that a ccording to Order No . PSC- 94- 1452-
FOF- WU, the salary f o r the utili t y's executive secretary wa s 
disallowed . The a udito r suggests t ha t the secretary ' s salary 
should be removed in thi s case , since it was disall o wed in the 
uti l ity ' s last rate case. 

In its response t o the audit, the utilHy cont<'lld :.l t hat 
although t he Commission has disal lowed Janet Brown ' ~ s al6t y 1n the 
past , he r position has c hanged as t1 r esul t o f t he co rporate 
restructuring. Due t o the utility operating as a stand- alone 
entity f ollowing corporate r estruct uring , the r e no l onger exists an 
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opportunity for the utility to sha r e employees w1 th 1 t s f o rme r 
parent company. Further, Ms . Brown now acts as a uti lity of fi ce r 
as well as a secretary to Mr. Reed. She provides t he ut i1 it y 
president with administrative assistance i n performJng hi 5 va _, t 
range o f utility policy and management f unctions and also p r ov1de ~ 

the only "coverage# the utility has f or secretar1al and cle r1 cal 
duties which cannot always be handled by the o ff ice manager. The 
o ther half of her annual compensation, whic h is not pa1d by the 
utility , is for the time devoted to the Presiden t ' s o ther , outs ide 
bus iness activities . 

Staff believes that the utility has justified a neer f o r 
someone to act in the absence of the office manager and to pe rfo rm 
secretarial duties. However, we do not believe th"! utili ty has 
just1fied the amount o f salary it has included for the secretary . 
The office manager is a full time employee and only recebes 
525,040 i n annual compensation (or $12.03 per hour ) for 2080 hou r s 
per year, whi le the secretary is part -time and recei ve s 522 , 952 1n 
annual compensation (or $22.07 per hour ) for 1040 ho urs pe r yea r. 
Staff believes that since the secretary 1s part-time, her sala r y 
shoulo be representative of a part-time s e c reta ry' s salary. Si nce 
time sheets are not kept for the utility's o ffi ce personnel , t he 
exact amount of time the secretary spends on uti ll t y re late-. 
matters c annot be determined. Howe ver, we do believe that it is 
r easonable for a utility of this size to have a half-time secretary 
i n adai tion to the office manager. Further, staff bel i eves that 
since the secretary is essentially a csisting the office ma nager , it 

would be inappropriate t o allow an hourly wage f o r the scc ret dry 
g reater than the hourly wage allowed fo r t he off ice manager. We 
bel ieve it would be more appropriate to 3l l ow a n hourly rate eoual 
to the office manager's hou r ly rate. 

Based on the above , we recommend all owing an annual salary o f 
$12, 511 ($12. 03 x 1040 hours ) for the secretary. Accordl n(,lly , 
sala ry expense should be reduced by $1 0 ,441. Correspond ing 
adjustments should also be made to r educ e payroll taxes and 
employee benefits by $1,928 and $892 , r espec t ively. 
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ISSQI p: Should an adjus t ment be made to disallow the utiltLy ' s 
projected ma intenance expenses f or the new catalytic iiltration 
facility? 

RICOJOCINDATION: Ye s . Materials and suppl 1 es should be rr:duced by 
$ 4,100 for the disallowa nce of pro jected maintenanc e expenses . 
(MONIZ) 

STAll ANALYSIS: In its MfRs, the utility 1ncluded projec ted 
mointenance expenses f or it s new catalytic fi ltration facilities 
for the test year ending June 30, 1998. Included in the es tima te 
is $2,050 for the replacemen t of the medla which is conta tned 
inside the filter a nd $2,050 fo r paint ing the f ilt er . 

In Audit Disclosure No . 1, of the staff audi t r eport , the 
auditor notes that the med ia r eplacemen t and filter painting wil l 
not occur for ten years. It is the opinion of the auditor tha t 
these costs should be r emoved since the ut i lity w1 ll li~e ly 

experience another rate proceeding within th is time frame a~d the 
e xpenses may be captured at that time. 

The catalytic filtration facility's annual cost projecti 0n, 
prepared by the engi neering firm of Bishop & Associate~, contain~d 
$13,000 for a system operator . The ut il ity states that it too k a 
conservative approach when it established its annual proforma 
expenses associated with the operat ion o f the filtration facility, 
since it did not include the costs for the facility operator . 
Staf f has s i nce discovered that the uti li ty does not intend t o hire 
a nyone to fill this position . The facility wi ll be ope rated by Mr. 
Talley, who is already a fu ll time employee of the utility and his 
salary is already included in test year e xpenses . Therefo re, staff 
does not believe this cost should be considered since the ut1 !i ty 
will not hire anyone to fill this position . 

Bas ed on the above, s taff does not believe thP utility has 
j us tified the costs it included for t he filter painting and media 
replacement or the additional operator. Therefore, we recorrunend 
reduc ing test year Materials and Supplies by $ 4,1 00 . 
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I SSUI 10 : Should purchased power be reduced f or out-of-period 
charges? 

McatemATION : Yes. Purcha::;ed Power shou l d be reduced l•y 53 , 2 94 . 
(MONIZ) 

STArr ANaLYSIS : Audit Exception No . 7 r eported that the ut1l1ty ' s 
historical test year i ncluded thirteen month s o f purc~ased power 
payments (June 1, 1995 through June 30, 1996). The auditor asserts 
t~at the Jun e 1, 1995 payment of $3,294 should be remo ved s1nce 1t 
1s not part of the test period. 

I n its response to the audit, the ut il i ty had no object ion to 
removing the $3,294 from its test year e xpenses . Based on the 
above a nd the fact that out-of-per iod charges s ho uld not be 
included in test year expenses , staff recommends reducing purc ha .. ~d 
power by $3,294. 
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ISSVI 11 : Should an ad justmen t be made t o reduce ~qu 1 pment r en td l 
fo r compute r re lated expenses? 

BEOOHHENDATIQN: Yes. Equipment rental should be r~ouced by $2 , 400 . 
(MONIZ ) 

STAFF AN&LYSIS : Dur ing the audit investigat ion, the s ta ff auditor3 
d iscovered that the utility failed to remove $2 ,4 00 in ~omputer 

rental charges tha t were previously al located from t~e paren t 
company . The auditor also r eport ed the utili ty did not provi de 
supper~ for this amount. 

In i ts response, the utility reported tha t the S2 , ~00 wa s an 
equipment sharing charge from its parent company pdor t o the 
reorganization. The utility con t ends t hat th is amo unt was no~ 

removed because its new office arrangement, fo llowing the corporate 
r est ructuring, might require the rental of non - compu ter related 
equipment . 

St aff does not agree with t he utili ty's rati o na lization on 
why t he $2 ,4 00 should rema i n in test year expenses . we bel i "}ve 
that since t he utility no l onger has a parent a nd the c os ts are no 
longer being incurred, they s hould be removed . Accord i ngly , s taff 
recommends reducing equipment rental expenses by $ 2 ,400 . 
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ISSQE 12 : What is th~ app r opri a t e amoun t of r ate cas~ e xpense? 

BBCCitCINDA'l'ION : The appropriate amount o f c-urrent ra te case 
expense should be $ 98 , 327, amort i zed over four years for an ~nnual 
amortizatior. amount o f $2 4, 582. The app r opriate omount o f pr1 o r 
rate case expense to include in test year e xpenses is $29 , 263. 
Tota l current a nd prior ra te case e xpense amount of $53 , A45 should 
be inc lude d in test year expenses. This is a net inc r ease of 
$7 , 038 to the utility's t o tal amortization . (MONI Z) 

STArr AK&LJIIS : In its or iginal filing , Hobe Sound es tlmated r ate 
c a s e expense to be $131,084 for this proceed1ng. The brea kdo11n 
is s hown below. 

Guastella & Associates (Engineering & 
Account i ng Fees ) 

Holland & Knight (Lega l Fees) 

Mark Vei l (Tax Schedu l es) 

Printing & Postage (MFRs & Customer 
Notification) 

Florida Public Se r vice Commission 
(Filing fee l 

TOTAL 

$95 , 000 

30 , 000 

2 , 000 

2 , 08 4 

2 . 000 

SlJL 08 4 

In addition to the rat e case e xpens e fo r this proceeding , 
Hobe Sound i ncluded unamortized expenses in the amoun t o f S~n . 145 
associated with two prior r ate proceed1ngs : Doc kets No!! . 94 0 475-
WU and 940475-WU. In total , Hobe Sound requested fdtt> case 
expense o f $187 ,229 to be amort1zed over fou r yea r s f or an annual 
expense o f $46, 807 . 

On August 1 9, 1997, the utility s ubmi tted Its update o f 
current rate case expense, with supporting documentation and an 
estimate to compl ete t he PAA proceeding. The utility's current 
rate case expense and estimate to complete the PAA proceeding 
produced a revised rate ~ase expense of $103, 405. In our review, 
staff f ound several areas where adjustments are necessary. 
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LEGAL 

Staff has reviewed the requested amo un t o f l e g a l f e e s 
incurred in connection with this rate case. ~ccord i ng to the 
utility, only $19 , 739 was actually inc urred and rema i n i ng t o 
process the caee through PAA . Staff's anal ysis de t ermi ne d t hat 
the revised request f o r legal fees appe ar t o be prude nt and 
reasonable; therefo re, we recommend that $1 9,739 be appro v e d f o r 
legal fe~s. This is a $10, 264 reductio n to t he u tility' s o rig i na l 
request. 

ENGINEERING & ACCOONTING 

In the utility's rate cas e analys i s in 
engineering and accounting fees were comb i n e d . 
reques t , the utility separated these c hargeP. 
shown below. 

GOA8TXLLA ASSOCIATES. INC . 

i ts MF'Rs, t he 
In its revi s ed 

The breakdown is 

Avg Amount Batimate Tv tal 
Desc ription Hourly Billed t o By 

Rate Complete Category 

Engineering $197 $28,158 $4,800 32,958 

Account ing $107 38,237 2. 64 0 4 0 , 877 

Travel 2, 54 9 1, 4 50 3 , 9 9 9 

Support Staff 3 , 216 152 3 , 3 6 8 

Fed Ex. & Other ~ 1a 2.12 aJ!. 

Total $7' ·~ ~~ i~d~~' a•. ~~ Q 

Engineering: Mr. Guastella, the p rincipal e nginee r h ired by t he 
utility to work o n the rate case, b illed the u tility $2 8 , 1 ~ ~ f o r 
his services thro ugh J uly 31, 199 7 . He es timated hie additi o na l 
char ges to be $4,80 0 to c omple t e the rate c ase , t h r o ug h the PAA 
process. M.r. Guastella c harged the uti li ty f o r 1 67 ho urs at a n 
average hourly r a te of $197 an hour. Staff rev iewe d severa l pas t 
rate proceedings in a n attempt to d e t e rmi ne what hou r ly r a r e s ha ve 
been a llowed by the Commission. From ou r revi e w, a t af f f o und tha t 
the Commi ssion in water and waste water c ase s, g e nerally has 
a ccepted hourly rat es for engineers ranging from $7 5 to $14 0 an 
hour. Based on th1s review, we believe tha t Mr . Guas t el l a's 
hourly rate is excessive . 
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While staff believes that Hobe Sound's decision to ret a in Mr. 
Guastella for his expertise is reasonable, it -:ioes not 
automatically follow that the customers shuuld have to bear the 
full costs for his servic es. The Commission enjoys a broad 
discretion with respect t n allowance of rate c ase expense . 
Florida Crown Util. Serys . . Inc. y. Utility Regulatorv Bd. of 
Jacksonville, 274 So. 2d 597, 598 (Fla. 1st DCA 1973). 
Nevertheless , it would constitute an abuse of discretion for the 
Commission to automatically award rate case expense without 
reference to the prudence of the costs incurred in the rate case 
proceedings. Meadowbrook Util. Sys .. Inc. y. FPSC, Sl8 So. 2d 
326, 327 (Fla. 1st DCA 1987), rehearing denied, 529 So. 2d 694 
(Fla. 1988). Based on the foregoing Court decisions and p ast 
Commi ssion decisions, staff believes it is appropriAte t o ~djust 
rate case expense to an hourly rate which we be lieve t o be more 
reasonable for the rate payers of Hobe Sound. 

Stoff believes a more appropriate hourly rate for Mr . 
Guastella would be the r ate approved in the Palm Coast Utility 
Corporation rate case proceeding. Pursuant t o Orde r Nc. PSC-96 
1338-FOF-WS, issued November 7, 1996, the Commiss ion found that 
an hourly rate of $14 0 was a more appropriate r ate for Mr . 
Guastella's expertise . Accordingly, staff recommends that MY. 
Guastella's hourly rate should be reduced t o $140. We recommend 
the utility be allowed to recover $23,380 in rate case expense for 
Mr. Guastella ($140 x 167 hours ) . This is a $9,~78 reau~cion to 
the amount reques~ed for Mr. Guastella . 

Accounting: Guastella Associates billed the u tility $38,238 for 
328 hours of accounting work related t o t hi s rate case. In ita 
update, the utility included the support for the above and also 
its estimate to complete for $2, 640 . Staff has reviewed the 
supporting documentation an1 believe these charges to be 
reasona.ble . We also compared the accounting hour ly rate to the 
rates allowed in p revious rate c ases and found that it fell within 
the Commission allowed hourly rate for accounting fees. 
Therefore, we recommend the $40,877 i n a ccoun ting fees included 
i n the utility's revised requests be allo wed. 

Support Staff, Travel & Miscel laneous Charges: Sta ff has reviewed 
the amounts included in the utility's rate case expense rev1s1on 
for Guastella Associates' administrat i ve c harges. We believe 
these amounts to be reasonable. Therefo re we are not r econunending 
any adjustments be made to the utility's requests. 

Sunmary1 Baaed on the above adjustments, staff recommends that the 
utility be allowed to recover $71,952 in rate case ~xpe~se for 
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Guastel la Associates. Accordingly , rate case e xpense reported 1n 
the MFRs should be reduced by $23, 048 . 

TAX PREPARATION 

The u ... ility initially estimated that the costs to prepa re the 
MFR tax schedules would be $2 , 000. The utility's update revealed 
that the actual cha rges were only $935. Af ter our review of the 
supporting invoices, staff believes that these c harges appear to 
be reasonable . Accordingly, we recommend that the utility should 
be allowed t o recover t he $935 in tax preparation charges included 
in the utility ' s revised request. Consequently, th is reduces the 
a mount included in the MFRs by $1,065. 

MISCBLLANBOOS 

In its filing, the utility reques ted recovery of $2, 084 for 
printing and customer noticing . In its update, tl1e ut ility 
revised ita requests to include $415 f or printing and $786 fo ; 
mailing customer notices . Staff has rev i ewed the update and the 
supporting documentation and beli eve the uti l ity has justi f ied its 
revised request . Therefor e, we recommend that the util i ty should 
be allowed $1,201 i n miscellaneous rate case expense. Thia; 
reduces the utility's original request by $883. 

PPSC PILING PB.B 

The utility included $2,000 for the PSC filing fee in its 
original request . In its update, it failed to include any amount 
for filing its rate case. Regardless, on June 12, 1997 , the 
Commission received a $4,500 c heck , wh ich was the amount required 
by Rule 25-30. 020(e) (4), Flo rida Administrative Code, for fillng 
a r ate case f o r this size utilicy. Accordingly, staff recommends 
that the utility be a llowed to recover the full $4, 500 filing fee. 

PRIOR RATB CASE EXPENSE 

As mentioned previously, Hobe Sound added S56 , 1 4 ~ to 1 ts 

current rate case e xpense f o r p r ior unamort lzed rate case expense. 
In the utility's two prio r rate proceedings , the Commission 
approved annual expenses o f $21 , 526, by Order No. PSC - 94-0870-POF· 
WU, issued November 28 , 1994, in Docket No . 940 475-WU, and t;.7 , 737 , 

by Orde r No . PSC-96-0870 - FOF-WU, issued July 2, 1996 , in Doc ket 
No .960192- WU . 
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According t o Section 367 . 0815, f'l o r ida Stat utes, and the 
orde r s stated above, the r esulting rates will be reduced on 
December 20, 1998, f or Docket No. 94 047 5-WU and en August 1, 2000, 

for Docket No . 960192 - WU . If the unamo rtizea balance o t prtor 
rat:e case expense was added to the cu rrent balance and re­
amortized over the next four years, the utility would be penal1zed 
when the four-year rat e reductions take place. Therefore. staff 
recommends, removing the $56, 145 i n unamortized rat e case e xpense 
and incl~ding the amount o f annual rate case expenee amortization 
for each prior docket. Accordingly, staff r ecommends that 529,263 

in p r ior rate case expense be inc luded in test yea r expenses . 
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SUMMARY 

Based on sta ff' s adjustments, $98, 327 s hould be allowed as 
reasonable rate case expense . Staff' s adjustments are shown below. 

CUrrent Rate Case Expense (Per MFRs ) 

Adjustment per Utility 

Total Revised RC Expense Per Utility 

Ad j ustments per staff: 

Guastella Associates 

FPSC Filing Fee 

Staff Recommended RC Expense 

Current Rate Case Expense Per M?Rs 

Prior Unamortized RC Expense Per MFRs 

Total Amount Requested Per MFRs 

~tility•s Annualized MFR Request 

Staff Recommended Current RC Expense 

Divide by four 

Staff Recom. Current Annual Amort. 

Prior Rate Case Expense Amortizat ion 

Staff ' s Recommended RC Exp . 

Staff Recommended Net Adjustment 

26 

$131 , 08 4 

!;l7 , 27~U 

103, 4 05 

(9 , ::>78) 

~ . SQQ 5 , 078 

98 . 327 

131,084 

:22. u~ 

~§7 ,2~2 

46,807 

2§ I ~;jp 

i 

24 ,582 

;l~ . ,fi~ 

SJ , !l :i S 

7 . 038 
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ISSQI 13: Should an adjus t ment be made to amo rt1ze t he costs Lo 
repair the utility' s generator ? 

RICotiKIHDATIOH : 
(MONIZ ) 

Ye s , expenses shou ld be redu c ed by $7,4 14 . 

SXAPP AH&LJSIS: Accordi ng t o Audit Exc ept ion No . 8 , t he uti lity ' s 
generato r was st r uc k by ligh t ening and subsequent l y cost $22 , 99 4 
t o r epair . The companj had insurance to cover the cos t e xce pt fo r 
a $10,000 deductible. This $10,000 amount wa s c ha r ged to 
Regulatory Commission Expenses - Other, i n De c emter 199 :J . An 
o ffsetting entry for $733 was c redited to Mat e rials and Supplies , 
l eav i ng a balance o f $9,267 i n Operation and Maintena nce Expenses . 
This amount was included as an expense in the MFHs fo r eac h o ! t he 
t est years, June 30, 1996, June 30, 1997, and June 30 , 1998 . 

I n acco rdance with Rule 25-30 . 433(8 ) , Fl o r1da Administra t i ve 
Code , non- recurri ng expenses shall be amo rtized ove r a 5-yea r 
period unless a 3horter o r longer period of time ca n be j ust i f ied. 
I n its response to the audit, the util it y d oes n ot o b ject t o 

amortizing the costs over five years. Howe ve:- , 1 t doe s s uggest 
that the unamort i zed por tion should be 1nc l uded i n ra t e oasP . 

Based on the above, s taff recommends that the genera t o r 
repair costs of ~9,267 should be amortized over five yea r s , 
beginn i ng in December 1995 . This result s in a net redu c t ion t o 
tes t year expenses o f $7,4 14 ($9 , 267-$1 , 853) . In adtlit- on , an 
adjustment should be made to increase the working capi t al 
al lowance to i nc lude the 13- month average unamo rt1 zed balance o f 
$5 , 560 . This a djustment is discussed i n Issue No . 4 . 
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I SSUI 14 : What i 'l the a pp r opria t e level o f Lest year ope rating 
income before any reve nue i nc r ease? 

P.ECOHHINDATION : The appropriate l e vel of test yea r operating 
i nc ome should be $334, 796 . (MONIZ ) 

STAll ABALXSIS : Based on the ad j ustments discuss~d 1n prev1ous 
issues , staff r ecommends tha t the test year ope rating 1ncome 
be f o re any provision f o r increased r e venues should be 53~4 , 196 . 

The schedule for ope r a ting income i s a ttached as Schedule No . 3-A 
~nd the adjustme nts are s hown on Schedule No. J-B. 

ISSQI 15: What is the appropriate revenue requi remen~? 

RICXIICIHDATIOH : The f ollowi ng r evenue r equirement should be 
approved: (MONIZ ) 

TOTAL S I NCREASE HNCREASt:: 

Water $2 , 01 9, 22 6 $344, 337 20.56¥. 

STAR ANALXSIS : The r e venues require d as a result o f staff ' s 
analysis are $2,019, 226 . Thi s will allow the utility the 
opportunity to recover its a l lowed level of e xpe nses a nd t o ea r n 
a 8 . 74\ rate o f ret ~ rn on its i nves t ment in rate uase . 
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MTIS ' AA: I S'fQRC'l'URE 

ISSVE 16: What i s the a ppropria t e p rojec ted number o f ERCs a nd 
gal lons tha t s hould be used to set rates for monthly service for 
the p roj ected tes t period e ndi ng June 30, 1998? 

BICOHNINDAtiQN : The appro pr i ate projec t1 o ns that should be used 
to set r a tes f o r monthly se r vice f or the projected test pe r iod 
ending June 30 , 1998 a r e those p r o posed by the utlltty o f 38 , 221 
ERCs and 587,71 7 thousand gallons . (L I NGO) 

STArr AH&LXSIS : As discussed in the case bac kg r ou nd , the 
u t i lity's projected tes t year ends June 30 , 1998 , :,ased ~"~n a 
histor i cal test year e nde d J une 30, 19 96 . In o r der t o ar r i ve at 
its total projected n umber of b i ll s , ERCs a:1d gall o ns (bi 11 inq 
dete rminants), the ut ility p r ojected t h o inc reases or dec rea ses 
t o these respective bi l l ing determinants it anti c ipated cu ring the 
J u l y 1 , 1996 - June 30 , 1998 period, and added these c hanges to 
the corresp onding histori c a l t e s t yea r figu r es. Sta ft ' s 
ca l culations of projected bills a nd ERCs , ave r age consump tion 
r e ductions and proj e c t ed total consumptio n a r e shown on pages 1-3 
o f At tac hment A; a SWN~ ry compa ri s on o f the u t ility' s projections 
o f c ustomer b ills, ERCs and consumpt i o n along w1th staff's 
c o rresponding proj e c t ions is s hown on page 4 o f Attachmen t A. A 
d i s c us sion of the u~ i l i ty' s p r ojections f ol l o ws. 

Projected IBC1 

The utility proj e cted tha t a total of 54 udditional 
connect i ons wou l d be added be tween the perio d o f July 1, 1996 and 
June 30 , 1998. I n r espo nse to d staff Data Request , t~e ut il1t y 
exp l ai ned the a nt ic i pated g r o wth i n terms of the general 
subdivisions o r a reas se r ved : 

Jupite r I sland - North 
Jupiter I s l and - Sou th 
Olympia fl 
Olympi a 14 

29 

ProJ ected Additl Ondl 
Connections 

10 
4 

38 
....2. 
54 
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I t is proje cted that neither Hobe Sound no t th e ~agl ewood 

subdivision would e xpe r ience any addit1onal connec tions . (Response 
to staff Data Re que st dated Ma y 20 , 1997 , No. 3> As dn 
i ndepe ndent c hec k of these projecti o ns , st-•f f d1sc ussE'J ll<l b c 

Sound ' s projected cu~tomer growt h in the var1ous subdiv1 sions w1 rh 
an of f icial o f the Mart in Count y Pr ope r ty App r diser' s o f fice. As 
a r e sult o f t his di~cussion , sta ff believes the utility' s custome r 
growth p =oj ections a r e reasonable. 

As s hown on the ut1lity' s customer growth wo rkpaper IMFR vol . 
IV, p. 16), the uti l ity p rojected t ha t 446 add l tional bills would 
r esul t from t he addition o f t he S4 projected addlt :onal 
connection s. Howe ve r , the r e appears to be an er r o r on the 
workpaper, as staff's recal cu la t ion o f the workpdper (as shown o n 
p. 1 of At tachme , t A) yields 497 addit1onal b1lls , r ather t han 446 
bills . The additional 51 bills ( 4 97 bills 44 6 !Jil ls) as 
ca l culate d by s taff resul t s in a proje ction o f 72 ~RCs g r eater 
than t hat propose d by t he util ity ( ~ee p. 1 o f Attachment Al . 
Howeve r, as s hown on p. 4 o f Attachment A, the utility ' s total 
projected ERCs a r e within 0 . 2\ of staff ' '> corr~spor,j lng 

c a lcu l ation; therefor e , we r e commend no ad justment to the 
utili ty's p r ojection . 

Projected Contumption 

Anticipa ted Re d uc tion in Ayer age Con s ympt ion oer EBC 

As d iscussed i n the ca se bac kground , the test pcr1 oJ dpprovcd 
fo r the ut ility is the p r oject ed test year ending June 30, 1998 , 
based on a h is t o r ical t est year ended June 30 , JQ96 . The 
ut i l i ty's p r o j e c ted t otal consumption assumes an an n ual a verage 
r educ tion in co nsumpt ion of 2 . 54\ per ERC. The util ity s tates : 
"This d ecr ease assume s future usage w1ll r eact s imi la r ly to the 
impacts of weather, conservation measures , and rate increase s . N 
IMfR volume IV , p . 1) The utility requested and was g r an t ed a 
simi la r a d justmen t i n its l ast full rate c ase. In thot 
proceed ing , cons umption f igu res used to calculate rates ret l ec tt'd 
an ave r age a nnual decl ine in consumption o ! 5 . 46\ over t he 1989 -
1 9 9 3 pe rio d . 

The uti li t y' s suppo r t fo r its r equest in Lhe i nst an t 
proceeding is incluaed on page 18 (meter and ERC anal ys 1 ~ 

wo rkpaper ) o f volume IV o f the uti 1 i ty' ~ MfRs , and, based or, our 
review o f t he utility's analysis, we agtee that the da ta 1nd1cates 
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an average annual d~c l ine in a verage consumption per lRC o f a 
least 2 . 54%. In order t o f u rther analyze the u til1ty's r equ~st 

in this regard, staff performed an independen: analys 1s of the 
change i n average consumpt1on per ERC from Dec ember 31 , 199 3 t o 
the end of the histo ri c a l test period e nded June 30 , 1996. This 
analysis was performed in pa rt based on data provided b y the 
uti lity in its monthly repo rts that heave bee n filed with the 
Commission. (The utili ty was ordered t o f ile t hese teport s as a 
result of its rate case in Docket No. 94 0475-WU COrde r No . PSC-94-
14 52-fOF-WU) l . 

The r esults of this analysis are inc luded on page 2 o f 

Attachment A. As shown on the attac hme nt , the o verall average 
consumption per met e r equivalent f or the 12-month per1od ended 
December 31, 1993 was 17, 159 gallons per day <gpd) , and had 
declined to 16,022 gpd at the end of the 12-month pe~ iod ended 
June 30, 1996 -- representing an average annual reduc ti on o ' 
approximately 2 . 7\. Therefore, based on thi s analys1 s 1n 
conjunc tion with the support provided by t he utilit y, we bel1eve 
that the utility's requested reduction of 2 . 54¥ is reasonable. 

Calculation of Proiected Coos ymption 

The util ity applied the 2.54% anticipated a nn ual cons umpt1 on 
reduction per ERC t o its historical test year consumptl on t o 
arrive at total projected tes t year consumpti on o f 58 7 , 717 
thousand gallons. Staff reviewed this calculation , ana we be li eve 
the utility appropriately appl ied the an ti cipat~d r e duction t o 
a rrive at its projected total consumptton . 

A comparison o f the utility ' s projections o f b1lls , ERCs and 
consumption versus staff' s corresponding calcula t ions is presenreo 
on p. 4 of Attachment A. Altho\.Jgh the util i ty ' s consumpt1 on 
projection is less than staff's , its total projec ted gallons ar e 
within 0 . 2% of sta ff's corresponding cal c ulati on. Therefo r e , we 
recommend no adjustmen t to the ut ilit y's projection . 

Congl.ution 

As shown on p. 4 o f Attachment A, the utili ty's 
proj ections of cusLomer bills , ERCs and consumption are all 
0 .3% o f staff' s corresponding projections. Th~::re f ore , 

recommends that the utility's projec tions o f 15, 662 b1lls , 
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ERCs and 587 ,717 thousand gallons for the proJected test yea r 
ending June 30 , 1998 are reasonable and should be approved. 
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ISSQI 17 : What is the appropriate ra te structure for this ut1l1ty , 
and what are the appropri a t e monthly ra tes f or se rvtce? 

~TIQN: The appropriate rate structure for the residentlal 
c ustomers is a continuation of the current base fac1l1ty and 
gallonage charge rate structure consist ing o f three tiers (usage 
blocks) with an inclining rate for each subo;equent t1er. The 
app r opriate rate structure for the general se rvi ce cus tome r s is 
a continuation of the traditional base facilit y and uni f o rm 
gallonage charge rate structur e. The recommended rates , as shown 
on Schedule No. 4, should be designed to produce revenues o f 
$2,017,316, excluding miscellaneous serv1ce c harge r even ues. The 
ut ili ty should file revised tariff sheets and a p r opose1 customer 
noti ce to reflect the Commission-approved ratPS . The appr o ved 
rates s hould he effective for service rende red on or after the 
stamped approval date of the revised tariff s heets pursuant t o 
Rule 25-30.475(1), Florida Administrative Code . The r ates shoulu 
not be implemented until staff has approved the proposed customer 
notice, and the notice ha s been received by the cus t ome r s . The 
utility should provide proof of the date noti c e was given n0 less 
than 10 days after the date o f the notice. (LINGO , GAL LOWAY) 

ST&lf aNALYSIS: The utility's current rate s tructu r e cons l SLS o f 
a base facility and gallonage charge r ate structu re. Standard 
base facility c ha rges apply to both the r esid€~tial and ge ne r al 
se rvice customers. However, general service c ustomers are cha rged 
a uniform gallona ge charge rate , whi le the re s ide ntial c us t omers 
are charged based on a conservat ion-o r ien t ed th ree-tie r ed 
inclining b lock rate. 

The util ity wa s first granted an inclining-bl ock 
(conservation) rate structure i~ Docket No . 900656-WU. l n that 
case , the per capita consumption o f Hobe Sound's customers was 
approximate ly 500 gpd. By Orde r No . 244 85 , 1ssued Ma y 7 , 19CJ1 , 
the Commission recognized that the ut llity ' s proposed conservat1on 
rates would be considered as part of an overa l l conserva t i on plan . 
Therefore, by the aforementioned order, the CommJssion granted the 
utility's xequest for inclin i ng-block residentlal r ales , w1t h the 
second usage block set at consumption greater than l O , C~O gallons 
per month (gpm). A fac tor of approx imately 2 . 1 t imes the initia l 
bl ock rate was approved for consumption greater than 10,000 gpm . 

The utility's current r ate st ruc ture wa s granted 1n Doc k~t 

No . 940475-WU. In that case, the Commission: lJ sepdrated the 
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s eco nd tier monthly usage block into two blocks , result1ng 1n 
usage bloc ks of 0- 10 , 000 gpm, 10, 001 - 40 , 000 gpm, and usage 1n 
e xcess of 40 , 000 gp~; 2 ) appr oved a "co nservat1on a dJ ustmentH of 
25\ , whereby 25\ o f the base facility charge (brC l costs we r e 
shif ted to the ga llonage c harge; and 3) app~oved a f a c tor 2 . 25 
times t h e i n i tia l b lock rate to be used fo r monthly c o nsumpt1on 
in the 10,001 - 40,000 gpm tie r, a nd a facto r o f 3 . 0 times th e 

i nitial bloc k rate to b e used f o r mon thly consumption in e xcess 
o f 40 , 000 gpm. In recognition o f the need to evaluate t he e ffects 

o f this unique rate structure, t he Commission also o rdered Hobe 
Sound to compil~ monthly reports contain ing deta 1led b1lling dat a 
wi th regards to billa , consur:~ption and revenues, separated b y 
c u ,tomer c l ass , meter size, a n d by custome r s on the mainland 
ver s us those cus t omer s on Jupite r I sland. 

A summary of the utility ' s hi story w1th regard t o 
conservation-oriented rates is p r esented 1n the table below: 

CONM7SSION-APPROVEO 

Oaa9• Bloclta Oaaqe Block Conaervatio~ 

(kt;Jala) Rate raotora Adj uataent 

Docket No . 0 - 10 1. 0 No ne 
900656-WU Over 10 2 . 1 

Doc ket No. 0 - 10 1.0 25\ 
9 40 47 5-WU 10 - 4 0 2.25 

Over 40 3 . 0 

I n the instant proceed i ng, the utility proposes to c ont inue 
its current three- tiered rate structu r e. The utillty used a 
multi-step process with regard to thP calculation o f its requested 
rates. First, based on the utility ' s requested reven ue 
r e quirement , cost - based rates of $23.24 for the BFC and $2 . 06 f o r 
the gallonag e charge we re calculated . Nex t , the uti l ity made a 
" c onservation adjustment," whereby 20\ of the BFC cos ts were 
shifted t o the gallo nage component for t he re .:~ identlal c lass . 
This lowered t he BFC to $18.68 . 

The utility then separated the p o rt ion of the reven ue 
attributable to gener~l service gall onage c harges f t o m the total 
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revenue requirement to determine the reve.1ue that must be 
generated through the residential increasing-bloc k gallonage 
c harges. The uti lity proposed that a fa ctor o f 2.0 times tht 
initial block rate be used f o r monthly consumpt ion in the 10,00 1 -
40,000 gpm tier, and a factor of 2.5 times the initial block r ate 
be used for monthly consumption in excess of 40 ,000 gpm. (The3e 
facto rs are r eferred to as "usage bloc k ra te fa ctors "' o r "ra te 
factors".) These rate factors were the ~asts fo r the salculat1 on 
o f the fact ored number o f gallons. The ut ility's requested 
revenue requirement , the "conservation ad j ustment" o f 20% and the 
calculat i o n of factored ga l lons resulted i n the util1ty' s 
requested residential rates for the three t ie r s o f $1 . 20 f or the 
first usage block, $2.40 for the second bloc k anJ $3 . 00 f vr the 
third block. 

The util ity's rate design proposals i~ the instant proceeding 
are summarized below: 

UTILITY ' S PROPOSALS 

0••9• Bl.ock• 0••·9• Bl.ock Conaervat:1.on 

(kg ala) Rat. raotora Adj u•tment 

Docket No. 0 - 10 1.0 20! 
970164-WU 10 - 40 2.0 

Over 40 2.5 

As discussed above, t here are several s teps in vo l ved 1n 
evaluating and calculating an inclining-block rat e st r uc t u r c 
including (but not limited to) determining: l) the appropriate 
usage blocks; 2 ) the appropriate "conservation adjustment," tf 
any; and 3) the appropriate usage block rate factors. St aff 
agrees in part and disagrees in par ~ with t he uttlity ' s proposed 
rate structure and methodology of calculating its requested rates. 
There are several unique aspects o f the ut ility ' s rate structure 
addressed bel ow. 

Vnqe Block• 

Staff examined the utility' s h istorical re~td<~ntidl 

consumption data for the period ended June 30, 1996 as part o f our 
review o f the utility's request to continue i t s cu r rent th ree­
ttered rate s tructure. Our analysis reveal s that approx imately 
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45% of t o~al reside~tial bills are accounted fo r 1n the f1rst 
usage block. Approximately 79% of total residential bill s are 
captured within the first two usage blocks, while the third usage 
block accounts for the remain ing 21\ of total residential b1lls. 
Staff believes the current first two usage bloc ks c apt u re an 
appropr iate and representative portion of the ull llly ' s 
residential population; therefore, we recommend no c hange t ~ t he 
utility's current usage blocks. 

Conteryati on Adiut ta.n t 

As mentioned previously, the utility proposes to shift 20 \ 
of the BFC costs to the gallonage charge. A cor.«ervation 
adjustment of 25\ was requ~sted and approved in the util ~ty' s last 
full rate case (Docket No . 940 475-WU). In order to evaluate the 
need for such an a d justment in th is case , staff (based on our 
recommended revenue requirement ) calculated cost-based rates of 
$21.16 for the BFC f o r a 5/8" x 3/4" meter and $2.06 for tt.~ 

general service gallonage cha r ge. The relat ively l o w gallonage 
rate as compared to the BFC is due mainly to the un usually high 
cons ump t ion levels of Hobe Sound's residential customers . 
Therefore , in order to mitigate this dispari ty , as well as s hift 
more of t h e burden of cost recove ry to the gallonage charge in 
o rder to promote conservation, staff believes that some 
"conservation adjustment" is appropriate. However, the utility ' s 
proposal contemplates t hat all general service customers would pdy 
$2.02 per 1 , 000 gallons. staff believes that the overall rate 
incr ease s hould be enough to promo te some conserva t ion by the 
general service c ustomers. 

The magnitude of the proposed 20\ conservation adjustment is 
less than what was proposed and approved in the utility' s last 
rate case, a nd the utility offered no explanation as to why it i~ 

proposi ng to reduce the magnitude of the adjustment. Staff 
questions the reasoning behind Hobe Sound ' s proposal LO l ower the 
magnitude of the conservation adjusLment in this proceed1ng when, 
as will be d iscussed in greater detail below, the utility ' s 
c ustomers' consumption patterns since the l ast rat e c a s e would 
indicate a need for more aggressive conservation measures. 
Therefore , we recommend that the util j ty's requested conservation 
adjustment of 20\ be denied in favor o f the higher, c urrent 
conservation adjustment of 25\ . 
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U••a• Bloc k Bate rector• 

In the instant proceeding, the utility ha s r~qu ested a change 
i n its usage block rate fac tors from the c urre•lt fa ctor s of 1. 0 , 
2.25 and 3.0 to lower f actors of 1 . 0 , 2.0 and 2 . ~ . In one o f 1ts 
data requests, !ltaff asked Hobe Sound how i t had u:Jed the 
information contained i n the monthly r e po rts filed with the 
Commission when f o rmulating its ant icipated 2 . 54% cunsumpt 10n 
reduction a nd its proposed gallonage c harge rdt e block fa ctor s o f 
1.0, 2.0 a nd 2.5 . The utility responded: 

This informa tion was not used for the 
formul., tion of the consumption reduction 
or the block rate factors .... The Company 
is not seeking to change the block rate 
structure from that proposed and 
accepted i n t he last rate order a nd 
therefore used the factors consistent 
with that filing. (Hobe Sound' s 
response to staff's Data Request Dated 
May 20 , 1997, No . 6) 

Curiously, the utility' s responses seem t o ind icate not vnly a 
di s regard of the i mportance o f monitonng its app r oved 
conservation-oriented ra t e structure, but a l ac k of analysis wtth 
r egard to its rate design proposals . 

Staff disagrees wi th t he utility' s r equest t o l owe r its rat e 
f ac tors to 1 . 0, 2. 0 and 2.5 for numerous r easons , sever al of which 
are i nt e rrelated. f i rst, monthlv usage below 10,000 gallons is 
no t considered excessive, and is less d isc ret jonary than usage 1n 
subsequent blocks. fo r e xample , 56\ o f all bills r e ndetdd to the 
utility's "typical" res i dential customers on 5/8 " x 3/4" meters 
are captured i n the 0 - 10,000 gall on usage block. In f a c t , 3H 
of ~hese customers' bill s are cap tu r ed in usage o f 5 , 000 gall ons 
o r less. Si nc e usage below 10 , 000 gpm is rel atively 
nondiscretio nary, staff believes t he rate in th is usage bl ock 
should be kept as low a s possible. 

Second, as disc ussed p reviously, residential custome r s' usage 
in the monthly block of 10 , 00 1 - 40 , 000 gallons a ccoun ts fo r 27\ 
of the utility's total residential consumpti on, and ~sage in the 
third block (monthl y consumpt ion in excess o t 40 , 000 ga llo .• s l 
accounts for 51\ o f the utility' s t otal residential consumpti o n. 
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The refore, the combined usaqe o f custometg tn the secor~d dnd t hi r d 
tiers accounts for an unusually high 78'!. o f t o t al res tder.ti al 
consumpti o n. As a result , sa ff believes .t 1s necessary to send 
the cus t omers in the second and third t ie r s ~t ron~Pr pri ce s1 gnals 
than those generated by the c urrently app r oved rdt e f dctors o f 
1.0, 2.25 and 3 . 0, and certa inly stro nger than those propo~ed by 
the util ity. 

Staff' s belief in thi s rega r d is f urther suppo rted by ou r 
anal ysi s of the monthly reports f iled by Hobe Sou nd a~ required 
by Order No. PSC- 94- 1452-fOf-WU. These monthly reports pro v1de 
greater detai l o f the uti l ity's custome rs ' consumpt•on pa t~e r ns. 

For e xample, the ut i lity' s r esidential mainland c ustomers (over 
98% o f whom have 5/8 " mete r s) account f or ove r ~0 % o f the 
util i ty's total sys tem bills -- resident ial and generdl servLce 
customers c ombined - - whil e acco unting fo r onl y l 66 o f ~ 11 gallons 
sold . Convers el y, t he utility's Jupite r Island customers account 
for approximately 35\ o f the utility ' s entire c us tomer base , but 
these c ustomers consume over 60\ of all water sold by Hobc Sound . 
In f a c t, the number o f gallons sold t o those cu~Lome ls 1r the 
thi rd usage block alone r epr esents over 35% o f total gallons so ld. 
Staff beli~ves this analysis supports our con~ention for the need 
of more stringent rate factor s . 

Th i rd, a n analysis of similar residen t i a l dat •• ! 1o m Doc ke t 
Nc . 940475-WS re inf orces this point. In that case: l l residential 
c ustomers' usage in the second tier accounted f o r 28\ o f t o tal 
residential consumpt ion; 2) usage in the th ird tier accounted f o r 
an additional 52% of t o tal res idential consumpt 1 on ; and J l 

combined second and th ird tier consumption acco'!nt ed t c> r 80% of 
the utility's t ota l res i dent i al c~nsumption. The percentages o f 

t o tal re s idential consumpt ion capt ured i n the second and th i r d 
t iers in the instant proceeding are virtually i denticul t o thos~ 
cor respond ing percentages in the uti1~ty ' s last rate l·ase . Th 1s 
s•1ggests that ~ aggressive, r a t her than less agg r e-ss 1ve, rate 
factors are appropriate in th is instanc~ . 

I n order to further evaluate the uti 11 t y ' s JH opu:u1d usog•· 
block r ate factors, a nd eval ua t e ot he r rate ! aclo l op tions as 
well, staff used a combinati on o! dif ferent rate !ac tors , in 
conJunction with conservation adjustments o f 20\ and 25\ , and 
calculated the resulting gallonage cha rge rates Ldsed I.JI• s t af f ' s 

recommended revenue reql•irement. Consumption charges (charges 
excluding t he BFC) were then calculated at different usage levels, 
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and the result ing increase in those bills O"er the c urren t rate s 
were also calculated. A representative Sdmple o f tn 1s an~ l ys1s 

is shown on Attac hment B. 

Based on the analysis on At tachment B, our flna l a r ea o f 
disagreement with the utility' s ra te des ign proposal 1s that lt 

shifts a portion o f the revenue recove ry bu rden from the h i gh 
consumption c~stomers t o the low consumpti on custom~rs . This is 
illustrated in column (b ) o f Attac hment B, wh ich presents the 
gallonage charge rates resulting from the uti l ity ' s p r oposed : a) 
20% conservation adj~stment; and b l ra t e !acto r s o f 1. 0 , 2 . 0 and 
2. 5. As shown in column 1bl, the percen tage inc rease in t he 
consumption charges for a low- use c ustomer using 5 , 000 qpm 1s 
35.6% , while the corresponding percentage increase f o r a high-uJe 
customer using 100,000 gpm is only 15. 5%, or less than one-ha lf 
the percentage increase o f the custome r us i ng 5 ,000 gpm. This 
indicates that the util ity's proposa l shifts a po r cion of the 
revenue recovery burden from the high use c us t omers t o the l ow us e 
customers. 

We believe the utility ' s rate design proposal sends wea ker , 
and, therefore, inappropriate pricing signal s to the customers 1n 
the second and third usage blocks. As discussed prev1ously , stdff 
believes that stronger price signal s are approp r iate fo r the 
second and third usage blocks. Therefo r e , based on t he foreqo1ng , 
we disagree with the utility's proposed usage block r~te fa c tors. 

As mentioned previously, Attac hment B also present s a 
representative sample of our analysi s o f o the r r a t e factor 
combinations. Consistent with o ur belief that stronger-than­
current price signals are appropr iate f o r the seconc a nd t h1rd 
usage blocks, columns (c) through (e) and I g) th r o ugh ( 1 l o f 
Attachment B present ou r ana lys1s , based on our recomrnend~d 

revenue requirement, o f three r~ tc fac t o r comb i nat1ons t hat are 
more stringent than the cu r rent rate factors o f 1.0, 2 . 25 and 3. 0 . 
The analysis in columns (g) through ( 1 ) is based on s taff ' s 
r e commended conservation adjustment o f 2S\. (The ana l ys1 s 1n 
columns (c) through (e) is based on the utility ' s proposed 
conservation adjustment of 20%, and because we ar~ recomme nding 
a conservation adjust.men t different t han what wa s proposed by Hobe 
Sound, the i nformation in these columns is presented f o r 
comparative purposes only.) 
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Column (g) pre~ents o ur analysis of the pric e signals that 
would result from a rate fact o r combination o f 1 . 0 , 2 . 25 and 3 . 75 . 

As shown in the lower portion o f column (g) , the percentc~ge 

increase in consumption c harges o ver current levels f o r c us t omers 
at usage levels of 5 , 000 gallons, 10 , 000 gallons and 25 , 000 
g~llons is a uniform 4. 6~. Therefore, thi s r ate f acto r 

combination was eliminated from consideration because we believe 
that cu~tomers using 25,000 gallons should rece1 ve a greater 
percentage increase than those customers at the lower c onsumpti on 
levels . Column (h) presents our ana lysis of a r ate fa ctor 
combination of 1.0, 2.5 and 3.75. As shown in the l o wer portion 
of column (h ) , the consumption charges f o r c ust.::ners at usage 
levels greater than 10,000 gallons are progressively hi~her th a n 
the 2.3\ incr ease that would b e experienced by the c ustome rs wtth 
usage of 10,00') gallons or less. Co lumn (i) presents our 
corresponding analysi s of a rate fac tor combination o f 1. 0 , 2.75 
and 4 .0. This combination was also eliminated from consideration , 

as the customers i n the first usage bloc k (0 - 10 , 000 gal l o ns) 
would experience a 4.6\ decrease in their consumpt ion charge. 

Based on the analysis discussed above, s t aff recommends a 
rate for the second block that is 2.5 times that o f t he ' nit ial 
block rate, and a rate for the third block that i s 3 . 75 ttmes t he 
ir.itial block rate. Not onl y do these recommended fa cto r s send 
stronger price signals to high-use cus t ome r s than the utility ' s 
proposed rate fa c tors, but the fa cto r s s end eve n stronger pri c e 
s ignals to those high-use c ustomers than the f acto rs a p o r o ved 1n 
Docket No. 9 40 4 75-WU. Finally, sta ff' s higher f cH.: t ors have the 
resulting effect of a l o we r r a t e 1n the first usage blo c k tha n 
would be achieved using the uti .i.it y' s proposed fa ctors . As we 
believe a goal is to kee p the ra te in the tir s t tier as low as 
possible (without going below th~ current rate in that ti e r ) , 
a taff's recommended factors be t ter a c hieve this goal . 

The permanen t rates requested by the utility are des1gned to 
produc e revenues of $2,099,1 15 f or wa ter se rv ice . The requested 
revenues represent an i n c reas e of $424 , 22 6, or 2 5 . JH . Stat t 
recommends that the fina l rates appro ved f or the ut ili t y shn uld 
be designed to pro duce revenue s o f $2 , 017 , 316 (excl ud ing 
mi scellaneous service charge revenues) , wh ich is an i nc rease of 
S344,337 , or 20 . 56\ . 

Appro x i mately 30% (o r $606 , 563) o f the reve nue requ i rement 
is recovered through the recommended base fac ili ty c harge. The 
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fixed costs are r~covered through the BPC based on the proJec ted 
number of factored ERCs. The remain1ng ·: o\ of the reve nue 
requirement (or $1,410,753) represent s rev e nues collected through 
the gallonage c harge based on the projected number of gallons 
consumed during the proj ected year ending June 30 , 1998 . 

The utility should f ile revised tar 1ff sheets ~nd a proposed 
cus tomer notice to reflect the Corr.mission-approved rat e s . The 
appr oved rates should be effective f o r se rv ice rendered o n o r 
afte r the stamped approval date o f the revised t ariff sheets 
~ursuant to Rule 25-30 .4 75(1), flor ida Administra t ive Code. The 
r a tes should not be implemented until staff has approv"!d the 
proposed customer notice, and the noti c e ha s been recei ved by tne 
customers. The utility should provide pro0f of the dat e notice 
wa s given no less than 10 days after the date o f the notice. 

A comparison of the util ity's original rates , i nt e rim rat es , 
requested rates and staff's recommended rates 1s s hown on Schedule 
No . 4. 
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ISSQI 18 : What information should the utility continue to ~il e ro 
enable staff t o monitor the e ffects o f the reco~mended increastng­
block rates, and how often should this informati on be fiied? 

BECotiCIMI)A'l'Iotf : The ut ility s hould conllnue preparing monthly 
r e por t s containing the number of c ustome r bllls , gal l o ns bill ed 
a nd reve nues billed . This i nformation should be provided fo r ea ch 
cus tomer class , meter si ze and appro ved usage bloc k, separ~ted 

between customers located on the ma i nland versus those customers 
located on Jupiter Island. The mont hly report s req uested in th 1s 
i::;sue should be filed w:th the Corranissi on on a qua rtf'r l y ba~1s fo r 
a pe riod of two years, commencing on the firs t b1 ll1ng c ycle ~~ 

which the revised ra tes go into ef fee t . (LINGO ) 

S'l'All AKALXSI!;l: I n consideration of the need t o e \ alua t e t he 
effects of the utility's increasing-block rate structure approv ~ j 
by Order No. PSC- 94-14 52-fOf-WU, the Commissio n orde r ed t he 
utihty to compile and submit monthly reports con t aining the 
number of customer bills, ga llons billed and revcnu.::-~ bi 11 ec1. 
This i nformation wa s ordered f or eac h c ust omer ~ las s , m~ter s i ze 
and usage bloc k, sepa ra ted be t we en customers loc ated on the 
mainland versus those customers located on Jupiter Isl a1.d. 

As discussed j n the previous issue , staff r ecommends t hat the 
util ity's three- tiered increasing-block rate struc ture be 
continued. Staff believes there is a need to continue t o monitor 
the effects o f this ut ility's r a te struc ture . To tt.at end , we 
believe i t is appr opriate to require t he ut i lity to conti nue t o 
prepare monthly reports containing the number o f custnme r b1lls , 
gallons billed and revenues bil l ed . This informatlon should be 
provided for each cus t omer class , meter size and usage block , 
separated between customers loca t e d on the mainland versus those 
c ustomers located on Jupiter Is land . The mont h ly r eports 
requested in this issue s hou ld be filed with the Commi~810n on a 
quarterly basis for a period of t wo yea r s , commenc ing on the f 1rs t 
b i lling cycle in wh ich the r evised r ates go i nto effec t. 
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ISSQI 19: What i s the app r opr la te amount by wh1 c h rates should be 
reduced four years after the established e ffect i ve date to refl~c t 

the removal of the amo rtized rate case c xpe:-~se as requ1 red uy 
Section 367 . 0816, florida Statutes? 

R£CCIICINJ)ATIOif : The wate r rat e s shou I d lw r educed as shown on 
Schedule No . 5, to remo ve rate c ase e xpense 1n t he amount of 
$98,327 , gross ed- up f o r regu l a t ory assessment f ees and amo rt1zerl 
over a four-year period. The dec r e ase 1n rate.s should become 
effective immediate l y f o llowing the exp i r auon o f the f our-yea r 
recove r y period, p ursuant t o Section 367 . 0816 , flo rida St atutes . 
The utility should be requ i red to fil e r e v1sed t a r1 ff s heet s and 
a proposed customer notic e setting for t h the l owe r ra t es and t he 
reason for t he reduction not later tha n o ne mon th P'" i o r to tl1e 
actual date of the required r ate reductior1. 'GALLOWAY ) 

STAll AB&LJSIS : Sect i on 367. 08 16, Florida Statutes , requires that 
the rates be reduced immediately follow i ng t he e xpi r ation o f the 
four-year period b y the amoun t o f ra te case e xpense previ ous ly 
authorized in the rates. The r e duc t ion w1 l! reflect the removal 
o f water r evenues a s sociated with the amo r t1za t 1on of r ate cuse 
expense and the gross-up for r egulato ry a ~ sessment f ees wh1 c h 1s 
$98,327. The removal of rate case expense w1l l reducP r ates us 
recommended by staff on Schedule No . 5 . 

The utility should be required t o f il e r e v ised tar i ff s no 
l a ter t han one month prior to the actual date o f t he r equ i t ed rate 
reduc tion. The uti li ty al~o shou l d be requ i r ed to f1le a proposed 
c ustomer not ice setting f o r t h the l ower r a tes and reason f o r the 
r ed uc tion. 

If the utilit y files th is r e duction in conjunct1on w1t h a 
price index or pass-through r a t e adjustment, separate data s hould 
be f i led f or the price i ndex and/or pass-th r ough 1ncrease or 
decrea se, and f o r the reduct ion in t he rates due to tre removal 
o f the amorti zed rate case e xpe nse . 
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ISSQI 20; Is a ref und o f interim ra es requaed , c~ · d 1 f :>o , ·.!ha !. 
i s the appropriate a mo u 11 t ? 

RIC~IQN: No. I n terim 
therefore, no refund is required. 

ra tes were not imp lemented; 
(MONI Z, GALLOwA Y) 

~TAll AK&LXIIS; Pursuant t o Order No . PSC-97-08 39- POP- WU, issued 
July 1 4 , 1997, the Commission suspe nded the utility ' s pro po sed 
rates. The annualized revenues based on th~ limited p r ?ceeding 
rates which went into e ffec t aft e r the in ter im test year , as 
approved by Order No . PSC-96-0870 - f Of - WU, were compa r ed Wl th thP 
Commission appr oved interim revenue s . Thi s c omparison re s u lted 
in a revenue i ncrease of less than 1% or $5,8 70 o ver c urrent 

limited proceed ing rates . The util i ty decided not to i mplem~ nt 

the a pproved r ates because of the nomi nal i mo a c t. S lnce t he 
i n terim rate incre&se was no t i mpl e me nted , no r e f und Is r equ1 r ed. 
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OTHER 

ISSUE 21: What are the appropr ia te annual .1nd monthly ct1scounted 
rates, and the effec tive date for AFUDC? 

MCOMMINDA'fiQN : Th e annual AFU DC rate should be 8 . 74'i and the 
discounted monthly rate should ~e 0 . 72820 4 %, consis tent w1t h Rule 
25-30 .116, Florida Admi ni strat i ve Code. Th~ AFUDC e ffective date 
should be July 1, 1998. (MONIZ > 

STArt ~SIS: As discussed in ~ssue No . 7 , sta ff is recc mmend1ng 
an 8.74% weighted cost of capital. Therefore , staff r ecommends 
an annual AFUDC rate o f 8.74% and a discou n ted rat e o f 0 . 72820 4 % 
c onsistent wi th Rule 25-30 .1 16 , Florida Administ r au ve C:>d~ . 

Addit ionally, ar.cord ing to the above rul e , the new AFUDC r dte 
shall be effective the month following the e nd 0 f the 12 -month 
period used to establish that ra te . Therefore , since the end o f 
the utility's test year is June 30 , 1998, the ef f eCLlVe date 
should be July 1, 1998 . 
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ISSQE 22 : Should the docket be closed? 

R!CQHHINOATIQI : Yes, In the event a timely protest is not f1led , 
the d ocket may be c l osed upon t he utility ' s filing o f anrl staf! ' s 
opp r o val o f revised tariff she et s . (GERVASI, MONI Zl 

STAll AUALXSIS : I f a pro test i s not rece1ved wtthin 2 1 days o ! 
i ssuance of the Proposed Agency Action o rder , the o r de r w1 l l 
become final. The d ocket may be closed upon the utllity ' s filing 
of and staff ' s appr oval of revised tari ff sheets. 
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