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Joint Administrative Procedures Committee
Room 680, Pepper Building

111 W. Madison Street

Tallahassee, FL 32399-1400

Re: Docket No. 20180029-WS; Rule 25-30.433, F.A.C., Rate Case Proceedings

Dear Mr. Plante:

Enclosed are the following materials concerning the above referenced proposed rule:

1. A copy of the proposed rule.

2. A copy of the F.A.R. notice.

3. A statement of facts and circumstances justifying the proposed rule.
4. A federal standards statement.
. Statement of Estimated Regulatory Costs for the rule.

If there are any questions with respect to these rules, please do not hesitate to call me at
413x8216.
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25-30.433 Rate Case Proceedings.

In a rate case proceeding, the following provisions shall apply.-unless-the-applicant-or-any

(1) The Commission in every rate case shall make a determination of the quality of service

provided by the utility by evaluating the —Fhis-shall-be-derived-from-an-evaluation-of three

attens: quality of utility’s product

: and the utility’s

(water and-wastewater);

attempt to address customer satisfaction (water and wastewater). In making this

determination, the Commission shall consider: Sanitary-surveys—outstanding-citations;

(a) The most recent chemical analyses for each water system as described in Rule 25-

30.440(3). F.A.C.;

(b) Any Department of Environmental Protection (DEP) and county health department

citations, violations and provisions of consent orders that relate to quality of service:

(c) Any DEP and county health department officials’ testimony concerning quality of

service:

(d) Any testimony, complaints and comments of the utility’s customers and others with

knowledge of the utility’s quality of service: and

(e) Any utility testimony and responses to the information provided in paragraphs (1)(a) —

(d) above,

CODING: Words underlined are additionsi words in struck through type are deletions
from existing law.
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(2) In order to ensure safe, efficient, and sufficient service to utility customers, the

Commission shall consider whether the infrastructure and operational conditions of the plant

and facilities are in compliance with Rule 25-30.225. F.A.C. In making this determination,

the Commission shall consider:

(a) Any testimony of DEP and county health department officials:

(b) Inspections, including sanitary surveys for water systems and compliance evaluation

inspections for wastewater systems; citations. violations and consent orders issued to the

utility;

(¢) Any testimony, complaints and comments of the utility’s customers and others with

knowledge of the infrastructure and operational conditions of the utility’s plant and facilities:

and

(d) Any utility testimony and responses to the information provided in paragraphs (2)(a) —

(c) above.

(3)) Working capital for Class A utilities shall be calculated using the balance sheet
approach. Working capital for Class B and C utilities shall be calculated using the formula
method (one-eighth of operation and maintenance expenses).

(4)(3) Used and useful debit deferred taxes shall be offset against used and useful credit
deferred taxes in the capital structure. Any resulting net debit deferred taxes shall be included
as a separate line item in the rate base calculation. Any resulting net credit deferred taxes shall
be included in the capital structure calculation. No other deferred debits shall be considered in
rate base when the formula method of working capital is used.

(5)) The averaging method used by the Commission to calculate rate base and cost of
capital shall be a 13-month average for Class A utilities and the simple beginning and end-of-
year average for Class B and C utilities.

(6)65) Non-used and useful adjustments shall be applied to the applicable depreciation

CODING: Words underlined are additions; words in struek-threugh type are deletions
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expense. Property tax expense on non-used and useful plant shall not be allowed.

(7)¢6) Charitable contributions shall not be recovered through rates.

(8)EA Income tax expense shall not be allowed for subchapter S corporations, partnerships
or sole proprietorships.

(9)68) Non-recurring expenses shall be amortized over a S-year period unless a shorter or
longer period of time can be justified.

(10)¢9) The amortization period for forced abandonment or the prudent retirement, in
accordance with the National Association of Regulatory Utility Commissioners Uniform
System of Accounts, of plant assets prior to the end of their depreciable life shall be calculated
by taking the ratio of the net loss (original cost less accumulated depreciation and
contributions-in-aid-of-construction (CIAC) plus accumulated amortization of CIAC plus any
costs incurred to remove the asset less any salvage value) to the sum of the annual
depreciation expense, net of amortization of CIAC, plus an amount equal to the rate of return
that would have been allowed on the net invested plant that would have been included in rate
base before the abandonment or retirement. This formula shall be used unless the specific

circumstances surrounding the abandonment or retirement demonstrate a more appropriate

amortization period.

(11)A9) A utility is required to have the right of access and continued use of ews the land

upon which the utility treatment facilities are located;-er-pessess-the-rightto-the-continued-use
oftheland-such-as-a-99-yeartease. Documentation of continued use shall be in the form of a

recorded warranty deed, recorded quit claim deed accompanied by title insurance, recorded

lease such as a 99-vear lease, or recorded easement. Fhe-Commission-may-considera-written

(12)A1 In establishing an authorized rate of return on common equity, a utility, in lieu of

presenting evidence, may use the current leverage formula adopted by Commission order. The
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equity return established shall be based on the equity leverage order in effect at the time the
Commission decides the case.

(13)A2) Nonutility investment should be removed directly from equity when reconciling
the capital structure to rate base unless the utility can show, through competent evidence, that
to do otherwise would result in a more equitable determination of the cost of capital for
regulatory purposes.

(14)A3) Interest expense to be included in the calculation of income tax expense shall be
the amount derived by multiplying the amount of the debt components of the reconciled
capital structure times the average weighted cost of the respective debt components. Interest
expense shall include an amount for the parent debt adjustment in those cases covered by Rule
25-14.004, F.A.C. Interest shall also be imputed on deferred investment tax credits in those
cases covered by 26 CFR Part 1, s. 1.46-6(b)(2)(i), (3) and (4)(ii) issued May 22, 1986 and
effective for property constructed or acquired on or after August 15, 1971.

Rulemaking Authority 350.127(2), 367.0812(5), 367.0814, 367.121, 367.1213 FS. Law

Implemented 367.081, 367.0812(1), 367.0814, 367.0822, 367.1213, 3764243 FS. History—

New 11-30-93, Amended 12-14-93,

CODING: Words underlined are additions; words in struek-threugh type are deletions

from existing law.
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Notice of Proposed Rule

PUBLIC SERVICE COMMISSION

RULE NO.: RULE TITLE:

25-30.433  Rate Case Proceedings

PURPOSE AND EFFECT: The rule is amended so that the Commission in water and wastewater rate cases
evaluates quality of service separately from the infrastructure and operational conditions of utility plant and
facilities; codifies existing agency practice, and updates the rule for consistency with current statutes and

Commission rules.

Docket No. 20180029-WS

SUMMARY: Under the amended rule, the Commission in rate cases evaluates quality of service separately from its
evaluation of the infrastructure and operational conditions of the utility plant and facilities. The amended rule
codifies the information the Commission considers when evaluating the utility’s quality of service and the
infrastructure and operational conditions of the utility’s plant and facilities; deletes language that conflicts with
statutory requirements; and modifies language for consistency with language of other related Commission rules.
SUMMARY OF STATEMENT OF ESTIMATED REGULATORY COSTS AND LEGISLATIVE
RATIFICATION:

The Agency has determined that this will not have an adverse impact on small business or likely increase directly or
indirectly regulatory costs in excess of $200,000 in the aggregate within one year after the implementation of the
rule. A SERC has been prepared by the Agency.

The SERC examined the factors required by Section 120.541(2), FS, and concluded that the rule amendment will
not have an adverse impact on economic growth, business competitiveness, or small business and that there would
likely be minimal transactional costs to the individual and entities, including government entities, required to
comply with the rule.

The Agency has determined that the proposed rule is not expected to require legislative ratification based on the
statement of estimated regulatory costs or if no SERC is required, the information expressly relied upon and
described herein: based upon the information contained in the SERC.

Any person who wishes to provide information regarding a statement of estimated regulatory costs, or provide a
proposal for a lower cost regulatory alternative must do so in writing within 21 days of this notice.

RULEMAKING AUTHORITY: 350.127(2), 367.0812(5), 367.0814, 367.121, 367.1213, FS.

LAW IMPLEMENTED: 367.081, 367.0812(1), 367.0814, 367.0822, 367.1213, FS.

[F REQUESTED WITHIN 21 DAYS OF THE DATE OF THIS NOTICE, A HEARING WILL BE SCHEDULED
AND ANNOUNCED IN THE FAR.

THE PERSON TO BE CONTACTED REGARDING THE PROPOSED RULE IS: Kathryn G.W. Cowdery, Office
of General Counsel, 2540 Shumard Oak Blvd., Tallahassee, FL 32399-0850, (850)413-6216,

kcowdery@psc.state.fl.us.

THE FULL TEXT OF THE PROPOSED RULE IS:

25-30.433 Rate Case Proceedings.

In a rate case proceedmg, the followmg prov:slons shall apply—uﬂ-less—{he—oa-ppheaﬂt—er—aﬂy—m%eweﬂer

(1) The Comm[ssu:m in every rate case shal] make a determmatlon of the quallty of service provided by the
utility by evaluating the -

weastewiter ttiHbe operations: quallty of utlllty s product (water aﬂd—\vas{em}-epemma&l—eendﬁmns-eﬁumﬁ—s
plant-and-faeilities: and the utility’s attempt to address customer satlsfactron Iwater and wastewalerl In makmg this

determmauon the Commission shall consider: San




(a) The most recent chemlca] analvses for each water system as described in Rule 25-30. 440(3) F.A.C.:
(b) Any Department of Environmental Protection (DEP) and county health department citations, violations and
provisions of consent orders that relate to quality of service;

(c) Any DEP and county health department officials’ testimony concerning quality of service:

(d) Any testimony, complaints and comments of the utility’s customers and others with knowledge of the

utility’s quality of service: and

(e) Any utility testimony and responses to the information provided in paragraphs (1)(a) — (d) above.

(2) In order to ensure safe, efficient, and sufficient service to utility customers, the Commission shall consider
whether the infrastructure and operational conditions of the plant and facilities are in compliance with Rule 25-
30.225, F.A.C. In making this determination, the Commission shall consider:

(a) Any testimony of DEP and county health department officials:

(b) Inspections, including sanitary surveys for water systems and compliance evaluation inspections for
wastewater systems: citations, violations and consent orders issued to the utility;

(c) Any testimony, complaints and comments of the utility’s customers and others with knowledge of the
infrastructure and operational conditions of the utility’s plant and facilities; and

(d) Any utility testimony and responses to the information provided in paragraphs (2)(a) — (c) above.

(3)2) Working capital for Class A utilities shall be calculated using the balance sheet approach. Working
capital for Class B and C utilities shall be calculated using the formula method (one-eighth of operation and
maintenance expenses).

(4)(3) Used and useful debit deferred taxes shall be offset against used and useful credit deferred taxes in the
capital structure. Any resulting net debit deferred taxes shall be included as a separate line item in the rate base
calculation. Any resulting net credit deferred taxes shall be included in the capital structure calculation. No other
deferred debits shall be considered in rate base when the formula method of working capital is used.

(3)¢4) The averaging method used by the Commission to calculate rate base and cost of capital shall be a 13-
month average for Class A utilities and the simple beginning and end-of-year average for Class B and C utilities.

(6)65) Non-used and useful adjustments shall be applied to the applicable depreciation expense. Property tax
expense on non-used and useful plant shall not be allowed.

(7)66) Charitable contributions shall not be recovered through rates.

(8)¢H Income tax expense shall not be allowed for subchapter S corporations, partnerships or sole

proprietorships.
(9)68) Non-recurring expenses shall be amortized over a 5-year period unless a shorter or longer period of time

can be justified.

(10)9) The amortization period for forced abandonment or the prudent retirement, in accordance with the
National Association of Regulatory Utility Commissioners Uniform System of Accounts, of plant assets prior to the
end of their depreciable life shall be calculated by taking the ratio of the net loss (original cost less accumulated
depreciation and contributions-in-aid-of-construction (CIAC) plus accumulated amortization of CIAC plus any costs
incurred to remove the asset less any salvage value) to the sum of the annual depreciation expense, net of
amortization of CIAC, plus an amount equal to the rate of return that would have been allowed on the net invested
plant that would have been included in rate base before the abandonment or retirement. This formula shall be used
unless the specific circumstances surrounding the abandonment or retirement demonstrate a more appropriate

amortization period.
(1A A utility is required to have the rlght Of access and conlmued use of ewsn the land upon whlch the

utility treatment facilities are located
Documentation of continued use shall be in the form of a recorded warranty deed recorded quit clalm deed

accomoamed bv title insurance, recorded lease such asa 99-vear lease, or recorded easement. Fhe-Connnission-may

{__}(—l-lr) In establlshmg an authorized rate of return on common equity, a utility, in lieu of presenting evidence,
may use the current leverage formula adopted by Commission order. The equity return established shall be based on
the equity leverage order in effect at the time the Commission decides the case.



(13)H2) Nonutility investment should be removed directly from equity when reconciling the capital structure to
rate base unless the utility can show, through competent evidence, that to do otherwise would result in a more
equitable determination of the cost of capital for regulatory purposes.

(14)3) Interest expense to be included in the calculation of income tax expense shall be the amount derived by
multiplying the amount of the debt components of the reconciled capital structure times the average weighted cost of
the respective debt components. Interest expense shall include an amount for the parent debt adjustment in those
cases covered by Rule 25-14.004, F.A.C. Interest shall also be imputed on deferred investment tax credits in those
cases covered by 26 CFR Part 1, s. 1.46-6(b)(2)(i), (3) and (4)(ii) issued May 22, 1986 and effective for property
constructed or acquired on or after August 15, 1971.

Rulemaking Authority 350.127(2), 367.0812(5). 367.0814, 367.121, 367.1213 FS. Law Implemented 367.081, 367.0812(1)
367.0814, 367.0822, 367.1213, 3764243 FS. History-New 11-30-93, Amended 12-14-93, ;

NAME OF PERSON ORIGINATING PROPOSED RULE: Kathryn G.W. Cowdery

NAME OF AGENCY HEAD WHO APPROVED THE PROPOSED RULE: Florida Public Service Commission
DATE PROPOSED RULE APPROVED BY AGENCY HEAD: March 1, 2018

DATE NOTICE OF PROPOSED RULE DEVELOPMENT PUBLISHED IN FAR: Volume 43, Number 230,

November 30, 2017.



Rule 25-30.433, F.A.C.
Docket No. 20180029-WS

STATEMENT OF FACTS AND CIRCUMSTANCES
JUSTIFYING RULE

This rule is amended so that the Commission’s evaluation in water and wastewater rate
cases of the infrastructure and operational conditions of the plant and facilities is moved to a
separate section of the rule from the Commission’s evaluation of quality of service. The rationale
for this amendment is that the operational condition of the plant does not always affect the
quality of service provided to customers by the utility, so it should not be a component in the
Commission’s evaluation of quality of service to customers. The amended rule codifies the
information considered by the Commission in evaluating quality of service and infrastructure and
operational conditions of the plant. Language allowing a rate case applicant to propose
alternatives to rule requirements is deleted because it conflicts with Section 120.542, F.S., which
governs the procedure for obtaining a variance or waiver from rule requirements. The rule
requirement concerning documentation of a utility’s ownership of the land upon which its
treatment facilities are located is updated for consistency with other related Commission rules.

STATEMENT ON FEDERAL STANDARDS

There are no federal standards for this rule.
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DATE: February 13, 2018
TO: Kathryn Gale Winter Cowdery, Senior Attorney, Office of the General Counsel

FROM: Sevini K. Guffey, Public Utility Analyst I, Division of Economic;( /( _g

Statement of Estimated Regulatory Costs (SERC) for Proposed Amendments to

RE:
Rule 25-30.433, Florida Administrative Code (F.A.C.)

The purpose of this rulemaking initiative is to: (1) delete language from the rule that conflicts
with statutory requirements; (2) move the Commission’s consideration of the infrastructure and
operational conditions of the plant and facilities from the Commission’s evaluation of quality of
service to a separate section of the rule; (3) codify the information the Commission considers
when evaluating the utility’s quality of service; (4) codify the information the Commission
considers when evaluating the infrastructure and operational conditions of the utility’s plant and
facilities; and (5) amend renumbered subsection (11) of the rule to reflect statutory language
related to the right of access and continued use of the land upon which utility treatment facilities

are located.

The attached SERC addresses the considerations required pursuant to Section 120.541, Florida
Statutes (F.S.). A staff rule development workshop was held on December 14, 2017 to solicit

input on the proposed rule revisions.

The proposed rule revisions are not imposing any new regulatory requirements. The SERC
analysis indicates that the proposed rule amendments will not likely increase regulatory costs,
including any transactional costs or have an adverse impact on business competitiveness,
productivity, or innovation in excess of $1 million in the aggregate within five years of
implementation. The proposed rule amendment would have no impact on small businesses,
would have no implementation cost on the Commission or other state and local government
entities, and would have no impact on small cities or counties. None of the impact/cost criteria
established in Section 120.541(2)(a), F.S., will be exceeded as a result of the proposed revisions.

Cc: Draper, Daniel, Shafer, King, SERC file



FLORIDA PUBLIC SERVICE COMMISSION
STATEMENT OF ESTIMATED REGULATORY COSTS
Rule 25-30.433, F.A.C.

-
1. Wil the proposed rule have an adverse impact on small business?
[120.541(1)(b), F.S.] (See Section E., below, for definition of small business.)

Yes [] No X
If the answer to Question 1 is “yes”, see comments in Section E.

2. Is the proposed rule likely to directly or indirectly increase regulatory costs in
excess of $200,000 in the aggregate in this state within 1 year after
implementation of the rule? [120.541(1)(b), F.S.]

Yes [] No [X

If the answer to either question above is ‘yes”, a Statement of Estimated Regulatory
Costs (SERC) must be prepared. The SERC shall include an economic analysis

showing:

A. Whether the rule directly or indirectly:

(1) Is likely to have an adverse impact on any of the following in excess of $1
million in the aggregate within 5 years after implementation of the rule?

[120.541(2)(a)1, F.S ]
Economic growth Yes[] No [X

Private-sector job creation or employment Yes [ ] No [X
Private-sector investment Yes[ ] No [X

(2) Is likely to have an adverse impact on any of the following in excess of $1
million in the aggregate within 5 years after implementation of the rule?

[120.541(2)(a)2, F.S.]

Business competitiveness (including the ability of persons doing
business in the state to compete with persons doing business in other

states or domestic markets) Yes [ ] No
Productivity Yes [ ] No [X
Yes [ ] No

Innovation




(3) Is likely to increase regulatory costs, including any transactional costs, in
excess of $1 million in the aggregate within 5 years after the implementation of

the rule? [120.541(2)(a)3, F.S.]
Yes [ ] No [X

Economic Analysis: A summary of the recommended rule revisions is included in
the attached memorandum to Counsel. Specific elements of the associated
economic analysis are discussed below in Sections B through F of this SERC.
Staff believes that none of the impacts/cost criterial established in Paragraph
120.541(2)(a), F.S. will be exceeded as a result of the proposed rule revisions.
The proposed rule revisions are not imposing any new regulatory requirements,
only codifying existing rule requirements. The proposed revisions are intended to
make the requirements more specific and reformatting to make the rule

consistent with the certification rules.

B. A good faith estimate of: [120.541(2)(b), F.S.]

(1) The number of individuals and entities likely to be required to comply with the rule.

Potentially affected entities include 132 investor-owned water and wastewater utilities
that serve approximately 170,242 Florida customers. Water and wastewater utilities
which will come under the jurisdiction of the Commission in the future also would be

required to comply.

(2) A general description of the types of individuals likely to be affected by the rule.

The 132 investor-owned water and wastewater utilities that are located in 38 counties.

C. A good faith estimate of: [120.541(2)(c), F.S.]
(1) The cost to the Commission to implement and enforce the rule.
[X] None. To be done with the current workload and existing staff.

[] Minimal. Provide a brief explanation.

[_] Other. Provide an explanation for estimate and methodology used.

(2) The cost to any other state and local government entity to implement and enforce

the rule.




[X] None. The rule will only affect the Commission.

[] Minimal. Provide a brief explanation.

[] Other. Provide an explanation for estimate and methodology used.

(3) Any anticipated effect on state or local revenues.
X None.

[] Minimal. Provide a brief explanation.

[] Other. Provide an explanation for estimate and methodology used.

e
D. A good faith estimate of the transactional costs likely to be incurred by individuals
and entities (including local government entities) required to comply with the
requirements of the rule. “Transactional costs” include filing fees, the cost of obtaining a
license, the cost of equipment required to be installed or used, procedures required to
be employed in complying with the rule, additional operating costs incurred, the cost of
monitoring or reporting, and any other costs necessary to comply with the rule.

[120.541(2)(d), F.S.]
[] None. The rule will only affect the Commission.

X] Minimal. Provide a brief explanation. The 132 investor-owned water and
wastewater utilities already are required to comply with the rules that are being
revised to better align the rule with the certification rules and there are no new
regulatory requirements being proposed in the revisions. Staff believes that there
would be no additional transactional costs associated with the proposed
revisions. If a utility were to incur new costs, staff believes that it will be

minimal.

[[] Other. Provide an explanation for estimate and methodology used.

E. An analysis of the impact on small businesses, and small counties and small cities: l

3



[120.541(2)(e), F.S.]

(1) “Small business” is defined by Section 288.703, F.S., as an independently owned

and operated business concern that employs 200 or fewer permanent full-time
employees and that, together with its affiliates, has a net worth of not more than $5
million or any firm based in this state which has a Small Business Administration 8(a)
certification. As to sole proprietorships, the $5 million net worth requirement shall

include both personal and business investments.

No adverse impact on small business.

[_] Minimal. Provide a brief explanation.

[] Other. Provide an explanation for estimate and methodology used.

(2) A “Small City" is defined by Section 120.52, F.S., as any municipality that has an
unincarcerated population of 10,000 or less according to the most recent decennial
census. A “"small county” is defined by Section 120.52, F.S., as any county that has an
unincarcerated population of 75,000 or less according to the most recent decennial

census.

[X] No impact on small cities or small counties.

[_] Minimal. Provide a brief explanation.

[] Other. Provide an explanation for estimate and methodology used.

F. Any additional information that the Commission determines may be useful.
[120.541(2)(f), F.S.]

X] None.

Additional Information:

G. A description of any regulatory alternatives submitted and a statement adopting the
alternative or a statement of the reasons for rejecting the alternative in favor of the

proposed rule. [120.541(2)(g), F.S.]




<] No regulatory alternatives were submitted.

[] A regulatory alternative was received from
[] Adopted in its entirety.

[] Rejected. Describe what alternative was rejected and provide
a statement of the reason for rejecting that alternative.






