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BEFOR E THE FLORIDA PUBLIC SERVICE COMMISS ION 

In re: Application for an ) 
i ncrease in wastewater rates ) 
for South Ft. Myers system in ) 
Lee County by FLORIDA CITIES ) 
WATER COMPANY ) 

DOCKET NO . 910477-SU 

ORDER NO . 25182 

ISSUED: 10/09/91 ____________________________ ) 

The following Commissioners participated in the disposition of 
this matter: 

THOMAS t.f. BEARD, Chairman 
SUSAN F. CLARK 
J. TERRY DEASON 

IHCHAEL HcK. WILSON 

ORPER SUSPENDING PROPOSED BATE SCHEDULES AND 
GBANTING INTERIM WASTEWATER BATES. SUBJECT TO REFUND 

BY THE COMMISSION : 

Florida Cities Water Company {utility) is a Class A utility 
providing wastewater services to two distinct service areas in Ft. 
Myers, Florida . The South Ft. Myers wastewater system, is the 
subject of this rate application. on August 14, 1991, the utility 
filed i ts application for interim and final rate increases pursuant 
to Sections 367 .081 and .082, Florida Statutes. The utility ' s last 
rate case was in Docket No. 840419-SU. 

The utility's application for increased final rates is based 
o n the projected twelve-month test year ending December 31, 1991. 
According to the utility , the primary reasons for requesting 
increased rates are: an increased used a nd useful status for its 
treatment plant facilities; a $1.4 million net addition to utility 
plant in 1991; and increased expenses due to projected customer 
growth of 4 . 16 percent. 

The util ity ' s r quested interim revenue requirement is 
$2 ,74 9 ,870, on an annual basis, and is based on the hi .. torical test 
year e nded December 31 , 1990 . This amount exceeds annualized test 

I 

I 

yea r revenues by $536,003 {24 . 2 percent) . The final annual revenue 
requirement sought by the utility is $2,895,803, or an increase of 

1 $7 59 ,644 (25.72 percent). 

OOCUHEtH !\~M3E~-OI\ TE 

10002 OCJ - 9 1391 

fPSC-RECOROS/REPORl~G 



I 

I 

I 

ORDER NO. 25182 
DOCKET NO. 910477-SU 
PAGE 2 

SUSPENSION Of RATES 

471., 

Section 367 . 081(6) , Florida Statutes , provides that the rate 
schedules proposed by the utility shall become effective within 
sixty days after filing unless the Commission votes to withhold 
consent to implementation of the r e quested rates . Further, the 
above-referenced statuto pe rmits tho proposed rates t o go int o 
effect , under bond, eight months after fili ng unless final action 
has been taken by the Commission. 

We have reviewed the filing a nd find that it is reasonable and 
necessary to require further amplification and explanation of the 
data filed, as well as to gather additional data . In consideration 
of the above , we find it appropriate to suspend the proposed rate 
schedules . 

INTERIM WASTEWATER REVENUE INCREASE 

The utility filed rate base , cost of capital, and oper ating 
s tatements to support its requested interim rate 1ncrease . As 
previously stated , the utility requested a n interim increase of 
$536,003 (24 . 2 percent). Schedule No. 1-A, attached to this Order, 
s hows tho calculation of rate base . Schedules Nos. 2-A and 2-B 
reflect the capital structure and our adjustments thereto , 
respectively. Schedules Nos . 3-A and 3- B reflect the operating 
statement and our adjustments thereto, r espectively. Based upon 
our review of the information filed, we find it appropriate , on an 
interim basis, to increase annual wastewater revenues by $412,165, 
or 18 .4 percent . 

Rate Base 

In t ho utility ' s last rate case, the working capital allowanc~ 
was established using tho balance s heet approach. The utility ' s 
requested working capital for interim purposes is based on the 
formula approach, or one-eighth of test year operating and 
maintenance expenses. 

In accordance with Section 367 . 082, Florida Statutes , the 
balance sheet approach should be used to comput e the working 
capital provision for i nterim rate setting purposes. Our review of 
the application reveals that the information necessary to make a 
precise calculation for the South Ft . Myers wastewater s ystem is 
not readily available for interim purposes. 
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First , the utility ' s balance sheet , which does disclose a 
s ubstantial positive working capital position, is for the entire 
Flor ida Cities Water Company and not for t he single system in t h is 
doc ket. Second , a reasonable basis for allocation of the bala nce 
s heet provision is not apparent based on the information included 
i n the minimum filing requirements {MFRs). Next, the balance sheet 
does not reveal which accounts are interes t bearing or those that 
may be i nappropriate for other reasons. 

Since the balance s heet approach indicates on a prima facie 
basis that a working capital provision would be allowed on a total 
company basis, we believe i t is reasonable to utilize the formula 
approach to reasonably approximate the utility ' s working capital 
i nves tment i n the South Ft. Myers system. Accordingly, we find 
that the utility's reques t ed working capital allowance is 
reasonable for interim purposes . 

Based on our review , we fi nd tha t the appropriate rate base 
f or interim purposes is $7 , 354 , 364 . 

Cost of Capital 

We will make two adjustments to the utility ' s cost of capital 
calculation . The first adjustment concerns restoring the uti l ity ' s 
proposed reduction to deferred income taxes pending further r eview 
of this measure. The second adjustment relates to the ut i lity ' s 
use of the leverage formula to establish the interim r e turn on 
equity and, consequently , its proposed 10 . 65 percent overall cost 
of capital . 

The utility ' s calculation of its cost of capital includes an 
ad j ustment to r emove deferred income taxes relating to some 
unspecified carrying charge s . We believe this adjustment requires 
further r eview and, therefore , will restore this account to the 
actual bala nce recorded. This results in an increase of $4 , 428 , 885 
to the d eferred income tax balance as reported in the MFRs. 

The utility ' s proposed 12.4 7 pe rcent interim return o n equity 
is based o n the c urre nt leverage formula, which is not consistent 
with Section J67 .082{5)( b) 3 ., Florida Statutes . This subsection 
requires the use of the bottom of the r a nge of tte last authorized 
return on equity to establish an interim rate increase . Commission 
Order No. 16818, issued in Docket No . 840419- SU, established a 
return on equity of 14.19 percent for the South Ft. Myers system . 
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Accordingly, an equity return of 13 . 19 percent should be utilized 
for interim purposes. 

Based on the above adjustments, we find the overall cost of 
capital to be 10 . 20 percent. 

Net Ope~ating Income 

Wo have made several adjustments to the utility's operating 
income for interim purposes. The first adjustment is to adjust the 
test year level of revenue~ to that amount reflected on the billing 
analysis. This results in an increase of $26, 683 to test year 
wastewater revenues. 

Tho utility • s proposed operating statement includes a pro 
forma adjustment to reflect a greater expense due to payment of the 
current 4. 5 percent rate for regulatory assessment fees, which 
became effective July 1 , 1990. Since the interim rate 
determination must, by statute, be made upon a historica l basis, 
this known change cannot be allowed in this interim proceeding. 
The interim test year is the twelve-month period ended December 31, 
1990. Thus, the increased regulatory assessment fee was i n etfect 
for one-half of tho year. Accordingly, the interim revenue 
requirement should include a blended 3.5 percent provision for the 
regulatory assessment fee . This results in a decrease of $22,405 
to test year taxes other than income. 

Our other adjustments relate specifically to previously 
discussed items and are essentially fall-out adjustments . 

Revenue Requirement 

Based upon recovery of actual operating expenses for the year 
ended December :n, 1990, and the allowance of a 10.20 percent 
return on rate base, we find it appropriate to approve an interim 
revenue increase or $412,165 (18 .4 percent) for the south Ft . Myers 
wastewater system. The resulting annual revenue requirement is 
$ 2 ,652 ,715 . 

Rates 

We find the following ra tes , which are designed to generate 
the annual revenues discussed above, to be fair, just and 
reasonable. Tho uLility'~ present rates, proposed inte~im rates, 
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and the Commission-approved interim rat~s re set forth below for 
comparison . 

Meter Size: 
All Sizes 
Gallonage Charge 

Maximum Gallons 

WASTEl'IATER 

RESIDENTIAL 

Utility 
Utility Proposed 
Present I n terim 

Rates Rates 

$ 12.61 $ 15 . 56 
$ 2 . 12 $ 2 . 62 

6,000 6 , 000 

GEN~RAL SERVICE 

Commission 
Approved 
Interim 

Rates 

$ 15 . 00 
$ 2.52 

6 , 000 

!Includes Commercial . Multi-family and Public Authori t y) 

Utility Commission 
Utility Proposed Approved 
Present Interim Interim 
BAt~s BAtes BAt~s 

M~ts:t Size : 
5/8 " X 3/4 " $ 12.61 $ 15.56 $ 15 . 00 

1" 30 . 60 37 . 76 36 .4 0 
1 1/2" 60.59 74 . 76 72 . 07 

2 " 96.57 11~ . 16 114 . 86 
3 " 192. 54 237 . 58 229 . 01 
4 " 300 . 49 370 . 77 357 .40 
6 .. 600 . 37 740.80 714 . 08 

Gallonage Charge $ 2 . 55 $ 3 .15 $ 3 . 03 
(No 1-taximum) 

The interim rates will be effective for mete- readings on or 
after thirty days from the s t amped approval date on the revised 
tariff sheets . The revised tariff sheets will be approved upon 
staff ' s verification that they are consistent with the Commission's 
decision , that the appropriate security has been filed to secure a 
possible refund, and that the proposed customer notice is adeq uate. 

I 

I 
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The security wh1ch we find appropria te is a corporate unde rtaking 
from the util ity i n the amount of $350,000. This amount will serve 
t~ guarantee any potenti al refund of i nter im wastewater revenues 
s hould tho final ra tes be determined to be lower than the i nterim 
rates at tho c onclusion of this proceeding. Pursuant to Rule 25-
30 . 360(5) , Florida Administrative Code , the utility shall provide 
a report by tho 20th of each month indicating tho monthly and total 
revenues collected s ubject to refund . 

Based on tho for~going , it is 

ORDERED by the Florida Public Service Commission that the 
proposed final rate schedules filed by Florida Cities Water Company 
for its South Ft . Myers s ystem are hereby s uspended. It is further 

ORDERED tha t the request of Florida Cities Water Company for 
an interim increase in wastewater rates is hereby approved to the 
xtent sot forth in the body of this Order. It is f urther 

ORDERED that the increased wastewater rates approved herein 
a r c subject to r efund with interest pending the outcome of t his 
proceeding. It is further 

ORDERED that Florida Cities Wate r Company shall submit a 
corpora te undertaking in the amount of $J 50 , 000 to secure any 
potential refund. It is f urther 

ORDERED that Florida Cities Water Company shall submit, 
pursuant to Rule 25-30. 360 ( 6) , Florida Administrative Code, a 
r e port by the 20th day o f each month indicating the monthly and 
t o tal revenues collected ~ubject to refund . It is further 

ORDERED tha t Florida Cities Water Company s hall file revised 
tariff s hoots i n accordance with tho provisions of this Order, as 
well as a proposed notice to customers , detailing the increased 
wastewater rates a nd tho reasons therefore. The notice shall be 
submitted to the Commission for prior approval. It is further 

ORDERED that tho interim wastewater r ates shall be effective 
f o r meter readings on o r after JO days from the stamped approval 
d a te on tho revised tariff shee ts. It i~ f urther 

ORDERED that the revised tariff sheets will be approved upon 
Commis9ion Staff ' ~ verification that the tariff sheets are 
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consistent with the Commission ' s decision , the appropriate security 
has been filed to guarantee any poten i l refund a nd the proposed 
customer not ice is adequate. 

By ORDER of the Florida Public Service Commission, this g t ~ 

day of OCTOBER 1991· 

Reporting 

(SEAL} 

NSD 

Commissioner Deason dissents as follows : 

I dissen t only f r om t hat portion of the Commission ' s decision 
granting a working cap1t al allowance based on a method not used in 
tho last rate case. The company' s request for working capital 
allowance was based on a one-eighth of operation and mainte nance 
expense mothod. In the utility ' s last case a balance sheet meth od 
was utilized. Section 367.082(5}lb)l ., Flor i d a Statutes, limi t s 
the Commission to " adjustments consist e nt with those which were 
used in the ~ost recent raet case . . . " We have always interpreted 
this to require use of the same methodology in calcul a t i ng working 
capital . Because I believe that the utility has the burden of 
just ifying its working capital allowance under the s trict statutory 
guidelines of the in t erim s t atute (and failed to do so} , I would 
not grant a working capital allowance for interim purposes o nly. [I 
note t hat the balance sheet information provide d by the utility was 
total utility and not useful to the s taff in deve l o ping a 
meaningful working capital allowance for this u t ility division. ] 

I 

I 

I 
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NOTICE OF FUETHER PROCEEDINGS OR JUDICIAL REVIEW 

477.., 

The Flor i da Public Service Commission is required by Section 
120 . 59(4), Florida Statutes, to notify parties of any 
dministrativc hearing or judicial rev1ew of Commission orders that 

is available unaer Sections 120.57 or 120 . 68 , Flor ida Statutes, as 
well as the procedures and time limits that apply . Th is notice 
s hould not be construed to mean all requests for an administrative 
hearing or judicial review will be granted or result in the relief 
sought. 

Any party adversely affected by this order, which is 
preliminary, procedural or inter mediate in nature, may request : 1 ) 
rccons idcration within 10 days pursuant to Rule 25- 22. 038 ( 2) , 
Florida Administrative Code, if i ssue d by a Prehearing Officer; 2) 
reconsideration within 15 days purs uant to Rule 25- 22 . 060 , Flor ida 
Administrative Code, if issued by the Commission; or 3) judicial 
review by the Florida Supreme Court , in the case of an electric, 
gas or tclepho~e utility, or the First District Court of Appeal, in 
the case of a water or s ewer utility . A motion for recons ideration 
shall be filed with the Director , Division of Records and 
Reporting, in the form prescribed by Rule 25- 22 .060, Florida 
Administrative Code . Judicial review of a preliminary, procenural 
or i ntermediate ruling or order i s avai lable if review of the f1nal 
action will not provide an adequate remedy . Such review may be 
requested from the appropriate court , as described above, pursuant 
to Rule 9.100, Florida Rules of Appe llate Procedure. 
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(~·SOUTH fl. MYERS OIVISION(W$076) 
SCHEDUlE Of \oiASlE\4\lU U t E lASE 
HISTOit iCAl lEST YEAA EN0£0 OECEM8£1t 31, 1990 

tESt YW 
PER UTiliTY 

ADJtJSTEtl 
TEST YEAR 

SCHEDUlE NO. I· A 
OOCXET NO. 9104n· S'U 

COMMISSION 
COMMISSION 

AOJtJST£0 

UTiliTY AOJUSIMEIITS PER UTiliTY ADJUSTMtiiTS TEST YEAR 

1 UtiliTY Pl.AMl Ill SUVICE s 22 , 9as,357 s 208,107 s 23,19.3,464 s 0 s 23, 193,464 

2 lAliO 6 ,327 0 6,.327 0 6,327 

l CX»>SIItUC T I ON WOl( Ill PROGRESS 317 ·"~ (317,440) 0 0 0 

4 liON · USED ' tJSHUl CCMPOifEIIlS 0 C 6, 266, 981) ( 6, 266, 981 ) 0 (6, 266, 981) 

5 ACCUMUl AtED OEPl£CIAIION (4,556,347) 2, 120,691 (2,435,656) 0 (2 ,435,656) 

6 ACOUISITION AOJtJSJMEIIT · 11£ T 2 , &05 0 2,80S 0 2,805 

7 CIAC (9, 123, 585> 0 (9,123, 585> 0 (9, 1Z3, .. 85 ) 

8 ~TI!ATION Of CIAC 1,857,197 0 1,857, 197 0 1,857, 197 

9 AOVANC£$ r 011 COIISTRUCJION (33, 9&4 ) 0 (33,984) 0 (33 ,984) 

10 OEtll DEFUl£0 llttOME l AXU 0 0 0 0 0 

11 WOl(ING CAPITAl ALLOWAMC£ 154,rn o r54,m o t54,m 

s 11,609,987 s (4 , 255 ,623)$ 7,354,364 s 0 s 7,.354,364 
••••••••• .. • •••••••••••• ... •••aa•••• ......... aaa ---••••••••• 
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I 
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FCliC·SQSTK Fl. ICYU$ DIVISIOII(~76) SCII.EDUl E JIO. 2 · A 

WIT Al S T liJCTURE DOCX£T 110. 91<14 n · w 
MIST~ICAl TEST YEAI EliDED DEttMER 31, 1990 

CO..ISSION 
ADJUSTED liTILIT'I' UmNC . AOJ. IALA.llct lo'£1CJITED 

TEST YEAR WEIGHTED TO UTiliTY PU COST PElt 

DESCIIPTION PElt UTil iTY WEIGHT COST COST EXHIBIT CO..ISSIC* lo'£1CJIT COST COI41SSION 
..•..•..•.................••••.•••.•.•• ·••······ ...•... . ....... . .... . ...•... ···• · ······· ......••........•....•... 
1 lONG TEIM DEBT $ 24, 990,a75 41.8S1 10.511 4.40X s (22,125,563)1 2,865,312 38.961 10.511 4.091 

2 ShOtT TERM DEBT 1,600,000 2.Ml IO.OOX 0.27l (1,4 16, 553) 1!3,447 2.49X 10.00X 0.251 

3 AOV~$ FROI PAREJil 0 o.oox 0.001 o.oox 0 0 o.ocn: o.oox o.oox 

4 C11STONEl DEl'OSITS 0 o.oox 7.271 o.oox 0 0 o.oox 7.271 o.oox 

5 aMOI EQUITY 26,769,067 44 .a3X 12.471 5.59X <D,699,an> 3,069,190 41. 731 13.19X 5.501 

6 IIM:STMElll TAX CREDITS 2. 1aa, tat ).661 10.651 0.391 (1,937,297) 250,M4 3 . 41l 10.201 0.351 

7 DEFURED TAXES 4,166,782 6.98X o.oox o.ocn: (3,1at , 251) 985,531 13 .40X o.oox o.oox 
..•.•....•.• ..... .. .. .......... ...........•. . •• .......... . •...••.••••.• •. •. • •••• 

a TOTAl CAI'ITAl ' 59,714,905 IOO.OOX 10.651 s (52,360,541)$ 7,354 , 364 100.00l 10.201 .................... -..... ca·a:a..-a:a-• ....... _ ........ ·-··· _ ... ._. ..... ...... a:a:a .... -.......... 
RANCE Of REASONABl ENESS lOll MICH 

RETURN ON EQUITY 13.191 15. 19X 
a:&-ata.axa a-aa·c-aaa 

OVERAll RATE OF RETURN 10. 201 11.031 

·~····k· ··~···· 
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fCWC· SOUTN fT. MYE•s DIVISION(~76) 

ADJUSTMENTS TO CAPITAL STRUCTURE 

SCMEDULE 110. 2 · 8 

DotnT NO. 9104n· SU 

MISlOIICAl fEST YEAR ENDED DECEMitR 31, 1990 

SPECIFIC SPECIFIC 

AD JUS UCEII T AD JIJS Tlt£)1 T PRO lATA NET 

DESCRIPTION (£XPLAIII) ( EXPLAIN) RECOt!Ci l E ADJUSTMENT 
.. ....... ..... .... ...... .. ........ . ................ .. ...... .. ..... ... . ... . .... . ....... ... .. ............. ..... 

LONG TUM DEll s 0 s 0 S (22,12S,S63)S (22, 125,563) 

2 SIIOilT TERM DEBT 0 0 (1,416,553) (1 , 416,553) 

3 PREfEIIEO SToa 0 0 0 0 

4 CUSTOMER DEPOSIIS 0 0 0 0 

5 COitiiON EOU I T'r 0 0 cZJ,699,an> <23,699 .an> 

6 IIIVESlMEIIT lAX Clf OIT$ 0 0 (1,937,297) (1, 937. 297) 

7 DEfERRED liiCOE TAXES 4,42.8, 885 0 (7 ,610, 136) (3, 181,251) 
................... .. ... .. ..... .... ..... .. .... .. ... ... .. .. .... ... ........... ...... ....... 

a TOlAL CAPITAL s 4,423,885 s 0 s (56,789,426)$ (52, 360,541) 

~·-·--- ..................... .-...:: . .. _... ... 

I 

I 

I 
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fowt· SOUTK fT. MYERS DIVISION(V$076) 
STATDIUIT Of WASlEWAT£11 OP£IIA1 10NS 

MISTOliCAl TEST YW EliDED DEaMER 31, 1990 

SCHEDUlE 110. 3 ·A 
oocxn 110. 9104n-su 

UTiliTY CCMtl$$1011 

TEST TEAl UTiliTY ADJUSTED coetiSSIOII ADJUSTED REVf.llJE IIEVEliUE 
OESCliPTIOII PElt U11LITY ADJVSTMEliTS TEST fW ADJUSTIElJTS TEST TEAR IIIClEASt ltEOUIItEMEIIT 

·····•··· · · ····•···· ··· •··········· ···· · ······· •.•.. • . . •. .. ..• •......•• ············ •. • ••• . ••...••.•.... . ... . ... •....... 

1 OPE ItA TllfG ltEVEilJE S ' 2, 136,159 s 6\3,711 2.7~9.370 s (509,310)$ 2,240, 550 $ 412,165 s 2,652,715 

18.401 
2 OPERATING EXPENSES 

3 OPERA Tl 011 AliD M llflE IIAJIC( ' 1,Zl8,216 $ 0 s 1,238,216 s 0 s 1,238,216 s 0 s 1,238,216 

4 OEPitECIAT ION 621,341 <371,307) 250 ,034 0 ~0,034 0 2:50,034 

5 ANORTi lATIOII 1,167 0 1,167 0 1,167 0 1,167 

6 TAXES OTKEII TIWI INCOME 2l9,6n 46,920 286,592 (45,3~) 241,267 14,426 255,693 

7 IIICCHE TAXES 327, 110 (136,4!8) 190,622 ( 182, S31) 8,041 149,669 157. 710 
. ............. .. ........ ·· ··· ·· - ~-- - •. . ...••..••••..• . ...... ..... .. .. •.• · ··········· 

6 TOTAL OPEU TI IiC EXJ>EJCSES s 2,427, 506 ' (460,875)$ 1,966,631 $ (227. 906)$ 1,73a, n5 ' 164,095 ' 1,902,820 

9 OPERA TI IIC I NCOE s (291,347)$ 1,074, 586 $ 7S3,ll9 s (281,414)$ 501,825 s 248, 070 ' 749, 895 
a-aa:aa:•••---•• •• .. ••••wa-a·• a1a1-aaa.aaa.a:aa a-.-aaaaa .. aa• aatr11•••••••• c-.a_a.-aaall!&aa a:aaaa ...... aaa• 

9 RATE &A.S£ s 13,397,987 s 7,354,l64 s 7,354,364 s 7,354,]64 
aa_a_a.aaaa-a:zaa •=•••._.~"lt.Jt&a --.taa-•a•.s-waaa :=:-••········ 

lATE Of IIET\JitN · 2. 17X 10.65X 6.82X 10.20X 

a..::s~~:a.-a•••• a ct.-aaaacaaa -..saaaaaaaaa .............. 

-
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ICUC SOUIH II . Mf(ltS OIVISION!US076) 
ADJUSt NIS 10 OP£.AIINC SIAf£~NIS 
HISIQaiCAl I£Sf YfAit £.0(0 O£Cl"'Eit 31, 1990 

ClCPLAHAll 011 

OPEIAT IIIG ltEV(IIIJES 

SCHEDUlE HO. 3•1 
FACiE I Of I 

00C( ( T NO . 910Ln· SU 

1. Ad}ust-ent to r~e ut lll ty'a requesttd lnterl• Increase (536,003) 

2. Ad jus t.nt to ref I ec t IIIWUIIII ted revenun.. , 

TAXES OIKU HWI IIICOE TAXES 

1. AdJus~t to ltAr for •1 abo~~-. a 4 . Sl 
2. Adjust.nt t o llAf for~ lboYe a 4.5% 
3. Ad)ust_,t to reflect eppllcat l on of bllnlild ra te of 

l .Sx ltAf t o actual revenues 

I NCOMf TAXES 

OP(ItA TIIIC ltCVt:NUES 

TAXES OTHER THAN INCOME TAXES 

Adjust_,t to reflect llflPIIcat ion of blended rate o ' 
3 .5% ltAr to Increased reYenUeS 

I NCOI'E fAXES 

AdJus~t lncc.e to texe11 

26,68.3 
.. .. ........... 

s (509,320) ............... 
(24, 1Z0) 

1,200 

(22,405) 
............... -

s (45,llS) ................ 

s (182,581) ............... 

s 412,165 _ _.... ..... 

s ................ 
149,669 ............. 

I 

I 

I 
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