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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: . Investigation into 1996 
earning s o f F·l o rid a Public 
Utilit i es Compan y - Fe r nandina 
Beach Divis ion. 

DOCKET NO. 971227 - EI 
ORDER NO . PSC-97 - 1505- FOF-EI 
ISSUED: November 25 , 1997 

The followin g Commi s sioners participated in the disp~sition o f 
this ma t t er: 

JULI A L. JOHNSON , Chairman 
J . TERRY DEASON 
SUSAN F. CLARK 

DIANE K. KIESLING 
JOE GARCIA 

NOTICE OF PROPOSED AGENCY ACTION 
ORDER DISPOSING OF 1996 OVEREARNINGS 

BY THE COMMIS SI ON : 

NOTI CE i s here by given by the Florida Public Service 
Commissio n that t he a ction discussed herein is preliminary i n 
nature and will become final u n less a person whose interests are 
s ubstantially affec t ed files a petition for a formal proceeding , 
pursuant t o Rule 2 5 - 22 . 029, Florida Administrative Code. 

CASE BACKGROUND 

During t he course of our continuing earnings surveillance 
program, we noted in 1995 that the earnings of the Fernandina Beac h 
Divisio n o f Flo rida Public Utilities Company ( Fernandina Beach o r 
t he Compa n y ) were in excess of the maximum authorized return on 
equity (ROE) o f 12 . 60% . Commission staff met with the Company, and 
as a r e s ult o f that meeting , the Company agreed to cap its earnings 
at 12 . 60% . The Company submitted a letter dated September 5 , 1996, 
i n whic h i t als o agr eed to cap i t s 1996 earnings at a 12.60% Return 
On Equity (ROE). Th e disposition of any excess earnings was left 
to our disc ret ion . The Company, however , reserved the right to 
request alternative d i s position s such as additional contributio ns 
t o its sto rm damage r eserve o r the reduction of any depreciatio 11 
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reserve deficiencies. An Audit Repo rt for the 1996 calende r year 
was issued on July 10 , 1997 . The Compa ny ' s respo nse to t he audit 
report was received on July 30, 1996 . 

On October 3 , 1 997, the Company submitted a letter agreeing 
with our calculation of 1996 excess earnings in the amount of 
$132 , 340 , plus interest of $3 ,679 . In addi tion , the Company 
requested that the t otal amount of $136 , 019 be contributed to the 
Storm Damage Reserve in Fernandina Beach . 

DISCUSSION OF ISSUES 

Based o n the adjus tments discussed below, we find that the 
appropriate rate base for Flo r ida Public Utilities Company­
Fernandina Beach Divisio n f or 1996 is $1 4, 902 , 638 . Pursuant to 
its December 1996 Earnings Surveillance Report, the Company 
reported a total "FPSC Adjustedu rate base of $15 , 24 3 , 888 . 
(Attachment 1) 

Construction Work in Progress : In Audit Exception 3 , the Company 
calculated a 13-month average expenditure of $106 , 759 on a wo rk 
order. The Company accrued Allowance f or Funds Used During 
Constructio n (AFUDC ) o n t hi s amount. The Company also i ncluded 
this amount in the Construction Work in Progress (CWI P) account . 
This a ccounting created a double return o n t he i nvestment . 
Therefo re the $106 , 759 included in AFUDC has been removed from the 
13-month average ra t- e base to eliminate the double counting . In 
its response to the audit report , the Company agreed with the 
adjustment. 

Working Capital: In Audit Exception 4, the Company did not f ol l o w 
our normal procedure of excluding net fuel underrecoveries from 
working capital . In this instance the amount that should be 
removed from working capital is $213 , 168. Its response to the 
audit repor t indicated that the Company recognized past Commission 
practice on this issue and ag r eed t o the amount of e xcess earnings 
for the purpose of closing this doc ket. The Company asserted , 
however, that working capital s hould be adjusted to zero . The 
Company also stated that it recognized o ur pas t practice of 
removing underrecoveries from wo rking capital . However , the 
Company believes that both underrecoveries and o verrecoveries , when 
they occ ur , should be excluded from working cap ital. 

Provision for 1995 and 1996 rate refunds : In it ' s surveillance 
report, the Company decreased wo rking capital by $37 , 298 o n a 13-
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month average- basis for rate refunds related to overearnings . The 
account contains amounts related to both 1995 and 1996 . The amo unt 
related to 1995 is $31,606 , and the amount related .::> 1996 is 
$5 , 692. These worKing capital entries have been reversed in order 
to determine the total amount o f the e xcess ea r nings for 1996 . 

Application of 1995 overearnings to the Storm Damage Reserve: In 
December, 1996 , the Company transferred $63 ,506 in accruals for 
overearnings from the Rate Refunds Pending account to the Storm 
Damage Reserve account. However, we o r dered the increase in the 
reserve be made effective January 1 , 1996 . Changing the date of 
the increase from December, 1996, t o January , 1996, increased the 
13-month average balance for this account by $58 , 621 . Since this 
account is a liability account in working capital , the change had 
the e ffect of reducing working capital by $58,621. Therefore , we 
reduced working capital by $58 , 621. 

We find that for the purpose of measuring excess earnings , the 
appropriate overall rate of return for the Fernandina Beach 
Division is 9.04 % based on the ROE cap of 12 . 60% and a 13-month 
average capital structure for the period ending December 31 , 1996 . 
We began with the 13-month average capital structure from the 
Company ' s earnings surveillance report for the period ending 
December 31 , 1996 . In its earnings surveillance report , the 
Company removed its investment in Flo- Gas entirely from common 
equity in a manner consistent with previous cases . The Company 
specifically identif~ed deferred taxes, investment tax c redits and 
customer deposits. 

We have included the amount of $5 , 692 as defer red revenue in 
the capital structure with an eff e ctive interest rate of 5 . 70%. 
This amount represents excess earnings for the 1996 year. The cost 
rate on deferred revenue is the 30 day comme r cial paper rate as 
stated in Rule 25- 6 . 109, Florida Administrative Code . The 
treatment of excess earnings as an item in the capital structure is 
consistent with the treatment of deferred revenue i n the recent 
earnings review of Tampa Electric Company (see Orde r No. PSC - 97 -
0436-FOF-EI, issued April 17, 1997) . We r econciled the remaining 
adjustments to rate base on a pro rata basis over investor- supplied 
sources of capital . We established the return on common equity for 
Fernandina Beach as 11.60% with a range from 10 . 60 % t o 12 . 60% . It 
is calculated that the weighted average cost of capital as 9 . 0 4%. 
(Attachment 2) This is the rate of return used to measure excess 
earnings. 
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Based on the adj ustments discussed below, we f_nd that the 
appropriate net ope r ating income of the Fe r nandina B~ach Divi sion 
for 1996 is $1 ,4 27 , 238 . Pursuant to the Decembe r 1996 Earnings 
Surveillance R~port, the Company repo r ted a "FPSC Adjustedn ne t 
operating income of $1 , 385 , 236 . (Attachment 1) 

Refund Provision: In 1996, the Company reduc ed revenues $5 , 776 and 
$74 , 000 , respectively , related to t he 1995 and 1996 overearnings . 
In order to properly determine the amount of 1 996 overearnings , 
these amounts sho uld be i nc luded in revenues . We have r eversed 
these amounts in order to determine the total amount of the excess 
earnings for 1996 . 

Medical self insurance expense under allocated : In Audit Exception 
5, the Company made a n error of $9 , 900 in the allocation of 
medical self insurance expenses between the Fernandina Beach 
Division and Flo- Gas . Flo - Gas is a wholly-owned unregulated 
subsidiary of Flo rida Publ ic Utilities Company . The error caused 
the expenses to Fernandina Beach to be lower than actual expenses 
by t his amount. To reflect the proper amount of e xpense f o r 
Fe rnandina Beach , expenses have been increased by $9 , 900 . As 
stated in its response to the a udi t report , the Company agrees with 
this adjustment. 

Interest income on cash in Wo rking Cap ital : In Audit Disclosure 
3 , t he Company included interest earning cash in wo rking capital 
but did not incluJ e the related interest income in revenues . In 
the Company's Modified Minimum Filing Requirements review in Docket 
930720 - EI , we determined that the interest income should be 
included in revenues if the interest bearing cash is i ncluded in 
wo rking capital. Therefo re, operating revenues should be increased 
by $1, 425 . As stated in its response to the audit repo rt , the 
Company agrees with the statement of facts , but believes it did 
record t he interest income adjustment properly based on Or der PSC-
0170-FOF-EI, the o rder for the Mar ianna Electric Divisio n . 

Revenue reduction f or imputed nega tive i n t erest : In the 
surveillance report , the Company had a negative c a sh position f o r 
the 13 months ending December 31, 1996 . Therefore, t he Company 
made an adjustment to reduce r e venues of Fernandina Beac h by an 
allocated amount of $6,432. The stated rationale was that if the 
Company had to add interest i ncome t o revenues for any interest 
earned on a positive cash positio n, it could impute negative 
interest earned on a negat ive balance of cash a nd make a 
corresponding reduction to revenues . We disagreed wi th the 
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Company's adjustment and f ind that the $6 , 432 reduction to revenues 
the Company made because of negative imputed interest must be added 
back to operating revenues . The Company did not pay a ny interest 
on the negative balance of cash. The Company shot.. ld not rna ke 
reductions to revenue to benefit from this fact . It should be 
noted that many companies routinely carry negative balances of c ash 
due to aggressive cash management policies . A negative balance of 
cash does not necessarily indicate cash flow o r other financia l 
problems. 

In its response to the audit report, the Company agreed with 
the statement of facts. The Compa ny, believes , however , that the 
interest income adjustment was reported properly based on Order No . 
PSC- 94-0170-FOF-EI . The section o n interest bearing cash in that 
order states that any interest earned on cash in wo rking capital is 
to be included in revenues . This o rder does not address Company 
adjustments to revenue for imputed negative interest . 

Interest Synchronizatio n: This is a fallout adjustment based on 
the reconciliation of the rate base and the capital structure due 
to adjustments to the rate base. In this instance, income taxes 
should be increased by $6,480. 

We find that the amount of excess earnings fo r the Fernandina 
Beach Division for 1996 is $132,340, plus interest of $3 , 679 . 
Based on our findings in the previous issues , we have determined 
that the excess e arnings for 1996 are $1 32 , 340 , plus interest of 
$3,679. (Attachment 3 ) This represents an earned ROE o f 14 . 16%, 
which exceeds the maximum authorized ROE of 12 . 60% . 

We find that the 1996 excess earnings in the amount of 
$136,019 , including interest, shal l be contributed to Fernandina 
Beach's Storm Damage Reserve. This amount should be booked 
effect i ve January 1, 1997, for ratemaking , earnings surveillance, 
and overearnings review purposes . During the last o ve rearnings 
review for this division, the Company requested that the excess 
earnings be contributed to the Storm Damage Reserve. The Company 
cited the current disparity of the reserve and accrual levels 
between its Marianna and Fernandina Beach Divisions . As of 
December , 1996, the level of the reserve balances for the two 
divisions are approximately equal. Ho wever , we a gree that there 
appears to be a deficiency in the St orm Damage Reserve for 
Fernandina Beach, even with the addition of the e xc ess earnings for 
1995. 
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Because the excess earnings occu rred during :~96 and interest 
has only been calculated for that year , we a l so find that the 
increase wil~ be made e ffective as of Janua ry 1 , 1997 , for all 
regulatory purposes. This will eliminate the need for the 
calculation of any additiona l amounts of interest and will include 
the increased reserve in the determination of earnings for 1997. 

Based on the forego ing , it is 

ORDERED by the Florida Public Service Commission that the 
appropriate amount of rate base for Florida Public Utilities 
Company-Fernandina Beach Division for determining the amount of 
excess earnings for 1996 is $14 , 902 , 638. It is fu rther 

ORDERED that the appropriate overall rate of return for 
Flo rida Public Utilities Company-Fernandina beach Division for 
determining the amount of excess earnings fo r 1996 is 9 . 04% based 
on the Return On Equity cap of 12.60% and a 13 month average 
capital structure for the period ending December 31, 1996 . It is 
further 

ORDERED that the appropriate net operating income of the 
Florida Public Utilities Company-Fernandina Beach Division for 1996 
is $1 , 427 , 238. It is further 

ORDERED that ~he amount of excess earnings for the Florida 
Public Utilities Company- Fernandina Beach Division for 1996 is 
$132,340, plus interest in the amount of $3 , 679 . It is further 

ORDERED that the appropriate disposition of the 1996 excess 
earnings in the amount of $136 , 019 of the Florida Public Utilities 
Company-Fernandina Beach Division is contribution to the Storm 
Damage Reserve. This amount shall be booked effective January 1 , 
1997 for ratemaking, earn i ngs surveillance, and overearnings review 
purpo ses. It is further 

ORDERED that the provisions of t his Order , issued as proposed 
agency action, shall become fina l and effective unless an 
appropriate petition, i n the form provided by Rule 25 - 22 . 036 , 
Florida Administrative Code, is received by the Director, Division 
of Records and Reporting , 2540 Shumard Oak Boulevard, Tallahassee , 
Florida 32399-0850, by the close of business on the date set forth 
in the "Notice of Further Proceedings or Judicial Reviewu attached 
hereto. It is further 
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ORDERED that in the event this Order becomes final , this 
Docket sha l l be close d . 

By ORDER o f the Flor i d a Publ ic Se rvice Commission this 25th 
day of No vember , 1997. 

( SEAL) 

LJP 

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW 

The Florida Public Service Commission is requ i red by Section 
120 . 569(1) , Florida Statutes, to notify pa r ties of any 
administrative hearing o r judicial review of Commission orders that 
is available under Sections 120 . 57 or 120 . 68 , Florida Statutes , as 
wel l as the procedures a nd time limits that apply. This notice 
s hould not be c onstrued t o mea n a l l requests for an administrative 
hearing o r j udic ial review will be granted or result in the relief 
s o ught . 

Mediation may be avai lable on a 
mediation is conducted, it doe s not 
interested person ' s right to a hearing . 

case- by- case basis. If 
affect a substantial ly 
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The acti~n proposed herein is preliminary in na t ure and wi ll 
not become effective or final , except a s provided by Rule 25 -
22.029, Florida Administr at ive Code . Any person whc3e substantial 
interests are affected by the action proposed b y this order may 
file a petition for a formal proceedi ng, as pro vided by Ru le 25 -
22. 029 { 4) , Florida Administrative Code , in the fo rm provided by 
Rule 25- 22.036{7) {a) and (f), Flo rida Administrative Code . This 
petition must be received by the Di r ector , Divi s i on of Records and 
Reporting, 2540 Shumard Oak Boulevard , Tallahassee, Florida 32399-
0850, by the close of business on December 16 , 1997 . 

In the absence of such a petition, this orde r shall become 
effective on the day subsequen t to the above date as provided by 
Rule 25- 22.029{6) , Florida Administrat ive Code . 

Any objection or protest filed in this docket befo re the 
issuance date of this order is considered abandoned unless it 
satisfies the foregoing c ondit i ons and is renewed within the 
specified protest period. 

If this order becomes final and effective on the date 
described above , any party substantial ly affected may request 
judicial review by the Florida Supreme Court in the case o f an 
e l ectric, gas or telephone utility or by the First District Court 
of Appeal in the case of a water or wastewater utility by filing a 
notice of appeal with the Director, Division of Records and 
Reporting and fil i ~g a copy of the notice of appeal and the filing 
fee with the appropriate court . This filing must be completed 
within thirty { 30) days of the effective date of this o rder , 
pursuant to Rule 9.110, Florida Rules of Appellate Procedure . The 
notice of appeal must be in the form specified in Rule 9 . 900( a ) , 
Florida Rules of Appellate Procedure . 
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CAPITAL STRUCTURE 
AS FILED - FPSC ADJUSTED 
Long Term Debt 
Short Term Debt 
Preferred Stock 
Customer DepositS 
Conunon Equity 
Deferred Income Taxes 
Tax Credits - Ze ro Cos t 
Tax Credits - We i ghted Cos t 
Tota l 

ADJUSTED 
Long Term Debt 
Shor t Term Debt 
Preferred Stock 
Cus t omers Depos i ts 
1996 Defer red Revenue 
Common Equi t y 
Def erred Income Taxes 
Tax credits - zero Cost 
Ta x Credi t s - Weight ed Cost 
Total 

Ilf'l'SUST IUICOMCILlATIO!f 

Long Term Debt 
Short Term Debt 
Cust omer Deposits 
1996 Deferred Revenue 
Tax Credi t s - Weighted Cost 

Staff Inter est Expens e 
Co~any Interest Expe nse 
Staff Adjustment 

Amount 
~1,47 4 

1, 331 , 57 9 
14 3 , 062 
597,46~ 

5 , 321, 426 
2 , 017 , 200 

72 4 
400 961 

s1 5 20 see 

Amount 
~1,414 

1,331,579 
143 ,062 
597,462 

0 
5,321, 426 
2, 017' 200 

724 
400 961 

§' 5 243 888 

Amount 
5 , 277 , 3€2 
1, 293,797 

597, 462 
5,692 

400,96 1 

ATTACHMENT 2 
RRNANDINA B&ACH ELECTRIC DIVISION 

DOCKET 971227- EI 
REVIEW OF 1996 EARNINGS 

Rat to 
~.6H 

8 . 7H 
0 . 94'& 
3.92~ 

34 .9 1~ 
13. 2H 
0.00\ 
2. 63\ 

1 no DOi 

Cost Rate 
9.97% 
6 . 19\ 
4. 75\ 
6.57% 

12.60\ 
0 . 00\ 
0.00% 

10.32\ 

AdJustments 
Spectfic Pro Rata 

5,692 

§5 §82 

Cost Rate 
9. 97\ 
6. 19\ 
6.57\ 
5.70\ 
5. 10\ 

($154, 112) 
( $37 , 782) 

($4,059) 

($ 150, 989) 

' §1 46 9421 

Interest Exp . 
526,15 3 

8 0 , 08 6 
39,253 

324 
20 449 

666,266 
683, 485 

1 1 71 9 

Wetgh t ed 
£.2ll 

3.55\ 
0 . 54\ 
0 . 041 
0. 26\ 
4.4 0 \ 
0.00\ 
0 .00\ 
0. 2 7'1. 
9 O]'j 

AdJUSted 
Total 

$5 , 277,362 
1 , 293, 797 

139,003 
597,462 

5 , 692 
5,170 ,4 37 
2,017,200 

724 
400 961 

§'' 9 02 6 18 

Tax Rate 

37.63\ 

Ratt O 
~.411 

8. 68\ 
0. 93\ 
4 .01\ 
0.04\ 

3 4 .69% 
13.54\ 

0.00% 
2.69\ 

1 0 0 00\ 

Effec t on 
Income Tax 

6 4 80 

Cost Rate 
9 . 97% 
6. 19% 
4. 75\ 
6. 57\ 
5.70\ 

12 .60\ 
0 . 00\ 
0 . 00\ 

10.64\ 

We t ghted 
£.2ll 

3.53'& 
0 . 54\ 
0 . 0 4\ 
0 . 26\ 
O.OO i 
4. 3h 
0.00 \ 
0 . 00\ 
0.29\ 
9 a u 
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ATTACHMENT 3 
FLORIDA PUBLIC UTILITIES COMPANY 

FERNANDINA BEACH ELECTRIC DIVISION 

DOCKET NO. 971227-EI 

REVIEW OF 1996 EARNINGS 

Adj us ted Ra te Base 

Achieved Rate of Retu r n 

Maximum Rate o f Re t ur n 

Excess Ra te of Retu rn 

Excess Net Operating Income 

Revenue Expansion Factor 

Excess Revenues 

9 . 58 
9. 04 

$14 , 902 , 638 

X 0 . 54% 

80 , 474 

X 1. 64 4 5 

$132,340 
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