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BEFORE THE fLORIDA PUBLir SERVICE COMMISSION 

In rc: lnvestiga ion of the Potential) 
Overea rn1ngs of St. Joe Na ura l ) 
Gas Co~pany. ) 

In re: rct 1 1on of St. Joe Natur a l 
Gas Co. Cor Approval ot Calculation 
of a nd Method Cor Collect& ng Tax 
Defici ncy for Four-Month Period 
Ending 12/31/88. 

) 
) 
) 
) 
) 
) 
) 
) 

DOCKET NO. 870986-GU 

DOCKET NO. 890620-GU 
ORDER NO. 22 199 
ISSUED: 11-20-89 

The following Commissioners participaled in the disposition 
o£ this matter: 

MICHAEL McK. WILSON, Cha i rman 
TH0t-1.AS M. BEARD 

BETTY EASLEY 
GERALD L. GUNTER 
JOHN T . HERNDON 

NOTICE OF PROPOSED AGENCY ACT ION 

ORDER ON OVEREARNINGS AND RE UIRING TAX REfUNQ 

By the Commission: 

NOTICE is hereby given by the Flo r1da Public Se rv ice 
Commission ha he action discussed herein is prel i minary in 
nature and wtll become final unless a person whose interests are 
adversely aCf cted files a petition for a formal proceeding, 
pursua n o Rule 25-22.029 , Florida Admin i strative Code. 

Dock )ts Nos . 870986-GU and 890670-GU were combine d du e to 
the int rr lat1onship o f ove reacni ngs and tax savi ng s for 
disposition by his Order. 

BACKGROUND INFORMATION 

DOCKET NO. 870Q86~U 

As par of the Commission's continuing s urveillance 
program, an i nvestigation was ini tiated on Septembe r 15, 1987 

OOCUMENT~U~3~R-DATE 
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tnto he apparen e xcess earni ng s o f St . Joe Natural Gas Company 
(St. Joe or Company}. Acco rding to utili t y- subm itted monthly 
s urve illance reports, t he u ti lity ' s earned return was in excess 
of the ma xt mum last authorized by this Commission. The utility 
agreed dnd e ntered 1n o a Stipulation which was subs~quentLy 
approv d by lhis Commtss1on by Order No . 19793 issued August 11, 
1988. 

The following represent the major issues addressed in the 
Stipulat1on : 

1} 

2) 

3) 

The utility agreed to r educe rates 
inter ruptible class custome rs fro m 
cents pe r therm. 

for its 
5.85 to 

large 
4.85 

The utilit y agreed to refund any overear n i ng s to 
its stngle interruptible custome r for the balance 
of 1988 and refund any o verea rnings for 19 89 to 
all of its customers. 

The utility agreed that it s cost of equi 
sel at 13 .70 percent withi n a range o( 
14.70 percent. This cosl o ( equ1ty 
considered the utility' s l ast aut horized 
equi y. 

y will be 
12 . 70 to 
will be 

return o n 

1) The utility agreed to revo ke it ' s "S " co rpo ratio n 
status a nd c hange to a "C" corporation as soon as 
possible . 

5 ) The ut ility agreed to refund a ny difference 
between federal i ncome tax repo rted in t he mo nthly 
s urveillance reports and the actual federal income 
tax l iability for t he period August 1 through 
December 31 , 1988. 

DOCKET NO. ft9 0690-GU 

On May 1 , 1989 , St. Joe filed a petitio n f o r approval o f 
its calcul ation and me thod for collection o f a tax def icienc y 
Co t the four-month period ending December 31, 1988. The Company 
petitioned f o r collection o f the 4 mont hs ending Decembe r 3 1 , 
1988 bt?cause it was a NCN co rporati o n for that peri od. In 
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res pons 
op ned. 

o the Company· s petition, Docket No . 890620-GU was 

In 1ts petition, the Company stated tha t the c urrent 
cffec ive corpo rate income tax e xpense rate embedded in the 
existing gas rates was set by the Commission in Order No. 4138, 
Dockc No . 8702-GU , February 16 , 1967. The Compa'ly also states 
t it has not had a n adJustment in income tax e xpense rate in 
a r a tc case or show cause proceeding, or had a tax expense 
d)ustmen made by the Comnussion at any time subsequent to the 
1ssuanc~ of Order No . 4138. 

Al hough the Company has neve r completed a f ull revenue 
requ1t men s case subsequent to 1967, a reverse ma ke whole 
proceeding was initiated i n 1982 . (Docket No . 820490-GU) In 

ha dockel, the Commission de te rmined lhat the Company had 
earn d in excess of its last authori ze d ra te of relurn. As a 
resul of 1 s indings, the Commission ordered a refund of the 
exc'SS catntngs to one customer (Sylvachem) and a rest ructure of 
i s ra cs. Ra es were reduced to Syl vachem and increJsed to the 
o h •c custom •r classl!s , bu t the level o( Lota l revenues was not 

dJuS d f:rom the amount established in Docke t No. 8702-GU . 
( 1967) 

Ev n though the leve 1 of tot a 1 revenues was not changed , 
the calcula ion o f nel o perating income i ncluded Lax e xpense 
based on a 46 percen tax rate. We agree with Sta f f ' s 
recomn nda ton thdt a tax rate of 46 percen was embedded in the 
rates untll August of 1988 , thereby subject1 ng the Company to 
Rule 25-14.003, F.A.C., for the effec l of the Tax Reform Ac t of 
1986. 

The currenl rates agreed to as a result of the 1988 
s ipula ion approved by Lhe Commission in Order No . 19793 , have 
.n cmb dcd tdx rate of 34\. 

FI NDINGS AND CONCLUSIONS 

DOCKET NO. 870986-GU 

In Docket No . 870986-GU the Company agreed to refund 
ove tearnings for the period Augus t 1 through December 3 1, 1988, 
and to refund any difference between the amount o f taxes 
repor cd tn he s urve1llance report and the actual tax e xpense 

09 1 
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o r the pcnod August 1 through Decembec 31, 1988. The Company 
became a "C" corporation effective September l, 1988, and became 
llable f or co rpo rate income taxes for the period September 1, 
1988 through December 31 , 1988. According to our staff ' s 
i nv stiga tion the books and r ecords o f t he Company are not 
completely closed monthly , and it was not possi ble to calcula te 
actual earnings for a period s horter than a y ea r . Ho wev e r, the 
t:ompany aqreed t hat an even flow of r evenues cou ld be assumed ; 
t . e. , calcu lations would be ba sed on a 12-month earnings period 
anu t he n mul iplted th r ough by 5/12. 

Our Staff calcul ated an ad justed rate base, net operating 
income, and cap1tal structure for the calendar y ea r 1988. Staff 
used the Company' s audited December 1988 survei llance filing and 
made a number of adju~tments t hat are s hown o n At tachments 1, 2, 
and 3 o this order. 

Based on the above adjustments , our Staff calculated a 
13- monlh average rate ba se o f $1,4 26,869, a net operati ng i ncome 
of $ 267 ,729 afte r i ncome taxes ($306 , 287 hefore income ta xes ), I 
and a max1mum o verall rate o f return o f 14 . 5915 percent. After 
appl y ing the adjusted rate base, ne t operat i ng income , overall 
ralc o f return , and the adjustment for tax saving s , St. Joe was 
below the max imum overall ra te of r eturn of 14 . 5915 percent for 
the period August 1 through December 31 , 1989. Therefore we 
ag r ee with our Staff that no refund is due to o verearnings . 

DOCKET NO. 89062~-GU 

Docket No. 890620 -GU wa s instituted on May 1, 1989 , by St . 
Joe f1ling a petiti o n for app roval of i ts calculatio n and method 
for coll ct1on of a tax deficiency for the four - month period 
nding December 31, 1988 . The Company petitioned for collection 

of t ho four mon ths ending December 31, 1988 because it was a "C" 
co r poratton for that period. 

In i s pelit1 o n , t he Company fur ther stated that lhe 
curren effecli v e corporate i ncome tax e xpe nse rate embedded i n 
t he e x 1st1ng gas ra tes wa s set by the Commission in Order 41 38, 
Docket No . 8702-GU o n Februa ry 16 , 1967 . St. Joe a l so states 
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thal 1t has not had an adJustment in income tax expense rate in 

a rate case or show cause proceeding, or had a tax expense 

adjustment made by the Commission at any time subsequent t o the 

issuance of Order No. 4138. 

A review of Order No. 4138 determined that an income tax 

ra e of approxtmately 7\ was embedded i n the base rates fixed at 
hal 1me. 

In 1979, Docket No . 790297-GU was opened to review the 

lev _l of earnt ngs of St. Joe. Two orders were issued in that 

docket, Order No. 8838 , and Order No. 11374. Order No. 8838 , 

tssued on April 19, 1979, stated that the Company (which was 

then a sub-chapter "S" corporation) proposed to revoke its 

sub-chap er "S" election for the taxable year 1980 so that a 

real1s lC corpo rate tax rate would be applied to its earnings in 

t:h lu ure. Order No. 11374, issued o n December 3, 1982, closed 

Docket Jo. 790297-GU and orde r ed that Docket No . 820490-GU be 

tnsltluted to determine whether the Company had been earning in 

excf'ss o f its last authorized rate of return . The 12-mont h 

pertod nding December 31, 1982 was considered to be an 

appropriate test period used to determine the level or achieved 
earnings. 

In Docket No. 820490-GU, the Commission dete rmined that St . 

Joe had achteved a 15.44 percent return on average investment 

for the test period. That amount was in excess of the 15.00 

percent return on investment authorized by the Commission as 

staled in Order No. 12372 , wh ich closed Docket No . 820490-GU o n 

August 16, 1983. Although the amount o f rate base or net 

opera 1ng income is not directly stated in the order, our Staff 

audit workpapers tndicate a rate base of $992,110 and a net 

opt rat1ng income of $153,490. The return on investment based o n 

those numbers is 15 .44 percent. The then current income tax 

cxp nse of $ 64,299 was included i n these audit calculati ons . 

These reveal that a federal i ncome tax rate of 46 pe rcPnt was 

appl icd. we agree with our Staff that the tax expense amount 

used to delermtne the ea rn ings of St . Joe was not that which is 

found in Order No . 4138, but a 46 percent tax rate thereby 

maktng Rule 25-14.003, Florida Administrative Code, applicable 

• o he Comp-any for 1988 . 

.. . 
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A s shown on Attachment 4 to this Order, the lax expense for 
cal~ndar y • ., , 1988 t s calculated using on a 46 percent and 34 
percen tax ra e . The results were then mul iplied by 8/12 and 

he dttference of he two results was determined. Our Staff 
multiplted he tax e xpense by 8/12 because in the o verearntngs 
calcula ion, 1n Docl(e No . 870986-GU, the Company wa s allowed 
four months of Lax expense at 34 percent. The d ifference 
bctwf> n the ax expense at the embedded 46 percf'nl and lhe tax 
expense a 34 percent was $ 24,340. we find that thts amount 
should be r efunded to all customers . 

After considera i on o f the foregoing, it is 

Ot de red by he Flo rid a Public Service Commissi o n that no 
t fund is due tn Docket No . 870986-GU due t o overearnings as 
shown o n A lachment 5 lo this Order. However, the docket shall 
r main op~n through 1990 in order to de ermine if a refund is 
due t o r excess earnings Cor the calendar year 1989 . It is 
t. u r h r 

I 

ORDFRF D that St. Joe Natura 1 Ga s Company s ha 11 r efund t o I 
.11 classes o f its customers the $ 24,340 described tn the body 
o f thts Order. It is fur her 

OROF.Rf.P that Docket No . 890620-GU s hal l r emai n o pe n u nt il 
lh Commi o;ston receives a repo rt detailtng t ha the lax s avings 
'fund has been accomplished. At that the Lime the docket may 
be clos d administratively. It is fur her 

ORDI-RFl> 
pet t ton f or 
bU"ilnCSS On 

that this Order shall become final 
by the 

unless 
close 

a 
o f 

By ORDER 
ht s 20th 

( c:; E A L ) 

MRC 

f o rmal proceeding 
December ll 1989 

o f the 
day o f 

florida 
NOVEMBER 

is received 

Public Service 
1989 

Commission, 

STEVE TRIBBLE , Directo r 
Division o f Records and Repo rt i ng 

I 
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NOTICE OF fURTHER PROCEEDINGS OR JUDICIA~~VIEW 

The Florida Public Service Commission is required by 
Sectlon 120.59{4), Florida Statutes, to notify parties of any 
admtntstra Lve hearing or judicial review of Commission orders 

ha 1s available under SPc·tions 120 . 57 or 120.68, florida 
Statues, as well as the procedures and timt limits that 
a pply . Th1s no 1ce should not be construed to mean all 
requ s s for an administra ive hearing or judicial review will 
be gran ed or result in the relief sought. 

The action proposed herein is preliminary in nature and 
will no become effective or final, except as provided by Rule 
25-22.029, florida Administrative Code. Any person whose 
substantia 1 1 n erests are affected by the act ion pcoposed by 
his order may filu a petition for a formal proceeding, as 

providud by Rule 25-22.029(4), florida Administrative Code , in 
the form provided by Rule 25-22.036(7)(a) and (f), florida 
Administra~1ve Code. This petition must be received by the 
Director , Division of Records and Reporting at his office at 
101 East Gaines Str~et, Tallahassee, florida 32399-0870, by the 
close o£ business on December 11 _!9 89 __ 

In the absence of such a petition, this order shall 
become effcc ive on the day subsequent to the above date as 
prov1ded by Rule 25-22.029(6). florida Adminislrative Code, and 
as reflected 1n a subsequent order. 

Any objection or protest filed in this docket before t he 
issuance date of this order is considered abandoned unless it 
sattsflcs he foregoing conditions and is renewed within the 
spPcificd protest period. 

If th1s order becomes final and effective on the date 
described bove, any party adversely affected may request 
]Udic1al review by the florida Supreme Court in the case of an 
electriC , gas or telephone utility or by the fir st District 
Cour o" Appeal in the case of a water or sewer utility by 
fi li ng a no 1ce of appeal with the Director, Division of 
R~cotds and Rcport1ng and filing a copy of the notice of appeal 
ctnc.l the filing t.ee with the appropriate court. This filing 
must be compl ~ted w1thin thirty (30) days of the effective date 
of th1s order, pursuant to Rule 9.110 , florida Rules of 
Appellate Procedure. The notice of appeal must be in the form 
speciC1 d in Rule 9.900(a), florida Ru les of Appellate 
Procedure. 
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ST. JOE liATUUL GAS CO. 
OVU·EAitliiiiG & TAX SAVIIICS lt(fUIIO CALC::UUTIOil 

fOil CALEloOIJt lEU 1988 

OCCUT • B70986· aJ AND OOCX£1 110. 1190620· aJ 

ADJUSTOI t OPUAIIIIC IIICOE liUOIIE JII(XM: TAX£$ 
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CAl OJUilD tAAliC:O 01/tll.&lL lATE Of RETUIJI 

!Wei A.I.L().t[O Ulf 01 UTl#ll 

OOU.A S AIOYl lMf IWCIIU4 ~011 (lilliE YEAA R.fCJtE INCOI4E lUES 

OOU.US AIOYf I IWCIIUI AllU TAX SAVIIICS 

KJ TIPI.I OI ll 5/ 12 fOil AUC. • O(C. 19e8 

OOLL.AIS AIOYl 111( IWCIIUI fOil AUC. 1 • OEC. )1, 19118 

LU 1 110 l.UU fOil P(IICO S(Pl. 1 • O(C. )l, 19M 

001. as lt'LOI I ll( Ill 01 'OIIfl 
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