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R:\PSC\APA\123\971228.WX4 - ATTAO~ 3-5 

CASB 8ACXGROOl!D 

On May 7, 1996, Florida Public Utilities Company - Marianna 
Division ("Kariannaw or •companyw) aubmitted a letter lO the Staff 
of the Florida Public Service Commisdon (Staff) in which it agreed 
to cap th~ earninga of the Marianna Division at 11.85t tor calender 
year 1996. (Attachment 1) The disposition of any exceas earnings 
was left to the diacretion of the Commission. The Company, 
however. did reserve the right to requeat alternative dispositions 
ouch au addi tional contributions to ita otorm damage reserve or the 
reduction of any depraciation reserve deficiencies. 

Due to the Commisaion•a continuing earninga surveillance 
program, it waa noted by Staff that the earninga of tho Marianna 
Division of Florida Public Utilitiea Company on the Borninga 
Surveillance Report were within five baeie points of the maximum 
authorized return on equity (ROB) of 11 .8St. As a reault, Staff 
conducted an earnings audit ot the company's books and recotds, and 
the audit report waa iaoued July 10, 1997. The Company•a rouponue 
co the audit was received on July 30, 1997. 

OOCU'1£!1T NU"BCR· OATE 

l.(}~ 3 " OCT 23 " 
FPSC- R£CO,OS/REPORTutG 



• 
DOCKET NO. 971228-BI 
DATE: October 23 , 1997 

• 
On OCtober 3, 1997, the Company aubmitted a letter agreeing 

with the Statf•a calculation of 1996 axceae earnings of $36,143, 
plus intereat of $1, 005. The Company requested that the total 
amount of $37, 148 be contributed to the Storm Damage Reserve in 
Marianna. (Attac~nt 2) 
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• 
DOCKET NO. 971228-EI 
DATE: October 23, 1997 

• 
DI SCUSSION OP I89U&S 

ISSQB 1 : What is the appropriate amount of rate base for Flor1da 
Public Ut ilities Company-"-rianna Divhion for detennlning the 
amount of excess earnings for 1996? 

R,BCOMMBN'DATIOH: Tho appropriate rate baoe !or tho Marianne 
Division for 1996 is $12,393.035. !REVELL) 

SIAFP Nf2\LYSIS: Per tho December U96 Earnings surveillance 
Report, the Company reported a total •ppsc Adjusted• rate base o! 
$12,389,266. Baaed on the adjustment discussed below. lho Stoff 
recommendo that the appropriate rate baao ia $12,393,035 . 
(Attachlllont 3) 

Proyision fpr rate refund: Marianna did not overearn in 1995, but 
the Company estimated that Marianna would overoarn by $49,000 in 
1996. The Company reduced revenues $49,000 to cover tho ootimated 
1996 overearnings. (An adjustment f or this item h addressed 
below. I The 13-month average of thh amount. or $3,769, wao 
included~ tho Company in working capital . In order to accura tely 
determine 1996 ovoroarnings. the $3. 769 should be removed from 
working capital. which reoulta in an increase in work ing capital. 
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• 
DOCKET NO. 971228-SI 
DATE: October 23, 1997 

• 
ISSYB 2: What is the appropriate overall rate of return for Florida 
PUblic Utilities Coalpany-Karianna Divieion for determining the 
amount of excese earninga for 1996? 

RBglt!MBMDATICII: For N!aauring excoaa earnings, the appropriate 
overall rate of return for the Marianna Division is 8 .67t baaed on 
the ROE cap of 11.85t and a 13-month average cftpital structure for 
the period ondi.ng December 31, 1996. (DRAPER) 

STAPP AMALX8I8: Staff began with the 13-month average capital 
structure from the Coapany•e earninge aurveillance report for the 
period ending December 31, 1996. In ita earning• aurvoillance 
report, the Company re.oved ita invoatment in Flo-Gas entirely from 
common equity in a -nner consistent with previoua cases. The 
Company opecitically identified deferred tnxeo, invutmen~ tax: 
credits and customer depoaits. 

Staff apacifically included tho amount of $3,769 as deferred 
revenue in the capital atructure with an effective interest rate of 
5.70t . Thia amount raproaenta excoaa earnings for the 1996 year . 
The coat rate on d4ferred revenue ia the 30 day commercial paper 
rate as per Rule 25-6.109, Florida Adainiatrative Code. The 
treatment of exceas earning• as an item in the capital atructure ia 
consistent with the treatment of deferred revenue in the recent. 
earninga review of Tampa Electric Company Gsee Order No. PSC-97 -
0436-FOF-EI, issued April 17, 1997). In Order No. PSC-94-0170-FOF
El, isaued February 10, 1994, the Commiaaion eatabliahed the return 
on coaanon equity for Marianna aa 10.85t with a range from 9.85\ to 
11.85\. Uaing the top of the range of 11.85\ , Staff calculated the 
we ighted average cost of capital as 8.67t . (Attachment 4) Thia is 
the rate of return uecd to meaeure exceaa earningo . 
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• 
DOCKET NO. 971228-BI 
DATE: October 23, 1997 

• 
ISSUE 3: What is the appropriate net operating income for Florida 
Publlc Ut:ilitios Company-Marianna Division for determining che 
amount: of exceas earnings for 1996? (REVELL) 

RBCOMMBNDATION: The appropriate net operating income for the 
Marianna Division for 1996 is $1,097,132. (REVELL) 

STAPP 1\NALXSIS: Per tha Oecelllb4lr 1996 Earning a Surveillance 
Report, the COCDp&ny reported an "PPSC Adjusted• net operating 
income of $1,068,684 . Based on the adjuatments dhcusaed below, 
the Staff recommends that the appropriate net operating income is 
$1,097,132. (Attachment 3) 

Under alloqation o( medical aolf innuranco exooneo; Par Audit 
Exception 4, the company made an error of $11,880 in the allocation 
of medical aelf inaurance expense& between the Martanna Division 
and Flo-Gas. Flo-Gaa is a wholly-owned unregulated aubaidiary of 
Florida Public Utilit1ea COCIIp&ny. Thia error caused the expense 
for Marianna to be lower than it actually was by this amount. To 
reflect the proper chazges for Marianna. expenaea ahould be 
increased by $11,880. Per ita reaponae to the audit report, the 
Company agrees with this adjuatment . 

Interest income on cash in Working Capital: Per Audit Oioclosure 
2, the Company included intereat earning cash in working capita! 
but did not include the related interest income in revenues. Ln 
Order No. PSC-94-0170-POP-EI, the Order for the Marianna Electric 
Division, the OomaUaaion determined that the interest income should 
be included in revenues if the intereat bearing cash is included in 
working capital. Therefore. operating revenue& should be increased 
by $1.506. 

BgCuod Proyigion: The Company booked a $49,000 provioion tor Rate 
Refund in December 1996, thereby reduc ing the reporced operating 
revenues for l996. As diecueaed in laaue 1, Staff is reve.aing 
this amount simply to determine the total amount of excess earnings 
f or 1996. 

Rcycouc reduction for imoutcd nogatiyc int:crcst; In the 
surveillance report, the Coq>any had a negative cash position for 
c:he 13 months ending December 31, 1996. Therefore the Company made 
an adjustment to reduce revenues of the MArianna Diviaion by an 
allocated amount of $6,795. The rationale was that iC the Company 
had to add interest income to revenues for any interest earned on 
a positive cash position, it could impute negative interest earned 
on a negative balance ot cash and make a corresponding reduction to 
revenues. Staff disagrees with tho Company adjuetmoot and 
recommend& that the Company•• $6,795 reduction to operating 

- 5 -



• 
DOCKET NO. 971228-BI 
DATE: Occober 23, 1997 

• 
revenues be added back co oper ating revenuea. The Company did not 
pay any intereat on the negac ive balance of caah. The Company 
should not make r eduction• to revenue to take advantage of chis 
face. Ic ahould be noted that ru .. f companiea r outinely carry 
negative balances of caah due co aggreasive caah 11111nage~:~ent 

policies. A negative balance of cash does not necessarily indicate 
cash flow or other financial problema. 

I n ita response to tho audit report, the Company agrees with 
the statement of facta . The Company believes, however, that the 
interest income adjustment vas reported properly based on Order 
PSC-94-0170-FOP-BI . Staff note• that thia Order simply atates that 
interest earned on intereat bearing caah allowed in working capital 
is to be included in revenuea; this order doee not address Company 
adjus t ments to revenue for imputed negative interest . 

Interest synchronization; This is a fallout adjustment baaed on 
the reconciliation of tho rate base and tho capital structure duo 
to the Staff adjustment to the rate baao. In thio inatance, income 
taxes should be decr eaaod by $130. 
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• 
DOCKET NO. 971228-EI 
DATE: October 23, 1997 

• 
ISSQB 4 : What is the amount of excess earnings for Florida Public 
Utilities Company-Marianna Division for 19967 

BHcctpCBNilATICif• The a.ount of excees earnings for the Marianna 
Division for 1996 ia $36,143 plus interest of $1,005. CREVELL) 

8TAfP AHALXBI8: Based on its recommendations in the above issues, 
Staff has dete~ned that the excess earnings for 1996 are $36,143, 
plus interest of $1,005. This represents an earned ROE of 12.38t, 
which exceed.& the IIIAXiiiiWII authorized ROE of 11. est . (Attachment 5) 
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• 
DOCKET NO. 9?1228-EI 
DATE: October 23, 1997 

• 
IS5UB 5: What is t.he appropriat.e dhpoeit.ion of the 1996 excess 
earninga for Plorida Public Utilities Division-Marianna Division? 

RBCOMMRNDATIQN: The total UIOunt of 1996 excess earnings of 
$37,148, iucluding interest, ehould be contributed to Marianna's 
Storm Damage Reserve. The booking of this amount should be 
effective as of January 1, 1997, for rate making, earningo 
surveillance, and overearninga review purpoees . (REVELL) 

STAFF AMALXSIS: The total Stonn Damage Reaorve for Marianna 
amounted to $201,527 as of December 1996. The approved level of 
the reserve was addressed in Order No. PSC-94-0170-POP-EI, 
resulting from Marianna's last rate case. In that Order, the 
Commission established a storm damage reserve of $1 million, with 
an annual accrual of $100,000. Staff believes that the total 
reserve is inadequate and will continue to be for the next several 
years. Therefore, Staff recommends that the $37,148 of excess 
earnings be included in the Storm Damage Reserve. 

Since the excess earnings occurred during 1996 and interest: 
has only been calculated !or that year, Staff recommends that the 
increase in the reserve be made effective January 1, 1997, for all 
regulatory purpoaea. Thi& would climina~:c the need for the 
calculation of any additional amounts of interest and would include 
the increased reserve in the determination of earningo for 1997 . 
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• 
DOCKET NO. ~7lll8· EJ 
DATE: October l3, 1~~7 

ISst/B fi: Should this docket be closed? 

• 
RBCOMMBNCAIIOH• Yea. If no person whose substantial interesto are 
affected by the Commission's proposed agency action timely fileo n 
protest within 21 days ot tho issuance of the order, thls docket 
should be closed. (KEATING) 

STAPP NINjiSIS : Pursuant ~o Rule 25 · 22 .029 (4) Florida 
Administrative Code, any person whose substantial intereato ere 
affected by the Commission• • proposed agency action shnll have 21 
days after issuance of the order to file a protest . If no timely 
protest is filed, t ho docket should be c lo•ed. 
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DOCKET NO. 971228-El 
DATE; October 23, 1~ 

PUBL I C 

P 0 Box 339S 
West Palm Beath 
FL 33402-3395 

May 7, 1996 

FL 

Mr Timothy J Devlin ~ 
Division of Audilina aod FUWICial Analysi• 
FLORIDA PUBLIC SERVICE COMM1SSION 
2540 Shumard Oak Blvd 
T allahasscc FL 32399-0865 

DeAr Mr. Devlin: 

DA e 
ATTACHMENT 1 

PAGE 1 OF 1 

S COMPANY 

Florida Public Utililie$ Company qrecs 10 cap IIJ earned return on equity (ROE) for cal~ndAr 

year 1996 at 11.85% for the Marianna Electric Division. Thb cap itpcetCIIIS the muimum 

authoriwl ROE for thiJ divi•ion. 

n~e calculation of the camcd ROE will bo baJed on the "FPSC Adjusted Basis" in the Earnings 

Survdll111« R~riJ for Decem bet 1996, using the same adjustments approved in our last FPSC 

Marianna rate cue. All Reasonable aod prudent expenses and investment will be allowed in the 

calculation. bu1 no &Muali...t or pro fonD& adjustments will be allowed. 1k calculation •s 

subject to fine IWiin& by Florida Public Utilities Company and Commission audit. 

The disposition of any ex.ccss earnings shall be left to the discretlon of the Commission. In 

addition 10 a diieet cash re.fuad, lhe Company may request consideration of other alternatives 

such as 8dditional eontribulioru 10 lhe stonn dama&c reserve or the reduction of any dcpreeiauon 

reserve deficiencies. 

cc: Joct Sbnvc, Olllcc " CGwud 
Woyn< Sdtldtlbcla. o.tiD. Woodl, ot ol. 
F Crusman, FPU 
J Brown. FPU 
J £.QcWb. FP\J 
08 .......... Fl'\J 
VI'RES.DTr/ 11*«......_. 
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DOCKET NO. 971228-El 
DATE: October 23. 1~ • 1.. 

FLO:,R,DA. 
ATTACHMENT 2 

PAGE 1 OF 2 

PU BLI C UTIL I T I ES CO 11',\:\Y 

October 3, 1997 

Mr Timothy J Devlin Di=tor 
Division of Auditing & Finandal Analysis 
FLORIDA PUBLIC SERVICE COMMISSION 
2S40 Shwrwd Oak Blvd 
Tallahm« FL 32l~86S 

Re: 1996 Over-eaminas · Marianna Eleetnc Doclce1 No. Y7-1228··EI 

Dear Mr. Devtin: 

With our May 7, 1996.1ettcT (copy enclosed) Florid.! Public Utilities Company 

(Company) llll1CCd to cap ill n:turn on equity (ROE) for calendar year 1996 nt 11.8W. for 

our M41'iliMll tlectric operations. This cap represents the maximum authoriud ROE for 

this elecrric operation. In lhatlc1leT, the Company abo requested that the Commission 

consider aherTilltives to a cash refund of any excess earnings. The alternatives to be: 

considered an: additional contributions to the Storm Damage Reserve or the reduction in 

any Depreciation Reserve deficiencies. 

The Florida Public ~ce Commission suff has detmnincd the MariliMll excess 

= enues for calendar )'car 1996 10 be: $36,143 with S 1,005 an accrued interest. The 

Company KCqliS this figure and rc:quesu that the total of$37.148 be contributed to the 

Storm Damage Reserve In Marilllllll.. We believe the Storm Damage Rescf\ e to be: 

deficient due to the following re.uons. 

I. The Company's first lllltmpt to establish a S10rm Damage RcSCf\c was in our 

MariliMll Rlltc Cue. Docket No. 880558-EI (1988) Although the CompAn)' 

requested an annualallo~ ofSS4.050 based on damages from llurricanc 

Kate, the Coflll1lWion thought this was excessive and reduced the annual 

ac:auaJ 10 s 17 ,)00. 

2. The Company again toughtto establish a storm damage accrual In our 
fernandina Beach Rate Cue, Docket No. 881 056-EJ (1988). We Dlllin 

requested an annual accrual of $54,050 based on our araument in the pre••ious 

MJirianna-. the an:ateT pokntial for loss due to 1 2S% latieT !!tOSS phant 

in>uuncnt and a mOR vulncnlble coastal location The ftnal decaston " liS to 

allow an annual accrual ofS21.625 which was 2S% 1111'111:1' than that Allowed an 

the Marianna ease. 
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DOCKET NO. 971228-EI 
DATE: October 23, 19. • 

ATIACHMENT 2 
PAGE 2 OF 2 

3. lnl993, the Company again flied for nue relief in 1hc Marillllllll division. In 
this ~Case, Docket No. 930400-EI ( 1993 ). we requested the anntw.l accrual 
be increased 10 $200,000 from the previous outhoriz.c:d level ofS 17.300. We 
also requested the Stonn Damage Reserve be copped at S I million. TI1e 
reasons for this increase were the impact that Hurricane Andrew (1992) luu.l 
on electric distribution propeny and on the insu1'11Jlce industry's covero11c rntc! 
making it impoulble to obtAin coverage at a muoiUible cost. The Final Order 
in Docket No. 930400-EI reads: 

"Accordingly, we &hall establish a stonn dnmege reserve ofSI million. 
with 1hc ~ period for 1hc reserve set at I 0 yeMS at S I 00.000 per 
year." (Order No. PSC·94-0170·FOF·EI. p.23) 

4. The cllJTCtlt accumulated Stonn D&nlage Reserves in Marianna and 
Fernandina Beach Dre as follows: 

Accumulated 
Rnsryc 

Marianna $277,000 
Fernandina Beach 222,000 

Annual 
Attryel 

$100,000 
21,600 

It is apparent from items (I) through ( 4) that there is a deflciency in the Mnrillllllll 
eceumulllted Stonn Damage Reserve:. We= therefore requesting the 1996 excess 
revcnuc.'J and interest of$37,148 be tnlll5ferred to 1hc Marillllnll Stonn Damage Reserve. 

y, c= 
Do.rryl L.~ /'\ 
VIce Presidc111 

Enc: Lettct 10 Mr. Devlin dated 5·1·96 
ee: 
J. Shreve 
W. Sddefelbein 
Frank Cn:ssm&n 
Joek EngJIJb 
JDCk Brown 
Oeorge Boehman 
Mark CuLihaw 
cn,.a .. - ..... 

2 
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RAJEB&SF 
Plant in SeMce 
Acc:umulated Oepcedallon 
Net Plant W\ Service 
Property Held for FutUil! Use 
Construdlon Worilln Progress 
Net Utility Plant 
Worldng Capital 

T olal Rate Base 

::; INCOIE STAIEMEHT 
Opetallng R.evenues 
()pellllitg Elcpenses: 
Opellllion & Malntenance · Fuel 
Oponlb t & Maintenance · Olher 
~ & Amoo1izallon 
T-othet' Than Income 
Income Taxes- Current 
Oefeuod Income Ta:ras (Nel) 
lnvestmeot Tax crecr~ (Net) 
(Gain )/Loss on Disposition 
TcGI Opeldng Expenses 

Net Operatil:lg Income 

As Filed 
Ff>SC 

Adjusted 

~ 

FLORIDA P\JBLIC lJTllffiES COMPANY 
MARIAHNA ELECTRIC DIVISION 

DOCKET NO. 971228-8 
REVIEW OF 1996 EARNINGS 

Undernlloc. lroclude 
MecfJCal Interest Provision Reverse 

Set! Income on for lmpuled 
Insurance Bank Bal. Rate Interest 

IX4l WUJ Rehlll!l tncomc 

ATTACHMENT 3 

Interest T olal 
Recooo'Ji:&!o A4JilSim!llll$ 

Tolal 
Adjusted 

RaleB;m 

~~ 
~" •• l'l 

>i 

oz 
no 
~· 0 cr.o ...... ..... ... ...... ...... 
• I 

t'l ...... 
"' "' .... 

$20,t28,76&. 

-~·~·~! 
$20.128,766 

0 0 0 
145,999 0 145.999 

12,805.ro. 0 0 0 0 0 0 12.805.704 
(416.438) 3,769 3,769 (412.669) 

$12,389,266 $0 so $3,769 $0 so $3.769 $12.393,!):!;) 

$5,483,425 $1,506 $49,000 $6,795 $57,301 $5.540.726 
0 0 

m o m 
2.226.439 11.680 11.680 2.238.319 

757.785 0 757.785. 
1,145,1n o 1,145,1n 

194.705 (4,470) 567 2.557 (130) (1,477) 193.228 ., > 
114,627 18.450 18,450 133.077 E; :I 
(23,985) 0 (23,985) t'l ;; 

0 0 0 '"'"' 
4,414,7-41 7,410 567 18,450 2,$57 (130) 28,853 4,443,594 015 

"'?i 
$1.068.68:4 !$H10! $939 $30.SSO $4,238 S1J9 f281ffl $11097.132 ,_....., 

EQUITY AA TlO -43.52% 
OVERAll RATE OF RETURN ~ 
RETURN O:N EOU!TV 11.~ 
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CAPITAL STBUS:I\I.BE 
AS Ell ED • fPSC aD-LUS.!ED 
lang Term 0et>c 
Short Term Debt 
Paeftwred Sloe:* 
Cuslomer Oeposlls 
Common Eqully 
Dele<red Income Taxes 
Tax Credits • Zero Cool 
Tax Crodlts • Weoghtod Cool 
TCICII 

AQ.&JSJIED 
langTermOebt 
Sl>ort Term 0et>c 
Pnolenod Slack 
Cuslllmon ~ila 
1996 Del& I ad R«MMnUe 
Common &ply 
Dole<Ted 1ncame T-
T .x Credila • Z¥0 Cool 
Tu Credila • Welgi-Aod Cool 
,.~ 

INIERESTRECOMCIUAllOH 

lang Term Debt 
Sl>ort T"""' Detlt 
Cus1cmll( Deposita 
1996 Delem!d Revenue 
Tax Credits • W~hted Cost 
Sl!!!fl~~ ea.,...,, 1n1eres1 Expense 
Stall Adfumnenl 

ELOASOA PU BUC UTIUTI£S COMPANY 
IIIARIANNA EL£CTRIC DIVISION 

QO<;~ lfQ, 171~ 
REVIEW OF 1996 EARNJNGS 

Wetghled 
&n!luDl BIIIP CMfS.O (dm 
54.362.060 35.21% 9 97% 3.51% 

1,069.402 8 63% 619% 0.53% 
114.11'94 0.93% HS% 004% 
568.107 4 59% 6.~0% 029% 

4.273.679 34.50% 1185% 409% 
1.754.1>91 14 16% 000% 000% 

1.082 0.01% 0.00% 0.00% 
10 32% 020'llo 

8~ 
245 351 1.98% 

J 16..389>66 100 oog: 

AdjuWIW1tl .....,_, 
&nlaa $pngfir l'n!Ru Illlll 
$4,362.060 $4,362.060 

1.069.402 1.069.402 
114.~ 114,8114 
568,107 568,107 

0 3,769 3,769 
4.273,679 4.273,619 
1,7$4,691 1,754,691 

1,0112 1,082 

Bi&lio 
35.20% 
8.83% 
0.93% 
4.58% 
O.Ql% 

34.48% 
14.16% 
0.01% 

245,351 245,351 1.1111% 
$11.389.266 ____ ~.?&S u ••• to u S12.39M3L - 100.00\4 

E.llecl on 
Amoun! Cool Rate ......._ E?ce· TIIX~ lncomeT.x 
4 ,362.060 9.67% 434.897 
1,069,402 8. 19% 68,198 

568,107 8.30% 35,791 
3,769 5.70% 215 

245,351 5.10% 12.513 
54g,612 
549J!!Z 
__ (345} 37.83% 1130) 

ATIACHMENT4 

Wf117Utj 
Cmt Bah: C!lill 
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ATTACHMENT 5 

FLORIDA PUBUC UTlUTIES COMPANY 
MARIANNA ELECTRIC DIVISION 

DOCKET NO. 971228-EI 
REVIEW OF 1996 EARNINGS 

Adjusted Rate Base 

Achieved Rate of Return 
Maximum Rate of Return 
Excess Rate of Return 

Excess Net Opera.ting Income 

Revenue Expansion Factor 

Excess Revenues 

8.85% 
8.67% 

s 12.393,035 

X 0.18% 

22,307 

X 1.6202 

$36,143 
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