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Introduction and Summary of Changes

At the October 30, 2018 Agenda Conference, the Office of Public Counsel (OPC) asked the
Commission to defer the item so that OPC and staff could further discuss a potential compromise
on the rule language. The Commission deferred the item. On November 8, 2018, staff held an
informal meeting on the rule, which included representatives from OPC, U.S. Water, OCBOA
Consulting, LLC, and Florida Utility Services 1, LLC. As a result of the informal meeting with
OPC and the interested persons, staff made changes to subsection (1) of the proposed rule which
are summarized as follows;

•  Including a $15,000 cap in subsection (1) of the rule (rather than no cap as staff initially
proposed).
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• In determining the revenue requirement, staff will apply a margin of 12 percent of the 
utility’s operation and maintenance expenses (rather than 15 percent as initially proposed 
by staff). 

 
Staff believes these changes will not affect the number of utilities who should qualify for the 
operating ratio methodology. As a result of these changes made to the rule arising out of staff’s 
November 8, 2018 meeting, staff also made minor changes to this analysis, which are reflected 
below in type and strike. 
 

Case Background 

Pursuant to Section 367.0814(9), Florida Statutes (F.S.), the Commission may by rule establish 
standards and procedures whereby rates and charges of small utilities are set using criteria other 
than those set forth in Sections 367.081(1), (2)(a) and (3), F.S. Rule 25-30.4575, Operating Ratio 
Methodology, Florida Administrative Code (F.A.C.), will be a new rule that sets forth the 
Commission’s policy on the use of the operating ratio methodology in staff-assisted rate cases 
(SARC). The proposed rule is included as Attachment A. The operating ratio methodology is 
used to determine the revenue requirement in certain staff-assisted water and wastewater rate 
cases and is an alternative to the traditional calculation of revenue requirement for smaller water 
and wastewater utilities. The operating ratio methodology substitutes the utility’s operation and 
maintenance expenses for rate base in calculating the amount of return. 
 
The operating ratio methodology was first introduced in Docket No. 950641-WU, an application 
for a SARC in Palm Beach County by Lake Osborne Utilities Company, Inc. (Lake Osborne).1 
In a SARC, the Commission is charged with approving a revenue requirement that will provide a 
utility with the opportunity not only to recover its operating expenses, but also to earn a fair 
return on its investment (or margin).  
 
However, when a utility’s rate base is small or negative, as was the case for Lake Osborne, the 
utility could be subject to an inadequate margin or no margin at all. As such, the utility is unable 
to effectively deal with extraordinary events, unexpected expenses and repairs, and has a reduced 
incentive for further investment. A utility that lacks the funds to make necessary repairs has a 
significantly reduced ability to provide safe and reliable service to its customers. To assist these 
water and wastewater utilities with these circumstances and protect the customers’ ability to 
receive safe and reliable service, after approval of the Lake Osborne case, the Commission began 
utilizing the operating ratio methodology as an alternative to the traditional calculation of 
revenue requirement for smaller water and wastewater utilities that apply for a SARC.  
 
Before considering applying the operating ratio methodology for subsequent SARCs, the 
Commission established the following threshold qualifying criteria in the Lake Osborne Order: 
(1) whether the utility’s operation and maintenance (O&M) expense exceeds rate base, and (2) 
whether the utility is expected to become a Class B utility in the foreseeable future. The 
Commission noted that additional factors could be considered such as: (1) quality of service and 

                                                 
1Order No. PSC-96-0357-FOF-WU, issued March 13, 1996,  in Docket No. 950641-WU, In re: Application for staff 
assisted rate case in Palm Beach County by Lake Osborne Utilities Company, Inc. (Lake Osborne Order). 
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condition of plant, (2) whether the utility is developer-owned, and (3) whether the utility operates 
treatment facilities or is simply a distribution and/or collection system. Collectively, these 
criteria have been used in subsequent SARCs in order to determine whether or not the operating 
ratio methodology was appropriate.  
 
In the Lake Osborne Order, the Commission recognized that by implementing Section 367.0814, 
F.S. (the SARC statute), the Legislature recognized that the segment of the water and wastewater 
industry comprised of Class C utilities is significantly different from the remainder of regulated 
water and wastewater utilities. That Order also established that an alternative to the traditional 
calculation of revenue requirement was within the Commission’s jurisdiction.2  
 
Since the Lake Osborne Order, approximately 167 SARCs have been filed with the Commission. 
Staff recommended applying the operating ratio methodology in 23 dockets, and the 
Commission has approved the methodology in 21 of those dockets. A summary of these dockets 
is included as Attachment B. Staff initiated this rulemaking to codify the Commission’s long-
standing practice regarding the operating ratio methodology and to evaluate the necessary 
components needed in the rule to reflect the conditions currently faced by small water and 
wastewater utilities.  
 
The Commission’s Notice of Development of Rulemaking for Rule 25-30.4575, F.A.C., 
Operating Ratio Methodology, was published in Volume 43, No. 229, of the Florida 
Administrative Register on November 29, 2017. On December 14, 2017, staff held a Rule 
Development Workshop. Representatives from the Office of Public Counsel (OPC) and U.S. 
Water Services Corporation (U.S. Water) participated at the workshop and submitted post-
workshop comments. Additionally, representatives from Utilities Inc. of Florida attended the 
workshop but did not submit post-workshop comments.  
 
This recommendation addresses whether the Commission should propose the adoption of Rule 
25-30.4575, F.A.C. The Commission has jurisdiction pursuant to Section 120.54, F.S., and 
Section 367.0814, F.S. 

 

 

 

                                                 
2Lake Osborne Order, pg. 3. 
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Discussion of Issues 

Issue 1:  Should the Commission propose the adoption of Rule 25-30.4575, F.A.C., Operating 
Ratio Methodology? 

Recommendation:  Yes, the Commission should propose the adoption of Rule 25-30.4575, 
F.A.C., as set forth in Attachment A. The Commission should certify Rule 25-30.4575, F.A.C., 
as a minor violation rule. (Harper, Galloway)   

Staff Analysis:  In a staff-assisted rate case (SARC), a calculation is made to determine the 
utility’s revenue requirement. The revenue requirement reflects the monies a utility needs to 
recover its operating expenses and provide it with an opportunity to earn a fair rate of return on 
its investment.  
 
The traditional calculation of revenue requirement for smaller water and wastewater utilities is 
achieved by adding the operation and maintenance (O&M) expenses to the net depreciation 
expense, amortization expense, taxes other than income taxes, income taxes, and a return on 
investment. The “return on investment” for SARCs is the overall rate of return multiplied by the 
amount of rate base. All of these components added together make up the revenue requirement in 
a SARC through traditional ratemaking. However, in some SARCs, traditional ratemaking, also 
referred to as the rate of return methodology, does not always provide sufficient revenue to 
protect against potential variances in revenue and expenses. In these cases, the utility may 
qualify for the operating ratio methodology. 
 
When the operating ratio methodology is applied, instead of calculating the revenue requirement 
by including the return on investment (rate of return x rate base), the “return on investment” has 
been replaced by an operating margin. The operating margin is calculated by multiplying a 
defined percentage by the amount of O&M expenses. As stated in the Lake Osborne Order, the 
operating ratio methodology substitutes O&M expenses for rate base in calculating the amount 
of return (or margin). 
 
The table below shows the difference between the two methodologies, the use of a rate of return 
times rate base (traditional rate base methodology), as compared to the margin percentage times 
operation and maintenance expenses (operating ratio methodology). 

 
Table 1-1 

Comparison of Traditional and Operating Ratio Methodologies*  
Traditional Revenue Requirement Calculation Operating Ratio Methodology 
Operation and Maintenance Expense Same 
Net Depreciation Expense Same 
Amortization Same 
Taxes Other than Income Taxes (less RAFs) Same 
Income Taxes Same 
Rate of Return percent  x  Rate Base Margin percent  x  O&M expense 
= Revenue Requirement before RAFs = Revenue Requirement before RAFs 
*This table applies to non-reseller utilities    
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Many utilities that apply for a SARC are financially troubled systems. Many times, these are not 
utilities that are simply earning below the bottom of their authorized rate of return range; these 
are utilities that are losing money. Often, these are utilities that have been losing money on a 
consistent basis over a prolonged period of time. The operating ratio methodology is intended to 
act as a bridge for these troubled systems to become financially viable and return to the 
traditional revenue requirement calculation. The operating ratio methodology also provides a 
lifeline for them to stay in business and remain viable entities that can provide safe and reliable 
water and wastewater services to their customers. 
 
At the staff workshop and in its post-workshop comments, OPC indicated its preference for the 
proposed Commission rule to codify the operating ratio methodology set forth in the Lake 
Osborne Order. OPC stated that because the proposed rule does not incorporate the exact same 
criteria set forth in the Lake Osborne Order, it defies the purpose of rulemaking and allows for 
the development of new policy based on non-existent difficulties. OPC further stated that the 
Commission’s policy on the operating ratio methodology had been clearly and consistently 
applied over 21 years.  
 
The Lake Osborne Order recognized that determining whether to utilize the operating ratio 
methodology required a great deal of judgement. In keeping with the spirit of the Lake Osborne 
Order, staff considered whether to include each of the five criteria from the Lake Osborne Order 
in the proposed rule. However, because the Lake Osborne Order states that the Commission 
“may” consider the factors listed in the order, this would give the Commission too much 
discretion in the context of rulemaking under Section 120.545(1), F.S. Therefore, staff began the 
process of scrutinizing each criteria in hope of finding a way to enable the same understanding 
that judgement is critical in determining which SARCs should qualify for the operating ratio 
methodology. 
 
For smaller water and wastewater utilities whose resources are very limited, a SARC is a 
daunting process, even though staff provides the expertise. Staff notes that some utilities that 
apply for a SARC have never been before the Commission for a rate case or applied for a rate 
increase, despite having been in existence for decades. Because many small water and 
wastewater utilities that are eligible for SARCs are financially troubled systems, staff believes 
the suggestion that there is are non-existent difficulties is misplaced. Staff believes there is no 
evidence of a need to make the proposed adjustments contained in the proposed rule is 
misplaced.  
 
Staff believes the attached proposed rule is an opportunity to be proactive rather than reactive. 
Staff disagrees with OPC’s assertion that provisions of the proposed rule address “non-existent 
difficulties.” Instead, staff believes if the Commission codifies the practice in a rule, the 
proposed rule should reflect the Commission practice that has applied for over 20 years, the 
Commission’s experience gained from implementing the operating ratio methodology, and the 
current economic and operational conditions that small water and wastewater utilities face. 
Staff’s analysis below discusses in more detail the areas where the Commission’s policy on the 
operating ratio methodology should be refined from the Commission’s policy set forth in the 
Lake Osborne Order. 
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Subsection (1) of the Rule – How the Operating Ratio Methodology Should be 
Calculated  
Subsection (1) of Rule 25-30.4575, F.A.C., provides that the operating ratio methodology will 
calculate the water or wastewater utility’s revenue requirement based on the utility’s operating 
expenses plus a margin of 12 15 percent of the utility’s operation and maintenance expenses.   
 
 12 15 Percent Margin and No $10,000 $15,000 Cap 
OPC’s initial comments commented were that the margin percentage should be 10 percent with a 
$10,000 cap, consistent with the Lake Osborne Order. It should be noted that this cap, which 
originated in the Lake Osborne Order, has been applied at the Commission’s discretion in other 
cases since 1996. The Commission has always had the discretion to alter or remove the cap in 
any particular docket in the use and application of the operating ratio methodology.  
 
In its comments, OPC alleged there is no evidence that the Commission’s current practice is 
ineffective or causing harm. Contrary to OPC’s view, staff believes that there is Again, staff 
disagrees with OPC’s suggestion that there is no evidence to support an increase in the margin 
percentage and the removal of $10,000 cap. While the Commission has never applied a margin 
greater than 10 percent in any of the cases where operating ratio has been approved, staff 
believes the rule should promote a policy that allows utilities to provide the safest and most 
reliable service to customers. Staff believes that changes in circumstances have occurred since 
the Lake Osborne Order and the changes must be considered and evaluated. U.S. Water Services 
stated in its comments that: 
 

Many of the utilities that I manage have little to no rate base through no fault of 
the acquiring utility and are faced with financial difficulties meeting day-to-day 
operations. Just as many of these utilities were financially non-viable, distressed 
utilities that were acquired in order to turn them around and provide safe and 
reliable service to customers. Without the operating margin, several of these 
utilities would either not have been acquired and/or would remain financially non-
viable. 

 
U.S. Water also stated that the 10 percent margin that was established more than 20 years ago in 
the Lake Osborne Order should be further evaluated. Staff agrees, and believes that the proposed 
rule’s 12 15 percent margin represents a natural evolution of the practice addressed in the Lake 
Osborne Order. 
 
Other states’ policies regarding use of an operating ratio and the associated percentage applied to 
achieve a margin were analyzed in the Lake Osborne Order. As part of this rule docket, staff sent 
out a request through the National Association of Regulatory Utility Commissioners (NARUC) 
to learn what other states have been doing since the Commission’s initial decision in 1996. The 
specific states referenced in the Lake Osborne Order included Kentucky, North Carolina, South 
Carolina, California, and Michigan. With the exception of Michigan, which no longer regulates 
water and wastewater utilities, and California, which did not respond to the request, the states 
referenced in the Lake Osborne Order have not changed from their 1995-1996 alternative rate 
setting policies. These states are very interested in what the Florida Commission will decide. 
Below is a synopsis of current policies for these states:    
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• Kentucky has been using a 12 percent margin since 1995-1996 and also allows a 

dollar-for-dollar coverage for short-term interest expense. 
 

• North Carolina continues to use a margin based on the yield on the 5 year U.S. 
Treasury Bond plus 3 percent for risk. 

 
• South Carolina sets operating margins for each water and wastewater utility 

regardless of size and recent rulings have been above the 15 percent margin level. 
However, the typical range is 10 – 15 percent. Two cases in 2018 were settled 
with one margin of 12.32 percent and the other margin was 14.99 percent.  

 
While it is important to be informed about what other states are doing with regard to alternative 
rate making, staff believes that Florida is in a unique situation with respect to regulation of water 
and wastewater utilities. For example, water and wastewater utilities operating in Florida must 
contend with a seasonal customer base, saltwater intrusion, sinkholes, and hurricanes. Therefore, 
while consideration of other states’ policies is informative, it is not necessarily conclusive for the 
Commission’s determination of what is appropriate for this proposed rule. 
 
OPC initially argued commented that the 10 percent margin is not a fixed dollar amount, and that 
it increases as expenses increase. OPC also asserted that asserts the proposed rule should include 
the same $10,000 cap that was in the Lake Osborne Order. Staff disagrees. Docket No. 160176-
WS, Application for staff assisted rate case in Polk County by Four Lakes Golf Club, Ltd., is a 
recent example of a utility being negatively impacted by the limitation of the $10,000 cap.3 Due 
to the cap, the utility’s allowed margin was reduced from 10 percent to 5.41 percent. Had the 10 
percent margin been used, an operating margin of $18,476 would have been included in the 
revenue requirement rather than only $10,000. In this case, even if the full 10 percent margin had 
been used when the operating ratio methodology was applied, the utility’s ability to provide safe 
and reliable service was still compromised as evidenced by the $64,000 operating loss it reported 
for the year.4 Thus, contrary to OPC’s argument, to include a $10,000 cap and 10 percent margin 
in the proposed rule would be harmful to the utilities and their ability to provide safe and reliable 
service.  
 
Docket No. 160165-WS, In re: Application for staff assisted rate case in Gulf County by ESAD 
Enterprises, Inc. d/b/a Beaches Sewer Systems, Inc., is another recent example of a utility being 
negatively impacted by the limitation of the $10,000 cap. Due to the cap, the utility’s allowed 
margin was reduced from 10 percent to 7.25 percent.5 Had the 10 percent margin been used, an 
operating margin of $13,801 would have been included in the revenue requirement rather than 
only $10,000.  
 

                                                 
3Order No. PSC-2017-0459-PAA-WS, issued November 30, 2017, in Docket No. 20160176-WS, In re: Application 
for staff-assisted rate case in Polk County by Four Lakes Golf Club, Ltd.  
4See Attachment B. 
5Order No. PSC-2017-0383-PAA-SU, issued October 4, 2017, in Docket No. 20160165-SU, In re: Application for 
staff-assisted rate case in Gulf County by ESAD Enterprises, Inc. d/b/a Beaches Sewer Systems, Inc. 
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While staff believes that these two examples were pertinent to the argument for removing the 
cap, OPC believes that these two examples were anomalies. As discussed in the case 
background, at the October 30, 2018 Agenda Conference, OPC expressed a desire to meet with 
staff and interested parties and perhaps come to a compromise regarding the differences existing 
between their position and staff’s initial proposed rule. Staff met with OPC and interested 
persons on November 8, 2018, and reached a compromise regarding the issue of a cap.  Initially, 
staff was proposing that no explicit cap be included in the rule. Staff believes that the rule 
contains an implicit cap because it requires that a utility qualify for a SARC in order for the 
operating ratio methodology to be applied.6 However, OPC expressed concerns about the 
removal of the $10,000 cap that originated in the Lake Osborne Order. OPC reiterated this 
concern at the informal meeting, commenting that there could be unintended consequences 
associated with removal of an explicit cap and that possibility was of great concern for their 
office. Staff believes that the utilities with revenues below $300,000 may occasionally exceed a 
$10,000 cap, so a $10,000 cap may be too disqualifying. On the other hand, staff believes that 
the utilities would rarely exceed a $15,000 cap. It is staff’s view that the $15,000 proposed cap is 
not materially different from staff’s initial proposed “no cap” because most small utilities                                                
that are eligible for the use of the operating ratio methodology will have margin amounts that fall 
below the $15,000 cap. In addition, an increase in the cap to $15,000 (from the Lake Osborne 
cap of $10,000) is a significant improvement which both updates and better reflects current and 
future needs of the small water and wastewater utilities. Thus, after discussions with OPC and in 
the spirit of compromise, staff is proposing a $15,000 cap.  
 
The Lake Osborne Order stated that it may be appropriate to apply a margin greater than 10 
percent in the case of a fully depreciated system where there would be an expectation of greater 
than average volatility in operation and maintenance costs. However, of the 23 cases where the 
operating ratio methodology was recommended, staff did not pursue a margin greater than 10 
percent in any of them. The caveat contained in the Lake Osborne Order served to discourage 
application of a higher margin by the instruction to prove “an expectation of greater than average 
volatility in operation and maintenance costs.” Staff has found that it has been a difficult task to 
prove “greater than average volatility” prior to the volatility occurring.   
 
Recently, in Order No. PSC-2018-0327-PAA-WS, the Commission recognized that smaller 
water and wastewater utilities are more risky than other utilities. In the order, the Commission 
listed a variety of reasons that make smaller water and wastewater utilities more risky in nature: 
 

(1) WAW utilities are more capital intensive than electric or natural gas utilities; 
(2) WAW utilities experience lower relative depreciation rates than other utilities, 
thereby providing less cash flow; (3) WAW utilities experience consistently 
negative free cash flow, thereby increasing their financing requirements; (4) 
WAW utilities’ credit metrics are inferior to those of electric and natural gas 
utilities; (5) Florida WAW utilities are substantially smaller than electric and 
natural gas utilities by virtually any measure including total revenues, total assets, 
and market capitalization; (6) WAW utilities’ earnings are much more volatile 

                                                 
6Section 367.0814, F.S., provides a revenue threshold of $300,000 or less per system before a utility may qualify for 
a SARC. 
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(uncertain) than electric and natural gas utilities’ earnings; and (7) WAW utilities 
experience many more business failures than electric and natural gas utilities.7  

 
Staff disagrees with OPC’s initial opinion that the margin should remain unaffected by the 
Consumer Price Index (CPI) or other inflationary factors. Staff believes that the percentage 
should increase from 10 percent to 15 percent reflect reflects not only inflationary factors, but 
also to compensate compensates for the riskier nature and true plight of smaller water and 
wastewater utilities that qualify and apply for a SARC. Initially, staff proposed an increase in the 
margin from 10 percent to 15 percent. At the November 8, 2018 meeting with OPC and 
interested parties, a compromise was reached resulting in an increase in the margin from 10 
percent to 12 percent. Staff believes that a 12 percent vs. 15 percent margin will not affect the 
number of utilities who should qualify for the operating ratio methodology. Regarding any 
underlying argument of potential overearnings, staff believes the Commission’s annual in-house 
review of Annual Reports, which are required to be filed by all regulated water and wastewater 
utilities, will alert the Commission of any potential overearnings.  
 
As discussed below, Subsection (2) of the proposed rule includes limiting criteria. Subsection (2) 
would limit the use of the operating ratio methodology to only those utilities that are eligible for 
a SARC, and those utilities must continue to be eligible for a SARC when the methodology is 
applied.  
 

Water and Wastewater Utilities that are Resellers 
Subsection (1) of proposed Rule 25-30.4575, F.A.C., further provides that for water and 
wastewater utilities that are resellers, purchased water and purchased wastewater expenses will 
be removed from operation and maintenance expense before the 12 15 percent margin is applied. 
As stated in the Lake Osborne Order, if a utility is a reseller, the issue is whether or not 
purchased water and/or wastewater costs should be excluded in the computation of the operating 
margin.8 Staff believes that this qualification continues to remain valid, and thus, it is reflected in 
Subsection (1) of proposed Rule 25-30.4575, F.A.C.  
 
Subsection (2) of the Rule – Criteria for Use of Operating Ratio Methodology 
Subsection (2) of the proposed rule addresses the criteria the Commission would use to 
determine whether to use the operating ratio methodology. 

 
125 Percent of O&M Expenses 

Subsection (2)(a) of proposed Rule 25-30.4575, F.A.C., provides that the operating ratio 
methodology may only be used for those utilities whose rate base is no greater than 125 percent 
of operation and maintenance expenses. In its post-workshop comments, OPC initially took issue 
with this language in the proposed rule. While the Lake Osborne Order limits eligibility to 
utilities with O&M expenses equal to or greater than rate base, the Commission also stated in the 

                                                 
7Order No. PSC-2018-0327-PAA-WS, issued June 26, 2018, in Docket No. 20180006-WS, In re: Water and 
wastewater industry annual reestablishment of authorized range of return on common equity for water and 
wastewater utilities pursuant to Section 367.081(4)(f), F.S. 
8While these costs are removed specifically for the calculation of the operating margin, these costs are still included 
in the O&M expenses for the calculation of the revenue requirement. 
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Order that the initial eligibility criteria for the operating ratio methodology was purposely limited 
until more experience was gained. 
 
While this rule is designed for small water and wastewater utilities, particularly those utilities 
where investment in rate base is limited relative to the level of O&M expenses, it is informative 
to compare what the typical relationship between rate base and the level of O&M expenses is for 
larger, more financially viable systems. For Class A water utilities in Florida, average rate base is 
three times greater than the average level of O&M expenses. For Class A wastewater systems, 
average rate base is five times greater than the average level of O&M expenses. Staff believes 
that requiring the investment in rate base to be less than the level of O&M expenses for purposes 
of this rule appears overly restrictive when compared to the typical relationship between rate 
base and the level of O&M expenses in this industry. Because the exigent conditions that exist 
for water and wastewater utilities whose rate base equals O&M expenses also exist for utilities 
with rate base marginally greater than O&M expenses, staff recommends that the proposed rule 
should modestly increase the threshold that was set forth in the Lake Osborne Order.   
 
Based on information from the 2017 Annual Reports, under the current practice, the operating 
ratio methodology is available to 30 water and 29 wastewater systems. If the threshold for rate 
base is increased to 125 percent of O&M expenses, an additional 6 water and 8 wastewater 
systems will be eligible for the operating ratio methodology. While this change represents a 
modest increase in the number of eligible utilities, staff believes it is a reasonable evolution of 
the eligibility criteria for use of the operating ratio methodology. At the November 8, 2018 
meeting, OPC agreed to this provision remaining in the rule. 
 

Limit on the Application of the Operating Ratio Methodology to Only the 
Utilities that Qualify for a SARC 

Subsection (2) of the proposed rule provides that the operating ratio methodology may only be 
used for utilities that qualify for a SARC under Rule 25-30.455, F.A.C. The current threshold for 
SARC eligibility under Rule 25-30.455(1), F.A.C., applies to water and wastewater utilities 
whose total gross annual operating revenues are $300,000 or less per system, and $600,000 or 
less on a combined basis. At the time of the Lake Osborne Order, the SARC threshold was for 
utilities with revenue of $150,000 or less per system, which precluded any Class B utilities from 
qualifying for a SARC.  
 
OPC commented that the proposed rule should remain consistent with the Lake Osborne Order 
and that only Class C utilities should be eligible for the operating ratio methodology. However, 
since the Lake Osborne Order, the Florida Legislature has amended Section 367.0814, F.S., to 
increase the SARC threshold and to add language providing that the threshold for SARC 
eligibility must be adjusted on July 1, 2013, and every five years thereafter. As a result, the 
SARC threshold increased to $275,000 in July 2013 and then to $300,000 in July 2018. This 
means Section 367.0814, F.S., allows SARCs for utilities with revenue of $300,000 or less per 
system, which may include some Class B utilities. Accordingly, staff believes OPC’s position to 
exclude all Class B utilities for eligibility for the operating ratio methodology is contrary to 
Section 367.0814, F.S. To be consistent with the statute and because exigent conditions that exist 
for many Class C utilities may also exist for smaller Class B utilities, staff believes utilities with 
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revenue of $300,000 or less per system that qualify for a SARC should be eligible for the use of 
the operating ratio methodology.  
 

Limit on the Use of the Operating Ratio Methodology to Only Utilities that 
Continue to Qualify for a SARC 

Subsection (2)(b) of the proposed rule provides that if the application of the operating ratio 
methodology changes the utilities' qualification for a SARC, the operating ratio methodology 
may not be applied. Thus, this provision ensures that only utilities that qualify for a SARC will 
benefit from the rule. 

 
Quality of Service and Condition of Plant  

OPC also takes issue with the fact that the proposed rule does not include the Lake Osborne 
Order’s considerations of the quality of service and condition of the plant. OPC seems to suggest 
these considerations should be included in the rule as a means to disqualify certain utilities from 
the use of the operating ratio methodology. Staff disagrees. Staff believes that the Lake Osborne 
Order recognized that quality of service or condition of the plant are always considerations in a 
SARC and that, in fact, poor quality of service or condition of the plant may be indicative of a 
utility that would  benefit from the use of the operating ratio methodology. As stated in the Lake 
Osborne Order, “poor condition of plant and/or unsatisfactory quality may be due to a variety of 
factors such as age of the system, poor maintenance” and these factors may “highlight the need 
for an adequate revenue stream to properly test and treat the water and maintain/renovate the 
system.”9  
 
Because evaluation of the quality of service and condition of the plant are standard 
considerations in every SARC,10 staff believes it is unnecessary to include this criteria in the 
proposed rule. Moreover, it stands to reason that unsatisfactory quality of service and condition 
of the plant may be a result of insufficient revenues. To identify poor quality of service or 
condition of the plant in the proposed rule may cause a utility to be denied the opportunity to use 
the operating ratio methodology, which would not be in the long-term interest of the utility or its 
customers. If poor conditions are a direct result of the owner directly contributing to the system’s 
decline, the Commission can pursue revocation of the certificate and/or an escrow of operating 
ratio methodology funds when improvements are needed to restore the utility system. Therefore, 
staff believes that because quality of service and condition of the plant are considered in every 
SARC, these factors do not need to be included and used as disqualifying criteria in proposed 
Rule 25-30.4575, F.A.C. 
 

Developer-Owned Utilities  
OPC also took issue with the proposed rule because it did not include the criteria from the Lake 
Osborne Order regarding developer-owned water and wastewater utilities. In the Lake Osborne 
Order, the Commission stated that being developer-owned should not disqualify a utility from 
the operating ratio method. The Commission also acknowledged in the Order that it may not be 
appropriate to use the operating ratio if the development is in the early stages of growth. The 
Commission stated:

                                                 
9Lake Osborne Order, pg. 6-7. 
10Section 367.081(2)(a), F.S. 
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Other factors that may be considered when determining eligibility for the 
operating ratio method are customer growth, the developer’s financial condition, 
the utility’s financial and operational condition, government mandated 
improvements and/or other unanticipated expenses. The level of CIAC collected 
by the utility may also be considered.11  

 
The points contemplated in this criteria are standard considerations in every SARC. Therefore, 
staff believes it is duplicative and unnecessary to include these criteria in the rule. 
 
Summary 
The proposed rule codifies the Commission’s practice of applying the operating ratio 
methodology. As discussed above, OPC expressed concerns about not seeing the long-standing 
Commission practice of using the five criteria set forth in the Lake Osborne Order in the attached 
proposed rule. However, staff believes the proposed rule sufficiently and clearly addresses the 
necessary qualifications for implementing the operating ratio methodology on a going forward 
basis. Simply restating the same criteria and considerations of the Lake Osborne Order in the 
proposed rule as OPC initially suggested suggests ignores the discretionary nature of the Lake 
Osborne Order criteria as well as the current requirements for rulemaking under Section 
120.545(1), F.S., and the 20 years of Commission experience and practice in implementing the 
operating ratio methodology. Simply put, shoehorning the same discretionary criteria and 
considerations from the Lake Osborne Order into a rule would be contrary to the rulemaking 
requirements. Moreover, the proposed rule is not only well within the Commission’s delegated 
grant of legislative authority but is also necessary to avoid violating the prohibition against 
unadopted rules. 
 
Even with the adoption of the rule, staff will continue to present to the Commission both the 
option of the traditional and the operating ratio methodologies and the potential effect on the 
revenue requirement. The ultimate decision to use the operating ratio methodology will remain 
with the Commission. Staff believes the proposed rule captures the purpose and criteria 
necessary for the use of the operating ratio methodology for determining the revenue 
requirement and recommends that that the proposed rule as set forth in Attachment A should be 
approved.  
 
Minor Violation Rules Certification 
Pursuant to Section 120.695, F.S., beginning July 1, 2017, for each rule filed for adoption the 
agency head shall certify whether any part of the rule is designated as a rule the violation of 
which would be a minor violation. Rule 25-30.4575, F.A.C., is a rule for which a violation would 
be minor because violation of the rule would not result in economic or physical harm to a person 
or an adverse effect on the public health, safety, or welfare or create a significant threat of such 
harm.  Thus, staff recommends that the Commission certify Rule 25-30.4575, F.A.C., as a minor 
violation rule.

                                                 
11Lake Osborne Order, pg. 7. 
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Statement of Estimated Regulatory Costs 
Pursuant to Section 120.54, F.S., agencies are encouraged to prepare a statement of estimated 
regulatory costs (SERC) before the adoption, amendment, or repeal of any rule. The SERC is 
appended as Attachment C to this recommendation. The SERC analysis also includes whether 
the rule is likely to have an adverse impact on growth, private sector job creation or employment, 
or private sector investment in excess of $1 million in the aggregate within five years of 
implementation.12 

The SERC concludes that the rule will not likely directly or indirectly increase regulatory costs 
in excess of $200,000 in the aggregate in Florida within one year after implementation.  Further, 
the SERC concludes that the rule will not likely have an adverse impact on economic growth, 
private sector job creation or employment, private sector investment, business competitiveness, 
productivity, or innovation in excess of $1 million in the aggregate within five years of 
implementation. Thus, the rule does not require legislative ratification pursuant to Section 
120.541(3), F.S.  In addition, the SERC states that the rule will not have an adverse impact on 
small business and will have no impact on small cities or counties. No regulatory alternatives 
were submitted pursuant to paragraph 120.541(1)(a), F.S.  None of the impact/cost criteria 
established in paragraph 120.541(2)(a), F.S., will be exceeded as a result of the recommended 
revision. 

Conclusion 
Based on the foregoing, staff recommends the Commission propose the adoption of Rule 25-
30.4575, F.A.C., as set forth in Attachment A. In addition, staff recommends the Commission 
certify Rule 25-30.4575, F.A.C., as a minor violation rule.

                                                 
12Section 120.541(2), F.S. 
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Issue 2:  Should this docket be closed? 

Recommendation:  Yes.  If no requests for hearing or comments are filed, the rule may be 
filed with the Department of State, and this docket should be closed. (Harper)   

Staff Analysis:  If no requests for hearing or comments are filed, the rule may be filed with the 
Department of State, and this docket should be closed. 
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 25-30.4575 Operating Ratio Methodology. 

 (1) Under the operating ratio methodology, instead of calculating the utility’s revenue 

requirement based on a rate of return on the utility’s rate base, the revenue requirement 

includes the utility’s operating expenses plus a margin of 12 percent of the utility’s operation 

and maintenance expenses.  For utilities that are resellers, purchased water and purchased 

wastewater expenses will be removed from operation and maintenance expense before the 12 

percent margin is applied. The operating ratio adjustment shall be no more than $15,000. 

 (2) In rate cases processed under Rule 25-30.455, F.A.C, the Commission will use the 

operating ratio methodology to establish the utility’s revenue requirement when: 

 (a) The utility’s rate base is no greater than 125% of operation and maintenance expenses; 

and 

 (b) The use of the operating ratio methodology does not change the utility’s qualification 

for a staff assisted rate case under subsection 25-30.455(1), F.A.C. 

Rulemaking Authority 367.0814(9) FS. Law Implemented 367.0814(9) FS. History- 

New______.
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State of Florida 
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FROM: 

RE: 

Public Service Commission 
C A PITAL CIRCLE O FFICE CENTER • 2540 SHUM A RD O A K B OULEVARD 

TALLAHASSEE, F LORIDA 32399-0850 

-M-E-M-0-R-A-N-D-U-M-

November 29, 2018 

a.~ 
Office of Commission Clerk (Stauffer) M J ~ 

Vvt At-rA. 
Division of Accounting and Finance (M. Andrews, Perez, Mouring) ~ 
Division ofEconomics (Higgli_~ McNulty) ll!J!I 
Division ofEngineering (Thompson, Ellis)~~ r"JZ:> 
Office ofthe General Counsel (S~ader, J. Crawford) 

Docket No. 201 801 55-EI- Petition '?or~~al of regulatory assets related to the 
retirements of Lauderdale Units 4 and 5 and Martin Units 1 and 2, by Florida 
Power & Light Company. 

AGENDA: 12/11/18- Regular Agenda - Proposed Agency Action- Interested Persons May 
Participate 

COMMISSIONERS ASSIGNED: All Commissioners 

PREHEARING OFFICER: Clark 

CRITICAL DATES: None 

SPECIAL INSTRUCTIONS: None 

Case Background 

On March 1, 2018, the Commission approved Florida Power & Light Company' s (FPL or 
Company) petition for determination of need for the Dania Beach Clean Energy Center (DBEC) 
Unit 7. The DBEC petition proposed to modernize Lauderdale Plants, by retiring Units 4 and 5 in 
the fourth quarter of2018 and replace them in mid-2022 with DBEC Unit 7.1 In April 2018, FPL 
included in its annual Ten-Year Site Plan its plan to retire Martin Units 1 and 2 in the fourth 
quarter of2018. 

1 Order No. PSC-20 18-0 150-FOF -EI, issued March 19, 2018, in Docket No. 20 170225-EI, In re: Petition for 
Determination ofNeedfor Dania Beach Clean Energy Center Unit 7, by Florida Power & Light Company. 
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On August 17, 2018, FPL filed the instant Petition seeking approval to create regulatory assets 
and defer recovery of the amounts related to the retirement of Lauderdale Units 4 and 5 
(Lauderdale) and Martin Units 1 and 2 (Martin). At the time of their expected retirements, FPL 
states that the total unrecovered costs for the Lauderdale and Martin Units are estimated to be 
$287 million and $372 million, respectively.2 As proposed, the recovery of the regulatory assets 
would be deferred until base rates are next reset in a general base rate proceeding. 

The Sierra Club is listed as an interested party in this docket. Although it has not officially 
intervened in this proceeding, the Office of Public Council (OPC) filed a letter dated November 
8, 2018, in this docket identifying certain concerns it has with the Petition filed by FPL. 

This recommendation addresses FPL’s request for authority to create regulatory assets 
representing the remaining net book value of the Lauderdale and Martin Units at retirement and 
the Company’s request for authority to defer recovery of the regulatory assets until FPL’s base 
rates are next reset in a general base rate proceeding. The Commission has jurisdiction over this 
matter pursuant to Sections 366.04 and 366.06, Florida Statutes (F.S.).

                                                 
2 Document No. 07145-2018, Staff’s Fourth Data Request  
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Discussion of Issues 

Issue 1:  Should the Commission approve FPL's request to create regulatory assets related to 
the retirement of Lauderdale Units 4 and 5 and Martin Units 1 and 2? 

Recommendation:  Yes, the Commission should approve FPL’s request to create regulatory 
assets related to the retirement of Lauderdale Units 4 and 5 and Martin Units 1 and 2. The 
approval to record the regulatory assets for accounting purposes does not limit the Commission’s 
ability to review the amounts and recovery period for reasonableness in future proceedings in 
which the regulatory assets are included for recovery. (M. Andrews, Thompson, Higgins) 

Staff Analysis:  On August 17, 2018, FPL filed the instant Petition seeking approval to create 
regulatory assets for the amounts representing the remaining net book value, at retirement, of 
Lauderdale Units 4 and 5 and Martin Units 1 and 2.  

FPL has an ongoing program to modernize its fossil fuel generating units based on cost-
effectiveness. By Order No. PSC-2018-0150-FOF-EI, the Commission approved the need for the 
Dania Beach Clean Energy Center (DBEC).3 The DBEC is essentially a modernization/re-
powering of FPL’s existing Lauderdale Plant. Specifically, the Company is planning to retire 
Units 4 and 5 at the end of the fourth quarter of 2018 and bring into service Unit 7 in mid-2022. 
The DBEC Unit 7 modernization project, which includes the retirement of Lauderdale Units 4 
and 5, is projected to save FPL customers an estimated $300 million in cumulative present value 
of revenue requirements (CPVRR). The CPVRR savings are expected to begin accumulating in 
2021. 
 
The retirement of Martin Units 1 and 2 in the fourth quarter of 2018 was included in FPL’s 2018 
Ten-Year Site Plan provided to the Commission in April 2018. Both units have been in operation 
for approximately 38 years and are inefficient as compared to the rest of FPL’s generating fleet. 
For example, Martin Units 1 and 2 have average net heat rates of 11,943 and 11,488 British 
thermal units/kilowatt-hour (BTU/kWh), respectively; whereas, FPL’s newest combined cycle 
(CC) unit has an average net heat rate of 6,699 BTU/kWh. FPL considered whether retiring the 
units early versus continuing to operate the units through their originally planned retirement date 
was more economic. The alternatives considered to replace Martin Units 1 and 2 were upgrading 
the combustion turbine (CT) components of some of FPL’s existing CC units, or repowering 
Martin Units 1 and 2. FPL ultimately determined that upgrading the CT components of some of 
its existing CC units was the most cost-effective option. 
 
The combined capacity of Martin Units 1 and 2 is 1,626 MW, and FPL expects 1,526 MW of 
additional capacity from the upgrades to other units. FPL’s current resource plan, including the 
early retirement of Martin Units 1 and 2, upgrades to the CT components of existing CC units, 
and a short-term purchased power agreement in 2028 is expected to allow FPL to continue to 
maintain its twenty percent planning reserve margin criteria. FPL would still be capable of 
maintaining its reserve margin if it were to continue to operate Martin Units 1 and 2; however, 
FPL states its customers would not benefit from the economic savings associated with retiring 
the units. The retirement of Martin Units 1 and 2 is expected to result in approximately $491 
                                                 
3 Id. 
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million in CPVRR savings to FPL’s customers as compared to continuing to operate the units 
and the savings are expected to begin accumulating in 2019. 
  
In its Petition, FPL estimated a retirement date for Lauderdale Units 4 and 5 of October 1, 2018, 
and a retirement date for Martin Units 1 and 2 of December 1, 2018. In response to staff’s third 
data request, FPL now estimates that the Lauderdale and Martin Units will be retired on or about 
December 31, 2018.4 According to Revised Attachment KF-1, in its response to staff’s fourth 
data request, FPL states that the unrecovered net book values for the Lauderdale and Martin 
Units at the time of retirement are estimated to be approximately $287 million and $372 million, 
respectively.5 Staff notes that per the Company’s most-recent depreciation study filed in 2016, in 
Docket No. 160062-EI (later consolidated with Docket No. 160021-EI), the expected retirement 
year for Lauderdale Units 4 and 5 is 2033 and the expected retirement year for Martin Units 1 
and 2 is 2031.6 
 
Table 1-1 below reflects the estimated plant in service, reserve, and remaining net book value 
amounts associated with the relevant Lauderdale and Martin Units at the specified dates. 

 
Table 1-1 

Net Book Values Associated with Lauderdale Units 4 and 5 
 and Martin Units 1 and 2 

Plant Plant in Service Reserve Net Book Value 
Plant Lauderdale 
(as of 12/31/2018)       $479,165,675   $192,128,935       $287,036,741  
Plant Martin  
(as of 12/31/2018)       $778,405,489   $406,856,880       $371,548,609  
          
Total*  $1,257,571,164  $598,985,815  $658,585,350  
Source: In Response to Staff’s Fourth Data Request. 
FPL’s Revised Attachment KF-1. 
* Differences due to rounding 

  

Due to the early retirement of the Lauderdale and Martin Units, certain entries must be made to 
FPL’s books and records. Rule 25-6.0436(6), Florida Administrative Code (F.A.C.), requires the 
compilation of an annual depreciation status report showing changes to categories of 
depreciation that will require revision. In addition, Rule 25-6.0436(7)(a), F.A.C., provides that: 

                                                 
4 Document No. 07095-2018, Staff’s Third Data Request 
5 Document No. 07145-2018, Staff’s Fourth Data Request 
6 Order No. PSC-16-0560-AS-EI, issued December 15, 2016, in Docket No. 160021-EI, In re: Petition for rate 
increase by Florida Power & Light Company; Docket No. 160061-EI, In re: Petition for approval of 2016-2018 
storm hardening plan, by Florida Power & Light Company; Docket No. 160062-EI, In re: 2016 depreciation and 
dismantlement study by Florida Power & Light Company; and Docket No. 160088-EI, In re: Petition for limited 
proceeding to modify and continue incentive mechanism, by Florida Power & Light Company. 
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Prior to the retirement of major installations, the Commission shall approve 
capital recovery schedules to correct associated calculated deficiencies where a 
utility demonstrates that (1) replacement of an installation or group of 
installations is prudent and (2) the associated investment will not be recovered by 
the time of retirement through the normal depreciation process. 

FPL’s current depreciation rates authorized in Order No. PSC-2016-0560-AS-EI (2016 
Settlement Agreement) are based on retirement years of 2033 for Lauderdale and 2031 for 
Martin. Therefore, the investment in the Lauderdale and Martin Units will not be fully recovered 
through the existing depreciation process due to the early retirement of the Units. Thus, staff 
recommends it is appropriate to create regulatory assets for the amounts representing the 
remaining net book value of Lauderdale Units 4 and 5 and Martin Units 1 and 2 at retirement. In 
addition, staff notes that the approval to record the regulatory assets for accounting purposes 
does not limit the Commission’s ability to review the amounts and recovery period for 
reasonableness in future proceedings in which the regulatory assets are included for recovery. 
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Issue 2:  Should the Commission allow FPL to defer recovery of the Lauderdale and Martin 
regulatory assets until FPL's base rates are next reset in a future rate proceeding? 

Recommendation:  No, the Commission should not approve FPL’s request to defer recovery 
of the Lauderdale and Martin regulatory assets to a future general base rate proceeding. FPL 
should be required to begin amortizing the regulatory assets associated with Lauderdale Units 4 
and 5 and Martin Units 1 and 2 upon retirement. The annual amortization amounts should be 
$21.5 million for the Lauderdale Units and $31.9 million for the Martin Units, for both base rate 
and clause recovery combined. (M. Andrews, Mouring) 

Staff Analysis:  According to Revised Attachment KF-1, the estimated unrecovered net book 
value associated with the retirement of Lauderdale Units 4 and 5 is approximately $287 million. 
For Martin, in addition to the retirement of Units 1 and 2, the Company is also proposing to retire 
certain associated transmission facilities. The estimated unrecovered net book value related to 
the Martin retirement is approximately $372 million. 

In its Petition, FPL states that pursuant to Paragraph 147 of the 2016 Settlement Agreement, the 
Company is prohibited from requesting an amortization rate during the term of the Agreement, 
thus the early retirement of these units will require that future revisions be made to the 
depreciation rates, amortization, and capital recovery schedules. Moreover, because of the 
specific terms of 2016 Settlement Agreement related to continuing depreciation and amortization 
rates until base rates are next reset in a general base rate proceeding, FPL argues the creation of a 
regulatory asset in this instance does not involve deferral of costs that would otherwise be 
recovered, in part, during the term of the Agreement. Therefore, FPL concludes that creation of 
regulatory assets and deferral of cost recovery are appropriate in this instance. 

FPL cites to Order No. PSC-2016-0361-PAA-EI8 which approved Gulf Power Company’s (Gulf) 
request to create a regulatory asset associated with the early retirement of Smith Units 1 and 2 
(Smith) and to defer costs and seek recovery through rates at a later time as support for its 
request. Gulf’s request to defer amortization of the Smith regulatory asset related to the early 
retirement of the Smith Units was approved to begin on January 1, 2018, as part of a settlement 
agreement approved by Order No. PSC-17-0178-S-EI.9 

On November 8, 2018, OPC filed a letter in this docket in which it identifies certain issues it has 
with the proposed treatment of the early retirement of Lauderdale Units 4 and 5 and Martin Units 
1 and 2 as proposed by FPL in its Petition. OPC states that it does not object to the early 
                                                 
7 Paragraph 14 of FPL’s 2016 Settlement Agreement states: 

The Parties agree that the provisions of Rules 25-6.0436 and 25-6.04364, F.A.C., pursuant to 
which depreciation and dismantlement studies are generally filed at least every four years will 
not apply to FPL and until FPL files its next petition to change base rates. The depreciation rates 
and dismantlement accrual rates in effect as of the Implementation Date shall remain in effect 
until FPL’s base rates are next reset in a general base rate proceeding. 

8 Order No. PSC-16-0361-PAA-EI, issued August 29, 2016, in Docket No. 160039-EI, In re: Petition for approval 
of regulatory asset related to the retirement of Plant Smith Units 1 and 2, by Gulf Power Company. 
9 Order No. PSC-17-0178-S-EI, issued May 16, 2017, in Docket No. 160186-EI, In re: Petition for rate increase by 
Gulf Power Company, and Docket No. 160170-EI, In re: Petition for approval of 2016 depreciation and 
dismantlement studies, approval of proposed depreciation rates and annual dismantlement accruals and Plant Smith 
Units 1 and 2 regulatory asset amortization, by Gulf Power Company. 
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retirement of the facilities nor the creation of the regulatory assets. However, OPC asserts that 
FPL’s proposed treatment violates the terms and conditions of the 2016 Settlement Agreement. 

OPC states that it recognizes that the early retirement of the Lauderdale and Martin Units will 
trigger the need to establish capital recovery schedules to correct for the associated deficiencies. 
However, OPC disagrees with FPL that a conflict is created between Paragraph 14 of the 2016 
Settlement Agreement and Rule 25-6.0436(7)(a), F.A.C., such that it would require that the 
recovery of the regulatory assets and determination of amortization be deferred. 

OPC argues that FPL should be required to establish capital recovery schedules and begin 
amortization upon the early retirement dates of Lauderdale Units 4 and 5 and Martin Units 1 and 
2. To avoid a violation of the 2016 Settlement Agreement, OPC further asserts that FPL should 
be required to amortize the regulatory assets associated with Lauderdale Units 4 and 5 and 
Martin Units 1 and 2 in an amount no less than the amount of depreciation collected annually for 
these units used to set rates for the 2016 Settlement Agreement. 

In this matter, the Commission has the discretion to defer recovery of the regulatory assets as 
requested by FPL or to order the amortization of the regulatory assets to begin following 
retirement as proposed by OPC. Rule 25-6.0436(7)(a), F.A.C.,10 specifies that prior to the 
retirement of major installations, such as power plants, the Commission shall approve capital 
recovery schedules to correct associated deficiencies if the retirement of the unit is prudent and 
the investment will not be recovered through the normal depreciation process. Both FPL and 
OPC are in agreement that the decision to retire the Lauderdale and Martin Units is prudent and 
that the investment will not be recovered through the normal depreciation process. Their point of 
disagreement is when the recovery of the unrecovered net investment should begin.  

The language in Paragraph 14 of the FPL 2016 Settlement Agreement and Paragraph 711 of the 
Gulf 2013 Settlement Agreement are almost identical with respect to the discussion of 
depreciation and amortization accrual rates.12 However, while the language in the settlement 
agreements is very similar, there are certain nuances that OPC argues distinguish Gulf’s request 
                                                 
10 Rule 25-6.0436(7)(a), F.A.C., states: 

Prior to the retirement of major installations, the Commission shall approve capital recovery 
schedules to correct associated calculated deficiencies where a utility demonstrates that (1) 
replacement of an installation or group of installations is prudent and (2) the associated investment 
will not be recovered by the time of retirement through the normal depreciation process. 

11 Paragraph 7 of Gulf’s 2013 Settlement Agreement states: 
The depreciation and amortization accrual rates in effect as of the effective date of this Agreement 
shall remain in effect throughout the Term. The Parties agree that the provisions of Rules 25-
6.0436 and 25-6.04364, F.A.C., pursuant to which depreciation and dismantlement studies are 
filed at least every four years will not apply to the Company during the Term and that the 
Commission’s approval of this Agreement shall excuse the Company from compliance with the 
filing requirement of these rules during the Term. 

12 Order No. PSC-16-0560-AS-EI, issued December 15, 2016, in Docket No. 160021-EI, In re: Petition for rate 
increase by Florida Power & Light Company; Docket No. 160061-EI, In re: Petition for approval of 2016-2018 
storm hardening plan, by Florida Power & Light Company; Docket No. 160062-EI, In re: 2016 depreciation and 
dismantlement study by Florida Power & Light Company; and Docket No. 160088-EI, In re: Petition for limited 
proceeding to modify and continue incentive mechanism, by Florida Power & Light Company, p. 20, and Order No. 
PSC-13-0670-S-EI, issued December 19, 2013, in Docket No. 130140-EI, In re:  Petition for rate increase by Gulf 
Power Company, p. 12. 
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for deferral of recovery associated with the regulatory asset created for the early retirement of the 
Smith Units from FPL’s request for deferral of recovery associated with the regulatory assets 
created for the early retirement of the Lauderdale and Martin Units. 

While FPL asserts that the decision in the Gulf case supports its request in the instant docket, the 
Gulf Order states there were extenuating circumstances in the Gulf case that makes its reliance as 
precedent in the instant case problematic.13 For example, representatives of both Gulf and OPC 
spoke in agreement during the discussion of the Plant Smith item during the Commission 
Conference held on August 9, 2016. Specifically, both parties agreed that the relief sought by 
Gulf was unique to the specific circumstances regarding Plant Smith as it relates to obligations 
under Gulf’s 2013 Settlement Agreement. Most notably, the parties shared an understanding that 
“the early retirement of Plant Smith was contemplated as a possibility during the discussions 
around the stipulation and is consistent with and contemplated by the stipulation.”14 In effect, the 
parties came to an understanding on the terms of their shared settlement agreement. Staff is not 
aware of any such understanding between FPL and OPC that the early retirements of the 
Lauderdale and Martin Units in the fourth quarter of 2018 were contemplated as possibilities 
during the discussions that preceded FPL’s 2016 Settlement Agreement. 

Another concern regarding FPL’s assertion that it cannot begin the amortization of the 
Lauderdale and Martin regulatory assets until base rates are reset in the Company’s next base 
rate proceeding is the fact that FPL is currently amortizing a regulatory asset associated with the 
early retirement of another power plant that was newly created during the term of this same 2016 
Settlement Agreement. The Commission approved a separate settlement agreement between FPL 
and OPC which allowed FPL to establish a regulatory asset for the remaining net book value of 
FPL’s share of the St. Johns River Power Park (SJRPP) and to commence amortization of the 
associated base rate portion of the regulatory asset at a date earlier than the next base rate 
adjustment.15 Instead of commencing amortization of the base rate portion of the SJRPP 
regulatory asset at the time FPL’s base rates are next reset in a general rate case and continuing 
thereafter for ten years as proposed by FPL, the parties agreed, and the Commission approved, 
amortization to begin six months after retirement of the SJRPP facility and continue over a 15-
year period.16 The important point is the amortization of a newly created regulatory asset is not 
only permitted during the term of the 2016 Settlement Agreement, it is currently occurring for a 
separate regulatory asset associated with the early retirement of another power plant.  

The final point to address concerns the recovery of costs. As both FPL and OPC assert, the goal 
of Paragraph 14 of the 2016 Settlement Agreement was to hold depreciation and amortization 
expenses level except for growth during the term of the Agreement. Once the Lauderdale and 
Martin Units are retired, FPL must cease recording depreciation expense for these assets. The 

                                                 
13 Order No. PSC-16-0361-PAA-EI, issued August 29, 2016, in Docket No. 160039-EI, In re:  Petition for approval 
of regulatory asset related to the retirement of Smith Units 1 and 2, by Gulf Power Company, p. 3. 
14 Document No. 06708-2016 (Transcript from August 9, 2016, Commission Conference for Docket No. 160039-
EI), p.p. 3, 5-6. 
15 Order No. PSC-2017-0415-AS-EI, issued October 24, 2017, in Docket No. 20170123-EI, In re: Petition for 
approval of arrangement to mitigate unfavorable impact of St. Johns River Power Park, by Florida Power & Light 
Company. 
16 Order No. PSC-2017-0415-AS-EI, p. 6. 
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2017 depreciation expense associated with these assets is approximately $53.4 million.17 OPC 
asserts that if expenses are reduced as proposed by FPL, the amount of the expense reduction 
will inure to the benefit of FPL.18 As such, deferring the recovery of the Lauderdale and Martin 
regulatory assets in this instance would allow the Company to effectively recover some of the 
plant costs twice, first through base rates during the period of deferral and again through the 
amortization of the regulatory assets when the base rates are next reset. In addition, if the 
regulatory assets are established, FPL will also earn a return on the balances recorded in the 
regulatory assets. Because there is no requirement to file a general base rate proceeding at the 
expiration of the minimum term, or December 31, 2020, in the 2016 Settlement Agreement, this 
extra recovery would go on indefinitely if FPL’s Petition is approved as proposed. 

Both FPL and OPC are signatories to the 2016 Settlement Agreement. Having had no role in the 
negotiation of this Agreement, staff is unable to discern the intent of the parties beyond what was 
memorialized in the Agreement. There is nothing in the 2016 Settlement Agreement that 
specifically states FPL must defer the amortization of the newly created regulatory assets until 
the next time base rates are reset. There is also nothing in the Agreement that specifically states 
that FPL must begin the amortization immediately following the retirement of the units that gave 
rise to the newly created regulatory assets.  

Prior to retirement, the net book value of the Lauderdale and Martin Units of approximately $659 
million is recorded in rate base in the form of net plant and the associated annual depreciation 
expense of approximately $53.4 million (based on the 2017 annual amount of depreciation) is 
recorded on the income statement. Under FPL’s proposal, following the retirement of the Units, 
the net book value of the Lauderdale and Martin Units of approximately $659 million will 
continue to be recorded in rate base in the form of regulatory assets but the annual depreciation 
expense associated with these assets will cease to be recorded on the income statement. Under 
OPC’s proposal, following retirement of the Units, the net book value of the Lauderdale and 
Martin Units of approximately $659 million will be recorded in rate base in the form of 
regulatory assets and approximately $53.4 million will continue to be recorded on the income 
statement as annual amortization expense. Under all three scenarios, approximately $659 million 
will be recorded in rate base but in only two of the scenarios will the net expense level be left 
unaffected.  

Based on the above, staff recommends that FPL be required to begin amortization of the 
regulatory assets upon the early retirement dates of Lauderdale Units 4 and 5 and Martin Units 1 
and 2. In addition, the annual amortization amounts should be $21.5 million for the Lauderdale 
Units and $31.9 million for the Martin Units, for both base rate and clause recovery combined. 
These amounts are based on the 2017 actual level of depreciation expense associated with these 
assets in base rates and clause recovery combined.19 The 2016 Settlement Agreement requires 
that, “at such time as FPL shall next file a general base rate proceeding, it shall simultaneously 
file new depreciation and dismantlement studies and propose to reset depreciation rates and 

                                                 
17 Document No. 07145-2018, Staff’s Fourth Data Request.  
18 FPL is currently earning a return on equity (ROE) of  11.60 percent. This level of earnings is at the top of FPL’s 
authorized ROE range. (FPL September 2018 Earnings Surveillance Report.) 
19 Document No. 07145-2018, Staff’s Fourth Data Request  
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dismantlement accrual rates in accordance with the results of those studies.”20 Thus, at the time 
FPL files its next depreciation study, in conjunction with its next rate proceeding, this matter can 
be brought before the Commission to determine if the amortization of these regulatory assets 
should be adjusted going forward. 

                                                 
20 Order No. PSC-16-0560-AS-EI, p. 26. 
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Issue 3:  Should this docket be closed? 

Recommendation:   If no person whose substantial interests are affected by the proposed 
agency action files a protest within 21 days of the issuance of the order, this docket should be 
closed upon the issuance of a consummating order. (Schrader) 

Staff Analysis:  At the conclusion of the protest period, if no protest is filed this docket should 
be closed upon the issuance of a consummating order. 

 



Item 8 
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Since March 31, 1981, the Commission has received and processed approximately 3,663 index 
applications. The Commission has jurisdiction over this matter pursuant to Section 367.081, F.S. 
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Discussion of Issues 

Issue 1:  Which index should be used to determine price level adjustments? 

Recommendation:  The Gross Domestic Product Implicit Price Deflator Index is 
recommended for use in calculating price level adjustments. Staff recommends calculating the 
2019 price index by using a fiscal year, four quarter comparison of the Implicit Price Deflator 
Index ending with the third quarter of 2018. (Bennett) 

Staff Analysis:  In 1993, the Gross Domestic Product Implicit Deflator (GDP) was established 
as the appropriate measure for determining the water and wastewater price index. At the same 
time, the convention of using a four quarter fiscal year comparison was also established and this 
practice has been used every year since then.1  The GDP is prepared by the U.S. Department of 
Commerce. Prior to that time, the Gross National Product Implicit Price Deflator Index (GNP) 
was used as the indexing factor for water and wastewater utilities. The Department of Commerce 
switched its emphasis from the GNP to the GDP as the primary measure of U.S. production. 

Pursuant to Section 367.081(4)(a), F.S., the Commission, by order, shall establish a price 
increase or decrease index for major categories of operating costs incurred by utilities subject to 
its jurisdiction reflecting the percentage of increase or decrease in such costs from the most 
recent 12-month historical data available. Since 1995, the price index was determined by using a 
four quarter comparison, ending September 30, of the Implicit Price Deflator Index in order to 
meet the statutory deadline. The updated price index was determined by comparing the change in 
the GDP using the four quarter fiscal year comparison ending September 30, 2018. This method 
has been used consistently since 1995 to determine the price index.2  

In Order No. PSC-2017-0480-PAA-WS, issued December 21, 2017, in Docket No. 20170005-
WS, the Commission, in keeping with the practice started in 1993, reiterated the alternatives 
which could be used to calculate the indexing the utility revenues. Past concerns expressed by 
utilities, as summarized from utility input in previous hearings, are: 

1) Inflation should be a major factor in determining the index; 

2) Nationally published indices should be vital to this determination; 

3) Major categories of expenses are labor, chemicals, sludge-hauling, materials and 
supplies, maintenance, transportation, and treatment expense; 

4) An area wage survey, Dodge Building Cost Index, Consumer Price Index, and the GDP 
should be considered; 
 

                                                 
1Order No. PSC-1993-0195-FOF-WS, issued February 9, 1993, in Docket No. 19930005-WS, In re:  Annual 
reestablishment of price increase or decrease index of major categories of operating costs incurred by water and 
wastewater utilities pursuant to Section 367.081(4)(a), F.S. 
2Order No. PSC-1995-0202-FOF-WS, issued February 10, 1995, in Docket No. 19950005-WS, In re:  Annual 
reestablishment of price increase or decrease index of major categories of operating costs incurred by water and 
wastewater utilities pursuant to Section 367.081(4)(a), F.S. 



Docket No. 20180005-WS Issue 1 
Date: November 29, 2018 

- 4 - 
 

5) A broad measure index should be used; and 

6) The index procedure should be easy to administer. 

Based upon these concerns, the Commission has previously explored the following alternatives: 

1) Survey of Regulated Water and Wastewater Utilities; 

2) Consumer Price Index; 

3) Florida Price Level Index; 

4) Producer Price Index – previously the Wholesale Price Index; and 

5) GDP (replacing the GNP). 

Over the years, the Commission found that the Survey of Regulated Water and Wastewater 
Utilities should be rejected because using the results of a survey would allow utilities to pass on 
to customers all cost increases, thereby reducing the incentives of promoting efficiency and 
productivity. The Commission has also found that the Consumer Price Index and the Florida 
Price Level Index should be rejected because of their limited degree of applicability to the water 
and wastewater industry. Both of these price indices are based upon comparing the advance in 
prices of a limited number of general goods and, therefore, appear to have limited application to 
water and wastewater utilities. 

The Commission further found that the Producer Price Index (PPI) is a family of indices that 
measure the average change over time in selling prices received by domestic producers of goods 
and services. PPI measures price change from the perspective of the seller, not the purchaser, and 
therefore should be rejected. The bases for these indices have not changed, and staff believes that 
the conclusions reached in Order No. PSC-2017-0480-PAA-WS should continue to apply in this 
case. Since 1993, the Commission has found that the GDP has a greater degree of applicability to 
the water and wastewater industry. Therefore, staff recommends that the Commission continue to 
use the GDP to calculate water and wastewater price level adjustments. 

The following information provides a historical perspective of the annual price index: 

Table 1-1 
Historical Analysis of the Annual Price Index for Water and Wastewater Utilities 

Year Commission  
Approved Index 

Year Commission 
Approved Index 

2007 3.09% 2013 1.63% 
2008 2.39% 2014 1.41% 
2009 2.55% 2015 1.57% 
2010 0.56% 2016 1.29% 
2011 1.18% 2017 1.51% 
2012 2.41% 2018 1.76% 
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The table below shows the historical participation in the Index and/or Pass-Through programs: 

Table 1-2 
Percentage of Jurisdictional Water and Wastewater Utilities Filing for Indexes and  

Pass-Throughs 
Year Percentage Year Percentage 
2007 47% 2013 41% 
2008 42% 2014 39% 
2009 53% 2015 49% 
2010 29% 2016 38% 
2011 43% 2017 37% 
2012 30% 2018 42% 
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Issue 2:  What rates should be used by water and wastewater utilities for the 2019 Price Index?  

Recommendation:  The 2019 Price Index for water and wastewater utilities should be 2.36 
percent. (Bennett) 

Staff Analysis:  The U.S. Department of Commerce, Bureau of Economic Analysis, released 
the most recent third quarter 2018 figures on October 26, 2018. Consistent with the 
Commission’s establishment of the 2018 Price Index last year, staff is using the third quarter 
2018 amounts to calculate staff’s recommended 2019 Price Index. Using the third quarter 
amounts allows time for a hearing if there is a protest, in order for the Commission to establish 
the 2019 Price Index by March 31, 2019, in accordance with Section 367.081(4)(a), F.S. The 
percentage change in the GDP using the fiscal year comparison ending with the third quarter is 
2.36 percent. This number was calculated as follows. 

   

GDP Index for the fiscal year ended 9/30/18 110.645 
GDP Index for the fiscal year ended 9/30/17 108.097 
Difference 2.55 
Divided by 9/30/17 GDP Index 108.097 
2019 Price Index    2.36% 
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Issue 3:  How should the utilities be informed of the indexing requirements? 

Recommendation:  Pursuant to Rule 25-30.420(1), F.A.C., the Office of Commission Clerk, 
after the expiration of the Proposed Agency Action (PAA) protest period, should mail each 
regulated water and wastewater utility a copy of the PAA order establishing the index containing 
the information presented in Attachment 1. A cover letter from the Director of the Division of 
Accounting and Finance should be included with the mailing of the order (Attachment 2). The 
entire package should also be made available on the Commission’s website. (Bennett) 

Staff Analysis:  Staff recommends that the package presented in Attachment 1 should be 
mailed to every regulated water and wastewater utility after the expiration of the PAA protest 
period, along with a copy of the PAA order once final. The entire package should also be made 
available on the Commission’s website.3 

In an effort to increase the number of water and wastewater utilities taking advantage of the 
annual price index and pass-through programs, staff is recommending that the attached cover 
letter (Attachment 2) from the Director of the Division of Accounting and Finance be included 
with the mailing of the PAA Order in order to explain the purpose of the index and pass-through 
applications and to communicate that Commission staff is available to assist them. 

                                                 
3Rule 25-30.420(1), F.A.C. references Form PSC/AFD 15 (4/99). Staff notes that rulemaking is currently in progress 
to update this form. 
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Issue 4:  Should this docket be closed? 

Recommendation:  No. Upon expiration of the 14-day protest period, if a timely protest is not 
received, the decision should become final and effective upon the issuance of a Consummating 
Order. Any party filing a protest should be required to prefile testimony with the protest. 
However, this docket should remain open through the end of the year and be closed upon the 
establishment of the new docket on January 7, 2019. (Bennett) 

Staff Analysis:  Uniform Rule 25-22.029(1), F.A.C., contains an exception to the procedural 
requirements set forth in Uniform Rule 28-106.111, F.A.C., providing that “[t]he time for 
requesting a Section 120.569 or 120.57 hearing shall be 14 days from issuance of the notice for 
PAA orders establishing a price index pursuant to Section 367.081(4)(a), F.S.” Staff, therefore 
recommends that the Commission require any protest to the PAA Order in this docket be filed 
within 14 days of the issuance of the PAA Order, and that any party filing the protest should be 
required to prefile testimony with the protest. Upon expiration of the protest period, if a timely 
protest is not received, the decision should become final and effective upon the issuance of a 
Consummating Order. However, this docket should remain open through the end of the year and 
be closed upon the establishment of the new docket on January 7, 2019. 
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FLORIDA PUBLIC SERVICE COMMISSION 
PRICE INDEX APPLICATION 

APPLICABLE TEST YEAR _____________ 
 
Department of Environmental Protection Public Water System ID NO. ___________________   
Department of Environmental Protection Wastewater Treatment Plant ID NO. _______________ 
 
               WATER      WASTEWATER 

Operation & Maintenance Expenses1          $_______         $_______ 
  
LESS: 
(a)  Pass-through Items: 

      (1)  Purchased Power                                  _______           _______ 

      (2)  Purchased Water                                _______           _______ 

      (3)  Purchased Wastewater Treatment                          _______           _______ 

      (4)  Sludge Removal                                _______           _______ 

      (5)  Other2                                     _______           _______ 

 (b) Rate Case Expense Included in Expenses                      _______           _______ 

 (c) Adjustments to Operation & Maintenance Expenses  
      from last rate case, if applicable:3 

 (1)_________________                                           _______           _______ 

 (2)_________________                               _______           _______ 
Costs to be Indexed                       $_______         $_______ 

Multiply by Annual Commission-Approved Price Index            2.36     %             2.36  %    

Total Indexed Costs            $_______          $_______   
Add Change in Pass-Through Items:4 

(1)_________________                                 _______           _______    

(2)_________________                                   _______           _______ 

Divide Index and Pass-Through Sum by Expansion  
Factor for Regulatory Assessment Fees                  .955                  .955              
Increase in Revenue              _______           _______ 
Divide by Applicable Test Year Revenue5                               $_______        $_______ 
 
Percentage Increase in Rates                %             % 

       =======         ======= 
 

FOOTNOTES APPEAR ON THE FOLLOWING PAGE 
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PAGE 1 FOOTNOTES 
 
1This amount must match last year’s annual report. 
 
2Other expense items may include increases in required Department of Environmental Protection 
testing, ad valorem taxes, permit fees charged by the Department of Environmental Protection or 
a local government authority, National Pollutant Discharge Elimination System fees, and 
regulatory assessment fees. These items should not be currently embedded in the utility's rates. 
 
3This may include adjustments that follow a methodology referenced in the Order from a utility’s 
last rate case (i.e. averaged bad debt expense or excessive unaccounted for water percentage 
applied to chemicals expense). 
 
4This may include an increase in purchased power, purchased water, purchased wastewater 
treatment, sludge hauling, required Department of Environmental Protection testing, ad valorem 
taxes, and permit fees charged by the Department of Environmental Protection or a local 
government authority providing that those increases have been incurred within the 12-month 
period prior to the submission of the pass-through application. Pass-through National Pollutant 
Discharge Elimination System fees and increases in regulatory assessment fees are eligible as 
pass-through costs but not subject to the twelve month rule. All pass-through items require 
invoices. See Rule 25-30.425, F.A.C. for more information. 
 
5If rates changed after January 1 of the applicable test year, the book revenues must be adjusted 
to show the changes and an explanation of the calculation should be attached to this form. See 
Annualized Revenue Worksheet for instructions and a sample format.  
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ANNUALIZED REVENUE WORKSHEET 
 
Have the rates charged for customer services changed since January 1, of the applicable test 
year? 
 
( ) If no, the utility should use actual revenues. This form may be disregarded. 
 
( ) If yes, the utility must annualize its revenues. Read the remainder of this form. 
 
Annualizing calculates the revenues the utility would have earned based upon the previous year’s 
customer consumption at the most current rates in effect. To complete this calculation, the utility 
will need consumption data for the previous year to apply to the existing rate schedule. Below is 
a sample format which may be used. 
 

CALCULATION OF ANNUALIZED REVENUES* 
Consumption Data for Applicable Test Year 

 
                        Number of                       Current               Annualized 
                      Bill/Gal. Sold      X            Rates                  Revenues 
Residential Service: 
 
Bills: 
5/8"x3/4" meters _____________             ________ ___________ 
1" meters  _____________             ________     ___________ 
1 2" meters  _____________       ________     ___________ 
2" meters  _____________        ________      ___________ 
Gallons Sold  ____________      _______     __________ 
  
General Service: 
 
Bills: 
5/8"x3/4" meters _____________ _______   __________ 
1" meters  _____________ _______    __________ 
1 2" meters  _____________ _______ __________ 
2" meters  _____________ _______ __________ 
3" meters  _____________ _______ __________ 
4" meters  _____________ _______ __________ 
6" meters   _____________ _______ __________ 
Gallons Sold    _____________ _______ __________ 
            
Total Annualized Revenues for the Applicable Test Year         $ __________                      
 
*Annualized revenues must be calculated separately if the utility consists of both a water system 
and a wastewater system. This form is designed specifically for utilities using a base facility 
charge rate structure. If annualized revenues must be calculated and further assistance is needed, 
contact the Commission Staff at (850) 413-6900.
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AFFIRMATION 
 
 
I, ___________________________________, hereby affirm that the figures and calculations 
upon which the change in rates is based are accurate and that the change will not cause 
______________________________   to exceed the range of its last authorized rate of return on                               
                       (name of utility) 
equity, which is ___________________. 
                 
 
I, the undersigned/officer of the above-named utility, have read the foregoing and declare that, to 
the best of my knowledge and belief, the information contained in this application is true and 
correct. 
 
This affirmation is made pursuant to my request for a price index and/or pass-through rate 
increase, in conformance with Section 367.081(4), Florida Statutes. 
 
Further, I am aware that pursuant to Section 837.06, Florida Statutes, whoever knowingly makes 
a false statement in writing with the intent to mislead a public servant in the performance of his 
official duty shall be guilty of a misdemeanor of the second degree. 
 
 

Signature: ________________________ 
Title: ____________________________ 
Telephone Number:  ________________ 
Fax Number: ______________________ 

 
 
Sworn to and subscribed before me this _____________________ day of 
____________________, 20__. 
 
 
 
My Commission expires: 
 
 
(SEAL) 
 
 

_________________________ 
Notary Public 

   State of Florida 
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STATEMENT OF QUALITY OF SERVICE 
 
Pursuant to paragraphs 25-30.420(2)(h) and (i), Florida Administrative Code,  
_______________________________ 
  (name of utility) 
 [ ] does not have any active written complaints, corrective orders, consent orders, or outstanding 
citations with the Department of Environmental Protection (DEP) or the County Health 
Departments. 
 
[ ] does have the attached active written complaint(s), corrective order(s), consent order(s), or 
outstanding citation(s) with the DEP or the County Health Department(s). The attachment(s) 
includes the specific system(s) involved with DEP permit number and the nature of the active 
complaint, corrective order, consent order, or outstanding citation. 
 
This statement is intended such that the Florida Public Service Commission can make a 
determination of quality of service pursuant to Section 367.081(4)(a), Florida Statutes, and Rule 
25-30.420(4)(a), Florida Administrative Code. 
 
 
 
 

Name:  _____________________________ 
Title:  _____________________________ 
Telephone Number: __________________ 
Fax Number:  _______________________ 
Date: _____________________________ 
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NOTICE TO CUSTOMERS 
 
Pursuant to Section 367.081(4)(a), Florida Statutes, water and wastewater utilities are permitted 

to adjust the rates and charges to its customers without those customers bearing the additional 

expense of a public hearing. These adjustments in rates would depend on increases or decreases 

in noncontrollable expenses subject to inflationary pressures such as chemicals, and other 

general operation and maintenance costs. 

 
On ______________________, __________________________________filed its notice of  
                       (date)               (name of utility) 
intention with the Florida Public Service Commission to increase water and wastewater rates in 

_____________ County pursuant to this Statute. The filing is subject to review by the 

Commission Staff for accuracy and completeness. Water rates will increase by approximately 

______% and wastewater rates by ______%. These rates should be reflected for service rendered 

on or after ______________________. 
                                     (date)     
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Exception 
 
_______________________________________________ hereby waives the right to implement 
     (name of utility) 
a pass-through rate increase within 45 days of filing, as provided by Section 367.081(4)(b), 

Florida Statutes, in order that the pass-through and index rate increase may both be implemented 

together 60 days after the official filing date of this notice of intention. 

 

       Signature: ___________________________ 

       Title: _______________________________ 

 

(To be used if an index and pass-through rate increase are requested jointly.) 
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NOTICE TO CUSTOMERS 

 

Pursuant to Section 367.081(4)(b), Florida Statutes, water and wastewater utilities are permitted 

to pass through, without a public hearing, a change in rates resulting from: an increase or 

decrease in rates charged for utility services received from a governmental agency or another 

regulated utility and which services were redistributed by the utility to its customers;  an increase 

or decrease in the rates that it is charged for electric power, the amount of ad valorem taxes 

assessed against its used and useful property, the fees charged by the Department of 

Environmental Protection in connection with the National Pollutant Discharge Elimination 

System Program, or the regulatory assessment fees imposed upon it by the Commission;  costs 

incurred for water quality or wastewater quality testing required by the Department of 

Environmental Protection; the fees charged for wastewater bio solids disposal; costs incurred for 

any tank inspection required by the Department of Environmental Protection or a local 

governmental authority; treatment plant and water distribution system operator license fees 

required by the Department of Environmental Protection or a local governmental authority; water 

or wastewater operating permit fees charged by the Department of Environmental Protection or a 

local governmental authority; and consumptive or water use permit fees charged by a water 

management district. 

 

On ______________________, _______________________________ filed its notice of  
  (date)           (name of utility) 
intention with the Florida Public Service Commission to increase water and wastewater rates in 

______________ County pursuant to this Statute. The filing is subject to review by the 

Commission Staff for accuracy and completeness. Water rates will increase by approximately 

______% and wastewater rates by ______%. These rates should be reflected on your bill for 

service rendered on or after ______________________. 
                                                                          (date)   
If you should have any questions, please contact your local utility office. Be sure to have account 

number handy for quick reference. 
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All Florida Public Service Commission 
Regulated Water & Wastewater Utilities 
 
Re: Docket No. 20180005-WS - 2019 Price Index 
 
Dear Utility Owner: 
 
 Since March 31, 1981, pursuant to the guidelines established by Section 367.081(4)(a), 
Florida Statutes (F.S.), and Rule 25-30.420, Florida Administrative Code (F.A.C.), the 
Commission has established a price index increase or decrease for major categories of operating 
costs. This process allows water and wastewater utilities to adjust rates based on current specific 
expenses without applying for a rate case. The intent of this rule is to insure that inflationary 
pressures are not detrimental to utility owners, and that any possible deflationary pressures are 
not adverse to rate payers. By keeping up with index and pass-through adjustments, utility 
operations can be maintained at a level sufficient to insure quality of service for the rate payers. 

 Pursuant to Rule 25-30.420(1)(a), F.A.C., all operation and maintenance expenses shall 
be indexed with the exception of: 

a) Pass-through items pursuant to Section 367.081(4)(b), F.S.; 

b) Any amortization of rate case expense; and 

c) Disallowances or adjustments made in an applicant's most recent rate proceeding. 

 Please note that all sludge removal expense should now be removed from operation and 
maintenance expenses for the purpose of indexing. Incremental increases in this category of 
expense may now be recovered using a pass-through request. 
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All Florida Public Service Commission 
Regulated Water & Wastewater Utilities 
Page 2  
Month Day, 2019 

Upon the filing of a request for an index and/or pass-through increase, staff will review the 
application and modify existing rates accordingly. If for no other reason than to keep up with 
escalating costs, utilities throughout Florida should file for this rate relief on an annual basis. 
Utilities may apply for a 2019 Price Index anytime between April 1, 2019, through March 31, 
2020. The attached package will answer questions regarding what the index and pass-through 
rate adjustments are, how to apply for an adjustment, and what needs to be filed in order to meet 
the filing requirements. While this increase for any given year may be minor, (see chart below), 
the long-run effect of keeping current with rising costs can be substantial. 

 

Year 
Annual 

Commission 
Approved Index 

Year 
Annual 

Commission 
Approved Index 

1994 2.56% 2007 3.09% 
1995 1.95% 2008 2.39% 
1996 2.49% 2009 2.55% 
1997 2.13% 2010 0.56% 
1998 2.10% 2011 1.18% 
1999 1.21% 2012 2.41% 
2000 1.36% 2013 1.63% 
2001 2.50% 2014 1.41% 
2002 2.33% 2015 1.57% 
2003 1.31% 2016 1.29% 
2004 1.60% 2017 1.51% 
2005 2.17% 2018 1.76% 
2006 2.74% 2019 2.36% 

 
 Please be aware that pursuant to Section 837.06, F.S., whoever knowingly makes a false 
statement in writing with the intent to mislead a public servant in the performance of his or her 
official duty shall be guilty of a misdemeanor of the second degree. 

 
 Our staff is available at (850) 413-6900 should you need assistance with your filing. If 
you have any questions, please do not hesitate to call. 

 
Sincerely, 

 
Andrew L. Maurey 
Director 

Enclosures 
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Docket No. 20180219-SU- Request for approval of amendment to tariffto charge 
a standby charge to customers significantly impacted by Hurricane Michael in 
Gulf County, by ESAD Enterprises, Inc. d/b/a Beaches Sewer System. 

AGENDA: 12/11118 - Regular Agenda -Tariff Filing- Interested Persons May Participate 
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Case Background 

ESAD Enterprises, Inc. d/b/a Beaches Sewer System, Inc. (Beaches or utility) is a Class C 
wastewater-only utility operating in Gulf County, Florida. The utility serves approximately 316 
residential and four general service customers. In addition, the utility collects a guaranteed 
revenue charge for 45 properties that have paid service availability charges but have not yet 
connected to the system. Water service is provided by the City of Port St. Joe. 

On October 10, 2018, Hurricane Michael hit the utility's service territory, significantly damaging 
the area and the utility' s plant and lift stations. While the utility's ability to serve has been 
restored, the homes of numerous customers have not. The utility indicated that approximately 76 
customers or 23 percent of the customer base is unable to receive wastewater service due to 
extensive storm damage incurred due to Hurricane Michael. 

< m 
9 -n 
u 
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As a result, the utility filed a letter dated November 20, 2018, describing a new charge it has 
implemented for those affected customers not receiving service. Beaches is currently authorized 
to bill a monthly flat rate for wastewater service of $43.03.1 In its letter, the utility stated it has 
noticed the 76 affected customers and has billed them .in the amount of$11.79, the amount of the 
utility's approved guaranteed revenue charge, instead of $43.03 for the November 2018 billing 
period. Further, the utility indicated that numerous customers contacted the utility to express that 
they understood the purpose of the change in billing and would remit payment for the $11.79. 
The utility has also received a request to discontinue service from one customer who does not 
intend to rebuild. The Commission has jurisdiction pursuant to Sections 367.081 and 367.091, 
Florida Statutes (F.S.). 

1The utility's current rates and charges were approved in Docket No. 20160165-SU by Order No. PSC-2017-0383-
PAA-SU, issued October4, 2017. 
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Discussion of Issues 

Issue 1 

Issue 1: Should the Commission approve Beaches' request to offer a standby charge of $11.79 
to customers whose homes incurred extensive damage due to Hurricane Michael and, therefore, 
cannot utilize wastewater service? 

Recommendation: Yes. The utility's request to offer a standby charge of$11.79 to customers 
whose homes incurred extensive damage due to Hurricane Michael and, therefore, cannot utilize 
wastewater service should be approved. The utility should file a tariff sheet and a proposed 
customer notice which encompasses the amount and purpose of the standby charge, the 
customer's right to discontinue service by providing written notice to the utility, and that the 
continuance of the standby charge will be reviewed by the Commission staff in January 2020 
subsequent to the utility filing a report by January 1 , 20 19 detailing the number of customers still 
being billed the standby charge. Beaches should be required to provide notice to all customers. 
The approved charge should apply to affected customers on a temporary basis until all affected 
customers have either resumed wastewater service or disconnected from the system. The utility 
should provide proof of noticing within 10 days of rendering its approved notice. (Friedrich) 

Staff Analysis: Beaches provides wastewater service to approximately 320 customers on the 
Florida Panhandle in Port St. Joe. The utility bills each customer its approved flat rate of $43.03 
per month for wastewater service. This area was impacted considerably by Hurricane Michael in 
October of 2018. The utility indicated that the homes of approximately 76 customers incurred 
extensive storm damage and are uninhabitable and, therefore, those customers cannot utilize 
wastewater service. The utility has demonstrated concern regarding its revenue stability, 
considering that approximately 23 percent of its customer base cannot utilize wastewater service 
in the immediate future. In order to maintain a stable revenue stream, Beaches requested 
approval to bill the affected customers a temporary monthly charge in the amount of its approved 
guaranteed revenues charge ($11. 79), instead of its flat rate. 

By letter dated November 20, 2018, the utility advised the Commission of its intended billing 
changes to those affected customers. As mentioned previously, the utility indicated that it would 
bill those customers with homes that cannot utilize wastewater service a charge of $11.79 instead 
of its approved $43.03 flat rate. The utility additionally indicated that while many customers 
impacted by the hurricane may not currently be sending wastewater back to the Beaches' 
wastewater system, there are still many fixed costs attributable to the utility being able to provide 
wastewater service on demand to this group of customers in the near future. Staff is interpreting 
the utility's filed letter as a request to establish a new class· of service pursuant to Section 
367.091(5), F.S., since the affected customers would be billed a new standby charge which is a 
new customer class that did not exist previously under the utility's tariff. 

In its letter, Beaches requested to bill its guaranteed revenue charge to affected customers. 
Pursuant to Rule 25-30.515(9), Florida Administrative Code (F.A.C.), and the utility's service 
availability policy in its tariff, a guaranteed revenue charge is designed to help the utility recover 
a portion of its fixed costs from the time capacity is reserved until a customer begins to pay 
monthly service charges. Based on the aforementioned, it is not appropriate to bill this customer 
group a guaranteed revenue charge because they have previousiy co~ected to the utility's 
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Issue I 

wastewater system. In this context, the utility's efforts to recover the fixed portion of the cost of 
providing wastewater service from customers who will resume service in the short term is 
analogous to the purposes of the guaranteed revenue charge which has been approved for the 
utility by the Commission. 2 The distinction is that the guaranteed revenue charge is for 
customers who have not yet hooked up to the system while the standby charge is for customers 
who are temporarily not able to use the services because of a natural disaster. 

Section 367.091(6), F.S., provides that an application to establish a rate or charge other than 
monthly rates for service pursuant to Section 367.081, F.S., must be accompanied by a cost 
justification. Historically, the Commission has based guaranteed revenue charges on the utility's 
approved base facility charge (BFC) to reflect the fixed costs associated with the reserved 
capacity. 3 Beaches' approved rate for wastewater service is a flat rate of $43.03. Typically, the 
Commission allocates approximately 50 percent of wastewater revenues to the BFC when 
designing wastewater rates to allow the utility to recover fixed costs associated with providing 
wastewater service. 4 However, staff believes the proposed $11.79 charge for standby service, 
which mirrors the approved guaranteed revenue charge and represents approximately 27 percent 
of the utility's current flat rate, is a reasonable proxy for estimating the fixed costs associated 
with providing wastewater service. The proposed charge appears to be just, reasonable, and 

' compensatory consistent with Section 367.091(5), F.S. 

Further, staff considered the importance of the utility's ability to maintain a stable revenue 
stream, as well as the impact Hurricane Michael had on customers. Staff agrees with the utility's 
concern to maintain a stable revenue stream and the importance in sustaining the utility's 
wastewater system at a safe and reliable level. If no revenues are collected from the affected 
customers, the remaining customer base could be adversely affected in the utility's next rate 
case. 

For the November 2018 billing period, Beaches sent a notice outlining its intended change in 
billing and a revised bill of $11.79 to the 76 affected customers. While staff is not opposed to the 
utility's requested billing method, staff believes that those affected customers without homes 
suitable for service should be made aware that they may discontinue service with the utility and 
would, therefore, no longer be billed. The disconnected customer would then be responsible for 
remitting the utility's approved initial connection charge at the time of reconnection, in the event 
the customer is ready to resume service in the future. Currently, the utility's approved initial 
connection charge is $25.70. 

Based on the foregoing, staff believes the utility's request is reasonable and should be approved. 
The proposed standby charge is intended to be utilized by customers rebuilding their homes and 
resuming service in the future. Therefore, staff recommends the utility file a report with the 

2Staff notes that financial infonnation to evaluate the utility's rates and charges is available within Docket No. 
20160165-SU, the utility's open rate case. 
30rder Nos. PSC-99-0513-FOF-WS, issued March 12, 1999, in Docket No. 980214-WS, In re: Application for rate 
increase in Duval, St. Johns, and Nassau Counties by United Water Florida Inc.; PSC-2017-0383-PAA-SU, issued 
October 4, 2017, in Docket No. 20160165-SU, In re: Application for staff-assisted rate case in Gulf County by 
ESAD Enterprises, Inc. d/b/a Beaches Sewer Systems, Inc. 
40rder No. PSC-20 18-0389-P AA-WS, issued August 2, 20 18, in Docket No. 20 17014 7-WS, In re: Application for 
staff-assisted rate case in Levy County by FIMC Hideaway, Inc. 

-4-



Docket No. 20180219-SU 
Date: November 29,2018 

Issue 1 

Commission by January 1, 2020, detailing the number of customers still being billed the standby 
charge in order for staff to evaluate the number of remaining affected customers and whether the 
standby charge should be continued. Staff understands that there may be customers whose homes 
were completely destroyed and who may not have intentions to rebuild and resume service in the 
near future. Staff believes those customers that do not intend to rebuild and resume service in the 
near future should be advised that they may file a written request to discontinue service with the 
utility. 

Although the utility provided notice to the affected customers of its intended change in billing, 
the notice was not reviewed by staff and incorrectly characterized the utility's proposed charge 
as a guaranteed revenue charge. Therefore, the utility should re-notice all customers. The notice 
should accurately describe the purpose and amount of the standby charge and clearly explain to 
customers that they have the option to disconnect from the utility's wastewater system. 
Additionally, the notice should describe the process for a customer to disconnect from the system 
and the applicable miscellaneous service charges the customer would be subject to in order to 
resume service after disconnecting. Since Beaches is a wastewater only utility, the notice should 
additionally state that it is the customer's responsibility to notify Beaches when the custom~r has 
resumed water service with the City in order for Beaches to transition to billing the customer the 
flat rate for wastewater service instead of the standby charge. While the utility believes it has 
identified the affected customers, there may be additional customers that cannot receive 
wastewater service; therefore, staff believes all customers of the utility should be noticed. If 
additional customers contact the utility requesting the standby charge, then the additional 
customers must provide the utility proof that they are not receiving water service in order to be 
billed the standby charge for wastewater service. 

Based on the above, the utility's request to offer a standby charge of $11.79 to customers whose 
homes incurred extensive damage due to Hurricane Michael and, therefore, cannot utilize 
wastewater service should be approved. The utility should file a tariff sheet and a proposed 
customer notice which encompasses the amount and purpose of the standby charge, the 
customer's right to discontinue service by providing written notice to the utility, and that the 
continuance of the standby charge will be reviewed by the Commission staff in January 2020 
subsequent to the utility filing a report by January 1, 2019 detailing the number of customers still 
being billed the standby charge. Beaches should be required to provide notice to all customers. 
The approved charge should apply to affected customers on a temporary basis until all affected 
customers have either resumed wastewater service or disconnected from the system. The utility 
should provide proof of noticing within 1 0 days of rendering its approved notice. 
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Issue 2: Should this docket be closed? 

Issue 2 

Recommendation: No. If a protest is fi.led within 21 days of issuance of the Order, the 
standby charge approved herein should remain in effect with any charges held subject to refund 
pending resolution of the protest. If no timely protest is filed, a consummating order should be 
issued. This docket should remain open for the Commission to reevaluate the continuance of the 
standby charge in 2020. (Murphy, Crawford) 

Staff Analysis: No. If a protest is filed within 21 days of issuance of the Order, the standby 
charge approved herein should remain in effect with any charges held subject to refund pending 
resolution of the protest. If no timely protest is filed, a consummating order should be issued. 
This docket should remain open for the Commission to reevaluate the continuance of the standby 
charge in 2020. 
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On October 17, 2018, FPUC and OPC (collectively, Parties) filed a Joint Motion with the 
Commission to suspend the procedural schedule in this Docket (Joint Motion). The Order 
Granting Joint Motion to Suspend Procedural Schedule, Order No. PSC-2018-0504-PCO-EI, was 
issued on October 19, 2018. 
 
On October 18, 2018, the parties filed the Joint Motion of Florida Public Utilities Company and 
Office of Public Counsel for approval of 2018 Tax Settlement. In their Joint Motion, the Parties 
asserted that the Commission’s approval of the 2018 Tax Settlement would resolve all issues in 
this docket and that such approval would obviate the need for further testimony and a full 
hearing in this docket.  
 
The TCJA results in an annual savings of $638,158 to FPUC’s net operating income (NOI). For 
calendar year 2018, the annual NOI tax savings will be flowed through to recover incremental 
storm costs. Effective January 1, 2019, FPUC will apply the annual NOI tax savings of $638,158 
as a permanent base rate reduction.  The parties agreed that the grossed-up, “protected” Excess 
Accumulated Deferred Income tax (“EADIT”) balance is a deferred regulatory tax liability in the 
amount of $7,155,154. The “protected” EADIT for 2018, in the estimated annual amount of 
$288,230, will be applied to the Company’s existing fuel and purchased power cost recovery 
balance. As of January 1, 2019, the “protected” EADIT will be applied to the storm reserve 
along with any additional accrual. Effective January 1, 2021, FPUC will apply the “protected” 
EADIT annual amount of $288,230 as a permanent base rate reduction. The grossed-up 
“unprotected” EADIT amount of $538,064 will be applied to reduce FPUC’s existing fuel and 
purchased power cost recovery balance and further reduces FPUC’s fuel cost recovery factors in 
2019.  
 
The Parties also requested that the Commission consider the 2018 Tax Settlement at its 
December 2018 Agenda Conference. The Parties asserted that consideration of the 2018 Tax 
Settlement on this date would enable this matter to proceed, in the event the Commission does 
not approve the Settlement, to the current February 2019 hearing dates already established in this 
docket. 
 
At this time, it is appropriate for the Commission to discuss and vote on whether to approve the 
2018 Tax Settlement as requested in the Joint Motion for Approval of the 2018 Tax Settlement. 
The Joint Motion of Florida Public Utilities Company and Office of Public Counsel for approval 
of the 2018 Tax Settlement is attached. 
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The Florida Public Service Commission (Commission) opened Docket No. 20180154-GU on 
August 13, 2018 to consider the tax impacts affecting FCG as a result of the passage of the Tax 
Cuts and Jobs Act of 2017.  The Order Establishing Procedure, Order No. PSC-2018-0472-PCO-
GU, was issued on September 24, 2018, in which controlling dates were set for filing testimony, 
exhibits, and discovery. 
 
On October 8, 2018, FCG, OPC, and FEA (collectively, Parties) filed a Joint Motion for 
Approval of Stipulation and Settlement Regarding Remaining Excess Accumulated Deferred 
Income Tax Issues (2018 EADIT Agreement).  On October 15, 2018, the Parties filed another 
Joint Motion with the Commission to temporarily suspend the procedural schedule in this Docket 
(Joint Motion). Order No. PSC-2018-0509-PCO-GU approved the parties Joint Motion and the 
procedural schedule in this docket was suspended. 
 
The 2018 EADIT Agreement reclassified $1.6 million of excess accumulated deferred income 
taxes from “protected” to “unprotected” with an amortization period of five (5) years resulting in 
an annual amortization of $304,943. For 2018, FCG agreed to request authority to apply a 
levelized Purchased Gas Adjustment credit each month during 2019 to reflect the 2018 
amortization of $304,943. FCG agreed to implement a base rate reduction of $304,943, 
beginning January 1, 2019. FCG classified the deficient deferred taxes relating to cost of 
removal/negative net salvage as protected. FCG agreed that if the IRS issues guidance that cost 
of removal/negative net salvage is to be treated as “unprotected,” it is agreed that the cost of 
removal/ net salvage shall be accounted for using the Average Rate Assumption Method and the 
deficient deferred taxes will be recovered over the remaining life of the asset.       
 
The Parties seek the Commission’s approval of the 2018 EADIT Agreement which resolves all 
issues in this docket. Such approval would obviate the need for further testimony and a full 
hearing in this docket.  
 
At this time, it is appropriate for the Commission to discuss and vote on whether to approve the 
Stipulation and Settlement Agreement as requested in the Joint Motion for Approval of 
Settlement Agreement. The Joint Motion of Florida City Gas, The Office of Public Counsel, and 
Federal Executive Agencies for approval of the Stipulation and Settlement regarding remaining 
excess accumulated deferred income tax issues is attached. 
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