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P R 0 C E E D I N G S 

COMMISSIONER DEASON: Item 45 . 

2 

COMMISSION STAFF: Commissioners, Item 45 is 

staff's recommendation regarding Gulf Utility Company ' s 

application for an increase in wastewater rates, a 

decrease in water rates, and a change in service 

availability charges. We do have one typographical 

error we would like to bring to your attention . It's 

on Page 175 of the recommendation, which is the 

wastewater rate schedule . Again, it's just a 

typographical error, and it does not affect the rates. 

I believe that Ma . Galloway has highlighted the area 

that is in error. We are ready to proceed with any 

question• you might have. 

COMMISSIONER DEASON: Commiss ioner Clark, how do 

you wish to proceed? 

COMMISSIONER CLARK : I saw this, but I did not go 

through and sort of mark the ones I had questions on, 

so why don't we just go issue-by-issue, and I will tell 

you if I have any questions . If not, I will move 

staff. 

COMMISSIONER DEASON: Okay. 

COMMISSIONER CLARK: I can move Issue A. 

COMMISSIONER DEASON: Show that Issue A is 

approved. Issue 1 . 
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COMMISSIONER CLARK: I can move staff . 

COMMISSIONER DEASON: Show that Issue 1 is 

approved. Issue 2 . 

COMMISSIONER CLARK: I move staff . 

COMMISSIONER DEASON: Show that Issu( 2 is 

approved. Issue 3. 

COMMISSIONER CLARK: I move staff. 

COMMISSIONER DEASON: Show that Issue 3 is 

approved. 

3 

COMMISSIONER CLARK: I can move staff on Issue 4. 

COMMISSIONER DEASON: Okay. I have a question on 

Issue 4. Part of staff's rationale is that the cost of 

the various plant components are not separately 

identified in the accounting system and, therefore, the 

information is not even available if it were 

appropriate to make such an adjustment . Is that 

basically correct? 

COMMISSION STAFF: Yes, Commissioner, this is 

true. 

COMMISSIONER DEASON : Okay. Now, is it your 

recommendation - - is it your recommendation that no 

adjustment be made because the information is not 

available, or is it that no adjustment shoulrt be made 

because it's inappropriate to make the adjustment? 

COMMISSION STAFF: Well, actually, I guess both of 
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those are true, but mostly because the account is just 

-- it's all one lump sum, and the information isn't 

available if we didn't take it out. 

COMMISSIONER DEASON: Okay. I understand that is 

the case here. I quess my concern is that I would not 

want our vote in this case to be an interpretation that 

it never will be appropriate to make such an adjustment 

if the information were available. And the reason I 

say that is that utilities may have subaccounts where 

the information can be developed. And there may be a 

case where tor some individual component of the plant 

there may be some unusual circumstances that it s~ould 

receive some different treatment than just applying an 

overall percentage to the total investment in the 

plant. 

COMMISSION STAFF: Yes, sir. 

COMMISSIONER DEASON: Does staff disagree with 

that concept or not? 

COMMISSION STAFF: No, sir, I agree with that 

concept. My oriqinal recommendation would have been 

that it is necessary as part of their class one 

reliability for their backup. 

COMMISSIONER DEASON: But we don't have the 

information. 

COMMISSION STAFF: We don't have the information . 
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Even if we wanted it, we don't have it. But my 

original recommendation would have been it'a neceaaary 

as part of the DEP requirement for class one 

reliability . 

COMMISSIONER DEASON: So if we had a segregated 

investaent amount, it could get different treatment and 

perhaps a higher used and useful percentage? 

COMMISSION STAFF: Depending on the circumstances, 

sir, yes. 

case? 

COMMISSIONER DEASON: But we don't have it in this 

COMMISSION STAFF: We don't have it. 

COMMISSIONER DEASON : Okay . 

COMMISSION STAFF: We could have the order reflect 

that statement if you wish, if it does move staff. 

COMMISSIONER DEASON: The reason I'm asking the 

question is that we had a lot of discussion this 

morning concerning used and useful rules, and basically 

the burden being on the company to make their case. 

And if part of the company's case is trying to 

identify a portion of a plant , or an addition to a 

plant, or whatever the case may be, and if they have 

the information to show what the investment was and 

that a certain size of an improvement, or an addition, 

or a replacement was made because of the economies of 
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scale or whatever, and they want a different treatment 

for that portion of the plant, I think that's part of 

their burden. And if they can make that showing, so be 

it. 

I understand we don't have the information here. 

I just don't want our decision here to be interpreted 

that we would never entertain such information being 

brought to us, because I think that that is part of the 

company's burden, and if they can demonstrate that they 

perhaps are entitled to that. But that would be on an 

individual case-by-case basis . 

COMMISSION STAFF: Right. I would check with 

staff. I believe in this caee on Ieeue 4 that another 

party raieed this besides the utility. I'm not sure. 

I would say that any movant, any movant who moved to 

have this considered would have the burden. 

COMMISSIONER DEASON: Well, I don't disagree with 

that, either. I just wouldn't want it to be a blanket 

statement that a plant is always -- the investment in a 

plant is treated as one lump sum, and you never can 

identify any subaccount or separate part of the plant 

which should receive some type of different treatment. 

Marshall, you --

MR. WILLIS: Commissioner, that's normal practice. 

If any utility believes that they can come in here and 
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actually look at a subaccounting of something or look 

at an asset on its own on a component-by-component 

method, they are perfectly at their right to do that. 

Public Counsel can do that, any intervenor can do that . 

We have done it ourselves through the discovery 

procesa. It's true that the Uniform System of Accounts 

takes the chlorine contact chambers and combines them 

with the treatment facilities, and that ' s how we are 

looking at it in this case, on a total basis. But that 

doesn't mean that we can't look at it on a 

component-by-component. In this case, the company 

might have done that and got a better treatment on it, 

but it'a to their detriment if they didn't do it. 

COMMISSIONER DEASON: Well, I just wanted to 

clarify that I thought that was the case, and a company 

should be allowed to make that argument, or Public 

Counsel or anybody else make a showing that it should 

receive some treatment perhaps in another direction. 

MR. WILLIS: You're correct, it's alway• that 

case. I don't know that we need to include that 

anywhere in any order or anything, but it always has 

been the case and the practice for anybody to be able 

to come in and prove that . 

COMMISSIONER DEASON: Well, when I read the issue, 

it appeared like it could have been interpreted that 
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thi• information i• not available, it is never 

available, and we don't even want to look at it, 

because we just want to look at plants in their total. 

And I didn't think that was our position or our policy, 

and I just wanted to clarify that ' s not what we are 

saying here . 

MR. WILLIS: That is correct, it's not. 

COMMISSIONER DEASON: Okay . We have a motion on 

Issue 4. 

COMMISSIONER CLARK: Move staff . 

COMMISSIONER DEASON : Show that staff's 

recommendation on Issue 4 is approved. 

COMMISSIONER CLARK: Move staff on 5 . 

COMMISSIONER DEASON: Show staff approved on 5. 

COMMISSIONER CLARK: Move staff on 6. 

COMMISSIONER DEASON: Show staff approved on 6. 

Issue 7. 

COMMISSIONER CLARK : What in this case makes it 

different from what we adopted i n t he r ule? 

COMMISSION STAFF: Commissioner, in this case the 

Commission took evidence from the utility and the 

parties and it was handled on a case-by-case basis . I 

think the utility demonstrated a higher margin of 

reserve than we have done in the past . 

COMMISSIONER CLARK: On what basis? 
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COMMISSION STAFF: As far as the 36-month 

recommendation, Witness Elliott testified to the many 

things that are necessary, starting when they have a 

capacity analysis report. If it indicates that they 

have five years or lesa capacity 

COMMISSIONER CLARX: Maybe I •hould ju•t interrupt 

you. It •••ms to me that what the argument here is is 

the policy considerations that would apply anywhere, 

that it isn't specific to this case. And my concern is 

that a two-member panel would make a determination that 

is different than the policy we just adopted, not on 

the basis of the unique circumstances in here. And I 

thought it was just sort of a general policy statement 

backing up the 36 months. And I'm somewhat reluctant 

to do that. I mean, you know. perhaps what we did here 

would have been different if the vote had been 

different, but certainly there was a ma j ority of the 

commission that was uncomfortable with that kind of 

policy. 

MR. WILLIS: I think one ot the major reasons in 

this one, why we went 36 months is because they had to 

actually going into some land acquisition, they had to 

actually put money out a little bit above and beyond 
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what they normally would for expansion . 

And because of that reason, it's on Pag~ 24 down 

towards the bottom, they actually had to get permits, 

go in for bidding, financing, and some construction. 

Where normally a lot of this is done in the 18-month 

time frame. This particular case, we thouqht -- they 

had asked, in fact, in some of their testimony they 

asked for five years, which we agreed, like the 

discu••ion thi• morning, five years was too much. 

COMMISSIONER DEASON: Well, Commissioner, let me 

say that I share your concern. I think what we had 

here wa• evidence, similar evidence to what we received 

concerning planning horizons and what is required by 

other permitting agencies and things of that nature. 

What I think is lacking here is justification for 

the size plant that is built that is in rate base or is 

being asked to be put in rate base right now. Why it 

was sized the way it was, what the economies of scale 

were at the time that plant was built, what the growth 

has been, why that was a prudent decision at t~e time. 

And I don't think there is anything in the record 

concerning that. If I'm wrong, please correct me, but 

I don't recall anything concerning that. 

That's the type of information I want to see in 

the record. Because what we are talking about here is 
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including in rate base dollars associated with plant in 

the ground that is capable of providing service. And 

we are trying to include a part of that in the rate 

base because they are saying it takes a certain amount 

of time to plan and build another plant. But we are 

talking about putting a percentage on dollars of 

investment, of a large amount of investment of plant 

that is already there in the ground, and it should be 

justified on its own means, that is, at the time that 

plant was designed and built, these were the 

projections, this is the reason it was built in this 

size because it was the most economic thing to do. 

Not just rely upon, well, it takes 12 months to 

get this permit and five months to do this and all of 

that. Because you're not - - the company is not 

investing the dollars at the same level when you have 

got a completed plant in the ground and you are 

applying that percentage to that. The amount of 

investment during the first 18 months, or three years, 

or whatever is not as great as when you've got a final 

plant sitting in the ground capable of providing 

service. And it seems to me that we are going to have 

to get a handle on the concept of economies of scale 

and why a decision was made to size a plant the size 

that it was, and why that was a prudent decision . If 
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it was prudent, include it in rate base. And if it 

wasn't, it stays out of rate base. That's the type of 

information I want to see. 

COMMISSIONER CLARK: You know, Commissioner 

Deason, I have been struggling for a while in trying to 

decide it concerns me that we do an after-the-fact 

review on these sorts of things. And this isn't to 

argue the particular issue in this case, but it's the 

notion of trying to establish a policy that sends the 

right signals. And I guess maybe what we ought to 

consider, and I will just throw this out for staff to 

consider, is what we do in electric&, is that we do a 

certificate of need so that they know on the front end 

that here is what -- here is what they looked in in 

makin~ these plans, and they are planning on going 

ahead, and do we, in fact, conclude they need it. I'm 

just throwing that out as a way for staff to look at 

it, because I have concerns that the after-the-fact 

review doesn't -- make some &kiddish, I think, in terms 

of appropriate economic planning . That's not to say I 

disagree with -- I'm not prepared to move staff on the 

36 months here. 

COMMISSION STAFF: Commissioners, if I could point 

out one thing . Later on in Issue 19, we have imputed 

the full amount of CIAC associated with this, because 
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they have prepaid CIAC. So if you went with the 18 

month, they have got enough CIAC that wipes out that 18 

months of plant. If you go with 36 month•, it wipe• 

out the 36 months worth of plant that they have in 

their margin reserve because of the prepaid CIAC. I 

just wanted -- you haven't on that issue, and it ' s 

actually 18 and 19, but that is the rate base impact on 

this issue. 

COMMISSIONER DEASON: Well, I mean, you have 

raised the Issue 19, we might as well discuss it to 

some extent. You are indicating that since CIAC is 

paid in advance, they have enough prepaid CIAC to 

basically negate any margin of reserve up to 36 m~nths. 

COMMISSIONER CLARK: If that is the case why are 

we deciding this? Why is it an issue at all? 

COMMISSION STAFF: I need to make a correction . I 

was just talking about water, and I beg your pardon, 

this is wastewater for the 36 months . Il does not wipe 

it out in wastewater. 

COMMISSIONER CLARK: Commissioner Deason, I'm 

trying to be careful that we don't have a split 

decision on this. What do we have to do on -- what is 

the recommendation on CIAC if we do an 18 month? 

COMMISSION STAFF: For the water system, it's 18 

month•. Water treatment is 18 months, it wipes all the 
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prepaid CIAC, it zeros it out. For the wastewat$r 

syatem, they don't have enough -- we h~ve limited them 

to 50 percent, which is consistent with your vote this 

morning, too. 

COMMISSIONER CLARX: That's what you have 

recommended in 7? 

COMMISSION STAFF: That's correct, in 19. 

COMMISSIONER DEASON: Now, there is no prepaid 

CIAC for the wastewater system? 

COMMISSION STAFF: Yes, there is, but it's not all 

the way up to 50 percent. So there is a portion that's 

prepaid and a portion that brings them up to the 50 

percent. 

COMMISSIONER CLARK: And I move staff with the 

exception that the margin of reserve on wastewater 

system be 18 months and it include a 50 percent 

imputation of CIAC. 

COMMISSIONER DEASON: Yes. Show that that motion 

is approved unanimously. 

9. 

COMMISSIONER CLARK: I move staff on 8. 

COMMISSIONER DEASON: Issue 8 is approved. Issue 

COMMISSIONER CLARK: I guess I don ' t hav4 any 

problem with Issue 9. Move staff. 

COMMISSIONER DEASON: Well, first of all, let me 
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try to get an understandinq to distinquish between 

Issues 9 and 10. Issue 9 is a more generic issue; 

Issue 10 is more specific because it addresses specific 

treatment plant components? 

COMMISSION STAFF: Yes, sir. 

COMMISSIONER DEASON: Okay. And it is staff's 

position that there is no evidence on economies of 

scale in either 9 or 10. 

COMMISSION STAFF: Riqht, that's correct. 

MR. WILLIS: We do try to consider economies of 

scale if they present evidence to show why they built 

the size they did. 

COMMISSIONER DEASON: Okay. You're movinq staff 

on Issue 9, Commissioner Clark? 

COMMISSIONER CLARK: Yes. 

COMMISSIONER DEASON: Show staff recommendation on 

Issue 9 approved. 

COMMISSIONER CLARK: 10, I move it on 10. 

COMMISSIONER DEASON: Issue 10 is approved. 11. 

COMMISSIONER CLARK: I move staff. 

COMMISSIONER DEASON: Show Iss ue 11 approved. 

Issue 12. 

COMMISSIONER CLARK: Move staff. 

COMMISSIONER DEASON: Show Issue 12 approved. 

Issue 13. 
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COMMISSIONER DEASON: If you need to take moment, 

that would be fine. 

COMMISSIONER CLARK: Oh, I guess I had trouble 

understanding -- is the difference between what Gulf is 

suggesting and what staff is recommending is they just 

combined it and came up with 88 percent? What is the 

relative difference between those two? 

COMMISSION STAFF: I really can't tell you how 

they came up with their 88 percent. I mean, it waa 

he combined several different things. 

COMMISSIONER DEASON: But we are doing it on an 

individual basis because they are not connected, is 

that the wells are not -- don't supply the same area? 

COMMISSION STAFF: You have two totally separat~ 

well fields that are not connected and we treated them 

separately, looking at each individual well field. 

COMMISSIONER CLARK: I move staff on 13. 

COMMISSIONER DEASON: Show staff recommendation 

approved on Issue 13. Issue 14 . 

COMMISSIONER CLARK: Move staff. 

COMMISSIONER DEASON: Show Issue 14 approved. 

Issue 15. Now, this is impacted by a previous 

decision, correct? 
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COMMISSION STAFF: This is on the bottom of Page 

41 there we gave you the option if the Commission 

decides to grant an 18-month margin reserve in the 

wastewater treatment plant, then the used and useful is 

only 72.11. 

COMMISSIONER DEASON: Veraus 87 . 15? 

COMMISSION STAFF: Exactly. 

COMMISSIONER CLARK: I move staff with that 

modification. 

COMMISSIONER DEASON: Show Issue 15 as modified. 

Issue 16. 

COMMISSIONER CLARK : We don't have to decide that, 

right? 

COMMISSIONER STAFF: That's correct . 

COMMISSIONER CLARK: So I would not move 16. 

Issue 17. 

COMMISSIONER DEASON: Are you moving 17? 

COMMISSIONER CLARK: Yes, I can move it. This is 

the issue of the donated lines or the lines for equity? 

COMMISSION STAFF: Yes. 

COMMISSIONER CLARK: I move staff. 

COMMISSIONER DEASON : Show s t af t rec ommendation 

approved on 17. Issue 18. 

COMMISSIONER CLARK: Move staff. 

COMMISSIONER DEASON: Show staff approved on Issue 
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18. Issue 19. 

COMMISSION STAFF: commissioners , Issue 19 would 

be a fallout based on your chanqe to the used and 

useful marqin reserve . Also, staff would also 

recommend that the amount of prepaid wastewater CIAC be 

accounted for first, then any additional amount to take 

them up to the 50 percent would be imputed, because 

they do have prepaid CIAC. So the second part of this 

adjustment would be the fallout. 

COMMISSIONER CLARK: I move staff. 

COMMISSIONER DEASON: Show staff's recommendation 

as just explained is approved. Issue 20. 

COMMISSION STAFF: Commissioners , Issue 20 is 

staff ' s recommendation that approximately $66 , 700, and 

approximately $134,000 are included as pla nt costs 

related to the South Florida Water Manaqement District. 

We are recommendinq that 15,385 and 30,769 for water 

and wastewater respectively should be imputed as CIAC 

related to these funds. And an additional small amount 

there for test year amortization and accumulated 

amortization. 

COMMISSIONER CLARK: Commi s sioner Deason, I just 

had trouble understandinq this issue relative to what 

the parties' positions were. I quess I had trouble 

reconcilinq the amounts in the recommendation with what 
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the parties were recommending. 

COMMISSION STAFF: I could probably clarify that 

for you, Commissioner Clark. 

COMMISSIONER CLARK: Okay . 

COMMISSION STAFF: Let me just grab the briefs. 

If that what you're referring to, the positions in the 

briefs? 

COMMISSIONER CLARK: Yes. I could not -- it says 

the amount included in the rate base -- it just seemed 

that the amounts in the recommendation, I could not 

reconcile them with what the other parties had 

suggested . 

COMMISSION STAFF: Exactly. Let me refer you 

first to the page in the MFRs where the amounts were 

included . Page 67. 

COMMISSION STAFF: I think what we can do is 

they used different methodologies. They included 

things that we removed out of rate base and o~her 

places, for at least the company's perspective, they 

included the reject holding tank which we did not 

include in rate base, so their number is going to be 

off. And OPC calculated their number 

COMMISSION STAFF: They used net plant for the 

holding tank and we used gross to gross when we 

performed that calculation. Because we threw the 
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holding tank and we are recommending disallowing that 

adjustment --

COMMISSIONER CLARK : Let me back up. I thought 

thi• i••u• had to do with how we accounted for the 

amounts from the South Florida Water Management 

District grant. 

COMMISSION STAFF : They have not received the 

money yet. 

COMMISSIONER CLAR~1 Okay . And what are we 

telling them in this issue, how to allocate it between 

rate base and CIAC? 

COMMISSION STAFF : How much of this grant that 

they will be receiving should be considered in rate 

base. Because they have got some of the plant included 

in rate base, so we believe that you should match the 

CIAC that will cover that plant at the same time. 

Since you are including plant, the grant is going to 

cover that cost of the plant, then we will match what 

they will receive. 

COMMISSIONER CLARK: Will receive from whom? 

COMMISSION STAFF: The South Florida Water 

Management District. It's money that they -- you know, 

it's a grant. It's not a loan, so we are going to 

account for it as CIAC. I believe we have a 

stipulation that it will be accounted for when they do 
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receive it as CIAC. 

COMMISSIONER CLARK: Okay. 

COMMISSION STAFF: So we are just qoinq to offset 

the plant that they have already included in rate base 

with the CIAC that will be received in the future. The 

differences between our numbers are if you will look 

at the recommendation paragraph, the 66 and the 133, 

those are year-end amounts. They didn't actually -­

they included the 13-month average amounts, that's why 

our amounts are different. 

COMMISSIONER CLARK: Let me ask it a different 

way. What is the utility recommending? They came up 

with a total rate base and then they -- are they 

indicating that the 446,000, then you would subtract 

the 185 to get the amount that should be inLluded as 

investment? 

COMMISSION STAFF: I honestly think they were 

mistaken and confused on the issue as to how much plant 

was actually included, and it's really complicated when 

you start looking into their briefs, and the MFRs, and 

what amount of plant was included in the MFRs. We just 

basically analyzed it dollar-for-doll a r and both OPC 

and the company were wrong in staff's opinion. 

COMMISSIONER CLARK: Well, the objective here is 

to say you have certain plant for which you qot a qrant 
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and that plant ia in service, and to the extent you 

have a grant covering that plant, you would treat it as 

CIAC, not rate base. And that's what you're doing? 

COMMISSION STAFF: That's right. We are matching 

the plant that's in the rate base with the CIAC they 

will be receiving. 

COMMISSIONER CLARK: I agree with that concept. 

And if the numbers are right, then I can move Issue 20 . 

COMMISSIONER DEASON: Show Issue 20 is approved. 

Issue 21. 

COMMISSION STAFF: Commissioners, Issue 21 is 

staff's recommendation that the Commission should 

reduce accumulated amortization of CIAC for both 

systems because of the use of -- the utility's use of a 

composite rates and amortizing total contributions. A 

composite rate should only be used to amortize cash 

contributions. 

COMMISSIONER CLARK: Move staff. 

COMMISSIONER DEASON : Show staff recommendation 

approved. Issue 22. 

COMMISSION STAFF: Issue 22 addresses staff's 

recommendation regarding working capital, whether or 

not the projection was reasonable. And we recommend 

that the projection some of the components we~e 

reasonable and that some were not. And accordingly we 
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are recommending a $106,000 reduction. 

COMMISSIONER DEASON: Now, does this issue capture 

the effect of your recommendation concerning accrued 

interest payable and accrued interest receivabl~? 

COMMISSION STAFF: Yes, sir . It encompasses 

Issues 23, 24, 25, and 33, which are unamortized debt 

discount and issuance expense, the accrued interest, 

the interest receivable, and interest income. 

COMMISSIONER DEASON: Now, Issue 23, it's your 

recommendation that the unamortized discount and 

issuance expense just be incorporated in the cost of 

debt and, therefore, be captured in the capital 

structure and the overall rate of return. 

COMMISSION STAFF: Yes, sir. 

COMMISSIONER DEASON : Okay. Now, I have a 

question concerning I need to kind of move ahead, 

Commissioner Clark, to some of these other iesues. 

on Issues 24, 25, and 33, as I understand your 

recommendation, it's basically that you want to remove 

all accrued interest, the effect of all accrued 

interest as far as working capital is concerned, that 

being both interest payable a nd accrued interest 

receivable. You do not want to recognize the interest 

income in the income statement above the line, but we 

are allowing as a cost of service, legitimately so, the 
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interest expense on the debt. Is that basically where 

we are? 

COMMISSION STAFF: No, sir. We are not allowing 

the accrued interest payable . 

COMMISSIONER DEASON: Not in working capital, but 

in cost of service as a component of the ca~ital 

structure and the overall rate of return . Interest 

expense, interest costs are a part of that calculation, 

is that right? 

COMMISSION STAFF: That's correct. 

COMMISSIONER DEASON: I mean, it hss got to be. 

COMMISSION STAFF: I'm sorry? 

COMMISSIONER DEASON: Okay. I guess the concern 

that I'm having is if we are including in cost of 

service the debt costs, the interest on the debt, why 

are we not also capturing the effect of the accrued 

interest payable in working capital, putting above the 

line the accrued interest in the income statement, 

recognize that, and recognizing as an offset in working 

capital the accrued interest receivable? Why don't we 

recognize everything? What you're recommending is that 

we not recognize -- that we not recognize three of 

those components, but we recogni ze one component. We 

recognize the cost of debt in the capital ·structure and 

the overall rate of return. We do not recognize the 
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accrued interest payable in working capital, we do not 

recognize the accrued interest receivable in working 

capital, and we do not recognize interest income above 

the line in the income statement. Why do we do it that 

way? 

COMMISSION STAFF : I think one thing is that this 

company has a large balance of -- an investment account 

that has an interest bearing investment account that 

they use to pay their debt, and that has been removed 

aa an aaset in the working capital calculation. And I 

believe that Witness Nixon has testified that these 

items, those specific items that you're talking about 

deal with that account or are associated with that 

account. So if you are going to remove that large 

item, you should also remove these smaller items that 

relate to it. 

COMMISSIONER DEASON: Well, I guess what I'm 

saying is that whatever the financial arrangement that 

they have concerning their debt and the fund that they 

have set aside to pay the interest or whatever, why 

don't we recognize the whole ball of wax because it is 

part of utility service? 

COMMISSION STAFF: They are e a rning interest on 

that account. 

COMMISSIONER DEASON: That's fine. Put the income 
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above the line. I• it required, i• it part of their 

debt structure that their debt requires them to have 

this fund set aside to pay the interest on the debt? 

COMMISSION STAFF: I'm not sure about that, 

honestly. 

COMMISSIONER DEASON: Well, why else are they 

doing it? 

26 

COMMISSION STAFF : A low interest rate, I believe. 

Debt co•t and -- I guess there is other 

COMMISSIONER DEASON: I don't know what the 

outcome is, whether it affects revenue requirements up 

or down. It just seems to me that what we are doing is 

that we are recognizing one component of this, the 

interest cost on the debt in the capital structure, and 

we are eliminating everything else . And it seems to me 

we are not capturing the true cost of providing service 

to customers if this is their financing arrangement and 

we hav~ deemed it to be appropriate that this is the 

best way for them to finance their operations. 

COMMISSIONER CLARK: I'm not sure if this issue is 

covered completely in this record, but I know that in 

other instances where we have had large investment 

accounts, we have basically said that the investment 

account, the risk of whether the -- if they don't earn 

enough on their investment, or if they earn more on 

JANE FAUROT - 904-379-8669 



• 

• 

• 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

27 

their investment, that those amounts are removed from 

the balance sheet and any costs associated with that in 

determining what the working capital calculation would 

be. So basically it's the company, the shareholders' 

risk, and also possibly their gain that those other 

investments are off the balance street for regulatory 

purposes and out of the revenue requirement 

calculations. 

COMMISSIONER DEASON: I guess my concern is that 

if this is something that's required by their indenture 

agreement or whatever it is, it's a cost of providing 

service to customers and it should be calculated. And 

I don't know what their relative return is on this 

investment account, whether it enhances revenue 

requirements or diminishes them, but it seems to me 

that if it is required for them to provide service, 

it's a part of cost of providing service and we need to 

account for it. Do we have any evidence in the record 

concerning the nature of this investment account and 

why it's required, and why it was determined to be an 

appropriate way of financing this company? 

COMMISSION STAFF: It's just that it is related to 

the IDRBs. 

COMMISSIONER DEASON: Do we have anybody here from 

AFAD that has looked at this? 
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COMMISSION STAFF: They were not involved in the 

case. But it was low interest debt, and I don't 

believe that we took issue, staff took issue with the 

fact that the company was able to give this low 

interest debt. It's sitting out there, the majority of 

it is available to be used when they need it. And at 

this point in time they aren't in need of it, so its 

sitting aide until that point when it brings it into 

the ratemaking scheme. 

They also have large amounts of prepaid CIAC that 

fund their plant, so I don't really think that we took 

issue with it because we looked at it and thought that 

was a reasonable thing. It's not 11 percent debt. 

Right off the bat I don't know what the cost of debt 

is, but I think it's lower than debt you can get, prime 

plus two or whatever, and that was the reason why staff 

didn't take issue with it in that manner. 

COMMISSIONER DEASON: Well, normally if you have a 

company that has debt and they just pay the interest on 

it and you don't have some type of an investment fund 

or whatever, the interest cost is included in the 

capital structure, and the accrued interest is part of 

the working capital calculation which has the effect of 

reducing working capital requirements. Because they 

only have to pay the interest every three months and 
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customers are paying through their rates every month to 

help cover that interest payment. So there is a 

prepayment from the customer, so to speak, of the 

interest requirement, so the accrued interest is an 

offset to working capital. We are not getting that 

benefit here because we have eliminated accrued 

interest receivable and accrued interest payable and we 

are not recognizing the income on the investment 

account. 

COMMISSION STAFF: The dollar amount of the 

special deposits are $3.5 million, and the accrued 

interest is $239,000. So that is the impact of -- if 

you were to include that in, that's a significant rate 

base impact of $3.5 million. 

COMMISSIONER DEASON: Well, I'm sure it is. And 

my concern is that if that is necessary to provide 

utility service, why we are not looking at, capturing 

that. I guess the company didn't ask for it, for one 

thing. 

COMMISSION STAFF: Right. 

COMMISSIONER DEASON: I'm not going to make an 

issue out of it, I guess, in this case. It just 

concerns me when we have this type of type of situation 

that perhaps we need to look at the i mpact of these 

investment accounts and what effect that they have. It 
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seems to me that if they are required, that it is part 

of perhapa getting a lower debt coat, and that the 

whole shooting match should be included in the 

calculation of the rates. It seems to me we have got 

one component, we have eliminated three, and what the 

bottom line effect of that is, I don't know. But I'm 

just raiaing that aa a concern. And I gueas I'm not 

going to suggest that we change what we hcve here. For 

one thing, apparently the company didn't even take 

issue with it. But do we run into these situations 

often or is this unique? 

COMMISSION STAFF: I think this is very unique, 

and normally we do include accrued interest, and it's 

not even questioned except to the extent -- and a lot 

of times we have the situation where we have accrued 

interest that is really high, and it brings a negative 

rate base -- I mean, a negative working ca~ital 

allowance, and that's quite common. But to have a 

company that has such a large special deposit, and they 

also have a large amount of debt that is off, you know, 

off the regulatory side. I mean, we looked at it and 

we thought that it appeared to be reasonable, and 

that's why we didn't pursue that as an issue, and OPC 

did not pursue it as an issue. 

COMMISSIONER DEASON: What is the amount of the 

JANE FAUROT - 904-379-8669 



• 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

• 13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

• 25 

31 

accrued interest payable that we are not recognizing? 

COMMISSION STAFF : $239,000. 

COMMISSIONER DEASON: Accrued interest payable. 

Now, what is the accrued interest receivable? 

COMMISSION STAFF: $114. Excuse me, $78,000. 

COMMISSIONER DEASON: And what is the amount of 

interest income for the year? 

COMMISSION STAFF: Are you talking on the special 

deposits? 

COMMISSIONER DEASON: Yea. 

COMMISSION STAFF: I don't believe we have that 

information . 

COMMISSION STAFF: $4,000 is what OPC is 

requesting that it be increased by . 

COMMISSION STAFF: That interest income is, I 

believe, just on the operating. We are actually 

COMMISSIONER DEASON: Are you saying they have a 

3.5 investment in a fund and they get $4,000 interest 

on it? 

COMMISSION STAFF: No, it's on the operating, 

operating and other cash accounts. It's the only 

interest income that OPC took issue with. Then any 

interest on the 

COMMISSIONER DEASON: I'm t alk i ng about the 

interest income, interest receivable on this special 
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fund that is required for their industrial revenue 

bonds. 

COMMISSION STAFF: It ' s not in the record. 

COMMISSIONER DEASON: Oh, you don't have it? 

COMMISSION STAFF: No, sir. 

COMMISSIONER DEASON: Okay. 

MR. WILLIS: Commissioner, the problem we have 

here is we didn't take issue with it due to Public 

Counsel. 

COMMISSIONER DEASON: Okay. 

32 

COMMISSION STAFF: And, therefore, nobody did 

discovery on it and there is nothing in the record to 

give you that information. 

COMMISSIONER DEASON: Well, the next time we have 

one, let's get some discovery on it and see what the 

impact is. 

COMMISSIONER CLARK: Commissioner Deason, don't 

you ever wish you had just said one-eighth -­

COMMISSIONER DEASON: Then we wouldn't have all of 

this theoretical discussion . 

COMMISSIONER CLARK: You started this, as I 

recall, with the balance sheet. Wasn't that your 

recommendation? 

COMMISSIONER DEASON: That ' s r ight . It's the 

right thing to do. Issue 22 . 
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COMMISSIONER CLARK: I just want to point out that 

I had to defend the balance sheet in front of the court 

one time. 

COMMISSIONER DEASON: Did you win or lose? 

COMMISSIONER CLARK: We won. 

COMMISSIONER DEASON: Good. 

COMMISSIONER CLARK: I have to ask on the working 

capital, I recall that there was an issue on working 

capital that in previous cases we have the staff has 

recommended one thing and Commissioner Deason has taken 

issue with that and dissented on what we have done. Is 

that an issue here? I thought I remembered it coming 

up in the hearing, but I couldn't identify it in the 

issues. 

COMMISSION STAFF: There was a negative working 

capital according to Ms. Dismukes, and that is the 

issue, I believe, that you are talking about where the 

Commission in the past has put it at zero, and 

Commissioner Deason --

COMMISSIONER CLARK: Right. Is that not an issue 

here? 

COMMISSION STAFF: No, ma'am, it's not. 

COMMISSIONER CLAR~: Okay. I just remember 

hearing it at the hearing and th i nki ng, oh, my 

goodness . 
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would have brought it up. 

COMMISSIONER DEASON: I would have. 

34 

COMMISSIONER CLARK: Well, I just thought that the 

Chairman might have had something she had to review. 

COMMISSIONER DEASON: Actually, in all honesty, if 

the case hadn't been here I would have brought it up 

just to note it in the record. But since we are only a 

two-member panel, I would not have voted to change the 

policy in this case. But I realize what the policy is, 

I just disagree with it. 

are. 

COMMISSIONER CLARK: Could I just take a second? 

COMMISSIONER DEASON: Sure. 

(Pause.) 

COMMISSIONER CLARK: I have forgotten where we 

COMMISSIONER DEASON: I think that unless you've 

got some more questions on working capital, we can move 

22 through 27, and Issue 33, realizing tbat 27 is a 

fallout, and could be affected by our decisions on used 

and useful. 

COMMISSIONER CLARK: I will move staff on those 

items. 

COMMISSIONER DEASON: Okay . 22 through 27, and 

Issue 33. Issue 28. 
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COMMISSIONER CLARK: I can move staff on Issue 28 

and 29 . 

COMMISSIONER DEASON : Show staff approved on 28 

and 29. Issue 30. 

COMMISSIONER CLARK: I move staff on Issue 30 . 

COMMISSIONER DEASON: Show staff approved . 31. 

COMMISSIONER CLARK: I move staff on Issue 31 . 

COMMISSIONER DEASON : Show staff approved. 

COMMISSIONER CLARK: And 32. 

COMMISSIONER DEASON : Show staff approved on 32. 

We have already dealt with 33. Issue 34. 

35. 

36. 

COMMISSIONER CLARK: I can move staff on Issue 34 . 

COMMISSIONER DEASON: Show staff approved . Issue 

COMMISSIONER CLARK: I move staff on Issue 35. 

COMMISSIONER DEASON: Show staff approved . Issue 

COMMISSIONER CLARK: I queaa I wanted to be clear 

on what we were -- is the staff recommending that there 

be an increase, that there be an allowancv for an 

increase in salaries in the te~t year? 

COMMISSION STAFF: Yea, ma'am, for a 5 percent 

increaae. 

COMMISSIONER CLARK: 5 percent. And that is 

consistent with what appears to have been done in the 
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past, right? 

COMMISSION STAFF: Yes, ma'am. 

COMMISSIONER CLARK: I move staff on 36. 

COMMISSIONER DEASON: Show staff approved on 36. 

37. 

COMMISSIONER CLARK: I move staff. 

COMMISSIONER DEASON: Show staff approved. 38. 

COMMISSION STAFF: Issue 38 is staff's 

recommendation regarding the common maintenance 

expenses associated with the building lease. We 

recommend an adjustment to reduce the common 

maintenance expenses that Gulf is paying to Caloose. 

COMMISSIONER CLARK: Move staff. 

COMMISSIONER DEASON: Show staff approved on 38. 

39. 

COMMISSIONER CLARK: Move staff . 

COMMISSIONER DEASON: Show staff approved. Issue 

40. 

COMMISSIONER CLARK : Move staff. 

COMMISSIONER DEASON: Show staff approved. 41. 

COMMISSIONER CLARK: Move staff. 

COMMISSIONER DEASON: Show staff approved. Issue 

42. 

COMMISSION STAFF: Issue 42 is our recommendation 

that no charitable contributions ar i ncluded in the 
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teet year expenaea. Therefore, there is nothing to 

adjust. 

COMMISSIONER CLARK: Move staff. 

37 

COMMISSIONER DEASON: Show staff approved. Issue 

43. 

COMMISSIONER CLARK: Move staff. 

COMMISSIONER DEASON: Show staff approved. Issue 

44. 

COMMISSIONER CLARK: Move staff .' 

COMMISSIONER DEASON: Show staff approved. Issue 

45. 

COMMISSION STAFF: Issue 45 is staff's 

recommendation relating to the San Carlos water line 

project cost. The utility has abandoned this project 

and we are recommending that it should be amortized, 

the costs that are associated with that. 

COMMISSIONER CLARK: I can move staff on Issue 45 

and 46. 

COMMISSIONER DEASON: Show staff approved on 45 

and 46. Issue 47. 

COMMISSION STAFF: Issue 47 is staff's 

recommendation that staff Witness Welch agrees that 

there was an error. 

COMMISSIONER CLARK: I move staf f . 

COMMISSIONER DEASON: Show staff approved. Issue 
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48. 

COMMISSIONER CLARK: Move staff. 

COMMISSIONER DEASON: Show staff approved. Issue 

49. 

COMMISSIONER CLARK: Move staff. 

COMMISSIONER DEASON: Show staff approved. Issue 

50. 

COMMISSIONER CLARK: Move staff. 

COMMISSIONER DEASON: I need to take just a 

moment, I may have had a question on that. What was 

the effective date of the increase in depreciation 

expense? 

COMMISSION STAFF: I'm sorry, what would be the 

effective date? 

COMMISSIONER DEASON: Yes. Are we increasing a 

rate or we just found that there was an error that 

needs to be made to an increase --

COMMISSION STAFF: No, an error. 

COMMISSIONER DEASON: Just an error, then. 

COMMISSION STAFF: Yes, a cumulative error, so to 

speak, and which there would need to be one adjustment 

made. 

COMMISSIONER DEASON: Okay. Show staff approved 

on Issue SO. Issue 51. 

COMMISSION STAFF: That will be a fallout, income 
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• 1 tax expense. 

2 COMMISSIONER CLARK: Excuse me, 53? 

3 COMMISSIONER DEASON: No, 51. 

4 COMMISSIONER CLARK: I move staff on Issues 51, 

5 52, and 53. 

6 COMMISSIONER DEASON: Show staff approved to the 

7 extent that there are any decisions which affect 

8 fallout numbers they will be adjusted. Issue 54. 

9 COMMISSIONER CLARK: Move staff. 

10 COMMISSIONER DEASON: Show staff approved. Issue 

11 55. 

12 COMMISSIONER CLARK: Move staff. 

• 13 COMMISSIONER DEASON: Show staff approved. 56. 

14 COMMISSIONER CLARK: Move staff. 

15 COMMISSIONER DEASON: Show staff approved. 57. 

16 COMMISSIONER CLARK: Move staff. 

17 COMMISSIONER DEASON: Show staff approved. Issue 

18 58. 

19 COMMISSIONER CLARK: Move staff. 

20 COMMISSIONER DEASON: Show staff approved. 59. 

21 COMMISSIONER CLARK: Move staff. 

22 COMMISSIONER DEASON: Show staff approved. Issue 

23 60. 

24 COMMISSION STAFF: It's a f a llout, too. 

• 25 COMMISSIONER CLARK: Move staff . 
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COMMISSIONER DEASON: Show •taff approved. 61. 

COMMISSIONER CLARK: Move staff, 

COMMISSIONER DEASON: Show staff approved . 62 . 

COMMISSIONER CLARK: Move staff. 

COMMISSIONER DEASON: Show staff approved. 63. 

COMMISSIONER CLARK: Move staff, 

COMMISSIONER DEASON: Show staff approved. 64. 

COMMISSIONER CLARK: Move staff, 

COMMISSIONER DEASON: Show staff approved. I want 

to compliment staff on what I thought was an 

outstanding job done on a fairly complicated case, 

despite my questions on working capital. 

COMMISSIONER CLARK: Okay . Thank you, staff . 

• • • • • • • 
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