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PREHEARING ORDER 

I . CASE BACKGROUND 

Lehigh Ut ilities, Inc . (Lehigh or ut ilit y ) i s a Cla ss A 
uti lity providing wate r and was t e water serv i ces t o appro x imately 
10 , 000 residential and commercial cus t omer s wi th i n Le hig h Acres , i n 
Lee County, Florida. Th e utility's 1990 Income Statemen t r efl ects 
an annual operating revenue o f $2, 6 10 , 371 a nd ne t ope rat i ng i ncome 
of $500,696. Lehigh is in an area which has be e n d esigna t e d by the 
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South Florida Water Management District as a c ri tical wate r supply 

problem area. 

On March 15, 1991, the Resolution Trust Corporation (RTC) 

became the receiver of Security Savings and Loan Association. The 

property held by Security Savings and Loan Association i nc lude d the 

stock of Land Resources Corporation (LRC} and its wholly-owned 

subsidiary, Lehigh. RTC transferred Le h igh to Semi nole Uti lity 

Company (Seminole) on July 1, 1991. This Commission approved the 

transfer of majority organizational control of Lehigh from LRC to 

Seminole in Orders Nos. 25391 a nd 25391-A, which were i ssuea on 

November 25, 1991, and February 24, 1992, respectively. The 

Commission last established rates for the Lehigh water and 

wastewater systems in Order No. 10981, issue d on July 8 , 1982 . 

On December 9, 1991, Lehigh filed an application for increased 

water and wastewater rates. The minimum filing requ i r ements (MFRs) 

were determined to be deficient. The deficiencies we re corrected 

o n April 24, 1992, which has been established as the official da t e 

of filing. The application for increase d rates is based on the 

projected test year ending September 30 , 1992. 

By Order No. PSC-92-0634 -FOF-WS , iss ued July 8 , 1992 , the 

Commission suspended the utility's proposed rates and granted 

interim r a tes subject to refund. 

II. PROCEDURE FOR HANPLING CONFIDENTIAL INFORMATION 

A. Any information provided pursuant to a discovery request 

for which proprietary confidential business information s tatus is 

requested shall be treated by the Commission and the parties as 

confidential. The informatic n shall be e xempt from Section 

119.07(1), Florida Statutes, pending a formal ruling on s uc h 

r e quest by the Commission, or upon the return of the information to 

the person providing the information. If no determination of 

confidentiality has been made and the information has no t been used 

in the proceeding, it shall be returned expeditiously to the person 

providing the information. If a determination o f confidentiality 

has bee n made and the information was not entered into the record 

of the proceeding, it shall be returned to the person provi ding the 

information within the time periods set forth in Section 367 .156 , 

Florida Statutes. 

B. It is the policy of the Florida Public Service Commis sion 

that a ll Commission hearings be open to the public at all times . 

The Commission also recognizes its obligation pursuant to Section 
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367.156, Florida Statutes, to protect proprie tary confide nt ia l 
business information from discl osure outside the proc e eding. 

In the event it becomes necessary to u s e con f identia l 
information during the heari ng, the fo llowing procedures will be 
observed: 

1) Any party wishing to use any propriet a ry 
confi dential business information, as tha t t erm i s 
defined in Section 367.156, Florida Statutes, sha ll 
notify the Prehearing Officer a nd all pa rties of 
record by the time of the Prehearing Co n fe rence , o r 
if not known at that time, no later than seve n (7 ) 
days prior t o the beginni ng of the hea r i ng. The 
notice shall i nclude a procedure to assure tha t the 
confidential nature o f the informa t i o n i s p r ese r ved 
as required by statute. 

2) Failure o f any party to comply with l) above s hal l 
be grounds to deny the party the opportunity t o 
present evidence which is proprietary c onf i d e ntial 
business information. 

3 ) Whe n confidential infor-mation is used i n the 
hearing, parties must have copies f o r the 
Commissioners, necessary staff, and the court 
Reporter, in envelopes clearly marke d wi th the 
na ture o f the contents. Any party wish i ng to 
examine the confidential material t hat i s not 
subject to an order gra nt i ng c onfidentia lity s hall 
be provided a copy i n the same fa s h ion a s provided 
to the Commissioners, subject t o exec utio n o f any 
appropriate protec tive agreement with t he owne r of 
t he material. 

4) Counsel and witnesses are cautioned to a void 
verbalizing confidential i n f ormation in s uch a wa y 
that would c ompromi se the con fidential in formation. 
Therefore, confidential i n formatio n s hou l d be 
presented by written exhibit whe n r easonab l y 
possible to do so. 

5) At the conclus ion of that portion of the hea ring 
that involves confidential i n formation , all c opies 
of confidential exhibits shall be returned to the 
proffering party. If a confidential exhibit has 
been admitted into evidence, the copy provide d to 
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the Court Reporter shall be r e tained in t he 
Commission Clerk's confidentia l files. 

III. PREFILEP TESTIMONY ANP EXHIBITS 

Testimony of all witnesses to be s ponsor ed by the parties a n u 
Staff has been prefiled. All testimony whic h has been prefiled in 
this case will be inserted into the record as though read after the 
witness has taken the stand and affirmed the correc tness of the 
tes timony and associated exhibits. All t estimony r emains sub ject 
to appropriate objections . Each witness will have the opportunity 
to orally summarize his or her tes timony at the time he or she 
takes the stand. Upon insertion of a witness' testimo ny, e xhibits 
a ppended thereto may be marked for i d e ntification . Afte r a 11 
parties and Staff have had the opportunity to object and cros s ­
examine, t he exhibi t may be moved into the r ecord. All olher 
exh i bits may be similarly identified a nd e ntered into the record a t 
the a ppropriate t ime during the hearing . 

Witnesses are reminded that, o n cross- examinat ion, r esponses 
to questions call ing for a simple yes o r nv answer s ha ll be so 
a nswered first, after whic h the witness may expla i n h is or he r 
a nswer . 

IV . ORPER OF WITNESSES 

Wi tness Appearing Fo r Issues I 

Direct 

Are nd J . Sandbulte Lehigh Polic y \Htness 

Bert T . Phillips Lehigh Policy Witness , 29 

Forrest L. Ludsen Lehigh 9, 10 , 22 , 23 , 25 , 
26 , 27 , 30- 32, 41 

Scott W. Vierima Lehigh 11, 16 , 20 

Bruce Gangnon Lehigh 12, 19, 29 , 35- 38 

Gerald c. Hartman Lehigh 5- 7 , 14 

Robert c. Nixon Lehigh 8, 17 , 18 , 39, 40 , 
4 2 , 44, 46 
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Wi tness APpearing For 

Direct 

Will i am Denny Lehigh 

Kimbe rly N. Dis mukes OPC 

Vict o r i a A. Montanaro OPC 

Samuel H. Gatlin OPC 

J a me s Grob Staff 

Wi lliam D. Allen Staff 

Ri c hard Brown Staff 

Rebuttal 

Be r t T. Phillips Lehigh 

Forrest L. Ludsen Lehigh 

Scott w. Vierima Lehigh 

Bruce Gangnon Lehigh 

Gerald c. Hartman Lehigh 

Charles L. Sweat Lehigh 

J udith J . Kimball Lehigh 

V. BASIC POSITIONS 

I ssues I 

3 

4' 9 , 10 , 13 , 23- 30 , 
33 

12 , 21, 35 , 36 

14, 15 , 2 1 , 34 , 45 

3 

3 

4 

33 

9 , 32 , 3 4 

15 

12 , 36 

4, 8 , 14 

13 , 2 1 , 45 

4 , 24 , 28 , 29 

LEHIGH: The Minimum Filing Requireme nts ("MFRs ") we r e in itia lly 
f iled by Lehigh Utilities, Inc . ("Le h igh" ) on Ma r ch 2~ , 

1992. The official date of f il i ng of t he MFRs wa s 
established by the Commiss ion a s Apri l 24, 199 2 . Le high 
requests a nnual revenues o f $2 ,051, 795 for wate r 
operations (a $430 1 552 or 26 . 56\ inc r ease) a nd a nnual 
revenues of $2,420 1 658 f or was t e wa t e r ope r a t ions (a 
$1 1 215 1 082 or 100.79\ inc rease ) . The se r e •·enue 
requirements are based on a proj e c t ed t es t yea r fo r t he 
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twelve months ended September 30, 1992, therefore , the 
projected year actually will have been completed prior to 
the commencement of the final hearings scheduled for 
October 1-2, 1992. Lehigh's need for rate relief is 
reflected by its rates of return and returns on equity 
for its water and wastewater systems during the projected 
test year. Under rates in existence during the projected 
test year (prior to the recently authorized intcrir:~ 

rates), Lehigh would experience a rate of return for the 
water system of only . 62 (a -11.1 5 r eturn on equity) 
and a negative rate of return for the wastewaLer syster.l 
ol -7.62\ (a -32 . 33\ return on equ1ty). 

The need for rate relief has resulted, in principal part, 
from additional investments in water and wastewater 
facilities of approximately $4.8 million and $7 . 8 
million, respectively, since Lehigh ' s last rJte cnsc 
(Order No . 10981 issued July 8, 1982 ) and in~.-r~ased 

operations and maintenance expense~ incurted over thd · 
same approximate ten (10) year period. operations nnd 
maintenance expense l.ncreases ::1nd capi tn 1 investments 
have been impacted by the need to co~ply w1th 
e nvironmental regul'\tions . A significant ~Jvent •.:hi c.: tl 
occurred since Lehigh ' s last ra tc f i 1 ing wa s the trans 1 Pt' 

of ownership of Lehigh into the family o f uti 11 tics 
operated by Southern States Utilities, Inc . ( " Southern 
States" ) . As a result of the transfer, wh1ch .,.;as 
approved by the Florida Public Sctvice Cor:~mi:>sion on 
November 25, 1991, Lehigh's administrat1vc and general 
( " A&G " ) and customer service operations arc coordinHcd 
with and provided by Southern S t ates . The A&G, custorcr 
service and other common costs of Lehigh and Southern 
States have been pooled and reallocated to all custc!"'cr5 
served by each of the syster:~s operated by ~outt,cr·n 

States . L('high believes the propo!icd allocation base J o1; 
customers is reasonable si nce each customer rccc i vr>s 
equal benefits from these services and would Lhu5 Lf' 
asked to contribute equally t o the costs. 

For these reasons as well as the reasons r eflected in the 
MFRs and the testimony and exhibits of Leh1gh ' s 
witnesses, Lehigh believes that the requested increa~cs 
in Lehigh ' s annual revenue requirements arc ju.ti f ied and 
the rates proposed by Lehigh are just and reasonable. 

QPC : For a variety of reasons the rates proposed by Lehigh nrc 
excessive. The case presente d by Lehigh fail5 to sustain 
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STI\F_...E: 

the utility ' s burden of proof in that it fails to show 
that the rates currently charged are unreasonable. 

The information gathered through discovery and prctilcd 
testimony indicates , at ttis point, that the utility is 
entitled to some level of increase . The specific level 
cannot be determined until the e vidence presented at 
hearing is analyzed . 

Staff ' s positions arc preliminary and based on materials 
filed by the parties and on discovery. The preliminary 
positions a re offered to assist the parties in preparing 
for the hearing. Staff ' s final position~ Wlll be based 
upon all the evid nee in the record and may differ trorn 
the preliminary positions . 

VI . ISSUES AND POSITIONS 

ISSUE 

POSITIONS 

OPC : 

STAF 

Do the pronounceme nts o ! t he Fina ncial Accounting 
stan~ar~s Boar~ l e gal l y compel t he commission to u s e any 
s pecific accounting metho~ology !or rate making 
proce~ures un~er Plori~a S t atutes? 

The issue is not one of legal compulsion but rather 
whether FASB 106 expenses arc prudently and necessarily 
incurred . Lehigh believes these costs are prudently 
incurred and s hould be recovered from customers . 

No . Pronouncements of the Financial Accounting Stand1rds 
Board are intended for purposes other than the economic 
regulation of utilities in the State of Florida and arc 
thus advisory at best and misapplied in fact . 

The Commission is not bound by the pronouncements ol the 
Financial Account1ng Standards Board , alLhough ~uch 
pronouncements may be valid and useful for ratcm,,~; i nq 
purposes. 
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ISSUE 2: May the Commission substitute SFAS 106 as the standard by 
which it judges whether utility expenses are incurred, 
and if incurred, whether reasonably incurred? 

POSITIONS 

LEHIGH: 

OPC: 

STAFF : 

The issue is not whether the Commissio n should s ubs t i t u t e 
a FASB 106 standard but rather whether such c osts o r 
projected costs are prudently and necess arily inc urre d. 
The utility believes these costs are prudently inc urre d 
and therefore should be recovered from ratepayer s . 

No. The commission is required to critically e xan ine al l 
expenses incurred by the utility, irres pec tive o 1 whe t he r 
they are addressed in SFAS 106, to determine whe the r t hey 
are reasonably incurred . The commiss ion c anno t dclnga t e 
any part of its jurisdiction t o the F1nanc1al Accoun Ll ng 
Standards Board. 

No. 

QUALITY OF SERVICE 

ISSUE 3: Is the quality ot service provided by the utility 
satisfactory? 

POSITIONS 

LEHIGH: 

QPC: 

STAff: 

RATE BASE 

The record establishes that the qual ity o 1 ~0rvice 

provided by Lehigh is safe, efficient and s ufficient , and 
in compliance with the standards promulgated by the 
Florida Department of Environmental Regulation. (Denn y ) 

No position at th is time pending cu~tome~ t estimony at 
the formal hearing. 

No position at this time, pe nding rec~ipt of cus t omer 
testimony. {Grob, Allen) 

ISSUE 4: Should plant-in-service be reduced by $695, 285 and 
$385,228 tor wator and wastewater , respectively, because 
ot missing or inadequate documentat ion? 

POSITIONS 

LEHIGH: No. Lehigh has presented an original cost s tudy and 
other documentation which confirms Le high ' s i nves men t in 
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OPC : 

STAFF : 

plan t in service during the period 1981 through 1985 . 
Lehigh believes documentary support of the requested 
plan t i n serv ice for t he period 1986 through 1991 exists 
a nd can be produced . (Hartman, Kimball) 

Agree with staff audit except i o n no . 1 . (Di~mukes) 

Yes, u nless sufficient supporting doc umentati on is 
produced for the record . (Brown) 

ISSUE 5: Should a marg in res rve be included in the calcula t ions 
ot used and useful plant? 

POSITIONS 

~EHIGH : 

Q_f£ : 

STAfF: 

Yes, a margin reserve s hould be included f or wat-er 
treatment distribution facilities and wastc~1tcr 

treatment and collection facilities. (Hartman) 

No. 

Yes, a margin reserve should be included f or the water 
and wastewater treatment fac1litics only . 

ISSUE 6: What is the appropriate method to d e termi ne ma r gin 
reserve? 

POSITIONS 

LEHIGH: The Utility agrees with sta!f . (Hartman) 

QEQ : Regression analysis is inappropriutc to usc in this ~u~c . 

STAff : The appropriate method t o determine marg1n reserve is 
regression analysis . 

I SSUE 7 : What is the appropriate amount ot used a nd useful plant 
tor Lehigh Utilities , Inc.? 

POSITIONS 

L~HJGH: ~direct testimony of Gerald c. Hartman, Exhibit ll o . 

(GCH-2) and supporting schedules in the ~inimum t iling 
requirements: 

Raw water and water supply we lls - 100\ 
water treatment plant - 82 
Finished water storage - 91\ 
High service pumping - 100\ 
General plant (other facilities) - 100\ 
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Wastewa t e r treatDent p ldnt - 100\ 
Transmission and distribution - 88\ 
Collection a nd pumping station - 89\ 
Effluent disposal - 81\ 
(Hartman ) 

~: Neither margin reserve or fill-in lots should be included 
in used and useful . 

STAff : Agree with utility. 

~SSUE 8: It a margin reserve i s included i n the used a nd usefu l 
determination, s houl d CIAC be i mputed a s an of f se t ting 
measure? 

POSITIONS 

LEHIGH : No imputation of CIAC against marg1n reserve is 
appropriate. The margin reserve is requ1rcd br>cau~0 

Lehigh must stand ready to serve regardless of whether or 
not future customers materialize. An imputation of CIAC 
penalizes Lehigh by preventing recovery on the investment 
required by Lehigh to stand ready to ~erve. This pennl y 
is premised on a minimum of two speculative assumptions : 
(1) c ustomers will materiali :'e , and (2) 1t the time 
customers materialize , the CIAC l evels collected -v.•ill llc 
t h e same as those imput.ed in this proceeding . (l~ i>:on) 

Qf,Q: Yes. 

STAFf : Yes, CIAC should be imputed to o!1set the ma rg i n r eserve . 

~~: Should general plant be allocate d a mong o p e rat i ng s y stems 
based on relative cus t omer n umbers o r is anoth er me thod 
o t al l ocation more appropr i ate? 

POSITIOHS 

LEHIGH : 

OPC : 

STAFF : 

General plant should be allocated based o n nunber o t 
customers . (Ludsen) 

The number of customers is not nr>cessurily the 
appropriate method . (Dismukes) 

Subject to evidence to the contrary , goneral plant should 
be allocated based on the number o! c ustomers. 
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.lilSOE 10: What is the appropriate amount ot allocated generil l 
plant? 

POSITIONS 

~: 

STAff: 

The appropriate amount of allocated general plllnt.: i~ 

$813,069 !or water and $636, 178 for wastewater. Sc(' 
Schedule A-J of the MFRs. (Ludsen) 

Lchiqh's share of general pl~nt is dcpcndanc on 
allocation measures and other matters which arc addressed 
in other issues and subject to further development of the 
record. The utility's general plant should be reduced l! 
$33,050 and the associated accumulaccd dcprcc11t1on 
should be increased by $13,431 to ctfcctuate the 
allocation or these common costs to the u il1ty ' s 
acquisition efforts . (Dismukes) 

Lehigh ' s share of general plant is dependant on 
allocation measures and other matters which arc addrc~sed 
in other issues and subject to turther development o f thP. 
record. Any adjustment for space attribut~ble to 
acquisitiors would be dcminimus. 

ISSUE 11 : What is the appropriate method to calculate working 
capital and vhat is tho proper amount to be included 1n 
rate base? 

POSITIONS 

LEHIGH: 

QK : 

~: 

Working capital :::;hould be calculated pursu.:lnt to the 
formula method of 1/8th o1 Operat1ons and Ma 1n enilnl:e 
expenses in accordance with (1) the Comm1ssion ' s MfRs and 
Rule 25-30.437, F .A .C., requiring an applicant to provide 
the information required by the 11FRs, and ("') Order 11os . 
21202 and 21627 issued May 8, 1989 and July 8 I 1989 1 

respectively. (Vierima) 

Work1ng capital s hould be calculated using the balance 
sheet . 

The formula method (l/8th of opcrat1on and m.,intcnc~nc•' 

expense) should be used to calculate working capit.d . 
The amount of working capital to be included in rate base 
is subject to resolution of other issues . 
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I SSUE 12: I! the Commission 
purposes, what is 
unfunded liabili ty 
than pensions? 

adopts SFAS 106 for ratemaki ng 
t he appropriate trea tment of t he 
tor post-retirement benefits other 

POSJTIOllS 

LEHIGH: 

orr : 

STAFF : 

POSITIONS 

LEHIGH: 

Unfunded liabilities should be treated in the .. 11nncr 
indicated in the Commission's propo~ed Rul~ 25-lt..Ol2, 
F.A . C. , approved by the Comm1ssion at the August 18, 1~92 

Agenda Conference (Docket No. 9108~0-PU) . :cangnon) 

SFAS 106 is an inappropriate method for measuring poet ­
retirement bcneflts for ratcmaking . If, however, the 
Commission should adopt this methodology any":ay, the 
amount of tho unfunded liability should be retlcc~ed in 
the capital structure as a zero cost source ot capttdl . 
It it is the intent of the Commission to reduce r.tte lJ1sc 

by the amount of the unfunded liability, then the linal 

order s h ould reflect that 1ntent .tnd outline ho·,, Lhe 
increasing unfunded liability will reduce r<1tc b.wc in 
the future. (Montanaro) 

The unfunded liability should reduce ra • b~sn. 

Wbat adjustment should be made t o r ate base for the 
purchase o! 85 acres of land from a related p a r ty . 

No adjustment is appropriate . (Sweat) 

~: The land should ba recorded at the lower o1 mat·h· or 
book value. (Dismukes) 

SIAFF: Should be recorded at the cost when the land wa~ first 
dedicated to public service . 

ISSUE 14: Should adjustment s be made c oncerning tho amount of CIAC 
included in the rato base? 

POSITIO!lS 

LEHIGH: No adjustment to CIAC concerning till-in lots is 
appropriate. ( Hartman) 

~: Yes. An adjuatment should be made to increase CIAC tor 
the usc of fill-in lots in the calculation of u sed and 
useful. (Gatlin) 
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STAFF: Pending further development of the record, 
adjustment to CIAC may be appropriate. 

some 

ISSOE 15 : Sbould an adjustment be made to recognize any part of the 
escrow account identified in MP'L' s Due Diligence r eport? 

POSITIONS 

LEHIGH: 

OPC : 

STAFf: 

No adjustment is appropriate. (Vierima) 

The Commission should further evaluate the need for an 
adjustment associated with the $4 million Escrow Account 
discussed is the Due Diligence report included as 
Attachment A to the testimony of Mr. Gatlin . (Gatljn) 

No, pending further discovery . 

ISSUE 16: Should rate bas e be reduced tor a negative a cquisition 
adjustment? 

POSITIONS 

LEHIGH : 

STAFF: 

No . (Vierima) 

Yes. 

No. Order No. 25391, issued November 25, 1991, approved 
a stock transfer of majority organizational control. The 
rate base balance did not change. Therefore, no 
acquisition adjustment resulted . 

ISSUE 17: What is the rate base amount? 

POSITIONS 

LEHIGH : A water rate base of $4,353,973 and a wastewater rate 
base of $6,562,749 as reflected in Schedules A-1 (water) 
and A-2 (wastewater) of the MFRs . (Nixon) 

~: Amounts arc arithmetic calculations subject to the 
resolution of other issues. 

STAFF : The final amount is subject to the resolut ion of olher 
issues. 
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COST OF CAPITAL 

ISSUE 18: Has the utility removed the equity att ributable t o ga s 
and garbage operations from t he equity porti on o f c apita l 
structure? 

POSITIONS 

LEHIGH: 

Q.f.Q: 

STAff: 

Yes. The utility has removed equity attributab l e to gas 
and garbage operations from the equity port ion o f the 
capital structure. (Nixon) 

Agree with staff. 

Any investments in non-utility operations sho u l d be 
removed from equity. 

ISSUE 19: Wbat is the appropriate amount ot accumulat ed d eferred 
income taxes to be i nclude d in tho tes t y e a r c a pital 
structure? 

POSITIONS 

LEHIGH : 

~: 

STAFf: 

The appropriate amount is s ho\-m i n the iFRs , at zero 
cos t. (Gangnon) 

No position at this time . 

The final amount is subject to the resolution of o ther 
issues . 

ISSUE 20: What is the apr ropriate overall cos t of c a pita l i ncluding 
the proper components, amounts , and cos t r ate s associated 
with the capital s tructure? 

LEHIGH: Fall-out issue based on capital structure per the minimum 
filing requirements and the resolution of other issues . 
(Vierima) 

~: Amount is an arithmetic calculation subject t o the 
resolution of other issues. 

STAFF : Fall-out issue based on an appropriate capital struc ture 
and the determination in the issues above. 
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OPERATING INCOME 

ISSUE 21: Is an adjustment necessary t o impute revenue a ssocia t e d 
with the utili ty's reuse of effluen t? 

POSIT.IQ!§ 

LEHIGH: 

~: 

STAff: 

No. (Sweat} 

Yos. The utility's test year revenues should be inc r eased 
by $36,500. (Gat l in) 

Yes. The utility ' s tes t year r e venues s ho u ld be 
increased by $15,549 ($.105 per 1, 000 g al l o ns x 400 , 000 
gpd) 

I SSUE 22: Should the uti l i ty's pr opos ed e sca lat i on rate for payroll 
(5%) be approved? 

POSITIONS 

LEHIGH: Yes . (Ludscn} 

Q.f.Q : No position. 

STAFF : The increase for payro l l should be 3 . 63• . 

ISSUE 23: Is the uti lity's proposal to allocate administrative and 
general expenses and cus tomer accounts expenses based 
upon relat i ve c ustomers reasonable? 

POSITIONS 

LEHIGH: 

~: 

STAIT: 

Lehigh 's proposed allocation of administra tive a nd 
general and customer service expens e s bas ed o n numbe r o f 
customers is reasonable. (Luds en) 

The Commission should conside r metho ds o the r than the 
number of customers f o r allocating A&G cost s b~ ween t he 
Southern States Ut1lities and Lehig h Util i t ies I nc . 
customers. (Dismukes) 

Absent evidence to the contrary, these c o:.;mon e xpe nses 
should be allocated on the basis of rel ative c us t omer s . 

ISSUE 24: Is an adjust ment necess ary to allocate a portio n o f tho 
common costs to the utility's acquisitio n effor ts? 

POSITIONS 

LEHIGH: No. (Dismukes, Kimball} 
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~: Yes. The utility ' s common A&G expenses should be reduced 
by $15,655 to effectuate the allocation ot these common 
costs to the utility ' s acquisition efforts . The 
utility's depreciation expense should be reduced by 
$2, 293 to effectuate the allocation of general plant 
common costs to the utility's acquisition efforts . 

STAFf : No position at this time pending further discovery . 

ISSU 25: Is an adjustment necessary to remove non-recurring cost~ 
associated with the merger ot the SSU affiliates and 
subsidiaries? 

POSITIONS 

LEHIGH : No. {Ludsen) 

~: Yes. The utility's test year O&M cxpen::;cs should l.le 
reduced by $1,079. {Dismukes) 

STAFF : Yes . 

ISSUE 26: Is an adjustment necessary to move cash discounts above 
the line tor ratemaking purposes? 

POSITIONS 

STAFF: 

No . {Ludsen) 

Yes. Net operating income should be inc reased by $719 to 
move cash discounts above the line for ratcmaking 
purposes. (Dismukes) 

Yes . Cash discounts taken should be accounted for above 
the line. 

ISSUE 27: Is an adjustment necessary to remove charitable 
contribut ions for the test year? 

POSITIONS 

LEHIGH : With the sole exception of $181.00 inadvertently included 
in the minimum filing requirements ($103.00 attributable 
to water; $78 . 00 attributable to wastewater sec 
response to Public Counsel Interrogatory No. 22) , the 
utility believes that it has removed all charitable 
contributions from the minimum filing requirements . 
(Ludsen) 
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~: 

STAFF: 

Yes. The utility ' s test year O&M expenses should be 
reduced by $181. (Dismukes) 

Although the utility has removed some charitable 
contributions from the test year, some adju5tments may be 
necessary to remove additional charitable contributions. 

ISSUE 28: Is an ad j us tment neces sary 
prof essional study expenses 
year? 

to r emove non- recurring 
i nc urred during t he tes t 

POSITIONS 

LEHIGH : No . (Kitnba 11) 

~: Yes. The utility ' s test year 0&!1 expenses should be 
reduced by $2,040. (Dismukes) 

STAFF : Some adjustment to remove non-recurring professional 
study expenses may be necessary. 

ISSUE 29: Is an adjus~ent necess ary to remove chamber of commerce 
dues , other dues, and expenses a ssociated with public 
rela tions e fforts f rom the tes t year? 

POSITIONS 

LEHIGH : 

~: 

STAFF : 

No, the utility and its customers receive benefits from 
membership in these organizations which should not be 
classified as "public relations efforts." (Kimball , 
Phillips) 

Yes . The utility ' s test year O&M expenses should be 
reduced by $280. (Dismukes) 

Any expenses determined to be related to image building 
should be removed. 

I SSUE 3 0: Is t he level of relocati on expe ns e s f rom the t es t year 
reas onable? It not, i s an adjustme nt appropria t e? 

~ITIONS 

LEHIGH: 

STAFF: 

No . (Ludsen) 

No position at this time. 

An adjustment may be 
relocation expenses for 

necessary to remove 
he test year. 

excessive 
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ISSUE 31: Is an adjus tment necessary to l e gal expenses ? 

POSITIONS 

LEHIGH : No. (Ludsen) 

Yes. 

STAFF : No position at this time . 

ISSUE 32 : What is the a ppropri ate amount or tes t ye ar allocated 
adminis trati ve and g ene ral expenses? 

POSITIONS 

O.E.Q : 

STAFF : 

$368,508 for water and $288,336 for wastewater per Volume 
II of the MFRs. (Ludsen) 

A portion of the common A&G costs s hould be allocated to 
the utility ' s acquisition efforts. 

No position at this time pending further discovery . 

ISSUE 3 3: Should an adjus tment be made to att ribute a portion ot 
tbe gain on the sale of st. Augus t i ne Shores to Le h igh 
customers. 

POSITIONS 

LEHIGH: 

OPC: 

STAFF: 

No. (Phillips) 

Yes . An adjustment to increase test year income for the 
water operations by $50 , 156 and for the sewer operations 
by $39 ,211 is necessary to recognize the gain on the sale 
of St . Augustine Shores. (Dismukes) 

An adjustment may be appropriate to allocate a portion of 
the gain on the sale of St . Augustine Shor~s, amortized 
over 4 years , to Lehigh customers . 

ISSUE 34: What is the a ppropriate amount of r ate c ase expense? 

POSITIONS 

LEHIGH: Lehigh will update rate case expense shown in the MFRs at 
the evidentiary hearings to reflect actual to date and 
projected reasonable and prudent rate case expense. 
(Ludsen) 
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STAFf: 

The appr opriate amount of rate case expense that should 
be char ged t o ratepayer s is 50\ of prudently incurred 
expenses . (Gatlin) 

Only prudently incurred rate cose expe nse s hould be 
approved. Further, adjustments may be necessary to 
remove excessive accounting charges , c harges f c ::­
determining and reconciling the undocumented plant 
additions. 

I SSUE 35: What is the appropr i ate expens e f or p ost-re t irement 
benefits other than pensions tor the t es t year? 

POSITIONS 

LEHIGH: 

STAFF : 

$71,682 for wate r and $56 ,087 for wastewater per Schedule 
B-3 of the MFRs. (Gangnon) 

Any cost included in the measurement of post-retirement 
costs using SFAS 106 or any other method of calcul~t1ng 
this alleged cost, which does not represent a known ~nd 
measurable legal liability, s hould be removed for the 
presentation of the post-retirement benefit costs tor 
ratemaking . The appropriate expense for post-retirement 
benefits other than pensions tor the t est year is the 
current pay-as-you-go-anount. At the time of the 
deposition the utility witness did not know the amount . 
OPC is awaiting a late-filed exh ibit. (Montanaro) 

Upon proper showing, any reasonable amount ot OPEBs 
should be allowed and should be accounted for pursuant to 
FAS 106. 

I SSUE 36: Is a parent debt ad j us tment appro priate? 

POSITIONS *The parties and s taff agree that a p~rent debt 
adjustment is necessary and that the f1na l amount is 
subject to the resolution of other 1ssues . The issue has 
been lett in the Prehearing Order in order to facilitate 
the preparation of the final rates recommendati o n . 
(Gangnon) 

ISSUE 37: Should an adjustment be made t o i ncome t axes for t he tax 
l o ss carry forwards of tho u t ility? 

POSITION~ 

LEHIGH : Lehigh has no t ax loss carry forwards. (Gangnon) 
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~: Yes . 

STAff : Yes , if an actual loss carry forwards exists. 

1 SSOE 38: Wbat is tbe appropriate amount ot income tax expe nse to 

be included in the test y@ar. 
POSITION$ 

LEHIGH : 

~: 

STAFF : 

$ 1 1 9, 226 for water and 
Schedules B-1 and B-2 , 
(Gangnon) 

Fall- out issue. 

$179,711 for wastewater per 
respectively, of the MFRs. 

This is a fall-out issue and the final amount 1s s ub ject 

to the resolution of other issues. 

ISSUE 39: What is the adjusted operating income a mount befor e a ny 

revenue increas e? 
f_OSITIONS 

LEHIGH : 

~: 

STAff: 

Fall-ou t issue . (Nixon) 

Fall-out issue . 

The fi nal amount is subject to the resolution o t o cher 

issues. 

REVENUE B~OOIBEM~ 

ISSUE 40: What ia the rovenuo roquiromont? 

POSITIONS 

I EHIGH: Fall-out icsuo . (Nixon) 

~: Amounts arc ar1thl':lct1c calculations subject t o the 

resolution of other issues. 

STAff : The fi nal amount is subject to the resolution o1 o the r 

issues . 
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ISSUE 4 

POSITIONS 

LEHIGH: 

STAFF: 

In determining whether any portion of the i nterim 
increase granted should be refunded, how should the 
retuneS be calculated, and what is the amount of the 
retuneS, it any? 

Lehigh believes tho rate relief requested is justitind. 
Therefore, no refund of inter~m rates is expected since 
the proposed final rates exceed the 1nterim r~tes 

authorized by the Commission. (Ludsen) 

No position. 

The final revenue requirement should Le adjusted 1 or 
items not representative of the per1od inter1m rate~ were 
in effect before comparing the final revenue requ1rc~~nt 
with the interim revenue requirement to determine .,.hether 
a refund is necessary. 

FINAL RATES AND RATE STRUCTURE 

~r~s~s~u~~~2: Wbat are the appropriate water and wastewater rates? 

POSITIONS 

LEHIGH: Fall-out number. (Nixon) 

No position. cf . , Issue 47. 

STAFF : No position at this time. 

ISSUE 43: What is the appropriate amount by which rates s ho uld be 
reduced tour years after the established effective date 
to reflect the removal of the amortized rate case expense 
as required by Section 367.0816, Florida Statutes? 

POSITIONS 

LEHIGH: 

STAFF: 

Fall-out number. 

No position. 

Fall-out number. 
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ISSUE ••= Should the current wastewater gallonage cap be reduced 
from 10 , 000 gallons to 6,000 gallons? 

POSITIONS 

LEHIGH : 

.s.IAIT: 

The utility has proposed a 10,000 gallon wastew~ter c~p 
but does not have any objection at this tine t o a cap o t 
6,000 gallons so long as revenue requ1rements are met. 
(Ludsen) 

No position. 

Yes , the utility ' s current wastew.Jter cap !jhould lc 

reduced from 10 , 000 gallons to 6,000 gallons . 

ISSUE 45: What is the appropriate charge for effluent sold to the 
North Golf course? 

POSITION~ 

J,EHIGH: 

STAFf : 

The appropriate charge for effluent sold to the tJorth 
Golf Course is 10 . 65 cents per 1,000 gallons. cs~cat) 

A minimum charge for the effluent s hould be $ . 2~ pc:· 1000 
gallons unti l the actual cost to the utility can l c 
determined. fGatlin) 

The appropriate charge for effluent should be l O . u~ cents 
per 1,000 gallons with a 400, ooo gpd minimum . 

MISCELL~NEOUS 

ISSUE 46 : Are adjustments to tho utility's propos ed allowance for 
funds prudently invested (AFPI) charges necessary? 

POSITIONS 

LEHIGH: 

~: 

~li: 

No. The Commission should approve the proposed '"; P 1 

charge. (Nixon) 

Agree with Staff . 

An adjustment may be necessary to ref 1ect net pl01nt, 
r eturn on equity using the current leverage grc~ph <~nd 

other possible adjustments pending discovery. 
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VII. EXHIBIT LIST 

Witness Proffered By 

Hartman Lehigh 

Nixon Lehigh 

sweat Lehigh 

Ludscn Lehigh 

I.D. No. 

GCH-1 

GCH-2 

GCH-3 

RCN-1 

CLS-1 
(Rebuttal) 

F'LL-1 

FLL-2 

F'LL-3 

F'LL-4 

FLL-5 

FLL-6 

oescription 

Density Agreement 

Used and Useful Summary 

Original Sludy of 
(Rebuttal) Portions ot 
Lehigh Utilities, Inc . 
for SSU -July, 1992 

List of 
Dockets 

Pr1or 

Memorandum of 
Understanding 

FPSC 

Financial Rate and 
Engineering MFRs ot 
Lehigh Utilit1es, Inc. 

Supplementa Intormat1on 
Submitted on A~ril 24, 
1992 Concerning Leh1gh ' s 
Analysis of O&M Costs as 
Compared to the 
Commission Bench~ark 
Guideline 

FPSC Septemtcr 1988 
Management Audit Report 

PSC Audit Correspondence 

Pre and Post Audit Report 
Staffing Modifications o1 
Lehigh/Southern States 

Descriptions of the 
Duties and 
Rosponcibili ties ot the 
Administrative and 
Operations Departments of 
Lehigh/SSU 
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Witness Proffered By 

Kimball Lehigh 

Dismukes OPC 

Montanaro OPC 

I. D. No . 

JJK-1 
(Reuuttal) 

JJK-2 
(Rebuttal) 

JJK-3 
(Rebuttal) 

JJK-4 
(Rebuttal) 

JJK-5 
(Rebuttal) 

JJK-6 
(Rebuttal) 

JJK-7 
(Rebuttal) 

JJK-8 
(Rebuttal) 

KBD-1 

VAM-1 

VAM-2 

Description 

Reconciliation of Plant 
in Service from General 
Ledger to Audit ed 
Financia l Statements 

Price Waterhouse Plant 
Audit \lorkpapers 

Audited Financial 
Statements 

Reconciliation o f 
Aud i ted Fi n ancial 
Statements lo Tax Returns 

Ending Consolidated 
Bala nce Sheet 

Reconciliation ot 
Contributions in Aid o f 
Construction Be tween the 
General Ledger and the 
Audited Finan c11l 
Statements 

Reconciliation of CIAC 
from Tax Returns to 
Audited Finan cial 
Statements 

Price Waterhou~e CIAC 
Wo rk papers 

consisti n g 
schedule; 
s e t t i n g 
Qualifications 

of one 
Append ix 

f o r t h 

GTE letter to FASB 1 Nov . 
9 1 1989 

GTE letter to FASB 1 June 
28 1 199() 
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~~ Proffered Bv I.D . 

Montanaro OPC VAM-3 

VAM-4 

VA.M-5 

VAM-6 

VAM-7 

VAM-8 

VAM-9 

Gatlin OPC SHG-1 

Brown Staff RB-1 

No. Description 

Joint Letter July 11, 
1990 to US Til. re : FASB 
conference call 

Actuarial Valuat1on o t 
current and Alte r nat i ve 
Benefits 

Foster and Higgins Study 
of Health Care Bene t l t 5 

Late filed Deposi r ion 
Response He witt a nd 
Associates 

GTE ' S August 7 , 1989 
Letter to the FASB 

Goodwin's corn~ents f",\513 IS 
ED November 1 , 1989 

Proposud Actuaria l 
Compliance Gu ide l ine f o r 
SFAS 106 

Due Diligenc e Report , 
March, 1991 

Audit Report dated Augus t 
4, 1992 

Parties and Ztaff reserve the right to identify addit iona l 
exhibits for the purpose of cross-examinatlo n . 

VIII. ~ROPOSEP STIPVLATl~ 

The following stipulations we entered i nto by the utility, s t a ff 
~nd OPC, unless otherwise indicated. The Lehigh Fire Contro l dnd 
Rescue District did not participate in the Pre-prchear;ng. 

1. The testimony of James Grob and William D. Allen pre ­
filed on behalf of staff is to be inserted into t he 
record as though rc d. The appearance of these witnesses 
will be excused. 
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2 . The utility and staff h a ve agreed that the cost c 1 eJUlty 
should be set using the leverage formula in effect ~ the 
time of the Agenda Conference for the final order in this 
case. OPC took no position. 

3 . The utility and staff have agreed that the appropriate 
cost rate for variable rate debt should be buscJ on 
benchmark (Prime, LIBOR or other) rates current ~ th0 
time of hearing. OPC took no position. 

4 . The escalation factor for projected expenGes shoul lc 

based on the price index factor in et•ect ilt the t1~c 01 

the Agenda Conference on the tinill rates . (~8 frv. he 
f i rst draft) 

5 . The $7 I 500 of DER r incs chc\rged to Miscellaneous r:xpen:.:;Ps 
should be removed from est yeur expenses. (~9) 

6 . The utility's requested miscellaneous service chnrgc~, 
which f o llow Second Revised Staff Advisory Uull~tin (SAH) 

No. 13 . should be approved OPC ook n o pos1 ion (L- , 
OPC- , S-35 Draft 52) 

7. Per Audit exception No. 4, Miscell.Jneous Lxpens<':.:; of 
$ 2 ,000 and $700 for water and wastewaL~r, re~rec iv•ly, 
should be removed from test year expcn•es . AJ.L, 

wastewater contractual serv1ces o f $1,700 tor tt.e 
histo rical test ye1r should be removed . (30) 

IX. PENDING MOTIONS_l\~0 OTHER PR..EIJMUJAB.Y..J1AITF,RS 

1. Lehigh ' s Request for Conlldcntial Classlti<.:iltion .tnd 
Mot1on for Protective Ordet tiled on September '· 1~~2 

(and relatea Motion tor Te~pcrary Protect1ve Ordct 1 il~d 

on July 7 , 1992). 

2 . Lehigh ' s Second Request f or Confident1al Clussif ic.1tion 
and Motion for Protective Order filed on September R, 

1992 (and related Second Motion for Temporary Prot'<.:ti~c 
Order filed on Augus t 17, 1992) . 

X. RULINGS 

The Prehearing Officer granted Lehigh ' s request, tiled June 3, 
1992, for waiver of Rule 25- 22.0406(4) (<1), Florida 
Administrative Code, regarding rate case synopsis. 



OHDER IW. PSC-92-1082-PHO-WS 
DOCKI:.~r tlO . 911188-\vS 
PAGE 27 

The Prehearing Officer ruled that OPC ' s direct tc t:"'lony .srHl 

revised testimony would be deemed timely filed anJ ~d~is~.l .< . 

However, should any appellate proceeding necessit"ltc ~hP 

filing of such testimony 1n accordnnce "'lth lH ri1; 

F:st<tblishing Procedure, OPC shall be<u· the burden o : 
contorming such testimony to the requin..m••nt.:!.i s~t ! O l"t.l. 1 11 t.h <• 

Order Entablishing Procedure. 

It is therefore, 

ORDERED by Conmissioner 8P.tty Eusley, ciS PrchCiH' inCJ 0 ! 1 i C.:\'' )" I 

that this Prehearing Ord~r shall govern tlw conduct o 1 tlll :, , 
proceedings as set forth above unless modified l>y ·he Co:-1nissi o : . . 

By ORDER of Commissioner Bet y Easley, dS Prc!h e aring 0 ! • i cC' !", 
this __JQit,L dny of ---..S.cmcmt>er , _ 19.92._ . 

( S E A L 

BE/CB/LK 

- /~dt ~~·. /<~ . .- -
. 'f • . . ..... ; ' \ .. ... Ill l"fJ L .:> Lo. l I l l s .• • o .. ~.o~ 

and P chcn t·lrg )J ll c •• r 

t!QTICE Of FURTJH.R PROCEI'-J2J!lGS OfL!!.'ll.l.£I.b.L R[VJ f.;: 

The floridn Public Service Co..,..nis~don i s r·~>q llin.!d hy 5 •:!C t lc.r' 

120.59(4), f-'lor1da Statutes , to notlly p cl r· 1" ~· o : ,1ny 
aoministnttive hearing or judicial review ot Cor.u:li:;:-;1 o n onwt·s th <.~:.. 

i~ available under Sections 120.57 or 120 . 68 1 rloridn S ~ c~ t l: .~s . us 
well as the procedures and time limits thnt c1pply. '!his no ic12 
should not be construed to mean all requests for an administrnt i ~~ 

hearing or judicial review will be granted or result in t:hc relic!t 
sought . 

Any party adversely affected by thi~ oni e r·, ·.·:hi c h i~· 

preliminary, procedural or intermediate 1n n ,1 ·ur·c , mai' n.~qt1 0st: 1 ) 
reconsideration within 10 dnys purStnnt o Hulc :>'", - 22 . 038( .') , 

Florido Administrative Code , it issued by .s Pn•IH'cll"lrH J Ot l lCf' t · ; .') 

reconsideration within 15 days pursuant to nulc 2~- ?2 . OGO , Fl o n o.s 
Administrative Code, tf issued by the Commiss ion; o r· J) j udi ci.t! 
review by the Florida Supreme Court , in the c lsse o 1 <tn t.!lcc t.rt c , 
gas or telephone uti 11 ty, or the: First Distr i.ct Court 01 ;,ppe<~ 1 I 1 n 
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the case of a water or wastewater utility. A mott o n t o z· 
reconsideration shall be filed with the Director, Divi sion o ! 
Records and Reporting , in the form prescribed by Rule 2 5 -~~ . 060 , 

Florida Administrative Code . Judicial review ot. :1 preli min.t ry , 
procedural or intermediate ruling or order is available it. r e v iew 
of the final action wil l n o t provide a n adequate remedy . Suc h 

review may be requested from the appropriate court, as descr1 bed 
above , pursuant to Rule 9 . 100 , Florida Rules ot Appel 1,1 t e 
Procedure. 
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