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Re: Docket No. 900878-WS; P.-n Coast Utlty CIAC Grou-up. 

Dear Mr. Tribble: 

Enclosed for flng are an orlglnal.-ld 15 coplll ~the supplemental Information 
of Palm Coast UtJHty Corporlllion ("PClJ(:-) ~ by the Commlllion Staff In 
connection with PCUC'a pellion to 0016..,. II CIAC ore--up. The 8ttllched information 
was supplied to Staff on M8y 3, 1991 In drldt form. Since Staff has not requested any 
corrections or further information, we .. now tlng this • part of the ofllcial Docket No. 
900876-WS file . 

. ~ ~ If you have any questions regarding this matter, please advise. Thank you for your 
~ =3 ass1stance. 
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lBO PIIM:Jrna STan, N .B. 
A~ Oao80U. 00000 

(404) 608·177'6 

Mr . Roy W. Likina 
Preaident 
Palm Coaat Utility Corporation 
Tvo Utility Drive 
Palm Coaat, Florida 32137 

Dear Mr. Likina: 

April 30, 1991 

Tbia letter ia written in re.poue to ,._. nquut tbat we reflew and ~t 
coertain .. ttera uaociated with ralll Coaat Utility Corporation'• ("rcuc") 
petition filed in reapoue to norida hbllc lerrice Ca..baion ("P!SC'') Order 
No. 23541 in Docket No. 860114-rv for coetlnued autbority to aro•• up 
contribution• in aid of coutnactioll ("CUC") for iaca.e taxea uaiq tbe ~t 
preaent value ("JillV") •tbod. t'llia letter aupenedea ~ previcnaa letter dated 
October 23, 1990 and ia aolely for uae by rcoc in petitioniaa tbe FrSC for 
continued authority to aroe• "' cue uaial tbe ... •tbod and ia not to be 
u.ed, referred to, or dlatributed for any other purpoae or to aoy other party. 

M you are aware, I aa a partner hl Artbur Weraen &. Co. , a f ina of 
independent public accoUDtanta, at 133 reacbtree Street, N.l., in Atlanta, 
Geor&ia. I aa currently a partur in tbe eaeqy and teleccw mieationa 
practice of tbe Atlanta office of Artbur ...._raen ' Co. I bave previou.ly 
presented teati.80Dy in Docket No. 860114-ru. UDder wblch Order No. 23541 wu 
iaaued. 

In t bi a letter, I will diaeuaa certain facta and elrcu.atancea of PCUC, u 
management baa preaented t~ to .. , aDd tbe application and relevance of 
tbeae facta and c ircu..taneea to ~t·• deciaion to requeat continued 
authority to aroaa up CIAC within the auidellnea diacuaaed in Order No. 23541 
and the conai deration. I identified in ~ earlier teatt.ony related to tbia 
docket . The i nfona.tion provided to • baa not been audited, altbouab we bave 
performed certain lt.ited teatinc of PCUC'a foreeutina ayat .. diacuaaed later 
in tbia l et t er. 

R-, .... ,_,1111, 
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Order No. 23541 s tates that "the need for aroiS-up should be determined on a 
case- by-case baaia, baaed upon tbe facta and circu..tancea peculiar to each 
utility." The important factor• which must be considered in makina the 
decision to gross up include: 

1. Fairness of the charae to the customer . the contributor, and the 
utility. 

2. Effect of the decision on lona-run cust~r revenue require•nts. 

3. Rate stability. 

4. ~aignment of costa to coat cauaea, ineludin1 coat of new arowth 
policies. 

5. The utility's caah flov and availability of alternative financin1 
sources. 

6. Competitive pressures, includinl potential bypass iaauea. 

following ia a brief diacusaion of each of tbeae considerations aa they relate 
to PCUC and the information you have provided ... 

Fairness of the Cbarse 

Fairneu is, of course, a aubjective detendaation. In the caae of CIAC tax 
funding , the fairness to the custoMr, the contributor, and the utility mu.t 
be considered. You have stated that in your opinion, the NPV groaa-up ia the 
most fair method in the caae of PCUC, aa it achieves what you believe to be 
the beat balance of the intere~ts of all three parties (the customer, the 
contr ibutor, and PCUC) affected by the deciaion. 

I understand you have selected the NPV Mthod because you believe it to be a 
fair method of collectina the coat of taxea attributable to CIAC. Aa I stated 
in my testimony i n Docket No. 860184-PU, tbe NPV aroas-up method is a fair 
method to the customer, the contributor, and PCUC. ~ a revenue-neutral 
method, NPV gross-up is fair to the cuat~ra. Since only the carryina coats 
associated with the taxes on CIAC are collected from the contributor, NPV is 
fair to the contributor . As I testified in the Docket No . 860184-PU hearing, 
the carrying coat of fin.ancina the taxes on CIAC are the true economic costa 
since the taxes are recouped t hrouah future tax depreciation benefits. PCUC 
i s made whole on the carryina costa of fioanein1 the CIAC taxea, and the 
fi nancing of thoae taxes ia not an unreasonable burden on PCUC; therefore, the 
NPV gross-up is fair to PCUC . In tbe caae of PCUC, the relative t.portance of 
CIAC to the custa.er and the Ca.pany ia ..,nified, since, baaed upon data you 
have supplied to me, PCUC collects more CIAC than any other FPSC-reaulated 
vater and wastewater utility which aroaaea up (Exhibit I). 
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Customer Revenue Reguir ... nta and Rate StabilitY 

As was discuaaed by me and other witne .. es d~ ~ina the bearin1 related to 
Docket No. 860184-PU. the NPV groaa-up .. tbod of fundins CIAC taxes ia revenue 
neutral and the no gross-up .. tbod creates a future custa.er revenue 
requirement. The issue then is tbe bieber c ta.er revenue requir ... nta in 
the no groaa-up envirODMnt CQ~~Parecl to wbat t ey will be if PCUC continues 
its present policy of NPV 1roaa-up. Due to the ~ 1stive t.portance of CIAC to 
PCUC, i f PCUC were not allowed to 1rosa up, euat~r revenue requirements will 
be cumulatively $921,000 bi1ber over the next five yeara. Tbia ia graphically 
illuatrated by Exhibit II. Tbia repreaeot• an increase in custa-er revenue 
requirements of 3.41 per ElC in 1995. You have stated that PCUC believes that 
not greasing up results in iJipoaina em uiatina cust~r•' coats auociated 
with new growth, and I concur vitb your aaalyaia. PCUC ..a&l ... nt does not 
wish to impose these coats on exiatina euat~ra. 

As Exhibit II illustrates, this re¥enue requtre.ent continues to increase over 
time u more and .are new 1rowtb occurs. Tbia will have the effect of leadin1 
to higher rates and leaa rate stability. 

Assignment of Coats 

You have stated that PCUC believes, aod I ccmcur, tbat the tax costa of CIAC 
should be aaaicned in a 8aft0er ccmaiatent vitb the CIAC itself . AI previously 
discuased. the NPV Mtbocl auicna the true ecOIIOIIic coats of CIAC taxes to the 
contributor, givina the contributor the beaeflt of the future tax depreciation 
benefits. 

Cash Flow and Financin& 

Order No. 23541 requests certain info~ticm concernina caab flow and 
financing. Specifically, the order requeats 4.-ou.tration of an actual tax 
l iability, a d.-onatration that aourcea of fuoda are not available at a 
reasonable coat, a caab flow atat ... nt, and a stat ... nt of interest coveraae. 
Under my superviaicm, we bave prepared two acbedulea vbicb present this 
information baaed on ..aunts projected by PCUC for the years 1991 through 
1995 . The source of tbia data and the relatecl notes are PCUC'a projected 
financial data for the years 1991 tbrou,b 1995. The first schedule 
(Exhibit II I) projects the data aasu.tna PCUC ia able to utilize the NPV 
gross-up method to fund CIAC taxes. The second schedule (Exhibit IV) projects 
t he data aaaumina PCUC ia not able to utilise NPV aroaa-up and uses the no 
gross-up method. 

We have performed limited teatina procedures related to PCUC'a forecastina 
system from wbicb tbe data in Exhibit III and Exhibit IV vas obtained. The 
scope of our work waa not deairned to enable ua to issue a report under the 
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reporting standard• u eat&bliabed by the AMrican Inatitution of Certif i ed 
Public Accountanta ("AICPA") for renew of forecaau and projectiona. Aa you 
are aware, the scope of teatinc vbieh would be required in order to allow ua 
to comply vith the AICPA atandarda and iaa~ an examination report covering 
projected data derived froa PCUC'a forecaa t ina ayat .. ia extenaive, and you 
and I decided tbat aucb a level of teatina vould not be coat-effective within 
tne require~~~ents of thia docket. Aecordiql; , ve have not iaaued any fona of 
report related to PCUC'a forecaatina ayatea. 

Bo th Exhibit III (NPV groaa-up) and Exhibit IV (no groaa-up) reflect an 
overall tax liability for PCUC in each of the yaara 1991 through 1995. PCUC, 
therefore, is projected to aatiafy the order'• aini.ua requireaent that 
utilities groaaing up CIAC actually ba .. u .. above the line" tax liability. 

Fo llowing the detenaination of tax liability, a projected suaaarized cash flov 
statement ia preaented. Source a of cub (exclu.d q debt) are net caah flov 
from operationa and CLAC. Uaea of caab (exclu.dina debt) are capital 
additions, CIAC placed in trust, and prepaid taxea and other. 

The net difference between aourcea and uae1 ia borrowinaa or repa,.enta of 
debt. PCUC' a current debt facility cooai1ta of a long-tena rovolving line of 
credit , and thia type of facility ia aaauaed to continue through 1995 . 

Interest Coveraae 

The effect of PCUC's extenaive capital proaraa ia alao evident in the 
t imes-interest-earned ("TIE") ratio. I f not allowed to gross up through 1993, 
PCUC' s TIE ratio would significantly reMin below the FPSC • a preacribed 
tbreabold of 2.00 (Exhibit IV). Only after tbe forecaated rate increue in 
late 1993 doea the TIE riae aligbtly above 2.00 in 1994 and 1995. If allowed 
to gross up CIAC (Exhibit III), the groaa-up fund• collected aignificantly 
reduce requi red debt financing. reaultina in an i•provement in the TIE ratio. 
Al though the TIE ratio ia projected at 2.01 in 1991 and lover in 1992, the 
ratio i s stronger than under the no groaa-up projection. This also 
demonstrates that if allowed to groaa up CIAC, PCUC'a debt borrovinga do not 
exceed currently available faci1itiea until 1995, vhen the TIE ratio will be 
significantly above 2.00. 

As I discussed in my testimony in thia docket, use of a TIE ratio test ia only 
one measure of a company'a overall financial health. However, it doea provide 
an i ndi cation of a company'• ability to aervice ita debt. Aa can be seen in 
Exhi bits III and IV, if PCUC ia not allowed to groaa up ClAC for taxea, ita 
debt borrovinga are aignificantly increaaed and ita Tl! ratio ia aignificantly 
reduced. PCUC i a projectina a TIE ratio below 2.00 even if allowed to groaa 
up CIAC, ~ith the projected TIE ratio •ianificantly deterioratina if tbe 
grosa-up is not allowed . Tbia indicator •upports Pcuc•a deciai on to gross up. 
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Alternative Finaocioc 

Under both the NPV ~roaa-up and no 1roaa-up caaaa, the affect of PCUC't hilh 
level of capital addition• .in 1991 i8 evident, reaultin1 in danificant 
additional debt requir ... nta. PCUC ..aag..ent baa anticipated tbia financing 
requir~nt and .aintained total debt f Lcilitiea of $12 aillion. However, 
under the no gro .. -up cue, PCVC' a availa le debt facilitiea vould be exceeded 
in 1995 by over $4 aillion due entiTely to the requirement to finance taxea on 
CIAC. You have atatecl to • that aourcaa 01. financina to pay theae 
CIAC-relatecl ta:ua have not been obtaiMCI. 

You have atated that a aajority of PCUC'a CIAC ia received fr~ individuala, 
not developen. Tberafora. you have not conaidend developer financina to be 
a viable borrowina aource for funds to pay CIAC taxea. In addition, I agree 
with you that the record-lutapiq raqW.~t• related to n~rou tu.eovoer 
loana are 1eoarally ooerou and not coat-aff•ctive. Evan if debt fioancio1 
froa developer• or hc••owaera vera obtained, the cut.o.er rate effecta of the 
oo groaa-up •tbod would atill apply. 

Baaed upon the above projectlOAa ~ ~lyaia, I uoderatand that PCUC 
mana1eaent balievea that continued autbority to 1roaa up CIAC ia critical to 
the financial haaltb of the eoepany. Baaed upon ., review of tba .. I&M 

projectiona, I qr .. that CIAC 1ro .. -up fuada repreaeot an iaportant and 
•terial source of fUDda durina the projacta4 period and that PCUC • • overall 
financial baaltb would ba ~d if CIAC &roaa-up ia not allowed and the 
corraapondiq required rata iocreaaea to cover the carryio1 coata of financing 
the CIAC taxea are not 1rantad. 

Co!petitive Preaauraa 

You have atated to • that the i .. ua of c011patitive preaaurea vaa con.aidered 
in the developaant of PCUC'1 coocluion that it oeeda to groaa up, but it waa 
not a aignificant factor in ..tina that date~nation. 

s~ 

After haviq conaidered and evaluated the previouly deacribed facta and 
circwutance1 of PCUC and in viev of tba current aervice availability policies 
io Florida, I concur with your po1ition that a HPV groa1-up of CIAC ia needed 
for PCUC and I believe your poaitioo ia vell aupported and cooaiatent with the 
guideline• deacribad in Order No. 23541. I uodeutand your aelection of the 
NPV grou-up over a full 1rou-up il baaed on -.naa.-.nt 'a poaition that the 
NPV method more appropriately balance• tbe iotereata of all partiea, 
particularly the contributor•, and I concur vitb tbia poaition. Aaain, my 
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conclusions are ba.ed upon the particular facta and circumatancea of PCUC aa 
described herein and do not repreaent a aeneral eodora ... nt by me of the need 
fo r all utilitiea to groaa up or the preferabilitJ in all caaea of one 
gross-up method over another. 

Very t 11 JOura, 

' co. 

~ L. Elliott III 
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ATLANTA, GEORGIA 

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 

To the !ruateea of 
ZF Steerina Gear (U.S.), Inc./ 
Lemforder Corporation 
Retirement and Savina• Plan: 

~e were engaged to audit the accompanyina statement of net aaaets available 
!or plan benefits of the ZF STEERING GEAR (U.S.), I~C./LEMFORDER CORPORATION 
~EIIREML~T AND SAVI~GS P~~ aa of December 31, 1990, the related atate .. nt of 
changes in net aasets available for plan benefits for the year then ended, 
and the supplemental schedules of inveatments a nd reportable transaction• aa 
of and fo r the year ended December 31, 1990. These financial atatementa and 
schedules are the reaponaibility of the Plan'• manaaement. 

As permitted by Section 2520.103-8 of the Department of Labor Rule• and 
Regulations for ieport i na and Oiacloaure under the Employee Retirement Inco111e 
Securi ty Act of 1974, the plan administrator inatructed ua not to perfora, 
and we did not perform, any auditina procedure• with reapect to the 
information summarized in Note 4, which waa certified by Fleet Bank of Maine 
and Sovran Bank, N.A., the cuatodiana of the Plan, except for comparinc the 
i nformation with the related information included in the financial state .. nta 
and supplemental schedules. We have been i nformed by the plan administrator 
:hat t he cus todians hold the Pl an ' s i nveatment as•ets and execute inveatment 
:ransact i ona. The plan administrator baa obtained a certificat i on f rom the 
custodian• aa of and for the year ended December 31, 1990 that the 
i nformat i on provi ded to the plan adminiatrator by the cuatodiana ia complete 
and accurate . 

Because of the significance of the informatioft that we did not audit, we a.re 
~nable to , and do not, express an opinion on the accompanyi ng financial 
s tatements and schedulea taken as a whol e. The form and content of the 
:nformat i on included in the financial st&tements and schedul es, other than 
:nat derived from the informa t ion certified by the cus todians, have been 
aud ited by us in acco rdance with generally accepted audit ing standards and, 
in our opinion , are presented in compliance with the Department of Labor 
~ules and Regulations for Reportina and Diacloaure under the Employee 
~et ire~~t Income Secur ity Act of 1974. 

June 6, 1991 



1989 TAXABLE INCOME FROM CIAC AND 
GROSS-UP AMOUNTS 

r----.. --------------- Palm ~ Ud.Hty Cc:Jrp. r-------------- Florida atica w~~er <:o. 
,------------- Oulf'Udli&J' ~ 
I ... ----------- Soudlem S... Ueilidel lllc. 
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II 
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I • I ' I ... ------------- Bql8 Ridp lJtiJitia, Inc. 

l 1 I .------------ Pcn1a Utilities. Inc. 
I I I I .---------- Narda Ft. M-Utility I I I I ~--

1 I I I ... -------- Bl Aa- CcJrp 
I 1' I I I .------- s...., ulili*'.anc. 
I I I l I 
I I I I I 

I I I I 
I 

The above c:lala wu derived by the Company. 

EXIIIBIT I 



EX IIIOIT II 

PALM COAST UTILITY CORPORATION 

Difference in Customer Revenue Requirements: No Gross-Up Over NPV Gross-Up 
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SOURCE: 1bc lbove papla waa de¥cloped from PCUC projocted financial data for tbe 
ye~n199llbroupl995. 



PAUl OOAST tm:Lm QOUORATION 

IILIC'1"P rDIAICJAL DATA 

EDIIIT III 
Pqe 1 of 4 

ASsmtDIC N!'1' PlliSarr VAUJI GIIQII-UP or cpmtliU'llCIII IM Am OJ' CIOIIS'I'ItOCTION 

(lD '"'ouiiDdl, lacept btlo.) 

Projected Year ED4ed Dec:.-.r 
A4tu.l 

l 'HO 1991 1992 1993 

CllRREHI' TAX LlAII LITY: 
Pretax book iocc.e • t S4 • 1,270 • 496 $1,413 
Contributions ~bject to cro.s-up 2,232 3,147 3,366 4,318 
Other contributions 1,523 l,H2 2,056 2,120 
Grosa-up cootributioaa 410 1,013 1,014 1,391 
Other ti•inc differeac .. , net 695 (1,617) (1,123) (2,171) 

TAXABLE INCl»l£ aa.JM a ~.zz~ u.w &Z...Qifa 

INCOME TAXES AT 37.63~ (~) ILm a a1ul J1.W ~ 

StiiWUZ!D CASII FLOW STATIXIIfT: 
Sources (uc1udin& debt): 

Grosa-up cootributiooa • 410 • 1,013 $1,014 S1,391 
Net cash flow frc. operatiooa 2,971 1,797 1,351 1,152 
C.OOtributiona received 3,105 5,109 5,422 6,431 

Toul receipts 7,263 7,919 7,157 9,611 

Uses (excludin& debt): 
Capital additiooa <s,461) (12,743) (3,601) (5,661) 
Cootributiooa placed io trut (6H) (ll!S) (132) -<151) 
Prepaid taxes aod otber (1,61S) (1,239) (1,717) (1,120) 

Total uses (7,767) <14,797) (6,157) (1,332) 
---

(IM»UWWIHGS) REPAYMDll'S OJ' DDT ~.....UQt> "•••za> u..zgg I1..J!a2 

YEAR-END DEBT 8AUMCE .... llLtfU ~ ~ 

Itn'EREST COVERAGE: 
Pretax boolt ioc~ • 954 • 1,270 • 496 $1,413 

Less AfUDC <162) (lOI) (51) (39) 

7t2 H2 445 1,374 
Add debt interest 364 tS4 1,267 1,017 

EARNINGS BEFORE lN'l'EUST ~ TAXIS au.M • 1.116 ~ aa.w 
DEBT Itn"EREST LJM • ~~ &1..W IJ..M2 
"TIMES Itn"EREST EARNJ!I)" RATIO 1.JI ~ .1...U 1,J.i 

The above selected data were dUhed fn. pa-ojectioaa de¥eloped by tbe 
ca.paoy. See ac:eCIIIpaftYiDI ..-uy of siplficact projectioo U8UIIptioaa. 

1994 
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1995 

s 2,999 
4,302 
2,109 
1,315 

(3 ,410) 
---
1 z.~~ 

aa.zu 

s 1,315 
2,914 
6,41 1 

---
10,710 

----
( 11,029) 

(131) 
(1,314) 

(13,111) 

a<a.4Ql) 
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---
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I ~~~·~ 
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PALM COAST UTILITY COUOIATIOB 

SUMMARY OF SIGNIFICANT PIQJICTION ASSUMPTIONS 

YEARS ENDED DECEMIEI 31, 1991 THROUGH 1995 

NET PUSINT VALUE GlOSS-UP 

EXHIBIT III 
Pa&e 2 of 4 

This projected selected financial data repreaenta, to the beat of manaa..ent's 
knovledae and belief, the ca.paDy'a proje · ted reaulta for the aelected data 
presented durina the projection period, aaa·..toa aroaa-up of contribution• in 
aid of conatruction for inca. taxea uaina the net preaent value arou-up 
method ( ''NPV aroaa-up"). Accordiqly, the projected data reflect& 
management's jud.-nt u of October 23, 1990, the date of thia projected data, 
of the expected conditione and ita expected courae of action if CIAC vere 
grossed up for inca.. taxea, &I reviaed for tbe effecta of 1990 actual 
results. The projected data ia deai~Qed to provide infor.ation to the Florida 
Public Service Ca..iaaion aa required UDder Order Ho. 23541. Accordinaly, 
this projected data should not be uaed for any other purpose. The auuaptiona 
disclosed herein are thoae that ~t beli.v.a are ai~Qificant to the 
project,.d data; however, ..aaa~t baa aot received authorisation of the FPSC 
to gross up CIAC for inca.. tasea duriq tbe projection period. There will 
usually be difference& between projected aDd actual reaulta becauae events and 
circumatancea frequently do not occur u expected, and thoae difference• may 
be material. 

1 • SmtWlY OF SIGNIFICANT ACCOUMTIMG POLICIES 

The significant accountinc policiea are the .... u those diaclosed in the 
company's financial statements for the year ended Dece.ber 31, 1990. 
Those financial atatements should be read for additional info~tion 
(Exhibit V). 

The accountina treatment for the effects of arosaina up CIAC for inco .. 
taxes are the .... u those required by the FPSC in Order No. 23541, 
except t hat prepaid deferred inca.. taxes reaultina fro• CIAC are treated 
as a component of rate bue. On October 16, 1990, the co~ny filed a 
mot i on requaatina the FPSC t o reconaidar the capital atructure 
normalization provisions of the order. 

2. INCOME TAXES 

Income taxes are co~ted at the atatutory rates in effect at October 23, 
1990. 
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For 1991 and 1992, cuato .. r ratea are forecaat uaina ratea currently in 
effect plua an annual operatiq aDd •lllteA&Ace iadexiq factor 
approx~tin1 21. Uaa1• ia forecaat baaed OD --.~t' • .. ti.atea of 
future cuata.er uaaae aa followa: 

Uaaae per reaidential cuat~r ia conatant at 139 1allona per EIC 
per day. 

New cuatomer growth il forecaat oued on forecaata provided by the 
coepany' a a.ffiliate, ItT C~ity Develos-mt Corporation. 

The pro jectiona aaau.e a rate caae in 19~3, reaultina ia a rate iacreaae 
of 131 for water takin1 effect aa an later~ iacreaae in S.pt.-ber 1993. 
Tbia would reault in fully c~tory ratea for water aervice. No 
increaae ia projected for aewer ratea. 

Uaqe, cuato.r ,rowth, and the amwal opera tina aDd Mintenaace indexiq 
factor are expected to continue tbe treada fro. 1991 and 1992, aa 
di acuaaed above with the 1993 rate caae rate• aa a baae. 

4 . OP!IATING AKD MAIHTIJWfCE DPINIU 

Operatins and •intenance expeaaea are forecaat to iacreaae a• warranted 
by the d..anda of cuato.er 1rowth to proYide aafe and adequate aervice. 
Inflation ia expected to iacr ... e coata at 51 per year. 

5 . GOAIAHT!ED UV!NUES 

Guaranteed reveauea are ia effect throuab June 1991, the date the 
underlyina asre...at, • • ...aded, te~aatea. 

6 • USED AND USEFUl. PDCEN'IAGES 

Uaed and uaeful percental•• of coat of aervice and rate baae are forecaat 
conaia tent with the •tbodolOIJ uaed ia Order Ho. 22843, the cOIDp&Dy' e 
moat recent rate order. 

7 • CAPITAL ADDITIOMS 

Capital expenditure• f or additional water and vaatewater trea~t 
capacity are f orecaat to provide approxt.ately a aix-.oath lead tt-8 in 
ex.ce .. trea~t capacity . Capital additi ona i n 1991 i nclude conatruction 
of the fira t t~illion-salloo-per-day pbaae of a water treat.ent 
facility and appurteaancea t otalina approxiately $7 .tlli on. 
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Expenditure• for ayatem atrenstbeaiq aDd/or •in utenaiona to aerve 
additional seneral aervice requi~t• are forec:aatecl buecl u d~a 
placed upon the water and aever ayat• are broqbt about by cuatOMr 
growth. 

8. LONG-TERM DEBT 

Lona-terw debt conaiau of a revolviq lons-terw facility witb intereat 
baaed on projected LIBOR ratea. 

9. CONTRIBUTIONS 

Contributiona not aubject to sroaa-up incl~~ prepaid aewer CIAC plaeed in 
truat and prepaid water CIAC whicb relate to a.ouata collected prior to 
the tt.e b~dte purcheaera connect to tbe water and aewer ayat- by the 
ca.pany'a affiliate, ITT C~ity Develo,.ent Corporation. 

CIAC sroaa-up ia ca.puted in accordance vitb tbe aet preant value 
aro .. -up •tbod .. apecifiecl in nsc order Jlo. 23541. 

10. SIGNIFICANT VAIIATIOlf !XPLAIIA1'10!8 

Tbe followiq esplaina the cauae of aipificant .ariationa which occur in 
the projected yeara: 

The deer ... • in pretax book in~ fro. 1991 to 1992 ia the re&ult 
of the taraination of the collectioa of suaranteed revenue• in 
.td-1991 {Mote 5) aDd a aiplficaDt iacreeae in intereat expenae, 
net of allowance for funcla uaecS cl\ll"ina COGatruction {"AP'UDC") • 
upon eonatruction of a 2 .tll~loa-per-day ("MGD") water 
treatMnt facility durin& 1991 (IOte 7). 

Tba increaae in pretax book incoee fro. 1992 to 1993 and fro. 1993 
to 1994 ia a reault of a projected inter~ rate increue in 1993 
and a final rate increue in 1994 (Jiote 3). 

The larae ..aunt of 1991 capital a&litlODa ia due to conatruction 
of a 2 MGD water trea~nt facility to ... t capacity require8enta 
(Mote 7). 

Tbe 1arse ..aunt of 1994 and 1995 capital additiona ia a reault of 
projected conatruction of a l teD waatewater trea~nt facility, 
includina effluent dilpoaal in order to ... t projected capacity 
requir-.nta. 
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EXHIBIT IV 
Pqe 1 of 4 

Projected Year IDded Dec.-ber 31 
N:.tul 
1!!9 1M1 1!!2 1993 

a.Drr nx LUaiLtn: 
Pret- book u.cc.. • 954 • 1,2.25 • 331 • 1,160 
Cl:mt ri but ioas subject to ~s -up 2,212 
Otbe:r coct r i but ioaa 1,523 5,109 5,422 6,431 
Grocs-c;p c:aot r i but iODS 410 
Ot:ber t ~ diffenat:es, oet 695 (1,697) <l,N3) (2,233) 

T tltBU IKIIE ~ a t,nz 1 a,pz I 5,¥5 

DCDE nus Al' 37 , 611 <aco~JC> aa...w I Llt5 I L$59 I 2,Ql9 

sa-·· rn:n CI.SI now S'tA2"DDIIIff: 
Suu:a c:es <a d udillc debt ) : 
~ c:aotributioas • 410 • - • - • --t ~ flow fro. operat iODS 2,911 1,7Co0 1,241 1, 711 
Cl:mt n but lOllS reccei ftld 3,105 5,109 5,422 6,431 

Tota l receipts 7,26S 6,149 6,670 1,149 

o.s (adadiJic debt ) : 
c.p1 Ul ... it i4DS (5,461) (12,743) (1,601) (5,661) 
~rit.ti4DS p1aeed io tnast (ttl) (115) (132) (15!) 
PrepU4 ~ IIDd otMr (1,613) (716) (1,241) (1,2.21) 

ToUl ~ (7,767) (14,,..) (5,611) (7,733) 

< .-.nss) UP ADmitS Cl DIIIT l.,UM> IUs .a~> • Ill a ~&6 

TU&.....fJI) IDr lA! HCf ..... 112 gap au,gn ug,u> 

!:WlEJtESJ CDI'IIlMZ: 
~book~ • 954 • 1,22.5 • lll • 1,160 

Lea AI'CXIC (162) (301) (Sl) (39) 

7t2 917 2.17 1,121 
A4d ctebt ~ ,.. Ml 1.314 1,303 

---
~VAl u.aL.£ £Aa'I.:s i1....1J6 ILW a a ,•n a 2 ofe24 

DEBT DtiUU"f ~ • U& I ,,. a 1 ~~ 

-rna:s llftiii!SJ !ADIED" IAnO 1.nJ.I 1.U ~ 1.li 

1be abowe Mlected clata were clerhed fro. projec:tioas deft1oped by tbe 
CCIIII*JY· s.. KCOIII*IJiQI ~ ol sipiflcaat projectioo ...-ptiODS. 

1994 1995 

• 2,114 • 2,572 

5,251 6,4~1 

(2,669) (3,397) 

I to,ZZl a 5,5M 

• 1.196 • 2, 1Q2 

• - • -2,426 2,791 
5,251 6 ,loll 

---
7,614 9 , 209 

(1,301) ( 11,029) 
(857) (831) 
(512) (?CoO) 

(9,747) (12,607) 

au.Pi~> au.~aa> 

an,zn au,au 

• 2 ,1J4 • 2,572 
041) <353) 

---
2,043 2,219 
1 , 406 1, 739 

---a l.4fs9 a l,t5e 

I l.iQA I lnU2 

~ ~ 
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This projected aelected financial data repreae~ta, to the beat of aana& ... nt'a 
knowledge and belief, the ca.paay•a projected reaulta for the aelected data 
presented durina the projectioa period, aaa iq DO aroaa-up of contribution& 
i n aid of conatruction for inca.. tax.a. Accordlnaly, tbe projected data 
reflecta manaa-nt'a jud.-nt aa of October 13, 1990, tbe date of thia 
projected data, of the expected coadltlona aDcS ita ezpected courae of action 
if CIAC were not 1roaaed up for laca.e taxea, aa reviaed for the effecta of 
1990 actual resulta. Tbe projected data ia duiaMd to provide infor.ation to 
the FPSC aa required under Order No. 23541. iaconlf.GalJ, tbia projected data 
should not be uaed for any other purpoae. Tbe uau.ptiooa dlacloaed herein 
a re thoae that .an&&e88llt believea are aiiQiflcant to tbe projected data; 
however, ..naa..ant baa decided or been required to aro•• up CIAC for inca.& 
taxea. There will uaually be differeacea between projected and actual reaulta 
becauae eventa and circ~tancea frequeatlJ do oot occur aa expected, and 
those difference• .. Y be .. terial. 

1 . SIMWlY OF SIGNIFICANT ACCOUHTI!fG POLICIIS 

The significant accountina policiea, except for tbe accountiq treat.ent 
for the effecta of DOt sro .. ina up CIAC for loco. tax.a, are the a&M aa 
thoae diacloaed in tbe C08P&llY'• finaocial atat~ta for the year ended 
Dec.-ber 31, 1990. Tboae financial atat..anta abould be read for 
additional infor8ation (Exhibit V). 

The accountina treatMnt for the effecta of DOt aroaaina up CIAC for income 
taxea are the .... aa thoae required by tbe FPSC in Order No. 23541, except 
that prepaid deferred inca-a taxea reaultiac fro. CIAC are treated aa a 
co.aponent of rate baae. On October 16, 1990, tbe cc.pany filed a motion 
requeating the FPSC to recon.ider the capital atructure nor.ali&ation 
proviaiona of the order. 

2 . INCO!'!E TAXES 

Income taxea are computed at the atatutory ratea in effect at October 23, 
1990. 



3 . CUST<l"'E.R RATES 

EXHIBIT IV 
Paae 3 of 4 

fo r 1991 and 1992, cuatomer ratea are foreeaat uaina ratea currently in 
effect plua an annual operatiq and •iDteaaACe indexina factor 
approxt.&tina 21. U1aae i1 forecaat baaed on -.oac ... nt'1 eatimate1 of 
fut ure CUito.er uaaae as followa: 

Usaae per reaidential cuata.er i1 conatant at 139 gallona per ERC 
per day. 

New cuatomer growth is forecaat ~ed on foreca1t1 provided by the 
company's affiliate, ITT C~icy Develo~t Corporation. 

The projectiona aaa~ a rate caae in 19~3 re1ultina in a rate increaae of 
lSI for vater, takina effect aa an interim inereaae in Septe.ber 1993 and a 
f i nal i ncreaae in 1994. The effect of oot aroaaina up CIAC for inca.e 
t axes re1ult1 in 21 of the above water rate iocr..... Tbia would reault in 
fully ca.penaatory ratea for water aervice. No increaae ia projected for 
sewer rat.ea. 

Usqe, cuato.r arowth, and the annual cperatina and •intenance indexinc 
factor are expected to continua the treoda fro. 1991 and 1992, aa diacua1ed 
above vitb the 1993 rate caae rate1 aa a bale. 

4. OPERATING AND MAINTEMANC! EXPENSES 

Operating and .. intenance expenaea are forecaat to increaae aa warranted by 
the d..ands of cuatoaer growth to provide aafe and adequate 1ervice. 
Inflation ia expected to increaae coati at 51 per year. 

5 . GUAIAHT!ED UV!NU!S 

Guaranteed revenuaa are in effect tbrouah June 1991, the date the 
underlying agr....ot, aa amended, teraioatea. 

6 . USED AND USEFUL PERCENTAGES 

Used and uaef ul percentase• of coat of aervice and rate baae are forecaat 
co~istent with the metbodoloay uaed in Order No. 22843, tbe company's moat 
recent rate order . 
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Capital expenditure• for additional water and waatewater treatment capacity 
a re forecaat to provide appro•!.ately a •ix-.ontb lead tt.e in exceaa 
t reatment capacity. Capital additiona in 1991 include conatruction of the 
fi rst two-million-gallon-per-day pbaae of a water treatment facility and 
appurtenances totaling approximately $7 million. 

Expenditure• for ayatem atrengtbenina and/or main extenaiona to aerve 
addi t i onal general aervice require .. nta are forecaated baaed aa demanda 
placed upon the water and sewer ayate. a r e brought about by customer growth. 

8 . LONG-TERM DEBT 

Long-term debt conaiata of a revolvina lone-term facility witb intereat 
baaed on projected LIBOR ratea. 

9. SIGNIFICANT VARIATION EXPLANATIONS 

The following explain• the cauae of aipificant va.riationa wbicb occur in 
tbe projected yeara: 

The decreaae in pretax book inca.. fro. 1991 to 1992 ia tbe reault 
of the termination of tbe collection of cuaranteed revenue• in 
mid-1991 (Note 5) and a aicnificant increaae in intereat expenae, 
net of AFUDC, upon conatruction of a 2 MCD watar treat8ant facility 
during 1991 (Note 7). 

The increaae in pretax book inca.. fro. 1992 to 1993 and fra. 1993 
to 1994 ia a reault of a projected intert. rate increaae in 1993 
and a final rate increaae in 1994 (Hote 3). 

The large amount of 1991 capital addition& ia due to conatruction 
of a 2 MGD water treatment facility to ... t capacity requirement• 
(Note 7). 

The large amount of 1994 and 1995 capital addition• are a reault of 
projected construction of a 1 MGD waatewater treatment facility, 
including effluent diapoaal in order to ... t projected capacity 
requireJMnta. 



Hr. ioy W. Likina 
President 

Aln'BuB A.NnzaaBH 8c Co. 

PaU. Coaat Utility Corporation 
Tvo Utility Drive 
Pal• Coaat, Florida 32137 

Dear ftr. Likiu: 

100 Pa.c:IITII- STmriiT, N .E. 
A 'l'l.oUI'rA. OaoJIOIA 00000 

(404) 6&8-l~ 

April 30, 1991 

Thu letter ia written in reapoDH to ~ N41UU tbat -. review aDd ~t 
certain •ttera a .. odated witb rata C:O..t Utility Corporation'• ("rcuc") 
petition filed in reapoaae to Ploricla Public lemce ec-t .. ion (••rrsc .. ) Order 
No. 23S4l in Docket Mo. 860184-PU for contiAued autbority to aro•• up 
c.ontributiona in aid. of conatruction ("CIAC") for iocoee tuea uaiq tbe net 
present value (''HPV") •tbocl. Tbia letter auperaedea ., previoua letter dated 
October 23, 1990 aDd ia aolely for uae by rcuc in petitioniq tbe FPSC for 
continued authority to aroaa up CUC Wlina tM llf9 •tbod aDd ia DOt to be 
used, referred to, or d.iatributed for any otlaer purpoH or to any otber party. 

M you are aware, I .. a partner in Artbur AaMraea ' Co., a Una of 
i ndependent public accountant•, at 133 feacbtree Street, H.!., in Atlanta, 
Georpa. I .. currently a partner in tbe eaeqy aDd telec~icationa 
practice of the Atlanta office of Artbur Aaderaea ' Co. I bave previoualy 
presented teati.mony in Docket Mo. 860184-PU, UDder wbicb Order No. 23541 vu 
i uued. 

I o tbia l etter , I vill discuaa certain facta aAd circu..tancea of PCUC, u 
maoac~t hu preaented. tb• to •• and tbe application aDd relevance of 
theae facta and circ~tancea to .anaa..eot'a deciaion to requeat continued 
author i ty to aroaa up CIAC vitbio tbe auid.elioea diacuaaed in Order No. 23541 
and t be considerations I identified in 1111 earlier teati8ony related to tbia 
docket . The i nfocwati.on provided to me baa DOt been au4ited, altbouab ve bave 
per fo r.ed certain lLaited teatina of PCUC'a forecaatiaa ayat .. diacuaaed later 
in tbis letter. 
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Order ~o. 23541 states that "the need for aro .. -up should be determined on a 
case- by-case basis, baaed upon the facta and circu..tancea peculiar to each 
uti l ity." The important factors which euat be considered in making the 
aecision to gross up include: 

Fai rness of the charge to the custc~r, the contributor, and the 
utility. 

2. Effect of the decision on lona-run custumcr revenue requirements. 

3. Rate stability. 

4 . Assignment of coats to coat causes, includina coat of new growth 
policies. 

5. The utility's cash flow and availability of alternative financina 
sources. 

6 . Competitive pressures, including potential byp .. a issues. 

Following is a brief discussion of each of the•• conaiderations as they relate 
to PCUC and the information you have provided me. 

Fairness of the Cbar1e 

Fairness is, of course, a subjective deter.ination. In the case of CIAC tax 
funding , the fairne•• to the custa.er, the contributor, and the utility mu.t 
be considered. You have stated that in your opinion, the NPV gross-up is the 
most fa ir method in the case of PCUC, as it achieves what you believe to be 
the best balance of the interest& of all three parties (the customer, the 
contributor, and PCUC) affected by the decision. 

I understand you have selected the NPV method because you believe it to be a 
fair method of collecting the cost of taxes attributable to CIAC. As I stated 
in my testimony in Docket No. 860184-PU, the NPV aroaa-up method is a fair 
method to the customer, the contr i butor, and PCUC. As a revenue-neutral 
method, ~V gross-up is fair to t he customers. Since only the carrying coats 
associa t ed with the taxes on CIAC are collected from the contributor, NPV is 
fa i r to the contributor. As I te s t ified i n the Docket No. 860184-PU hearing, 
the ca r ryi ng cost of financing the taxes on CLAC are the true economic costs 
since the taxes are recouped through future tax depreciation benefits . PCUC 
i s made whole on the carrying cos t a of financina the CIAC taxes, and the 
financing of those taxes is not an unreasonable burden on PCUC; therefore, the 
SPV gross-up is fair to PCUC. In the caae of PCUC, the relative importance of 
CLAC to the customer and the Company is ma&nified, since, baaed upon data you 
have supplied to me , PCUC collects more CIAC tban any other FPSC-reaulated 
wate r and wastewater utility which grosses up (Exhibit I) . 
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Customer Revenue ieguirementl and Rate Stapility 

As was discu.sed by me and other witnea1e1 d~-iaa the bearin& related to 
Docket No . 860184-PU, the NPV gro .. -up •tbod of fundiq CIAC taxe1 h revenue 
neutral and the no grosa-up method create• a future cuat~r revenue 
requi rement. The iuue then ia tbe bieber c..._ .. ~r revenue requir ... nts in 
the no gross-up environmer t ca.pared to wbat t~ ey will be if PCUC continue• 
its present policy of NPV groat-up. Due to tbe ~ lative Laportance of CIAC to 
PCUC , if PCUC were not allowed to aroas up, cuata.er revenue requirements will 
be cumulatively $921,000 higher over tbe next five yeara. Thia is graphically 
illustrated by Exhibit II. This represents an increaae in cuata.er revenue 
require..uu of 3.4% per ERC in 1995. You baw 1tated tbat PCUC believes that 
not grossing up reaulta in t.poaina on exiatinc cuata.era' co1t1 1110ciated 
with new growth, and I concur with your aoalyail. PCUC -.naae-nt does not 
wish to impose theae cotta on exiatina euato.era. 

,._. Exhibit II il1uatrate•, thil revenue requir~t continual to increaae over 
t~ as more and more new growth occurs. Tbi1 will bave the effect of leadin& 
to higher rates and le11 rate atability. 

You have stated tbat PCUC believe1, and I concur, tbat the tax coats of CIAC 
sbould be aaaianed in a aaanner conailteot with tbe cue it .. lf. AI previoualy 
discuaaed, the NPV .. thod astian- the true ecoao.ic coata of CIAC taxea to the 
contributor, givin& the contributor the benefit of the future tax depreciation 
benefits. 

Cash flow and Finaneina 

Order No. 23541 requeata certain inforJMti.oo coocernina cash flow and 
financ ing. Specific.ally, the order requeata d.-onatration of an actual tax 
liability, a demon1tration that sourcea of fuadl are not available at a 
reasonable coat , a caah flow atat.-nt, and a atat.-.nt of interest coverage. 
Under my supervision, we have prepared t wo aebedules which present this 
i nformation baaed on amounts projected by PCUC for the yeara 1991 through 
1995. The source of thi1 data and the related ootea are PCUC's projected 
financial data for the yeara 1991 throucb 1995. The first schedule 
(Exhibit II I) project• t he data aaauaina PCUC ia able to utilize tbe NPV 
gross-up method to fund CLAC t axea. The aecond • cbedule (Exhibit IV) projects 
the data assuming PCUC i• not able to utilize HPV gro11-up and uaea tbe no 
groaa-up method. 

We have perfor.ed limited teatin& procedure• related to PCUC'a forecaatina 
system from which t he data in Exhibit III and Exhibit IV waa obtained. The 
scope of our work waa not detigned to enable Ul to iuue a report under the 
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reporting standards as establiahed by the American Inatitution of Certif i ed 
Public Accountanta ( "AICPA") for review of foreca1t1 and projectiona. M you 
are aware, the scope of testing which would be required in order to allow u. 
to comply with the AlCPA standard• and itsue an examination report coverina 
pro jec ted data derived from PCUC't forecut i q ayttem is extensive, and you 
and I decided that auch a leve l of teatiq vould not be colt-effective within 
t he requirementa of this docket. Accordinclr , we have not haued any for. of 
report related to PCUC's forecaatinc tyat ... 

Both Exhibit Il l (NPV groaa-up) and Exhibit IV (no aroat-up) reflect an 
overall tax liability for PCUC in each of the yeara 1991 through 1995 . PCUC, 
t herefore , ia projected to aatiafy the order'• •inLDua requirement that 
uti lit ies grouina up CIAC actually have an "above the line" tax liability. 

Fol l owing the determination of tax liability, a projected •~riaed caab flow 
statement ia preaented. Source• of caab (exeludinc debt) are net caah flow 
~rom operationa and ClAC. U•ea of cub (exeludinc debt) are capit.al 
additions, CIAC placed in truat, and prepaid taxea and other. 

The net difference between toureea and utea ia borrovinaa or repayment• of 
debt. PCUC'a current debt facility contiata of a long-term revolvinc line of 
cred i t, and thia type of facility ia a•au.ed to continue through 1995. 

Interest Coverase 

The effect of PCUC's extenaive capital prop-aa h alao evident in the 
times-interest-earned ("TIE") ratio. If not allowed to aroas up through 1993, 
?CUC's TIE ratio would sianificantly reaain below the FPSC's prescribed 
threshold of 2.00 (Exhibit IV). Only after the forecuted rate increase in 
l a te 1993 doea the TIE riae slishtly above 2.00 in 1994 and 1995. If allowed 
to gross up CIAC (Exhibit III), the groat-up fundi collected sianificantly 
reduce requi red debt financina, resultina in an improvement in the TIE ratio. 
Al though the TIE ratio is projected at 2.01 in 1991 and lover in 1992, the 
ratio is stronger than under the no aroaa-up projection. This also 
demonstrates t hat if allowed to gross up CIAC, PCUC's debt borrowings do not 
exceed currently available facilities until 1995, when the TIE ratio will be 
s igni ficantly above 2.00. 

As I discussed i n my testimony in thia docket, u.e of a TIE ratio test is only 
one measure of a company's overall financial health. However, it does provide 
an indication of a company's ability to service its debt. As can be seen in 
Exhibits III and IV, if PCUC is not allowed to aroat up CIAC f or taxes, ita 
debt borrowi nga are signi f i cantly increaaed and itt TIE ratio is significantly 
reduced . PCUC is projectina a TIE ratio below 2.00 even if allowed to gross 
up CIAC, with the projected TIE ratio sianificantly deteriorating if the 
gross-up is not allowed. This indicator supports PCUC's decision to gross up. 
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Alternative Financing 

Coder bot h the NPV groaa-up and no aroaa-up cc• ... tbe effect of PCUC'a hiah 
level of capital additiona in 1991 ia evident, re1ultin1 in ai&nificant 
additional debt requir...ata. PCUC -.aaa...at baa anticipated thia financing 
requirement and .. intaiaed total debt facilit~~• of $12 •illion. However, 
unde r the no groaa-up caae, PCUC'a available d t facilitiea would be exceeded 
in 1995 by over $4 •illion due e~tirelJ to the r ouire.eftt to finance taxea on 
c lAC . You have • tated to me that aourcea of t inanciq to pay theae 
CIAC-related taxea have not been obtained. 

You have stated that a .. joritJ of PCUC'a CIAC ia received fro. individual•, 
not developera. Therefore, JOU have aot coaaldered developer financing to be 
a viable borrowina aource for fUDdl to PlJ CIAC taxea. In addition, I aaree 
with you that the record-keepina requi~ta related to nu.eroua ~owner 
loans are generallJ ooeroua and aot coat-effective. Even if debt financin1 
fr~m devel oper• or ~r1awu.ra were obtained, tbe cuatorer rate effectl of the 
no gross-up aetbod would atill applJ. 

Based upon the above projactioaa aDd aa&lJiil, I underatand that PCUC 
management believea that continued autboritJ to aro11 up CIAC il critical to 
the financial health of tbe COIIJPADJ• Baaed upon ., review of thue , ... 
projection•, I aaree that CLAC ,roaa-up fUDda repreaent an Lrportant and 
material source of fuada duriq tbe projected period aDd that PCUC' • overall 
financial health would be bar.ed if CIAC aroaa-up il not allowed and the 
corresponding required rate increaaea to cover tbe carr,iq coats of financing 
the CIAC taxes are not aranted. 

Competitive Preaaures 

You have stated to me that tbe i11ue of competitive prea1ures waa conaidered 
in the develol881lt of PCUC'a concluaion that it need& to aro11 up, but it waa 
no t a significant factor in -.kiq that .. ~tion. 

SWlllll&ry 

After having conaidered and evaluated tbe previoualy deacribed facta and 
circums tance• of PCUC and in view of t be current aervice availability policies 
in Florida, I concur with your poaition that a NPV grou-up of CIAC ia needed 
fo r PCUC and I believe your po1ition ia well aupportcd and conaiatent with the 
guidelines deacribed in Order NO. 23541. I underatand your aelection of the 
NPV gross-up over a full aroaa-up ia baled on ranacerent'a poaition that the 
NPV method more appropriatelJ balaneea tM intere•ta of all partiea, 
particularly the contributor•, and I concur witb thia poaition. Acain. my 
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onclusions are baaed upon the particular facta and circu.atancea of PCUC aa 
desc r ibed herein and do not repreaent a seneral eodoraeaent by me of the need 
~or all utilities to grosa up or the preferab ' tity in all caaea of one 
, r oss-up method over another. 

Very t~ty yours, 

AITIIU'l ANDDSEN ' CO. 

~ L. Elli ott III 



ARTHUR ANDERSEN & Co. 
ATLANTA, GEOROIA 

REPORT Of INDEPE~DENT PUBLIC ACCOUNTANTS 

To the T~u1tee1 of 
ZF Steer i ng Gear (U.S.), Inc./ 
~emforder Corporation 
Reti~ement and Savinsa Plan: 

:.:e ·,..e ~e engaged to audit the accompanyina Jtatement of net aueta available 
fo ~ ?:an benefits of the ZF STEERING GEAR (U.S.}, I~C./LEMFORDER CORPORATION 
~EI IRL~~T AND SAVINGS P~~ aa of December 31, 1990, the related statement of 
changes in net assets available for plan benefit• for the year then ended, 
and the supplemental schedule• of inveatments and ~•portable transaction• aa 
of and fo r the year ended December 31, 1990. Theae financial statements and 
schedules are the responsibility of the Plan's manaaement. 

As permitted by Section 2520.103-8 of the Department of Labor Rules and 
Regulations for Reportina and Discloaure under the Employe• Retirement Income 
Secur i ty Act of 1974, the plan administrator instructed us not to perform, 
and we did not perform, any auditing procedures with respect to the 
i nforma tion summarized in Note 4, which waa certified by fleet Bank of Maine 
and Sovran Bank, N.A., the custodian• of the Plan, except for romparina the 
i nformation with the related information included in the financial statements 
and supplemental schedules. We have been informed by the plan administrator 
:hat the custodians hold the Plan's i nvestment assets and execute investment 
:ransactions. The plan administrator haa obtained a certification from the 
custodians as of and for the year ended December 31, 1990 that t he 
infor~Ation provided to the plan administrator by the custodians i s complete 
and accurate . 

Because o f the sianificance of the information that we did not audit, we are 
una ble to , and do not, express an opinion on the accompanyins financial 
s ta tements and 1chedulea taken as a whole. The form and content of the 
~ nf o rmation included in the financial st•tements and s chedules, other than 
:ha t derived from the i nformation certified by tile custodians, have been 
~udited by us in accordance with general l y accepted auditing standa~ds and, 
in our oo inion, are presented i n compliance with the Department of Labor 
~u l es and Reaulat ion• for Reporting and Disclosure under the Employee 
ae tirement Income Security Act of 1974. 

June 6 , 1991 



1989 TAXABLE INCOME FROM CIAC AND 
GROSS-UP AMOUNTS 

r----,_----------- Palm ec.st Udlity ec.p. 
,--------------- Florida Odes Water Cb. 

,-----..-..------- <J.alf Udliay Co. 
I .. ----------- Soathera s-Utilidel, 1M: I • 
I I ,---------- ClaaJ tJdlidea.Jac. 
I I I i-------- MlniD Dowa Udlilies, IM:. 

I I I ·--------------· Alalia Udlidea lac. I I I ' 
I I I I ,------------· Qz p 0.C.. UdJitiel. lac. 

II I I '1 1-.----------= aena a,. . I I . ---------. <liiEI Udliria. lac. I I I ,.------- Nania Nlplltl Utititiea. Corp. 
• I I I .------- ,..... Udlidea OJrp. 
I I ·----------- OneP Utill <». . I I .. ------------- Bqle .... 'btitilics, IDe. 

I I I I ,..----------- Pcnsa Utilities. lac. 

I I I I .--------- Narda Pl. Myers Utility 
I I I I r------- El Apa Corp. 

1 
• I' • s utili· 1 I I I I I ,------- unray 1JeS. DC. 

I ~~~~~~ 
I I I I 

I 

The above data was derived by the Company. 

EXIIIRIT I 



EXIIIOIT II 

PALM COAST UTILITY CORPORATION 

Difference in Customer Revenue Requirements: No Gross-Up Over NPV Gross-Up 
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EXHIBIT Ill 
Paa~ 1 of 4 

ASSOIING NET PUSIMT VALUI _,8-GP Ql COII'l'lliiiUTIQ!! IN AID or CQNSTRUCl'Ic:»f 

(IA tbouaend•, Ellcept a.tioa) 

Projected Year lndecl Dec41Mer 
Actul 

19t0 1tt1 1tt2 1993 

CllRREHT TAX LlAJULITY: 
PTetu book inc:a.e • 954 • 1,270 • 496 $1,413 
Contributions subject to croaa-up :.',252 l,147 3,366 4,318 
Other contributions 1,523 1,962 2,056 2,120 
Gross-up cootributiooa 410 1,013 1,014 1,391 
Other ti•inc differeoc••· oat 695 ( 1 ,617) (1,123) (2,178) 

TAXABLE lNa»t£ ~ I 5,ZZ5 &i..W ~ 
INCOME TAXES AT 37,631 {JOOIIDID) aa.m I jt 3 tp au.u ~ 

SlHWliUD CASH FLOW STAftlllllr: 
Sourcu (uc1udiDC debt): 

Groa.-up cootributiooa • 410 • 1,013 tl,OI4 $1,391 
Net caab flow fn. operat iaos 2,978 1,797 1,351 1,152 
Contributions received 3,805 5,109 5,422 6,431 

Total receipt• 7,263 7,919 7,857 9,611 

Oses Cuc1udinc debt): 
capital additiaaa (5,461) (12,743) (3,608) (5,661) 
Cootribut iooa p1.ced ia truat (693) <an> (832) -U51) 
Prepaid t uea end other (1,613) (1,239) (1,717) (1,820) 

Total UMa (7,167) (14,797) (6,157) (8,332) 

(BOitltOWINGS) REPAYMDrl'S Of DDT ua> "'·IZI> l1.J..QQ I1.Jit 
YEAR-END DEBT BAUMel ~ 11L4Ql ILm ~ 

IHl'ER£ST COVE:RAGE: 
Pret u book ioc:a.e • 954 • 1,270 • 496 $1,413 

Le•s A1UDC (162) (lOa) (51) (39) 

792 962 445 1,374 
Add d~bt ioterut 364 954 1,267 1,087 

E.ARNINGS auoR! INT!RIST A..:> T.UU a.J..J.I6 a ~.116 l.l..Z.1.a aa..w 
DEBT INTEREST ~ a ~~ lUi2 I.I..W 
"TIMES INl'EREST F..ARN!D" RATIO ~ ~ 1...U 1..li 

'1be a bove Mlected data were cleriftd frca projectiaoa developed by tbe 
ca.paay. See KCGIIIpJIIIII1iDC ---.ry of' aip1ific•t projection uw.ptiona . 

1994 
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PALM COAST UTILITY CORPORATIOll 

SUI'I'tARY OF SIGNIFICANT PROJECTION ASSUMPTIONS 

YEARS ENDED DECIKB!l 31, 1991 THROUGH 1995 

NET PRESENT VALUE GROSS-UP 

EXHIBIT III 
Paae 2 of 4 

This projected •elected financial data repreaenta, to the beat of manac..ent 'a 
knovledge and belief, the ca.pany'a pr,iected reaulta for the aelected data 
preaented durina the projection period, :taaU8ina aro .. -up of contribution• in 
aid of conatruction for inca.. taxea uaina tbe net preaent value aroaa-up 
method (''NPV gro .. -up"). Accordingly, the projected data reflect• 
~~~anagement 'a juds-nt aa of October 23, 1990, the date of thia projected data, 
of the expected conditiona and ita expected courae of action if CIAC vere 
groased up for inca.. taxea, aa reviaed for the effecta of 1990 actual 
reaulta. The projected data ia de•ianed to provide info~tion to the Florida 
Public Service Co..iaaion aa required UDder Order No. 23541. Accordinaly, 
thia projected data abou1d not be uaed for any other purpoae. The aaau.ptiona 
diaclo .. d herein are thoae tbat __,_at believe• are lipiflcant to the 
projected data; however, ..uaa.tlt baa not received autboriaation of the FPSC 
to groaa up CIAC for inca.. taxea durina the projectiou period. There vU1 
uaually be difference& between projected and actual reaulta becauae event• and 
circumatancea frequently do not occur aa expected, and thoae difference& .. Y 
be material. 

1. SU!tWlY OF SIGHIFICAHT ACCOUHTI'NC POLICIES 

The aignificant accounting po1iciea are the .... aa thoae diacloaed in the 
cocpany'a financial atat~t• for tbe year ended December 31, 1990. 
Tboae financial atat-nta ahould be read for additional information 
(Exhibit V). 

The accounting treat.ent for the effecta of aroaaing up CIAC for income 
taxea are the .... aa tboae required by tbe FPSC in Order No. 23541, 
except that prepaid deferred inca.. taxea reau1tina froa CIAC are treated 
aa a component of rate baae. On October 16, 1990, the co.pany filed a 
motion requeatina tbe FPSC to reconaider the capital atrueture 
normalization proviaiona of the order. 

2. INCOME TAXES 

Income taxea are c~ted at the atatutory ratea in effect at October 23, 
1990. 



3. CUSTOMER RATES 

EXHIBIT II! 
Pace 3 of 4 

For 1991 and 1992, cuat~r ratea are forecaat uain& ratea currently in 
effect plua an annual operatinc and ..Utenaoce indexing factor 
approximatin& 21. Uaaae ia foreca8t baaed on -.naa ... nt'a eatLmatea of 
future customer usace aa follova: 

Uaage per reaidential custo.er ia conatant at 139 callona per EiC 
per day. 

New custo .. r growth ia for~~aat baaed on forecaata provided by tbe 
company'• affiliate, ITT Co~ty Develo~t Corporation. 

The projection. aaa~ a rate cue .:n 1993, reaultinc in a rate increaae 
of 131 for water takina effect aa ao intert. increaae in Sept.-ber 1993. 
Tbia would reault in fully ca.peoaator1 4 •• for water aervice. No 
increaae it projected for a ... r ratea. 

Uaaae, cuato.er srovth, and the annual operatins and •intenance indexinc 
factor are expected to continue the trend• froa 1991 and 1992, aa 
diacuaaed above with the 1993 rate caae ratea aa a baae. 

4. OPERATING AND MADfTIIW!CI EXPINIIS 

Operating and .. intenance expeaaea are foreeaat to increaae at warranted 
by the d..anda of cuata.er srovth to provide aafe and adequate aervice. 
Inflation ia expected to increaae cotta at 51 per year. 

5. GUARANTEED UVIMt1ES 

Guaranteed revenue• are in effect throuah June 1991, the date the 
underlying asre...at, ..... nded, teraia&tea. 

6 . USED AND USEFUL PBCENTACES 

Uaed and useful percentacea of coat of aervice and rate baae are forecaat 
cona i atent with the .. tbodolo11 uaed in Order NO. 22843, the ca.pany'a 
moat recent rate order. 

7. CAPITAL ADDITIONS 

Capital e.xpenditurea for additional water and waatewater treatment 
capacity are forecaat to provide approxiaately a aix-montb lead ti .. in 
exceaa trea~t capacity. Capital ad4i tiona in 1991 include conatruction 
of tbe firat two-aillion-aallon-per-day phaae of a water treatment 
facility and appurtenance• totallnc approxt..tely $7 million. 



EXHIBIT III 
Page 4 of 4 

Expenditure• for ayat• atrenatbenina and/or Min extenaiona to serve 
additional general service requir...au are forecaated baaed u d..anda 
placed upon tbe water and aever 1y1t .. are brouabt about by cuatomer 
growth. 

8. LONG-TERM DEBT 

Long-term debt consista of a revolvina long-ter. facility vitb interest 
baaed on projected LIBOI rate1. 

9 . CONTRIBUTIONS 

Contribution• not 1ubjeet to aroa1-up include prepaid 1ewer CIAC placed in 
truat and prepaid water CIAC Vhicb relate to .-ounta collected prior to 
the time ~lite purcbalera ccnmect to tbe water and sewer syat• by the 
company's affiliate, ITT C~ity Develo~t Corporation. 

CIAC grosa-up ia ca.puted in accordance with tbe net pre1ent value 
groas-up method aa apecified in rPSC Order No. 23541. 

10. SIGNIFICAHT VAIIATIO! IIPLAXATIO!S 

The followina explaina the cauae of aipificant variationa wbicb occur in 
the projected yeara: 

The decreaae in pretax book inca.. fro. 1991 to 1992 ia the reault 
of the ter.ination of the collection of auaranteed revenues in 
.td-1991 (Note 5) and a ai,nificant increaae in intereat expenae, 
oet of allowaace for fUDda Uled durina conatruction (.,~_JUDC"). 
upon conatruction of a 2 .tlUon-pllon-per-day (''MGD") water 
trea~t facility durina 1991 (Note 7). 

The inereaae in pretax book inca.. froa 1992 to 1993 and froa 1993 
to 1994 ia a reault of a projected interL. rate increue in 1993 
and a final rate increaae in 1994 (Note 3). 

The larae &80unt of 1991 capital additions is due to construction 
of a 2 MGD water trea~t facility to meet capacity requirements 
(Note 7). 

The larae ..aunt of 1994 and 1995 capital additiona is a result of 
projected conatruct lon of a 1 MGD waatewater treat.nt facility. 
ineludina effluent diapoaal in order to meet projected capacity 
requir.-.nta. 



ASSUICDI: II> CIGII~ S![ CDf'IIIMhll!!l Ill AID OF tDISDtOCTION 

(lA 'ftaouen=d•, lllcept btU.) 

EXHIBIT IV 
Pqe l of 4 

Projected Year lnded o.c.-.r 31 
~tual 

ttO 1!!1 1H2 19t3 

ctJRJI.DII' TAX LIABILITY: 
Pretu book inc~ • 954 • 1,225 • 3ll • 1,160 
Ccotributioas subject toarou-up 2,212 
Other contributions 1,52.- 5,109 5,422 6,4ll 
Groaa-up contributions 410 
Otber ti•ioc differeoc••· oet "' (1,697) (1,113) (2,233) 

TAXABLE IHCONE aLUl .... uz I ~.IZZ I ~.M~ 
IN<XlHE TAXES AT 37.631 (IIOOIIDII)) &.m • LZU .. ,.,, 1 2 1Ql! 

StMtARIZID CASH now ITA~: 
Sourcu (acludia& 4ebt): 

Gro.a-up contributiaa. • .. • - • - s -
Net cub flow fro. operatiaa. 2,t71 1,7.0 l,a.l 1, 711 
Cootributiooa recei9ed ),lOS 5,109 5,422 6,4 )1 

Total rec:elpu 7,263 ... , 6,671) 1,149 

uau (acludiac debt): 
Capital lldditiaa. (S,~l) U2,7U) (),601) (5,661) 
Ccotributiaa. p1KIM i.a t~ (6Q) (115) (02) (151) 
Prepaid t.- .... otber (1,6U) (Jii) ( 1,241) (1,221> 

Total-- (7,767) U4,,..) (5,611) (7,7))) 

---
( ~IJI:S) UPA'IImiD • Dar U.> IU,u~> • Ill I ~" 
YEAil- 01) DDT 1.4' .... ... an.gap 11LQU llQ.tll 

urrr.RIST aJVDMZ: 
Pretu book U.:... • tS4 • 1,22, s 3ll s 1,160 

Lesa IJ'ODC (162) (301) (51) (39) 

7t2 911 217 1,121 
A44 debt inte.rut 364 Hl 1,314 1,30) 

-- ---
AVAILAJU.£ EADIOI;S ~ • &siAl I ln6Z& 1 a.!&a~ 
DEBT INTEREST l...JM I Ill a 1.~1!& a 1.~~ 
''TIK.ES IH'rEREST !AIIIIl)" RATIO 1.J.I ~ .L..a1 1.16 

'Ibe above aelec:ted clata wen cleri..t fro. projectlooa dne1opecl by the 
ca.pany. S.. ac:c:cllpayiac .-ry of •ipific~t projec:tioo ...-ptiooa. 

-------
1994 1995 

s 2,114 • 2,572 

5,251 6,411 

(2,669) (3,397) 

1 ~.zz~ I ~.~M 
I LZH 1 2. tQ2 

• - • -2,426 2,791 
s.~ 6,411 

---
7.~ 9,209 

- --
(1,301) ( 11,029) 

(157) (Ill) 
( sal) (7.0) 

---
(9,747) (12,607) 

---
IU 06~> IU.~II> 

112.U1 11§.215 

s 2,114 s 2,572 
(141) (353) 

2,043 2,219 
1,406 1, 739 

----
I ~.!&!&I a ~.z~a 

I l.!dM $ I.Z~2 

~ 6.ll 



PALM COAST UTILITY CORPORATION 

SmtWlY OF SIGNIFICANT PIOJICTION ASSUMPTIONS 

YEARS ENDED DEC!MBD 31, 1991 TBIOUGB 199S 

NO GlOSS-UP 

EXHIBIT IV 
Page 2 of 4 

This projected ae1ected financial data ~epreaenta, to the beat of -.naa.-ent'a 
knowledge and belief, tbe cc.pany' a projected reaulta for the aelected data 
presented durina the projection period , aaau.in1 no aroaa-up of contribution& 
in aid of conatruction for inca.. taxea. Accordinaly, the projected data 
reflects manaa...at'a jud,..at aa of Octob~r 2 , 1990, the date of thia 
projected data, of tbe expected conditione and ita expected courae of action 
if CIAC were not aroaaed up for inca.. tasea, aa reviaed for the effecta of 
1990 actual reaulta. The projected data ia deai,aed to provide info~tion to 
the FPSC aa required UDder Order No. 23541. Accordiqly, thia projected data 
should not be used for any other purpo... The aaa~tiooa diacloaed herein 
are tboae that -.naa...at believea are aianificant to the projected data; 
however, ..naa~t baa decided or been required to aro•a up CIAC for inca.. 
taxea. There will usually be difference• between projected and actual reaulta 
because eventa and circ~eancea frequeotly do not occur aa expected, and 
thoae differencea .. y be .. terial. 

1. S~Y OF SIGHIJ'ICANT ACCOUNTIMG POLICIES 

The airoificant accountina policiea, except for the accountina trea~t 
for the effecta of not aroaaioa up CIAC for inca.. taxea, are the .... aa 
thoae diacloaed in tbe ca.pany'a financial atat~ta for the year ended 
Dec.-ber 31, 1990. Tboae financial atat...ata abould be read for 
additional infor-.tion (Exhibit V). 

The accountiq trea~t for the effect• of not aroaaina up CIAC for inca.. 
taxes are tbe a ... aa tboae required by the FPSC in Order No. 23541, except 
that prepaid deferred i~ca.e taxea reaultiq froa CIAC are treated aa a 
component of rate baae. On October 16, 1990, the ca.pany filed a motion 
requeatina the FPSC to reconaider the capital atructure no~lization 
proviaiona of the order. 

2. INCOME TAXES 

Income taxes are ca.puted at the atatutory ratea in effect at October 23, 
1990. 



3. CUSTOMER RATES 

EXHIBIT IV 
Page 3 of 4 

For 1991 and 1992, cuat~r ratea are foreeaat uaiac ratea currently in 
effect plua an annual operatiac aDd -.ioteaance iodexina factor 
approximatina 21. Uaqe b foreeaat buecl on .uaaa~t • • eatiMtea of 
future cuat~r uaage aa fo11owa: 

Uaaae per reaidential cuat~r ia conatant at 139 gal1ona per ERC 
per day. 

New cuata.er growth ia forecaa~ baaed on forecaata provided by the 
coapany • 1 affiliate, ITT Cc mity Develos-nt Corporation. 

The projectiona aaau.e a rate caae io 1~93 reau1tioa in a rate inereaae of 
151 for water, takioa effect aa an loterill lncreaae in Sept.-er 1993 and a 
final increaae in 1994. The effect of DOt 1 o .. ina up CIAC for inca. 
taxea reaul ta in 21 of the above water rate increaae. Tbia would reaul t in 
fully c~atory ratea for water aen'ice. No increaae ia projected for 
sewer ratea. 

Uaage, cuato.r growth, aDd the aaDUal operatiq aDCl uinteaance indexi.Da 
factor are expected to continue tbe treada froa 1991 and 1992, aa dltcuaaed 
above with the 1993 rate caae ratea aa a bale . 

4. OPERATING AJID MAIJITENANCI EIP!NSIS 

Operating and .. inteaance ..,.n••• are forecaat to increaoe aa warranted by 
the d..anda of cuata.er growth to provide aafe and adequate tervice. 
Inflation ia expected to incr ... e coati at 51 per year. 

5. GUAIANTE!D UVINUIS 

Guaranteed reveouea are in effect through Juae 1991, the date tbe 
underlying qr.-nt, aa ..ended, teraiAatea. 

6 . USED AND USUUL PIICIH'lACU 

Uaed and uaeful percentaaea of coat of aerviee and rate baae are forecaat 
conaiatent with tbe MtbocloloiJ uaed in Order No. 22843, the C08p&OJ'I IDOit 
recent rate order. 



7. CAPITAL ADDITIONS 

EXHIBIT IV 
Paae 4 of 4 

Capital expenditure• for additional water and waatewater treatment capacity 
are forecaat to provide approxt.ately a 1ix-.ootb lead tt.e in exceaa 
treatment capacity. Capital addition• in 1991 include conatruction of the 
first two-million-gallon-per-day pba1e of a water treatment facility and 
appurtenance• totaling approxt.ately $7 aillion. 

Expenditure• for •r•t• 1trenatbeniq aM/or IDain extenliona to aerve 
additional general aervice requireaent1 are foreca1ted baled a1 demand• 
placed upon the water and aewer 1y1t~ are brousbt about by cuatomer growth. 

8. LONG-TERM DEBT 

Long-tera debt conai1t1 of a revolvinc lonc-tera facility with intere1t 
baaed on projected LIBOI. ratea. 

9. SIGNIFICANT VARIATION EXPLANATIOMS 

The followinc explains tbe cauae of •1raificant variation• which occur in 
the projected year1: 

The decreaae in pretax book incoae froa 1991 to 1992 i1 the re1ult 
of the terai.nation of tbe collection of auaraoteed revenue• in 
mid-1991 (Note 5) and a aianificaot increa1e in intereat expenae, 
net of AFUDC, upon coaatruction of a 2 MCD water trea~nt facility 
durina 1991 (Note 7). 

The incre .. e in pretax book iaeoae froa 1992 to 1993 and froa 1993 
to 1994 i1 a re1ult of a projected interia rate incre .. e in 1993 
and a final rate increaae in 1994 (Note 3). 

The lara• aaount of 1991 capital additioaa ia due to conatruction 
of a 2 MGD water treataent facility to ... t capacity requireaenta 
(Note 7). 

The lara• aaount of 1994 and 1995 capital addition• are a reault of 
projected conatruction of a 1 MGD waatewater treataent facility, 
includins effluent diapoaal in order to .. et projected capacity 
requir ... nta. 



Mr. Roy w. Likina 
Preaident 

ABTBUB AHDB118BN & Co. 

Palm Coaat Utility Corporation 
Two Utility Drive 
Palm Coaat, Florida 32137 

Dear Mr. Likina: 

aoo Puclrntu StwuT, N .a 
ATI.Aif'rA, 01101101A 00000 

(404) 688•1'71& 

April 30, 1991 

Thia letter ia written 1A napoue to JOU" nqueat tbat we renew aad doc~t 
certain -ttera aaaoeiatecl witb ·~ Cout Utility CoC"pOratlOD'a cnrcuc") 
petition filed in naponae to norlda Public lerrice C~adon ( .. FHC") Order 
No. 23541 in Docket Ho. 860114-PU for cootiDIIed autbodty to aroaa up 
contributiona in aid of coutnactlon ( .. CUC") for lAcoee taxea uaina tbe ut 
preaent value (''tO\"') •tbod. 'l'bia letter 81apene4ea ., prevlou letter dated 
October 23, 1990 ad il aolely for uae by fCUC la petltlonina the nsc for 
continued authority to aro•• up CIAC ualq tbe Jlf9 •thod ancl la not to be 
uaed, referred to, or dlatrlbuted for aay otber purpoae or to any otbar party. 

A. you are aware, I • a partDer in Arthur Mderaen ' Co. , a f iiW of 
independent public accouataata, at Ul fMCbtne Str .. t, N.!., in Atlanta, 
Georaia. I • currntly a partMr 1A tbe ... raJ aad telec~icatiou 
practice of the Atlanta office of Artbur ADderaen ' Co. I baYe previoualy 
preaented teati . .,ny i n Docut No. 860184-fU, UDder vbich Order No. 23541 vu 
i .. ued. 

In tbia letter, I will diacuaa certain facta aad circu.atancea of PCUC, aa 
manase.ent baa preaented t~ to •· ad tbe application and relevance of 
tbeae facta and circu..tancea to maaaa .... t•a deciaion to requaat continued 
authority to sro11 up CIAC within the pideUDea diacuaaed in Order No. 23541 
and tbe coa.iderationa I identified in ., earlier teatt.ony related to thia 
docket. The inforation prcvided to • baa not ben audited, altbouah ve have 
performed certain li•i ted teatina of PCUC'a forecaatioa ayat .. diacuaaed later 
in tbia l etter. 
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Order No. 23541 a tatea that "the need for 1roaa-up ahould be determined on a 
case-by-caae baaia, baaed upon the facta and circu..tancea peculiar to each 
utility." The important factora wbicb ~~•t be conaidered in ID&Icing the 
decision to grosa up include: 

1 . Fairneaa of tbe char1e to tba c ~ ta.er, the contributor, and the 
util ity. 

2. Effect of the deciaion on lona-run cuata.er revenue require .. nta. 

3. Rate stability. 

4. Assignment of coati to coat cauaea, includin1 coat of new growth 
policiea. 

5. The utility'• cub flow and availability of alternative financina 
aourcea. 

6. Competitive preaaurea, includina potential bypaaa iaauea. 

Following ia a brief diacuaaion of each of tbeae conaiderationa aa they relate 
to PCUC and the info~tion you have provided ... 

Fairneaa of the Cbarae 

Fairneu ia, of courae, a aubjective date111ination. In tl:le caae of CIAC tax 
funding, the fairneaa to the cuato.er, tbe contributor, and the utility mu.t 
be considered. You have atated that in your opinion, the NPV groaa-up ia the 
moat fair method in the caae of PCUC, aa it achievea what you believe to be 
the beat balance of the interests of all three partie• (the cuatoaer, the 
contributor, and PCUC) affected by the deciaion. 

I understand you have aelected the NPV .. thod becauae you believe it to be a 
fair method of collectina the coat of taxa• attributable to CIAC. Aa I stated 
in my test imony in Docket No. 860184-PU, the NPV aroaa-up method ia a fair 
method to the customer, the contributor, and PCUC. Aa a revenue-neutral 
method, NPV groaa-up ia fair to the cuata.era. Since only the carrying coats 
associated with the taxea on CIAC are collected froa the contributor, NPV ia 
fair to the contributor. Aa I testified in tbe Docket No. 860184-PU hearing, 
t he carrying coat of financina the taxea on CIAC are the true economic costa 
since the taxea are recouped throuah future tax depreciation benefits. PCUC 
is made whole on the carryina coata of fiQ&ncina the CIAC taxes, and the 
financing of those t axea ia not an unreaaonabla burden on PCUC; therefore, the 
NPV gross-up ia fair to PCUC. In the cue of PCUC, the relative importance of 
CIAC to the customer and the Ca.pany ia ..,nified, aince, baaed upon data you 
have supplied to me, PCUC collecta more CIAC tban any other FPSC-regulated 
water and waatewater utility vbich groaaea up (Exhibit I) . 
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Customer Revenue Reguirementa and Rate Stability 

As was di scusaed by me and other witneaaea durina the hearina related to 
Docket No. 860184-PU, the NPV aroaa-up .. t od of fundina CIAC taxea ia revenue 
neutral and the no groaa-up method create& a future cuato•r revenue 
requirement. The iaaue then ia the hiabe: cuato.er revenue requirement• in 
the no groaa-up enviroa.ent co.pared to wba ~ they will be if PCUC continue• 
its present policy of NPV aroaa-up. Due to t he rel ative importance of CIAC to 
PCUC , i f PCUC were not allowed to aroaa up, cuato .. r revenue requirement• will 
be cumulat i vely $921,000 hi1ber over the next five yeara. Tbia ia graphically 
ill ustrated by Exhibit II. Tbia repreaenta an increaae in customer revenue 
requirements of 3.4~ per ERC in 1995. You have atated that PCUC believe• that 
not grosaing up reaulta in t.poainc on exiatina cuata.era' coata aaaociated 
with new growth, and I concur with your analJaia. PCUC .. na, ... nt doea not 
wish to impo,. theae coeta on exiatinc cuata.ra. 

Aa Exhibit II illuatratea, thia revenue require..nt continue• to increaae over 
time aa more and .are new arowth occura. Tbia will have the effect of leading 
to higher ratea and leaa rate atability. 

Assignment of Coata 

You have stated that PCUC believea, and I concur, that the tax coat• of CIAC 
should be aaaicned in a ..oner conaiatent with the CIAC itaelf. AI previously 
discuaaed, the NPV .. thod aaaiana the true econo.dc coat• of CIAC taxea to the 
contributor, givin1 the contributor the benefit of the future tax depreciation 
benefits . 

Cash Flow and Financi nc 

Order No. 23541 requeata cert~in info~tion concernin1 caah flow and 
financing. Specifically, the order requeata d..onatration of an actual tax 
liabili ty, a de-anatration that aourcea of fundi are not available at a 
reasonable coat, a caah f l ow atat.-.nt, and a atat ... nt of intereat coverage. 
Under my supervhion, we have prepared two 1chedulea which preaent thh 
informat ion baaed on &80unta projected bJ PCUC for the yeara 1991 through 
1995. The aource of thia data and the related notea are PCUC'a projected 
financial da ta for the yeara 1991 throuah 1995. The firat achedule 
(Exhibi t III) proj ect• the data aaaumina PCUC ia able to uti l i&e the NPV 
gross-up met hod t o f und CIAC t axea. The aecond achedule (Exhi bit IV) project• 
the data a•aumi na PCUC ia not able to utiliae NPV groaa-up and uaea the no 
gross- up method . 

We have performed limited teating procedure• related to PCUC'a forecaat i na 
sys t em from which the data in Exhi bit III and Exhibit IV waa obtained. The 
scope of our work waa not deai roed to enable ua to iaaue a report under the 
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reporting standards as established by the ~rican Instituticn of Certified 
Public Accountants ("AICPA") for review of forecutl and projections. Aa you 
a re aware , the scope of teatina which would be required in order to allow us 
to comply with the AICPA standards and is•ue an examination report covering 
pro jected data derived from PCUC'a forecu t inc ayatem is extensive, and you 
and I decided that such a level of testin, would not be coat-effective within 
the requirements of thia docket. AccordiL~ly, we have not issued any form of 
report related to PCUC'a forecastina ayat ... 

Bo th Exhibit III (NPV arosa-up) and Exhibit IV (no aro•s-up) reflect an 
overall tax liability for PCUC in each of the yeara 1991 through 1995 . PCUC, 
therefore, is projected to satisfy tbe order's •in~ requirement that 
utilities grouing up CIAC actually have an "above tbe line" tax liability. 

Following the determination of tax liability, a projected aumaarized cash flow 
statement is presented. Sources of cash (exclu4inc debt) are net cash flow 
f rom operations and CIAC. Uae1 of cub (exclu4inc debt) are capital 
additions, CIAC placed in truat, and prepaid taxea and other. 

The net difference between sources and uaea ia borrowinas or repayments of 
debt. PCUC'a current debt facility conaists of a lona-term revolving line of 
credit, and this type of facility is asau.ed to continue throuch 1995. 

Interest Coverage 

The effect of PCUC'a extensive capital proaram is alao evident in the 
times-interest-earned ("TIE") ratio. If not allowed to grou up throuah 1993, 
PCUC 's TIE ratio would significantly re .. in below tbe FPSC'a prescribed 
threshold of 2.00 (Exhibit IV). Only after the forecasted rate increase in 
la te 1993 does the TIE rise sliabtly above 2.00 in 1994 and 1995. If allowed 
to gross up CIAC (Exhibit III), the aroaa-up funds collected significantly 
reduce required debt financir.a, reaultina in an improvement in the TIE ratio . 
Although the TIE ratio is projected at 2.01 in 1991 and lower in 1992, the 
ra tio i s stronger than under the no gross-up projection. This also 
demons trates that if allowed to groas up CIAC, PCUC'a debt borrowings do not 
exceed currently available facilities until 1995, when the TIE ratio will be 
signif i cantly above 2.00. 

As I discussed in mY testimony in this docket, use of a TIE ratio test ia only 
one measure of a company's overall financial health. However, it does provide 
an indication of a company's ability to service ita debt. As can be seen in 
Exhibi ts III and IV, if PCUC is not allowed to groaa up CIAC for taxes, ita 
debt bo rrowings are significantly increaaed and ita TIE ratio ia significantly 
reduced . PCUC is pro jecting a TIE ratio below 2.00 even if allowed to gross 
up CIAC , with the projected TIE ratio airoificantly deterioratinc if the 
gross-up is not allowed . Thia indicator aupporta PCUC'a deciaion to arosa up. 
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Alternative Financing 

Under both the NPV groaa-up and no croaa- •p caaea, the effect of PCUC's hiah 
level of capital additiona in 1991 ia evident, reaultina in aignificant 
additional debt requir88entl. PCUC ..aay..ant baa anticipated tbia financina 
requirement and maintained total debt fac litiea of $12 aillion. However, 
under tbe no gro1a-up caae, PCUC'1 availab ~ debt facilitiea would be exceeded 
in 1995 by over $4 aillion due ntirely to t~ f: qui~t to finance taxe• on 
CIAC. You have atated to • tbat aourcea of financina to pay tba .. 
CIAC-related taxea have not been obtained. 

You have stated that a .. jority of PCUC'a CIAC i1 received froa individuals, 
not developera. Therefore, you have aot coaaidered developer fiaancina to be 
a viable borrowing aource for fuada to pay CIAC taxea. In addition, I aaree 
wi th you that the record-keepiq requi~ta related to nu.roua tu.eovner 
loans are anarally oneroua aDd oot coet-effactiva. Even if debt financing 
f rom developer• or bo•aovnara vera obtained, tbe cuatoaer rate effecta of the 
no groas-up .. tbod would atill apply. 

Based upon tbe above projectioaa aDd aaalyaia, I underatand that PCUC 
ma.nage•nt believe• that continued autbority to gro11 up CIAC ia critical to 
the financial baaltb of the CQIIPaAY· Baaed upcm ., review of the ...... 
projectiona, I qr" that CIAC groaa-up fuada repreant an illportant and 
material aource of fund• during tba projected period aD4 that PCUC 'a overall 
financial bealtb would be baraed if CIAC groaa-up ia not allowed and the 
correaponding required rate increuea to coqr tbe carryina co1t1 of financing 
the CIAC taxea are not aranted. 

Competitive Pre11urea 

You have stated to .. that tbe iaaue of coapetitive preaaure• waa conaidered 
in the developaent of PCUC'a concluaion that it needa to aro•• up, but it waa 
not a significant factor in aaking that dete~nation. 

Summary 

After havina conaidered and evaluated tbe previoualy deacribed facta and 
circumstance• of PCUC and in view of the current aervice availability policiea 
in Florida, I concur ~ith your poaition that a NPV aro11-up of CIAC i1 needed 
for PCUC and I believe your po1ition ia well aupported and conai1tent with the 
guidelines deacribed in Order No. 23541. I underatand your selection of the 
NfV groaa-up over a full gro11-up ia baaed on aaDAI88ent • a po1ition that the 
NPV method ~re appropriately balancea tbe intereata of all partiea, 
particularly tbe contributora, and I concur witb tbia poaition. Again, my 
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conclusions are baaed upon the particular facta and cir~tance1 of PCUC a1 
described herein and do not repreaent a 1eneral endora...at by .. of the need 
for all utilities to sroa1 up or tbe prefer~bility in all caaea of one 
gross-up method over another . 

Very t '"Uly your•, 

AllTBUI ANDEUEH ' CO. 

~ L. Elliott III 
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ATLAJfTA, GEORGIA 

REPORT OF INDEPE~DE~1 PUBLIC ACCOUNTANTS 

To the Trustees of 
ZF Steerina Gear (U.S.), Inc./ 
Lemforder Corporation 
Retirement and Savings Plan: 

~e we re engaaed to audit t he accompany ina statement of net assets available 
fo r plan benefits of the ZF STEERING GEAR lU.S.), I~C./LEMFORDER CORPORATION 
RETIREMEST AND SAVINGS P~~ &I of December 31, 1990, the related stat ... nt of 
changes in net assets ava i lable for plan benefits for the year then ended, 
and the supplemental schedules of investments and reportable transactions a: 
of and for the year ended December 31, 1990. These financial statements and 
schedules are the retponsibility of the Plan'• aanaaement. 

As permitted by Section 2520.103-8 of the Depart•nt of Labor Rul., and 
Reaulationa for Reportina and Disclosure under the Employee Retirement Income 
Security Act of 1974, the plan administrator inttructed us not to perform, 
and we did not perform, any auditina procedure• with respect to the 
information summarized in Note 4, which was certified by Fleet Bank of Maine 
and Sovran Bank, N.A., the cuttodiana of the Plan, except for comparina the 
information with the related information included in the financial ststements 
and supplemental schedules. We have been informed by the plan adminiatrator 
:hat the custodian• hold the Plan's i nvestment assets and execute investment 
t ransactions. The plan administrator has obtained a certification from the 
custodians aa of and for the year ended December 31, 1990 that the 
information provided to the plan administrator by the custodians ia complete 
and accurate. 

Because of the significance of the informatioft that we did not audit, we are 
unable to , and do not, ex~reas an opinion on the accompanying financial 
s tatements and schedules taken as a whole. The form and content of the 
i nfor!M tion included in the flnancial stattementa and schedules, other than 
that derived from the info~tion certified by the cus todians. have been 
audi t ed by us in accordance with aenerally accepted auditins standards and. 
in our opinion, are preaented in compliance witb the Department of Labor 
rtules and Reaulationa for Reportina and Diaclosure under the Employee 
Retirement Income SecUrity Act of 1974. 

June 6, 1991 
' ~~c._~C.. 



1989 TAXABLE INCOME FROM CIAC AND 
GROSS-UP AMOUNTS 
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The above dala wu derived by the Company. 

EXIIIBIT I 



EXIIIUIT II 

PALM COAST UTILITY CORPORATION 

Difference in Customer Revenue Requirements: No Gross-Up Over NPV Gross-Up 

.... ($) 

0.35 

0.3 

0.2S 

0.2 

0.15 

0.1 

o.os 
0 

1991 1992 1993 1994 1995 

Yean 

SOURCE: The above papb wu deYeloped from PCUC projected financial dala for lhe 
yan 19911broup 1995. 



EIBIBIT III 
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ASDIDIC .-1' PUllin' !ALIIK .. 1-.:lf g( Clllmllill'IM 1! AID or ~IQ!! 

(lD 1bou1nd•, 111cept latioa) 

Projected Year laded Dec.-.r 31 
A tual 
..!m_ 1!!1 1992 1!93 1994 1995 

CURRDIT TAX LIABILITY: 
Pr~tu book i~ • 954 • 1,270 • 4H S1,4ll • 2,419 • 2,999 
Cootributioos aubject to &roa-us» 2,2e-" 3,147 3,366 1t,:n1 3,115 4,302 
Oth~r cootributioos 1oS2l loH2 2,056 2,120 2,143 2,109 
Groaa-up cootributioos 410 1,0U 1,014 1,391 1,003 1 ,liS 
Oth~r ti•inc differeoc .. , Det ItS (1.617) (1,123) (2,171) (2 ,616) (),410) 

---
t AXABLE INCOIE IWil a ~.zz~ »....w az.ab • '·'* I ' M~ 
INCOME TAXES AT 37 .Ul (IIOmllC) aa.w • a.tu auu ~ 1 a1w 1 a.nt 

st:MWllZED CASH FLOW ftATIMIIIT: 
Source• (ezcludinc debt): 

Groaa-up cootributioaa • 410 S 1,0U S1,014 S1,391 • 1,003 S l,liS 
Net caah flov fro. operatioaa 2,t71 1,7t7 1,351 1,152 2,551 2,914 
Contributions received 3,105 5,109 5,422 6,431 5,251 6,411 

Total receipta 7,HS 7,t19 7,157 9,611 1,112 10,710 

Dna (ucludinc debt): 
Capital additiooa <s ... u (12,743) (3,601) (5,661) (1,)01) (11,029) 
Cootributiooa placed iA truat (MS) (115) (132) -<151) (157) (Ill) 
Prepaid tuu ADd otber (1,61S) (J,2.St) (1,717) (1,120) (flO) (1,314) 

Total UMS (7,767) (14,7t7) (6,157) (1,332) (10,155) (13,111) 

(IICJitROWDIGS) R.EP4YMDITS Of DDT LUll.> .,, •• 11> ....... ~ 1,& ~;a> "a.~&> 

Y'EAJl- EMD DDT BAUNCI .... llLMt IJ.Ua ~ I 9,W ua uo 

ltti'EREST COVDlAC£: 
Pr~tu boo)[ inc~ • t54 • 1,270 • 4H $1,413 • 2,419 • 2,999 
L~s A1UDC (162) (SOl) (51) (39) (141) (353) 

---
712 H2 445 1, 374t 2,341 2,646 

A4d debt inter .. t ,.. t54 1,267 1,017 1,090 l ,319 

EARN I :..:s 8UOR£ lHl'!UST A11D TAXIS &&..J.a I 1.116 I.1..W u..w • ;a.~;y • ;a.aa~ 
DEBT IJn"ER£ST L..1M • lata I1..W IJ...W • , .• I I ;au 

"TIMES Ittn::REST EARNED" RAriO ..u a..al ~ ~ 1..U .a.L 

'lbe above nlec:ted data wen Mrh_. fro. pnjectiou deftlaplll "J the 
co.paay. See acc,..a ;lac ~of •lplflcaDt projec:tiOil ......,tioaa. 



PALM COAST UTILITY coaPOIATIOlf 

St.J!IIIARY OF SICNIFICAN'f PIOJICTIOlf ASSUMPTIONS 

YEARS ENDED DECDIID 31, 1991 TIIOUCII 1995 

NET PIISBNT VALUE GROSS-UP 

EXBIIIT III 
Pace 2 of 4 

Tbia projected aelected financi al data repreaenta, to the beat of manaa..ant'a 
knowled&e and belief, the ca.pany'e proJected reaulta for the aalacted data 
preaented durina the projection period, a au.iaa aroaa-up of contributioaa in 
aid of conatruction for inca.. taxea uaina tba net preaent value aroaa-up 
method ( ' 'NPV aroaa-up"). Accordinaly, tba projected data raflacta 
manaa ... nt • • juda-nt u of October 23, 1990, the data of thia projected data, 
of the expected condition. aad ita expected courae of action if CIAC were 
groaaed up for inca.. taxea, u reviaed for the effecta of 1990 actual 
reaulta. The projected data ia deai,aed to provide infor.etion to the Florida 
Public Service Ca..iaaion u required UDder Order No. 23541. Accordinaly, 
t hia projected data ahould not be uaed for any other purpoaa. The a .. u.ptiona 
diacloaed herein are tho .. that ~t beli ... a are ai,aificant to the 
projected data; howavar, __,_t baa aot received authoriaation of tba· FPSC 
to aro .. up CIAC for iaca.e tuaa dvi.Da tba projection period. There will 
uaually be di fference• be~ projected aDd actu..l reaulta becauae eventa and 
circua.tancea frequently do not occur u expected, and thoae difference• .. Y 
be material. 

1. SUPIWlY OF SIGHIFICANT ACCOUNTIHC POJ.ICIIS 

The aignificant accountinc policiea are the .... u thoae diacloaed tm the 
coepany'a financial atateMDta for tbe year ended Dec.-.r 31, 1990. 
Thoae financial atat.-nt& ahould be read for additional infor.eticm 
(Exhibit V). 

The accountinc treat.ent for the effect• of aroaaina up CIAC for inc~ 
taxea are the .... u tho .. required by tbe FPSC in Order No. 23541, 
except that prepaid deferred inca.. tazea reaultina fro. CIAC are treated 
aa a c011p011nt of rate bue. On October 16, 1990, the COIIP&JlY filed a 
motion requeatinc the FPSC to racoaaider the capital atructure 
normalization proviaion. of the order. 

2 . INCOME TAXES 

Income taxea are co.puted a t the atatutory ratea in effect at October 23, 
1990 . 



3 • CUSTOMER RATES 

EXHIBIT III 
Pqe 3 of 4 

For 1991 and 1992, cuata.er ratea are foreeaat uaina ratea currently in 
effect plua an annual operatina &Dd •1Ateoance ioduina factor 
approxt.atina 21. Uaqe ia forecaat baaed on ..aaa..ent'a eatt.atea of 
future cuato.er uaqe aa follow.a 

Uaqe per reaidential cuatc.er ia cooatant at 139 aallona per !lC 
per day. 

New cuata.er arowth ia foreeaat baaed on forecaata provided by the 
co.pany'a affiliate, ITT Coeram.ity Develo~t Corporation. 

The projectiooa aaau.e a rate caae i n 1993, reaultinc in a rate increaae 
of 131 for water tatinc effect aa a bataria increaae in Sept.-.r 1993. 
Tbh would raault in fully cO'IIpelllaator,r rataa for water aarvice. Ho 
increaae ia projected for aawer rataa. 

Uaaae, cuatc.er arowtb, and the ennual operatiq and •intanance iodexiq 
factor are espectad to continue tba treoda froa 1991 aod 1992, aa 
diacuaaed above with tbe 1993 rata caae ratea aa a baae. 

4. OPERATIMC AND MUTIIWICI IXPMII 

Operatina and ~tanance expeuea an foreeaat to increaae aa warrantacl 
by the d .. nda of cuata.er arowtb to proYida aafe and adequate aervice. 
Inflation ia expected to increaae coata at 51 per year. 

5. GUAIAHT!ID UVDUIS 

Guaranteed ~• are in effect tbrouab Juae 1991, tbe date the 
underlyiq qr.-Dt, aa a8eDdad, tenliDatea. 

6. USED AND USU'UL PDCENTAGIS 

Uaed and uaeful perceutacea of coat of aervice aad rate baae are foreeaat 
cooaiateot with the •tbocloloiJ uaed ill Order No. 22843, the CQIIP&OY'• 
IDOa t recent rate ordar. 

7 • CAPITAL ADDITIOMS 

Capital expenditure• for additional water and. waatevater treat.ent 
capacity are foreeaat to provide approxt.&tely a aix-montb lead tt.e in 
exceaa treat.eot capacity. Capital additiooa in 1991 include cooatruction 
of t he firat two-eillioo-aalloo-per-day pbaae of a water trea~t 
facility aa4 appurtenance• totalinc approxi8ately $7 aillioo. 
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Expenditure• for ayat• atreqtbeoiq aiJA!/or •in uteoaiooa to aerve 
additional aeoeral aervice requi~ta are forecaated baaed aa d.-.nda 
placed upon tbe water and aewer ayat .. are brouabt about by cuatoaer 
growth. 

8. LONG-TERM DEBT 

Long-te~ debt conaiata of a revolvina lona-ter. facility witb intereat 
baaed on projected LIBOI ratea. 

9 . CONTRIBUTIONS 

Contributiooa not aubject to aroaa-up inelude prepaid aewer CIAC placed in 
truat and prepaid water CL\C wblcb Nlate to __,UDtl collected prior to 
tbe tiM au-dte purcbaaera cODDect to the water &Del aewer ayat• by the 
company'a affiliate, ITT ~ mlty Dewelo,..at Corporation. 

ClAC gro11-up ia cc:.putM in accoriaace wltb tbe ut preaent value 
gro11-up Mtbod U apec:ifled in rHC Order lfo • 23541. 

10. SIGNIFICANT VARIATIOX lllLARATIQI!S 

Tbe followiq explaiu the cauae of dpificant variatiooa wbicb occur in 
tbe projected yeara: 

Tbe decreaae in pretax book inca.e fra- 1991 to 1992 ia tbe reault 
of tbe terainatlon of tbe collection of auaranteed revenue• in 
.td-1991 (Note 5) and a aianificant increaae in intereat expenae, 
ut of allowance for funa uaed duriq cooatruction ("APUDC''), 
upon cooatruction of a 2 8illion-plloa-per-day (''MCD'') water 
treat.ent facility duriq 1991 (Note 7). 

The increaae in pretax book inca.e fro. 1992 to 1993 and fr~ 1993 
to 1994 ia a reault of a projected interia rate increue in 1993 
and a final rate increue in 1994 (Note 3). 

Tbe lara• a.ouat of 1991 capital additiooa ia due to conatruction 
of a 2 MCD water trea~t facility to ... t capacity requir~t• 
(Note 7). 

Tbe lara• a.ount of 1994 and 1995 capital additiona ia a reau1t of 
projected conatruction of a 1 MOD waatewater trea~nt facility, 
includina effluent diapoaa1 in order to ... t projected capacity 
requireMDta. 
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IDIIIT IV 
, ... 1 of 4 

Pnjected Yeu IDded o.c.-.r 31 
.t.ctul 
...!!!!'_ 1!!1 1!!2 1993 

COUDlr TAX LUBILITT: 
Pretax book iACa.e • tS4 • 1,225 • 331 • 1,160 
ContributiODS subject to aroe.-up 2,212 
Other cootributi«Ja 1,523 5,109 5,422 6,431 
Groaa-up cootributiODS .. 
Otber t~ina cliffereoees, oet '" (1,697) (1,113) (2,233) 

TAXABLE IJICCI(! a.m • •• ,;az I :I.IZZ a ~.Ma 
IlClKE TAXES AT 3 7 • 631 {JtOI:IIIID) aa...m I 1 .Z45 I L$5! • 2,91! 

SlletARIZID CASH now STAftllllft': 
Sourcu (ucludina debt>: 

Grocs-up cootributiaae • .. • - • - • -Net casb flow frc. opeutiODS 2,t71 1,740 1,241 1,711 
CootributiODS recei.ed 3,105 5,109 5,422 6,431 -Total receipts 7,10 ..... 6,670 1,149 

u ... <u.c&udina ctebth 
Capital additiODS <s.-.u <12,743) (3,601) (5,661) 
Coot ri but iODS placed iD trut (6t3) (115) (132) (151) 
Prepaid taxes aDd other U,61S) (716) (1,241) (1,221) 

Total u... (7,717) (14,344> (5,611) (7,733) 

(~S) RIPAYMDirS f6 DDT u.> an.u2> • "' • $1t 

YEAR-END DDT BAI•MC! ... aaz,eaq 111.955 1191n> 

ltli'EREST ~: 
Pretax boolt i~ • tS4 • 1,225 • 338 • 1,160 

Less AltJDC (162) (301) U1 > (3!) 

---
7t2 t17 217 1,121 

Add debt inter .. t 314 Ml 1,314 1,303 

AVAI Ulll.E EARNDCS ~ • LW • 1 ,tZl • a.tu 
DEBT IN'l'!llEST LJM I Ill • , .• I I ;ag;a 

"TIMES INI'EREST IWOIID" RATIO ..u 1..U ,Ul 1..16 

'Ibe above Mlec:ted clata were ded.ed fro. projec:tiaae dneloped by tbe 
CClSipGY. See acc051p•1U. ~of aipificut projectiOD ...-ptiODS. 

l!tlt 1995 

• 2,114 • 2,572 

5,251 6,411 

(2,669) (3,397) 
---
1 t.u:a . ~ ~~~ 
I l.ZH I 2,192 

• - • -2,426 2,791 
5,251 6,411 

7, ... 9,209 

(1,301) (11 , 029) 
(157) (131) 
(582) (740) 

(t,747) (12,607) 

•ca.en> 1(),)!1) 

•aa.n1 au an 

• 2.114 • 2,572 
(141) (353) 

---
2,043 2,219 
1,406 1, 739 

--- ---
I Ut4! I :Lt58 

a 1.~ a I.Z:I2 

~ ~ 



PAUl COAST UTILITr CORPORATION 

SU!IWlY OF SICNIFICANT PllOJICTION A88111PTION8 

YEARS ENDID D!CIMID 31, 1991 TDOUGJI 1995 

NO GROSS-tJP 

EXIIIIIT IV 
Pqe 2 of 4 

This projected aelected fiaalu:ial data n.pnaenta, to the beat of Mn&l~t 'a 
knowled1e and belief, tbe c~1'• pro! .cted reaulta for the aelected data 
preaented durina tbe projection period, au.iac ao 1roaa-up of cootributiooa 
in aid of cooatructioo for inc~ taaa. AccorcliqlJ, the projected data 
reflect• ~~t'a jud.,....t u of Octobe& 13 , 1990, the date of tbia 
projected data, of tbe ezpected cooclltioaa aDd ita ezpectecl courae of action 
if CIAC were not 1ro•aecl up for iac~ taaa, u renaed fo~ tbe effect• of 
1990 actual reaulta. Tbe projected data ia cleaipecl to proncle inforatioa to 
tbe FPSC u required UDder Order No. 23541. AccorcllaclJ, tbia projected data 
should not be uaed for _,. otber purpoM• Tbe ua.-ptiou dlacloaed benlD 
are tboae that --..-nt beUnu an aipificant to tbe projected data; 
however, --.-..t bu cleciclecl or been l'891irecl to aro•• up cue for i~ 
taxea. There rill uauallJ be cliffenacu betWHD projected aDd actual "aulta 
becauae eventa aDd cir~taacea fnqueatlJ clo aot occur u ezpected, and 
tboae difference• •1 be •terial. 

1. SUPIWlY OF SICNIFICANT ACCOUNTDfC POJ.lCII8 

1be aipi.ficat accOUDtiaa poUclea, acept for the accouotiaa tnat8ellt 
for the effecta of aot 1roaaiaa up cue for ioc~ taxea, are the •- u 
tboae diacloaecl in the CQIIP&IlJ'• fiaalu:W atat~ta for the Je&r eodecl 
Decaber 31, 1990. Tboae finacial atat..enta aboW.d be reacl for 
additional inforatioo (lzbibit V). 

1be accouotinl tnatMilt for the effecta of aot poaaiq up CIAC for ioc~ 
taxea are tbe .- u tboae required bJ tbe rrsc in Orcler No. 23541, except 
that prepaicl cleferrecl lac~ taxea N8111tina fro. CIAC are treated u a 
coaponeat of rate bue. Oil October 16, 1990, tbe cc.panJ filed a 80tion 
requeatina the FPSC to recouicler the capital atructure noraliaation 
proviaiooa of tbe orcler. 

2. INCOfl! TAXES 

Inc~ taxea are ~ted at the atatutory ratea in effect at October 23, 
1990. 



3. CUSTCJII!ll RATES 

EIBIIIT IV 
Pap 3 of 4 

For 1991 and 1992, cuata.er ratea are forecaat uaina ratea currently in 
effect plua an aanual operati.na aDd -.!Dtenance iDdexina factor 
approx!.atiq 2%. Uaqe b forecaat buecl on --a~t 'a eatiaatea of 
future cuatoeer uaqe u followa: 

Uaqe per reddential cuata.er ia conatant at 139 sallona per EIC 
per day. 

New cuata.er srowtb ia forecaa t baaed on forecaata provided by tbe 
cG~ap&Dy' a affiliate, ITT C~ .. ty Develos-nt Corporation. 

The projectiona ua.- a rate cue in 1...,93 reaultina in a rate increue of 
lSI for water, takina effect u an interii.W iDCreue in Septellber 1993 aDd • 
final increue in 1994. tbe effect of DOt &L aina up CLAC for inca.. 
tau a reaul ta in 21 of tbe .-.. water rate increue. Tbia would reaul t in 
fully c011penaatory ratea for water aemce. No increue h projected for 
aewer ratea. 

Uaqe, cuata.er srowtb, ad tbe .....,.1 operatlq ad •intenance iodntq 
factor are expected to coatinue tbe tnD&U frae 1991 aDd 1992, u diacuaaed 
above ritb tbe 1993 rate caM rata u a bue. 

4. OPERATING AMD MAIJITINAHCI DPINIU 

Operatins aDd •intenance expeoaea an forecut to increaae u warrant .. by 
tbe d-ada of eu.ata.er srowtb to provide aafe aDd ..Sequate aervice. 
Inflation ia expected to increaae coata at 51 per year. 

5. GUAIANTUD UVDUIS 

Guaranteed rnenuu are in effect tbroulb JUDe 1991, tbe date tbe 
underlyiq qre1 Jut, u aMDded, tenliutea. 

6. USED AMD USUUL PIICII'UCIS 

Uaed and uaeful percentasea of coat of aemce aDd rate bue are forecut 
con.aiatent vitb the •tbodo1ou u.aed in Order No. 22843, tbe COIIp&lly'a .,.t 
recent rate order. 
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7. CAPITAL ADDITIONS 

EXHIBIT IV 
Pase 4 of 4 

Capital expenditure• for additional water and vaatewater treat.ent capacity 
are forecaat to provide approxt..tely a aix-.atb lead tt. in exce .. 
treabDent capacity. Capital additioua in 1991 include conatruction of tbe 
first two-million-aal1on-per-day pbaae of a water treat..at facility and 
appurtenances totaling approxL.ate1y $7 •il1ion. 

Expenditure• for ayat .. atrenatbenina and/or .. in extenaiona to aerve 
additional aenera1 aervice requir...ata are forecaated baaed aa d..anda 
placed upon the water and aever ayat .. are brouabt about by cuatomer arowth. 

8. LONG-TE.il'l DEBT 

Long-term debt conaiata of a revolvina lonc- ter. facility with intereat 
baaed on projected LIBOI ratea. 

9. SIGNIFICANT VARIATION IXPLAKATIONS 

The following explaina tbe cauae of aipUicant variationa which occur in 
the projected yeara: 

The deereaae in pretax boot inca.. froa 1991 to 1992 ia the reaalt 
of the termination of the collection of auaranteed revenuea in 
mid-1991 (MOte 5) and a airnificant increaae in intereat expenae, 
net of AFUDC, upoa eonatruction of a 2 MaD water treatMnt facility 
durina 1991 (Mote 7). 

The inereaae in pretax boot inca.. froa 1992 to 1993 and froa 1993 
to 1994 ia a reault of a projected inter~ rate inereaae in 1993 
and a final rate increaae in 1994 (Mote 3). 

The lara• ..aunt of 1991 capital additiona ia due to conatruction 
of a 2 MCD water treat.ent facility to ... t capacity requir..enta 
(Note 7). 

The larae ..aunt of 1994 and 1995 capital additiona are a reault of 
projected conatruction of a 1 MCD waatewater treat.ent facility, 
inclwiina effluent diapoaal in order to ... t projected capacity 
requireMnta. 


