
BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In Re: Petition for a rate 
1ncrease by West Florida 
Natural Gas Company. 
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The following Commissioners participatad in the disposition of 

thi~ matter: 

THOMAS M. BEARD, Chairman 
BETTY EASLEY 

ORPER GRANTING CERTAIN INCREASES 

BY THE COMMISSION: 

Pursuant to Notice , the Florida Public Service Commission held 

a public hearing on this matter in Tallahdssee, Florida on April 

27, 1992. Hav1ng considered the record in this proceeding, the 

Co~~ission now enters its F1nal Order. 

BACKGROUND 

This proceeding commenced on October 15, 1991, with the filing 

of a peti t1on by \.~st Florida Natura 1 Gas Company (Host Florida, 

WFNG , or the Company) for a rate increase that would prov1de West 

Florida with $1,930,801 in additional annual revenues . 

The Conpany ' s last rate case, in Docket No. 871255-GU, was 

based upon a test .ear ending June 30 , 1987, with rates set for an 

attrition year ending June 30, 1989. In that case , the Cormission 

tound the Company ' s jurisdictional rate base to be $16 , 362 ,1 03 in 

the attrition year. The Company ' s last authorized rate of return, 

se in that A~cket, was 11.06\ , which included a return on common 

equity of 13.50 . 

The Company's current request is based upon a projected test 

year ending June 30, 1993, with 'l jurisdictional rate base of 

$18 ,066, 280 in that projected test year. In this case, \'lest 

Florida has requested an overall rate of return of 11.14\, with a 

return on common equity of 12.80\. 

By Order No. 25522, issued December 23, 1991, the Commission 

suspended West Florida ' s permanent rate schedules and granted the 

Company an interim increase of $853,689 . 

Cu~tomer service hearings wore held in Panama City, Flor1da, 

on February 5, 1992, and in Ocala , Florida, on February 12, 1992. 

Customers gave testimony at both service he.-!rings. A formal 
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prehearing conference was held before Chairman Beard on April 6, 
1992, at wh~ch t1me the parties reached agreement on several of the 
1ssues. There remained for the hearing a number of con ... ested 
issues which will be discussed t.n this Order . Testinony and 
exhibits were presented on these issues by J. E. Mcintyre, Patti A. 
Sm ith, Bruce Chr i stmas, Teresa K. Bean and Mark Cicchettl on behalf 
o f the Company. Ho other witnesses were heard . 

The Federal Executive Agencies and the Off icc of Public 
counse l intervened as parties in this proceeding . However, the 
federal Exrcutive Agenc1es did not participate i n the hearing or 
tile a brief. 

I . REVENQE ~R~NTS DETERMINATION 

The revenue requirements of a utility arc derived by 
establishing its rate base, net operating income (HOI) and fa1r 
rate of return. A test year of operations, tradit1onally based 
upon one year of operations, is used to derive these factors. 
Hultiplying the rate base by the fair rate of return provides the 
net operating income the utility is permitted to earn. Compar~ng 

the permitted net operating income with the test year net operat1ng 
income determ1nes the net operating income deficiency or excess . 
The total tLst year revenue defic1ency or excess is determined by 
adjusting the deficiency or excess by the revenue expans1on factor . 

A. STI PUI.ATED ISSUES 

There were se"eral stipulat1ons relating to proJected test: 
year Plant-In-Service, Accumulated Depreciation, and Depreciation 
Expense . The parties agreed that projected test year Plant-In
Service , Accumulated Depreciation , and Depreciation Expense should 
be reduced by $175,307, $180,610 and $5,303 respectively to reflect 
an accounting error in inventory booked in Account 376, Mains. The 
parties agreed that projected test year Plant-In-Service, 
Accumulated Depreciat1on, and Depreciation Expense should be 
reduced $26 , 347 , $34 , 837 , and $3 , 396, respectively, to reflect the 
retirement of three vehicles and equipment relating to two retired 
vehicles. The parties also agreed that rrojected test year Plant
In-servlce, Accumulated Depreciation, and Depreciation Expense 
should be reduced $8,423 , $9,953 and $612, respectively, to reflect 
the sale of certain power operated equipment to Americas . The 
parties agreed that projected test year Plant-In-Service, 
Accunulated Depreciation and Depr eciation Expense should be reduced 
$129,140 , $85,316, and $4,808 , respectively, to remove the Panama 
City propane air facility as contained in Accounts 319 and 320. 
These accounts shall be reduced accordingly. 
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The parties agreed that Account 143 , Merchandise, Jobbing & 
Other should be reduced by $21,871 to remove receivables for non
regulated contract labor and for reservation fees. This account 
~hall reduced accordingly. 

The part:ies stipulated to several issues relating to the 

revenues of the Company. The parties agreed that base year and 
proJected test year revenues should be reduced by $2,460 to correct 

a company error. The parties agreed that revenues should be 

increased $8,427 for returned check fees improperly recorded below

the-line. The parties agreed chat base year flex rate revenues 

should be decreased $52,387 in the projected test year . These 

revenues shall be adjusted accordingly. 

The parties agrood that Taxes Other Than Income Taxes should 
be increased $932 for the effect of adjustments to operating 

revenues. Taxes Other mhan Income Taxes shall be adjusteJ 
accordingly . 

The parties agreed that an adjustment should be 
increase the projected test year revenues by $393,4 22 
ef feet of customer growth and changes in consumpt.ion. 
revenues shall be adjusted accordingly. 

made t o 
for the 

These 

The parties agreed that the appropriate amount of proJected 
test year base rate operating revenue is $6 , 805,538. Becau~e of 

adJustments to the Company ' s projected revenues, as discussed ~n 
other 1ssues, we find the Company ' s base rate operating ~evenues to 
be .,.6 , 805,538 . 

The parties agreed that the Comoany ' s adjustment removing 
conservatic~ expenses and related taxes is inappropriate . 

Therefore , conservation expenses shall be increase d $4,596, and 

Taxns Other than Income Taxes shall be increased by $75. 

The parties agreed that in the base year , for purposes of 

trending, Account 921 should not be adjusted by $14, 351 for expense 
adjustments the Company made but coul.~ not identify by account 

number. This account shall not be so adjusted. 

The parties agreed that the Company ' s adjustment to the 
projected test year to allow for increases in pos tage rates from 29 
cents t:o 30 cents is not appropriate. Accordingly, expenses shall 
be ruduced $12,379. 

The parties agreed that Account 921, Offlce supplies, should 

be reduced $5,555 in the projected test year . This account s hall 
be reduced accordingly. 
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The parties agreed that Maintenance of Other Equipment should 

be reduced by $2,041 tor maintenance contracts on unused equipment. 

This account shall be reduced accordingly. 

The parties agreed that Maintenance of Other Equ1pment should 

be reduced $11 , 277 in the projected test year for the costs 

associa ted with the maintenance of leased water heaters at no cost 

to the customers. This account shall be reduced accordingly . 

The parties agreed that Account 903 should be reduced $2,278 

to disallow for cash shortages. This account shall be reduced 

nccordingly. 

Tho parties agreed that base year operating expenses should be 

reduced $2,049 to reflect tho replacement of cellular phones with 

~ new cormun1c~tion system in Panama City. This account shall be 

reduced accordingly . 

The parties c1greed that $9,310 should be reclassified from 

Miscellaneous General Expense to Bank Service Fees . The parties 

ngrocd that an adjustment should be made to reclassify contractor 

Cut-Ons in the amount of $7,622 . 50 from Account 930 to Meter and 

House Regulator Expenses, Account 878 . These amounts shall be 

reclassified accordingly . 

The parties agreed that Account 887 - Maintenance of Mains, 

s hould be 1ncrcased by $2,790 for maintenance of the ma1ns on the 

Hathi.lway Bridge . This account shall be increased accord1ngly . 

Th~ par 1es agreed that Depreciation Expense should be reduced 

$3,871 to reflec t the removal of the non-utility Ocala propane 

plant from ra-~ base . This account shall be reduced accordingly . 

The parties agreed that the utility ' s treatment of the 

amort1zation related to its investment tax credits (ITCs) is 

i nappropr i ate. Accordingly, amort1zation in the amount of $44,731 

s hall bo rotlectod below the line . 

r . DISPUIEP ISSUES 

1. Bf,TE BASE - A'I'TACHMENT 1 

(a) Should on adiustment be made to the projec ted test year 

rAte bas~ to recognize the utility's acquisition 

adiustmr.nt in the Ocala piyision incorrectly removed from 

rate bose by the company? 
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Gulf II..Jtural Gas Corporc'\t ion (GUG) , \vest Florida ' s 
predecessor, booked an acquisition adjustment when Ocala Gas 
Compar1y merged with GNG in 1959 . The purchasu price for he Ocala 
Gds assets was the lowest of two independent appraisals of the 
assets. An acqu1si tion adJU"tment of $4 65, 716 was made, and it 
represented the difference between tho lowest appraisal and the net 
book value of the assets . In Docket No. 72676-GU, thP acquisition 
adJus tment was first approved by us in Order No. 5685, issued March 
29, 1973, when rates were first determined. We have allowed the 
$465,716 acquisition adjustment in all rate cases sincP the merger. 
The company removed the acquisition adjustment in this case . 

We find the record does not support disallowlng the 
acquisition adjustment that we had previously approved, and thus we 
~ill correct the Company ' s error. The 13 month average rate base 
aha 11 be incrca!>ed $4 65, 726, accumulated depreciat~on shn 11 be 
incre~sed $398,756, and anortization expense ~hall be increased 
$Jl,061. 

(b) ~pt is the correct amount of the rate base additi o n to 
reflect extensions to the Okaloosa County 1~ 

Host Flor .1da 's extensions to the Okaloosa Cour.ty 1 ine were 
origin~lly scheduled to be in service in July of 1992, with an 
estimated cost ot $400,000 . Due to construction dela)a, serv1cu is 
now scheduled to begin in november of 1992 . Because this project 
will not be 1n service dur1ng the cnt1re projected test year, the 
amount added to plant in service must reflect the average amount 
t o r the entire year, which is $246,154 . 

Also, the Cocpany is allowed to earn a return on projects 
~:h ich arc ur.1er construction, but not yet completed. \·:ork in 
progress for this project amounts to $132,385 . Normally, projects 
as co~tly as this one would accrue AFUDC rather than include CWIP . 
liowever, pursuant t o Rule 25-7 . 0141{1) (b) , Florida Administrati~e 
Code, .. projects expected to be completed in less than one year 
a1ter commencement of construction" may be included in CHIP and may 
not accrue AFUDC. According to the Company, the construct1on time 
for this project is expected to be six months . Thus, inclusion in 
CHIP is appropriate here. 

Because the complet1on date for the project c hanged , the 
depreciation expense and accumulated depreciation in the MFR's are 
incorrect . The correct depreciation expense is $8,076 and the 
correct accumulat~d depreciation is $2,650 . In Issue (h) of this 
section, w~ remove the entire amount of this project, as well as 
the related accumulated depreciation and depreciation expense from 
rate base. Here, we are simply adding back the proper addition to 
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rate base and any associated expense . 

We find tho correct amount of rate base addition reflecting 

extensions to the Okaloosa County line to be $378,539, of which 
$2•: 6, 154 is Plant-in-Service and $132,385 is Construction Hork in 
Progress . In addition, we find the correct amount of Accumulated 

Depreciation related to this project to be $2,650, and we find the 

correct amount of Depreciation Expe nse to be $8,076 . 

{c) What is the correct amount of the rate base addition to 
reflect extens1ons to the Gulf Asphalt pl~nt? 

Tho extensions to the Gulf Asphalt plant were orig1nally 
scheduled to be in service by July of 1992, with an estimated cost 
of $380, 000 . Due to construction delays, serv 1ce is now sc •• ~duled 

to begin in Septenber of 1992. Since this project w1ll not be in 
service during the entire projected test year, the amount added to 

Plant-in-Servlce must reflect the average amount t or the entire 

year . The average addition tor the proJected test year is 
$:>9~,308. 

Al!Jo, tho Company is allowed to earn a return o n projects 

which arc under construc tion, but not yet completed . Hork in 
progress for this project is $82 , 692 . As we stated 1n subsection 
(b) above, normally, projects as costly as this one would accrue 

AFUDC r thor than include CHIP . However, pursuan t to Rule 25-

7 . 0141(1) (b) , Florida Administrative Code, "projects expect~d to be 

completed in less than one year after commencement of construction" 

may be i ncluded in CHIP and may not accrue AFUDC. According to the 
Company, the construc ~ion time for this project is expected lo be 

six months . Thus , inclusion in CWIP is appropriate here . 

Because the completion date for the project changed , the 

depreciation ext~nse and accumulated depreciation in the MFR ' s are 
1ncorrect. The correct amount of Depreciation Expense is $9 ,1 36 

and the correct amot.nt of Accumulated Depreciation is $3,699 . In 

Issue (h) of this section , we remove the entire amount of this 
project , as well as the related accumula\.ed depreciation and 
depreciation expense from rate base . Here, we arc simply adding 

b~ck the proper addition to rate base and any associated expense. 

We find that tho correct amount of rate base addition 

reflecting extensions to the Gulf Asphalt plant is $375,00~, of 
wh1ch $292,308 is Plant-in-Service and $82 , 692 is Construction work 

in Progress. In addition, we find the correc t amount of 
Ac~umulated Depreciation to be $3,699 , and tho correct amount of 

Depreciation Expense to be $9 , 136. 
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'd) Should proiectcd test y~ar Plvnt-I~vi~g . Accumulat~d 

D~prcciatioo . and Depreciation Expense be adjusted to 
r c tlcct thr ~ppropriatc booking of a new ~aonon copier 
a np the retirement ot a Sharp copi~r? 

The Eng1neering Evaluation Report showed that in October of 
1990, a copier was traded in for a new copier, but the investment 
represented by the old copier was not retired from the Company ' s 
books. In addition, the original cost of the new copier was not 
properly recorded. Instead, the Company booked the r.~t value of 
the new copier. In other words, the book:J only re1lected the 
original cost of tho new cop1er less the trade-in value from the 
old cop1cr. Rule 25-7 . 04 61 ( 4) (c) , Flor idn Admin1strnti ve Code, 
rcqu1res tho book cost of the ret1ring unit to be removed tram both 
pl1nt-in-servicc and the depreciation reserve. Th1s rule also 
rcqu1ros the salvage resulting from either a trade-in or sale to be 
booked to the associated a..:count ret.erve . The net ef feet of 
removing tho old copier ' s investment and correctly booking the new 
copie r results in a reduction to plant-ln-serv 1co, accumulated 
depreciation , and dcptcciation expense for the projected test year. 
We find that adJustments should be made to correct these booking 
errors . Accordingly, the projected test year Plant-in- Service 
!;hall be decreased by $258, Accumulated Deprecl..st.on shall be 
decreased by $331, and Depreciation Expense s hall be d~crcascd oy 
$36 . 

(c) Sh~lQ proiccted test year Plant-In- Service . Accunulated 
peprcciation . and Depreciation Expense be r'lQ.yced---.tQ 
re1lcct toc.ls that West tlorldn N.~ ural Gas has~ 
YDObl~ to identify or locate. or arc no longer in use? 

Tho Engineering Evaluation Report noted that tools totaling 
$56,67 1 were un.~enti!lcd or not located. Th1s Report also notco 
that although tools totaling $3,807 were included in the sale to 
AneriCas, these tooL were still listed on the Company ' s books. In 
order to adJust for the projected test year, our calculations are 
based on the premise that these plant items were already removed 
tram service at the beginning of the historic base year . 
Therefore, we find that the projected test year Plant-In-Service, 
Accumulated Deprec1ation, and Depreciation Expense shall be reduced 
~~ $60,478, $68,188, and $3,084, respectively. 

(f) snould p~ctgd test year Plant-In-Service, Accum~l~~£9 
peprccintion I and oepreciation Expense t>e rcduceg to 
rctl~ct certain power operated equipment that West 
Florido tli"tJ.Iral Gas has been unable to identify or 
locate? 
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The Engin~ering Evaluation Report noted that power operated 
e quipment total~ng $65,531 could not be located or identified . For 
purposes o! aojusting the projected test year, our calculations are 
based on the premi~e that these plant items were already removed 
t roc s ervice at the beginn~ng of the historic base year. 
The r e fore, we find the projected test year Plant-In-Service, 
Accumulated Depreciation, and Depreciation Expense shall be reduced 
by $65 , 531, $79,051, and $4,718, respectively. 

(g) Should proiected test year Plant-In-Service. Accumulated 
~rcciation. and pcpreciation Expense be reduced to 
reflect communication equipment no longer in use by WFNG 
and the correct b9oking of the replacement equipment? 

Both the Engineering Evaluation Report and the Audit Report 
no t e d two dcf iciencies in the Company • s communication equipment 
account. The Engineer1ng Evaluation noted that because $17 , 619 of 
communication equipment was no longer in use, this amount should 
have been retired from the Company ' s books . The Audit Report 
turther noted that when the Company purchased mobile radios in the 
a mount of $17,834, lt recorded the new plant additions as a net 
amount of the purch~se pr1ce minus the trade-in value received. In 
add ition, the investment associated with the equipment that had 
bee n removed from service and traded in still rerr.11ned on the 
books . The Audit Report also found a mobile radio on the books for 
$683 that should have been retired . As noted in Issue (d) above, 
Rule 25-7.461(4) (c), Florida Administrative Code, requires the book 
co~t of the ret1ring unit to be removed from both Plant-In-Service 
a nd the depreciation rcs~rve. This rule also requires the s alvage 
r esult1ng either from a trade-in or sale to be booked to the 
associated account reserve. 

We find the net effect of these adjustments to be a reduction 
to Plant- In-Servlce, Accumulated Depreciation, and Depreciatio n 
E>:pens e, in the amounts of $18,429, $24,999 and $2,628, 
resp ectively. 

(h) Should adiustnents be made to Plant-In-Servic e and 
expense and reserye to reflect corrections to test year 
data? 

Because our adjustments to the Okaloosa extension and to the 
Gulf Asphalt Plant were made in Issues (b) and (c) above, we sh~ll 
not make any adjustments relating to those plants here . The 
additional adjustments made here correct additions a& wall as the 
projected test year retirements. There were several instances 
where the Company bookod the wrong amounts for additions, 
r etirements, and depreciation expense . The Company interpreted 
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Rules 2 '; -7. 0461 (4) (a) and (c), Florida Administrative Code, to 

permit it to assign net book value as trade-in value when a 

retirement unit was traded in . The Company reduced the cost of the 

new item by the trade- in value of the retired item, and did not 

book a retirement to the reserve. The amount booked as the 

add~tion was the incremental difference between this amount and the 

value of the retired item. We find that this practice u~~erstated 

the reserve and additions booked to plant, and that the amounts 

b ooked to these accounts were inconsistent. 

The Company testified that it was in the process o f correcting 

i t s computer program so that it can follow the directives of Rules 

25-7.0461(4) (a) and (c), Florida Administrative Code . 

Th~ projected retirements forecasted in the orig inal f iling 

were based on a retirement rate calculated by divid i ng annual 

retirements by tho annual additions (where additions were adjusted 

for transfers) for the five year per~od 1987 through 1991. This 

related the amount of retirements to the amount of additions, 

whereas the correct calculation relates retirements to the amount 

of plant investment exposed to the possibility o ( r e tirement. 

Bas ed upon the correctly calculated retirement rates , we find that 

the re ~hould b~ a decrease to projected retirements which r esults 

in an i nc r e a se to the plant estimate by $143, 028 . 

Plant shall be decreased $238,328 to c orrec t for miss ta tements 

o f additions and projected retirements. In addition, p l ant s ha l l 

be r e duced by $378,539 for the Okaloosa extension, and by $380 , 000 

for the Gulf Aspha lt Plant, to correct for the delay in 

cons truction as discussed in Issues (b) and (c) above . He find 

~hat this shall res ult in a total decrease of $996, 8 67 to Pla nt-in

Service for the test year. The reserve shall be d ecreased by 

$399 ,242 to adj ·~t for accounting errors. In addition , to account 

f o r the construction delays, the reserve shall be decrease d by 

$2 , 65u for the Oka loosa extension and by $3,699 for the Gulf 

As phalt Plant. We find that this results in a total dec rease of 

$405 , 591 to the reserve for the test year . Depreciatio n expense 

~hall increase by $24 , 221 to adjust for accounting errors . Test 

year expense for the Okaloosa project shall be reduced $8 ,076, and 

test year expense for the Gulf Asphalt Plant shall be reduced 

$9 ,1 36. This results in a total increase of $7,009 to Deprec iatio n 

e xpe ns e to the test year. 

(i) I s West Florida Natural Gas in compliance with Rule 25 -

7. 0461 . C4)Ca) . Florida Administrative Code? 

Rule 25-7.0461(4) (a), Florida Administrative Code, states that 

\:hen a retirement unit is added for the first time at a location, 
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the cost s hould be added to the appropriate plant account, along 

w1. th associated labor and installation costs. Under Rule 25-

7.0461 (2) (b), Florida Administrative Coda, "cost" is define d as the 

original cost plus associated labor and installation costs . The 

Company testified that the value it assigned to new plant additions 

was the original cost, except i n i nstances where trade-ins were 

involved when the Company would net the purchase price with the 

salvage or trade-in value. We find that the salvage the Company 

receives should not be netted against the purchase price ; instead, 

it should be handled in accordance with Rule 25-7.0461(4)(c), 

Florida Administrative Code, which requires that costs of the 

retiring unit, removdl, and salvage associated with t~e retirement, 

should be debited and credited, respectively, to tho prope r account 

reserve. 

Because tho Company has agreed to bring its records into 

conformity with Rule 25-7.04 61(4) (a), Florida Adminl.strative Code , 

we s hall not assess a penalty at this time . Howe ver , West Florida 

must bring its procedures into compliance immediately , s ubject to 

a compliance audit within 12 months by Commission S t aff . At that 

time, if the Company is still found not in compliance, a show cause 

proceeding shall be initiated. 

(j) Is Wqst florida Natural Gas in cornPllancc vith Rule 25-

7 . Q461 .{4lCcl . florida Administra t ive Code? 

Rule 25- 7 . 0461(4) {c), Florida Administrative Code, s t a t es that 

\.hen a retirement unit is retired , the book cost of th.c r e tir i ng 

unit should be creoi ted to the plant account in which it is 

included , a nd debited to the associated account reserve . Thi~ rule 

1 urther requ1.res that any cost of removal and gross salvage 

associa ted with the retirement must be debited and credit ed , 

respectively , ~o the account reserve. It also directs that costs 

o t t~e ret i ring u n it, removal, and salvage , should be r ecorded 

w1thin one month 01 the retiremen t date. 

Both the Engineering Evaluation Repor~ and the Audit Report 

noted that the Company was not properly removing the ifivestrnent 

from its books as plant was being retired . In addition, the 

Compa ny was not properly recording the amount received for items of 

plant either sold or traded-in as salvage . The Company tes tified 

tha t it was the Company ' s practice to remove items from plant at 

the time of retirement. However , the Company admitted the re we r e 

instances when Lhe proper procedure was not followed. 

Because the Company has agreed to bring its records into 

conformity w th Rule 25-7.0461{4) (c), Florida Administrative Code , 

we shal l not assess a penalty at this time. However, West Florida 
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must bring 1t~ procedures into compliance immediately, ~ubject to 
a compliance audit within 12 months by Commission Staff. At that 
tice, if the Company is still found not in compliance, a show cause 
proceeding Jhall be initiated . 

(k) ~t adiustrnent. if ~ny. should b~ made related to the 
sale of the LP properties to Americas? 

On September 12, 1989, West Florida L.P. sold substantially 
all of its assets to Amorigas. The assets sold were located in 
Panama City, Quincy, Ocala, Tallahassee, and other locations where 
the company had L. P. operations . Assets of Best Gas Company , 
located in Georg 1a, were also included in the sale. The: total 
purchase price of all tho assets was $31 million, plus u floating 
number for working capital. 

The Company testified that it allocated the sales price to 
West Florida L.P . and Best Gas at a 52/48 rat1o, wh1ch resulted in 
$16,120,000 being allocated to West Florida L.P. The allocation 
was basod on the ratio of L. P . gas sold by each company . For state 
tax1ng purpoDos, a 78/22 ratio was developed for allocating the 
sales price. The Company stated that it would have been 1mpossible 
to consider the fair market value of the assets when the allocation 
took place, because it would have required a determinat1on o t the 
fair market value of every single item and piece ot equipment sold 
to Amerigas. 

B ~ed on the 52/48 ratio, We~t Flor1da L.P. booked a gain of 
$7 , 979, 14 2 on the s . lo. Because of the substantial doll.:tr amounts 
brought out at the hearing, it would sePm that the Company's 
r.:t~epayer~ recognized a substantial ga1n from the sale . However, 
the sale involved L.P. operations in multiple locations, and only 
+-wo location.:», Panama City and Ocala , contained common plant 
pr~viou~ly allocated to the regulated operations . Thus, the amount 
of co~mon plant t hat could have affected the regulated company ' s 
ratepayers was small when compared to the total . 

In order for West Florida L.P. to sell the assets to Amerigas , 
it was nocossory to transfer certain assets from West Florida 
Hatural Gas to West Flor1da L.P. Although some of the propert1es 
~ere in common usc, the bulk of the properties were not previously 
included 1n rate base. 

We shall view the sale of the properties as three separate 
tran!>actions: 

1) tho sale ot the Ocala warehouse, 
2) the exchange of thr Oak Street property for the Maple 
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Avenue property in Panama City, and 
3 ) the sale of L.P. bulk tanks, land, and certain structures 

in Panama City. 

The WFNG Ocala property included a warehouse and vehicle 
na l. ntenance shop located at 2120 NW 7th St., off ice furniture, 
o ffice equipment, tools, power operated equipment, and 
conmunications equipment. The Company recorded a gain on the sale 
o f $132,931 (transfer price, $400,000 less net book value of the 
assets of $267,068). However, the Company test1fied that $12,345 
in account 375, Structures, was included in error. Thi~ property 
~as not sold to Amerigas, but rather to Irving Isicotf, and is 
nddrcssed in Issue (t) of this section. 

After correcting for this error, we find the gain on the sale 
o 1 the Ocala property to be $145,335. Applying the same allocation 
f a c tor between regulated and non-regulated that was used in the 
Conpany•s last rate case, we f1nd that a gain of $85,747 is 
a ttributable to regulated activities . This results i n an 
a d j ustment of $7,318. 

While OPC agreed with the gain on the sale of the Ocala 
~arehou~e, it took the position that an additional gain of $6,139 
s hould bu recogn1zed. This property, however, is the same property 
o n which tho $85,747 was recognized. Including this additional 
nmount would result in a duplication . 

Regarding Panama City, the Company exchanged property ; t owned 
~n Oak Street for thu Maple Avenue property, the present location 
of the Company's main office and warehouse. The exchange price wa s 
ba ~ed on individual apprai~als of the two properties. The r e sult 
o f the exchang~ was a $20,000 reduction in plant which benefitted 
the ratepayers. The rc:maining assets purchased by Arnerigas in 
Panarn~ City were propane bulk storage tanks, several lots adjacent 
to the office building, and land on the beach and on Highway 231 
t hat was used exclusively for L. P. operations. The remaining 
properties sold were several small buildings jointly used by the 
na tural gas and L. P . operations. 

Public Counsel took the position that the gain should not be 
treated a~ a credit to Ac~umulated Depreciation, but amortized over 
a three year period . The basis for this position is that the 
d e preciation ratos wo sot did not taka into account the aspect that 
the properties would be sold. Tho salvage value used in setting 
rates ia ba~od on the mass depreciation principl~ that some units 
o f plant are retired early and some are retired later. 
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Wo find that the gain on the sale of the Ocala p roperties 
shall be increased by $7,318 to correct th~ company ' s error, and no 
turthor gains should be recognized for th~ Panama City transaction. 
Further, we arc treating this adjustment as salvage and as a credit 
to Accumulated Depreciation. We will consider the salvage recorded 
in this transaction in the Company' s next depreciation study , as 
accumula ted depreciation is a component in the design of 
depreciation rates. 

(1) What is the appropriate projected test year Plant-In
~.r_v~ 

We find the appropriate projected test year Pl~nt-In-Service 
t be $25,205,881 . 

(D) Whpt is the appropriate projected tqst year QP.prcciation 
Rcs~rye? 

He find the appropriate projected test year Depreciation 
Reserve to be $8,154,079 . 

(n) ShQitld adiustpcnts be made to include customer Advances 
for Construction as a line item dcquction from r~te b~se 
~od to remove it from working caPital? 

The Company received Customer Advances in the amount of 
$JJ,418 in fiscal year 1992 that were not included in the MFRs . 
The Company testified that these Advances"· .. were not included as 
a projection in the MFRs, nor was the related cap1tal expenditure 
projected in our capital budget ." The Company provided evidence 
that the additions projected in the MFRs for 1992 did not ~ nclude 

the projects ~upported by these Advances . 

We accept the Company ' s evidence that neither these Advances 
nor the associated capital expenditures were projected i n the MFRs . 
Accordlngly , we find there should be no adjustment related to this 
amount . However, customer Advancer in A1d of Construction in the 
amount of $999 ( 13- month average) were improperly included in 
worki ng capital, in the balance ot Other Deferred Credits . We find 
th~t advanc~s in the amount of $999 shall be removed from working 
c1pital and included a~ a separate line item deduct ion from rate 
base . 

(o) ~ould working capital be increased to add Cash? 

Tho Company excluded $76, 850 of cash from working capita 1 
primarily because cash had been excluded in its last rate case . 
However, at the time of its last case, the Company had combined 
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L.P. and Natural opernt~ons, and we were unable to se~arate cash 
into regulated and non-regulated operations. As a result, we 
excluded all cash. 

The Company has attempted to demonstrate that the $76,850 
should be included in working capital. Because ot bank financial 
arrangements, the Company is requir~d to keep a minimum 
coopensating balance or $50,000 to avoid serv1ce charges . We agree 
that the maintenance of a $50,000 balance would be be~eficial to 
the ratepayers. 

A review of tho MFRs indicates that the 13-month average of 
cash or $76,850 is partly duo to a sharp increase in May 1993 to 
$501,964, which is roughly $450 , 000 higher than any other month of 
~he projected test year . If May 1993 is excluded, the average is 
$38,237 . We find that the Company presented no compelling rea~~n 
to explain tho May 1993 increase. The Company did stdte that cash 
usually increases ncar the e~d of the fiscal year. \vh1le this may 
be true, the two prior years show an increase for several months 
prior to the close ot the fiscal year. These pr1or years do not 
show a one-month-only surge. A review of the accounts rcccivoble
gas do not show any noticeable increase during these months, nor do 
revenues associated with gas sales show any partic11lar increase . 

Because cash is difficult to forecast, the Company sh~ll be 
allowed sco,ooo to cover the minimum requireffients for compensdti,g 
balances . Accordingly, working capital shall be increased $50,000. 

(p) Sh2Yld the rxcqss amortization of inactive sgrv1ce lines 
be transferred to offset the unrecovered cost~ 
Qnvironnental cleanup in the Ocala Division? 

By our Order No . 21054, issued April 17, 1989, in Docket 
871255-GU, we granted the Company $268,800 to be amortHed to 
retire inactive service lines. The Company discovered, however, 
that there were fewer inactive lines than anticipated. As a 
result , the Co~pany over-rccover~d these costs by $1 21 ,796. 

As discussed in Issues (t) and (u) of this section, the 
Company is responsible for the cleanup of a manufactured ga5 site 
located on a parcel of land that the Company sold. Rather than 
refund the over-recovered costs for the service lines, and then 
request an oven higher amount to amortize Cor the cleanup, the 
Company proposed to " transfer" the excess recovered costs 
associated Wlth the service lines to the Ocala cleanup . In 
actuality, the~e costs arc amortized within the same account. The 
Company has reduced the amount of its additional reque5ted 
unortization costs for the Ocala cleanup by an amount equal to the 
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over-rcccvcry of expenses associated with the retirement of the 

serv1co lines . As addressed 1n later issue~, the projer.ted 

additional costs of the environmental cleanup of the OLala site 

w1ll ~xceed the over-recovery costs associated with the retirement 

of inactiv~ service lines. The costs of these two projects will 

ultimately be netted ago1nst each other . There will be no 

additional costs to tho ratepayers over and above the actual 

expenses a~socia~ed with each project separately. 

We find that tho excess r ecovery cost of $121,~96 shall be 

transferred to offset the environmental costs in the ocala 

Division We also find that there is no net effect c, rate base by 

this transfer. 

(q) Should Accoynts ReceJvablc - Gos be rcducc;>d to re.mQY.~ 

D..QQ-ytility related receivables from worJqng rgpital? 

The Company included Accounts Rece1vable - Go~ 1n Horking 

C<lpital , which included receivables associated w1th non-utility 

activ1t1es . We have determined that 2 . 34\ of the rece1vables are 

related to non-utility activities and should be removed . 

Theretore, we shall reduce accounts receivable by $24,812 and the 

accumulated provision tor uncollectibles by $1,283 tor a net 

reduction of $23,529. 

(r) ShQYlQ tlotes Receivable be removed from ...:ort;ing capital? 

Notes Receivable in the amount of $4 , 375 was included in 

working cap1tal ln t~~ projected test year. We find th~t Working 

capital should be reduced by $4,375. 

(s) ShQ!lld u.nprnorti?ccd rate case expen!.>e bP in~Judc!J in 

.!f.2.tl; -:3 cap U.SU? 

~e~t Florida included $4,308 in unamortized rate c<1se expense 

1n work1ng capital . In the Prehearing Order, the Company revised 

its request to include an additional $78,230 in Horking Capital . 

The Company testified th~t it was an oversignt to not include this 

tull amount in its original filing . 

We have removed this item from Working Capital in a number of 

c. ses. For instance, in Order No . 14030 , issued January 25 , 1985, 

in Docket Number 840086-EI , and in Order No . 23573, issued October 

3 , 1990, in Docket Number 89134 5-EI, we stated that it is our 

policy to exclude unamortized rate case expense from working 

cap1ta l. In those orcers , we adopted a sharing concept whereby the 

cost of a rate case. would be shared between the ratepayer and 

stockholder. That is , we would include the expense i n O&M, but not 
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allo·"' a return o n the unamortized portion. In order No . 16313, 

issued July 8, 1986, in Docket No. 850811-GU, we found that 

the balance (of unamortized rate case expense) was 

removed from working capital in an effort to reflect a 
sharing of rate case expenses between the stockholders 

and the ratepayers since both benefit from a rate case 

proceeding. 

We have adopted the sharing concept in another i nstance . By 

Order No. 12923, issued January 24, 1984, 1n Docket No. 830001 -EU

B, we ordered that " economy energy sales profits ar\,; to be divided 

between the ratepayers and the shareholders on a 80\-20\ basis ." 

Our general purpose behind the "sharing concept" was to offer an 

incentive to maximize the amount of economy sales between electric 

utilities. We believe that the sharing concept used in that case 

is the same in principle as the sharing concept we have here. If 

it is appropriate to apply the sharing concept to revenues, then it 

i s equally appropriate to apply the sharing concept to rate case 

expenses . 

Public Counsel bel1eves that we should continue to disallow 

unamortized rate case expense from working capital. Public Counsel 

s tated thnt without a sharing, there would be no incentive lor the 

c ompany to exercise some discipline in incurring rate ~ase expense, 

s i nee it would recov<:r both the expense and a return on the 

unanortized portion . 

The company disagrees with removing this item from working 

c~pital . It believes that rate case expense represents an expense 

that a company must incur in order to stay in business, and that 

rate case expP"'~Se is a necessary expense similar to other expenses 

or plant investments. 

The Company stipulated in its last rate case to the removal of 

thls item from working capital. Upon cross-exam1nation, the 

Company did agree that stockholders benef i t to some degree from 

rate increases. The Company also testified that the ratepayers 

benefit from a health1er company as reflected in an improved 

balance sheet, and from a company that is able to obtain capital at 

more reasonable rates. 

We find that if rate case expense is allowed, and the 

unamortized expense is removed from working capital, that to some 

~xtent a sharing i~ the cost would be accomplished . As we have 

done in prior cases , we shall remove unamortized rate case expense 

from working capital. Working ~apital shall be reduced by $4,308 

to remove unamortized rate case expense. 
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(t) Should $65 . 000 recorded as a credi t to Account 143. Other 
Accounts Receivable . for a l»nd pavment be recl~ified 
to Account 253. Other Deferred credits? 

On January 30 , 1987, an Agreement was entered 1nto between 

Ocala Gas Company, Inc . and Irving Isicoff t o r the sal~ ot land in 
Marion County. The purchase price was $65 , 000 t o be paid in 60 

months. This land is located at 728 Osceol~ in Ocala and is the 

s 1 te of buried coal tar residues . West Florida Nat ural Gas is 
required by the Department of Environmental Regulation (DER) to 
clean up these residues . 

When payments were received from Mr. Isicoti, the Company 
debited Cash and credited Account 143, Other Accounts Receivable . 

'I'he f1nal payment on the land was received 1n February 1992 , ard 

title passed to Mr . Isicoff. However, it was d1scovered that this 

property was removed from the Company's books i n error tollowing 
the sale of certain assets to Amer1gas in September 1989 . 

OPC argued that the property should be removed trom rate base , 
and the $52,655 gain amortized above tho line over three years . 
However, as notod above, this property is no longer on the 
Company ' s books because it was removed from rate bas~ in error in 

1989. In addition, Public Counsel ' s calculation of the qa 1n 
ignores SSP in depreciation which would yield a net book value of 

$12,40~, and a gain of $52,597. 

our Staff initially recommended that the $65 , 000 reduction in 
Acc ount 143 be reclassified to Account 2~3 , Other Deterred Credits. 
We have since lcarn~d that title passed t o Mr. Isicoff in Iebruilry 

ot 19J2, and thus we find it would be appropr1ate to book the gain 
on the sale . 

We believe it is appropriate to offset the cleanup costs of 
the Ocala D1vis1on by the amount of the gain. ~ince the Company is 

requ1red by DER to clean up this land even though the property is 

no longer owned by HFHG, we find that the gain on the -;nle of 
$52 , 597 shall be recorded in Account 186, Other Deferred 

Debits/Environmental Cos t s , and amortized in accordance with our 
decision on environmental clean-up in th~ Compa ny ' s last rate case . 
We find that there 1s no net effect to rate base by th is transfer. 
our adjustments to working capital and amortization expense arc 

discussed in Issue (u) of this section. 

In both the historic base year and the projected test year, 
the Company included ($46,308), the 13 month average balance , in 

Account 14 3, Other Accounts Receivable. However, the correct 
anount for the projected test yea~ should have been ($52 , 597), the 
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arnount ot the gain . Because the $46,308 was a reduction to working 

capital, wo find that it would be appropriate to add back the 
$46,308 and reduce working capital by $52,597 as discussed in Issue 
(u) below . 

(u) Wbat is the proper treatment of expenses associated with 
the cleanup of the Ocala manufactured gas plant site? 

In West florida 's last rate case, we approved the Company ' s 
request to recover over ten years, beginning in March of 1989, the 

clean-up of coal tar residue related to manutactured gas operations 

in Ocala prior to 1954. The environmental cle.,n-up has been 

required by the florida DER. In the last rate case, the clean- up 
expense was estimated to be $1,754,520, with $1,564,724 expens~d 
through June 30, 1991. 

Our tinding on this is~ue is based on revised clean-up costs , 
excess amortizat1on of inactive service lines, and the gain on the 
sale of land . 

R~vised Cloan-uo Costs 
The Company originally testified that the estimated cost 

should be increased $567,200 , in addition to the $1,564,724 
expensed through June 30 , 1991 . The Company then decreased this 

estimate by $50,640 . The total projected expense is $2 , 081,284, to 
be offset by the following items . 

Excess AnQrtization ot Inactive Service Lines 
The Company originally proposed that the clean-up costs be 

reduced $131, 256 for excess amortization of the abandonment of 

inactive service lines . This amount was reduced to $121,796 based 
on final amounts associated with the project, as addressed in Issue 

(p) of this section . 

~in on the Sale of Land 
In Issue (t) of this section, we found that the $52 , 655 gain 

on the sale of the land shall be u~ed to help offset the cost o~ 
the clean-up . Th1s has been considered in adjusting the clean-up 
costs to be recovered . 

Public Counsel argued that the Company was held liable for the 
clean-up , and thus must assume the responsibility for it . Public 

Counse l also argued that since the customers had no input into the 
decis1on to engage in the activity creating this expense, it would 

be unfair for the customers to shoulder the burden of the expense . 

Public Counsel argued for a 50/50 sharing of the costs. 
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Tho aLtlvitios of Ocala Gas , the predecessor company to West 

Florida, were legal, appropriate, within environmental constraints 

of tho time, and were nocosJary to provide gas service before the 

availability of natural gas . The law requires West Florida bring 

the site up to oeet certain env~ronmental standards , and doing so 

is a prudent expenditure on tho part of the Company . 

Based on the above, we find that the revised clean-up costs 

arc accepted and reduced by the excess amortization of inactive 

service lines and gain, to be amortized over the remaining 80 

months of the ton year por1od . This shall rcqu1re a reduction of 

$11,436 from the company's proposed annual expense of $209 , 748 . 

Tho Coopany originally failed to reduce the deferred 

e nvironmental cost included in working capital tor the excess 

amortization of inactive service lines in the projected test year . 

The Company recalculated the deferred environmental cost to include 

the excess aoortization ot inactive service lines, which reduced 

the deferred clean-up costs by $161,289. However, this is an error 

in the recalculation. It should be reduced by $170, 658 . After 

considering tho ga1n on the sale of the land , we find that the 

correct adjust=:tent is to reduce the deferred clean-up costs by 

$219,313. 

( v) ~e S\ppropl·iate proJected 
.11 Allowance? 

test YCs\r Horking 

Wo find the appropriate projected test year Working Capital 

Allowance to be $1,052,324. 

(w) W~t is the appropriate proiccted test year rate base? 

Wo find the appropriate amount of projected tes t year rate 

bnse to be $18,104 , 126. 

COMPARATIVE RATE BASE 

Proiectcd Test Year Ending 6/30/qJ 

Utility Plant-In-Serv ice 
Acquisition Adjustment 
Accumulated Depreciation 

and Anortizat1on 
Net Utility Plant 

Working Capital Allowance 
Total Rate Base 

$24 , 740,165 
465,716 

8.154 . 079 
17,051,802 

1.052.324 
$18.104.126 
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2. CAPITAL STRUCTUB~ - ATTACID1ENT 2 

, a) What is the appropriate provision 
deferred income taxes to be included 
test year capital structure? 

for a<..cumulated 
in the projected 

In its MFR filing, the Company reflected a beginning 

accumulated deferred income tax balance of $1,573,426. The Utility 

adJusted th1s balance by $218,224, as part of its pro rata 

rec onciliation to rate base. Tho Utility ultimately argued that 

the appropriate provision for accumulated deferred income t~xes is 

$1,345,722 . 

\:e find that the Company's beginning accumulated deferred tax 

b~ lance should be adjusted, because of our adjustments to plant in 

service. We find that a speciflc adjustment in the anount of 

$ 15 ,734 to increase doferred taxes is appropriate in lieu o f a pro 

r n tn ad j ustment. This adjustment is based on our ad j ustments to 

plant in sorvic~. Thua, tho appropriate provision for accumulated 

de terred 1ncome taxes to be included in the projected tes t year 

c op1tol structure is $1,589,160 . 

(b) What is the appropriate amount of investrn~nt tax c r edits 
CITCsl to be included in the projected test year capital 
ntrusc.ture? 

In its MFR filing, the Company reflecte d a beq1nning 
i nvcstrncnt tax credit ( ITC) balance of $682 , 266. The company 

adjusted this ~alance by $94,626 , as part of its pro rata 

r econciliation to rate base. The Company ultimately arg ues that 

the appropriate proviaion for projected test year ITCs i s $583 , 530 . 

We t1nd that the beginning ITC balance should be aa j us t e d f o r 

the effect of our adjustments to net plant in service . In lieu of 

a pro rota od;ustment, a specific adjustment for the pro r a ta share 

o f lTCs related to our reductions to plant in service, in the 
amount of $39,571, is appropriate . Based on our adjustments to ne t 

plant in service, we find that the appropriate provision t o r I TCs 

to be included in the projected te!;: year capital st::-uc ture i !; 

$642,695. 

(c) What arc the ftppropriate cost rates for long t e rm and 

short term debt !or the proiected test year? 

WFUG refinanced $6.5 million in long- term debt on June JO, 

1988. The debt that was refinanced includ~d eight debt 

inctruncnts, Govoral of wh ich had variable rates. The old debt had 

n woightod overage coat of 11.01\ as of June JO, 1988, and the new 
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debt, which was in the form of first mortgage bonds, had a fixed 

interest rate of 11.18\ . As part of this refinancing , the Com~any 

incurred issuance costs of $841,832, which included a p~epilyment 

penalty ot $115,223, and a placement fcc of $163,292 . 

OPC states that tho cost rate for long-tc~m debt should be 

based on current Qarkot conditions, and suggested a rate no greater 

than 9.00\. WFNG believes that its 12 .4 2\ cost rate is 

appropriate . Tho Company stated that its debt cost is prudent and 

that if the Commission adopts OPC ' s position , the Company ' s 

tinancial intcgr1ty will bo significantly impaired . 

Though the interest cost of tho new debt wa L higher, the 

Compftny testified that the covenants on the old debt ettectlvely 

prevented it from obtaining additional loans. The Conpany stated 

·hat the covenants wore onerous and oxpen~ive, and prevented W~st 

Florida from shopping around for a competitive rate tor new loans . 

The Company further testif1ed that the ret1nanc1ng allowed 1t to 

obtain a revolving line ot credit of approximately $1 million and 

allowed it to obtaln a loan to finance the cleanup ot the coal tar 

pit . At the time of the refinancing , the Company needed new debt 

to rinance planned acquisitions of underground propane systems for 

conversion to natural gas use. 

Tho CoQpany's cost rate for long-term debt lS an e11oct1ve or 

embedded cost rate. That is, the cost rate allows tor inter~st 

cost plus az:1ortization of 1ssuance costs . The weigt"lted average 

interest rate for long-term debt is 10 . 75 . With the addition of 

amortized i::;suance costs to intere::;t , and the subtraction of 

unamortizLd issuance costs from the pr1ncipal , the weighted average 

embedded cost rate for long-term debt is 12 . 42 \ . 

Wo rind that thv refinanc1ng of the long-term debt in June of 

: 988 olir:nnated restrictive covenants , which allowed WF!IG to obtain 

a loan tor tho coal tar cleanup. We also find that the ref1nancing 

allowed tho Compa ny to obtain a revolving line of credit . ~hile 

th~ issuance coots o! tho new d n bt were high , and drove up the 

embedded cost of tho new debt, we find tnat the issuance costs were 

a necessary part of the refinancing. The Company gained additional 

1inancial flexibility by refinancing the highly restrictive debt . 

for the::;c reasons, we find t he cost of long-term debt to be 12 . 42% . 

Regarding the Company ' s short-term debt , the i nterest rate tor 

the revolving line of credit is the pr ime rate plus 50 basis 

points , and the current prime rate is 6 . 50\ . The Company testified 

that it uocd Sun Bank ' s (SunTrust) forecast to obtain the prime 

rate. The Sun Bank (SunTrust) forecast showed the prime rate to be 

8.00\ in the fourth quarter of 1992. The company used 8 . 50\ for 
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the co~c or ~hort-tcra debt. On cross-examination, the Company 

acknowledged that the SunTrust forecast used was dated December, 

1~91, nod that the actual prime rate at that time was 7 . 50 . The 

Comp ny al~o agreed that SunTrust forecasted a 7.00\ prime for the 
tlr~t quarter of 1992, when the prime was actually 6.50\ , and that 

it had bocn so s1nco early January, 1992. On cross- exarn1nation, 
the Company also agreed that Chemical Bank recently dropped its 
prine rate to 6 . 25 . We find that the current prime rate of 6 . 50\ 

i~ Dorc roliablo than the SunTrust forecast, and that 8.50\ is an 
unrealistic estimate of short-term debt cost . Accordingly, we find 

the coat rate for short-term debt based on the current prime rate 
o be 7.00 . 

(d) Should the Commission remove an amount tor non-utility 
inveatmcnt specifically from common equity in reconciling 
r~te base and capital stryctu~ 

WFHG leases water heaters , which are considered non-utility 
assets. Although our Order issued in the Company's last rate case, 
Order Ho. 21054, 1ssued April 17 , 1989, approved a stipulation by 
which non-utillty 1nvestment was removed from debt and equity, the 

o rder also cited our practice of remov i ng non-ut1lity investment 
di rectly from co~on equity 10 reconciling rate base and capital 
structure abs nt evidence that to do otherwise wou ld result 10 ~ 

more equitable dctermlnation of the cost of capital tor ratemaking 
purposes . 

Th~ Company testified that it has been our practice to remove 
non-utility property directly from equity when reconcil1ng rate 

bBsc and capit, l structure, absent a showing that to do otherwise 

~ould result in a more equitable determination of the utility' s 
cost of capital !or ratemaking purposes. The Company also noted 

thu t non-utility investments arc generally considered to bt:: of 

grea ter risk than investments in the utility sector. Therefore, 

non-utility investments will generally be expected to increase a 
utility ' s capital costs . Tho Company compared the risk of WFNG's 

non-utili ty appliance assets to the risk of thr~ utility assets, and 
concluded that WFNG's non-utility business is not significantly 

riskier than WFNG's utility business. The Company further 
conc luded that the appliance asset s s hould be removed equally from 

dolt and equity in reconciling rate base and capital structure. 
Thu~, we find that the Company acknowledged our past practice, and, 
attcDpted to show that we will be making an equitable de terninntio n 
o t WfNG ' s cost of capital by removing non-utility investment from 

debt and equity rather than solely from equity. 

The Company used tests of volatility of earnings, stability of 

revenue growth, and concentration of sales to large customers to 
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a~sess the business risk of WFNG'~ non-utility assets relative to 

1ts utility assets . The Company also looked at financial leverage 
for appliance retailers . With the volatility of earnings test, the 

Company compared the coefficient of variation for earnings before 

interest and taxes (EBIT) as a percent of assets for WFNG's utility 
and non-util1.ty businesses for tho period 1981-1990. EBIT is 

independent of the effect of debt . Tho Company testified that this 
test shows that the non-utility business is moderately more risky 

than the utility business. 

The Company compared the coefficient of determinnt ion (R
squared) of WFNG ' s non-utility and utility revenue For the period 

1981-1990 as a test for stabllity ot revenue growth. According to 
the Company, this test shows that there is not a mnterial 

difference in the stnb1lity of revenues between the non-utility and 

utility businesses . 

Us1ng the Company ' s th1.rd test of business risk concentration 

o1 sales to large customers , the Company test1tied thnt \VFNG ' s 
ut1.lity operations have a greater concentration of sales to 
relatively few large customers tha n does the non-uti1i Ly appliance 

operation~ . Thus, the Company argues , the utility business has 
more bus1.ness ri~k . 

Regarding financial leverage , the Company testl1ied thdt the 

amount ot finnncial leverage is determined by the drnount ot 

bu~iness risk associated with a firm ' s operations . Th<' Conpnny 
stated thnt appliance retail stores similar in size to \'/FllG's 

appl iilnce operations , including those owned by public uti 1 i ty 
companies , were capitalized with approx1mately 52\ equity capital . 

The Company believes that this indicates that its utllity nnd non
utility operations have similar risk . Thus , the Comp<lny argues 

that the appliance assets should be removed equally from debt and 

equ1ty in reconciling rate base and capital structure . 

We find that tho application of the Company ' s first test of 

business risk shows that WFNG' s non-ut'lity leased appliance 
business is more r1sky than its utility business. Further, upon 

cross-examination, the Company agreed that, generally, competition 
in a competi ti vc industry can contribute to the var iubi 1 i ty o1 
EBIT , and that, all other things being equal, a firm in a 

competitive industry faces greater risk than a regulated utility. 
Thus, we find that tho volatility of the EBIT t es t and the 
Company's testimony on the effects of competition on the 
variability of EBIT confirms that WFNG' s appliance business is more 

risky than its utility business. 
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We note that the Company acknowledged that the existence of 

regulation must be considered as h~ving some favor~ble i~pact on 
the ri-;k of the utility, although the impact is difficult to 

qu~ntify . Indeed, under cross-examination, tho Company agreed that 

in general, when compared to competitive enterprises, reyulation 

can reduce risk for utility companies . The Company further agreed 
that, practically speaking, WFNG has a monopoly for the provision 

of natural gas to its residential customers, while the utility ' s 

appliance operations are in competition with many other retail 
appliance businesses that sell natural gas appliances. The prices 
charge by WFNG for leasing or selling appliances are set by market 
conditions, while the prices charged for naturdl gas must, by law , 

allow the Company an opportunity to recover reasonable expenses and 
earn a rair rate of return on its investment . 

Us~ng the concentration of sales test, the Company ex~mined 
the percentage of HFt,JG's utility revenue attributable to its 

largest customer and to its five largest customers. 1he Company 

compared these percentages to the percentages o1 le~sed appliance 
revenue attributable to the largest customer and to the five 
largest customers . The Company agreed that it is reasonable to 

expect a natural gas distribution company to have som~ industrial 
customers , although there are natural gas utilities that have no 
industrial load. The Company also agreed that 1t is reasonable to 

expect a retail appliance operation to have a l~rge velum~ of 
individual customers . We find that the Company is cornpar ing 
bus1nesses that inherently have dissimilar customer bases, and that 

this diminishes the meaning of the test. We shall consider the 

customer base of wFNG in the cost of equity issue, Issue (e) in 
this section. 

An additional problem with the concentration of s~les test is 

that it ignores WFNG ' s ability to accommodate large industriill 

customers . If WFNG lost a large industrial customer, it could file 

a rate case and request to be made whole, whereas, if the appliance 

operation lost a large customer , it would still have to continue to 
charge a price set in the marketplace . WFNG has flexible rates in 

e! feet to accommodate large customers. While WFHG ' s abi 1 i ty to 
work within the regulatory framework to offer special 
accommodations to large customers reduces the possible risks o!. 

s~rving large customers, the Company believes that it st1ll faces 
risks in the marketplace. In addition, the Company testified th~t 

the presence of a large customer, Arizona Chemical Comp~ny , results 
in a substantial benefit to WFNG ' s other customers. For these 

reasons, we find the concentration of sales test is misleading and 

inconclusive regarding the business risk faced by WFNG ' s utility 

and non-utility operations. 
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The Company testified that smaller firms are generally riskier 
than larger firms . WFNG ' s gas revenues are 26 times larger than 
its appliance revenues . We find this shows that the leased 
appliance operations carry more risk than WFNG's gas system. 

Of the four tests presented by the Company, only the 
volatility of EBIT test confirms that the natural gas utility 
business is less risky than the appliance leasing business. We 
tind th~ concentration of sales test to be completely invalid . The 
stability of revenues and financial leverage tests indicate that 
the gas utility business and appliance business face similar levels 
of risk . In addition , tho size ot WFNG' s appl iance business 
compared to its utility business shows the appliance bus1ness to he 
more risky. Accordingly we find that $449,150, the amount 
representing non-utility appliance assets in water heaters , shall 
be removed from common equ ity in reconciling rate base and capital 
:.>tructure. 

(c) Wbat is the appropriate cost of common equity for the 
proiccted test y~acl 

The Company used two models to estimate the cost of equ1ty : a 
two-stage, annually compounded DCF model; and a l '1Sk premium 
analysis. !he two-stage DCF model uses dividends forecasted for an 
initial growth period and an e xpected long-term growth rate ufter 
the initial period. The DCF analysis was based on the companies in 
Moody ' s Natural Gas Distribution Index, using Value Line as the 
source for expected growth rates. The model allows for J~ 

t lota ·ion coats . '.l.'he Company usod average high and l o w stock 
prices from luly, 1991. The Company ' s DCF model produces~ 10 . 51 \ 
required return on common equity for the Moody's companies . 

Tho risk premium model recognizes that equity is riskier than 
debt., and that the equity investor requires a " risk premium" over 
the cost of debt as compensation for assuming the addit1onal risk. 
The Company used a DCF model to estimate the required market return 
for Moody ' s Natural Gas Distribution Index for the period Augu s t, 
1981 through July , 1991 . current Value Line data and stock prices 
for each month of the ten-year period were used as inputs for the 
DCF model. Subtracting the then current long-term government bond 
yield from the monthly DCF results yields the risk premium for the 
Moody ' s companies , which averaged 3.56\ over the ten-year period, 
rounded up to 3 . 60\. Thon tho Company used the September 1, 1991. 
Dluo Chi p Financial Forecast (Blue Chip} to obtain a consensus 
forecast of long-term government bonds for the coming year of 
8.10\. Adding the rounded 3.60\ risk premium to the forecasted 
debt cost ot 8.10\ yields an 11.70\ cost of equity for the Moody's 
companies based on tho Company's risk premium model. 
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The Company testified that WFNC is much riskier thun the 

companies 1n Moody ' s index, and a r gued that WFNC should be allowed 

a hiqher cost ot equity . The Company stated that WFNC has a lower 

pre-tax coverage ratio and a lower funds from operations to 

interest expense ratio than the average for the companies in the 

index . We note that WFNC ' s total debt to total capital ratio 

compares favorably with the a verage for the index . The Company 

also pointed out that WFNC is s1gnificantly smaller than the 

companies in the index, and that smaller firms are generally 

riskier than larger firms . The Company stated t hat small local 

distribution companies have unique c1rcumstances that would cause 

them to differ from the average company 1n thc1r inrtustry . Four of 

WFNC ' s customers account for 52 of therm dclivcriC;s , and t he 

Company stated that the threat of bypass ex1sts w1th one customer . 

The Co::tpany bel icvcs that the introduction 01 open acces.s 

transportation in Florida en August 1, 1990 increased 1ts business 

risk . In addit1on , WFNG proJects $2 . 5 m1llion 1n external capital 

needs to meet future growth and environmental requirements. The 

Company made two adJustments to the cost of equity derived from its 

models to arrive at an estimate of the cost of equity for WFNC . 

First, the Company added 60 basis points , the average spread over 

the past five years between the yields on AaJ and laaJ bonds , to 

the DCF and risk premium estimates for the index, to obta1n a range 

ot 11 . 10 -12 . 30 . Second , to adjust for the Company's .111-.ged 

unique risk factors, West Florida added 50 basis points to the top 

ot the range to arr1ve at its recommended return on common equity 

ot 12 . 80". 

The Cor pany agreed that the most current information should be 

used to est1mate the cost of equity for WFNC . The Company also 

agreed that the average expected y 1eld for long-term government 

Lands for the next four quart e r s is 8 . 00\, according to the Blue 

c h.:p dated April 1 , 1992. The Company updated its models to 

reflect tho most current information available at the tine of the 

hearing, us1ng data through Ma r c h of 1992 . Based on these updated 

models, the DCF and risk premium estimates for the cost of equity 

tor the index arc 10 . 3\ and 11. 5\, resp~ctively. Therefore, the 

runge for the estimates of t he cost of equity for the companies in 

Moody ' s 1ndex is 10.32\-11 . 47\ . 

The Company agreed that the eight companies currently in 

Moody ' s Natural Gas Distributi o n I nde x have a n average bond rating 

ot Al . When tho Company measured t h e r isk d ifferential between 

Moody ' s index and WFNG, it assumed that the index had an AaJ bond 

rat1ng. The Company ' s witness testified in t he last City Gas rate 

case that the bond yield differ e ntial should be between AaJ and 

Baa2 bonds, 1n effect, assign1ng City Gas a Baa2 bond rating to 
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calculate a risk differential. Recognizing WFNG' s small size and 

risk factors, we find that the risk differential or spread should 

be between bond yields for Al bonds, t he current rating for the 

index, and Baa3 bonds, tho rating WFNG assigned itself. Based on 

currant information, that spread is 49 basis points . By treating 

WFNG as a Baal rated Company rather than a Baa2 rated Company, the 

spread between the index and WFNG is larqer by 9 basis points . We 

find that this larger spread between the index and WFNG at least 

partially allows for any unique risk factors. 

The Company raised the specters of open access and bypass as 

unique risks tho Company faces. WFNG has flexible rates in effect 

to accommodate large customers, however, and if WFNG lost a large 

customer , it could flle a rate case and request to be made whole. 

The Company characterized open access as both an opportunity and ~ 

risk. If a large industrial customer contracted w1th a producer 

tor an amount of natural gas, that gas would have to be delivered 

through WFNG ' s distribution system unless the customer connected 

with the pipeline, and WFHG charges for transporting gas over it~ 

5ystcm . Also, the usc of natural gas for fleet vci.icles, air 

conditionlng, and cogeneration provides new market opportunities 

(or natural gas distributors . Furthermore, the industry prospects 

arc reflected in the stock prices . We find that theta arc unique 

risk factors, as well as positive and mitigating factors, that 

s hould be cons1dercd in determining WFNG's cost of equity . 

OPC states that the cost of common equity should b~ 11 . 00\ , 

with a range of plus or minus 100 basis points. We find there is 

no record evidence to support 11.00 as a reasonable cost o! equity 

tor WFUG. 

The Company agreed that the companies in Moody ' s index arc 

exposed to the risk of open access and bypass, and that the stock 

pric~s for the~e companies , which arc bas1c inputs for the models, 

r~tl~ct investor expectations r egarding the business risk 

1ssociated wlth open access and bypass. However, the Cor:tpany 

pointed out that tho risk of open access and bypass are magnified 

tor small companies, and that WFNG is riskier than the companies in 

Moody 's index . We agree that WFNG is riskier than the compan1cs in 

t ho 1ndex , and that it !aces unique risk factors due to its size , 

cap1 tal needs, and the factors discussed above. We find, h owever , 

that the modclt.o adequately estimate the cost ot equity foe HFNG, 

nnd that an added 50 basis points as compensation for unique r1sk 

!actors is unnecessary. Wo find that using the top of the range 

tor the updated estimates of the cost of equity for the index, and 

adding the wider bond yield spread, properly reflects the risk 

f~ced by WFHG . our estimate o! West Florida ' s cost of equity is 

the top or the range, 11 . 5\, plus 49 basis points for the 
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diflcronco between average bond yields of Al and Baa3 rated bonds . 
Therefore, we find the appropriate cost of equity for WFNG to be 
12.00 , with a range of plus or mi nus 100 bas1s points. 

(f) 1~ tho ComQ~S debt to ~guity ratio appropriate? 

OPC argues that WFNG's equity ratio should be set at 39 . 31%, 
~hich, it assorts, is the consolidated equity ratio for Martin Gas 
& Subsidiaries. OPC believes that Martin Gas, WFNG ' s parent, can 
manipulate WFHC's equity ratio, and thereby increase the revenue 
requirement. WFNG argues that its equity rat1o is reasonable, and 
that there is no record avidonco to support OPC ' s position. 

Tho Company testified that its financial 1ntcgr1ty would be 
significantly impaired if we were to adopt OPC's position. Tt.e 
Company de11ncd financial integrity as a company ' s ability to 
attract cap1tal at a reasonable rate. The Company stated that the 
standards o! tho HQRQ and ~cfield decisions would be violated if 
OPC 's posit1on were adopted. Tho Company argued that its equity 
ratio 1s reasonable, and within tho guidelines ol a BBB- rated 
natural gas d1str1bution company. We t.ind the 51\ equity rotio 
presented on the company • s cap1 ta 1 s tructur(; to be with 1 n the 
guidelines tor a UBB-ratcd natural gas distribution company . In 
ilddition, we rind \-FUG ' s equity ratio to be reasonable . 'I'hete is 
no convincing evidence in tho record to support a 39 . 31% equity 
ratlo . Accordingly, we find the company ' s cqu1ty ratio of 51~ to 
b apptopriato. 

(g) What is the weight~d average cost of capjtal~cluding 
the proper components. amounts and cost rntes associated 
with the capital structure for the projected test year? 

We requ1re that the amount of c.1pital used to decide the 
Cilpital costs of ~ regulated utility be equal to tho amount of rate 
base the capital supports. 

We removed an amount !or non-utilit} investment spec1fically 
!rom common equity as decided in Issue (d) of this section. We 
used a 12.00\ cost of equity as decided in Issue ~c) of this 
scct1on . A~ determined in Issue (c) of this section, tho cost 
rates for lon9-term and short-term debt are 12. 4 2\ and 7. 00\. 
respectively . We reduced long-term debt by $666,639, tho amount of 
unamortizod issuance oxpanse. We also reduced the balances for 
deferred taxes and investment tax credits as determined in Issues 
(a) and (b) of this section. As a result of these adjustments, we 
flnd 10.42 to ~ the weighted avera9c cost of capital for the 
projected test year cndin9 Jun 30 , 1993. 
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3 . ;~ET OPERATING IN<;,Q,ttl; - ATTACHMENT 3 

(a) What ore the appropriate trending factors to be used in 
p~yiog proiected test year operating expenses? 

The payroll trend factor f~led by the company for the historic 
base year plus one , and the projected tes t year , was 5 . 0\ . The 
Company testified that employees were granted pay ra1ses on their 

anniver5nry dote. By the end of the fiscal year the total payroll 

increase from fiscal year 1991 to fiscal year 1992 would have 

increased by S\ . We accept the Company ' s trend factor of 5\ for 
both years . 

The custor:~er growth factor filed by the Company for both the 
historic base year plus one, and the projected test year, was 
5 .70\. 

The inflation factors filed by the Company for the historic 

base year plus one, and the projected test year, were 3 .85 and 

J.6o· , respectively. The Company testified that it · •. :ould be 
appropriate to usc the most c urrent consumer Price Index (CPI) to 

forecast projected test year expenses . At the hear1ng , the 11arch 

1992 forecast waa the latest forecast available. Sub~equently, the 

Company advoca ted the usc of 3. 60\ and 3 . 25\ . Because the 
Company ' s fiscal year runs from July to July and Lhc Data 
Resources , Inc . (DRI) inflation figures are reported by calendar 
ye1r , the Company based its figures on an average ot the annual 
inflation rates for calendar year 1991 and 1992 for base year plus 

one, and calendar year 1992 and 1993 for the projected test year . 

He agree with the Company that the appropriate inflation 

factors are ' 60\ a nd 3 . 25\ , respectively, since an average of the 
two years better represents the periods (fiscal years) in which the 

expenses w1ll occur . Accordingly, we find the appropriate trend 

rates for the Company to be as follows: 

TREHD RATES 

#1 Payroll only 
12 Cust Crwth X Payroll 
13 cust crwth X Inflation 
#4 Inflation only 
Customer Growth 

HB'i + 1 
6/30/J2 

5 . 00\ 
10.99 \ 
9 . 51\ 
3 . 60\ 
5.70\ 

PT'f 
600/93 

5 . 00\ 
10 . 99\ 

9 . 14\ 
3.25\ 
5 . 70\ 

(b) Should the oroiected test year O&M expense be adjusted 
for the effect of c h a nging the trending factors? 
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The Company originally applied trend rates that were different 

!rom ours. The Company also applied trend factors to certain 

accounts that were different from the factors we used to trend the 

accounts. We find an adjustment is necessary as a result of a 

ca lculatio n of the differences in trend rates and trend factors 

applied. The trend schedule the Company filed contained numerous 

errors. O&M expenses were overstated in the historic base year by 

$415,932 and by $387,981 in the projected test year. An adjustment 

is also necessary to correct the Company ' s trending errors. 

While the Company agreed that an adjustment is necessary to 

correct the errors in the trend schedule and to adjust for the 

~pplication of different trend factors, the Company disagreed with 

Co~mission Staff concerning the amount of the adjus t ment . 

We applied the trend rates shown i n Issue (a) of this section 

to the adjusted O&M expensev . In addition, we applied different 

trend !actors to Accounts 878 , 894, and 903 , based upon an analysis 

ot the major itemd in each account and their sensitivity to the 

factors . We then reclassified certain accounts, and the re were 

trend changes assoc1ated with them as well. The calcula tion 

results in a reduction to O&M expense of $51,2 26 . 

The Company ' s trend schedule contained many errors . Account 

totals were inadvertently omitted . Accounts were misclassifi e d . 

One account ' s totals were entered as debits instead of credits . 

Digi ts were left out or added , and i n some cases , histo r ic ba~e 

year adjustments were not trended to the projected test year . We 

1ind that an adjustment reducing O&M expenses by $60,810 is 

necessary to correct the Company ' s trending errors . 

Based on ~he above, we find that Company ' s O&M expenses shall 

be reduced by $112, 030 for the effect of changing the trending 

t<.~ctors . 

(c) Should the gain on the sale of common plant propert ies to 

Amerigas be amortized over five years? 

In Order No. 13771, i n Docket No. 8304 70-EI, we determined 

that a ny gains associated with the sale of utility land should be 

amortized over five years as a reduction to NOI. In accorda nce 

with the F.E . R.C. Uniform System of Accounts, prescribed by us, any 

gains related to the sale of structures and the like should be 

recorded as salvage. Salvage values i ncrease accumulated 

depreciation, and t herefore decrease rate base. This represents a 

permanent reduction to rate base and benefit to the ratepayers . 
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We f nd that any gains associated with land, as determined by 
us 1n Issue (k) of the first scct1on, if a ny, should be amortized 

over five years. However, because of our decision in Issue (k), no 
nd j ustmcnt is necessary. 

(d) Wbat is the appropr1ate amount of Bad Debt Expense for 
the projected test year? 

Tho Company originally included $69,903 in Bad Dent Expense 

!or tho projected test year . Based on more up-to-date i nformation, 

the Company recalculated its bad debt rate using a three year 
average resulting in an expense of $74,703. ThP. Company 

historically used a three year average for purposes ot detcrm1ning 

its Bad Debt Expense or annual accrual . 

The Company cited several factors that contrlbUt'""d to the 
level ot bad debt expense . The Panama City Division operates in an 
area with one of the lowest per capita incomes in Florida . The 
weather 1n Panama City creates an increased exposure to bad debts . 

The maximum dcposlt that the company can require is the est1mated 
billings for two average months, which is inadequate ouring cold 
winter months. In Ocala, customers tend to be within the city 

limits, where conomic cond1tions are relatively poor. F1nally, 
Ocala has experienced a business slowdown in the past two years a s 

part of the overall economic downturn . 

Although the Company engages in a high level of collection 
~tcti·•ity and requires customers to establish credit which 

d 1s couragcs bad debt expcns& from increasing, these ac~ions have 
not pra'Jcntcd the levels actually exper icnced. 

Public Counsel , o n the other hand, took the position that bad 

d ebt expense sh uld not exceed 0 . 1\ of revenues , or $14 , 828 . In 
i ts opinion , tho Company has not justified the amounts wr1tten off. 

OPC argued that the Jimplc listing of dollars lost docs not provide 

any evidence ot prudence in its collection efforts . We find that 
OPC provided no basis for its position to all~w only 0.1 \ of sales . 

We agree with the company •s explanation of factors which may 

contribute to the level of bad debt expense. In particular, we 
ad:nowlodgc the overall economic downturn of the last two years . 

\vc find that this would have a pronounced impact on bad debt 
expense, regardless ot increased collection efforts. 

In the past, we have used a three year average net write-off 

as a percrnt of !.ales in determining the reasonableness of a 
c o mp.ny •s Bad Dobt Exponso. We find that the use of a three year 
a vo ragc in determining the $74,70J bad debt expense is proper in 
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this instanc~. Therefore, we find it to be appropriate to increase 
expenses $4,800 . While we find it appropriate to increase bad debt 
expense by $4,800, we note that we aro concerned over the level of 
bad debt expense experienced by the Company. 

(c) The Company made 
$20.500 to hire a 
appropriate? 

an adjustment 
new salesman 

lncrep~iun~g~~e~x~p~e~n~s~e=s 
in Ocala. Is this 

The Company originally had projected the hiring of an 
ldditional sales person at a salary which, with trending, would 
have been $20, 500 in the projected test year . However, the 
individual was in fact employed in the Distribution Department at 
a salary of $22,880, of which $21,678 was the regulate1 port1on of 
the salary . With trending, the $21 , 678 salary is $22,762 in the 
projected test year . We find that an adjustment of $2 , 262 should 
be made to Account Q12 to increase the amount budgeted trom $20,~00 
to $22,762 . 

(f) The Cornppoy proinctra that property rtnd li~LlitY 

insurance would increase by 7.0\ per year trom the base 
year to the proiected test year. Is this reasonable? 

The Company projected in its filing that property and 
liability insurance expense would increase 20 from t1e historic 
test year to the base year +l and another 20• for ~he projected 
test year. The Company testified that its policies were renewnd 
f o r the policy year December 1, 1991, through November 30, 1992 , 
<1nd reflected an increase of approximately 22\ . The Company 
reviewed its history, and could not find where it had cxper1enced 
t~o succcssi~c annual increases ot this magnitude. Accord1ngly, 
the Company revised its increase in expenses by taking a three year 
average of act ~1 premiums wh1ch resulted in an average increase of 
10.~6\ , which substantially exceeds inflation. The 10.76\ inc rease 
was multlplied against the most recent premium of $321,720. 

On cross-examinat1on, the Company explained that the premium 
increases arc due to increases in rates and some changes in 
coverage. The Company also testified e ... ch year its insurance 
coverage is bid out to several different providers to obt~in the 
lowest price. 

We agree that insurance premiums do not necessarily track 
inflation, and we find the 10.76\ increase to be reasonable. The 
Company testified that the most recent premium increase in the base 
year plus one increased approximately 22\ . The policy runs from 
December 1 , 1991, through November 30 , 1992, or five months into 
the test year. We find it would be appropriate to calculate the 
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base year plus one expense by using f~ve months of the historic 
test year expense (that policy year would run from 
D~ccmber 1, 1990, through November 30, 1991), and seven months of 
the most recent prcm~um cost, for a total expense of $305, 841, 

increas ing th~s amount by 10.76\. Thio would result in a projected 
test year expense of $338,750, or a reduction of $26,814 in the 
Company's original projected expense. 

(g) Should an adjustment be made to Account 923 . Outsili 
services? 

The Company ' s MFR ! iling indicates that it paid KPMG Peat 
~arwick $99,235 in the historic base year for auditing fees . Under 
cross ex.1mination , the Company testified that $2 5 , 503 of this 
umount was an cxpenoo of the prior year and should be removed . We 
tind that trending by tho Company's trend factor results in $27,438 

being removed 1n tho projected test year. 

Our Staff took tho pooition that Account 923 should be reduced 
by $18,704 in the projected test year. The Company testified that 
$4,027 paid to Thompson & Knight was for recurring expenses not 
related to the. property exchange . $1,000 of that amount was a 
recurring filing fee to the Securities and Exchange Comm~ssion. 

$2 , 809 w s paid to Thompson & Knight for preparation ot the filing, 
a nd $218 was paid in connection with an easement granted to the 
telephone company. We agree that these amounts should be allowed 
1n the historic base year as recurring expenses. Applying the 
Company's trending factor to this $4,027 total, we find hat our 
Staff'~ figure should be reduced by $4,332 in the projected test 
year . This r~oults in a $14,372 adjustment related to tho property 
e xchange. 

Under cross examination, the Company agreed to the removal of 
he tollowing nonrecurring expenses: 

Title for land s wap 
Paid to J. Smith for FERC matters 
Paid for FCC matters 
Related to a potential acquisition 

Total Nonrecurring 

$ 215 
89 

215 
3 . 387 

$3,906 

The Company also agreed that bond trustee fees should be 
reclassi fied from Account 923 to Account 930. on cross
examination, the Company stated that $20,173 would be the 
appropriate amount to remove !rom Account 923 in the projected test 
year. We find that the projected test year expense should be 
reduced by $20,173, consisting of $10,490 for the out-of-period 
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adjustment and $9 , 683 to be reclassified to Account 930. 

Accordingly, wo find that there shall be a disallowance of 

$56,206 in the projected test year . This amount includes $27,438 

in auditing fees, $14,372 rcl~ted to the property exchange, $3,906 

in nonrecurring expenses, and a $10,490 out- of-period adjustment . 

We also find that Account 923 shall be reduced by $9 , 683 in the 

projected test year in order that bond trustee fees may be 

reclascified to Account 930. This res ults in a total adjustment of 

$65,889 . 

(h) Should additional legal fees in the amou: t of $16 . 6'.7 for 

f£RC representation be allowed? 

The Company requested $27,209 in legal fees for FERC 

representat~on in the projected test year. In the historic base 

year, this expense was $~,836 . The Company argued that it will 

need to participate more actively in FERC proceedings than it has 

in the past, due to cajor changes in the gas industry, such as open 

access and p~peline cxpans~on ~n Florida . The Company is located 

in north and central Florida , while the majority of natural gas 

sold in Florida is in the southern half of the state. 
The Company ' s FERC attorney estimated fees of $30 , 000 per year for 

the next three years, although this estimate could vary depe nding 

o n events outside the control of the Company . 

Although we recognize that these legal fees are increasing , we 

do not believeth~ costs will reach $27,209 in the projected test 

year. The legal fcc was $10 , 393 for the first eight months of 

fiscal year 1992. We believe it is a more reasonable estiMate to 

annualize this amount, and t=cnd it by inflation , resulting in a 

projected t st year a~ount of $16,107. 

We find that legal fees for FERC representation in the 

projected test year shall be reduced from the $27,209 to $ 16 ,107. 

This reduction requires a reduction of $11,102 in Account 92 3 . 

(i) Should an adjustment be made to Account 97.6 . Other 
Emoloy<"c Benefits? 

The Company testified that employee breakfasts and luncheons 

arc quarterly business meetings , used to provide communication and 

direction to employees, and to allow a free i nte r change of ideas ; 

therefore, they arc a necessary expense of providing utility 

service. The Company believes that employee meetings held at the 

Company offices , without meals, would not be as effective . The 

Company agreed that stockholders, as well as ratepayers, benefit 

from these meetings, which make the employees more effective and 
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more respons1ve t~ the needs of the customer, and improve employee 
~orale . Breakfast meet1ngs are held in Panama City and luncheon 
ree t ings in Ocala, approximate! y quarterly, outside o f normal 
·,;od:ing hours for most employees. Employees receive compensation 
! o r ct ttending the meetings outside of their normal work hours . 

We f1nd the erployee meetings to be necessary, but we do not 
bel1eve that it is necessary for the ratepayers to provide the full 
cost of the meals for the employees during these meetings . 
Accordingly , we the Company should recover only half of the cost of 
providing these meals. Accordingly, $1, 301 shall be disallowed and 
the cost of service shall be reduced by $1,301 in the projected 
test year . 

The Company argued that Christmas parties, flowers to 
hospi tals and tunerals, and cakes for b ;rthdays and weddings should 
be paid for by the ratepayers, as they are reasonable, prudent 
business expenses. The Company testified that excess1ve expenses 
s hould be disallowed, and that its expenses were "reasonable and 
should be allowed." In additlon, the Company test1fiea that the 
ratepayers should bear these costs because they benetit from 
i ncreased employee morale , better service, and better communication 
between tho employees. The Company agreed that these expenses are 
beneficial to stockholders as well as to ratepayers. However , the 
amounts in 1ssue here are 100\ of the actual expense for these 
items , with no allocation having been made to the stockholde rs. As 
evidence of the necessity of these functions, the Company referred 
to an employee survey which indicated that 62\ of empl oyees agreed 
strongly that employee parties arc necessary for morale, 22 agreed 
somewhat, 10' nei~hcr agreed nor disagreed, and 5% strongly 
disagreed . 

While .m do not disagree that these expenditures improve 
employee morale , we arc not convinced that the ratepayers should 
bear the full costs. Accordingly, we find that the Comp~ny should 
be permitted to recover only half of the costs associated wit!"l 
Christmas parties, flowers to hospitals and funerals, and cakes for 
birthdays and weddings . Accordingly, we shall disallow $2 ,4 83 for 
employee Christmas parties, $590 for flowers sent to hospital s and 
funerals, and $340 for birthday and wedding cakes. 

The Company also argued that $234 should be allowed for a 
program to help two employees stop smoking. The company stated 
th~t tho ratepayers benefit by lower medical insurance costs. We 
do not believe the ratepayers should be responsible for the fLll 
cost of this orogram. Accordingly , we find that the Company should 
be allowed to recover only half of the expense of thi s program, and 
$117 shall be disallowed. 

a 
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Another component of Account 926 is the cost of employee 

rcloc-at"ons . The Company argued that a five year average of 

$16,580 s hould be trended forward to $19,2 51 for the projected test 

year. The Company stated that "Movement and relocation of 

employees is a normal and customary part of any business, including 

ours . These moves arc initiated to fill vacancies , hire outside 

expertise and to allow promotion from within the organization. 

Although we are not as large as some other utilities, we are large 

enough to have recurring relocation expenses ." One-half of the 

relocations from 1985 through 1991 were for the one general manager 

position 1n Ocala, and that there were two relocations, in 

consecutive years, for the service manager position in Ocala . 

The five-year average used by the Company included the years 

1987 - 1991. Relocation expense in 1988 was abnormally high, at 

$35, 15.J. A four-year average, excluding 1988, would be only 

$11,913, and the three-year average including 1989 - 1991 would be 

$11,231. We believe that these a rc more representative amounts and 

would be more appropriately used . Trending the four-year average 

ot $11 , 913 forward for inflation results in a proJected test year 

~mount of $12,744. 

Although the Company has projected over $19,000 i, relocation 

costs 1n the proJected tes t year, the Company test111ed that the 

only possible relocation at this time, with a probability of no 

greater than 50\ , is that another manager will be moved to Ocala . 

The Company knows ot no other relocations planned in the proj~~ted 

test year . Although the Company argued that i t could conceivobly 

incur relocation costs as high as $35,000 during the projected test 

year, it agreed this was unlikely, and that the abnormally high 

expense in 1988 skewed the five-year average . Based on evidence in 

the record, • c find that relocation expense of $12 , 7~4 shall be 

allowed in the projected test year , which is a reduction of $6 , 507 . 

As shown below, find that there shall be a total reduction to 

hccount 926 of $17,575 in the projected test year: 

Amounts in Agreement 
Employee breakfasts and luncheons 
Employee Christmas parties 
Flowers sent to hospitals and funerals 
Birthday and wedding cakes 
Flowers to decorate o!!icc buildings 
Gifts to ~mployccs 
Stop Smoking Program 
Employ~o Relocation Costs 

Total Ad justment 

4,958 
1,301 
2,483 

590 
340 
319 
960 
117 

6 . 507 

$17, 575 
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(j) What is the appropriate amount of Collection ~xpense in 
the proiccted test year t 

Collection expense was $24,383 in the historic base year , 
trended forward to $29,189 in the projected t est year . The Company 

agrees that this is not a representative amount , and that a three
year average would be a more appropriate basis for trending . The 

Company testified that the average of fiscal years 1989 through 
1991 is $14,533. The Company stated that, although the actual 

expense tor the seven months ended January 30, 1992 is only $1 , 686 , 

annualizing th1s amount would not be representative because it does 

not include the spring months when collection activities a r e 
greatest . For that reason, the CoDpa ny believes that $15,423 for 

the twelve months ended January 30, 1992 would be ~ more correct 

1992 estimate. 

The Company ' s position reflects the test year expense trended 

torward to the proJected test year based on customer growth and 
inflation. 

We find that the three-year average ot $14, !))3 shall be 

trended forward to the projected test year for intlation alone, 
rather than for inflation and customer growth. This results in an 

expense of $15 , 547 , which requires a reduction in the projected 
test year of $13 , 642 . 

(k) Hhat is the appropriate expense and method of treating 
~he P.xpense associated with West Florida Hatura 1 Gas ' 
nroqram to raise water heaters to 18 inches above floor 
JP~l in garages? 

We are ronvinced of the need for a program to rai~e water 

henters to 18 inches above the floors in garages for sofety 
reasons . The 18 inches increases the height of the pilot light 

above the level of tho c ommon household h eavier than air flomm~ble 
vapors . The Company estimates each retrofit \.lill cost 

approximately $100, and it has budgeted 500 such installations a 
year for a total of $~0,000 a nnually. 

The Company has failed to persuade us that there would be any 
material load loss or stranded investment because of the burden of 

correcting customer installations to meet c urre nt codes . There has 
boon no evidence quantifying the load loss or total stranded 

invest~cnt . We agree with the Company that electric energy expense 
along with the cost of the appliance may well cost each customer 
more than $50.00. In addition, it is unlikely that a large number 
of customers would make a decision not in their s hort o r long term 
economic i nterest . 
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The~e installations are not located on the regulated part of 
the Company ' s system, normally covered in rate cases for evpense . 

We arc concerned about tho fairne~s and benefit~ to each customer 
and to tho general body of rate payers. Th<' exact amount of 

benetits can not be a~signed in dollars to each type of customer 
and installation . We find that 50\ of the expense shall be 

recovered in thls case as expense . Accordingly, Account 930 shall 

be reduced $25,000. 

( 1) Should projrcted t~st year O&M expense be reduced for 
non-utility business meals. sa los comrn1 ssions. salary 
~!locations. and dugs? 

The Company made adjustments removing 
lu~iness meals, sales commiss1ons, salary 
. ..,.hi ch we acc<"pt. However, the Company 
expenses for builders meals. 

$38,448 in non-utility 
allocations, and dues 
has 1ncluded $890 in 

Tho Company te~tified that as a natural gds company, it is 

required to market natural gas, and that s one of the company ' s 
goals . The Company stated that by providing meals to builders, it 

helps cstabli~h and build a relationship with builders to convince 

theD to build now horne~ with natural gas availability. According 
to tho Company, bccau~c thoro is considerable add1t1onal expense in 
~aking natural ga~ available , the Company needs to market natur~l 
gns to convince builders to install gas. The Company statez that 

it is in its best interest to establish relationships w1th builders 

to tind out where now subdivisions will be built . 

The Company also test1fied thaL 1t currently has conservation 

co~t recovery programs in effect which arc as~ociatcd w1th bu1lders 
1n its servicn area. 

Wo agree that it i~ important for the Company to maintain a 

good working rela ionship with the builders in its service area . 
However, in our opinion, the purchase of meals is not a necessary 
expense for r.~aintaining this relationship . Because the Company 
currently has co~t recovery programs associated with builders in 

its service oren, it would appear that rna intaining this 
relationship con be maintained through the conservation programs, 

and not through base rates. Therefore , we find that expen£es of 

$890 shall be reduced for the historical test year. 

(m) The Company oroiccted an increase in E9u~~~t.i~o~n~~aun~d 

Training. Account 921 . from $6.600 in the historic base 
ycnr to $18.207 in the proiected test year . Is this 
reasonable? 
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Tho Company testified that it will be required to spend $6,000 

per your for materials for two programs designed to teach employees 

teamwork and COIIU!Iunication . The Company implemented Managing 

Personal Growth (MPG) in 1986, after evaluating several 

al~ernativcs . This program can be administered at Company 

facilities , preventing the added cost ot travel. All employees at 

every level of tho organization participate in this training . 

Helping Others Succeed (HOS) is a follow-up program for supervisors 

and managers . The Company testified that it was able to retain a 

large supply of materials purchased prior to the sale of the LP 

affilic:1te's assets in September, 1989, deferring the need for 

additional purchases for several years. However, the supply has 

now been exhausted, and materials w~ll need to be purchased 

annually . 

The Company has also projected continuing professional 

education ~ourses for its CPA and the Profess1onal Engineer, as 

well as professional development courses for other statf positions. 

These continuing education expenses total $5 , 332 . 

The remaining $6,875 of the projec~ed expense is for the 

education reimbursement program for employees taking courses at 

local cor.ununity colleges and universities. Although there were 

very few participants in the historic base year, the progra~ is 

open to the entire work force, a nd the projected expenses are for 

participants anticipated in the projected test year . The Company 

~est1fied that the courses are job-related, and several 

participants are working toward degrees . Due to the increased 

enployee participation, th~ Company has established a cap of $1,500 

per year per employee for this program . 

Based on the e v idence in the record, we find that the 

Company ' s proiPcted test year expense of $18,207 shall be allowed 

~s a reasonable expense . 

( n) What is the proper amount of expenses associ a ted \·Ji th 

" free Service" in Account 230? 

"Free Service" includes various expenses for which the 

c ustomer is not charged , including such items as parts used in 

installations other than meters and regulators , labor charges over 

a flat labor charge, and charges to revisit customers who were not 

at home during tho first visit. We agrees that these expenses are 

j ustified , and we understand the rationale beh i nd the large 

percentage increase in these expenses over a two-year period. 

Accordingly , wo find that no adjustment is required. 
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However, we find that Accounts 878 or 879 are probably more 

appropr1ate for recording these expenses than Account 930 . 

Accordingly, within 30 days of the issuance of this Order, the 

Company shall submit it ' s determination of the proper account or 

accounts !or these expenses in writing to us. Because there has 

been some confusion as to tho proper expenses to be included in 

this account, the Company shall also subnit a reasonably complete 

listlng of expenses which will be charged to this category of 

expense in writing. 

(o) What is thr appropriate amount ot Rate case Expense to be 
includ~d in operating expense? 

The Company requested that $112,000 in r~te case expenses be 

llmortized over a two year period. However, thio amount was 

subsequently rev1.sed to slightly more than $147,000 . Having 

reviewed these expenses, we tind that they appear to be reasonable. 

This amount is , however, $35,000 higher than initially requested in 

the HFRs. In the past, there have been instances where we did not 

allow any inc reasG in rate case expense due to a revised e~timate . 

However , 1.n th1s case, there have been several rate bas e as well as 

other NOI issues in which the Company ' s original positlon has been 

modified by our Staff because of updated information . Often 

updated information works to the detriment of a company . Yet, fo r 

fa1rness and consistency , when appropriate , updated iniormat1on 

s hould be used to help a company as well. Because invoices were 

introduced to support the expenses, we find most of the amounts 

listed arc actual , and not projections . Thus, this eliminates any 

objection to estimat~d amounts. 

Public Counsel takes exception with roughly 50o of the 

Conpany's claimed rate case expense. Public Counsel ' s main 

objection is that in nany cases the Company is asking for 

reimbursement of unjustified expenses . For example, OPC maintains 

that ~s. Patti Smith receives a $400 a month car allowance, rate 

case or not, and these expenses should not be allowed. While it is 

true that a request for car allowance would ~ave been disallowed , 

the Company did not in any instance include Ms. Smith' s car 

allowance as rate case expense. A review of the rate case expense 

summary sheet clearly shows that the amounts for car allowance OPC 

argues should b~ disallowed have in (act not been included as r ate 

case expense . Another example involving Ms . Smith are invoices 

requcst1ng meal expense reimbursements, as part of larger employee 

reimbursements . OPC states that two expense reports s how requests 

tor inclus1on i n rate case expense of $885 . 69 , of which only $2 . 00 

on one report and $14.67 on tho other, for a total of $16.67 should 

oc allowed. Again, d review of the summary sheet shows a t otal 

request for rate case expense of $16.67 in February 1992 for this 



OHDER rm. PSC-92-0580-FOF-GU 
DOCKL'T NO. 910778-GU 
PAGE 41 

c~ployce. 1nere are similar examples involving legal expenses as 

well . At page 26 of OPC' s brief there is a reterence to the 

Company's lack of justification for expenses totaling $1,881 . 68 of 

1 total of $7,904.68. OPC states that $6,023.00 in expenses were 

JUstified, and the additional $1,881.68 should be disallowed. The 

$1,881 .68 was not explained because the Company has not requested 

reimburser:~ent of this additional amount . Only the charge of 

$6,023.00 is listed on the summary sheet as rate case expense. 

There also arc objections to travel expenses which are not 

specifical ly justified. Upon studying the dates on the expense 

reports , it appears that in most instances, the expenses relate to 

either the pre-pre hearing or the hearing itself . 

Public Counsel has apparently overlooked the fact Lhat the 

copies of the 1nvoicns provided as part of its requested Late-Filed 

Exhibit No. 20 aro internal financial documents that were not 

originally prepared to exclusively justify rate case expense. As 

OPC discovered, many of the expenses listed on the invoices and 

requests for reimbursements arc completely unrelated to this case. 

The Company has not at any time attempted to show, or claim, 

otherwise. But such an analysis misses the point . These documents 

re used by Company personnel as backup or justification for the 

payr:~ent of a wide variety of expenses, including rate case expense. 

It is not enough to review these invoices without an un~erstanding 

of what ar:~ounts on these invoices the Company is actually including 

.:ss rnte case expense. 

Public Counsel also 
$25,000 for prov1ding cost 
~xcessive , even though OPC 
Compn ny arc adGquatc. 
reasonable . 

believes thnt t-1r . Cicchettl ' s fee of 
of capital " tes timony and expertise" is 
admits that his required dutiPs for the 
We find that this expense appears 

While we do not d1sagree w1th the Company on the amount of the 

expensos listed on Late Filed Exhibit No. 20, we do dis.:sgree with 

the proper n~ortization period of these exp<. nses. v:e 1. ind that 

these expenses should be amortized over the same peri od that the 

rates which were granted in the case arc i" effect . There is no 

reason to believe the Company will again be requesting rate relief 

~ithin a two-year per1od. Conversely , Public Counsel believes that 

these expcnGcs should be amortized over a four-year period . We 

believe that this por1od of time is too long . Panama City is a 

moderate gro..,th area, and there will continue to be efforts to 

sw1tch to cleaner fuels . Higher growth would result in increased 

expenses and a need for addition!.> to rata base to accommodate this 

growth . Thcrctoro, we !ind that a three-year amortization period 

is an appropriate period for amortization. 
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Accordingly, tho proper amnunt of 
$147,000. This amount shall be amortized 
results in an expense of $49,000 per year . 
expense shall be decreased by $7,000 . 

rate case expense is 
over three years, which 
The projected lest yea r 

(p) Shoulg regulatory assessment fees be reclassi (ied as 

Taxes Other? 

The Company improperly included in Account 928, Regulatory 

Expenses , $25 ,500 for Regulatory Assessment Foes which should be 

classiflcd as Taxes Other. Therefore, we find it would be proper 

to reduce operating expense $25,500 and to increa.e Taxes Other 

$25,500. 

(q) Whnt is the appropriate amount of proiectcd test year O&M 
cxpP-nsg? 

Based on the above adjustments in other issues, we find the 
appropriate ProjeLtod Test Year O&M expense to be $3,813 ,1 69 . 

(r) What is the apPropriate amount of proie~tNt test yca_c 
Dcpr~ciation and Amortization Expense? 

Ba-:>ed on the 
amortization-related 
appropriate amount 
n~ort1zat1on expense 

resolution of all rate base issues 
not operating income issues, we (inti 

of projected test year depreciation 
to be $1,259,533 . 

and 
the 
and 

(s) ~hould Gross Receipts Tax be excluded from buse rntes? 

The company proposed to recover the Gross Receipts Tax as a 

separate line i tem on lhe c ustomers ' bills pursuant to Florida 

s::a utes . However, the company failed to remove from H. O.I . 

$33J,49J for this expense and $100,893 in revenues related to the 

1\\ gross receipts tax and i ncluded in base non-1. uel revenues . 

Therefore, we find that Taxes Other should be reduced $333,493 and 
revenues should be reduced $100 , 893 . 

(t) Wba t is the a pp ropr i ate pro..::.v_.i...,s~i...:.ou.n......_....,f...::.ou.r ___ ...... i ...... nl.loc...::o::J.m~e..._~t<.!.a!..lx~e""s~, 

including interest reconcilia-tion . to be included in 
proincted tgst year expenses? 

Based upon the adjustments made by us, the appropriate amount 
ot income tax expense to be included in the projected test year ~s 

$135 , 776. This mount includes the interest reconciliation 

adjustment of $9J,J11, which is the tax effect of the difference 

between tho company ' s interest per books, and the interest inherent 

in the approved capital structure. 
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(u) What is thq appropriate amount of proiected test year 
Operating Expenses? 

Based upon our resolution of all net operating income issues 
and depreciation or amortization-related rate base issues , w~ find 
that the appropriate amount of projected test year operating 

expenses is $5,553,390. 

(v) What is the appropriate amount of projected test year Net 
Operating Income CNQlll 

Based upon the resolution of the previous issues, we find that 

the appropriate amount of projected test year N0I is as shown 

below: 

UET OPERATHlG IHCOME 

For the Projected Test Xear Ending 6/30/93 

Operating Revenues 
Operating Expenses: 

O&t-1 
Depreciation 
Taxes - Other 
Income Taxes 

Total Oper . Exp. 

Total NOI 

$6 . 805 . 538 

3,813,169 
1,259,533 
344,912 
135 I 776 
5,553,390 

$1 . 252 . 148 

Accordingly, we find that the appropriate amount of projected 

test year Net Operating Income to be $1 , 252,148. 

(w) What is thr: appropr iate projected test year revenue 
expansion factor to be used in calculating the 1991 
revenue deficiency? 

The resolution of this issue depends o n our determination in 

Issue (d) of this section . Because we ?~cepted a bad debt factor 
of . 504\, we find tho correct revenue expansion factor for the 

projected test year to be 1 . 6176 . 

4. REVENUE DEFICIENCY -ATTACHMENT 5 

(a) What is the appropriate projected test year deficiency? 

Base upon the resolution of previous i.:;sues, we find the 

appropridte projected test year deficiency to be as shown below: 
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Calculation of Reven•1e Requl.rcments 
June 30, 1993 - Test Year 

Rate Base $18,104,126 

Rate of Return l.Qs4U 

Required N o . I. $ 1,884,640 

Achieved N.O. I. $ 1. 25 iL 148 

N.O. I. Deficiency $ 632,492 

Revenue Exp. Factor L 6 176 

Revenue Increase ~ 1 , 0,3 , 118 

Accordingly, we find the appropriate amount of the projected 
t es t year deficienc~ to be $1,026 , 668. 

II . COST Ol SERVICE ANP RATE .DESIGN 

A. P I SPVTEP ISSUES 

(a} What s hould the miscellaneous service c harges be? 

Based upon the data provided in the MFR's, we 
proposed misc ellaneous service charges reflect 
providing these services. The miscellaneous service 
be dS l i s ted be low: 

Init ; ~l Connection Residential 
Initial connection commercial 
Reconnection Residential 
Reconnection Commercial 
Change of Account 
Returned Check Charge 5\ or 

$20.00 
$25.00 
$25.00 
$30 . 00 
$15 . 00 
$15.00 

find that the 
the c os t in 
charges sha l l 

(b) ~t is thP appropriate cost of ~ervicc methodology to be 
used i n allocating costs to the various rate classes? 

The Commission Staff's cost of service study employs the use 
o l the peak and average method and direct assignment of cos ts where 
possible or available . Using Staff ' s cost of service study , the 
Company erred in including gross receipts revenues and no increase 
i n therm usage due to customer growth. Staff ' s cost of service 
s tudy was modl.fied to correct for these errors plus adjustments 

!":lade to rate base, operations and maintenance expense , and net 
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operating income, so that it reflects each customer class ' 

contribution to the proposed overall rate of return of the Company . 

Accordingly, we find that Staff ' s cost of se~vice study as modified 

to correct Company errors is the appropriate cost of service 

methodolo .Jy to be used in allocating costs to the var1ous rate 

clussC's . 

(c) Should the Company's proposed revenue requirement 
allocntioo po approv9d? 

The Company, in its initial filing, requested $1,930,801 in 

tot.Jl rate relief, with a proposed overall rat" of return of 

11 .14 ,, and a return on equity of 12 . 80\, with a projected test 

ye1r rate base of $18,066,280. The Company adjusted its 1nitial 

request to $1 , 42C,913 in total rate relief, with an overall rate of 

return ot 11.03' and a projected test year rate base of 

$18,116 ,913. 

As we have indicated in numerous issues above, the revenue 

requirenents waro changed due to var1ous adjustments to rate base, 

llOI, and cost-of-capltal . Accordingly, the Company ' s propo::.ed 

revonuo r equirement allocation should not be approved. Instead, we 

find that the rovenue requ1rements should be allocat~d as shown i~ 

Attachment 6. 

(d) \~hf't should_thc rat~s and charges be f o r \.J~~ t fl_Qr...i.lli! 

Untura l Ga, Company? 

\:e find that .. he rates and charges as shown in Attachment 6 

;.Jere develo ped on tho ba::ois of the cost to serve, taking 1nto 

consideration a11 the previously discussed adjustments. We find 

that the result yields the following rates: 

Bcr .idwti.nl 
custoner Charge 
Energy Charge 

Commercial 
Customer Charge 
Energy Charge 

$7.00 
32.525 centsftherm 

$10 . 00 
16.378 cents/therm 

CO~mcrcia~ w~rqc Volumg 
Customer Charge $50 . 00 
Energy Charge 13.840 cents/therm 

lngustrial 
Cu!".tomer Charge 
Energy Charge 

$100 . 00 
4 . 877 centsjtherm 
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Firm Transpod; 
Custooor Charge 
Energy Charge 

Interruptibl(" 
Customer Charge 
Energy Charge 

SP~cial Contract 
customer Charge 
Energy Chargo 

$100.00 
4.877 cents/therm 

$500.00 
2.781 ccnts/therm 

$23,443 . 00 
1.000 ccnts/therm 

thcrmsfycar 
over 9.2 Million 

(c) ~w should the revenue increase. if any. be allocated 

between customer classes? 

The general promi~c of allocating costs to those who create 

the cost (cost causallty) is generally accepted by co~t of service 

experts . We have issued several orders dealing with a regulated 

natural gas utility ' s abillty to be competitive with alternative 

tuols. We have always considered value of service, consumption, 

load characteristics , rate shock. , as well as rate history in 

dc5i)ning rates. As ouch as possible, the revenue increase , if 

any , should be allocated between rate classes so th~t all ~lasses 

w111 move toward equal rates of return . 

We find that the revenue deficiency allocat1on has taken all 

of these considerations into account, and as reflected in 

Attachment 6, the propo :ed revenue deficiency is allocatea as 

toll\lws: 
Revenue Percent Rate 
IncrPasc Increase .Q.f_Feturn 

Total 1,023,125 15.04 10 . 41\ 

Residential 772,782 19 . 46 9.49 

Com. c:-rc1al 223,459 13.36 9.32 

Commercial Largo vol. 26,884 5.61 9. 48 

Industri 1 0 0 25 . 51 

Firm Transport 0 0 8 . 27 

Interruptible 0 0 23.28 

Special Contract 0 0 59.0H 
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(f) \olhat are the billing determinants to b~ u:?ed in the 

proiecced test year? 

The billing determinants used in Attachment 6 were based on 

the Company 1 s forecasted data and trend study as adjusted for 

customer growth usage for the projected test year. The billing 

determinants should be increased based on average usc over the last 

three years, multiplied by the 1ncrcase 1n customers 1n the 

projected test year. We find that this adjustment corrects for 

Hcst Florida 1 s use of 1991 therllls, the lowest in the last ten 

years, to estimate therm sales in the projected test year . 

Using linear regression analysis, we have d,termined that 

based on historical trends, the projected customer growth times the 

last three year average usage reveals a fairly accurate usage for 

the projected test year. 

\-Je find that the billing determinants to be used in the 

projected test year arc those listed in Attachment 6 . 

(g) How rnu~h. if any. of the 5853 . 689 intcr1m increase 
granted by Order No. 25522 issued on Qecember 23 . 1991 . 

~bould be refunded? 

In Order Ho. 25~22 , issued December 23, 1991, we authorized 

interim rates tor \:est florida in the amount of $853,689 s ubject to 

reiund with interest. The calculation for this interim 1ncrease 

was based upon a test year of the twelve (12) month period ending 

June 1991 (July 1990- June 1991) . We required the Company to file 

a corporate undertak1ng to guarantee any required refund - Any 

refund should be made pursuant to Rule 25- 7 .091, florida 

Administrative Code. 

Section 36o.071(4), Plorida Statutes, provides that any refund 

ordered by us must be based on the cost of equi ty prospectively 

cstabl ished by our final vote in this rate case. HO\-Iever, the 

statute docs not clearly state which data should be applied t o the 

newly established cost of equity to determine the amount of refund, 

if any . 

In Order Ho. 12221, issued July 13, 1983, in the Southern Bell 

tute case , we stated that we have three options from which to 

choose when we calculate an interim refund . Our options are as 

follows: 

1. We can use actual data for the period interim rates were 
in effect. (In this case, interim rates went into effect 
January 2, 1992.) 
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2 . We can use data from the projected test year used in the 
full rate case. (In this case, the fiscal year ending 
June 30 , 1993.) 

J . We can u::;c data 
i nte r im rates. 
June 30, 1991.) 

from the test year used in granting 
(In this case, the fiscal year ending 

I nterim rates were in effect for the last six months of the 
Company ' s historic base year plus one (January 1992 - June 1992 ) . 

Because actual , audited data from the period the interim rates were 
in etfcct is not available, we find the use of this period t o 

..;, llculate a rotund is lmpractical. Thus , we will not use the fi r st 

option . 

The interim tcs~ year co1ncidcd with the Company ' s historic 

b~sc year used in determ1n1ng permanent rates. However, we find 
that the use of data from the interim test year to calculate a 
rctund would ignore additions to rate base and increases in 

revenues and expenses thut occurred between the end of the historic 
base yeur , and the time interim rates wen~ i nto effect 

(dpproxunatcly seven month!l) . Thus, we will not usc the third 
opt1on . 

Instead , we s hall use the second option with modific1tions . 
Oecnuse the Company filed data in its MFR ' s for July 1991 through 

June 1992, and the historic base year plus one and interim rates 
were 1n effect the last ::;ix months of that period (January 19 92 -

June 1992) , we f l nd it would be appropriate to ad j u s t the projected 

test year to fit the historic base year plus o ne. We have analyzed 

the projected test year rate base and NOI adjustments to d etermine 

whc~her they applied to the historic base year plus one . Those 
tnat were applic ... l.Jle were recalculated to add or remove t he 

approprla te amounts trom the h istoric base year plus one . If the 

revenue requirement C3lculated using the above method yields a 
lower amount than the interim relief granted, a refund should be 
rc~uired. We applied this method i n the past i n Order No . 12221, 
and more recently in Order No. 24925 , issued August 19 , 1991 . 

The Company originally requested an interim increase of 
$570,567 . However, we approved $853 , 689 i~ interim relief . Thi s 

di 1 fcrencc was the result of Company errors in the income tax 
calculation . 

Based on our decisions in prior issues, we find that a refund 

of $38 , 059 on an ann1al basis, plus i nterest , is required . Our 
calculation of the interim refund is shown below: 
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CALCULATION OF INTERIM REFUND 
BASE YEAR +- 1 

06/30/92 

RATE BASE (AVERAGE) 

RATE OF RETURN 
REQUIRED NOI 

Operating Revenues 
Operating Expenses: 

Operation & Maintenance 

Deprecia tion & Amortization 

Taxes Other Than Income Taxes 

Income Taxes 

Total Operating Expenses 
ACHIEVED NOI 

NET REVENUE DEFICIENCY 
REVEHUE TAX FACTOR 
TOTAL REVEUUE DEFICIENCY 

ItJTERIM GRAllTED 
RECOI<IMENDED INTERIM 

REFUND 

$17,074,7 39 

~ l.Q. ~~i 
$1. 796 f 263 

$ 6 , 597,376 

3, 544,116 

1,013,850 

488,574 

252,516 

~ . ~22 . Q:2§ 
s L 228 I 320 

497 , 943 
1.638 

s 815 , 630 

$ 853,689 
§l:2 . §~Q 

~ ~§ . Q:22 

Any refund in excess or $100 shall be directly refunded to 
\:es t Florida ' s cJstomers. The remaining dollar amount shall flow 
through the PGA clause as a credit to fuel expense . He are 
deviating from Rule 25-7.091(3), Florida Administrative Code, 
because the admini5trative and billing costs incurred by the 
Co~pany could easily oxceod the amount of the refund . 

\~e find that the Company shall refund these monies wi~hin 90 
d.1ys of our Order. In addition, we find t"-at the Company shall 
file , within 30 days of the refund, a report which shall specify 
the following : 

(a) The amount of the refund and how that amount was 
computed , indicating the amount of interest and taxes. 

(b) The ~mount to be credited to the PGA clause. 
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(h) ~llJ:u!l . .Q~~st florida Hatural Ga~_bc:> r~.flllU"cd_!:o file . 

within 30 da~(ter the date oL the:> final_o rder in this 

goc}:ct . a. g~iption of all entri CJi Q.r _sldjj!stment~ 

its tutur(> an~al reports . rate of return reports, 

published financial statements and ~s and records 

which will be required as a result Q;~h~mm1ssiQD's 

tinriings in this rate case? 

As a result o1 the findings in this rate case, various 

c1djustrnents o,;ill be rnade to the records of \-lest Florida Hatural 

Gas . Accordingly, West Flor1da shall be requ1red to tully describe 

.tll cntr ies to the accounting records which arc affected by changes 

ndtH.! by us in the body of th1s Order. In some cases , these changes 

~:111 be retlccted in informat1on filed with the comm1ss1on 1n the 

tuturc. We lind that !or Staff must be informed of the changes the 

Cocpuny has made to ddcquatcly evaluate the financial intcyrity and 

records of the Company. Accordingly , the Company is required t o 

tu lly describe the entries and adJustments wh1ch will be either 

recorded or used in pr~paring reports submitted to the Commission . 

Finally, we tind thut it no motion for rcconsidcra':ion or 

notice of appeal is t1mcly tiled, this docket shall be closed. 

The p.tncl r.:et on June 8 , 19J2, at a Special Agend.:l Contercncc, 

·o mnk r· its tinal vote on the issues addressed in this Order . 

nnsed on thL t oregoing , it is 

ORDERED by the flc.-r 1da Public Serv icc Comr.~ission t:ha t the 

1 in i inqs of fact and conclusions of lclw se t forth herein .:1re 

upproved . It is fu rther 

ORDERED that t:.hc Petition ot West Florida tlcltural Gas Corpany 

t or aut!.ority to increase its rates and charges is granted to the 

extent delineated heroin . It is further 

OIWI::TU:.:D thclt \'lest Florida Hatural Gas Company ::: h <.lll file 

revised tar1ffs reflecting the rates and charges approved in this 

Orac r. The Company shall include with the revised tnriffs all 

c,\ lcu latlons and workpapers used in dcrivin~ the revised rates and 

chun;c:.;. It 1s turther 

ORDERED that the rate i ncrease authorized in this Ordur shall 

llc e ttcctive for billing5 rendered for all meter re~dings taY.en on 

or a ter July 8, 1992. It is further 

ORDERED th~t West Florida Natural Gas Company shall include in 

e.Jch bill, in the first b1lling of which the increase is etfcct1ve, 
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a bill stutrcr explaining the nature ot the increase, the average 
level of the increase, a summary o! taritf charges, and the re~qons 
therefor. The bill stufiers shall be submitted ~o the Division of 
Electr1c and Gas ot the Florida Public Service Cornrniss1on for 
approval before implementation. It is further 

ORDERED that within 30 days of the issuance of this Order , the 
Company shall file the " Free Service Report" <lS discussed in the 
body of this Order . It is further 

ORDERED hat ·.:ithin 30 clays ot the issuance of this Order. the 
Company is required to !ully describe all entries to the accounting 
n ?cords \,hich are a 1 tcctec.l by changes m de by us 1n he body ot 
this Ord1..r . It is ructhc1· 

ORD~RED that this docket shall be closed . 

By ORDER ot the Florida Public Service Commission, this ;?9th 
day of ~. ~· 

Heporting 

(SEAL) 

t{/1.8 : brni 

;:OTlCl~ OF FU!sTI!I;B PBOCEE!lltlGS OR JUDICT!~L RF.Y.lJ~ 

The Florida Publ ic Service Commission is required by Section 
120 . 59(4) , Florida Statut,...,. , to notify parties of any 
administrative hearing or judicial review 01 Commission orders that 
is available under Sections 120.57 or 120 . 68, Florida Statutes, as 
well as the procedures and t1me limits that apply . This notice 
should not be construed to mean all requests !or an admi nistrative 
hc<lring or judicial review will be granted or re~ult in the relief 
!'"ought. 

Any party ~dversely. ffcctcd by the Comnission ' s final acti0n 
in this matter muy request: 1) reconsideration of the decision by 
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tiling a mot1on for reconsideration with the Director, Division of 

Records and Reporting within fifteen (15) days of the issuance of 

this order in the form prescribed by Rule 25-'-2. 060, Florida 

Administrative Code; or 2) judicial review by the Flor1dn Supreme 

Co~rt in the ca~e of an electrlc, gas or telephone utility or the 

First District Court of Appeal in the case of a water or sewer 

utility by fil1ng a notice of appeal with the Director, Division of 

Records and Reporting and filing a copy of the notice of appeal and 

the filing fee with the appropriate court. This filing must be 

completed within thirty (30) days after the issuance of this order, 

pursuant to Rule 9.110, Florida Rules of C1vil Procedure. The 

notice of appeal must be in the form speci1ied in Rule 9.900 (u), 

rlorJda Rules of Appellate Procedure. 
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