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Our File No. 26038.35 

Dear Ralph: 

Aloha Utilities, Inc., its management and its consultants have reviewed the staff recommendation 
on interim rates issued on October 4,200 1 and to be considered by the Commission at its October 16,200 1 
agenda conference, and believe there are several errors, or issues raised therein, that need further 
discussion. We recognize that the Commission staff generally does not wish to engage in protracted 
discussions of issues arising out of interim recommendations. However, in this circumstance, we believe 
that the staffs proposed treatment of several issues for interim purposes and some not addressed within 
the staff recommendation, need to be addressed for interim purposes. HopefUlIy, the staff will take these 
matters into consideration when presenting their recommendation to the Commissionand make appropriate 
adjustments orally at that time. We believe it is very important that these be not only presented to you, 
but also presented to the Commissioners. I have outlined the three major issues separately below: 

1. Depreciation Expense - The staff has made a significant adjustment to depreciationexpense 
for interim purposes, based upon a comparison of the accumulated depreciation account 
between June 30,2000 and June 30, 2001. We do not believe this is appropriate. The 
change in A/D used by staff contained the effect of retirements backed in accordance with 
the NARUC and as such, does not represent the appropriate amount of depreciation 
expense. I am attaching hereto a brief discussion of this issue, prepared by Cronin, 
Jackson, Nixon & Wilson, which I believe demonstrates the inappropriateness of the 
adjustment made by the staff. 
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2. Income Tax Adjustment - The staff has made an adjustment to the proposed income tax 
provision presented by Aloha, which is not discussed anywhere within the staff recommen- 
dation. It is our understanding that this results from the staffs failure to recognize a 
deferred tax provision required by the provisions of Section 168 of the Intemal Revenue 
Code. We do not understand why the staff has proposed to eliminate this deferred tax 
provision specifically required of the Utility by the Intemal Revenue Code, and believe the 
staff should reconsider the concIusion to do so inherent in their recommendation to the 
Commissioners. 
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3. Corporate Undertaking - The staff has taken the position that the Utility cannot utilize a 
Corporate Undertaking as security for potential refund of interim rates, totaling $192,139. 
It is interesting to note that the Commission has just recently finished an overeamings 
investigation in which the rates of all four of Aloha’s systems were analyzed and allegedly 
compensatory rates set, and yet the Commission staff is recommending that the Utility does 
not have the financial viability to support $192,000 Letter of Credit, despite authorized 
revenues of over $5 million per year. 

It should also be kept in mind that the Utility has debt service requirements which include 
debt coverage ratios, to which the Utility has no access, cannot be counted in calculating 
such ratios. 

Attached is a copy of an analysis of the Utility’s financial condition prepared by the 
Utility’s accountants, that we believe demonstrates that the Utility is quite capable of 
supporting such a Corporate Undertaking, and that the staff analysis is at least dated, if not 
irrelevant to the issue of a Corporate Undertaking that this Utility can support. 

In addition, at a minimum, the Utility believes the Commission should authorize the use 
of some Corporate Undertaking to secure at least part of the interim rates, in order to 
minimize the costs relating to implementation of interim rates. The Utility could at least 
then utilize a Corporate Undertaking to the extent authorized, and some more costly method 
of security for the remainder. 

To the extent the Utility ultimately utilizes an escrow as a method of securing some portion 
of the potential refunds, we believe the interim order should reflect that the interest that the 
Utility must pay on any subsequent refunds determined, must be only the amount of interest 
earned on that escrow account (since the Utility has no access to such funds), rather than 
the commercial paper rate as is generally applied to monies collected in interim and under 
a Corporate Undertaking, Bond, or Letter of Credit. We believe that issue should be 
addressed in the interim order and in the final order as well. 

We appreciate the staffs taking into consideration these issues and presenting additional 
information to the Commission on this interim matter, after review of these additional factors. Please let 
me know if you need any further information with regard to any of these issues. 

Sincerely, 

FMD\tmg 
cc: Blanca S. Bayo, Director 

Bart Fletcher, Esquire 
Tricia Merchant, CPA 
Mr. Stephen G. Watford 
Robert C .  Nixon, CPA 

aloha\3 5\9jaeger.ltr 

Rose, Sundstrom Sr Bentley, LLP 
2548 Blaustone Pines Dnve,Tallahassee, Ronda 32301 



ALOHA UTILITIES, INC. 
Seven Springs Water 

Interim Rates 
Issue 3 - Guarantee 

Since we are already into the IOth month of 2001, the relevance of the Compmy’s 
liquidity, equity, profitability, and interest coverage factors at December 3 1, 1998 and 1999, and 
for the years then ended, appear to be of little relevance in determining whether Aloha today can 
financially support a corporate guarantee. As a result, we have looked at these factors at a more 
current date. We also want to advise you that the corporate guarantee in the amount of $187,106 
relating to the Aloha Gardens refund is no longer a concern since this refiind was made to Aloha 
Gardens customers on September 24,2001. 

Owners ’ Equity : 

The net worth of the Company at December 3 1,2000 represents an amount equal to 12.8 
times the amount of the $192,139 potential refund, This equity represents the financial strength 
of the utility and, in management’s opinion, represents its ability to provide a corporate 
guarantee for this maximum potential refund amount. If in fact one-half of the total rate increase 
is deemed to be over earned the net worth of the Company covers this $96,070 potential refund 
twenty-five times. Certainly such a potential refund would have m immaterial effect to the 
financial condition of the Company. 

Liquidity 

The balance sheet at June 30, 2001, as shown on Page A-18, 1 of 2 in the MFR reflects a 
cash balance of $703,507. This is an historically high balance and has prompted the Public 
Counsel in their first set of interrogatories to note that the Company has increased its cash 
balances to a high level as compared to previous cases. This high cash balance provides for 
liquidity tu meet existing and potential liabilities. This cash balance covers the Staffs maximum 
refund calculation 3.6 times and if the refund totaled one-half of the maximum refund the June 
SOth coverage would be greater than 7 times. 

Pro fit abil i tv 

There was a decrease in net income from 1999 to 2000. However, the $1,077,337 annual 
increase in revenue requested in this rate case will return the utility to more profitable operations. 

Based on the information explained above, management believes the utility is financially 
strong and sufficiently liquid to guarantee any potential refund with a corporate undertaking. 

Y 



Aloha Utilities, Inc. 
Response to Staffs Recommendations 

Depreciation Expense 
Docket NO. 010503-WU 

For the purposes of calculating depreciation expense, using the group method, the net value of 
plant is depreciated using guideline rates, with additions and retirements depreciated using 
the half-year convention. For regulatory reporting, new assets are depreciated beginning 
July 1. 

This method was followed for posting depreciation expense on a monthly basis. 

The change in accumulated depreciation reflects not only the current period depreciation 
expense, but also reflects any NARUC retirements as well as any adjustments. 

While using the change in accumulated depreciation to calculate the accuracy of depreciation 
expense is generally accurate, this method does not take into account other factors that 
affect the balance of accumulated depreciation that do not affect depreciation expense. 

In this case, depreciation expense is not the only factor impacting accumulated depreciation. 
In this case, there were also retirements of assets recorded in July 2000 (half-year for this 
calendar company) resulting in a lower change in accumulated depreciation than 
depreciation expense would suggest. 

Attached is a copy of Schedule A-lo, revised to show the monthly change in accumulated 
depreciation. As shown on the Schcdulc, the change in accumulated depreciation from 
June 2000 to July 2000, was only $1,093, while the average monthly change from August 
2000, through June 2001 was $24,682, 

This average aniount o f  $24,682 more accurately reflects the change resulting from 
depreciation expense only, and should be used to calculate the reasonableness of 
depreciation expense. Therefore, $24,682 X 12 months = $296,184. When compared to 
the depreciation expense of $291,237 included in net operating income, this appears 
reasonable. 

We believe the adjustment to depreciation expense of $18,641, reducing net depreciation to 
$45,3 19 is not necessary and does not reflect the operating conditions of this utility. 



Schedule of Water I\ccumutated Depredation By Prlrnary Account - Infermediate Period 
Boginntng and End of Year Average 
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Net Depreciation Expense - Water Florida Public Service Commission 

- Company: Aloha Utilities, Inc.; Seven Springs Water Division 

Schedule Year Ended: June 30,2001 
Historic [XI Projected [ ] 
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