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CA$1 MCitGROUIID 

Indiantown Company, Inc. ( Indiantown o r utility! i s a Class B 
u t ility providing water and waste water servi c e to approximate ] y 
J . 677 water and 1, 585 wastewater customers .in Mart in Coun ty . 8 ,1:; >d 
o n a desk audit of the 1994 Annual Report f or Indiantown , ntalf 
began an informal investigation into potent1al overearnings . S taff 
requested an audit of the utility's books. Based on the audito r ' s 
s uggested adjustme n ts, it appeared t hat the utility wa s ea rn i uq a u 
ove r a ll rat e of retun1 of 7 5. 08\ f o r· 1 h e: water ::; )•stem. 

Indiantown's last rate case wa s fi na l ize d o n April 27 , J 9 8 3 . 
in Order No . 11891, Docket No . 8100 37 - WS. In t hat o t·de r, rate base 
was set and an authorized r e turn on e qui t y o f 16.35\ was approved . 
lude x a nd pass - t hro ugh inc rea::;e s we r e g rant e d t o t· yean: 19Hu 
t lu·ough 1994. 

By Order No . PSC-95 - 1328 - FOF - WS . issued Novembe r 1 . 1995. the 
Commi ssion authorized 10 . 43\ as the m1dpoint of Indiantown' s Return 
o n F.qu i ty IROE) for all r cqtllilr o r y J ll t·p osf"'R f'(( Pc- t I VP No v •>ml>•'l 1 
1 '1'1 ., 0 

('\ f\ t , , • 

, , •• 0 

• • V~ • 



• 

DOCKET NO . 960011-WS 
DATE : AUGUST 22 , 1996 

By Order No . PSC-96-0169-FOF-WS, issued on February 6, 1996, 
the Conunission initiated an investigation of the water rates and 
charges and ordered 1996 water service r eve nues o! $118,066 on an 
annual basis to be placed subject to r efund with intere::: t iu 
accordance with Rule 25 - 30 . 31)0, Florida Admiuist rative Code. It 
further ordered that Indi antown pruv ide till! Commission w 11 h ,, 
corporate undertaking as a guarantee o! a ny potential retuud of 
water revenues collected under intenm condi tions , and t hat by uo 
later than the t wentieth day of each month, Indiantown Compauy, 
Inc . . shall file a report with the Conuni ssion !':hawing the amount of 
revenues col lected each month and t he amount of revenues coll ected 
to date relating to the amount s ubJect to r e fund . 

By PAA Order PSC-96 -0657- FOF-WS, the Commission establiuhed 
rate base as of 1994, required a refund o f the 1994 Water Price 
Index Adjustment and reduced rates to remove the 1994 Water Price 
Inde x . 

This recommendation addresses the 1996 revenue requirement and 
disposition of the 1996 water service r evenues o f $118,066, on an 
annual basis, collected subject to r e!uud wi t h inte r est in 
accordance with Rule 25-30.360. Fl onda Admin istra t i ve Code . 
St·aff's review indica t·er. tha t Indiantown' s 19fJ6 p r·oi e c ted re tur·n on 
equity will exceed the range o! its l tH-utn ou t! l{U ity . e uth01i:~··d by 
Order No . PSC-95-1328 - FOF-WS for the wat e r system, will be wel l 
below the authorized range for the wastewater system and will be 
below the authorized range for the utili t y as a whole. 
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DOCKET NO. 960011 - WS 
DATE: AUGUST 22 , 1996 

DJS~SUQILQ.l ..ISSQ&S 

ISSQI 1: Will Indiantown Company earn i n e xcess of its authorize d 
return on equity (ROEJ for 1996? 

.. ~~· ... • .. Q&TIQI' Yes , the Commission should recognize $27, 076 in 
projected water revenue which exceeds Indiantown' s maximum 
authorized ROE of 10 . 43\ . The wastewater system will earn below 
its authorized range of ROE by $118 ,696. The utility . as a who l e , 
w1ll earn 8 . 44\ on e qui t y which is below i ts a u thorizert range o f 
ROE. (8 . DAVIS ) 

STArr MALYSIS: Indianto wn tile d ils p rojection of 1996 ea n11ng :; 
on July 8, 1996 . This project ion was based o n 1995 actual r esult n , 
January through April, 1996 actual r esul ts a nd t he utili ty ' s budg•·t 
for the remainder of 1996. Staff has reviewed the year t:wl 
proj ection and has recalculated the rate base as an average. Sta l l 
has also reconciled the capital to rate base, which was not 
included in the projection. The utility included the 199.; 
calculations for used and useful which statf belie ves i:; 
reasonable. Staff has recalculated inc ome taxes and property taxes 
based on the utility projection . With t hese adjustme nts, 
Indiantown's revenue above the maximum allowoo ROE of 11 . 4 3\, a s 
set forth in Order No. PSC- 95- 1328 - FOF-WS, for 1996 is C27, 076 f or 
the water system . The wastewater system is earnin g $118,696 b e l o·,.; 
the floor of Indiantown' s authorized range . As a who l e, the 
utility is earning 3 . 22\ ROE, which i s below t he authorize d range 
for ROE . 

Staff's analysis of Indiantown ' s 1994 earnings, as approved in 
Order PSC-96-0657-FOF- WS, showed the utility's water syste m earning 
revenue of $110,834 above its then maximum authorized ROE of 17.3 5\ 
and the wastewater system earning wi thin its autltorized range. By 
Order No . PSC - 95 - 1328 - FOF-WS t he Commi ssion autho rized 10 . 4 3$ , plus 
or minus 100 basis points , as the ROE f or all regulato ry purposes 
effective November 1, 1995, reducing Indiantown 's a uthorized ROE by 
592 basis points . In 1995 and 1996, Indiantown made substantial 
improvements to its water and wastewater facilitie s . In 1995, ,, 
major highway r e l ocation by t he I•' .I o r· j d a Dep<u·tm~nl u 1 
'l'nlnr:portation necessitate(J t he r e l ocation of e xisting wate r and 
wastewater 1 ines in downtown Indiantown . A new surge tank was 
installed at the main wastewater plant, 4" pumps were require d f or 
pond drainage and emergency pumping and the Indiantown Mari n a lif t 
station was repaired, whi c h include d extensive replacement o f 
c omponents . In 1996, the utility is impro ving i ts water rnilins by 
i n c 1·easing the size o f the mains a nd l o oping t he system t o correct 
a fire flow problem noted by Ma r t in County The county has al s o 
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DOCKET NO. 960011-WS 
DATE : AUGUST 22, 1996 

directed the utility to add new fire hydrants for better fi 1 : 

protect1on. This will relieve water pressure complaints as we ll ;1: : 
reduce leaks by replacing older steel water mains . The utili ty i :; 
also replacing wastewater mains that were damaged and are 
experiencing infiltration problems . As a res ult of the increase d 
rate bases due to these improvements, t he e arned return o n hnl II 
systems has falle n considerably . S1 ncP the wate r· impr nvt.•m.-ur :: 
occurred in 1996 , o nly the average <tmouut:; are iucluded iu sta t f • ~; 
a nalysis . Staff projects that 1997 water earuings will be wi thin 
the authorized range when the full impact o[ the improvements wil l 
be 1ncluded in rate base. 
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DOCKET NO . 960011 - WS 
DATE : AUGUST 22, 1996 

INDIANTOWN COMPAN Y, I NC. 
HI::VHNUE REOU l RflMHNT 
TEST 'f i-!AR EN Dim I ~/3 1 /':I {; 

Rate Base: 

Ut ility ProJ ect ion 

Reco nunended Ad j ustmen ts 

nccomnu:udod R.!l l e Base 

Minimum Return 111 C, , 4 ) t ROF: 

f~o tX 1 11lllln k t •! IIIII oi l II , 4 11. }((IE 

Requi red Net Operat ing Income 

Ach1eved Net Opera t ang Inc o me 

UtI I i t y Pt o j P<'t i o n 

l~cCUIIVnt; lldt!d /\tJ III:C I tllt.: lll II 

Recommended NOI 

Ac hle ved Rctun t on Equi ty 

Ach i e ved NOI Defi c ienc y ( Excess) 

R~venut! f!xpansi o n F'act o t· 

Revenue Inc rease ( Oecr etJsc J 

lldtit•VI'd Opc t'il t in<J llo •Vo' llllo' 

Revenue Requ i r·ement 

Pet cent l nc r edsc IUcc t edsc l 
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IJOCKE'r NO . 960011 - WS 
DATE: AUGUST 22, 1996 

ISSVI 2: What is the appropriate disposition of the water serv i c e 
revenues of $118,066, on an annual basis, s ub j ect to refund •..: ith 
inte rest in accordance with Rule 25 - 30 . 360? 

RIC'W"'PATlOih The corporate undertaking should be released a nd 
the utility be allowed to retain the revenues. lB . DAVIS ) 

STArr NIALYSISs Indiantown Company operates both water and 
wastewater systems with cormton management in identical servi ce 
areas . Of the 1,604 wate r and 1,519 wastewater customers !1 99 5 
count). only 85 customers, 5 .3\ of the total, are wate r· only . Til•: 
ut ility as a whole is earn ing a 3 .22 \ ROE whi c h i :; be l ow 11 ~ ; 
authorized range of 9.43\ - 11.4 3\ . 

Normally the Conunission has not netted water a nd waste wa t ,., 
earnings. For e xample, in Order No . PSC- 96 - 0 501 - FOF - WS , hame d c,n 
April 11, 1996 in Docket No. 960234 -WS, the Commission began an 
investigation of Gulf Utility Company's water rates although the 
wastewater system was not earning its authorized return. In t l.e 
Gulf Utility case, the water and wastewater customers we r e 
materially different and the Commission found that net ting thO? 
earnings was not appropriate . However. in Order No. PSC-92-1189 -
FOF- WS, issued on October 20, 1992, in Docket No . 920361 -WS, t he 
Commission did allow the netting of Kingsley s ervice Company ' s 
water and wastewater earnings for interim purposes. 

In Order No. PSC-96 -0595-FOF-WS, issued on May 7, 1996 in th i s 
docket, the utility noted that whil e its wate r operation s rna::• 
appear to be overearning, its wastewater operations appeat· to be 
underearning. It argued that "the Commission has just as much 
legal obligation to adjust one inequity as the other." Thr: 
Commission, however, found that it had fully considered both ::. l.e 
potential for overearnings in Indiantown's water operations and t he 
potential for underearnings i n 1ts waste wate r opet·ations i :1 
deciding to order a formal 1nvestigation only of t he wa t. <; :: 
operations' earnings. See, also, Order No . PSC-96 - 0595 - FOF- i: '· 
issued May 7, 1996, Denying Motion for Reconsiderat:ion . 

After investigation, the Commission found, in Orde r No. PS ..:-
96-0657-FOF-WS, issued on May 10, 1996, that as adjuste ::i . 
Indiantown's 1994 ROE was 50.77\ for the water system, which was 
above its maximum authorized ROE of 17.35\. The revenue in excess 
of the maximum authorized ROE was $110,834 . As adjusted, 
Indiantown's 1994 ROE was 17 .29\ for t he wastewater syst:.e m whi c h 
was within its authori zed range. The Commission found i t 
appropriate that the index adjustment collected in 1994 for t he 
water system, be refunded with interest. finding that t he 199 4 
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DOCKET NO. 960011-WS 
DATE: AUGUST 22, 1996 

price index contributed t o overearnutgs in 1994 for the water 
system 

For 1996. with the large amo unt o f c apital expendi t ure s 
d1scus s e d in Issue 1, the s ituat ion has c hanged . Now the wa t e r 
sys t e m 1s ove r e arning s light l y, but t he wastewa t e r s ys t e m J S we l l 
under 1ts authorized range TtlP wr~ t e r ov~ t ea rnings ni t ur•t ton 
appears to be temporary and rate adJ ustme n t i :.; no t i nd1 ca t e rt b<H;(·d 
on staff's estimate of 1997 earnings taking i n to account t he tul t 
amount of the 1996 plant addit1ons . Ratr:! adjustme nt f o r t he 
was tewater system could also be avoided by nett ing the e arning s t o t 
1996 . Even though the Cormtission declined t o d o so earli e r, give n 
these new circumstances, staff recommends tha t a s mall dmount o f 
netting is appropriate since the water and wastewa t e r sys t e m:. h iW f • 

a common service area and, for the most part. c ommon c us tome rs. 
contrary to the Gulf case. 

Staff believes that all concerne d w1ll be best se r ve d by 
allo wing the utility t o o ff set t he $118. 696 1996 a miUal wastewate r 
earn1.ngs deficit with the small amount. 5. 8\ o f wate r r evenue . o f 
water overearnings, amount i ng to $ 27, 076 annually. r·at her th;UI 
adjusting the wastewater rates . Thi s would be effect ive ly 
accomplished by releasing the corporate undertaking and all owing 
Indiantown to retain the revenue. On the other hand, if the 
Commission denies staff's recommendatio n and or~ders a r e fund o r 
othe r disposition of the e xcess water earnings, the appropriat •· 
amount is estimated to be ~24. 820 plus ~6 30 in in te r e st f o r a total 
of $25,450. This amount is based on statt• s us timated ovPt•~:arning: : 
for the period February. 1996 . when t he revenues we r e o rde r· ·d 
subject to refund, to December, 1996 wi t h inte rest cal c u l a ted i :: 
a ccordance with Rul e 2 5 · 30 .3 60 (4 1. Flo rida Admini st r ative Cod e . 
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DOCKET NO. 960011-WS 
DATE : AUGUST 22 , 1996 

USUI 3: Should t hi s docket be c losed ? 

BI~A'I'IOII: 
whose interests 
files a protest 
DAVIS ) 

Yes. This docke t s ho uld b~;: c l osed H no pP1::o11, 
are s ubs tantially affect e d by t he proposed acU o n, 
within the 21 day protest pe riod . (PELLEGRINI , H. 

STAPF MALYSIS: Staff r ecommends that t hi s docket be closed . rio 
fu rt he r action by t he Commt ssion is necessary perta i n1119 t o )ClOu 

earni ngs unless a person whose i nterests are s ubstan t tally affPc't•·ri 
by t he pro posed a c tio n he retn files .-. p r·ouwt witlu n till'' 21 do~ ·; 

protest period . 
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