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FINAL ORDER Sfl'T~MTES AND CHARGES A!ID 

R~~RATE CASE EXPENSE REPORT 

BY THE COf1MISSION: 

BACKQROUNP 

Florida Cities Water Company (Florida Cities or utility) 1s a 

Class A utility providing wastewater service in Fort Myers, 

Florida . At June .,0, 1991, the utility' s Horth ft . 1-tyers 

wast ewater s ystem was serving approximately 2 ,4 00 customers . For 

the twelve months ended June 30 , 1991 , the utility recorded 
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revenues of $793,444 for the North Ft . Myers wastewater systc~ . 

The corresponding inco~e a~ount was $61,291. 

On october 11, 1991, Florida Cities fil d an application for 
approval of interim and permanent rate increases pursuant to 
Sections 367 . 08 1 and 367 . 082, Florida Statutes. On October 14, 
1991, the utility filed additional informat ion to comply with the 
rninirnu~ filing requirements (~FRs), and that date was establi jhed 
as the official date of filing . The utility'!> appl1cation for 
pcrrnuncnt rate increases was based on projected information for the 
test year ending June 30 , 1993 . 'I'he utility' s present rate 
structure was established by Order No . 15587, issued on January 27, 
1986, in Docket No. 840420-SU. rhe ut~lity filed an index 
appl1cat1on ln 1990 and increased its rates accordingly . 

In its application , Florida Cities requested final rates which 
would generate annual revenues ot $2,263,769, for ~astewater 

Gcrvicc . Thor~ requested revenues exceed the test ycdr revenues by 
$1,~39 , 216 (174.5 percent). 

Florid'l C1t1cs also requested interim rates . By Order llo. 
~~~.d, l~suad Occc~ber 2~ , 1991, the Commission suspended Florida 
ci tics ' proposed rates and author izcd an inter i~ r~venuc t 1 t:e 
1ncrcasc equal to $164,322 on an annu 1 basis (20 . 09 percent), 
suuject to rctund . 

On March 16 , 1992, the Office of Public Counsel (CIC) filed a 
r:otice ot Interventio n. The Commission acknowledged the interven­
tion ol OPC by Orde r No. PSC-92-0074-PCO-SU, issued March 17 , 1992. 

A prehc1ring conference was held in Tallahlssee, Flor1da, on 
~nrch 18, 1992 . A formal hearing was held in Ft . ~ycrs, Florid1, 
on March 25, 1992 . Briers were tiled on Apr1l 15, 199~ . 

FTHOIHGS OF fACT. I.A\«1 AilD POI,JCX 

llilving heard the evidence presented at the formal hearing and 
having reviewed the rccomrnendntion of st~ff , as well as the briefs 
ot he parties , we now enter our findings and conclu~ions . 

ST1PUI.ATION.S 

Prior t.o the hcarinJ, the parties and sta tf agreed upon a 
number of ~t.pulation~ . At the hearing, we accepted, as 
reazonaule, the first five stipul tion~ discu~&cd bc:0w . Al the 
Agenda Conterencc held in Tallahassee , florida, on June 2, 1992, we 
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accepted the last stipulation as reasonable . The ~t1pulations arc 
as follows : 

1 . The wastew~ter treatment plant should be reduced by 
$20,3 ~7 with the correspond1ng adjustment to 
~ccumulated depreciation being $37,75~, nnd to 
depreciation expense~ negative $2 , 036 . 

2. The interest r~te should be reduced to 9 . 67 percent 
to correct the ~rnort1z~tion ot loan issue cos•~ . 
The interest rate ·pplied to the urility's l1ne of 
credit should be ncijust.ed t o ret lcct the ~,;urrent. 

prime rate, which is 6.5 percent. 

3 . The appropriate cost of equity should be bc'lsed or. 
the leverage formula, in eftect at the ti;-:,c o1 
Agenda setting 1 innl r.:1tes, \.Ji th a r c1r19e ot plus or 
minus 1 percent. 

t. . The \.Jeighted coot: associated -..lith invcLtr::l:nt t;o~Jo. 

credits is to be cnlcul3ted using inv~stor Gourca~ 

only. 

5 . The utility's miscellaneous sorvice charges Ghould 
be ndjustod to conform with those set fort.h in 
Start Advisory Bulletin No. 13, Second Hevisca . 

6 . The residential wastewater maximum cap should 
be lowered froc 8 , 000 gallons to G,OOO 
gallons. 

HOTI O;J '1 0 S'f-fUJili 

o n April JO, 1992 , Flot"ida Cllies filed" l1otion to StrH:c •1 
Port ion of OPC ' G Br let , and a Rc•quest tor Oril 1 ArcJU ~nt on the 
Motion. Tho utillty, in its motion, clairLJ h1t c r ~In 

stntements made in OPC ' s brief concerninc; the cot.t ot caplt<.ll ..1nd 
income tax cYnenso aro incorrect and taken out o1 contc>:t . 
FlH'thermoro , it was tho utility ' s belief ·hat the !itatcments ..;hould 
be !.truck as "•;c:mdalous and inpcrtinent because such st "l tenents 
arc not ::.upported by the direct testimony on the record . " 

On May 7 , 1992, OPC 1 iled a Mernorr .1dum in Opposition to 
Florida CttlCb' Motion to Strike . In its l1cmorandum, OPC argued 
that the atatomcnt wnu relevant and was supported by the direct 
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testimony . Specifically , OPC cites Exhibit llo . 10 and page 120 of 
the hearing transcript in support of its statements . 

On l1ay 8, 1992, Florida Cities filed an Amended Motion to 
Strike ~wo portions of OPC ' s Brief and a n Amended Request for Oral 
Argument . In its second mot1on, the utility sought to strike OPC ' s 
statement of position on pages 20 through 23 of OPC ' s Brief. 

We find that, although the analysis used and the conclusion 
reached by OPC is not in the recor3, the basis tor 1ts argument 1n 
the brief may be found in Exhibit Ho . 10 ol the record and page 120 
ot the transcript . 'I'herefore, the Hotion to StrH~c is hereby 
denied . 

QUALITY OF SERVICE 

Our analysis ol the overall quality of sorvice provided by 
Florida Cities is based upon evidence received rec;ardtng the 
utility ' s cor.tpliance with the Department of Environ:'!lental 
Reyuldtion (DER) rules and other regulatory nqenci~~ . tlle quul1ty 
of the utility's treat~ent of wastewater, th per~tional 

conditions ot the utility ' s plan s dOd customer sut1sl~c~ion . The 
customers were given t·.;o opportunities to present 1.!\: i.dcncc 
regarding quality of service und their conccrnr; .trc nddrc;:.scd 
bP lo•..: . 

Mr. Grob, s ta ff ~itness from DER , t estified that the utility 
is in compliance with its temporary operating permit , the 
fncilities aro adequate to serve present custoners based upon 
permitted capacity , and the facilities arc in conpliance with the 
Florida Administrative Code . Hr. Grob further testified that the 
collection faci li tics <tre in compliance Hi th DER rcqu1 rements, und 
that the utility has certified operators as required by t!:e Flonda 
Administrative Code . 

Concern inCJ ~(fluent discharge limitnt:ions, thr> utility in 
accordance with the terns of DER Amended Con!..enl Order Uo . 90-17 ·~ 7, 

d .lted April 3, 1991 , is constructing add1t1onal plant 1acilit1es 
that 5hould be completed by September 1992. Ay June 1993 , the 
utility should b~ certifi~d to be in complinncc with it5 oper~ting 
perm t . 

customer~ who cesti fied during the hearing hnd not experienced 
any wastewilter service problcns. They were, ho.,.Jever, concerned 
about the requested rate increase and a few billing problens . Sone 
custo~crs reported that they had received letters fron the utility 
informing them about proposed plant addittons, increased service 
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availability fees, and increased wa::;tewater rates . Some customers 

testified that these letters gave conflicting intormation and were 

confusing . 

OPC ~sserts in its Lriet that the utility ' s letters to 

customers "mislead" o r "confused" them about the true impact on 

the ir final rates. For this reason, OPC argues that the utility 

should be penal zed 100 basis points. 

In its Brief, OPC specifically cites two letters sent by the 

utility to its customer!:., one dated September 4, 1991 , and the 

other October 10, 1991. The Scptenbcr 4th letter is entitled ''A 

Utility Company Updnt:e" and paragraph by paragraph, it provldes 

information about the utiUty's projects and t ilings with this 

Corn~ission . For example , one paragraph stated th~t the utility was 

filing "an amendment co our water and \·ta!.tewcltl'!r !ronchise 

cert1f icatc .. . (which) '"'ill no adversely affect any o f out cxi::.ting 

customers ." The letter turthcr indicated tha t the utility had 

filed "with t.hc PSC for an incrr>ase in wastewater C<lpacity 

fccs .... ('""'hich) will IJQt at 1ect existing cunt.omc.: t·s . " Anothct" 

par:lJl 1~h stated the utility ·.-~as "preparing a tiling \·lith the PSC 

tor d wastewater rate car~ to beg1n the process ot recovLrlng the 

cost ot the new tacilitie::.." The lettnr s t1tcd that there would be 

public hearings and ~cctlngs on the rate dpplicati~n. 

Our review ot the correspondence from March 1991 through March 

1992 5uggests that the letters were intended to inforrn customers 

about construction ot tha h'aterway Estates Haste•.1ater Treatment 

Plant. The custo:""er notices which outlined the requested rates 

were approved by th 1s Commission. The October lOth letter is a 

customer notice for a corn::~unity meeting held by the util1ty on 

October 22, 1991. The letter stated that the> rurposc of the 

meeting was to explain t.:hc "upcoming rotc case tiled Hith the 

corn:':lission. " The next sentence stated that. " the incrc<1sc in 

·...:c'lstc\<at<.:r rates will be ~ubstantial. " Based on our rcvic•..,r o1 

these lctt~rs , we find th1t they arc not misleading . 

Based on evidence in the record , we tind that the quality o! 

ncrvice provided by Florida Cities 1n collecting, treating and 

disposing of waste .. ~ tcr is satisfactory. 

Our calculntion of the appropriate wastewater rate base is 

attached to this Order as Schedule Ho. 1-A , ar1 adjustncnts arc 

revic':Nod on Schedule flo. 1-8. Those adjustments that arc scl1-

cxplanntory or cssent1ally mech nical i n nature arc set forth on 
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those schedules without further discussion in the body oi this 
Order . The major adjustments are set forth below . 

Cost of Advan~~d Hastewater Treatment_e.l .. ao.t 

In its application, the utility requested inclusion of 
$4,786 ,742 for the construction of an Advanced Wastewater Treatnent 
Plant (AWTP) to be cornploted by September 1992 , and in operation 
during the test year . The utility was requ1red to expand its 
·~astewater treatment tacilities by Environment~! Protection Agency 
Order 89-109 and DER ' s Amended Consent Order No. 90-lt47 .. 

Utility w:tnoss Allen testified that the utility dec1ded to 
construct the 1. 0 mgd Ah"l'P based on an engineering report: und 
because the ut1l1ty believed that the plant would be adequate until 
1995 . Mr. Elder, a utility witness, testified thnt interconnect::1on 
~ith Horth Ft . Myers Utility would have been imprudent tecause it 
~as not the least expensive alternative . 

Based on the evidence in the record, we find that construction 
of the AWTP was prudent . Accordingly, since the plant is proJected 
be in service by September 1992, we find it appropria e t o in~luJe 

the $4 , 786 , 742 construction cost in rate base. 

Cill culation of Used and Use1 u 1 Pl smt 

The utility requested that its tre 1trnenl pli.int should l;e 
consider ed 100 percent used a nd useful based upon derntlnd o..;soc ld led 
with existing custoners and prepaid residential connect1ons . 
Utility witne:Js Harrison testified that the pl.:~n ' s perr1tted 
capacity i s based n average nnnual daily f 1 o· . .;~ , and it has 
suf!icient capac1ty t o serve 5 ,413 equiv.:~lent. res_dcntitll 
connections (ERCs) . Utility witness Allen testified thnt .:l'.'er"gc 
daily plant !lo.,.,•s for the last month of the historic te:st Y•"" <lr 
e>:ceeded the capacity of thl' ne·"' plant and th1t cnginec rins; 
proposals are being colici ad t o expnnd the pldnt .. 

In its Brief, OPC c1rgued that pl<tnt should be con!> idc recl 67 . 7 
percent used and useful becuuse of excessive inti 1 trat i o n. OPC 
argued that because the utility included the cost ot ~n 

intiltration and inflow study in its tiling , any reduction in 
infiltration nhould accrue to the benefit of customers . We arc not 
persuaded by OPC ' s argument to reduce used and u!.>etul pl.:1nt; 
ho~ever , excessive infiltration is discussed in a later portion of 
his Order . 
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Therefore, based on evidence in the record, we find that the 
treatment plant is 100 percent used and useful . 

In the MFRs, the utility requested that its collection system 
be considered 100 percent used and useful , in part , because it was 
fully contributed . Utility witness Allen testified that Commission 
Order No . 15587 found that the utility ' s collection system was 

constructed by developers and given to the utility and , based on 
that tinuing , the Commission Dade no used and useful adjustments . 
Mr. Allen further testified that the utility ' s extension policy 
since the last rate proceeding has not changed and that on-site 
collection t~Cllities continue to be contributed . 

Dased upon the ev icJencc in the record, \·.•e 1 i nd that. the 
collection ~ystern is 100 percent used and useful. 

Margin Re:::ervc 

Since Chapter 367, Florida Statutes, requires each utility to 
provide service in its terr1tory within a reaso n<lbl,. period of 
tiDe, we allow a margin reserve 1n the calculation o1 used a nd 
useful to recognize an appropriate and tair .1mount ol "readiness to 
serve capacity." Margin reserve has been included in c1lculating 
used and usetul plant by the Commis~ion in prvvious casas such as 
in the Florida Ci tics \"l<lt~r Company, Golden Gate, r-.:1 te c<.1s~ in 
Order No . 23660 , issued October 24, 1990. 

In its application, the utility did not requesL any margin 
reserve based on its contention that the plant was already 100 
percent used and useful. OPC argues that no margin reserve should 
be included since it \·lould cause current customers to pay for 
future expansion of facilities , which OPC contends is contrary to 
ratemaking philosophy. 

Based on our previous finding th<lt utility plant is considered 
100 percent used and useful, we find it appropriate to maJ.~e r o 
allowance for margin reserve . 

InclusiQ_n of Prepaid Contributions-in-Aid-o[-Const.ruc ion in Hate 

~ 

Although a margin reserve has not been included in the 
calculation of rate base , we find that all prepaid contributions­
in- aid-of-construction (CIAC) should be included in rate base . 
Typically, when the used and useful plant determination includes a 
margin reserve, that incremental provision for plant balance is 
reduced to the extent the utility has received prepaid CIAC from 



ORDER NO. PSC-92-0594-FOF-SU 
DOCKET NO . 910756- SU 
PAGE 8 

the number of ERCs considered in the margin reserve. In its MFRs, 
the utility reduced rate base to show collection of CIAC , which 
included prepaid CIAC for about 51 ERCs. Since we deternined in an 
earlier portion of this Order that the utility's plant is 
considored 100 porceJ.t used and usetul regardless of mnrgin reserve 
considerations, removal of prepaid CIAC is not necessary. Based on 
the foregoing, we find it appropriate to include all pr~paid CIAC 
in calculating the appropriate rate base balance . 

In 1~87, the utility transferred some of its power operated 
equipment from the North Ft . Myers wastewater division to the water 
division bul failed co complete tho aLcounting nntry. !his 
recordkeoping error was disclosed in the statt audit report. The 
corresponding adjustments reduce plant-ln-service by $20,3r7, 
lCcuculatcd depreciation by $37,754, and depreciation expense by 
$2,036 . These adjustments arc the subject of St1~ulation llo . 1, 
which was approved at hearing . 

DEB PJlyrncnt - bmrnriru! coop~nt Orde_r_lJQ.. 9 o - 17 ·~ :z 

In 1987, while lln applicat:ion for rene\:a l of the utility ' s 
operating plant was pending, a major plant upset occurreo that 
allowed insutficiently treated wastewater to be discharged . DER 
classified this event and various attending problems as technical 
violations . In the Consent Order citing these alleged violations, 
the utility agreed to adhere to n spccilic tine ~able lrom 
September 1988 until November 1990, to eftLcL corrections . That 

Consent Order included a clause calling tor 1 $20,180 payment in 
settlement of the cited violations or, alternatively, nn nccepti'lble 
"in kind service" . 

In Anendcd Consent Order No . 90-1747, DER determined that the 
utilicy did not comply with the schedule tor cor.tpletion of the 
required plant modifications by Novenber 1, 1990. Thlt Order set 
forth an extended completion schedule, whereby the required 
facilities would be certified in compliance by June 1, 1993 . That 
Order states that the utility would pny $lr- ,000 to settle th~'> 

issues raised ; n the Conzent Order . The i ~· ues in the Consent 
Orrier were not limited to a schedule lor completion oi plant 
improvcMrnts but also the occurrence or a major upset at the 
treatment plant, failure to timely notify DER about this spill, and 
various att~nding problems . 

A portion of the reported construction cost of the AHTP 
corresponds to capitalization oi the $15,000 payment in 1991 to DER 
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in accordance with Amended Consent Order llo . 90 - 1747 . Pursuant to 
the Uniforo Syst~m of Accounts, penalt ies or tines for violations 
of r egulatory statutQS are assigned to Account 426 - Miscellaneous 
Expenses , a below-the-line oper1ting <>xpense. Ho· .. :everl utility 
wi tness Harrison testified that the utility did not classify this 
payment as a penalty . He testified thaL t.hls paymenl was part of 
a stipula tion in recognition of the utility's inability to comply 
with certain rules as quickly as DER desired . Hr. Bradtni ller , 
another utility witness, testi1icd that he believed the purpose of 
the $15 , 000 payment was largely to secure addttion<ll time to taka 
corrective act1ons concerning the wastewater treatment plant. 

If this payment was solely to oo a1n more time to complete 
improvement::. at the wastewater plant 1 it::> c lassi 1 ic;1 t ion :1s a 
construction co::>t \.,rould helve r.1erit . Ho\.ever, \,•e I ind thilt the 
$15,000 pay~cnt was the conccqucnce ot a prohibited dinch1rqe o f 
wastewat~r in 1987 and tailure to satisty the prav1ously sclteduled 
construction program according to plnn . 'l'heret on~, s1n 'L 1 t 
cJppear::> to bo a t i nc or penalty for violation of u rcgul.ttory 
statute or ruling, ·.1e 1ind that it is misc11ssitied <1s Cl 

construction cont . l\ • '.>rdingly 1 • • .;e have removed $1~,000 tro. t:hc 

rate bcJsc determin tion. 

bccumulptcd Depreciation 

Per Stipulation r:o. 1, , ccumulated deprecic1tion is roduc.:cd by 
$37,754 to show proper accounting for po\:er operated equip~en . 

The sta11 nudit report clisclosed t:tTors in the util:tr- ' s 
calculation o1 the average bnl nco tor nccumulntcd am~~tiz.1ti n o( 

CIAC , including a $6,000 understatement ot the actunl cxpcnsL tor 
the s1x months ended June 30, 1991. Tho total amount of thu 
understatement of the reserve account \:as $7 , 62·~. Uti 1 i ty ~Ji tncss 
Harrison tc!"tificd that the> balance in hi~ nc ount '"'a:; incorrectly 
reflected by this cJmount. Accordingly, we f1nd 1t approprinLc to 
increase accumulated amortizntion ol CIAC by $7 , 624 . 

In 1ts appl :cation , the utility u~cd the formula ~pproach, or 
one-eighth of operation and maintenance expenses, to calculate 
working capital . This method of calculating wor~;ing capital 
cornpl los w1 th Ru lc 25-30 .4 37, Florida A'!:':linistrati ve Code I .... h ich 
prcscribco usc of Minimum Filing Requirement Form PSC/WAS 17 tor 
Claso A and D Utilitieo . Per the inr.t ructions for completi o n of 



ORDER NO. PSC-92-0~94-FOF-SU 

DOCKET HO. 910756-SU 
PAGE 10 

the MFRs, if the utility proposes another method of computing 
working capital, the cost of presenting th.lt otner calculation 
shall not be considered in the allowed rate cnse expense . Also, 
these instructions specify that the work1ng cap1tal rrov1sion shall 
not include a 5cparate allowance for deterred debits except for 
those deferred account5 relating to taxes paid o n CIAC . 

In its brief, OPC argues that the balance sheet '1pproach 
should be employed to determine working capital . OPC argues that 
this mc>thod provides a " more accurate picture o1 the true working 
capi tal needs " of this utility. OPC contends that tho recotd sho~s 
that this calculation is neither time consun1ng nor expensive to 
apply . OPC argues that utility witness Hnrdson tcst.lficd that 
about an hour was needed to compute the balance ~heet provis10n tor 
working capital for the inter1m r ate request, ~nd h~t. excludjng 
deferred debit5 would yield a wor~:ing caplt.tl i.l:'"OUnt ot .1bout 
$6,000 (or this sy:o.tcn . Accord1ng to CJPC, t1 t 1l1r.c;c sheet 
calculation of working capit<..~l would yield ,, neg~lt:. .. ve '>.'orr:ing 
capita l amount, and \.orking Cdpltal shoulo lh~relorc bu cr.nt.Lud in 
the rate base calcul...ttion . In OPC' ' s briet, wor}:i:.q capit..1l is 
calculated on a schedule (Schedule 6) that sho~s ~ negative ~ork1ng 
capital condit1on; ho;..:cver , OPC ' s proposed C<llcul.nion c;ounts a 
$897 , 139 tax liability tw1ce, ther eby converting d po~1tive drnount 
to an i naccurate neg01tive sum. further, this c.:1lculc1tion uses 
year-end amounts rather than average balancus. 

Utility witness Harrison testified that the bal-.~ncc ~hect 

approach yielded a $550,000 working capit.al provi~ion in th~ 

interim rate application . lie further testitied lh1t deterred 
:1llowance for funds prudent 1 y invested (/,FPI) ch<1 rqc•!.:., ·.:h i<:h .trc 
excluded in OPC ' s proposed ca leu lat1on, should not D<· • it t.cd in i.l 

balance sheet provision for working capital. 

Upon consideration, we find it appropriate to calculate 
~orking capital using the formula method . Ba~ed on our dec1s1ons 
CJnd adjustments disc<.~socd in later pottions of this Order, ~e lind 
the 01ppropriate working capital balance to be $108,876 . 

Rilte BllSC 

Based o n our decisions nnd adjustment.s discussed ,Love , ~e 

find that the appropr.inte rate base value is $6 , 343,868 . t\ 

~chcdulc whic h depicts the wastewater rate base balance is dtllched 
as Schedule Uo. 1-A . Our adjustments arc revjcwed on Schedule !lo . 
1-B . 
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~'LQ.E. CAPITAL 

I n the MFRs , the utility estimated its outstanding debt 

capital, o n average for the projected test year , to be $33,266 , 875 

before any reconciliation measures. The ~taft audit review 

disclosed that the utility ' s reported $11,200,000 " Credit Line" "1t 

June 30 , 1992 was ovcrst~ted a nd should be reduced by ~5,000,000 

because funds obtained from an equivalent bond otfering (Series K) 

were used to reduce the line o! credit . Utility w1tncs~ Hc1rr1son 

testified that the utility uses its short-term l1ne of ·rcd1t to 

finance new construction . He further testified that long-term 
bonds are issued when such financing is econom1cal and fcas1ble , 

the proceeds a r c used to pay down the short-term cred 1 t 1 i ne . 

Based o n the foregoing , we find it appropr1ate t.o reduce the 

average debt balance by $2,500,000, before adju~tmcnts that 
reconcile rate base and the.. capital struct.ure, to ct rrc ~t t:he 

overstatement ot the short-term credit line. 

Intcre!it ijStte 1 or Debt Capi.ts1l 

Per Stipulation flo. 2, the interest raLc fo:.- the utility's 

outstanding lin~ of cr~dit is reduced to 6 . 5 percent , .111<1 loan 

amortization costs arc reduced an additional . 01 percent . Uased on 

these adjustments and th~ reduced line or crec1t discussed aLo~e, 

we find the appropriate "''eighted cost ot debt capit.:1l is 9 . 51 

percent . 

AccumulS'Ited Oetert:"~d Incom~ TSlXP-:; 

The utility • s application retlects iln ilccur:~u ;'lted dfJt en·cd 

income tax balance ot $5,994,825 in the tLst year cnt>ital 

structure . Th is balance excludes deferred taxes relutcd to At, I in 

the amount o f $ 3 , 948 , 000 . The s t arr audit report disclo~cd error~ 

i n the u ti l ity • s deferred tax balance and stated hat deferred 

taxLs s hould be decreased by $109 , 282 . At heilr ing, the uti 1 i ty 

accepted the aud1 t adjustments and agreed that thu appropri 1te 

prov ision for accumulated defer red income taxes is $5,'355,5~3, 

before rec"\,ciliatior to rntc base . However , nn uddition:1l 

adjustment related to carrying charge~ (deferred taxes) on the 

accrua l of a n AFPI is also approprjate . 

Utility witness Harrison testified thllt the defL!t·rcd t<n:cs 

associated Wlth AFPI will be collected from tuturc customers nnd no 

cash f u nding of t he carrying charges hM~ taken place . Further, 



ORDER NO . PSC-92-0594-FOF-SU 
DOCKET NO . 910756- SU 
PAGE 12 

witness Harrison indicated that only part ot the adjustment to 

remove AFPI from the utility's capital structure was completed. 

Based on Mr . Harrison's test1nony, we find that the utility 

removed the cost-free capital from the capital structure, but 

failed to remove all effects of accruing AFPI from the capital 

structure. Accordingly, we find it appropriate to include deferred 

taxes in the amount of $3,948,000, related to AFPI, in the 

provision for deferred incomes taxes. Therefore, the arpropriate 

amount of accumulated deferred 1ncorne taxes to be 1ncluded in the 

capital structure is $9,803,543, before reconcil1ation. The 

appropriate balance attar reconciliation to rate base is ~818,624. 

Investment Tax CrcditQ CITCpl 

In its HFR f i 1 ing , the utility reflects a beginning I'l'C 

balance of $1,991,481. 1\tter reconciliat1on to rate bas<, the 

utility ' s adjusted ITC balance is $169,011, with an associated c ost 

of 9 . 72 percent. However, the utility incorrectly c,11culatcd the 

cost rate associated •.:ith the ITCs . In its l1FH.s, the utility 

showed the cost of the ITCs as the ovetall rate ut r~turn. 1he 
utility did not take a position on the appropr1ate bnlilnce o t ITCs 

to be included in the capital structure ; however, per Stirul ttion 

No. 4, accepted by this Commission at hearing, the associnted cost 

of ITCs is to be calculated using invc::.tor sources of C"lpitill . 

Based on the utility ' s rate base amount and copital structure, we 

find the appropr1atG amount of ITCs to be included in the Cilpital 

structure is $166,294, with an associated cost rclte of 10 . :JO 

percent . 

Return on Equity 

Per Stipulation No . 3 dnd the levtrage 1 ornu~1 lppro~cd in 

Order No . 24246 , issued March 18, 1991, the approrr1atc ro~urn o n 

equity for this utility is 13 .11 percent. The authorized range lor 

equity earnings i~. therefore, 12 . 11 percent to 14.11 1crcent. 

Overall CQst of Ca~~ 

Based a n the return on equity and other adjustments discusseJ 

above , and the cost rates for other cap1tal components, we finJ the 

appropriate overall cost of capital to be 9 .14 percent with the 

corresponding range oi return for the overall cost of capit1l of 

8.89 percent to 9.39 percent. Schedule Uo. 2-A she..._~ .. the 

components , anounts, cost rates and weiguted ilverage cost of 

cap1 tal. Tho adjustments to the capita 1 structut·e .:1re shm..-n on 
Schedule No. 2-B. 
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JJET OPf;MTTJJG J..NCOME. !JI.OT l 

Our calculations of the appropriate levols of IJOI for this 

proceeding arc attached as Schedule No . 3-A , w1th our adjustments 

o n Schedule No . 3-B. Those adjustments which are self- explanatory, 

or which arc essentially mechanical in nature, arc depicted on 

those schedules without any further discussion i n the body of this 

Order. Th e remaining adjustments arc discussed below . 

InU 1 trot ion 

It is the utility's position that its infiltration and intlow 

(I&I) program is adequate and that no adjustment to pumping and 

treating expenses is necessary. Utility ~i ness Griggs test1ficd 

that the utility has an ongoing program to reduce I&I, and that 

bnscd on this program, testing and repu ir , i r ncc;cs!·<.try, ur e 

conducted on u routine bas1a . According to Mr Grigg 's tc~llmony, 

the utility ' s goal is to mn1nta.n a volume ot I&I at the 1 " ~nd ot 

the acceptable allowable limits set forth by the \-:nt:er Pollution 

Control Federation (WPCF), which is 10,000 gpd per mile ot p1pe . 

The utility hn::; :!9 miles ot pipe, or 290 , 000 gpd .)t illlo·..,able 

intiltration . The high end of the range dould be ,000 gpd per 

mile of pipe , or 870 , 000 gpd, where the ma)OrlLY ot pipe uxists in 

the water table . Mr . Griggs further testified that using ?90,000 

gpd as the lo·,.., end or acceptable limits tor infiltration, the 

ar.1ount of int iltration is a little less than ~2 percent ot the 

water sold . Considerable testimony was of fercd addrcssincJ the 

amount of inf i 1 tration experienced by this ::;ystem , a range o1 

acceptable 1 imi ts ::.et forth by the HPCF, and the prO<J ram the 

utility has in pl~cc to monitor the amount o1 intiltr<.tt1on it h<t~ . 

Upon consideration of the testinony and based on the foreqoi nCJ , .. c 

find tt.at tho infiltr.ltion experienced by this sy~tcm is net 

excos::;ivc . Accordingly , no udjustrn~nt tor infiltrati on ho~s bt(n 

made to pumping and treatment expenses. 

The utility rcque::;tcd incrrascs in treut~cnl plunt: chcmic1l 

expense and purchased power expcn nc ot $14 I, 962 and $ D'J , 79C , 

respectively . Utility witness Jf:1rrison tcstiticd thnt the utility 

~ould incur increased expenses as a result ol the new tre~lmcnt 

plant goi ng on line . Utility witness l3.tilcy that the chemical 

expense rcqunstcd reasonably re( lccts the cost of chemicals to 

operate the new plant eltccti vel y . Hi::; rev ic•.., was b<tsed upon 

published design manuals and the costs for specific chemical::; from 

the utility's historical records. Witnc~s Bailey al::;o testified 

that chemical costs ::;hould not be reduced as a rcsu1t ol 
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infiltration because the amount of chemicals required for 
effective treatment are dependent upo n l oading of pollutants and 
not volume of flow. Utility witnc~s Griggs al~o tc~ t ified that no 
additional chemical cost was incurred as a result o 1 infiltra tion . 
Upon consideration of the foregoing, we find that no adJustments to 
the requested amount of trcatm<.'nt plant c hemica 1 cxpcns~ arc 
appropriate . 

Utility Wltncss Dailey also testifie d that the r equested 
purchased power costs include cos t s assoc1at11J Jith C=JUlp:-ent 
installed or to be installed at the new wa~tc~·mtcr rc.:ltncnt 
facility. These costs included average elcctrlc.:ll lo.H.i ba: ed upon 
equipment run times, and the utility ' s historical cost tor clectr1c 
power . However, we find and witness Bailey concurred, thnt the 
costs of the old plant \·:ould no longer be incurred . \·:c have 
ca l c ulated the appropriate adjustment based on the base year power 
cos t of the old plant reflected in Schedule U- 3 ot th~ MFRs, plus 
a growth factor increase t o that cost, <Jn'J rcmonn J Lh~ pm:er cost. 
for the old plant . Accordingly, we find the appropr1.1t.e u~ount by 
which purchased power is to be ~educed lo be $80,~~6 . 

Q~rating ExpcnEQa 

In the MFih>, the utility projects an 1m.rc 1 e in Lll«..! JH·ovtsioJ. 

for general liability insurance. OPC argue; t.h"lt ttil..! pt·o·:ision tor 
general liability insurance s hould be reduced by 5~, 000 c0 exclude 
what OPC characterizes as an "estimated increa~e" 1r1 tc!iL ycilr 
expenses . OPC contends that it is unable to reconcile !ieemlngly 
contrad1ctory s tateoents by Hr. Harri~on th~t ~hilc reductions 1n 
general liability insur a nce premiums havr reportedly been reJlized 
through self-insurance , general liability insurunce is nonetheless 
$5,000 more expcns1.vc th1n the corrcspondlncJ c>:pr•ns~ ir1 the 
utili ty ' s last rate case . 

Utility witness Harri !>on testi fied that the ut1l1ty ddopt.ed a 
program ot parti~l ~elf-insurance to contront incrra~ed costs 1n 
"the oid 1980 ' s when general liability insura nce prcrniui.ls beg.:m to 
skyrocket." He further t estified that substnnt iul £"1Vln11s have 
been reali zed trom this solf-insur<:~nce program and th<:~t other 
measures were ulso adopted to reduce insurance costs . AccorJtng to 
Hr. Harrison ' s testimony, the utility' s parent company, Avatar 
Uti 1 i tics, Inc . is very proactive i n the <:~rca o f cla ii.ls 
management, aggressively pursuing all ava ilable defense and 
subrogation avenues to mitig<:~tc liability and r educe the cost of 
claims. This, he testifi ed , h. s r c!'·tl t ed in ll"(.rovcd lo~s 

experience , whic h directly impacts the overall cojt ot insurance . 
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Hr. !Iarrison opined that these management efforts hilve reduced the 
utility ' s general liability insurance cos s. 

Based upon our review of the evidence in the record , we find 
the utility ' s provision for general liability insurance appropriate 
and no adjustment has ~·en ~adc . 

Deprcciati~n Expense 

Tho adjust~cnts to depreciation expense arc chc consequence of 
reductions to power equipment and the n.•movd 1 01 the $15, 000 
p.lyment to 01-:R, discussell in car 1 icr parts o1 this Order . 'I'he 
combined adJustments reduce tc:;t year depreciation expense by 
$2,G2J . 

Rot~ Cpsc ~xucnsc 

In its MFRs, the utility included total estirnutcd rate case 
expense of $65,000. At hearing , Mr. Harrison sponsored d schedule 
showing a $104,664 revised estimate tor this expense. Follo~1ng 

the hearing, the utility tiled a late-tiled ••xhibit: ~h .nnq at inal 
estimate of $93,989 . 

He find it appropriate to reduce thu finn c:.!:.H:.imnt: .. by 
$14,327, which yields a $79,662 provision for rntu c~sc ~xpcn~c . 

The $14,327 reduction exclu!es $6,687 in misclnssitied legnl costs, 
rc~oves a $3,170 contingeni.. cost relutincJ to a p u ition tot· 
reconsideration, and further reduces legal expenses by $~.~10 to 
r~flect a reduction in the number of hours esti~ated o complete 
tho case . 

J.&9J!l_ $r-1v~ Some payments !or lec;<1l service~ relilte to 
amendment of the utility ' s ccrtificnt~ and .trc incorrectly uSSlJned 
to the rate case cost . Utility •,.,ritne:..>s Ha rrison <l:Jrccd thot. these 
costs were misclassificd and should be rcno~cd . R~noval ot those 
charges reduces the allowance for r<ltc case expense by $G,G8/ . 

In addition, we find it appropriate to remove tlH"' projl:c t:""' I 

cost for completion of this case, which co~t includes $3,170 in thl' 
event rnot. om; for rccons idera t ion are f i 1 cd . Finn 11 1 , \·:e ha Vl: 
reduced the number of projected hours for the completion of legal 
services i n this proceeding. The utility's estimated legal costs 
to completion, after removal of $3 , 150 for reconsideration charges , 
is equivalent to about H addl tional a - hour days. \..:c find the 
utility overestimated a reasonable period of time to complete the 
case and have rnnde a substitute ten day allowance. This ndJustrncnt 
results in a corresponding $4,470 redL~tion to rate Cd~C expense . 
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In its brief , OPC contends that substantial legal costs shou ld 
be disallowed since the explanation offered by the supporting 
invoices is too brief to adequately explain what specific services 
were provided. Cont:ending that the basic term " research" is too 
c ryptic a n explanation , OPC proposed disallowing each bill if that 
term appear ed in the description of services, even if other more 
descriptive services were also quoted. l-Ie disagree with this 
proposal for wholesale disallowance of legal charges. To some 
extent , cryptic notes regarding legal research would not be 
uncommon when the tiMe devoted to research is minot, which appears 
to be true for most charges challenged by OPC in th1s proceeding . 

OPC also argues in its briel that the Commission should reduce 
legal charges lrom the $135 hourly rate charged ut~er July 1991 to 
the $125 hourly rate in effect before t..ha~ d<1te. 01' .1rgues that 
the utility did not justify this "hcLty" incrt;ase .H1u, thero..!ior~. 

it should be removed . We disagree . There is no uvldLnce 1n the 
record that the 1.ncreased hcurly rate compares untuvor.:lbly \Ht:h 
tees collected by other attorneys . Further, this issue ... ,as not 
raised bcforC' the hearing and, theretore, the ttil1ty had no 
opportunity to present comparable uat<.~ to support the hourly rot.e 
increase by its attorneys . 

Accounting Services -The original $65,000 L~t.imato..! ot ~ccounting 

services included $20, 000 (at $50 per hour) to r• tlect t·,ne 
department serv1ces provided by Consolidated Wat..er ~~t~ices, Jnc . 
Consolidated Water Services, Inc., is a relate<J company th.:lt 
provides various support services tor affiliat.ecl comp.:~nics , 

including assistance in rate case matters . OPC o.~t·guc~ lhat 
services provided by Consolidated Kater Services from Mily, 1991, to 
Februdry , 1992 , Ghould be diG~llowcd since these chJrges were on!y 
supported by journal entries and computer printout~ thGt do not 
describe what services were provided . 

He find that substantial effort was involved in prr>pnring the 
f1FRz , responding to the various intcrrognt.ories, t~nd prcpilrir.g 
testimony for this 1 roceeding. The• largest billing~ occurred in 
Scpten.bar and October, \·Jhich peri ous \"ould coincide \:ith 
preparation and subr.lission of the Mf Rs . Bosed on our rev ie·.·J, ·.:e 
find that the monthly billings ind1cate concern with precision in 
assigning rate ~ase charges among thP various systems w1th pending 
rdte application~ . 

OPC also 'lrgued that a $1 , 201.56 ch.:lr<Je by Avatar Uti l1ty 
Servic~s be removed because the suppcrting invoice was not filed . 
Review of the support.:.ng documents for other charges by this 
utjlity indicates that the missing invoice corresponds to notifying 
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customers about the hearing that occurred in M~rch . 

notification is required by Commission rule. 
Such 

Basad on the foregoing, we tind that no reduction for 
accounting services is necessary . 

Rate Case Expense Report - In order to verify the final, actual 
rate case eY.oenses, we find it appropriate to require the utility 
to file, within 60 days of the issuance of this final Order, a 
breakdown of actual rate case expense incurred. The information is 
to be submitted 1n the manner required for Schedule B-10 of the 
MFRs . 

~~ Qthor Th~n Incomq Tpxos 

The util1ty's calculation of its revenue requ1rement included 
a $77,216 pro 1orma provision for increased property taxes that 
relates to pldnt construct1on activities 1n 1992 dOd 1993. 
According to testimony ot utility witness Harrison, the utility 
receives a property tax bill each November based on its net plant 
investment for the prov1ous year . Hr. Harrison also tcstitied that 
in Leo County, property taxes arc not billed if the plant 1s not 
used a nd useful. In add1tion, the contributed portion of plant is 
not taxed. 

On c ross-exarnination, utility witness Ha~r1son agreed that the 
utility may employ pass-through application pursuant to Sect1on 
367 . 081(4) (b), Florida Statutes , to recover increased property 
taxes . Mr . Harrison testitied that this mechanism allows recovery 
of the actual rather than the estimated increase . He dlso 
testified that the estimated tax will differ from the actual charge 
to the ~arne extent the estimated and actual constru~tion costs 
differ and that plant additions in 1992 will not Le subject to 
taxation until 1993 . 

Pursuant to Section 367.081(4) (b) , Florida Statutes, a utility 
may increase its rat~s to recover great~r property taxes 30 days 
alter it not1fies the Commission that its ad valorem taxes h~ve 
changed. A fil ing fee is not required; any added expenses would 
relate to nottfying the Conmission and the customers that a rate 
increase is imminent. Finally, a pass-through rate increase is 
subJect to refund if the utility's return on investment exceeds its 
last authorized rccurn. Thereiore, based on the foregoing, we find 
it appropriate to remove the requested $77,216 provision for in­
creased property taxes. 
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parent Debt Adjustmrnt 

Rule 25-14.004, Florida Administrative Code, requires that the 

i ncome tax expense of a regulated company be a djusted to reflect 

the interest expense of the parent debt that may be invested in the 

equity of the subsidiary. Although North Fort Mye r s 1s a 

s ubsidiary of Consolidated Water Company (CWC) who, in turn, is a 

subsidiary o~ Avatar Utilities, Inc., only a single parent debt 

adjustment is necessary because the capital structure ot ewe is 

being used in this case . Based on our determination ot rate base 

a nd capital structu~e, we rind the appropr1ate parent debt 

adj ustment to bo $3,995 . 

Tncomc Tax ~xpcn~~ 

The utility requested $167,237 of income tax expense to be 

included in the test year. OPC argues in its brieJ, however , that 

the appropriate amount ot income tax expense to be include d in the 

test year is zero . OPC asserts that the record r e!lectz that the 

ultimate parent of North Fort Myers, Avatar Uti lit ies, Inc ., has 

large net operating loss (NOL) carryforwards u nd \>1 i 11 not. pay 

income tax~s in the test year and many years to come . OPC believes 

that because there arc large NOL c,rryfo rwards o n Avatar •o books , 

the taxes paid by Uorth Fort Hyers to Florid•l Cities .trt..! pha ntom 

t a xes and the customers should not b ! required to pay t or 

nonexistent costs. 

A review of OPC ' s brief reflects that ito entire basis Lor its 

position on income taxes is a very limited portion ot Mr . 

Harrison ' s response to a Commissioner's inquiry in which he 

mentions eliminating the income tax obl igatlon . \·:e t i nd th 1 t 

witness Harrison • s testimony was taken out of conte;:t and the 

question along with Hr. Harrison's response should hnve been 

reflected or addressed in OPC • s brief . Further reading o t. the 

transcript reflects that, although North Fort Myers participa t 5 in 

a consolidated tax return, it calculates i ts income llxes on a 

s tand-alone basis and is liable for those taxes . Ut ility witness 

!Iarrison also opined that the operations generating lo~Pt~ shoula 

not be s ubsidized by a tax paying operation and the operation that 

is in a taxable s ituation s hould not have to bear the co~ts that 

resulted in the other's l osses. We agree . We find it 

ina ppropriate to consider the losses generated from non- utillty 

operations. Further, we find that the income tax expense o f the 

utility should continue to be calculated as if the utility were a 

stand-alone company. Based on the leve! of rPvenues and expenses 

in this case , we find that the appropriate amount of income tax 

expense to be included in the test year is $156,569. 
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Te st Year Operating In~ 

The adjusted income level, or tho difference between the 
utility ' s test year revenues and operating expenses, shows the 
expected earnings amount (or loss condition) if current rates were 
rcta1ned. Based on previously discussed adjustments, an operating 
loss of $143,304 would be projected for the test year. This loss 
represents incomplete recovery of operating expenses and interest 
charges and the tax consequence related to such inco~plete 

recovery . An operating statement for the t est year is a ttached as 
Schedule ~o. 3-A. The adjustments are reviewed on Schedule No . 3-
B. 

REVENUE REOUIREH.EUT 

Based on tho utility's a pplication and our adjustments and 
calculations discussed above, we find the uppropriate annu3l 
r evenue requ1rement to be $2,05C , GJ9 for tho riaste~dter syste~ . 

This represents a $1, 214,104 (144.10 percent) annu~l increase for 
the wastewater system. 

REt'Utm OF HITERIM RATES 

By Order No. 25528, issued December 24, 1991, we approved an 
interim rate increase ot $164,322 or 20.09 percent lor rosulting 
annual revenues of $982,387. We approved th1s increase subJect to 
refund. Generally, a refund of interim r ates will be requi r ed if 
final rates arc loss than the approved intcri~ rates. Ho·.:ever , in 
some cases , the approved test year f o r sett1ng tinnl rates will 
include conditions that arc substantially different trom actual 
conditions during the interim collection period . In those cases , 
another t e st of excessive earnings may be appropriate . 

In this proceeding, the test period for establishing interim 
r a tes was the twelve month period ended August 31 , 1991 . The test 
year for final r ate considerations is the proJected t~.el vc 1.10nth 
pPriod ending June 30, 1993. Significantly, th is later test year 
includes the a~proximatc $4.8 million construction cost for the 
A\-lTP and the outfall line for e!Llucnt dischdrge. Only the outfall 
discharge line 1as in service for entire intc r1m test year . Tho 
rate base u s ed to establish interim rates 1ncluded 50 percent of 
the S:>75,868 cost of constructing the outtall line, since an 
average test year wa~ employed for that calculation. The approved 
interim rates did not include any provis1ons for pro forma 
consideration of increased operating expcnsas or increased plant . 
The interim increase was designed to allo..,. recovery of actual 
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interest costs, the specified dividend rate for preferred stock, 

and the floor of the last authorized range for equity ~arnings . 

The approved final rates for this proceeding substantially 

exceed the approved interim rates Much of this increase, however, 

is the result of the greater cost of owning and operating the AWTP . 

Therefore, we examined whether overearnings were likely from a 

somewhat different perspective. This test for overearnings was 

based on an average rate base for tho twelve month period ended 

August 31, 1991, but with allo·,..rarcc for the entire cost of the 

outfall line . We find this to be appropriate because the outfall 

line was in service throughout the interim collection period, it is 

a non-revenue produc1ng asset, and it was requ1rcd by regulatory 

orders. We also increased operating expenses to retlect expected 

inflation . Finally, we computed a comparable revenue requirement 

using the cost of capital, determined in an earlier portion ot ~his 

Order, sinco this overall cost of capital includes the return on 

equity that is used to check tor ~xcessivc earnings . 

Bnsed on our calculations , we find the correspon•tinq revenue 

requirement for the interim period to be $1,036,983, or an incr~nse 

of about 26 . 76 percent rclat1ve to r<ltc<> in e>Ltcct \,•hen the 

application was filed. This cor:1parable revc.nuc raqu uement exceeds 

the 20.09 percent i ntcr im increase approved by the Commission . 

Therefore, we have dcterr:lined thnt excessive earnings did not 

result from collection of interim rates. Accordingly, \:e find no 

refund is required of the interim wastewater revenuc.s. 

RATES ;.IH> RAT£~ S'I'RUCT!.!RE 

The permanent rates requested by the utility arc dc~!1ned to 

produce annual revenues of $2,263,769 for its llorth Fort Hyers 

wastewater operations. The requested revenues reprcser.t an 

increase of $1 , 439,216 (174 . 5 percent) for wastewater r evenues 

bas~d on the test year ending June 30, 1993 . 

We h~ve established tho appropriate revenue requirement to ~e 

$2,056,639 on an annual basiu. The rates, which we find to be 

fair, just and reasonable, arc- designed to achieve this revenue 

requirement contiuuing the usc ot. the baue t.ac1lity charge r<1te 

!" tructure . Tho base faci 1 i ty charge rate structure g i vcs the 

utility tho ability to track co~ts and gives the customers some 

control over their wastewater bills . Each customer pays his pro 

rata shar~ of the related costs necessary co provide serv1ce 
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through the base facility charge and only the actual usage is paid 
through the gallonage charge . 

The utility ' s current and requested r esident1al wastewater 
gallonage cap is 8 , 000 ga llon::o. Ana lysis of the residential 
billing data reflects that 89 . 57 percent of the residential gallons 
fall within the frame of the 6,000 gallons consolidated factot as 
opposed to the 8, 000 gallons consolidated factor . we approved 
Stipula~ion No. 6 which provided that the residential wastewater 
maximum gallonage cap should be lowered frorn 8,000 gallons to 6,000 
gallons to more accurately reflect the usage pattern of the bulk of 
the residential. customers . Accordingly, we find that the 
appropriate wastewater maxinurn gallonage cap is 6,000 gallons. 

The approved ratc::o will be effective for netcr re3dings on or 
after thirty days from th~ stamped approval date on the rcvi::ocd 
tariff sheets. The rcv1sed tarHi sheets \·.rill be ~11 provco upon 
Staff ' s verification that the tariffs arc consi5tlnl \·lith this 
Conmission' s dec1sion, and that the propo5cd cust:oner not: ice 1s 
adequate. 

The utility ' s present rates, 1ntcrim rutcs, requested rates 
and our final approved rates arc S(>t forth bclo~ tor comp~rison . 

M!'...ttl 
Sitf' 

All Sizes 

Gallonage 
Charge 

Maximum 
Gallons 

Minimum 
Bill 

Maximum 
Bill 

FLORIDA CITIES \O:ATER COBPA!IY 
North Fort Myers Wastewater Divi::oion 

Utility 
Present 
Bater-

$ 9 . 95 

$ 1.75 

8M 

s 9 . 95 

$23 . 95 

£~h£Qu1~ of MonthlY Rnt~s 
tVa s tc·..;a tm::: 

Commission Utll1ty Conmission 
Approved Requested Approved 
Interim Final Final 
&\~ Rat.<:.s R.n t..c1! 

$11.95 $12.46 $23.99 

s 2.10 s 6 .55 $ 4.55 

8M 81-! 6M 

$11.95 $12.46 $23 . 99 

$28.75 $(-1.86 $50 . 99 
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~eral Service 
Cincludes Commercial. Mul t.i-filmi ly nn(l ~blic Authoritvl 

5/8" X 3/ .. 
1 

1-1/2 
2 
3 
4 
6 

Gallonage 
Charge 
(tlo Haximurn) 

Utility 
Present 
R..<\SC!i 

$ 9.95 
24.46 
48.63 
77.65 

155.01 
242.04 
•i83.80 

$ •• 11 

Service Availabil ity Ch~rges 

Cor.lmi!i=..ion 
Appro'.led 
Interim 
.Bilt<'~ 

$ 11. 95 
2 ;I . -

58 . 40 
9 . 2' 

186 . 15 
290 . 67 
581 . 00 

s 2 . =>) 

Utility 
Requested 
final 
~~ 

Cor".:nission 
Approved 
Final 
Rnte~ 

$ 12 . 46$ 2J . 99 
31.15 59 . 98 
62 . 30 119.95 
99.68 191.92 

199 . 36 383 . 34 
311.50 599 . 75 
G23 . oo 1,19~ . so 

$ 7 . 88$ ' . ; G 

In its application, the utility did not request a change in 

its current service availability charges . Utility witne .. _. Harr1son 

testified that it would not make any material difference in the 

level of CIAC to chanJ e the service availability charges at this 

point in tine, as the plant is designed to accorn~odatc ~.~oo ERCs 

and 5 ,125 ERCs have already been collected as ol June 30, 1991 . ~c 

agree with witness Harrison ·hat it would not rna).:u any r.:utcri;ll 

difference to change the service ava1lal ility ct.:u ·cs at thi5 

point . La e-filed Exhibit flo. 12 retlcc.:tc th.1t th0 utility 

collected CIAC ch~rges o1 $2,938,957 1s o t June JO, 1991 . 1 11e 

remaining 275 ERCs (5,400 ERCs capacity - 5,125 LRCs collected) 

would produce only $96 , 250 for total CIAC ot $3,035,277, as of June 

..~o, 1993 . Applying the guid<!lines tor designing service 

availability policic.s in Rule 25-JO . 580 , Florida Ad:-:~inistrative 

Code, the minimum level of CIAC i::. 26. 88 percent. I3.tsed on the 

calculations above, the projected CIAC level will ue 29 .1 9 percenL, 

as of June 30, 1993. Therefore, we find th~t the CIAC level falls 

w1thin the gu ... uelines of Rule 25-30.580, Florid.:l /,d~inistrativ,.. 

Code. Accordingly , we find it appropriate to nake no ch1nge to the 

ex1~ting service aJailability charges. 
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Miscellaneous Service Charges 

By Stipulation No . 5 , ontorod into by the parties and appr oved 
by this CoDmission, the utility ' s miscellaneous service char ges a r e 
to be nd juated t o con for m with those set fort h in Slaff Advisory 
Bulletin No . lJ , Second Rev ised . 11isccllaneous service charges 
will be e ffective f o r service provided on after the s t amped 
appr oval date of t he r evised tariff sheets . The tariff sheets will 
be approved upon Staff ' s verific~tlon that the tariffs ar~ 

consistent with Starr Advisory 13ullctln Ho. 13, Second Revised. 
The customer notice shall contain a descript1on of the new charges . 

Statutory Reduction 

Section 367.0816, Florida Statutes, requires that r~tc case 
expense bo apportioned tor recovery over a period o1 1our years . 
Tho statute further requires that the ra tcf; of the utility be 
reduced immediately by the amount oi rate case expense previously 
included in the rates . This statute ~pplies to all rate cases 
filed on or after October 1, 1989 . Florida Cities ' rates thould Ue 
reduced by $20,854 after lour years. The revenue redu~tion 

reflects tho annual rate cnsb anount anortizcd plus the gross-up 
for regulatory assessment fees. 

The utility shall file revised tariff sheets no Iuter than one 
month prior to the actual aatc of the required rate reduction . ~~e 

utility shall also file a proposed "custor.~er letter" setting forth 
the lower rates and the reason for the reduction . If the util1ty 
files t h is reduction in conJunction with a price 1ndcx or puss­
through r ate adjustment, separate dat~ shall Lc filed for the price 
index and/or pass- through increase or decrease and the reduction in 
the rates due to the amortized rate case expense . 

CONCI..USIONS OF LAi·: 

1. The Commi5sion has jurisdiction to detcrr.~inc 
the wat~r and wastewater rates and charges o1 
Florida C1ties Hater Company , pursuant to 
Section 367 . 081 and 367 . 101 , Flor1da Statutes . 

2. A- he applicant 1n thi~ case, tlorida Cities 
Water Company hns the burden of prool that its 
propo3od rates and charges arc JUStified . 

3 . The rates and charges approved her~ in arc 
just , reasonable, comp nsntory, not unfairly 
dincriminntory and in nccordance with the 
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requirenents of Section 367.081 ( 2) , Florida 
Statutes, and o her governing law. 

~. Pursuant to Chapter 25- 9 . 001 ( 3), n o r ida 
Administrative Code, no rules and regulations, 
or schedules of rates and charges , or 
modifications or rev1sions of the same, shall 
be effective until filed with and approved by 
th Connission. 

Based on the tor.cgoing, i t is, thcre t o re, 

ORDERED that the application by Florida Cities Water Company 

t or increased rutes and charges t o r wastewater service is he reby 

approved to the extent set forth in the body o t thi s Order. It is 

fur the r 

ORDERED that each or the tindings contained i n the body of 

this Ordor i~ hereby approved in every respect . lt is further 

ORDERED that all r:~attors contained here i n, wiH.H:her in the form 

of discourse in the uody of this Order or -..ch<'dules ctttachc.J her~to 

a rc, by reference, ~xpressly incorporated here1n . It is turther 

ORDERED th<lt the increased rates approv -.i herein shall be 

effective for meter readings taken 30 days o n or • ltc r the stamped 

approval date on the revised taritf sheets . The revi:;ed t<lri!.! 

s hoots will be approved upon St<lf f's veriticotion th<lt th~y 

accurately rofloct our decision herein i.lnd upon .:tpproval of the 

proposed custo~~r notice. It is further 

ORDERI:D by the Florida Public Serv icc Comniss io.1 tht! t th~" 

Motion to Striko tiled by the Office of Public couns~l is hrrcl i 

denied. It is further 

ORDERED that the miscellaneous service c h<lrge::> <.lppro·;ecl herein 

shall be otfcctivc for service provided on after the stnnpcd 

approval date of the revi sed tariff sheets . The tnriff shoot::. will 

be approved upon staff ' s verification that the tarift s <1re 

consistent wit. Staff Advisory Bulletin No. 13, Second Revised, and 

that the customer not1ce contains a descript1on of the new charges . 

It is further 

ORDERED that, prior to tho l~plementation ot the rates and 

charges approved herein, Florida C1t1es Water Company sh~ll submit 
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a proposed customer notice explaining the increased rates and 

charges and tho roasons therefor. It is further 

ORDERED that Florida Cities Water Corpany shall subnit, within 

60 days of t ho issuance of thic Order, a breakdown of actual rate 

case expense incurred. This informat1on shall be submitted in the 

manner required for Schedule B- 10 of the MFRs . It is further 

ORDERED that the rates approved herein shall be reduced at the 

end of t1e four-year rat~ case expense amortization period . The 

utility shall t1le revised taritt sheets no llter than c~e ~onth 

prior to the actual date 01 the reduction . It is turthPr 

ORDERED thnt this docket mny be closed upon approval of the 

utility's revised t~rift ~hoots and proposed customer notice . 

By ORDER ol the Florida Public Serv icc Conrnisnon, this 1st 

duy of Jl!..l.Y , 1.2. J l . 

ector 
d~ and Hcport.inq 

(SEA L) 

LAJ /CB 

llQ_TTCE Of FUfUHER PROCF._FDJ HGS OR JUDI ~I/d, HE'.' I E\·1 

The Florida Public Service Commission is required ly ;~ction 

120.59(4), Florida Statutes, to notify parties o l any 

administrative hearing or judicial reviuw of C nnission o!ders that 

is available under s~~t1ons 120 . 57 or 120.68, florida Sa u es, as 

· . .;ell a& the procedures and time limits that <.tpply . Thts notice 

should not be construed to mean all requests tor an udministrative 

henring or judi·ial revie~ will be granted or result in the relief 

sough t . 

Any party adversely affected by the Commission ' s final action 

in this matter may request : 1) reconsideration of the decision by 

fjling a motion for reconsideration with the Director, Division of 

R~cords and Reporting within fifteen (15) days of the issuance of 
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this order in the form prescribed by Rule 25-22.060, Florida 
Administrative Code; or 2) judicial review by the Florida Supreme 

Court in the case of an electric, gas or telephone utility or the 
First District Court of Appeal in the case of a water or sewer 
utility by filing a notice of appeal with the Director, Division of 

Records and Reporting and filing a copy of the notice of appeal and 

the filing fee with the appropriate court . This filing must be 

completed within thirty (30) days after the issuance of this order , 

pursuant to kule 9.110, Florida Rules of Civil Procedure . The 
notice of appeal must be in the form ~p~cified in Rule 9 . 900 (a), 

Florida Rules of Appellate Procedure. 
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fLORIDA CITIES WATER CO. - NOAni FT. MYERS DMSION 
SCHEDULE OF WASTEWATER RATE BASE 
TEST YEAR ENDED JUNE 30, 1993 

SCHEDULE NO. 1- A I 
DOCKET NO. 910756- SU I 

-I 

TEST YEAR AOJUSTl:D COMMISSION 
PER UTlLITY TEST YEAA COMMISSION ADJUSTED I 

COMPONENT UTlUTY ADJUSTMENTS PER UTIUTY ADJUSTMENTS TEST YEAR 

- ---- -- ------ ------- -- ------- ---- ----- ---------- ---------- ----------
1 UTlLITY PLANT IN SERVICE OS 10,216.n8 S (35,357)$ 10,181,421 s 10.216,n8 s 

2 LAND S,OOJ S,OOJ 0 ~.OOJ 

3 NON- USED & USEFUL COMPONENTS 

4 ACCUMULATED DEPRECIATION 

5 ACQUISITION ADJUSTMENT - NET 

6 CIAC 

7 AMORllZA TION OF CIAC 

8 DEBIT DEFERRED INCOME TAXES 

9 WORKING CAPITAL AllOWANCE 

RATE BASE $ 

0 0 0 

(1 ,843 615) 0 (1,843 615) 37.754 

0 0 0 

(3,014,S57) 0 (3,014 557) 

861,365 0 861,365 7,624 

0 0 0 

118.449 0 118.449 (9,573) 
- - --- -

6.~'3.420 s OS 6,343,420 $ 

=-========= ========== =====- :;;:::- --- = 

0 

(1,005,861) 

0 

iJ,014,557) 

868,989 

0 

'08,876 

6,343,868 
----- -- -------
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FLORIDA CITIES WATER CO. - NORTH FT. MYERS DIVISION 
ADJUSTMENTS TO RATE BASE 
TEST YEAR ENDED JUNE 30, 1993 

EXPLANATION 

UTILITY PLANT IN SERVICE 

1. Adjustment to correct provision for power operated equipment 
2. Adjustment to remcve $15,000 payment to DER (Consent Order 

90 17 4 7) in doterm lning cost of constructing treat m cnt plant 

ACCUMULATED DEPRECIATION 

Adjustment to correct provtsion for power operated equipment 

ACCUMULATED AMORTIZATION OF CIAC 

Correction to reported provision for amortization of CIAC 

WORKING CAPITAL 

Worktng capttal computed usmg formula approach and 
adJusted test year ope rating expenses 

SCHEDULE NO. 1- B 
PAGE I OF I 
DOCKET NO. 91 0756-S U 

WATER 

s 

s 

s 

WASTEWATER 

----------1 
I 

(20,357) 
{1 5,000) 

-----------~ 

(35,357) 
===========:! 

I 
37,754 

=========== ~ 

7,624 
======::;====~ 

s (9,573) 
======:,::;::;:: :::s 

---------------------------



[ fLORillACtriEs WAt tR CO - NORTH f T .!oiYLRS DIVISION 

CAPITAl STRUCTURE 
.!_I:St Yill E NDED JU~( 30, 11113 

ADJUST£ 0 
lEST Y( AR 

DESCRIPTION PEA UtiliT Y WEIOIIT COST 

-·---------------------- -----------
I lONG t (HW OEOT s J :>G6.G71! 52 17~ 861!~ 

2 SHOIH li:RM DEOT 0 OOO"ll 00011> 

3 CUSTOWER OU'O">ITS 0 000, 00011> 

4 PR£.rERRE O STOCIC 7153.1!C4 12 0111\ 1)00'11. 

5 COMMON EOUITY 1.598.764 25 3 I 11> 
13 "' 

18 tNVCSTME NT TAX CREDITS 1811 011 2&8'11. 1172~ 

17 ocrcnnco tu£a 4811 a8 1 75" 000, 

-----------
I TOT l CAPIT Al s 8.317 4'5 100 OO "ll ..•...••• . 

I CO ioUIISSION 
U TlliT Y I AlCONC AOJ 8AlANC£. 

WEIOIITEC I TO UltllfY PL R 
COST I EXHIOil CONNISSION 

-------- I ------------ -----------
505, s (261,731l)$ 3,034 3311 

000% 0 0 

000' 0 0 

I Oll"ll (12 278) 751 ,5:16 

3 32To (2Uilll) 1,573.Ge5 

028"l0 (2.7 17) 166 2SI4 

ooo ... 328 !28 1!18 ,.24 

-------- ------------ -----------
!I 72'1. s 2t 313 s e 343 &C8 

····-·· .....••.... 
AAN OE Of Rl ASONAOlE NESS 

R( TUR N ON lOUITY 

OV(OALL 0A1( Or RE1URN 

SCIII:OULE NO 2-::;;: -1 
DOCICET NO. SII0156-SU 

WEIOIITCD 
COST PEA 

WEIGHT C09T CO MM 

41 ~" 1151~ 
-----.-;!~-~' 

000\o 000\o 0 00 

0 OO"ll OOO"ll 0 00% 

II IIS 'II. 8 00 '11. , 07 "' 

24 80'4 13 II '4 325\o 

262'1. 10 50 \. 0 U'to 

12 SIO 'Io. 000"' 0 00'1> 

---------
100 OO'to '"' . ......... 

lOW HI Oil 

I' I I llo 14 , 11" 

II 1111" 11.311 " 

ID "'O 
... 1.1'\ 

o 7 
-..leD 
UI N 
a-• , o 
(/)~ 
CA 

I 
"TI 
0 
"TI 
I 

1.1'\ 
c:: 
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FLORIDA CITIES WATER CO. - NORTH FT. MYERS DIVISION 
ADJUSTMENTS TO CAPITAL STRUCTURE I TEST YEAR ENDED JUNE 30, 1993 

SPECIFIC SPECIFIC 
ADJUSTMENT ADJUSTMENT 

DESCRIPTION (EXPLAIN) (EXPLAIN) 

------ ------------- ----------- -----------
1 LONG TEAM DEBT s 35,542,047 s (2,500,000)$ 

2 SHOAT TEAM DEBT 0 0 

3 CUSTOMER DEPOSITS 0 0 

4 PREFERRED STOCK 8,236,196 0 

5 COMMON EOUilY 17,239,897 0 

6 INVESTMENT TAX CREDITS 1,822,470 

7 DEFERRED INCOME TAXES 5,505,027 3,808,718 
----------- --- -------

8 TOTAL CAPITAL s 68,345,637 s 1,308,7 18 s 

DOCKET NO. 910756 - SU 
SCHEDULE NO. 2 - 6 ~ 

I 
I 

PRO RATA NET 
RECONCILE ADJUSTMENT 

-----------· -----------· 
(33,303, 786)$ (261,739) 

0 0 

0 0 

(8,248,4 7 4) (12,278) 

(17,265,596) (25,699) 

{1,825,187) (2,7 17) 

(8,98-l,!? 19) 328,826 
-----------· --- --~------ .. 

(69.627,962)$ 26,393 
==c=====•=: ::..-- = -==== =========-=== ===========: 

J 



~ l ORIOA ClflES WAI R CO • HORfH rT WYERS DIVISION 
ST AtlWt Hl OF WASI ( WA1£ 1t OP(RATIOHS 

~ f(~T Yr AR l N0£0 JUN( 30, 10113-;._ ________ ~---

u filii y 
rest YE AR 

PER UllllrY 
Ulllll'l' AOJUGI EO 

DE SCRIP liON AOJUSl Wl NIS TEST Y£AR 

scueouu;-: :1-1. ~ 
--O~Ef HO. II107 ,11 - S~ 

COUioUSSION 
COMIA ISSIOH AOJUGT£0 REV( HUE Rl.V( NUE 1 
AOJUSf M( IS tlST YE AR INCRE ASE R(OUIIUO 

-·------------·-- - ·-·-------·-- ·-····----- ------- ------·---- ----------- ----------- -····-···- -----··---~ 
I OP(R AliHO EVl ~U~S S -----~~:~:3.$ ·---~~:~~_:~.I ----:~:.:~~8-S ·--~~~~~:::s ..... ~:~~:~.~ .... ~:~~:~:$ .... :~:~~~~8J 

OPERA T.!NO ElrPf. NSU 

2 OPERATION ANO WAI NlE NANCE $ 

3 DEPRECIATION 

c AWORTIZATION 

~ TAXES OTHER THAN INCO ME 

fl INCOME TAXES 

I' TO TAl OPER ATI NG EXPENSES 

II OPER AliHO INCOio! l 

8 RAlE B AS( 

RATE Or RETURN 

$ 

s 

OS 

28•.3117 0 

0 

16! 2&3 

5'7,2011 

I 0&5 2 IllS ~Ill IITI S 

(2CO A65)$ esT. ~s s 

0 , , 3 C:IO $ ........ 
-3 78, •.......... 

1H 10, 

(76.~11)$ 1171 00!1 s s 1171 001 

211C,307 (2,1523) 2111 ,7C5 

0 

253 o•e 1 II 11711 16&.511 

1111 237 (UO 1176) (271173~) • 3113011 

1 IIH, IIIII$ (t(i1 l5Cl$ 1111~ 8311 s I,H11782 

818 ~110 $ (H3 30C)S 723.1111 s 5711.1157 ..•.....•.• .....•....•..•......•........•••..•• 
63•3•'0 6.3• 3.8!.11 s . ........... 

II ~ 2'1> -2 26' ........... ...•.....• , 

101.1" 
~ n 
o' 
-..!~ 
Ult 
0\ 0 
I Vl 

(f)ID 

c.s;" .., 
0 .., 
t 

VI 
c 
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FLORIDA CITIES WA l ER CO. - NORTH FT. MYERS DIVISION 

l
ADJUSTMENTS TO OPERATING STATEMENTS 
TEST YEAR ENDED JUNE 30, 1993 _ 

I 
i-- EXPLANATION 

OPERATING REVENUES 

~-----------------------
1) Adjustment to reverse requested rate increase 
2) AdJustment to reflect annudlized revenues por billing analysis 

OPERATING EXPENSES 

SCHEDULE NO. 3- B :-] 
PAGE 1 OF 1 
DOCKET NO. 910756- SU _ 

WATER WASTEWATER 
-----------~ 

$ (1,439,2 16) 
17,982 

-----------· 
s (1,421,234) 

====-=:-====r 

s (80,246) 
1) Adjustment to show reduced provision for purchased power expenses 

2) Adjust provision for rate case expense 

DEPRECIATION 

1. Adjustment duo to reduced provision lor power operated equipment 

2. Adjustment relating to $15,000 payment to DER 

TAXES OTHER THAN INCOME TAXES 

1. Adjustment to reduce provision for regulatory assessment Ieos 

2. Adjustment to remove provision for pro forma property taxes 

INCOME TAXES 

Provasion for income taxes corresponding to adjusted income 

OPERATING REVENUES 

Adjustment to reflect annual revenue requirement 

TAXES OTHER THAN INCOME TAXES 

Adtustment lo reflect added RAF duo to i 'lcroased revenues 

INCOME TAXES 

Prov1sion for income taxes duo to increased revenues 

s 

3,666 
·-----------i 

(76,581) 
=====::::=====! 

(2.036) 
(587) 

s (2,62~\ 

s 

s 

s 

======--:==1 

(63,956) 
(77.216) 

-----------· 
(141,172) 

===========i 

(-!-!0 Q76)1 

===========! 

1 ,2 14, 1 ~ 
-- :::;;;::::::::1 

s 54,635 
::::::::c ::::::::::;;::::::::::::::::l 

s 436,3081 

____________________________ =========== 
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