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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Petition of Flor ida Public 
Utilities Company, Marianna E l ectric 
Division, to Increase its Rates and 
Charges. 

DOCKET NO. 880558-EI 

ORDER NO. 20896 

ISSUED: 3/15/89 

Pursuant to Notice, a Prehearing Confere nce was held on 
March 3, 1989, in Tallahassee, Florida, before Commissioner 
John T. Herndon , Pre hea r ing Officer. 

APPEARANCES: 

Background 

JAMES ROBINSON, Esquire, Robinson and Eaton, 
Su i te 301, Flagle r Court Building , 215 Fifth 
Street, West Palm Beach, Florida 33401 
On behalf of Florida Public Utilities Company. 

STEVEN BURGESS, Esquire, Office of Public 
Counsel, Florida House of Representatives, The 
Capitol, Tallahassee, FL 32399-1300 
On behalf of the Cit ize ns of the State o f 
Florida. 

MARSHA E. RULE, Esquire, Florida 
Service Commission, 101 East Gaines 
Tallahassee, Florida, 32399-0863 
On behalf of the Commission Staff. 

PRENTICE P. PRUITT, Esquire, Flo r ida 
Service Commission, 101 E. Gaines 
Tallahassee, Florida 32399-0861 
On behalf o f the Commissioners . 

PREIIEARING ORDER 

Public 
Street, 

Public 
Street, 

On October 3, 1988, Florida Public Utilities Company 
(FPUC) filed its petition f o r a rate increase of $690,888 per 
annum for its Marianna Division. FPUC claimed a current pro 
forma return on investme nt; of 5.61\ and requested a return of 
9.13\ . In 1988 , the Commiss ion approved an historic test year 
ended December 31, 1987, and an attriti on year ended December 
31, 1989. 

FPUC's proposed permane nt rate s chedules we re suspended 
under Florida Statutes 366 .06(3) pending the outcome of a 
formal hearing. Interim relief of $473,603 was granted in 
accordance with Ch. 366.071, Florida Statutes. The Office of 
Public Counsel (OPC) intervene d in this docket . Thereafter, a 
service hearing was held in Marianna, Florida, on January 27, 
1989. No customers of the uti li ty appeare d at the hearing . 

I 

I 

At the time of the prehearing conference, the utility I 
modified its position as fil e d in its petition, a nd requested 
an annual increase of $669 ,808, which it calculates will return 
9.32\ on its rate base. 
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Use of Prefile d Testimony 

All testimony wh ich has been p ref iled in t h is case will be 
1nserted into the rec o rd as t hough read after the witness has 
taken t he stand and affi rmed the correctness o f the testimony 
and exhi bi ts, unless there is a sustainable objection. All 
testimony remai ns subject t o appropriate objections. Each 
wi tness will have the opportunity to o ra lly summarize his 
testimony at the time he o r s he t akes the stand. 

Use of Depositions and Interrogatories 

If any party desires to use any portion of a deposition or 
an i~terrogatory, a t the time t he pa rty seeks to introduce that 
deposition or a po rtion thereof, the request will be subject to 
proper objections and the appropriate evidentiary ru l e s will 
govern . The parties wil l be free to ut il ize a ny exhibits 
requested at t he time of the de positions s ubject to the same 
conditions. 

Order of Wit nesses 

In kee ping with Commission 
grouped by the subject matter of 
schedule is set forth below in 
witness's name, subject matt er , 
covered by his or her t es t imony. 

practice , witnesses wil l be 
their t es timony . The wi t ness 
order of appea rance by the 

Witness 

1. James R. Dittmer 
(OPC) 

2. William R. Hopkins 
(FPUC) 

3. Robe r t s . Jackson 
(FPUC) 

4 . Steve n F. Clinger 
(OPC) 

5. Jan i ce Yecco 

(Staff) 

and the issues which wi 11 be 

Subject Matte r 

Plant-in-
s ervice and rate base 
deductions; test year 
working capita l and 
rate base; net opera-
t ing i ncome i ssues . 

Methodo l ogy for cost 
serv i ce study . 

Cos t of equity 
capital; cost of 
common equity . 

Cost of capita l 

Cost of capital 

of 

Issues 

15 , 23 , 24, 
26, 27, 3 2 , 
34, 36, 39, 
41, 42 

51 

18,19, 4 6,47 

18. 19. 
46,47 

18, 19, 
46,47 
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Witness Subj ect Matte r I s sues 

6 . Darryl L. Troy plant-in-service; 1-17, 20-4S, 
(FPUC) rate base; working 49, so, 74 I capital; net 

operat ing income; 
tax c redits ; cost 
o f capital . 

7. Gordon o. Jerauld Rate des ign . S2-73 
(FPUC) 

EXHIBIT LIST 

Exhibit Number Witness Descri12tion 

FPUC 

101 Jac kson Cost of capita l 

102 Hopkins Cost of study repor t 

103 Jerauld Rate schedules (MFRs 
Sect i on E) 

104 Troy Executive Summary 

I Schedules (MFR 
Section A) 

l OS Troy Rate Base Schedules 
(MFR Section B) 

106 Troy Net Operating Income 
Schedules (MFR 
Section C) 

107 Troy Full Case Attrition 
Allowance and 
Revenue Deficiency 
(MFR Section C 8-6) 

108 Troy Rate of Re turn 
Schedules (MFR 
Section D) 

EXHIBIT LIST 

Exhibit Numbe r Wi t ness Des cri 12t ion 

FPUC I 109 Troy Mi s ce l laneous 
Schedules (MFR 
SchAdu l e F) 
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Exhibit Number Witness Des cription 

I 110 Troy Rebuttal to office 
of Public Counsel 
Tes timony (Dittmer) 

OPC 

201 Dittmer Revenue Deficiency 
Summary (Schedule A) 

202 Dittmer Rate Base (Schedule 
B) 

203 Dittmer 1989 Gross Plant-In-
Service (Schedule 
B- 1) 

204 Dittmer 1989 Accumulated 
Depreciation 
(Schedule B-2) 

205 Dittmer Working Capital 
Development 
(Schedules B-3) 

I 
206 Dittmer Worki ng c .. pital 

Development 
(Schedule B-3) . 

207 Dittmer Operating Income 
Sununary (Schedule C) 

208 Dittmer Historic Year 
Operating Income 
Adjustment 
(Schedules C-1-Cle) 

209 Dittmer Attrition Year 
Expense Adjustments 
(Sc hedu le C-2) 

210 Dittmer Attrition Year O&M 
Expenses (Schedules 
c-2a) 

211 Dittmer 

212 Dittmer Attrition Year 
Deprec iation Expens e 
(Schedule C-2b) 

I 213 Dittmer Attrition Year Taxes 
Other Than Income 
(Sc hedu l e C-2c) 
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Exhibit Number 

214 

215 

216 

217 

218 

219 

220 

221 

222 

223 

224 

225 

226 

221 

228 

Witness 

Dittmer 

Dittmer 

Dittmer 

Dittmer 

Clinger 

Clinger 

Clinger 

Clinger 

Clinger 

Clinger 

Clinger 

Clinger 

Clinger 

Clinger 

Clinger 

Description 

Attritio n Year 
Income Tax Expense 
(Schedule C-2d) 

Excess Deferred 
Taxes (Schedule C-2e) 

Historic Year Cost 
of Captial Schedule 
(Schedule D-1) 

Attrition Year Cost 
of Capital (Schedule 
D- 2 ) 

Electric Index-
Investment Risk 
Char act<:r is tics 
(Schedule 1) 

Discount Cash Flow 
Model (Schedule 2) 

Capital 
Pricing 
(Schedule 3) 

Earning-Price 
(Schedule 4) 

Asset 
Model 

Model 

Cost of Equity-
Electric Index 
(Schedule 5) 

Risk Premium 
Analysis (Schedule 6) 

Market-To-Book Ratio 
Analysis (Schedule 7) 

Financial Risk 
Analysis (Schedule 8) 

Public Utility Bond 
Yields (Schedule 9) 

Weighted Average 
Cost of Capital 
(Schedule 10) 

Rate of Return 
(Schedule 1) 

---

I 

I 

I 
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Exhibi t Number 

Staff 

301 

30 2 

303 

304 

305 

306 

307 

308 

309 

310 

311 

312 

313 

Wi t ness 

Hopkins 
Utility 
witness 

Hopkins 
Uti l ity 
wi t ness 

Hopkins 
Utility 
witness 

Yecco 

Yecco 

Yecco 

Yecco 

Yecco 

Yecco 

Yecco 

Yecco 

Yecco 

Yecco 

Description 

Revised Cost Study 
Report 

WRH 12 , Late Filed 
Deposition Exh i bit 
Methology for Allo
cating Serv i ce 

WRH 13, Late Filed 
Deposit i o n Exhibit 
for Allocating 
Purc hased Power 
Demand Costs 

Monthly Ave rage Bond 
Yie lds 1988 
(Composite: includes 
Charts 1a and 1b) 

AA/ Aa Ra ted Electric 
Utilities Investment 
Risk Character istics 

DCF Model Equat i on 

Non-Constant Growth 
Quarterly Compounded 
DCF Model 

Non-Constant Growth 
Quarterly Compounded 
DCF Analysis for 
AA/Aa Electric Index 

Estimated Monthly 
Risk Premiums 

Risk Premi um Model 
and Analysis 

Comparison 
to the S£.P 
Benchmarks 
rate d 
Utilities 

of FPUC 
Financial 
for BBB 
Electric 

Compa r ative Size, 
Electr i c I ndex vs. 
FPUC 

Bond 
Differentials 

Yie ld 
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Exhibit Number 

314 

315 

316 

318 

319 

320 

321 

322 

323 

324 

325 

326 

327 

328 

Witness 

Yecco 

Yecco 

Yecco 

Utility 
wi t ne ss 

Utility 
witness 

Utility 
witness 

Utility 
witness 

Utility 
witness 

Utility 
witness 

Utility 
witness 

Utili ty 
wi t ness 

Ut ility 
witn•ess 

Utility 
wi tn·ess 

Utility 
wi t ness 

Description 

Ratemaking Rate of 
Return Model and 
Analysis 

Summary of Cost of 
Equity Analysis 

Derivation of the 
Non-Constant Growth 
Quarterly Compounded 
DCF Model 

Ratemaking Rate of 
Retu r n Example 

Staff's First Request 
for Production of 
Documents 

(Staf f Data Request 
Item No. 16) 

(Staff Data Request 
Item No. 19) 

(Staff Data Request 
Item No . 20) 

(Staff Data Request 
Item No. 27) 

(Staff Data Req ues t 
Item No . 28) 

(Staff Data Request 
Item No. 31) 

(Staf f Data Request 
Ite m No . 33) 

Late Filed Depos ition 
Exhibit WRH No . 6, 
Unit Costs of Trans
former Equipment 

Late Filed Deposition 
Exhibit GOJ No. 3 

Calculation of 1989 
Customer Load 
Factors fo r Proposed 
GSLD Class and GSD 
Class 

I 

I 

I 
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Exhibit Number 

329 

330 

Witness 

Utility 
witness 

Utility 
witness 

Descriptl.on 

9/9/88 Letter from 
Claire Wolkoff to 
Darryl Troy, Re: 
Pension Expense 
(Response to Staff's 
Interrogatory No. 7) 

2/13/89 Letter from 
Claire Wolkoff to 
Darryl Troy, Re: 
Pension Expense 
(Response to Staff • s 
Interrogatory No. 5) 

PARTIES' STATEMENT Or BASIC POSITION 

STAFf: FPUC should be granted approval to raise its rates by 
$585,693 annually , rather than $669,808 as req1~sted. An 
annual increase of $585,693 wi 11 yield a fair return of 9.12\ 
on allowable rate base. 

The positions of Staff, OPC and FPUC are further s hown in 
the schedules attached hereto. 

FPUC: It is the Company's responsibility to provide reliable , 
safe service to its customers at the most economi cal cost 
possible . 

Because of increased utility operating costs, incre ased 
plant replacement costs, and the need for additional plant 
investment, the Company is presently earning a pro forma return 
on its investment of approximately 5.87\ and represents that a 
return of 5.87\ does not provide reasonable compensation to the 
Company's stockho lders and is not s ufficient to attract new 
capita 1. 

The Company requests approval to increase its rates by the 
amount of $669,808 per annum, which amount will allow a return 
of 9.32\ on t he allowable rate base. 

OPC: It is the utility's cesponsibillty to provide reliable 
service to its customer s at the most economical cost possible . 
Rates should be set to compensate the uti lity only for prudent 
expenses and to provide a reasonable return on prudent and 
reasonable investments in assets used to provide service to its 
retail customers . 

479 
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STATEMENT OF ISSUES AND POSITIONS 

NOTE: Issues marked with an asterisk 
stipulated. 

(•) have been 

Test Year Rate Base - Schedule 1 

*1. STIPULATED ISSUE: Wha t is the appropriate amount of 
Plant-in-Service for the test year? 

$11,714,447, which includes $116,614 in CWIP- Completed 
Not Classified. 

•2. STIPULATED ISSUE: What are the appropriate test year Rate 
Base Deductions? 

$3,790,040 
$3,745,227 
$44,813.) 

(Accumu lated Depreciation 
and Customer Advances 

and 
for 

Amortization, 
Construction, 

3. ISSUE: The company has included prepaid pension expense 
in current assets in its calculation of working capital. 
Is this appropriate? 

STAFF: Yes. 

OPC: No. FASB 87 requires the company to recugnize a 
prepaid asset on its books and records as a result of the 
pension fund being overfunded. Likewise, if the pension 
fund was underfunded, the company would be required to 
recognize a liability on its books. The pension fund is 
in an overfunding situation as a result of contr ibutions 
to the fund by FPUC, and interest earnings from the fund's 
investments. The pension fund's earnings are not 
available to the utili t y. The contributions made to the 
fund by the utility were recognized in operating expenses 
and collected from the utility' s customers through base 
rates. It is not appropriate to require FPUC's customers 
to pay a return on an expense that has previously been 
collected from them. 

Also, the overfunded balance is not an asset of the 
utility. Those funds must rema i n in the t rust until such 
time as distributions are made to the beneficiaries for 
whom contributions were made. Working capital should be 
reduced by $12,116. 

FPUC: Yes. 

I 

I 

I 
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4. ISSUE: What is the appropriate test yea r Wo r king Capital 
Allowance? 

STAFF: $2,070. 

OPC: ($10,046.) 

FPUC: $2,070. 

5. ISSUE: What is the appropriate test year rate base? 

STAF'F: $7,926,477. 

OPC: $7,914,361. 

FPUC: $7,926,477. 

Test Year Net Operating Income Issues - Schedule 2 

6. ISSUE: What is the appropriate amount of test year NOI? 

STAFF: $472,300 . 

OPC: $465,077. 

FPUC: $465,077. 

*7. STIPULATED ISSUE: What is the appropriate amo unt o f test 
year Operating Revenue? 

$2,636,620. 

STIPULATED ISSUE: Should FPUC 
period, the $17,035.20 of Meter 
Meter Expenses, purchased in 
installation from 1987-1989. 

amortize over a three-year 
Retrofit Kits, Account 586 

1987 and projected for 

Yes, a three-year period, 1987-1989, should be used to 
amortize the Meter Retrofit Kits at $5,678.40 per year. 
This will reduce expenses $11,357 in 1987. 

STIPULATED ISSUE: Should Account 923, Outside Service 
Expenses, for 1987, be reduced for legal fees incurred in 
the Blue Springs proper t y dispute with the State of 
Florida? 

Yes. Since this is for non - utility property, expenses 
should be reduced $19,693. 

481 
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*10. STIPULATED ISSUE: Should Account 
General Expenses, be reduced $3,087 to 
the following items during 1987? 

Yes. 

a. Image bu1lding advertising 
b. Chamber of Commerce dues 

(service area) 
c. Chamber of Commerce Expenses 

(West Palm Beach) 
d . Natural Gas dues 

930, Mi scellaneous 
remove the cost of 

$1,190 

$1,274 

$ 204 
$ 418 

*11. STIPULATED ISSUE: Should an adjustment be made to O&M 
expenses for employee newsletter expense? 

Yes. The employee newsle tter has be en 
therefore test year O&M expenses s hould 
$2,464 as a non-recurri ng expense. 

discontinued, 
be reduced by 

*12. STIPULATED ISSUE: What is the appropriate amo unt of test 
year O&M expense? 

$1,524,137 . 

*13 . STIPULATED ISSUE: What is the appropriate amount of the 
test year depreciation and amortization expense? 

$391,863. 

*14. STIPULATED ISSUE: What is the appropriate income tax rate 
for calculating i ncome tax expense in the 1987 test year? 

40\, with the unders tanding that appropriate adjustment 
will be made in the attrition year to reflect that a ny 
revenue increase granted will be subject to the current 
34\ rate. 

15. ISSUE: What is the appropliate amount of test year 
Operating Expenses? 

STAFF: · $2,164,320. 

OPC: $2,171,543. 

FPUC: $2,171,543. 

I 

I 

I 
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• 16 . STIPULATED ISSUE: What 
factor t o be used in 
defic i e ncy? 

is the appro priate expansion 
calculating the 1987 revenue 

17 . 

1.6322, based o n t he 34\ federal income tax rate in effect 
during 1989 when the revenue will be collected, and taking 
i nto account the increased regulatory assessme nt fee 
(Schedule 4). 

I SSUE: Wha t is the appropriate test ye ar revenue increase 
(Schedule 5)? 

STAFF: $ 372 ,796. 

OPC: $341, 510. 

FPUC: $440,216. 

Test Year Cost of Capital Issues - Schedule 3 

18. ISSUE: What is the retu r n on equity requ i red by investors 
in FPUC f o r t he historic test year e nde d December 31, 1987? 

STAFF : 13. 65\ 

OPC: 12.10\ 

FPUC : 13.50\ (Jackson) 

19. ISSUE: What return on equity should be set for FPUC so 
that investors wi 11 have the opportunity to e arn their 
requi red return o n equity for the histor ic test year ended 
December 31, 1987? 

STAFF : 12.85\, which will yield 13 .65\ after compounding. 

OPC: 11.50\, wh ich will y ield 12. 10\ after c ompound ing. 

FPUC : 13.50\ should be used for all purposes. (Jackson) 

*20. STIPULATED ISSUE: Wha t is the appropr iate balance of 
accu mulated deferred income taxes for the 1987 test year? 

$1,354 ,536, based o n a 13 month average. 

483 
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*21. STIPULATED ISSUE: What is the appropriate balance of 
accumulated deferred investment tax credits ( ITC) for the 
1987 test year? 

$433,073, based on a 13 month average . 

22 . ISS~£: What is the weighted average cost of capital 
including the proper components, amounts, and cost rates 
associated with the capital structure for the historic 
test year ended 12/31/87? 

STAFF: 8.84\. 

OPC: 8.52\. 

FPUC: 9.27\ . 

Attrition Year Rate Base Issues - Schedule 6 

23. ISSUE: What is the appropriate amount to be included in 
the attrition year plant-in-service? 

STAFF: Agree with utility: $13,629,689. 

OPC: $13,517,212. 

FPUC: $13,629,689. (Troy) 

24. ISSUE: What are the appropriate attrition year Rate Base 
Deductions? 

STAFF : $4,446,661, consisting of Accumulated Depreciation 
and Amortization of $4,427,186 and Customer Advanced for 
Construction of $19,475. 

OPC: $4,473,293. 

FPUC: Agree with Staff: $4,446,661. (Troy) 

25. ISSUE: The Company has included prepaid pension expens e 
in the attrition year working capital. Is this 
appropriate? 

STAFF: Yes. Working capital should be increased by 
$1,164 to recognize the adjustment to pension expense . 

OPC: No. Working capital should be decrease d by $33,000. 

~ Yes, working capital should be increased by $1,200. 

I 

I 

I 
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26 . ISSUE: Is it appropriate to include unamortized rate case 
expense in working capital? 

STAFF: No, pursuant to Conunission policy as stated in 
Order No. 14030, issued on January 25, 1985, in Docket NO. 
840086-EI. This would reduce working capital by $71,900. 

OPC: No. Working capital should be decreased by $71,900. 

FPUC: Yes. 

27. I SSUE: What is the appropriate amount of storm damage 
reserve to be included in attrition year working capital? 

STAFF: $19,900. 

OPC: The appropriate amount of storm damage reserve to be 
included in working capital is $8,650 . Working capital 
should be increased by $10,650. 

FPUC: $19,300. 

28. ISSUE: What is the appropriate working capital allowance 
to be used in the attrition year rate base? 

STAFF: $0.00. Staff calculated 
capital allowance. Based on prior 
Staff's position is therefore $0.00. 

OPC: ($48,064). 

FPUC: $53,300. (Troy) 

a ($13,592) workin9 
Conunission deci s:on, 

29. ISSUE: What is the appropri a te attrit ion year rate base? 

STAFF: $9,183,028. 

Qf£l $8,995,856. 

FPUC: $9,236,328 . (Troy) 

Attrition Year Net Operating Income Issues - Schedule 7 

•30 . STIPULATED ISSUE: What is the appropriate amount of 
attrition year operating revenues? 

$2,779,142, which includes $1,661 in unbilled reve nues and 
a reduction of $159 to correct an error i n determi ning 
sales of electricity. 

485 
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•31. STIPULATED ISSUE: Should an adjustment be made 
attrition year O&M expenses for property insurance? 

Yes, property insuranc e expense should be reduced $425. 

t o 

32. ISSUE: Should the company be permitted to establish a 
Provision for Property Insurance Account, and if so, what 
is the appropriate annual accrual amount? 

STAFF: Yes : $39,800 ($199 ,000 over 5 years) . 

OPC: Yes: $17,300 ($173,000 over 10 years ). 

FPUC: Ye s : $54,050 ($216.200 over 4 years) . 

33. . ISSUE: What is the appropriate amount of pension expense 
for 19897 

STAFF: Agree with utility: pens ion expe nse for the test 
year should be ($21,000) on a total c ompany basis with 
($2,328) allocated to the Marianna Division. 

OPC: ($8,520.) 

I 

FPUC: Pension expense for the test year should be 
($21,000) on a total company basis and ($2,328) allocated I 
to the Marianna Division. (Troy) 

34. ISSUE: What is the proper level of rate cas e expens es to 
be included in operating expenses (amount and 
amortization)? 

STAFF: $18,322. ($91,611 amortized over five years.) 

OPC: $18,322. ($91,611 amortized over five years.) 

FPUC: $33,000 ($99,000 amortized over three years). 

35. ISSUE: Should expenses be increas ed to amortize over four 
years the cost o f the deprec iation study due in 1989? 

STAFF: Yes, increase expe nses $2,625 ($10,500 amortized 
over four years). 

OPC: No. 

FPUC: Agree with Staff . I 
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36. ISSUE: What are the appropriate trending facto r s to be 
used in deriving attrition year operating expenses? 

STAFF: 

Trend Basis 

(A) 

No Trend Basi s 
In f l at ion Only 
Customer Growth 
Payroll Increases 
Sales/KWH 
Revenues/$'s 
Plant 
Inflation x Cust. Growth 
Payro ll x Cust. Growth 
Other 

OPC: Agree with Staff 
should be as follows: 

Trend Basis 

(A) 
Plant 

FPUC: Agree with Staff. 

Key 

(B) 

0 
1 
2 
3 
4 
5 
6 
7 
8 
9 

e xceEt 

Key 

(B) 
6 

Projection Years 

1988 1989 

(C) (D) 

0.00\ 0.00\ 
104.10\ 108.89\ 
101.87\ 103 .90\ 
102.81\ 107.95\ 
97.82\ 102 . 50\ 

101.56\ 105.35\ 
107.27\ 116. 35\ 
106.05\ 113 . 14\ 
104.73\ 112. 16\ 

that Plant trend basis 

Projection Years 

1988 1989 

(C) (D) 
107.27\ 115 . 39\ 

•37. STIPULATED ISSUE: Should the attrition year Operating and 
Maintenance Expense be adjusted for the effect of changing 
the trend factors? 

Yes . 

38. ISSUE: What is the appropria te amount of attrition year 
O&M expenses? 

STAFf: $1,683,006 (Schedule 8). 

OPC: $1,622 ,653. 

FPUC: $1,711,934 . (Troy) 

39. ISSUE: What is the appropriate amount of attrition year 
depreciation and amortization expense? 

STAFF: $455,083 . 

OPC: $451,263 . 

FPUC: Agree with Staff : $4 55,083. 

487 
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*40. STIPULATED ISSUE: Should Taxes-Other be increased to 
recognize the increase in Regulatory Assessment fee from 
1/12 to 1/8 of 1\? 

Yes, increase expense by $1,177 . 

41. ISSurE: What is the appropriate amount of Taxes-Other for 
the 1989 attrition year? 

STAFF: $210,554, afte r reducing expenses $1,017 for trend 
effects. 

OPC : $207,552 . 

FPUC: Agree with Staff. 

42. ISSUE: What is the appropriate amount of ! ncome tax 
expense for the 1989 projected test year? 

STAFF: Income tax expense 
Current tax 
Deferred tax 
lTC 

should be ($48,158). 
$( 4,418) 

( 21,751) 
( 21,989) 

OPC: Total income tax expense should be 
58,572 

(65,808) 
(21.987) 

($29. 223). 
Current tax $ 
Deferred tax 
ITC 

FPUC: Income tax expense should be ($48,887). This is a 
calculation based on all other adjustments to revenues and 
expenses . 

Current tax 
Deferred tax 
ITC 

$( 15,962) 
( 10,936) 
( 21. 989) 

43. ISSUE: What is the appropriate attrition year NOI? 

STAFF: $478,657. 

OPC: $526,897. 

FPUC: $450,455. (Troy) 

I 

I 

I 
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•44. STIPULATED ISSUE: What is the a pp ropri a te 
factor to be us ed in calcul a ting a t t rition 
revenue requirements (Schedule 10) 7 

e xpans ion 
ye ar 1989 

1. 6322 

45. ISSUE: What i s the appropriate attritio n year revenue 
increase (Sc he dule 11)? 

STAFF: $212,898 ( tes t ye ar increase $372,796; total 
revenue increa~e $58 5 , 693). 

OPC: $97,057 (Te s t yea r inc r e a s e $341, 510; total revenue 
increase $438,567 ). 

FPUC: $ 229, 592 (Test yea r increase $440,216; t o tal 
revenue i nc r e a s e $669 ,808 ). 

Attri t i o n Yea r Cos t o f Capital Issues - Schedule 9 

46 . ISSUE: What is the return on equity required by investors 
in FPUC for the attrition year ending December 31, 1989 . 

STAFF: 13 . 65\. 

OPC: 13.05\. 

FPUC: 13.50\. (Jackson) 

47. ISSUE: What return on equity should be set fo r FPUC so 
that investors wi 11 have t he opportunity to earn their 
required return on equity for the a t trition year ending 
December 31, 1989? 

48 . 

STAFF: 12.85\, which will yield 13.65\ afte r c ompounding. 

OPC: 12.30\, whi c h wi ll yield 13.05\ after c ompounding. 

FPUC: 13.50\ f o r al l purposes. (Jackson) 

ISSUE: What is the weighted average cost of c a pital 
including the proper compone nts, amounts, and cost rates 
assoc iated with the capital structure for the attrition 
year ending 12/31/89? 

STAFF: 9 . 12\. 

OPC: 8.844\. 

FPUC: 9.32\, whi c h inc ludes 13 .50\ cos t for c ommon equity 
per witness Jac ks on, 10 . 3 1\ cost f o r bank notes , based 
upon the cu r ren t th ree month LIBOR rate plus 50 bas is 
points, and 8. 50\ cost for custome r deposits per 
Commission Rule 25-6 . 097. (Troy) 
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49. I SSUE: What is the appropri a t e balance of acc umulated 
deferred income taxes for the 1989 pro jected test ye ar? 

STAFF: $1,412,965, based o n a 13-month average . 

OPC: $1 , 384,387 , based o n a 13-mon t h a ve r age. 

FPUC: $1,420,411, based on a 13-mo n t h ave rage. 

•so. STIPULATED ISSUE: What is the appropriate balance of 
accumulated deferred investment tax credits (lTC) for the 
1989 projected tesl ye ar? 

$393,829, base d o n a 13-month ave r a g e . 

Cos t of Servic e and Rate Des ign Iss ues 

•st. STIPULATED ISSUE : Are the methodologies used in the cost 
of service study filed by the company reasona ble? 

Yes. with the exception of the allocation of Account 369 
on class noncoincident maximum demands. A revision of the 
company's cost of service study which allocates Account 
369 primarily on number of customers should be approved 
for use in this docket. 

*52. STIPULATED ISSUE: Are the company's estimated revenues 
for 1989 from sales of electricity based upon reas onable 
forecasts of customer, KW, and KWH billing determinants by 
rate class? 

Yes. Growth in customers, KW and KWH usage is reasonable 
given the characteristics of each class. Variation in the 
GSD class is e xplained by the los s of a major cus tomer and 
the arrival of two smaller cus t omers in that class . 
(Jerauld) 

53. ISSUE: How should the increase in r e ve nues be s pread 
amon9 the rate classes? 

STAFF: The increase should be spread among the rate 
classes in a manner that moves class rate of return 
indices closer to parity. To the extent possible, 
increases should be limited to 1 . 5 times the system's 
average percentage increase. It may be appropriate to 
lower a class's rates . 

OPC: No position . 

FPUC: The increase should be spread among the rate 
classes in a manne r that moves clas s rate of return 
indi.cies closer to parity. To the extent possible, 
increases should be limited to 1.5 time s the system 
average percentage increase. No class should be decreased 
in this proceeding . (Jerauld) 

I 

I 

I 
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" 54 . STI PU LATED ISSUE: The company present ly has RS and RST 
rate schedules. The RST r ate is app licable t o residentia l 
and conuno rclal customers for water heati ng se rvice. The 
compa ny proposes to eliminate the RST rate schedu l e . I s 
t hi s appropr i ate? 

Yes. The r ate i s not cost-based. The RST customers' 
water heaters are load managed for a ma ximum of 30 minutes 
a day, 15 ln the mor ning and 15 in the af t ernoon o r 
evening . The company could not quantify the savi ngs 
attr ibutablo to t he load management. In addi t ion, 
presently, the RST rate does not recover tht! costs of the 
RST meters and timers (Jerauld Deposition P. 39-41). 

*55 . STIPULATED ISSUE : FPUC proposes to i mp lement a GSLD rate 
c las s f or c ustomers with maximum demands over 1000 KW. Is 
t hi s appropriate? 

56. 

No. The c ustomer load factor of t he four proposed GSLD 
custome rs does not justify creation o f a separate rate 
c 1 ass. A 1 so. t he ut i 1 i t y has no t presented any e vide nce 
to s how that the costs t o serve these la rge customers 
warra nt a separate r ate class. 

ISSUE: The company and Staff have proposed the following 
changes in customer c harges : 

Un it Cost 
at Company 

Company Proposed ROR Staff 
Pre sent Proeosed (Revised COS} Proeosed 

RS $ 5.00 $ 5 .50 $ 6.66 $ 6 . 65 
GS 6 .50 6.50 9.18 9.20 
GSD 15 . 00 25 . 00 40 .26 22 . 50 
GSLD 300.00 66.25 66.25 

What are the appropriate custome r cha rges? 

STAFF: The customer charges s hou ld be set at c ustomer 
unit cost at the c lass r econunended rate o f re turn s ubj ect 
t o the Commission ' s established po licy that no c ha rge will 
increase by more than 50\ . 

OPC : No posi t ion. 

FPUC: The customer cha rges should be set as proposed with 
t he exception of the GSLD c l ass whic h s hou ld be set at or 
near cost . 

57. ISSUE: Wha t s hould demand c harges be? 

STAFF: Demand c ha rges s hould be based on un i t c os t , which 
depends on the reve nue requirement set in this docket . 
Therefo re, Staff cannot specify de mand c harges at this 
time . 
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~ No position. 

FPUC: $ 2 .30 per KW for GSD . 

*58. STIPULATED ISSUE: The company proposes t o eliminate the 
75\ ratchet provision on the GSD rate schedule. Is this 
appropriate? 

Yes. The Commission has a long- standing policy that 
ratchets should be eliminated from all rate schedules (see 
FPC Order No. 10056 from Docket No. 800119-EU, GPC Order 
No. 10557 from Docr~.et No. 810136-EU, and FPC Docket No. 
820100-EU.) It has been the Commission's position that 
ratchets ignore any benefits derived from customers who 
have more diversity in their peak loads. 

59. ISSUE: The current GSD rate schedule has minimum charges 
equal to the customer charge plus the demand charge for 
the minimum KW to take service on that rate schedule. Is 
this minimum charge provision appropriate? 

*60. 

STAFF: No, the minimum charge provision is not 
appropriate. Such a m1n1mum charge penalizes those 
customers whose maximum demands happen to fall near the 
class break point. Furthermore, the utility has not 
demonstrated a cost basis for imposing more of the cost 
burden on customers whose maximum demands fall near the 
break point. 

OPC: No position. 

FPUC: The minimum charge for 25 
appropriate, but if eliminated the KW 
rate would have to be somewhat higher 
all GSD customers as a result of a 
bi 11 ing KW. 

KW may not 
charge 1n the 
than otherwise 

l esser number 

be 
GSD 
for 
of 

STIPULATED ISSUE: The company proposes t o 
of service on GSD from 1 or 2 years to 1 
The company also propose s to el~inate 
calling for a written contrac t. Are 
appropriate? 

reduce the term 
or more years. 
the provision 
theso changes 

A 12 month minimum term of service for GSD customers is 
consistent with the m1n1mum terms required by the other 
investor owned electric utilities in Florida. Further, it 
appears reasonable to eliminate the language in the tariff 

I 

I 

requiring written contracts since the u tility , in I 
practice, has not been requiring such contract r from most 
of its customers. 
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*61 . STI PULATED ISSUE : Should t he Power Factor pe rcen tage goal 
used in the power factor c lause be raised f rom 80\ to 85\? 

Yes. 

*62. STIPULATED ISSUE: The company proposes to raise its 
prima ry vo ltage di scoun t from 15¢ to 80¢ pe r kilowatt. Is 
80¢ the appropri ate voltage discount? 

*63. 

No. The company• s proposed primary voltage discount 
removes the costs of po les , line transformers, and 
overhead/undergr~und secondary distribut ion lines from the 
GSD rate. It has been past Commission policy to adjust 
t he rates of the other investo r -owned utilities • primary 
level customers by removing only the costs associated with 
transformat i on . 

STIPULATED I SSUE : The provision for the primar y voltage 
di scount states t hat the company may meter at secondary 
voltage and add l osses to adjus t to primary meter ing . Is 
the adjustment appropriate and s hould it apply to billing 
KW as we ll as KWH? 

No. The appropriate provision should s tate that bills be 
adjusted for customers mete red at primary voltage , thereby 
recognizing meteri ng l osses associated with transformation 
to secondary voltage . Eac h primary l eve l customer's 
billing KW and KWH should be reduced to reflect the 
adjus tment for losses. 

*64. STIPULATED ISSUE: The prov1s 1on for the primary voltage 
discount does not s tate the pe rce ntage of losses to adjust 
for the metering voltage. What is the appropriate 
percentage of l osses fo r a meteri ng adjustment? 

The appropriate percentage 
adjustments should be 1.0\. 

of losses for metering 
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• 65. STIPULATED ISSUE: The company' s proposal for se rvice 
charges is sununa r ized as f ollows: 

Compa ny 
Present Cost Proposed 

Initial Connec t $ 10. 00 $31.49 $ 30.00 

Reestabli sh Service to 
Inactive Account 7.00 14. 10 15.00 

Temporary Disconnect 
then Reconnect 7.00 25 .02 25.00 

Rees tablish Active 
Service 7 . 00 15 . 74 15.00 

Reconnect after Disconnect 
for Nonpayment 10 . 00 31.27 30.00 

Connect aud Disconnect 
Temporary Service 10.00 29.08 30.00 

Are the company's proposed service c harges appropriate? 

The company's proposed service charges s hould be approved 
as they appe ar to be cost based.(MFR Schedule E-10, Data 
Reques t No. 27) 

•66. STIPULATED ISSUE: The company has three street lighting 
serv·ice rate schedules , SL-1, SL-2 and SL-3. Rate 
Schedule SL-2 is applicable for mercury v apo r street 
ligh.ts and SL-3 for high pressure sodium vapor lights, 
SL-1 is applicable to the City of Marianna for street 
lighting and is a significantly lower rate than SL-2 or 
SL-3. Should the SL-1 rate schedule be eliminated and the 
City of Marianna be requ ired to take service on the same 
rate schedules as all other street lights? 

Yes. The SL-1 rate schedule should be eliminated and a 
transition rate be established if moving these customers 
to SL-2 would result in an excessive increase. 

67. ISSUE : The company's present a nd proposed street and 
outdoor lighting rates are shown on MFR Schedule E-17d. 
Should the proposed rates be approved? 

STAFF: No . The charges for the various lighting services 
shou l d recover the costs associated wi t h such services. 
The non-fue l energy charge should be set a t unit cost at 

I 

I 

the class approved rate of return . The non - fuel energy I 
charge should recover non-fuel energy-related, 
demand- related and customer-related costs other tha n t hose 
related to the cost of the fixture and the main tenance of 
the fixture. The proposed energy charges fo r SL-3 and 
OL-2 are below the unit cost taken from the cost of 
service study at the classes' present rate of return. 
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The maintenance charges should recover the costs 
associated with maintenance of lights. After developing 
the non-fuel energy costs, the maintenance costs and the 
pole costs, the remainder of the street and outdoor 
lighting revenue requirement should come from fixture 
charges. The fixture charges should be set at the fixed 
carrying charge that would produce the remainde r of the 
revenue requirement. 

OPC: No position. 

FPUC: The rates should be cost based . (Jerauld) 

•68. STIPULATED ISSUE: The company made no ad justment to 
unbilled revenue for t he effect of the rate increase. 
Should each class's revenue requireme nt be adjusted for 
the effect on unbilled revenue of the rate increase? 

Yes. An adjustment due to unbilled revenue should be 
estimated based on the increase in base rates. The system 
increase on unbi lled revenue should be a llocated to the 
rate classes in the same proportion that the base revenue 
increase is allocated . 

*69. STIPULATED ISSUE: FPUC purchases virtua lly all of the 
electricity to serve its customers. All purchased ,?Ower 
costs (demand, energy and fuel charges) are recovered 
through the fuel clause on an equal cents per KWH except 
for line losses by class. Should the purchased power 
demand charge costs be allocated to rate classes on an 
appropriate demand allocator, included in base rales and 
subject to true-up in the fuel docket? 

These costs should be allocated to rate classes on a 12 CP 
basis and recovered through class-specific KWH charges. 
The specific charges for purchased power demand costs 
should be separately identified and not r o lled into the 
base rates. The recovery of such costs should continue to 
be tracked through the fuel docket and any over or under 
recoveries of demand costs should be a part of the overal l 
true-up of purchased power costs in the fuel docket. This 
change shou ld be made effective at t he beginning of a 
six-month period in the fuel docket, and not at the time 
that new permanent base rates are made effect in this rate 
proceeding. 

*10. STIPULATED ISSUE: Sports fields operated by non-profit 
organizations and having connected loads of less than 300 
KW may be served under the GS rate schedules. All other 
general service customers whose dema nds exceed 25 KW must 
take service on GSD. Should non-profit sports fields be 
allowed to take service on GS if their load e xceeds 25 KW? 
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No. These customers should be required to take 
service under the GSD ra te schedule . However, if moving 
these customers t o the GSD rate schedule would excessively 
i ncrease their rate, a transition rate should be 
established. 

•11. STIPULATED ISSUE : The company has no po lic y established 
for determi ning how Otten a customer ' s demand must meet or 
exceed 25 I<W f or the customer to be classified as a GSD 
customer. Should the company establish such a po lic y? 

*72. 

Yes. The company s hou ld develop criteria to be 
cons_istent ly appl led to dete rmine which customers should 
be 1n the GSD rate c lass. Standardized cr i teria wi ll 
ensure that all customers are consistent ly tr~ated in the 
c l ass ification process . 

STIPULATED ISSUE : 
demand class for 
demand rate class . 
provision into its 

The company has no provision in its 
a no ndemand customer to opt up to a 

Shou ld t he company i ncorporate s uch a 
t ariff? 

Yes . A goal of rate design is to group customers with 
homogeneous usage characteristics , the most impor tant of 
which is load factor. T·o avoid e xcluding sr:~all but h igh 
l oad factor customers from the larger high load factor 
customers in the demand class , sma ller nondemand custc~ers 
should be allowed to opt for a demand ra te if it is 
advantageous to them. Customers opting for a demand rate 
should be required t o remai n on tha t rate fo r at least 12 
months. 

73. ISSUE : Shou ld FPUC be required to eliminate its 
Breakdown/ Auxiliary Servi ce prov1sion and develop 
Standby/Supplemental Serv i ce r ates and charges? 

STAFF: Yes. PURPA and FERC regulations require the 
tariffs of investor-owned electric u t ilities to state 
charges and r ates f or s tandby and supplemental ser vice . 
The rates and charges f o r Florida's other i nvestor-owned 
gene rati ng util ities were deve loped in accordance with 
FPSC Order No. 17159. The util ity should be required to 
design the rates and charges for recovery o f dedicated 
local facilities and customer-related costs f o r 
standby/supplemental service in accordance with FPSC Order 
No . 17159. 

I 

I 

Because the utility is non-generating, the rate I des i gn for the recove r y of Production & Bul k Transmlss ion 
costs fo r standby/s upplemental service should oe based on 
the standby service customer's impact on the ut ility ' s 
wholesale purchased power cos t . 
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OPC: No positio n. 

Ef!!£.:_ No. FPUC is not required to develop 
standby/supplemental service rates at this time. The 
provision for Breakdown/Auxiliary Service in the Company's 
tariff should be removed as it is no longer necessary . 
The development of rates for standby/ supplemental is not 
a part of this rate proceeding and has no i mpact on base 
revenues herein since the Company has no s uc h customers in 
the Marianna division. Order No. 17159 in Docket No. 
850673-EU was directed specifically to the fou r generating 
electric utilities and did not include t he Company. 
Whether the Company s hould design such rates in accordance 
with Order No. 17159 is a matter of Commission decision. 
The Company l S wi !ling to work with Staff o n such rate 
design at the appro priate time. 

•74. STIPULATED ISSVE: Should any portion 
interim increase granted by Order No. 
December 20, 1988. be refunded? 

of the 
20472 

$473,603 
issued on 

A refund should be o rdered if it is necessary to reduce 
the rate of return during the pendency o f the proceeding 
to the same level within the range of the newly authorized 
rate of return which is found fair and reasonable on a 
prospective basis . as provided by Chapter 366.071, Florida 
Statutes. 

STIPULATED ISSUES 

The prehearing officer approved stipulations be t ween the 
parties on the following issues: 1, 2, 7-14, 16 , 20-22, 30, 
31, 37, 40, 44, 50, and 74. The prehearing officer further 
approved stipulations between Staff and FPUC, which were not 
contested by t he Off ice of Public Counsel, on the following 
issues: 51, 52, 54, 55, 58, 60- 66 , 68, and 69-72. 

MOTIONS 

There are no pending motions . 

Based on the foreg oing, it is 

ORDERED by the Florida 
these proceedings shall be 
modified by the Commission . 

By ORDER 
of f ice r , t h i s 

(SEAL, ) 

MER 

of Commissioner 
15th day of 

Public 
governed 

Service Commission t hat 
by thi s order un less 

J ohn T . Herndon, as Prc hear ing 
__ .DHARIDOICWJI~I _____ , _ 1989 

JOHN T. HERNDON, Commissioner 
and Prehearing Officer 
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CQriPAHY: 
DOCKET HO.: 
TEST YEAR: 

LIHE 
HO. 

1 
2 
3 
4 
5 
6 
7 
II 
9 

10 
11 
12 
13 
14 
u 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 

... 
f'LOAIDA PUBLIC UTI LITIES CO. • KARl COfiPAAISOH Of' 
880558•EI REVENUE EXPANSION f'ACTORS 
DECEMeER 31, 1987 

DESCRIPTION COfiPAHY STAf'f' 

Revenue Raqulra•ant 10 0.000000 100.000000 

Uncollectible Accounts (0.143800 ) (0.1431100) 

Groaa Raclapta TaM (1.500000 ) (1.500000) 

Regulatory A•••••• •nt ,. .. (0.12 5000) (0.125000) 
--·-------- -----------Hat Before lnco•• Ta iCaa 98.231200 98.231200 

State lnco• e Ta>e Rate 5 .5000\. 5.5000\ 

--·-------- -----------State I nco•• Ta>e 5.402716 5.402716 
-- ---·-·-- - -----------Hat Before f'adaral Income TaMas 92 .828484 92 . 82114114 

f'adaral TalC Rata 34 . 0000\. 34.0000\ 
............................ -----------f'edaral I nco-a Tax 31.561685 31.5616115 

--------·-- --··-------Hat Operating lncu a 61. 2667''9 61.266799 
: :::::::::: ::::::::••• 

Hat Operating lnc010a ""' tlpllar 1 . 6322 1.6322 
::::::.:::: : ::. z z: a z:aaa 

.. 

PUILlC 
COUtiSEL 

100. 000000 

(0: 1431100) 

0: (1.500000) 

(0.125000) 

-----------911. 231200 

5 . 5000, 

-----------
5 . 402716 

-·---------92.82114114 

34. 0000\ 

~----------11.561685 

----------61.266799 
·~•••azza zz 

1 . 6322 
aaaaa aa: a az: 
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- !' - -COMPAHY: 
OOCK[T NO. : 

'LORIDA PUBLIC UTILITIES CO. 
880SS8•EI 

TEST YEAA: OECEMSER 31, 1987 

liNE 
NO . 

1 
2 
3 

• s 
6 
7 
8 
9 

10 
11 
12 
13 .. 
lS 
16 
17 
18 
19 
20 
21 
22 
23 
24 
2S 
26 

OESCR I PTIOH 
[1] 

Adjusted Jurisdictional Rate Base 

Required Rate of Return 

Required Hat Operating lncoaa 

Adjusted Achieved Test Year 
Jurisdictional Hat Operating lnco•• 

Jurisdictional HOI Oaflciancy 

Revenue E•panslon ,actor 

Revenue Increase - Test Year 

C~PARATJYE REVENUE REQUIREMENTS 

COMPAHY 
'I LI NG 

[2] 

COr1PAHY 
STIPVLATIOH 

[3) 

STA,P' 
RECOf'ori[NOATJOH 

l•l 

PUBl iC 
COUNSEL 

[Sl 

17,926,.77 17,926, 477 17,926,477 17,914 , 361 

9 . 27\ 9.27\ 8 . 84\ 8.S2\ 

73•, 78• 734 , 784 700,701 674 , 304 

•••,324 46S,077 472,300 46S,071 

290, .60 269,707 228,401 209, 2ll 

1.632200 1.632200 1.632200 1.632200 

•7•,089 ••0,216 372,79S 341,S09 
: ::::: : :: : ::: : : :: : :::: :: :::::: : a t •s:::z:z:a:a z:::z::z:z za:zz 
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