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CASE BACKGROUND 

1ndi antown Co. Inc. (Indiantown o r utility) in a Class I~ 

u tility providing water a nd wastewater service f o r appro x i mately 
1,677 water and 1, 5 85 wastewater customers in r.,artin County. The 
u til i ty's s ystems are l ocated in the St . John s Rive r Wa ter 
Manage me nt District Water Conse rvatio n Are a whi c h i s a d esignated 
critical water use area. For the test year e nd Decembe r 3 1 , 1994, 
the u tility reported wate r operating r e ve nues of $449,029 a nd a ne~ 
opera t ing income of 82,218. Wastewater op e r ating r e v e nues we r e 
$ 502 ,022 with a net operating income of $ 61 ,486. 

Based o n a desk audit o f the 1994 Annual Repo rt ! o r Indiantown 
Company, Inc., staff began an informal investigation into p o t e ntial 
o v e r e arnings. The 1994 Annual Repo rt indicated that Ind iantown' s 
water syst e m was earning an achie ve d o vera ll t·a te o f r etu rn o f 
G·l. 27% . Staff requeste d an audit o f t he utility' n books. Banc d o n 
the audito r's suggested adjustments, it appe ars t lwl t he u tility i s 
earning an overall rate of return o( 111. 91.\ fo r t he wa te r syste m. 
As a result of the audit findings, we are r e c o mme nding that t ld s 
docket be opened for an investigation o f potential o verearnings. 

Indiantown's last rate case was finalized o n April 27, 1 983 , 
in Orde r No . 11891, Docket No. 810037 - Ws. In t hat o rde r, z·at.-: ba::; · 
was set and an overal l rate of ret urn o f 9.87\ was appro ve d. In 
Orde r No. PSC - 95 - 1328 - FOF - WS, issue d o n Nov e mbe r 1, 1995 , Docket 
No. 950371-WS, t he utility' s return o n e qui t y was re - establi s he d a t 
10. 4 31.. Inde x increases we re grante d in 1 9 86 , 1 987, 1986, 1 989 ,, 
1993 and 1994. A pass- through incre ase was g z·a nLe d in 1 991. 
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PISCQSSlQH OP ISSUIS 

ISSUI 1: Should the Commissio n initi a t e an o v•' t• ·.nu i ' •' f: l 
investigation of Indiantown Utili t i cu, Inc . ? 

RECOJIIIHI)ATIQtft Yes. The Commission should initiate a n 
inve stigation of the composition and leve l of water rates t.o 
de termine potential overearnings. Water and wastewate t· ,.,, ~. ,.. b .• :a· 
sho uld also be established since b o th we r e last s et b y th•: 

Commission as of April 27, 1 98 3. {K/\PROTII ) 

STAPP ANALJS%8: Base d o n a desk audi t o f t h e 1994 Annual Re po r-t 
f o r Indiantown Company, Inc., staff b e gan an info rmal investigatio n 
into p o t e ntial overearnings. The 1994 Annual Report indic a ted th .. t 
I ndiantown's water system was earning a n a c hi e ve d overall r ate 0 f 
return of 67.27\. Staff requested an audi t o f the utility' s books 
f o r the test year e nded June 30, 1995 . Staff's audit indic a t r-·1 

that the water s ystem was earning an over a 11 rate o f ,.,.,.u 111 • .t 

111.91\. Based on this, staff believc o t hat 1 hiu rtock•·t ll h11uld lo· · 

o pe ne d to investigate the po t P nl i. d o v••t c at·tli ugo o l t he ut i lity. 
Furt he rmore , otaff be l i.c vcu t hat water and wa s t e wate r rat e b ase 
::hu 11ld be e s tablished since bo th were last set by t he Co mm iss i o n a ~; 

o f April 27, 1983. 

- ) -

.. 



ISSVI 2: Should any amount of annual water revenues be he l d 
subject to refund? 

RICOIIMIHDATIOJh Yes. Indiantown should ho ld .'lnnual water r e vc nw ·:1 
o( $126 ,779 subject to refund. No was tewater revenues should be 
held subject to refund. The following amounts are recommended: 
(KAPROTH 

Water 

Total 
Revenues 

$328,587 

Amount 
Subject 

To Refuru! 

$126,779 

\ Subject 
To Refund 

27.84\ 

STAPP ANALJSIS: Staff believes that lndiaulown' s water system may 
be ove rearning. Our preliminary analysis, also reveals th.at t he 
wastewater system is not earning its overall x·ate of return. 1\!ter· 
staff has completed its investigation, we will be able to dete rmine 
if the utility is, in fact, overearning. 

Staff has attached accounting schedules to illustrate the 
recommended water and wastewater rate base, capital structure , and 
test year operating income amounts. The rate base schedules are 
numbered 1-A and 1-B. The capital structure is schedule number 2. 
Schedules 3-A and 3-B are reserved for the operating statements. 
Staff has not attached schedules explaining any recommended 
adjustments as the adjustments are either per audit, self 
explanatory or described in our recommendation. Below, staff wil l 
discuss necessary adjustments. 

For purposes of this interim recommendation, the schedules 
ref l ect the test year average balances per the auditors, as well as 
specif ic audit adjustments. Since there was no filing on the part 
of the utility, the amounts per audit do not necessari ly reflect 
the utility's position. These balances do not include any utility 
cal culations for working capital or the overall cost of capital . 

BAD IASI 

Working Capital 

Section 367.082(5) (b)l, Florida Statutes requit·es t hat, in 
c."llculating interim rates, adjustments be made consistent wi.th 
t hose in the utility's last rate proceeding. consistent with the 
treatment allowed in Indiantown's last rate proceeding, in Order 
No. 11891, staff has ca l culated working capital using the balance 
~;heet method. The staf! auditor used t he formu la method to 
calculate a working capital allowance of $31,255 for wa ter and 
$38 ,924 for wastewater. Based on staff's preliminary review and 
the use of the balance sheet method, staff recommends a working 
capital allowance of $44,349 for water and $44,349 for wastewater. 
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Also, staff recommends that rate base for interim purposes be 
established as $93,219 and $766,838 for water and wastewater, 
respectively. 

CQST or CAPITAL 

In Order No. PSC- 95-1328-FOF- WS , issued o n No vembe r 1, 1995 , 
Indiantown's return on equity was established at 10. 43\, with a 
range of 9.43\ to 11 . 43\. Consistent with Section 367.082(2) (b), 
Florida Statutes , the appropriate rate of return o n e quity for 
interim refund purposes is calculated using the maximum of the 
range of the last authorized rate of return on equity. Using the 
high-end of the range to calculate any potential o verearn i ngs , 
s tatf has established an overall rate of return o f 9. 61\ f o r· 
interim purposes. 

HIT OPQATINQ IlfCOIIB 

Staff believes that one adjustment is necessary to the 
auditor's balances. It appears that test year income tax e xpe nse 
was not appropriately allocated between water and wastewater. We 
have adjusted the test year balances before determining the revenue 
requirements. Accordingly , income tax expense, should be increased 
by $6,334 for water and decreased by $6,340 for wastewate r. 

Reyenye Beqylr ... nt 

Water operating revenues adj u sted per the staff auditot·s total 
$455,366. This represents a 89.39\ overall ra te of return. 
Staff ' s calculation indicates a revenue requirement o( $328 , 587 for 
the interim test year, representing a decrease of $126,779. 
Accordingly, 27.84\ of test year water revenues should be held 
subject to refund pending the final determinatio n by the 
Commission . The wastewater system jo earning a 6 .4 0% on .1 11 :tllllll.1l 

basis which is less than the minimum range o n the o ve rall rate o t 
return. Accordingly, no adjustments are necessary to wastewate r. 

- 5 -



ISSQB 3: What is the appropriate security to guarantee the amount 
subject to refund? 

RICOMMENPATIONa A corpo r·ate unde rtaking in the amoun t o f 
$92, 428, guaranteed by Indiantown Company, Inc . s hould be accep ted 
as security. (KAPROTH) 

STAPP ANALYSIS& Pursuant to Section 367.082, Florida Statutes, 
when revenues are held subject to refund, the utility is authorized 
to continue collecting the previously autho rized rates . As 
recommended in Issue 2, the amount of potential ove rearnings in the 
water system is $126,779 on an annual basin. On May 13, 1994, the 
ut ility implemented a price index of $8,713 for the water s ystem. 
According to Section 367.081(4) (d) Florida St atutes, an index is 
nubject to re fund for up to fifteen months after the date o f f i 1 i ng 
of the annual report for the year the index was implemented. The 
utility's 1994 annual report was filed on May 9, 1995, 
consequently, fifteen months from that date i s August 9 , 1 ~<16 . 

S i nce t he index io alre ady subject t o refund, only $118, 0(;1) in 
annual revenues should be collected under guarantee, subj e c t t o 
re fund with interest. Assuming a 9 - mont h time frame , the potcnt i ~l 

refund amount is $92,428. 

The Division of Auditing and Financ ial Analys is has advised 
that a corporate undertaking signed by 1 ndiantown Company, Inc. 
would be sufficient to protect the potentia! refunds. The r e fo r e , 
staff recommends that the utility be allowed to provide a corpo r ate 
undertaking in the amount of $92,428 as guarant~P of any potent i al 
a·efund of wate r revenues collected under interim condi tions. 

Also, by no later than the twentieth (20) day of each mont h, 
the utility should file a report s howing the amount of re ve nues 
collected each month and the amount o f r e ve nue s collected to date 
relating to the amount subject t o refund. Shou ld a r e fund be 
required, the refund should be with interest and unde rtake n in 
accordance with Rule 25-30.360, Florida Administrative Code. 

In no instance should maintenance and administrat i vc costs 
.:wsoc i a ted with any r e fund be bo r·ne by th c uatome t·s. The c.:ost s 
are the responsibility of, and should be bo n1e by, the ut i li t y. 
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INUIANTUWN (:CJMrANY, tNt:. 
sc:u m ml.f' ttl' WAnlk kAn \ BAlli< 

l'l'l !!n' Yt!Ak 1\NUI!f) 12/J~ . -· 

I COIII'ONB U 

1 UIIIIIY PlANT IN SERVICE ' 
,•t AW14o I Atlll i iiGIIIS 

3 NON- USED 6 USEFUL COUPONENIS 

4 ACC UIAUI AI(O OEPRECIAIION 

:, CIAC 

G IIIAOII II7 AIION O f CIAC 

7 ACOUISII1014 ADJUSIIAENT S - NEI 

H AIIVIIIIC I" S ron CONSt RUCtiON 

'J UNI UPUILIJ t•o:; t - 111 I Nil Ill Nil liS 

10 DEfERRED IAXES 

II WORKING CAPITAl AllOWANCE 

1:> 0 11 11 .. 

RAf E BASE ' 

l EaTYEAR 
PER 

AUOif 
AU Oil 

AO.IUSIM[ NtS 

I ,»>,IIS4 $ 3 1,!>001 s 

4,4fo9 0 

0 fl 

CI03.Mi!l) 0 

(!.!•4.4" 4) (47, 11 4) 

1 ~4.;>17 0 

0 0 

(t 7~.0001 0 

" II 

0 0 

0 3 1.2:>~ 

0 0 

G4,48l' $ 1 ~.f.43 ' .......... ae• a: •••••• 
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fUll MICF. 
P[ R 

AUDit 

1,310 ,4 :.6 $ 

.. 4f.'J 

II 

C/Ol,M'l) 

(&OI ,!•!Jit) 

1!.4,;, , :, 

I) 

( 17~.0W) 

0 

I) 

31,7~~ 

0 

IJ!I I :>~ $ . ..... . . 

,.. . III!UIIt.l! Nil. I A 
I K K :k lll' Nil. -II Wll 

AIJ,IUSitill 
StArr AVl hAO[ 

AfJ.IUS fiiUU S BAI ANc: l 

0 $ t 3 10 4!11, 

0 4 4M~ 

I) II 

0 ClO t i.:~f,~l 

I) ((,I) I , MIJI) 

I) H•4, ,. ~ 

0 0 

0 '"'• (l(l(j) 

0 0 

.. II 

l l .O'J.t U ,3 49 

0 0 

---------- -
t:t.o••• $ tl ··~"' ········-- -·· 



l tNIIIA N'I'IIWN c:uMrANY, INC!, 
St!llt!OU U ! CW WASTt!WA'Ilia aAn! •Ast\ 
l'lt.~· YI!Ail I!ICUIII) IZ/JI/9e 

U:Sl Yt:M 
PER 

COWOIIEIIl AUOif 
AU Oil 

AONSIM[ IIIS 

1 UtiLITY PLAtH IN SERVICE s 2,4!>4.34MI ' t:>7,tll1)$ 

?L AND 38l 0 

3 NON- USEO & US(fUL COUPONENIS 0 0 

4 ACCUIAUIAI CD OEPREC IAI ION l!l74.ll1) 0 

!ICIAC 11!13.90~1 41,40:1 

r. AIAOII II/AIION Of CIAC :137.4 / 1 tl 

7 ACOUISIItON AOJUSIMENIS - NET 0 0 

8 ADVANCES lOR CONS IRUCIION IIIG.OOO) 0 

'I UNt UN Ill 111'0 !11 - HI I IIII llf NI I tiS 0 0 

10 DEF EIIIILO I AXES u II 

I I WOili<INO CAI'Il AL Al l OWANCE 0 lH,II74 

12 OltiEil 0 () 

---------- -------- -
RAff BASf ' 703,0 111 ' ~H.JU) $ .......... -··-·· .. . 

- I 

St ' 111\11111.11 NU . I - H 
IM M' I.I!T Nil. -II - Wll 

BAIAitCF AOA!Sl[U 
f'( R stArr AVEfiAO( 

AUDII ADNSIMCIIIS IIALAIIC£ 

:>.4l'fl.4!>~ $ OS :>.4l'fl.4!>!> 

3113 0 363 

0 0 0 

1914,3 11) 0 tt.14,3 11) 

ltl4~~31 0 tft46 ~)J 

..:17 411 0 ~37.4 11 

0 0 0 

f1Ho000) 0 1116.0001 

0 0 0 

u II II 

3it,!l'4 !; .. ~!. U ,l 49 

u II 0 _______ .. __ 
- ------

7GI,U 3 S ~.4:1~ $ 7C.6,113K .. -- ..... -



INIJII\NTOWN c:OMPI\NY, INC. SCIIl!lJUI.l! NO. 2 
C:.I\PITAI. STIUJCilJIU! OOCJti!T NO . .... ll - -.u 
"11\ST Yl\1\lt t;NIJI!D 12/li/M 

CAPITAL 
SPECIFIC RECONCILED 

TOTAL AOJUSliiENTS PROMTA TO RAT£ COST WEIGHTED e DESCR.noN CAPITAL (EXPlAIN) ADJUSTMENTS lASE MT10 RATE COST 

' 
PEA UTILITY t!tl5 

1 J.ONG TERM DEBT s OS OS OS 73.499,527 56.66% 8.91'- s.os .. 
2 SHORT-TERM DEBT 0 0 0 0 0.00% o.oos 0.00<;. 
3 PREFERRED STOCK 0 0 0 0 0.00% 0.00% o.oo .. 
4 COMMON EQUITY 0 0 0 55.112.011 42.49!'0 11 19 .. 4.75 .. 
5 CUSTOMER DEPOSITS 0 0 0 1.167.998 0.90'1'0 6.00% O.OS'-

.;) 6 DEFERRED INCOME TAX.ES 0 0 0 0 o.oos 0.00% 0.00, 
7 DEFERRED ITC'S- WTO COST 0 0 0 956.792 0.74% 9.86% 0.07% 
8 ADJUSTMENT FOR GAS Q 0 0 j1,0i5,47Z) -0.79% 11.19% -0.09% 

9 TOTAL CAPITAL s QS QS QS ] 2971Q.I~] ~ iNS 

PER STAFF teN 

10 LONG TERM DEBT s 307.402 s OS 1276.072)$ 31.330 3.&4% 10.74% 0.39% 
II SHORT-TERM DEBT 0 0 0 0 000% 0.00% 0.00% 
12 PREFERRED STOCK 1.233.500 0 (1.107.783) 125.717 ,.,,62% 6.00% 0.88% e 13 COMMON EQUITY 5.!M7.507 0 (5.34, .345} 606.162 70.48% , 1,43% 8.06% 
14 CUSTOMER DEPOSITS 41 ,673 0 0 41.&73 4.85% 6.00% 0.29% 
15 DEFERRED INCOME TAXES 55.175 0 0 55.175 642% 0.00% 0.00% 
15 DEFERRED ITC'S-WTO COST 0 0 0 0 0.00% 0.00% 0.00% 
16 OTHER Q Q Q Q 0.00% 0.00% Q,OO% 

17 TOTAL CAPITAL s 7,5852,51 s QS t6.725.200JS ~ l.QQ.QQ:! i.ID! 

RANGE Of' REASONAIUNE$8 y:pw !;fiGH 

RETURN ON EQUITY 9.43N. , ,43:? 

OVERALL RATE OF RETURN UlJ2 UUi 

L " 
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INOlANlOWN COMJ'ANY, INC. 
STATEMF.NTOF WAn!lt OPI!ItATIONS 
TEST YEAR I;NDED 12/lii'H 

DESCNPTION 

1 OPERATING RE\IENJES 

OPERATING EXPENSES: 

2 OPERATION ANOMAINTENAN.:E 

3 OEPAECIATtON 

4 AMORTIZATION 

5 TAXES OTHER THAN INCOME 

6 INCOME TAXES 

7 TOTAl OPERATING EXPENSES 

8 OPERATING INCOME 

9AATEBASE 

RATEOFREnJRN 

$ 

' 

' 
' 
$ 

TEST YEAR 
PEA AUDfT 

AUDIT AD.IISTUENTS 

449,029$ 

253.6418$ 

38.122 

(15.6821 

65.303 

65.600 

366.811 $ 

6.337$ 

(3.628)$ 

11 .510 

(9,1$3) 

0 

0 

(1 ,111)$ 

112.2181 u ... s 
--------·· ·------··· 

14,412 ' ····=····· 
127.51'!1. 

····=····· 

IAIANCE 
STAFF AVEJfAOE 

SCIII!DUU! NO. ) - A 
POCIIthT NO. 96GIIII - WU 

,:t:, AD.IISTUENT8 IIA&.MCE 
AEVEIIIIE 
INCREASE 

AEVEIIIIE 
AEQUIABIIENT 

• 

655.366$ 

250,().1() $ 

49.632 

126.875) 

65.303 

65.600 

365.700$ 

SUMS 

80.125 

111.t1'!io 

0$ 

OS 

0 

0 

0 

6 .336 

6.336$ 

(6.336)$ 

s 

455.366 s 

250,().1()$ 

69.632 

(26.875) 

65.303 

51.$3.& 

372.034$ 

83.332$ 

t3.21t .........• 
89.39'!1. 

(126.17t)$ 

-27.86% 

' 

(5,705) 

, •. 704, 

t5U0t)$ 

328.5a7 

250,().1() 

49.632 

(26.875) 

39.598 

5.229 

319.624 

(74.3701$ U63 
····-····· .......... . 

' $3.21t . ......... . 
9.61'!1. 

e 

e 
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IINDlANTOWN COMPANY, INC. 
SfA"'l!MI{NT OF W AS11:'W ATila OPI!RAn.ONS 
n !ST Yl~llliNDI!D 1:!/lii'H 

DESCIIPTION 

I 1 OPERATING R~EI'tJES 

' 

OPERATING EXPENSES 

2 OPERf,TION AND MAINTENAN:E 

3 DEPRECIATION 

1
.. AMORTIZATION 

5 TAXES OTHER THAN INCOME 
I 
6 INCOME TAXES 

17 TOTAL OPERATING EXPENSES 

I· OPERATING INCOME 

18 AATEBASE 

I AA TE OF RE1\JRN 

TEST YEAR 
PEA AUDIT 

AUDIT AOAISTMBtl'S 

s 502.022$ 4.681 s 
----------- ----------

s 312.659$ (1.461)$ 

62.321 ~.5.4$ 

122.913) 121.01111 

54.369 (668) 

33.900 0 

---------- ----------
s 440.536$ 23.3tl$ 

• 81.4M I {t8.112iS -··--·----· _________ ,__ 

$ 703.018 $ 

·······-=-· 
8.75% 

&••••••c•• 

"' 

STAFF AV~ 

SCtu;t>UI.l! NO. l - 8 
OOCIU!T NO. 960011 - WU 

~~MANCE 
PEA 

AUDIT AOAISTMEIIITS IIALNICE 
REVENUE 
INCREASE 

APIENUE 
AEQUIAIIIENT 

$06,703$ 0$ 506.703 s OS 506.703 

-----~---- ---------- ---------- ---------- -----------
0.~ 

311.382 s 0$ 311.382$ s 311.3!:2 

108,867 0 108.867 108.167 

(o&J.t31) 0 (43.t31 ) (43.t31} 

$3.701 0 S3.701 0 S3.701 

33.900 (6.340) 27.560 0 27.560 

---------- ---------- ---------- ---------- -----------
463.828$ (6 .340)$ 457.589$ OS ~1.589 

42.'7'741 6.~. ~.1141 OS ~.11. ---------·· ··---· -·-·-· ······-·-··. . .... ····-- ..... ·--··--
761 ,413 s 761.1138 s 761.1138 ....•..•.. ••-=•••c••• 

5.62% 6.~ 6.~ .......... ••c••••••• 

e 

e 
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