
.... I/ : I :J. A-M-

~ 
UCIGiNAL 

BEPOR.B THE FLORIDA PUBLIC SERVICE COMMISSION 
~ll.f. COflV 

In Re: Application for a rate 
increase by FLORIDA PUBLIC 
UT:ILITIES COMPANY. 

) DOCKET NO. 9.""0_620-GU 
) 
) FILED: MARCH 2, 1995 

--------------------------~--> 

STAfF'S PREHEARING STATEMENT 

Pursuant to Order No. PSC-94-1485-PCO-GU, the Staff of the 
Florida Public Service CoDillli.saion tiles ita Prehearing statement. 

A. All Known Witnesses: 

Witness Appearing For Issues # 

Pete Lester 
Nancy E. Pruitt 

B. All K.Ds;um ~xbi~ita: 

Witness Exhibit # Proffered 

Lester PHL-1 Staff 

Lester PHL-2 staff 

Lester PHL-3 staff 

Lester PBL-4 Staff 

Lester PHL-5 StAff 

Lester PHL-6 Staff 

Lester PHL-7 Staff 

Lester PHL- 8 staff 

Lester PHL-9 Staff 

Lester PHL-10 Staff 

Lester PHL-11 staff 

By 

Staff 
Staf f 

Index 

32 

Description 

Moody 's Investment Charac
teriatics 

Basic DCF Equation 

Two-stage Annually Compounded 
DCF Model 

DCF Inputs ' Results 

Basic Premium Calculation & 
Data 

Risk Premium Calculation & 
Data 

Moody 's Capitalization & 
Sales Volume 

Spread Between Bond Yields 

Range for FPUC 

s & P Benchmark Ratios 

DOCUHf:NT NUHBER -DATE 

0 2 4 I 2 HAR -2 1R 
fPSC-RECOROS/PEPORTINQ 



• 
... 

STAFF 1 S PRBIIKARING STATEMENT 
DOCKET NO. 940620-GU 
PAGE 2 

Witness 

Pruitt 

Pruitt 

Pruitt 

Pruitt 

Exbibit # Proffered By Description 

NEP-1 staff FPUC Nine ~ear Comparison 

NEP-2 Staff FPUC Complaint Rate by Type -
1994 

NEP-3 Staff FPUC Complaint Rate 
Comparison 

NEP-4 staff FPUC Complaint Justification 
Comparison 

Sta~f reserves the riqht to identify additional exhibits 
~or the purpose of cross-examination. 

c. Staff's Statement of Basic Position: 

Florida Public Utilities Company has failed to fully 
support its request for an increase in revenues. 

Staff's positions on Rpecific issues are necessarily 
preliminary, af' they are basad on materials filed by the 
company and on discovery that is not yet complete. The 
pr eliminary position• are offered to assist parties in 
preparinq for the hearinq. Staff's final positions will 
be based upon all the evidence in the record and may 
differ from preliminary positions. 

D. Staff's Position on the Issues: 

fiST J11R AID PQBICASTING 

I SSOJ 11 Zs PPUC's request for permanent rate relief based on a 
historical test period of calendar year 1993 and a projected test 
period of calendar year 1995 appropriate? (Revell) 

S'l'.Vl' S IQIIUOJU 
in the followinq 
appropriate. 

Yes. With the adjustments recommended by Staff 
issues , the 1993 and 1995 test years are 
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ISBUB 21 Are the company's business-as- usual teat year forecasts 
f or customers and therm sales by revenue cateqoriea appropriate? 
(McNulty, Bohrmann, Makin) 

STUJ''S POIIf.IQit 
discovery. 

No position pendinq receipt of further 

ISSOI 3: Are FPUC's test year forecasts of initial connections and 
reconnectiona appropriate? (McNulty, Makin, Ginq) 

STMI' 8 PQBif.IOJ(I No position at this time pendinq receipt of 
further discovery. 

QTI BASI 

ISSOI 4; Should an adjustment be made to the Company's proposed 
level of plant additions in the projected teat year? (Revell, 
Mills) 

STAll'S POSitiQIJ No. 

ISSQI 51 Should rate base and expenses be increased to include 
blanket construct!~~ projects omitted from 1995 projections? 
(Audit Disclosure No. 11) (Revell, Mills) 

SDU' 8 IQI!ITIQII Yes. The exact amount will be determined upon 
receipt of further discovery. 

ISSDI t.a Should the Commission require the Company to include all 
qas plant under construction in rate base? (Revell) 

STAJ'P'S POSifiOIII Yes. The commission should require Florida 
Publi c Utilities-Gas Division to include all qas plant under 
construction in rate base for all future purposes, such as 
surveillance reports and interim purposes , effective June 1, 1995. 
Also, the Company's allowance tor funds used durinq construction 
(AFUDC) rato should be eliminated. 
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ISSQI 21 What is the appropriate projected test year Plant-In
Service? (Revel.l) 

STArr'S IQSI%IQ11 The resolution of this issue is dependent upon 
the rasolution of other issues. 

ISSUJ 11 What ia the appropri&te amount of Construction Work in 
Progress for the projected test year? (Revell) 

STUJ''S PQSUIOic No position at this time pending r eceipt of 
further discovery. 

ISSUI t: What are the appropriate depreciation rates to be used? 
(P. Johnson) 

STAll'S POIIZIOII The appropriate depreciation rates to be used 
in this proceeding are the rates approved by the Commission in 
Docket No. 940734-GU. 

ISSOI 101 What adjustments, if any, should be made to the 
projected test year forecasted retirements? (P. Johnson ) 

8%A17'8 POSI%IOBt No position at this time . 

ISSQ'I 11: What is the appropriate projected test year Depreciation 
Reserve? (P. Johnson , Revell) 

STAJ7'8 POSITIOJU No position at this time. This is a calculation 
based upon the deciaions on preceding issues. 

ISSQB 12; What is the appropriate amount of Customer Advances for 
Construction for the projected test year? (Revell) 

STUI' 8 PQSITIQXs No position at this time pending receipt of 
further discovery. 

ISSUJ 13: What is the appropriate amount of cash to be included in 
working capital? (Revell) 

STM'J'S POSUIOII No position at this time pending receipt of 
further discovery. 
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IIIUJ 141 Should rate base be reduced to remove inactive service 
linea that have been inactive f or aore than five years? (Audit 
Disclosure No. 1; Enqineerinq Report p. 5) (Lee, Mills) 

IIIII'S JOII%IQII Yes. Rate base should be adjuated to remove 
inactive aervice lines. The amount will be determined after 
further diacovery. 

ISSQJ 14Aa Haa PPUC completed a survey of insotive service lines 
as ordered in Commission Order No. 24094 in Docket No. 900151- GU? 
If not, what ia the appropriate remedy for the Company's failure to 
comply with Order No. 24094? (Hil l a , Lee) 

8ZAI'J 1 8 PQIIUQ)fl No. The Company should be ordered to complete 
a survey within three years and to retire inactive lines within 
three and a half years. In addition, an adjustlllent should be made 
to reduce the company's authorized return on equity for its failure 
~o comply with Order No. 24094. 

ISIUI 15; Should an adjustment be made to reduce plant, 
accumulated depreciation, and depreciation expense to remove non
utility operations? (Audit Disclosure No. 6; Engineering Report 
p. 3) (Revell, P Johnson) 

STAJ"l 'l POSIUQ111 Yes. Reduce rate base $99,463; reduce 
accumulated depreciation $46,970; and reduce depreciation expense 
by an amount to be determined pending further discovery. 

~ Has the Company properly recorded the Gun Club Estates 
conversion from LP to natural gas? (Audit Disclosure No. 13) 
(Revell) 

STAll'' S POSIZIQ)JI No position at this time pending receipt of 
further discovery. 

ISIVJ 171 Baa the company properly recorded the IBIS conversion 
from LP to natural gas? (Merta, Lee) 

STAll'S PQ8I%I01U No position at this time pendin9 rece.Lpt of 
further discovery. 



r 

' 

.· 

STAPF'S PRBHEARING STATEMENT 
DOCKET NO. 940620-GU 
PAGE 6 

J:SSVI 18 1 ftia iaaue baa ben dropped 

ISSVI 1?1 Should an adjustment be made for common plant additions, 
such as tbe addition to the general office, which will not be 
completed in 1995? (Merta, Brand, L. Romig) 

STAll'S PQS::I'J.IOJJa Yes. The amount to be disallowed is dependent 
upon further discovery. 

::ISSUJ 201 Should unamortized rata case expense be included in 
working capital? (Merta) 

STAll'S PQS.I'IIOKa No. Working capi tal shou ld be reduced $126,713 
t o remove unamorti zed rate case expense . 

I CSVJ 2 l 1 Shou1d an adj ustment be aade to working capital for the 
alloca t i on o t non-utility operations? (Brand, L. Romig) 

STUJ' 'S IQSITIQWt No position at this t ime pending recei pt of 
further discovery. 

I SSJll 22 1 'l'Jaia i •"Jue bas beeD dropped. 

ISSUB 2 31 Tbia isaue has been 4roppe4. 

ISSUJ 2 41 Should t he net gas cost underrecove ry be excluded from 
working cap i t al? (Merta) 

STAll'S POSI'II Qis Yes . Wor king capi t al s hould be reduced $84, 763 
to remove a net gas cost underrecovery . 

I SS UI 25: What is the appropriate projected test year. working 
capital al~ owance? (Revel l ) 

STUJ' ' 8 POS::IUOK; The resolution of this issue is depe ndent on t he 
resolution of other issues. 

IBSVI 211 Thia iaaue has been droppe d . 
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ISSQI 27; Should an adjustment be made to accrued taxes payable 
such that the rate base effect of adjustments discussed in Audit 
Disclosure No. 3 is revenue neutral, and if so, what is the 
appropriate adjustment? (C. Romig) 

SfAJ7'8 POII'fiOBJ No position at this time pending receipt of 
discovery that is due March 15, 1995. 

I88QB 281 What is the appropriate projected test year rate base? 
(Revell) 

STUJ'S PQIITIOBJ The resolution of this issue is dependent on the 
resolution of other issues. 

CAPITaL ITRVCTVRI 

IISQI 291 Should an adjustment be made to investment tax credits 
(ITCa) or their cost rate? (C. Romig) 

STAll'S POSifXOBI The resolution of this issue is dependent upon 
the resolution of other issues. 

ISSOI 301 Should an adjustment be made to accumulated deferred 
income taxes? (C. Romig) 

dTAIZ 'S PQSITIOIJ The resolution of this issue is dependent upon 
the resolution of other issues. 

ISSOI 31; Should the Commission remove an amount for non-utility 
investment specifically from common equity in reconciling capital 
structure to rate base? (Geiger, c. Romig) 

STAJ7'8 POSUIOBI No position at this time pending receipt of 
further dircovery. 

ISSQJ 321 What is the appropriate cost rate for common equity? 
(Geiger) 

STAll'S POSJTIQII No position at this time pending the filing of 
staff testimony on March 3, 1995. 
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ISSVI 331 What is the appropriate weighted average cost of capital 
including the proper components, amounts and cost rates associated 
with the capital structure for the projected test year ending 
December 31, 1995? {Geiger, c. Romig) 

STU'J''S PQBUXQI: No position at this time pending receipt of 
further discovery. 

HIT OPJIBM'UfG IBCQKI 

ISSUJ 3fl Bas FPUC properly allocated expenses for the 1993 
historical teat year and the 1995 projected year? (Revell) 

STVJ''S IQSIZIOIII Yes. 

lfSVI 351 Is FPUC's requested level ot total operating revenues 
for the 1995 projected test year appropriate? (Makin, Ging, 
Bohrmann, McNulty, Revell) 

ST»'J''S POSITIOII No position at this time. 

ISSUJ 361 Has ti-e Company properly removed Chamber of Commerce 
dues and other membership dues fro~ expenses? (Revell) 

SZAJ7'S POSI'l'Iotfl No. The co~any should remove $718 in dues from 
Account 930.2 for 1995. 

ISSPB 371 What is the appropriate amount of rate case expense and 
what is the appropriate amortization period? (Merta) 

STAll'S PQSJZIOIJ No position on the amount of rate case expense 
at this ti'lle pending receipt ot further di scove.ry. The appropriate 
amortization period is 4 years beginning the month new rates go 
into effec~ . 

IBID 381 ftia iaaue baa been 4roppe4. 
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I SSUJ 391 Should there be an ad justment to Accounts 913 or 930 to 
remove iaage building or other inappropriate advertising expenses? 
{Brand, L. Romig) 

S'fUF'S POII'I.IOis Yes. Account 913 should be reduced by $2,990 in 
1995 for production of a corporate video and printing of money 
flyers. 

ISSQJ 401 Is FPUC's requested level of outside eervices for the 
1995 projected year appropriKte? {Merta) 

SfU'J''S PQSIUOJf; No position at this time pending receipt of 
further discovery. 

IS SUI 411 'l'Jlia iaaue haa beeD dropped . 

ISSQJ 421 What are the appropriate trending factors to be used in 
deriving projected operating expenses and how should they be 
applied? (Bohrmann) 

SfAII'S PQII'I.IQII The appropriate 1994 and 1995 inflation trend 
factors are 102.60% and 102.90t, respectively. The appropriate 
1994 customer trc .'ld factor is 100.73%. No position on the 
remaining trend factors pending further discovery . 

IfSVB 43J Should the projected test year expense be cdjusted for 
the effect of changing the trend factors? (Revell) 

STAll'S POSifiOlU Yes, depending on adjustments in Issue 42. 

ISSUE 441 What is the appropriate amount of projected test year 
0~ Expense? (Revell) 

SfAll • S positiQiz The resolution of this issue is dependent on the 
resolution ot other issues. 

ISSUJ 451 What is the appropriate amount of projected test year 
Depreciation and Amortization Expense? (P. Johnson) 

S'fAI'l'S IQIIJIQJII No. This is a calculation based upon the 
decisions on preceding issues. 
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ISSQJ 411 Should an adjustment be made to forecasted ESOP costs, 
and it so, what is the appropriate adjustment? (Audit Disclosure 
No. 5) (C. Romig) 

S'fAU'S IOIIZXOJII No position at this time pending receipt of 
discovery that is due March 15, 1995. 

XSSQJ 471 Is the company in compliance with Rule 25-14.013, 
Florida Administrative Code, "Accounting for Deferred Income Taxes 
under SFAS 109?" (C. Romi~) 

IZIIZ'S PQIIZIOI: Yes. 

XSSQI til Should an adjustlllent be made to income tax expense, 
including ITC synchronization and interest reconciliation, and if 
so, what is the appropriate adjustaent? (C. Romiq) 

l'l'Ul 1 S POJUIOIJ The resolution of this issue is dependent upon 
the resolution of other issues. 

ISSQB tt 1 What is the appropriate level of property taxes, 
inc ludinq adjustlllenta for nonutility property and common plant 
allocated to nonutility operations? (C . Romiq) 

STAll'S POSI'J'IQII No position a t this time. 

I§Stll 501 Should an adjustment be made to Taxes Other , and if so, 
what is the appropriate adjustment? (C . Romiq) 

STAll'S PQSI'l'XOBI The resolution of this issue is dependent upon 
the resolution of other issues. 

ISSQI 511 Is FPUC's requested level of net operatinq income (NOI) 
in the amount of $600,147 tor the 1993 historical test year and 
$988,052 tor the 1995 projected test year appropriate? (Revell) 

S'l'UJ''S PQSITIOJit The resolution of this issue is dependent on the 
resolution of other issues. 



STAFF'S PREHBAJUNG STATEMENT 
DOCKET NO. 940620-GU 
PAGE 11 

I UOI 521 What is the appropriate teat year revenue expansion 
factor to be used in calculating the revenue deficiency? (Merta, 
c. Romiq) 

STAll'S PQIIJIQI; No position at this time pendinq resolution of 
other issues. 

ISSUI 531 What is the proper amount and ratemakinq treatment of 
expenses associated with the environmental olean-up of manufactured 
qas plant sites? {Mills, Revell, P. Johnson, c. Romiq) 

STAIZ'S PQIITIOII The current accrual of $240,000 per year that 
was established in Docket No. 900151-GU shall be continued for the 
remainder of the approved 10-year accrual period. 

ISSOI 5.f.; What is the appropriate ratemakinq treatment for piping 
allowances? Is the amount and the amortization of the piping 
allowances appropriate? (Audit Disclosure No. 9) (Makin, 
Bulecza-Banks, Revell) 

STArr'S PQIIIIOBJ All costs incurred by the company to pipe and 
vent should be recovered throuqh base rates. The amount of the 
pipinq allowance and its associated amortization will be determined 
pendinq further diF~overy. 

ISSQJ 55& What is the appropriate ratemaking treatment for 
conversion expenses? Is the amount and the amortization of the 
conversion expenses appropriate? (Audit Disclosure No. 9) (Mills, 
Makin, Revell) 

S'fAI7'8 PQII'J'IOBa The cost should be recovered through a five year 
amortization. The cost and amortization will be determined pending 
further discovery. 

ISSOJ 5§& Whl\t is the appropriate expense and ratemaki ng treatment 
for the program to raise water heaters to 18 i nches above floor 
level in qarages? (Audit Disclosure No. 9) (Mills, Merta) 

STUI'S POSifiQllz The company should be allowed to recover 50 
percent of the e.xpenses. The amount of the expense will be 
determined pending further discovery. 

ISSQI 571 ~i• i••ue ha• been 4roppe4. 
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XSSVI 581 Should an adjustment be made to the insura.nce reserves 
and insurance expenae for property, liability, auto, workers 
compensation, and medical? (Merta) 

S'l'AJ'J''S POIX'l'XQBI No position at this time pending receipt of 
further discovery. 

XSSUI 5?1 Should an adjustment be made t o meter change-out 
expense? (Merta) 

8'1'AF1'8 POIITIQXI No posit i on at this time pending receipt of 
further discovery. 

188'01 601 Should pension and post retirement benefit:s expense be 
adjusted to reflect updated projections? (Brand, L. Romig, Geiger) 

STAll'S POSI%;1011: No position at this time pending receipt of 
further discovery. 

ISSOI 611 Should an adjustment be made for officer and management 
fringe benefits? (M,xta) 

STAll'S PQSI%XOBI No position at this time pending receipt of 
further discovery. 

ISIVI 12 1 Should an adjustment be made for business meals and 
entertainment expenses? (Brand, L. Romig) 

8TU7'8 POSIUOlU No position at this time pending receipt of 
further discovery. 

ISSoB 13 1 bhould an adjustment be made for employee awards and 
activities in expenses? (Brand, L. Romig) 

STAll'S PO&IfiOIII No position at this time pending receipt of 
further discovery. 

ISSQI ttl Should expenses be reduced to remove selling e~enaes 
not amortized? (Audit Exception No. 2) (Brand, L. Romig) 

i221l'S ROSifiQI; Yes. Account 912 should be reduced by $2,104 
for two-third• of a 3-year supply of color posters pocket folders. 
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ISSVJ 151 Should an adju.ataent be aade to expenses aasociated with 
movinq into the nev addition? (Merta, Brand, L . Romiq) 

l'l'KJ''I IQIIUOIII No position at this time pendinq receipt of 
turthe~ diacovery. 

ISSQI Ill The C0111pany aade an adjustment to increase Account 813 , 
Other Gas Supply Expenses, to hire a qas supply assistant and for 
odorant expenae. Is this adjuataent appropriate? (Marta) 

ITAIZ'I PQIITXQII No adjuataent is necessary. 

ISSQI f7J The Coapany made an adjustment to increase Account 874, 
K4in ' S•rvice EqM:mse, to hire a line locator and tor a "one call" 
fee i ncrease. Is tbia adjustaent appropriate? (Audit Disclosure 
No. 15) (Revell) 

J%Ml'S PQ8X'J'IQ)fl Yes. 

ISSQI 111 The Coapany aade an adjustllent to incr•ase Accounts 878, 
Meter' Bouse Regulator Expense, and 887, Maintenance of Mains, to 
normalize tor lost ti .. due to above averaqe medical related 
absences. Is this adjustment appropriate? (Audit Disclosure 
No. 15) (Merta) 

STill'S PQSITI0¥1 No position at this time pending receipt of 
further discovery. 

ISSQJ 611 The Company made an adjustment to increase Account 880, 
Other Expense Maps & Records , tor the Pactel system fee increase 
and to reclassify an enqineering technician. Is this adjustment 
appropriate? (Brand, L. Romiq, Mills) 

STAJ'l'S POSITIOII No position at this time pending receipt of 
further discovery. 

ISSQI 101 The Company made an adjustment to increase Account 904, 
Uncollectible Accounts, to adjust to the 3 year average charge 
otts. Is this adjustment appropriate? (Marta) 

STAI'J''S lQSI'J'IqJI No position at this time pending receipt of 
further discovery. 
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ISSVI 711 The CoApany made an adjustaent to increase Account 912, 
Sellin9 ' Demonstratinq EXpense, to add 5 new positions in the 
Marketinq a .rea. Is this adjustment appropriftte? (Audit Disclosure 
Nos. 8 ' 10) (Brand, L. Ro•iq, Merta, Revell, Bohrmann) 

STVJ''S PQSI'l'XOWt No positi on at this time pendinq receipt of 
further discovery. 

:r:osv1 121 The Company made an adjustment to increase Account 913, 
Advertising Expense, to add an 1.!1\ergy Savers Proqrtm, and for other 
information and instruction. Is this adjustment appropriate? 
(Brand, L. ROldq) 

STAll'S IQSITIQII No position at this time pending r ecei pt of 
further discovery. 

:r:SSUJ 7}% The company made an adjustment to increase Account 916, 
Miscellaneo us Sales Expense, for marketinq development and 
demonstration, water beater stands, convi'Jrsions, piping allowance, 
and other miscellaneous. Is this adjustment appropriate? (Merta, 
Brand, L. Romiq, Revell) 

s:rur•s POSl:'J'l:QBz No position at this time pendi ng r eceipt of 
further discovery . 

ISSUI 741 The Company made an adjustment to i ncrease Account 921, 
Office Supplies ' Expense , tor the company use portion of purchased 
qas. Is this adjustment appropriate? (Brand, L. Romiq) 

STAJ7'8 POSI'J'IQJir No position at this time pending receipt of 
further discovery. 

ISSVJ 75& Should an adjustment be made to reduce expenses for the 
depreciation study? (Audit Disclosure No. 7) (Merta) 

STAll'S POSX'l'IOL I Yes . Expenses should be reduced $2,123 to 
remove overprojectad depreciation study costs based on a 5-year 
amortization period . 
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ISSllB 71 : The Company made an adjustment to increase Account 
926.3, Retirees Benefits-Post Retirement, tor the post retirement 
life insurance benefits obligation. Is this adjustment 
appropriate? (Audit Disclosure No. 12) (Brand, L. Romig, Geiger) 

STUJ' S PQil:'l'IOJU No position at this time pending receipt of 
further discovery. 

ISSUI 77: Shou1d the Residential Energy Eff iciancy Program be 
recovered through base rates? If so, are the revenues and expenses 
appropriate? (Bulecza-Banks, Revell, McNulty, Bohrmann) 

STArr'S POSXfiQJ: Yes. Any potential adjustment to revenues or 
expenses is dependent on further discovery. 

ISSQI 781 Should the Residential Energy Audit Program be recovered 
through base rates? If ao, are the revenues and expenses 
appropriate? {Bulecza-Banks, Revell, McNulty, Bohrmann) 

StAll'S POSITIQII Yes. Any potentia l adjustment to revenues or 
expenses is dependent on further discovery. 

ISSUE 79a Should the Homeowners Maximized Energy Savings Program 
be r ecovered through base rates? If so, are the revenues and 
expenses appropriate? (Bulecza-Banks, Revell, McNulty, Bohrmann) 

STAll'S PQSITIOIJ Yes. Any potential adjustment to revenues or 
expenses is dependent on f urther discovery. 

ISSUE BOt Should the Business Energy Efficiency Plan be recovered 
through base rates? Is so, are the revenues and expenses 
appropriate? (Bulecza-Banks , Revell , McNulty, Bohrmann) 

STl\17'8 POSI'l'IOXJ Yes. Any potential adjustment to revenues vr 
expenses i s dependent on turthe.r discovery . 

ISBUB 111 Should the Market Development & Demonstration Program be 
recovered through base rates? If so, are the revenues and expenses 
appropriate? (Audit Disclosure No. 9) (Bulecza-Banks, Merta, 
McNu1 ty, Behrmann) 

S!AII'S ROIIfiOH& Yes. Any potential adjustment to revenues or 
expenses is dependent on further discovery. 




