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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Applicatio n of FLORIDA CITIES 
WATER COMPANY , GOLDEN GATE DIVISION, 
for an increase in water rates in 
Collier County, Florida. 

) 
) 
) 
) 

DOCKET NO . 890509- WU 
ORDER NO. 22804 
ISSUED: 4- 12-90 

______________________________________ ) 
The following Commissioners participated 

disposition of this matter: 

MICHAEL McK. WILSON , CHAIRMAN 
THOMAS M. BEARD 

BETTY EASLEY 
GERALD L. GUNTER 
JOHN T. HERNDON 

NOTICE OF PROPOSED AGENGY ACTION 

ORDER SETTING FINAL RATES AND CHARGES 

BY THE COMMISSION: 

in the 

NOTICE IS HEREBY GIVEN by the Florida Public Service 
Commission that the action discussed herein is preliminary in 
natu re, and as s uch, will become final unless a person whose 
interests are substantially affected files a petition for a 
formal proceeding pursuant to Rule 25-22.029 , Florida 
Administrative Code. 

CASE BACKGROUND 

Florida Cities Water Company, Golde n Gate Divisio n 
{Florida Cities or Utility), provides water and sewer service 
to a community adjacent to Lhe eastern edge of the City of 
Naples, Florida in Collier County . As of December 31 , 1989, 
the Utility served approximately 2,000 residential wate r 
connect ions and 200 genera 1 service water connect ions, or a 
total of approximately 3 ,300 Equivalen t Residential Connections 
(ERCs). The Utility is an operati ng division of Florida Cities 
Water Company, a Class A utility. 

On September 5 , 1989, Florida Cities filed an application 
to increase its water rates pursuant to Sections 367 . 081(2 ) and 
(3), and 367.082 , Florida Statutes . While the Utility cited 
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the i nterim statute in its application, it made no prima facie 
s howing as required, nor did it request interim rat-es in i ts 
request for re l i ef . Therefore , in Order No . 22270, i ssued 
December 6 , 1989 , no interim water rates were granted and we 
suspended the Utility ' s requested final rates . 

Florida Cities ' initial applicat1on failed t o meet certai~ 
minimum filing requirements and t he Util ity was so advised . An 
acceptable r esponse was received from the Uli 1 i t y on October 
23 , 1989, and th1s date was estJb l ished as the official date o f 
filinQ. Since the Ut1l1ty' s appl1calion was i n itially filed on 
September 5 , 1989, the provtstons of Section 367. 0816 , F l orida 
Statutes, wh ich became effec ive o n October 1, 1989 , did not 
app ly. 

~UALITY OF SERVICE 

Ou r constderatio n of the Utility's quality of service is 
based upo n several factors which included a review ot the level 
of cus omer satisfact1on; a c hec k to insure !.at he Utility 
wa s in compliance wi th t he Dl"partment of Environmental 
Regu lation' s (DER} ru l es and regulations ; and an tnspection of 
the Utility ' s plant a nd distribution system for adequacy . OuL 
tnspec t to n o r the Utility's plan t and distr.buti o n s y stem 
di sclosed that they were adequate to p rovtde quality se rvice to 
the customers of the Utility. Our c heck wi th DER disclosed 
that t he Utility had no citations or no ices o f violatto ns at 
the DER's distrtct office. 

Our stafC held a customer meeting in the servtce area on 
January 10, 1990, a which customers provided testimony 
reg ardi ng the quality of service provided by t he Utility and 
conunen tc-d o n other matters o f interest regarding the uti licy. 
Appr o xt ma ely 300 customers attended. Forty-one c ustomets gave 
testimony concerning the magnitude of the requested r ate 
increase and other matters . A large number of c us tomers 
offered test1mony about t he unsatisfacto ry quality of the 
water, specificall y alleging that the water was of a peculiar 
color , tasted of c hlorine and contained e xcessive amou n ts of 
sedimcu . NurrProus cus omers testified t hat t he y could not 
donk ne water due to the aforementioned problems, a nd that 
they were forced to purchase their d rink i ng water o r install a 
fi lter1ng device o n t he ir fau cets to e nhance the quality o f t he 
water . Several people complai ne d t ha t the Utility had not bee n 
actually reading hetr wate r meters, bu rather, had bee n 
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bi 11 i ng for wate r usage 
Several customers also 
occurred on Christmas 
inconvenience to them. 
at Lhe customer meettng 
foll ow. 

based on estimated melee readings. 
testified that a wa er outage which 

Eve , 1989, wa s ..t s1.gnificant 
We investigated each complaint raised 
and the results of our i nvesliyat ion 

F1rst, with respect to the Christmas Eve, 1989 outage, the 
Ulility's records show that the outage did, in fact, occur. 
The Utility informed us that due to the cold weather, the 
master switch to its hydropneumatic tank froze in the "pressure 
okM position . Therefore , the wat er pumps would not 
automatically activate as they normally would have absent the 
freezing conditions. The problem was corrected by the Utility, 
bu not until several hours had elapsed . 

I 

Second, we inve!;tigated the complaints about whether the 
Utili. y wa s billing its customers bdsed on estimated readings 
instead of actual usage. We examined the meter readings and I 
billing histories of the five customers who rai~~.;d this i ssue 
and no di screpancies or irregularities wi Lh the Util i ty's 
records were found. Several customers testified that there was 
no way the Ut.:llit y could have read their meters du e to anl 
h i ll s o r sand covenng the meter boxes. Our inspection of 
those patttculor cus omers · meters did not disclose any problem 
whi ch would hav~ prevented the Utilit y from r eading the meters . 

Finally, rPgarding the water quality complaints, we 
reviewed the Utility's monthly ope raling reports subm1tted to 
DER, and while the hardness and color of the water we re within 
DER standards, Lhese characteristics were abnormal for a 
utility using a lime softening process as does Golden Gate. We 
determined that this is probably due to the fact that t.1e 
Utility uses a blend of softened water with chlorinated 
unsoftencd water prior to filtration La enable it to meet the 
high dem'tnds placed on its system by cus tome c growth. While 
this process resul s in a wate~ product that meets all 
regulatory wa er quality standards , nevertheless the aesthetic 
and tas e qualities are adversely affected. Notwithstanding 
the inherent aes hetic and taste problems associa ed with the 
lime softening process, we do believe the Utility can take 
corrective action to enhance the quality o f its water. 
Specifically, sin..;e the Utllity ' s lime soften1ng process tends 
to leave residue and sediment in its distribution lines which I 
adversely affect the water quality, we believe that the Utility 
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should be at en ive t,.Jith its regular line flushing program to 
r~move these elements before they can reach its customers ' 
homes. ~le bclteve thts will reduce the number of w'l ter quality 
complatnls, especially wi h regard to excessive sed1ment and 
color problems. 

Based upon our revtew of the above-discussed complatn 1 s 
and the Utility's responses to them, we believe tha the 
Utlllty needs to improve 1ts communications with its 
customers. We are convinced that a significant number of the 
complaints ratsed at the customer meeting could have been 
avoJd<'t.l had the Utility been more attuned t o the concerns of 
its custom•rs and responded to those concerns in a posi ive 
mann•r. 

Upon due considetation of the foregoing, ~e t1nd that 
quali y of servic being provided by the Utiltty to 
sa isfac o ry. 

RATE BASE 

the 
be 

Florida Cities· application is based on t he projected test 
year ended t-1arch 31, 1991. Our calcula tons of the Utility's 
water ratc- base arc at ached as Schedule No. lA. Adjustment.:> 
Lo the ratf' base are itemi7ed o n Schedule i'o. lB. Those 
adjustmcn s wh ich ar • <>ssenttally mechanical 1n nature or wh1 ch 
at .. self-exp lana ory wi 11 no be fut her e xplained in the text 
of his Order. The ma)or djustmen s arc sumrrarizcd as follows: 

1) Margin qcsctvr Matg in resctve represents capac tty 
that a U tlity mus have available, beyond that which is 
der ~nded by he est y •ar customers, Lo enable new customers o 
connect dunng lhe P"rlOd of t1mc required to bu1ld new plant. 
Since a u iltty 1s rcqutrcd to provtde service w1thin 1ts 
s rvtce area when a custom t is ready for service, 1t would be 
burd nsom-. and costly for <~ u 11 ity to constantly be in some 
phase o f construcllon Lo prov1dc small increments of capacity 
to connect new custome ts. 

Florida Cities has no avatlable capac1ty 1n 1ts wat er 
treatiT•~nt plan to be 1ncluded as marg tn reserve . The maxtmum 
daily ocmand coupled wtth the fire tlow demand exceeds the 
rated capac1ty of the water treatment plant; therefore, no 
marq1n reserve shall be included in the used and usefu l 
calculations of the Utllity's wa cr t rea ment plan . 



016 

ORDER NO . 22804 
DOCKET NO. 890509-\'IU 
PAGE S 

Based o n information contained in the Utility ' s 
application, we determined that the Utili y ' s water 
oistributton syst~m . ..,as 95 percent usee and useful. Thus, the 
Utllity 1s deemed o have a 5 percent margin reserve in its 
water distributi o n system , which has been included in he used 
and useful calculat1ons discussed below. 

Z) 
has the 
To meet 
Uti lily 
leav1ng 

Used and Useful - The test year lime softening plant 
capaci y to treat .720 million gallons per day (mgd). 
customer demand, which sometimes exceeds 1.0 mgd, the 
blends uns o ftened water with softened water. All water 
the plan t 1s filtered and chlonnated. 

The service area of the Utili y is the City of Golden 
Gate, a four square mlle land area. Al the above-discussed 
cus omer meeting, several residen s spoke about the 
unavai labi ltty of water and sewer service in certain portio ns 

I 

of Golden Gate. The Utility's service area map indicates that 
about hal( of its geographical service a rea has water line::; I 
installed. Theretore, a number of residents .Jre on private 
wells and septic anks. Since Lhe map was las t updated in 
July. 1989, the Utility has installed approximately 12,000 feet 
of addlttonal ma1n , mostl y in the southwestern part of Golde.1 
Gate. 

An addition lo lhe Utllity ' s water treatment plant is 
presen ly under construe ion. When completed, this addition 
will provide .5 mgd additional capacity, bringing the Utility ' s 
told 1 plant capac-ity to l. 2 mgd. When the maximum da i 1 y flows 
which occurred during the historic test year are combined. and 
with n allowance tor C1re flow, the treatment plant wi hit s 
addili. o n included, is constdereo o be 100 percent used and 
useful. Th~ Utility states th.H it is now discussing plans f.or 
another plant addilton to pro~ide (or additional capacity . 

The Utility's application stales tha there are 2,394 
ou o f a lolal of 2,526 lots betng served with water. Thus, 
the Utility ' s water distributi o n sys em is 95 percent used and 
useful . However . rather than make an adjustment to the 
Utiltty's NARUC accounts to allow Cor the 5 percent no nused and 
useful, we f1nd t hat the connection fees which will be paid by 
the remaining l ot owners as they connect to the Utility 's 
system should be imputed as contributions-in-aid-of-construction 

deemed to be 100 percent used and useful. 
(CIAC). Therefore the Utility's water distribution system is I 
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3) Plant-in-servtce Rule 25-30 . 116(5), Flot ida 
Admtnt strative Code, pro vides 1n part hat: '' No utility may 
charqe or change its (All owance For Funds Used During 
Constructton) AFUDC rate withou prior Commisston approval . 
The new AFUDC rate shall be effective the month f o llo wing the 
C,;;nd of the 12-mont.:h period used Lo establish that rate and may 
not be re roact.tve1y applied to a pr<>vious fiscal year unless 
authorized by the Commission. " The effective dat~ of the Rule 
is Augus 11 , 1986. 

Florida Cities accrued AFUDC o n its books at the rate 
of 11.6\ dunng 1986 ; at 13.27 percent. from January 1 through 
June 30, 1987; and a 11.98 percent for the rematnder o( tllat 
year. During these t 1me periods, the Uttllty did not have an 
approved AFUDC rate . ln Docke No. 880648-WS, the Ulllily 
requesl~d an AFUDC r te to be effec ive January l, 1988 . 
Subsequently, in Order No. 1Q847, issu"d August 22 . 1986, an 
AFUDC rate of 10.44 percen was approved for he U tltty ' s 
water and was e"Nate r systems. The ordPr ing p1ngraph p r ov1des 

hat " th rates s hall be effec 've from January 1, 1988, and 
may not. be applied retroac tvcly to ptcvtous r,,~al years." 

S dff Advisory Bulleltn No . 31, issued January 27, 
1989, sales that. "If a ulilily has not recetvPd an approvcu 
AfUDC talc trom this Commisston, the utility may pclil1on the 
Comnussion to ~s ablish a rate and for aulhori y Lo apply the 
rate rctr oac tvely to ptcvious years. If the Conm1ssion 
decllnes to grant- the pe ilton Cor relroacti 1e appllcalton, any 
AFUDC charged between Augu st 11, 1986, and the ef(ec tve date 
of a uttlily's approved AFUDC rate es abltshed by order of h1s 
Comnnssion would not be allowed in determining he appropcia e 
rates and c harges o f the utillly. " Fl o rida Cities charged 
AFUDC from August .11 , 1986 through December 31, 1987 , even 
though it had not requested an approved rate. Whtle the 
Utility dtd receive approval to charge AFUDC effecltve January 
l, 1988, it netther reques cd no r received permiss1 o n for 
rc roacttve application. Accordingly, we find that Florida 
C1 ies shall no be authortzed to accrue AFUDC during the 
penod August 11, 1986 through December 31, 1987. We fur her 
find tha uttltty's plant-tn-serv ice shall be reduced by 
$63,193 , w1t.h corresponding reducllons of $ 6 , 325 to accumulated 
depreciation, and $2,117 Lo depreciation expense. 

4) Contr ibutions-in-Ai~-o C-Construc~ion {CIAC) The 
delern11nalion O L plant used and usetul i nc!• des an amount f or 
Lhe (>tosp<;ctlve customers to be connected dunng the margin 

Q_ 7 



0 8 

ORDER NO. 22804 
DOCKET NO. 890509-WU 
PAGE 7 

reserve period , as determi ned by the histo rical growth 
pattern<;. Our policy is that o n l y a uti lity' s investment in 
the margin reserve s ho uld be recog n ized in rate base and that 
CIAC should be imputed for the add itional ERCs . Without this 
adjustment, a utility wo uld be allowed to ear n a r eturn o n 
plant that would be contributed by f uture c u stomers . The 
imputat1on of CIAC s ho uld not , however, r educe r ate base 
fu rther than if no margi n reser v e had been allowed. 

Since the portion o f pl ant to wh ich the margi n rese r ve 
applies is the distribution system, o n l y the mai n e x tension 
charge should be con s1de r ed. The Utility ha s an approved ma1n 
extension charge of $ 1 ,500 . However, the actual plant cost per 
lot is $ 1,137 , wh1 ch 1s less than the ma1 n extension charge. 
The total number of l ots i n the margin reserve is 132 . As 
d1scu~sed above, the imputed CIAC s hould be lin•ited to the 
plan cost 1ncluded in t he rate b ase as a result of the marg1n 
reserve. Upon due consideration of the foregoing, we f1nd that 
CIAC o f $ 150 , 076 shall be impu ed, w1th corresponding 
adju stm)nts of $ 3,524 to accumulated nmortization o f ClAC , and 
$ 3,524 to amortization expense . 

5) 
amount 
during 
payment 
utill t y 

~llowance for Wor k..i...!lg Ca£_i t al- Working capita l is the 
of investor-supplied cash needed to operat0 a utility 
the interval be ween providi ng service ano receiv ing 
from the ·ustomers. By i ncluding 1t in rate ba se , a 
1s allowed a r eturn on this portion of its 1nvestment. 

The method we prefer in ca lculating a worki ng Cdpital 
a llowance is the balance sheet me hod . This met hodology allows 
the rate base and cap ital structure to be reconciled, wh ich 
i nsures he appropria• e ra e of re urn calculation by netting 
debits w1th cu rr n t liabtlities and deferred c redit s. 
Notw1th:.tand1 ng our preference for t h 1s method , 1n Order No . 
2 1 202, issued May 8, 1989 , we recog nized t h at ano ther method , 
referred to as he " fo r mula method ", may often be a bet er wa y 
to ~s abllsh a wo rk1ng cap1tal allowance and we i nstructed ou r 
staff to init1ate rulemaking to formalize our acceptance o f 
t his method . The " formula method " pe rmits t he use of 
one-eig h th (1/8) of a utility ' s o perat i on and maintenance (0 & 
M) e x penses as t he appropnate amount to all ow f o r working 
capi ta l. Tne advantages the "formula method" are that it is 
simp le to calculate and it requ ires less boo kkeeping tha n the 
balance s heet met hod. 

Florida Cities reque sted that .t be pe.mitted to use 
the "fo r mula method" to establish an appropriate allowance Co t 

I 

I 
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work1ng capital in he present proceeding. In Order No. 21902, 
issued September 18, 1989, we approved the Util1ty's request. 
Upon due considerati o n, we find that a working capital 
allowance of $54,263, as derived from the "formula method" 
discussed herein, is reasonable and is approved. 

Conclusion 

In consideration of the above determinations, we find the 
appropriate test year water rate base to be $3,8 68 . 98. 

COST OF CAPITAL 

Our calculations of this Utility ' s cost of capttal are 
shown on Schedule No . 2-A attached hereto . 

1) Rc urn _Q!!_ E~!..£Y In its application, the Utility 
requested a rate of return on equity of 13.64 perccnl. We 
determ1ned that the projected equity in the Utility ' s minimum 
filing requuements differed from actual equity by $2 , 357,299 
f o r the Flo!lda Cities capital structure . Investigation 
revealed that this was due to dividends paid wh1ch were not 
constdered 1n the company's projections. Because the projected 
equ1ty of Florida Ci ics is $ 2,357 , 299 less than he Utility ' s 
figure, we find that the Utility's equity in ts capital 
stcucture shoul d be reduced by this amount . Based upon the 
componen s of the adjusted capital structure, as shown o n 
Schedule No. 2-A, the equ1ty ratio for the Utility 1s 47 . 89 
percent. Flor1da (.1 ies us~d the leverage formula established 
in Order No. 19718 o calculate i s ra e of return on equi y . 
However, 1 1s our pollcy to use the most recent leve rage 
formula to perform the calcula ion. Therefore, using the 
current leverage formula established in Order No. 21775 , the 
approprtalc' rale of return o n equity should be 13.35 percent, 
and no 13.64 percent as requested by the Utility . The 
correct1on to equity also causes the cost rate of the 
investment tax cred1 to differ from the 11 . 19 percent 
calculated by the Utllily, to 12.01 percent as ca lcul ated by us 
using he adjusted capital structure. 

Based upon the above considerations , we find that a return 
o n equ1ty of 13 . 35 percent, with a range of reasonableness of 
12.35 percent to 14.35 percent , is reasonable and is therefore 
approved . 

2) Ove r a 11 Rale ot Return 
September 18, l989, weJpproved 

By Order Nc . 21902 , 
he Utility's request 

issued 
to use 

(' 9 
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the simple average method to calculate its test year capital 
structure in this rate proceeding. Using the Utility ' s capital 
structure and reconciling each item to rate base o n a pro rata 
basis, we find that an overall rate of return of 11.01 percent, 
with a range of reasonableness from 10.59 percent to ll.-13 
percent, is reasonable and is hus approved. 

NET OPERATING INCOME 

Our calculations of the Utility ' s net operating income a r e 
reflec ed on Schedule No. 3A , with adjustments to net operating 
income, and a detailed summary of operating expenses being 
reflected on Schedule No. 36. Those adjustments essentially 
mechanical in nature or whi : h are self-explanatory ore s hown on 
these Schedules without fur her e xplanation in the tex of this 
Order. 

l} Operaling and f1ai;\tenance {O&M) Expense Our audit 

I 

revealed that adjustments were needed to the Utility · s 0 & t1 I 
expense account to correct understatements or over s tal~ments in 
such account. 

Fire; , three accruals during the test year were 
inaccurate , whi c h y ielded an incorrect projected arrount . An 
accrued expense is an estimate which is made to matc h e xpe nses 
to revenues for Lht.. period in which revenues are earned . An 
adjustment is made to exp "'nscs when the actual cost becomes 
known , such as thtouqh receipt of a bill. In the Utility ' s 
base year, major ma1ntenance expense was understated by $3, 201, 
legal e xpense was over stated by $1, 257 , and worker' s 
compensation expPnse was understated by $2,013 . Using customer 
grow h to pro)ecL the expenses , the projected adjustments to 
0 & M expense are $3,531, ($1 , 386), and $2,215 , respectivel y . 

Second, we found two invoices which were paid twice. 
The first was in miscellaneous expense for $751, and the second 
was in contractuaL services for $514. The projected amounts 
which we removed from the test year were $277 and $577 , 
respec ively . 

Third , miscellaneous expense was understated due to 
the inclusion o f out-o f-period expenses. The Utility included 
$1, 074 o f costs incurred i n the prior period ; however, $ 2 , 998 
of costs incurred in the base year were not included . The ne t I 
efCect was o increase miscellaneous expense by $ ' , 924, with a 
proJected amount of $ 2 , 122. 
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The final adjustment is t or water quality tests wh ich 
are r equlCed by DER. It is our policy to amortize , fo r rate 
ma king purposes, such e x penditures over three (3) years. The 
Utility e x pensed t he total cost of .£1,560 for wate r quali t y 
tests during the ba se y ea r. The adjustment o miscellaneo u s 
expense is ($ 1 ,04 0 ), representing the amount remaining to be 
amortized after the base year. The requ ired projected 
adjustment is ($1, 147). 

Ba sed o n the above , we find that a composite 
adjustmen t of $4,48 1 is needed to 0 S M expense to reflect the 
adjustments discussed above . 

2 ) Chemical Expense - We reviewed the Utility ' s c hemical 
expenses f o r the histo rical test year as well as t hose 
projected for the test y ear e ndt!d March, 1991. An adjustmen t 
was made to t he cost of c h lo r ine to reflect the reduced cost of 
this chemica 1 now being purc hased in ton cy 1 inde c s as opposed 
to the 150 pound cylinders used during t he h istorica l test 
year. Chlor i ne was priced at 38 cent s per pound, but now is 
11.3 5 cents per pound, representing a savi ngs to the Utility of 
$ 4,571 for whi c h an adjustment was r equi r ed to the Utili t y' s 
projected chemical expense accoun t . 

3) Sal aty / Pe nsi on and Benefit Expe~e - In pro)~cti ng its 
sa laries expen.ie the Utility i ncluded a five-percent raise per 
y ear Co r all emp l o yees , and added t he cost of a new operatoL 
which is requ~red b y DER to staff its expanded wa er plant . We 
believe that th1s 1s reasonable. However, the compa ny also 
inc rea sed the sa 1 a r 1es expense for c ustome r growth. There is 
no evidence to indicate t hat customer growth will impact 
salaries beyo nd the raises and t he addition of a new o perator . 
Further, the sala ry f or the new operator wa s increased to 
include t wo raiees. T h1 s emp l oyee wa s expected to be hired i n 
Febru a ry 1990. It is unreasonable to expect t ha t he or s he 
would receive two five percent ra ises by March, 1991 . One 
ra ise during this time period would be more r easonable . 
Utilizing these ad justment s , we Cind t hat sal a~ ies e xpe nse 
s hou l d be r educed by $1 3 , 883 , wi t h a corresponding reduction to 
payroll taxes of $ 9l0, which wa s calcul ated us ing he Ut i lity' s 
payroll tax percentage. 

Pension and benefits expense wa s also i nc reased for 
customer growth as well as for the t wo rai ses di scussed above . 
Additiona lly, t he Utllity est imated the pension and benefits 
t or the new ope r ato r at $ 3,200 , wh1 ch is 17. ' 4 percent of 
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salary . Pension and benefits overall on ly total 12 . 31 percent 
of salaries during the base year. We find that pension and 
benefits for the new employee should be allowed i n the same 
percen age of salary as for t he e x isting employ ees. After Lhis 
adjustment and the adjustmen t to remove customer growth are 
made, we find that pension and benefit expense shou l d be 
reduced by $ 2,858. 

4) Ra t~ase E'U'.9ng - F 1 or ida Cities rcques ted $ 50, 000 
in rate case cxpen.,e in its application. The Utility providc>d 
us w1 th a breakdown of rate case expense through December 31, 
1989 , and an estimate of remaining cost to complete the case . 
The revised request totaled $28,461. 

The actua 1 cost through December 31 , 1989 , i ncluded 
$ 1,495 for legal expense , $ 14 , 656 for rate case consultant 
fees, $ 2,250 Cor fili ng fees, $ 1,469 for mailings to customers , 

I 

and $ 591 for miscellaneous items. After reviewing the 
individuat invoices for each item, we find t h at all of these I 
expenses arc reasonable e xcept that a $ 200 deposit fo r the room 
i n wh ich the customer meeting was held was i ncluded in the 
mi see llaneous amounl. Acco rding to the invoice submit ted by 
the Utility, this amount would be refunded after the r oom was 
cleaned up by Lhe1r personnel. 

The esli~ate to complete the case included $5,000 for 
legal serv1c~s, $ 2,000 for customer mailings, and $ 1, 0 00 for 
miscellaneous 1tcms. This case is being processed as a 
Proposed Agency Ac 1on and there is no intervenor at this 
time. The du 1es rP-malning to be performed by the attorney 
after December 31, L989 , wo u ld include attendance at the 
cu:;tomer mecling which wa s held on January 11, 1990 , review of 
additional information required by our staff fo r its final 
recommendati o n , rcvi ~w o f that recomme ndation, attendance at 
the final agenda , and any wor k required Lo finalize t he case . 
This appears o be somewhat more work h an that wh ich had 
already been performed; therefore, •,o~e believe that the estimate 
of $ 5.000 is appropciate to cover any remain1ng atto rney ' s 
fees. The Utility est1mates that an additional $ 1,000 in 
m1scellaneous expense will be needed to cover expenses for 
Utility personnel to travel to the agenda conference . we 
believe thd th1s amount is reasonable to cover remaining 
m1scellancous costs. We do not believe that the mailing of the 
notice of the ti nal rates to t he custome r s s hould cost more i 
than mailing the notice of customer meeti ng. Therefo re, we 
f1nd that the Ull ltty' s p r ojected expen:..e s hould be reduced by 
;soo , to $1 , 500 . 
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B~sed on he above, we find Lhat r ate case e xpense 1n 
the amoun t of $ 27 ,7 61 should be allowed. wiLh such being 
amort1zed over a four (4) year period . This y telds a ra Le case 
expense fo r the est year o f $6,940, wh ich is a reduct ion o f 
$ 5 . 560 from the Utili y' s requested amount. We find thi s 
amount Lo be reasonable and it is therefo re approved . 

5 ) De£!e~a ti on Rates Fl or ida Cities depreciates 
utility pl a nL-in-serv1 ce (w1 h Lhe exception of power operated 
equipment and transpor atton equipment) at 2 . 2 percent p~r 

year. The company deprectates power o perated equipment at 25 
percent per year and t ranspor la tton equtpment at 33 percent per 
yea r. These rates were app r oved by Collter County pn o r t o our 
assumtng )ur1sdtct1on Jf th1s county. Since this is the 
Uliltly's fir st water rate case , we have not previ o usly 
establ i s hed depreciation rates l o r this u i ii y. 

The u tility' s appl1cat1on reques ed approval to change 
its deprectation methodology to t hat conta1ned in Rul e 
25-30 .140, Florida Administrattve Code. The purpo~e o f the 
rule is t o prov tde for r~covery of invested ra,.,tta l and t o 
match that recovery as nearly as possiLle to the use ful life of 
the deprcc table i nvestmen . Paragraph ( 3 ) o f ht.. rule states 
that "average service life depreciation ra Lrs based on the 
guideline lives and salvages shall be us •d in rate proceedings 
before this Cvmmis5ion. " There fore , we ftnd LhaL the Utility ' s 
request to c hange to the guideline deprec1at1on rates as 
provtded 1n the abovc-c1ted rule is appropriate and is 
the r fore a pproved. 

6) Taxes 0 her Than Income - The Utility estimated that 
1t ~ angible personal-and rear-estate properl y tax for the base 
year ended March 3~ . 1989, would be $40,266 However, t he 
Utility· s ac u il l properly tax e xpense f o r the base year was 
$39 , 017, o r $1,249 less than he Utility's estimate. The 
Ul1l ity projected 1 s taxes based o n t he increased water plant 
1n the les year. UtlliZlng the same methodology , we 
detcrmt ned tha the amount of tax to be removed f r om the test 
year is $ 3 ,3 98 . Therefore, we find t hat taxes o lher than 
income should be reduced by $3,398 t o reflect the lower amount 
of property Lax actual ly patd by lhP Ut1lity . 

7) RegulatQr_y As~srnen Fee 
Sla ul's. gtves us aut.:hortty - Lo 
.1 sessmen fcc to 4. 5 percent of a 
d~ttved from in rastate bustness . 

Section 367.145, Florida 
increase o ur regulatory 
uttlily's ']ross revenues 
Rt.le 25-3 .120, Florida 
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Admtnistrative Code, ha!:" been dmended Lo read " For the year 
beg1nn1ng January 1, 1990, each ultlity shall pay a regulatory 
assessment fee in the amount of Lwo and one-half percent of its 
gross revenues denved from in rasLate business for the firs 
stx months of hal year and four and one-half percent for the 
second six months o f tha year. 'l'hereaf er, begtnning January 
1, 1991 each util1 y shall pay a regula o ry assessment fee in 
th~ amount of four and on - half percen~ fur the entir~ year." 

Tht" Uttlity's new rates will go into effect on 
approximately t'iay 31 , 1990, or approximately o ne month prtor to 
the cffecttve date of the 4 . 5 percent regulatory assessment fee 
set forth in he above-ctted rule. We have analyzed the effect 
of allowing the .;.5 percen regulatory assessment ft-e in the 
final rates. If the Uttll y is allowed to earn t he full amounL 
for on month pnor Lo the cff~cttve date of the tncrease, iL 
wi 11 earn an extra $ 1,~76 dur1ng that month . The average 
1mpact: per customer 1s $ . 82 for one month or . 16 percent. We 

I 

bt>li •ve that this amount is immaterial and does not JUstify I 
separllt:e ra cs for a peood of one mon th. We believ~ that the 
appropriate me hod to impl~menl the new rale is t o allow the 
Ut1lity the full 4.5 percent increase but to amorttzc the extra 
$1,976 earned in the firsl month over a f our-yeor pe110d as a 
reduction Lo tax s other than income . In order ro 1mplemenL 
this methodology , we calculated a blended rate o t 4.4584 
perc•nt, whi ch oives h~ cffec of amorttzalion of the 
addt 1onal amount earned . Acco rd i ngly, we ftnd lhal the 
U til y·s ra es, wh1ch wtll become effective o n approxtmalely 
May 31, 1990, shdll include a 4.~584 percent regulatoty 
asses~men fee using the methodology dtscussed above . 

The above discussed tncrease in the regulato cy 
assess~cnt fee ~ill require two separa e account1nq 
adjus ments. The first 1s to increase the regu l ato ry 
assessment fee in the test year by $14,417. The second is to 
ca lculate the regulatory assessment fee o n the increase in 
revenues, wh1ch tncludes an additional $ 9 ,300 due to the 
1ncrcased percentage. We find that t he regulato ry assessment 
fee should be tncreased by a total of $ 23 , 717 by utilizing the 
above methodology, and tha no fur he r increases should be 
allowe-d dLc lo he chanql' tn the regulato ry assessment fee to 
4.5 P«HC'n t or four year s afLL!L Lhe effective date of Lhe 
1 a lt'S. 

ConcluitOn 

Based on he ad)ustmen s discussed above, we find that the 
i 
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appropriate level of test year opetating income for he Utility 
lS $ 425 , 906. 

REVENUE REQUIREMENT 

To prov ide the Uti l ity with t he opportunity to earn an 
11.01 percent return o n its i nvestment , annual ope rat ing 
revenues s hould be 1ncreased by ~461 , 99 4, for olal annual 
operati ng revenues of $ 1,201, 168. The increase equates to a 
63.16 percent tncrcase in annual revenues for t he Ut1lity. 

~TE STRUCTURE, FIRE PROTECTION CHARGE AND RATES 

Rat<L§lructure 

Ou r policy is t hat d u tility' s water rale struc ure s hould 
consist of a base facilit y charge which is based on meter size, 
plus a gallonage cha r ge to reflect usage . We belteve such a 
structure e ncourages water conservation and is fair to t he 
general body of ratepayers . Under t h is structure, cus omers ' 
bills reflect their actuc.\1 consumption, a nd each c...us omer pays 
his or he r fair share of the utility's fixed c...o sts of prov1ding 
water servtce . 

Pr esently, the Utility bi lls al l of it~ residential 
customers he same base facilit y c harge regardless of the size 
of meter. The Utiltty based its requested rates upon t he base 
f acility charge design such that rates are a fu nction o f meter 
size a nd gallons consumed wh ich is cons1sten t with our policy. 
However, t he Utllit y used a non-standa rd factor to determine 
its proposed pnvate ftre protection c harge which is discussed 
below. Accordingl y , we fi nd t ha the Utility shall change its 
bil l ing r a l e st ruc ure so t hat it is consisten t wi t h our 
above-stated policy . 

Pr iva e Fi r e PrQ~ec 10n Servtce Cha~ 

The Utility ' s appltcation aLso reques ed t hat it be 
au thorized to charge a p r ivate fire p rotection se r vice c ha r ge 
to t hose custome r s havt ng spr t nk lers o r pr ivate fire protection 
connectJons . The Uttlity ' s proposed c harge d i d not ta ke into 
cons1de r ation t he sue of t he c ustomer' s meter. Our policy is 
t hat a fi r e protection c ha r ge s ha l l be o ne-t hird of t he 
customer ' s base facllit y c ha r ge . Accordi ngly, we wi ll 
au t hortze a p r ivate fire protection service c harge wh ich is 
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calculated in accordance with our above-stated policy and set 
forth below. 

Water Rates - The new water rates, which we find 
just and reasonable, and which are designed to 
authorized revenue requirement , are set forth 
present rates are shown for comparison. 

to be fair, 
achieve the 
below . The 

RATE SCHEDULE 

Schedule of Curren t a nd Approved Water Rates 

Monthl y Rates 

Residential and 
General SeCv'Tce 

Base Facility Charge: 
Meter Size: 

5/8" x3 /4 " 
1" 

1-1/2 " 
2" 
3 .. 
4" 
6" 
8" 

Ga llonage Charge 
per 1, 000 G 

Private fire 
Protection Service 

Base facility Charge: 
Line Size: 

1-1/2 . 
2" 
3" 
4 " 
6" 
8" 

Current 

$ 

$ 

6.23 
15 . 59 
31.19 
49.91 
99.82 

199 .64 
399 . 29 
798 . 56 

1. 44 

None 
None 
None 
None 
No ne 
No ne 

Commission 
Aeproved 

$ 10.03 
25 .08 
50 .15 
80.24 

175 . 53 
300.90 
626.88 
902 .70 

$ 2 .81 

$ 16 . 72 
26.75 
58.51 

100.30 
208.96 
300.90 

I 

I 
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The new water rates will be effective for meter readings 
on or after thirty (30) days from the effective date of this 
Order , subject to our approval of the utility's revised tariff 
sheets . The tariff sheets will be approved upon Staff ' s 
verification that the tariff revisions are consistent with our 
decisions herei n; that the proposed customer notice is 
adequate ; and that the time for protesting this Order has 
expired . 

In consideration of the above, it is 

ORDERED by the Florida Public Service Commission that the 
application of Florida Water Cities , Golden Gate Division , f o r 
an increase in its water rates for its customers in Collier 
County is approved as set forth i n the body of this Order. It 
is further 

ORDERED that each of the speci fic 
approved in every respect. It is further 

findings herein are 

ORDERED that all matters contained here i n or attached 
hereto, whether in the form of discourse or s chedules, are by 
this reference, specifically made integral parts of this 
Order . It is further 

ORDERED tt.at the approved rates will be effective for 
meter readings on or after thirty (30) days from the date this 
Order becomes final, subject to our approval of re vised tariff 
sheets . It is further 

ORDERED that the Utility's request to implement a Private 
Fire Protection Service Charge is granted as set forth in the 
body of this Order. ·It is further 

ORDERED that the revised tariff sheets will be approved 
upon Staff's verification that the tariff sheets are consistent 
wilh our decisions herein; that the proposed customer notice is 
adequate ; and that the time for protesting this Order has 
expired and no such protests we re filed. It is further 

ORUERED thal the Utility shall regularly flush its water 
lines to remove sediment as discussed in the body of th is 
Order. It is further 

ORDERED that the Utility shall take the necessa ry steps to 
improve communications with its customers as discussed in the 
body o! this Order. It is further 
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ORDERED that the provisions of this Order, issued as 
proposed agency action, shall become final and effective unless 
an appropriate petition in the form provided by Rule 25-22 .36, 
Florida Administrative Code , is received by the Directo r, 
Division of Records and Reporting, at his office at 101 East 
Gaines Street, Tallahassee, Flor1da 32399-0670, by the date set 
forth in the Notice of Further Proceedings below. It is further 

ORDERED that, in the event this Order becomes final, the 
Utility sha 11 notify each affP.cted customer of the increased 
water rates, and approved pri'late fire protectin service 
c harge , and shall explain the reasons for the increased rates 
and private fire protection service cha rge. The form o f th1 s 
notice shall be submitted to this Commission for prior 
app roval. It is fur t her 

ORDERED that in the event no protest is timely r eceived , 
this docket shall be closed . 

By ORDER of the Florida Public Service Commission 
t his 12t.h day of April 1990 _ , 

, irector 
ecords and Reporting 

( S E A L ) 

JRF 

NOTIC~ OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW 

The Florida Public Service Commission is r equired by 
Section 120.59(4), Florida Statutes, to noti fy parties of any 
administr~tive hearing or judicial review of Commission orders 

I 

I 

that is available under Sections 120.57 or 120.68, Florida 
Statutes, as we ll as the procedures and time l i mits that I 
apply. This notice should not be construed to mean all 
r equests for an administrative hearinq o r jud. cial review will 
be granted or result in the relief sought. 
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The action proposed here1n is preliminary in na ure and 
wi 11 not become effective or final. e xcept as prov1ded by Ru le 
25-22 .029, Flo rida Administrative Code. Any person whose 
subslant. tal inlcres s arc affected by the aclton proposed by 
this order ma y file a peli lion for a forma 1 proc .. edi nQ, as 
provided by Rule 25-22.029(4), rlorida Adm1 n istralivc Code, in 
lhe Corm provtded by Rule 25-22 . 036(7)(a) and ((), Florido 
Admintstra ive Code. Th1s pe 1L 0:1 must be rec~tvcd by the 
Director, Dtvision of Records and Reporting at his office at 
101 East Gal n "'S Street, Tallahassee, Florida 32399-0670, by the 
close of business on May 3 , 1990 

In the absence of such a pet1tion, this order shall beco~e 

effec 1ve on he day subsequen t to the above date as prov1dcd 
by Rule 25-22.029(6), Florida Administrative Code, and as 
reflected in a subsequent ord~r . 

Any objection or pro test (iled in this docket befo r e the 
issuance dale of thts order is considered abandoned unless it 
satisfies the foregoing conditions and is r enewed within the 
spcctfied protest period. 

rf this order becomes ftnal and effcc ive on t he date 
described above, any party adversely affected may request 
judic1al reviPw by the Florida Supreme Court 1n Ll.e case of an 
eleclnc , aas or telephone utili t y o r by the Ftrsl D1stricL 
Cour of Appeal 1n the case of a water o r sewer utility by 
fl11ng a no 1ce of appeal w1lh the Dtrector, Div1sion o f 
Records and Reporting and filing a copy of he notice oC appeal 
and he f i ling fee with the appropriate court . This filing 
must be compte ed within thirty (30) day s of the effec ive dale 
of his order , pursuant to Rule 9.110, Florida Rules of 
Appellate Procedure. The notice of appeal must be in t he form 
spectfied 1n Rule 9 . 900(a) , Florida Rules of Appellate 
Procedure. 
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