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By Order No. PSC-94-065)-FOF-WS, issusd May 311, 19%4, the
Conmission allowed the full gross-up tariffs to become affective on
an interim basis, subject to refund with interest, by not acting to
suepend the rates.

Parkland Utilities, Inc. is a Class C water and wastewater
utility providing service to the public in Broward County. A
raviev of the utility's 1593 annual report reflected 470 water and
469 vaatewvater customers as of Decsmber J1, 1993. Gross annual
operating revenues wera 5156,98656 and $299%,230 for the water and
vastewater systams, respectively. The utility reported a nat
operating loss of $30,69%0 for wataer and a het operating profit of
$11,414 for the wastewvater system. The utility was granted a 1993
prica index rate increase of 31.25% for the water syatem and 1.51%
for ths vastewater system effective February 28, 1994, pursuant to
Section 367.081, Florida Statutes.
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DIACUSSION QOF XSOUES

ISAUE 1: Should Parkland Utilities, Inc.'s tariff authority to
gross-up Contributions in Ald of Construction (CIAC) using the full
groas-up mathod ba approved?

RECOMMENDATION: No, the Comnission should deny the utility's
tariff authority to gross-up CIAC using the full gross-up mathod.
Thae interim gross-up tariff should ba cancelled and all gross-up
monjies collescted during the interim pericd should be rafundsd to
the contributors of those monies with interest. The refund should
be completed within 90 days of the effective date of this Order.
The utility should submit copies of canceled checks, credits
applied to monthly bills or other evidence which varifles that the
refund has been made, within 90 days from thz date of refund.
{IWENJIOPA, HICKS}

STAYY ANALYS8I8: Order No. 23541 reguired all utilities that wished
to colleat the gross-up to file a petitjion for approval of the
gross-up with tha Commission. The Order stated that each utility
demonstrate that an above-the-line tax ‘iability exists and tha*
alternats sources of funds are not available at a reascnables cost.
Utllities were required to file the following Iinformation to
demonstrate the need to grose-up: Daponstration of Actual Tax
Liability, Cash Flow Statemants (except for Class C Utllitiaes),
Statement of Interest Coverage, Statamsnt of Alternate Financing,
Justification for Gross-up, Gross-up Method Selectsd and Proposed

Tariffs.

On Hovembar 24, 1993, Parkland Utilities, Inc. filed the
information which it bslieved demonstrated its need to gross-up
CIAC using the full gross-up method. Although the information
filed appeared to indicets that the utility sould have an above-
the-1line tax liabjility, staff needed additional information to
determins whether an above~the-lins tax liability would ba crasated
by the collection of CIAC and that other sources of funds would not
ba avajilable at + reascnable cost, as required by Crder No. 23541.
The utility submjitted several revisions to its initial application
in order to ansver and clarify our questions.

In its petition, the utility assarts that gross-up
authority is nacesssry baceuse it anticipates that a substantial
portion of CIAC received in the future will ba taxed at federal
statutory rates. Perkland agresd to provide sarvice to 1341
equivalant residential connections (ERCs) to be daveloped by
Transeastern Propertlies of Florida, Inc. over the naxt two to three
yeare. Such mervice will result in a receipt of approximately
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request should be Jdenied and the interim gross-up tariff should be
cancelled and all gross-up monles collected during the interim
period should be refunded to the contributors of those monies with
interest. The refund should bes complated within %0 days of the
effective date of this Ordaer.

Staff reviewad the Cash Flow Statsments, Statement of
Intersst Coverage, Statement of Alternate Financing, and Statament
of Justification for Gross-up. Howaver, staff's raview of these
statements did not outweigh the fact that the utility would not
have a tax liability. In addition, the collection of CIAC would
not create an above-the-line tax liability which would requiras
conalderation of an alternate sourca of funds to pay a tax
liability.

CABH FLOW BTATEMENT: A cash flow statament shows whethaer
ligquia funds are available to pay taxes on CIAC. Our review of the
cash flow statement filed by the utility indicates that, Iif the
collection of CIAC would create a tax liability, fund¢ would not be
avalilable to pay the taxes associated with CIAC. For the fiscal
yvaar anded Faebruary 28, 1993, the company had negative cash flow of
$2,310. Although het cash increased Ly 556,689, this increase wvas
a result of additional borrowing and cash capital contributions
from thes parent company to finance capital expenditures for plant
and fund cparating activities. The utility states that no net cash
1s avallable from operations to fund the tax related to CIAC
expaected to be received over the coming years. Bassd on the
foregoing, staff does not believe funds wculd ba availlable for
payment of taxes , if the CIAC created a tax liability.

STATEMENT OF INIEREGT COVERAQE( The times intereet
earned (TIE) ratio indicates the numbar of times a utility is able
to covaer ite interest. The ratio is an indicator of the relative
protection for the bondholders. It ie also indicative of the
utility's ability to go into the financial market to borrow zmoney
or issue stock at a reasonable rate. Order No. 23541 establishad
a TIE ratio ~* 2x »ss a banchmark.

Parkland receives financing through non-interest bearing
advances from lts parent, NARCO Realty, Inc. As of Pabruary 28,
1993, such advances totaled $2,383,238. Additionally, the perent
invested $293,620 as paid in capital in fiacal year 1993 to pay for
additiconal Broward County wastewater capacity charges and advanced
$10,679 to fund operations.

The TIE ratio wvae calculated to ba a negative 113.45
tizes, which is less than the benchmark established by Order No.
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23541. Thise TIE ratio indicates that tha utility doas not have
adequate interest coverage. It should bs noted that the utility
has s large deficit in retained sarnings. This factor coupled
with the utility's low TIE ratio may be indicative of the utility's
inability to go into the financial market tc¢ borrow mwmonay.
Additionally, the 1992 Annual Report indicates the utility is
earning s negative 1.93% rate of return for water and a negative
6.69% for vastewater. These rates are not compensatory in view of
the 9.21% overall rate of return authorized in the utility's last
rate case in Docket No. 90059B-W8, Order No. 24417, issued April
23, 1991. When these factors are conselderad, staff does not
balieve that it is in the interest of sither the utility or the

ratepayer to increase a NOI deficiency.

The utility stated
that no alternative for grose-up exists at a reasonable rate. The
company receives financing through non-interest bearing advances
from lts parent, NARCO Realty, Inc. Through FPaebruary 28, 19%)],
such advances totaled 52,383,238, Additionally, the parent
invested $293,620 as paid in capital in filscal year 1997 to pay for
additional Broward County wastawater capacity charges and advancad
$10,679 to fund opsrations.

For the fiscal year ended February 28, 1993, the company
had negative cash flow of $2,310 from operations, with the parent
making up the shortfall with additional investment mentioned abova.
At the same time, the conpany lost ($54,821) in calendar year 1992
and had an accumulated deficit of ($1,421,868). ‘Thersfora, the
company does not balieve that financing Zor any reason is
avallable, much less to pay for incoms taxes on CIAC, The utility
believes that if financing could be obtained, the interest rate
would in all likelihood be unreasonable. Staft bealieves that
bacause the utility has inadequate interest coverage, negative
retained esarnings, and receives financing through non-interest
baaring advances from its parent, that the utility's ability to go
into the financial market to bcrrow Eoney may be impaired and the
utility may not bs able to obtain alternative financing at a
reascnable rat

JUSTIFICATION FOR THE GROPA-UP: The utllity indicated
that it is in naed of the grose-up authority because ocash flow is
not svailable, and the company has survived only by sugport from
ite parent. The company continues to accumulate losses, svVen
though no Iinterest is charged on Lorrowing from its parant.
Additionally, the company states that borrowing, if available at
all, could not ba obtained at a reasonable rate. Therefora, based
on the data filed , staff believes that if the utility had a tax
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liability aseoclated with the collection of CIAC, there would be
justification for this utility to gross-up CIAC.

GROBA-UP METHOD SELECTER: The utility has elected to use
the full groas-up method. This method was selected due to its cost
effectiveness and relative simplicity as opposed to the present
value method. The utility stated its opinion that full gross-up ie
the least coetly alternative.

FROPOBED TARIFFB: In accordance with Order No. 23541,
the utility has submitted propcsed tariffs for the full gross-up
mathod as ragquested in its filing. These tariffs are consistent
vith the revised formula in Order No. PEC=-94-126%-FOF-W5, iasued
October 12, 1%94. Howaver, as previously stated staff calculates
that the utility will not incur a tax liability with the collection
of CIAC. Therefore, the utility should ba denied gross-up
authority and the interim gross-up tariff should ba cancalled and
all gross-up monies collected during the interim period should ba
refunded to the contributors of those monies with interest. The
refund should ba completed within 90 days of the effective date of
this Order. The utility should submit coples of canzeled checks,
credits applied to monthly bills or other evidence which verifies
that the refund has bsen mada, within 90 days from the date of
rafund.









