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Re: Aloha Utilities, Inc.; PSC Docket No. 010503-WU 
Our File No. 26038.35 

Dear Ralph: 

Please replace the letter sent to you yesterday with the attached, as there were typographical 
errors in the version sent yesterday. 

By copy of this letter, I am asking that everyone in receipt of this letter do the same. Should 
you have any questions in this regard, please let me know. 

Sincerely? 

FMD\tms 
cc: Blanca S. Bayo, Director 

Bart Fletcher, Esquire 
Tricia Merchant? CPA 

ECR - 
LfG Robert C. Nixon, CPA 
wc .-, aloha\35\10jaeger.ltr 
>AI 

h4r. Stephen G. Watford 

c 
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ROBERT M .  C. ROSE 
OF COUNSU 

October 10,2001 
VIA HAND DELIVERY 

Re: Aloha Utilities, Inc.; PSC Docket No. 010503-WU 
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. Hopefully, 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 staffhas made a significant adjustment to depreciation expense 
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. 

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 recomrnen- 
dation. It is OUT understanding that this results from the staffs failure to recognize a 
deferred tax provision required by the provisions of Section 168 of the Internal Revenue 
Code. We do not understand why the staff has proposed to eliminate this deferred tax 
provision specifically required of the Utility by the Internal Revenue Code, and believe the 
staff should reconsider the conclusion 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 refimd of interim rates, totaling $192,139. 
It is interesting to note that the Commission has just recently finished an overearnings 
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. When the Utility is collecting revenues, to which it has no access, 
the bank will not allow those to be counted in calculating such ratios. As such, unnecessary 
escrow of revenues places the Utility in danger of default. 

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 staff‘s 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\9j aeger. Itr 

Rose, Sundstrom & Bentley, LLP 
2548 Blalrstone Pines Dnve,Tallahassee, Florida 32301 



ALOHA UTILITIES, INC. 
Seven Springs Water 

Interim Rates 
Issue 3 - Guarantee 

Since we are already into the loth month of 2001, the relevance of the Company’s 
Liquidity, equity, profitability, and interest coverage factors at December 31, 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 $1 87,106 
relating to the Aloha Gardens r e h d  is no longer a concern since this refund 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 refimd. This equity represents the financial stren,sth 
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 an 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 k - s t  set of interrogatories to note that the Company has increased its cash 
balances to a h g h  level as compared to previous cases. This high cash balance provides for 
liquidity to 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 Junc 
3dh coverage would be greater than 7 times. 

Profitability 

There was a decrease in net income from 1999 #o 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 infomiation explained above, management believes the utility is finaxially 
strong and sufficiently liquid to guarantee my potential refund with a corporate undertaking. 
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Aloha Utilities, Inc. 
Response to Staffs Recommendations 

Depreciation Expense 
m 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 begmiing 
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 g 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 otlicr 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 accuinulated depreciation. 
In this case, there were also retirements of assets recorded in July 2000 (half-year for this 
calenck company) resulting in a lower change in accuniulated depreciation than 
depreciation expense would suggest. 

Attached is a copy of Schedule A-IO, 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 S 1,093, whiIe the average monthly change from August 
2000, through June 2001 was $24,682. 

This average amount of $24,682 more accurately reflects the change resulting fiom 
depreciation expense only, and should he 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. 
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- Schaduls of Water Accumuialad Diprsclatlon By Primary Account - tnlrrmadiatr Period 
bglnnhg and End of Year Average 

Cnmprny: Aloha UUllllu. Inc.: Seven Springs Water Dlvlslon 
D0ck.t NO: 010103-M 

Florldr Publlc Sorvke Commlrrbn 

Sch~r)uio: A-10fA) 
Page 1 d I 
Prrpsrrr: CJH 6 W 

8chmdJs Year Ended: Junr 30,2001 
Hictwk Ptojecbd 1 

thplanation: Provide t h m  monlh rndlng balancrs mnd Vllrfeen month average of recumulated drpraciallan lor tho prlor year and lhe test yorr by primary 
account Ai80 show nonusad a ulrlul amount8 by account. Rmeap Scheduhs: A-I,  A d  

Actual Prolaclad 
I Junm 13 Month Non-Used Non-Used 

Llnr Junm JUrY August ~ Septmmber Otfober November Dacmmber January Fobrurty March Aprll May 
2001 2001 2001 2001 2001 Avmmwo Useful% Amount 2000 2000 2000 7000 2000 zoo1 - Ho. Account No. and Name 2000 ZOO0 
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14 
15 
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25 
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27 
28 
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30 
31 
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36 
37 
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40 
41 
42 

HTAWGlBLE PLANT 
101 .I OrgrnluUon f 51.478 
302.1 Franchisic 1.103 
339.1 Other Plant a Mise. Equipmsnt 
SOURCE OF SUPPLY AND PUMPlNG PLANT 

S 52.151 $ 51,814 S 52,824 5 53,160 53.407 53.833 54,168 54.505 65.177 55.513 53.4M 
85 

@ 

2 7 . m  304.2 3lructurr8 6 knprowmmb 
306.2 CollscUng and hpounding Rssrvolrr 
306.2 hkm. War and O h r  Iniakms 
307.2 Wills and Sprlngr 
500.2 InflJCnton Gbll~rlas and Tunnels 
300.2 Supply Malnr 
510.2 Powmr Gmnerallon Equlpmsnt 
61t.2 Pumping Equlpmmnt 
339.2 Other Pbnt I Mlrc. Equipmant 
WATER TREATMENT PLANT 
104.3 Structurmc L Imprmsmrnb 
320.3 Watrr Tveatmmt Equlpmrnt 
339.3 OWrr  Pian1 L Mlsc. Equipment 
TRANSMISSION AND DISTRISUlION PLANT 
304.4 Structures 4 lmprovrmrnb 
330.4 Oistributlon RasOwott8 and Sbndpli 
331.4 Tnnrmlrslcm and Dlstrlbution Main! 
333.4 Sewlcrs 
334.4 Motors and Meter Inrbilalions 
335.4 Hydrants 
339.4 Mhor Plant 8 MIcc. Equtpmrnt 
GENERAL PLANT 
304.5 Slruclums a lmprovamenls 
340.5 O m 0  Furniture 6 Equlpmmnt 

341.5 Transportallon Equipment 
342.5 Storu Equlpment 
343s Tools, Shop 6 GaraMe Eguipmonr 
344-5 Llbnralory Equlpment 
345.5 Power Operrlsd Equlpmenl 
346.5 Communlcatlon Equipment 
U7.5 Mlscoflaneous Equlpment 

340.5 C0mprt.r Equlpm.rb1 

341.5 Other Tanglble Plant - 
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1 c5,880 
777,259 
S6,051 

461,058 
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7.623 

144.195 

40 I 
47.205 
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14.076 
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3.185 
50.485 
1ZMB 

168.647 

$677 
60.885 
13.206 

111.364 

4,169 
5 1.306 
13.766 

174D8 1 
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I w.4~16 

11,372 
6.858 

28.324 
735 

I 3,825 
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Net Depreciation Expense - Water Florida Public Service Commlssion 

Company: Aloha Utilities, lnc.; Seven Springs Water Division 
Docket No.: 01 0503-WU 
Schedule Year Ended: June 30,2001 
Historic [x] Projected [ ] 

c 
schedule: 8-13 (A) 
Page 1 of 1 
Preparec CJN & W 
Recap Schedules: B-1 

Explanation; Provide a schedule of test year non-used and useful depreciation expense by primary account - 
No. 
1 
2 
3 
4 
5 
6 
7 
0 
9 
10 
11 
12 
13 
14 
15 
16 
I 7  
18 
19 
20 
21 

- 

I "3 
24 
25 
26 
27 

29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
47 
42 

28 

42 
43 

44 

45 

b * d  

Line Test Year Adjusted Non-Used 8 Non-Used & 
Useful */* Amount Account No. and Name 12131/01 Adjustments Balance 

INTANGIBLE PLANT 
301 ,l Organization 
302.1 Franchises 
339.1 Other Plant 8 Misc. Equipment 
SOURCE OF SUPPLY AND PUMPING PLANT 
303.2 Land & Land Rights 
304.2 Structures & Improvements 
305.2 Collect. & Impound. Reservoirs 
306.2 Lake, River 8 Other Intakes 
307.2 Wells 8 Sptlngs 
308.2 infiltration Galleries & Tunnels 
309.2 Supply Mains 
310.2 Power Generation Equipment 
311.2 Pumping Equipment 
339.2 Other Plant & Mist Equipment 
WATER TREATMENT PLANT 
303.3 Land IL Land Rights 
304.3 Structures & lmprovements 
320.3 Water Treatment Equipment 
339.3 Other Plant 8 Misc. Equipment 
TRANSMISSION 8 DISTRIBUTION PLANT 
303.4 Land & Land Rights 
304.4 Structures 8, Improvements 
330.4 Distr. Reservoirs & Standpipes 
331.4 Transm. & Distribution Mains 
333.4 Services 
334.4 Meters & Meter Installations 
335.4 Hydrants 
339.4 Other Plant 8 Misc. Equipment 
GENERAL PLANT 
303.5 
304.5 
340.5 
340.5 
341.5 
342.5 
343.5 
344.5 
345.5 
346.5 
347.5 
348.5 

Land 8 Land Rights 
Structures 8 improvements 
Office Furniture & Equipment 
Computer Equipment 
Transportation Equipment 
Stores Equipment 
Tools, Shop & Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equlpment 
Other Tangible Plant 

TOTAL 
LESS: AMORTIZATION OF ClAC 

NET DEPRECIATION EXPENSE -WATER 
Note: All plant is 100% used and useful 

4,035 

2,223 

20,542 

1,714 
109 

3,539 
2 

624 
2,352 
21 5 

3,433 
5,675 

121,031 
13,802 
4 8,408 

71 
10,042 

3,622 
4,920 
6,700 
32,603 

2,339 
754 

4,502 
377 
303 

4,035 

2,223 

20,842 

1,714 
109 

3,539 
2 

624 
2,352 

215 

- 3,433 
5,675 

121,031 
13.802 

10,O42 
71 

48,408 

3,622 
4,920 
6,700 
32,603 

2,339 
754 

1,502 
377 
303 

29 1,237 291,237 
(227,2 77) { 227,277) 

* 

$ 63,960 $ - $ 63,960 
- 

16 - _  


