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FLORIDA PUBLIC SI:RVICJ: COIOC.IS'iiON 
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JUN 1~97 
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FPSC. RccoroafR~ 

Capital Cirole Office Center, 2540 Shumard Oak Boulevard 
Tallabaaeaa, Florida 32399-0850 

T01 

PROM: 

RE: 

AGBNDA: 

tiltiQB6HI21lli 

J17N'I 12, 1997 

DIRJ:CTOR, DIVISION or RJ:CORDS ~~ RIPOR~AY~~~ 

DIVISION OP WATER fo WABTJnfATD (Oit~ ) ' 
DIVISION OP LBQA.L SBRVICBS (JAJ:G1!R~ •r " 
I)()(XE1' NO. t7"0f.S•WI INVBSTIGATIOll OP POSSIBLE 
OVKRIJ miNOS BY J. SWTDDSJti OTILITIBS, INC. (JtrNOS COV1t) 
COUNT\' 1 LAX~: 

06/24/97 - RB<JULAR AOENDA - DECISION ON INITIATXNG AN 

INV!STiaATION AND B!TTI:NO RBVBNUBS SUBJ"ICT TO RJSrtiND - ON 
ISSUB NO. l INTBRBST!tD PBRSONS HAY PARTICIPATE - ON 
ISSUBS 2 fo 3 PARTICIPATION IO LIMITED TO COMMISSIONERS 
AND STAl'P 

CRITICAL DATBS: 

LOCATION OP PIL£1 

NONE 

S:\PSC\WAW\WP\970645WS.RCH 

CMB BACII:ORQtlNI) 

J. Swiderski Utilities, Inc. (JSUI or utillty) 1s a Cl afls C 
water and wastewater utility operating the Kings Cove systems in 
Lake County. The Kings Cove system serves approximately 1~7 water 
dnd 14 3 wastewater customers. For the year end 1 ng December 31 . 
1996, the utility reported water operating revenues o f $5),b30 and 
wauLewatcr operating revenues o! $60,650 and a net operat 1ng 1ncome 
of $20,848 for water and $13,082 for wastewater. 

The utility's 1996 annual report, flled llpril 2 . 1997, 
ind1cotod that JSUl'o (Kingo Covo) water oyotem w:o earrling an 
CJveral l rate ot return of 26.85 \ and the waotewator uyotem wao 
earning an overall rate of return o f 8.92\. Sta ff io filing this 
recommendation to ho:d possible overearn1ngs sub)ect to refund and 
to recommend initiation of an overearnings investigat1on. 
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• 
OOC~BT NO. 970645-WS 
OAT~: JUNK 13, 1997 

• 
The last staff assisted rate caoe for thiu utility was 

completed by Order No. PSC-95-0129-FOF-WS, iosued January 2b. l99S. 
in Docket No. 940496-WS. 

StaCf'o preliminary analysitl shows the utility will ovet·earn 
by approximately $18,991 or 15 .77t on an annual basts. Issue No. 
2 details how staff determined the amount of annual tevenue whtch 
should be subject to refund. Issue No 3 defines how much o! the 
e£ timated overearnings should be held as security baoed on the 
estimated time frame of six months to comple te the investigation. 
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• 
OOCKBT NO. 970645-WS 
DATE: JUNE 12, 1997 

• 
DISCVSBIO~ or IBSQJS 

ISSqE 1: Should th~ Commission initiate an overearn1ngs 
investigar.ion of J. Swiderski Utilities, Inc. tKingo Cove)? 

RECOHMBNPATIONr Yeo. The Commission should 
investigation of JSUI's !Kings Cove) earn1ngs 
potential overearnings. (OKOME) 

initiate an 
to determ1ne 

STAP'f ANALYSIS: Based on a desk audit of 1996 annual report for 
JSUI's (Kings Cove), staff is recommending a formal investigution 
for possible overearn~ngs. Staff's preliminary annlysis o! the 
utility's 1996 annual report indlcated that JSUI' o (Kings Cove) wns 
earning an overall rate of return of 26.85t for the water system 
and 8. 92t fr r the wastewater system making a combined total 
earn1ngs of lJ.l3t . Based on further analys1s, staff estimated the 
utility was earning an overall rate o f return of 24.62t for both 
systems. By Order No. PSC-95-0129-FOF·WS, issued January 26, 1995, 
the utility's authorized overall rate of return is 8.84\ with a 
range of 8. BH to 8. sst. Using the h igh end o! the authorized 
range of return, ao required by Section 367.082(2) (b), Florid" 
Statuteo. otaff eotlmateu the ut iliLy is ovcr·eat ning by . 5. "1'1 \ . 

Because the utility appears to be earning outside tlte range o! 
reasonableness on rate of ~eturn, otaff believes that, pursuant to 
Section 367.082( 1), Florida Statutes , an overearnings investigation 
is warrnnLod. Based on the above findings, sta!! recommends lhaL 
an ,investigation of the potential overearnings o( the ut1 I1Ly 
should be initiated. 
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• 
DOCKET NO. 970645 -WS 
DATE : JUNE 12, 1997 

• 
ISSQE 21 Should any amount of annual ~evenueo be held subject t.o 
refund? 

RBCOKHm!DATION• Yeo. JSUI • s (Kings Cove) should hold annu,•l 
revenues of $18 , 991 subject to refund. The following amounts are 
recommended: (OKOME) 

Rcyenuca 

199& Revenue $114.280 

Amount 
Subject 
To Refund 

$18,991 

\ SubJeCt 
To Refurul 

15.1'9\ 

STAP'P AHALXS I S Staff believes that JSUI's (Kings Cove) may be 
overearning. 0ur preliminary analyois reveals th~t the Kingo Cove 
system is earning an overall rate of return of 24.62\. JSUl's rate 
of return of 8.84\' was set in Order No. PSC-95-0129-i"OF-WS . The 
ut~lity's authorized range of rate o f return was set at 8.83 \ to 
8.8S\'. 

Staff is recommending holding 15. 19\ of projected annual 
revenues subject to refund. Once the staff audit la compl c.c, we 
will be able to determine if the utility is, in fact., overeal'ning. 
The calculation of refund liabilitl would be determined as followu : 

Overall Achieved Return 
H~gh End of Authorized Rate of Return 
Reduction Required 
Multiplied by Estimated Rate Base 
Estimated Annual Revenues Subject t.o Refund 

Estimated Annual Revenues Subject to Pefund 
Projected Annual Revenues 
Operating Revenue \ Subject to Re(und 

24 .62\ 
8.85\ 

15.77\ 
$120 . 422 
s 18,991 

s 18,991 
$125,036 
15. 19\ 

Th~ utility was granted a 1995 price index, e tfecttve July 16, 
199S, which increased water rates by 1.83\ ($741), and wastewater 
rates by 1.68\' ($814 ). The utility was also granted a 1996 ~ndex, 
o.:Lfective June 26, 1996, whi ch incrcoued wotcH rat en by 1 . 77\ 
($796), and wastewater rates by 1.82\ ($1,(1021. l'urBu.~nl l <> 

Section 367.081 (4 ) (d), Florida Statutes, •If , wi thin 15 months 
after t.he filing of a utility's annual repc rt requl.red by o. 
~67.121, the c · mmission finds that the utility exceeded the range 
of its last authorized rate of return on equity after an adjustment 
in rates aa authorized by this subsection was implemented within 
the year for which the report was f iled or wao implemented i n t.he 
preceding year, the commission may order the uti 1 ity to refund, 
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• 
DOCXBT NO. 970645 -WS 
DATE: JUNE 12, 1997 

• 
with interest , the difference to the ratepayero and adjust ralcs 
accordingly. This provision shall not be const,·ued t o ::-equ ~ l" a 
bond or corporate undertaking not otherw1se requ1red." 

In addition t o holding fundo oubject to refund on a go lng 
!orward basis ao recommended in thio Issue, if staff delermineo the 
utility actual ly did overeor n during the year o! 1996. staff will 
recommend refund, with interest, of Lhe 1995 and 1996 indexoo l O 
the extent they contributed to 1996 overearningo. 
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• 
DOC~ NO. 970645 -MS 
DATE: JUNE 12, 1997 

• 
ISSVE 31 What is the appropriate 3ecurity to guarantee the amount 
oubj ect to refund? 

RBCOMHl!NI)l\TIOHt The oecu.ity should be in the form c.~ a bond or 
letter of credit in the amount of $9,762. Alternatively. che 
utility could establish an escrow agree~:nt with dn 1ndependent 
!1nancial institution. If security is provided through an escrow 
agreement , the utility should eocrow 15. 19\ of ito month! y revenues 
as detailed in Issue No. 2 (OKOME, JAEGER) 

STAP'P ANAt.YSISt Pursuant to Section 36'1.082, Florida St..atutes, 
when revenues are held subject to refund, the utility lo author.zed 
to continue collecting the previouoly authorized rat..es. As 
recommended in Josue No. 2 , the amcunt.. of potential overearnings in 
the Kings Cove system is $18,991 on an annual bas10. Aosuming a 
six -month t ime frame for staff to complete the it.vestJgation, the 
potentia l ref .nd amount is $9 ,4 96. Interest, calculated 1n 
accordance with Rule 25-30.360, Flonda Administrauve Code . is 
$266, making the total $9,762, which should be ~ollected under 
guarantee , subject to refund with interest. 

The 6ecurity should be in 
credit in the amount of $9,762. 
cot ... blieh an escrow agreement 
1nstitution . 

t.he form of a bond or lett~r o f 
Al ternatively, t.he utility ·~ould 
with an independent (inauclitl 

If the utl.lity chooses a bond as oecurlty, the bond 
should contain wording to the effect that it w1 ll be released or 
terminated only upon subsequent order of the Commi&SlOn addrcso1ng 
overearnings o r r equiring a refund . 

If the utility chooses a letter of credit ao a sPcurity, 1t 

should contain the following conditions: 

l) The letter of credit ia irrevocable !or the por1od 1t 10 

in effect. 

2 ) The letter o! credit wlll be J.n cf!ect unt1l fwal 
Comm1ssion order is rendered, and the amount of rcf~nd, 
if any, is determined . 

If security is provided through an escrow a~rcoment, the 
utillty should escrow l5.19t of its monthly revenues as detailed in 
Issue No. 2, and the following conditions Ahould be part of thf' 
escrow agreement: 
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• 
OOCXBT NO. 970645-WS 
DATB1 JUNE 12, 1997 

• 
ll No refunds in the escrow account may be wlthdrawn by the 

utility without the express approval of the Commission 
through the Director of the Di" \sion of R!'cords and 
Reporting . 

2) The escrow account shall be an intereot bearing account. 

3) That information concerning the escrow account should be 
available from the institution to t he Commlnoion or lto 
representative at all times. 

4) If a refund to the customers is requ1red, all Interest 
earned by the escrow account shall be distr1buted to the 
customers. 

5) If a refund to the customers is not tcqutred, th•· 
interest earned by the e scrow account shall tevert to the 
ut li ty . 

6) All information on the escrow account shall be dVi111 able 
from the holder of the escrow account to a Commission 
representative at all times. 

7) The amount of revenue nubject 
deposited in the escrow account 
receipt. 

to r.- fund uh.-.11 bl' 
w1th 1n tii"Vt n l.tyo o f 

8) This escrow account is established by the directton o! 
the Florida Public Service Commiss1on Cor the purpose l nl 
set forth in its order requir:tng such account. Putouant 
to eoseotioo y, Elson, 263 So. 2d 253 (Fla. 3d DCA !972), 
escrow accounts are not subJect to garnishments 

9) Th., Director of Reco:·ds and Reporting must be a signatory 
to the escrow agreement . 

Irrespective of the type of security provided, the utilay 
uhould keep an accurate and detailed account of all monH:s it 
rece i vos. In no instance should t.he maintenance and adm1 nltll n1 t 1 vc 
cosLo aosociated with a ny re!und be borne by thl! Clllltom<•ru. Theue 
costa are the reaponoibility of , and ohould be borne by, the 
utility. Also, by no later than the t wentieth (2?) o! each month, 
the utility should file a report showing the amount o ! revenues 
collected e a ch month and the am~unt of revenue9 collected lO date 
telnting to the amount subject to t·efund. 3hould a tef und b.­
requlrcd, the r efund should be with interest and undertak!!n In 
.. ccordance witn Rule 25 -30.360, Flor1da Adminiatrattve Code . 
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• 
OOC~&T NO. 9706·5 - WS 
DAT£1 JUNE 12, 1997 

ISSOJ •• Should this docket be cloned? 

• 
RBCOKHJNDATION• No, i( the Comm1os1on approveu louuc No. 1. ~his 

dock et should remain open pend i ng determl.:at. ion of whet. her the 
utility is overearning. (JAEGER, OKOMEI 

SIAP'F NfALXSIS1 Staff be'ieves J. Swiderskl Utlllt.les, Inc . (Kings 
Covel may be overea rning. A formal investigation has been 
recommended i n I ooue No. l. A s t aff audi t and engineering analys1s 
will be per f o rmed a nd s t af f will return to Agenda wit.h a 
r ecommendation regarding possible overearnings of JSUI · o (Kings 
Cove). Therefore, the docket should rema1n open. 
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