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BEFORE THE FLOR lOA PUBLIC SERVI CE COMMISS lON 

In r~: Application of PALM COAST 
UTILITY CORPORATION f o r r ate increase 
in Flagler County 

DOCKET NO. 890277-WS 
ORDER NO . 21570 
I SSUED: 7- 18 - 89 

The following Commissioners participated i n t he dispos ition 
o f th i s matter: 

MICHAEL McK. WILSON, Cha i rman 
BETTY EASLEY 

GERALD L . GUNTER 
JOHN T. HERNDON 

ORDER SUSPENDING PROPOSED RATES, 
GRANTING INTERIM INCREASE IN WATER 

RATES, SUBJECT TO REFUND, AND SETT ING 
PORTION OF WASTEWATER RATES SUBJECT TO REFUND 

BY THE COMM ISSION: 

CASE BACKGROUND 

Palm Coast Utility Co rpc. ration ( Palm Coast ) i s a utility 
whi c h pro vides water and wasLewater service to Lhe pub! i c in 
Flagler County. On May 19, 1989, Palm Coast c omp l eted the 
min imum filing requi r ements (t1FRs ) for a proposed rate i ncrea se 
and that d ate wa s established as t he off icial dale of fil ing. 
The approved test y ear for this proceeding i s the twel ve-month 
period e nded Decembe r 3 1, 1988. 

Palm Coast h as proposed ra tes , fo r both interim and 
per manent pu r poses , designed to g e nera t e ann ua l revenues of 
$ 3,308,874 for water and $1,819 , 965 f or wastewater service. 
Thes e revenues e x ceed test y ea r reve nues by $ 826 ,625 (33.3 
percent) a nd $359 , 53 1 ( 24.6 pe rcent ) fo r wa t er and was tewater, 
respecti vely. Acco rding to Palm Coast , its proposed ra tes will 
allow it to recover o perating expens e s a nd an 8.86 percent 
return o n its average investment in used and useful plan t 
facilities. Palm Coas t con tends , however , t hat its actua l c os t 
o f c apital is 11.02 percen t , wh ich would tepo r ted ly rPptesent a 
fair r eturn o n investment if Palm Coast had r e ques t ed 
c ompensato ry rates in t hi s case . 
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SUSPENSION OF PROPOSED RATES 

Pursuant t o Section 367.081(6), Florida Statutes, Palm 
Coast· s proposed r ates sha I I b ecome effective si x t y days after 
filing unless this Commission iss ues an o rder withholding 
consent to t he proposed rates . Further, t nat secti o n would 
permit Palm Coas t to implemen t the proposed rates subject to 
refund, eight months after filing, unless fina l acti o n has been 
taken by the Commissio n. 

I 

A mai n justification for Pa l m Coast ' s proposed rate I 
increase is its contention that a larger portion of pla n t than 
allowed in its last rate case i s c u r r ently used and useful. An 
initial review o f Palm Coast · s application indicates t hat it 
has added appro ximately 2,300 new customers since 1986. the 
tes t year used in its las t r ate p roceeding, which represents an 
i n crease of abou t 45 percent. Such gro wth may account for Palm 
Coast ' s increased u sed and useful calculations, however , we 
beli e ve t hat these calculati o n s r equire f urther study. We also 
believe t hat the reported increases in pl ant and con tr i butions ­
in-a id-of-co nst ruction ( CIAC), as we ll as Palm Coast' s 
operating expenses, should be aud i ted . 

Consideri ng the amount of addit i onal revenues sought and 
the supporting data submitled by Palm Coas t, we f i n.d i t 
appro priate t o requir e further explanat i o n and substantiatio n 
of these data. I n add i tion , c o nsi dering the amount of 
controversy that has attended each of Palm Coast ' s p rev i o u s 
rate p r oceedings befo r e this Commission, we bel i evc that a 
f o r mal hearing o n thi s matter, in Pa l m Coast ' s serv i ce area, is 
indicated . Accordingly, we find it appropri ate to s u s pend Pa l m 
Coast ' s proposed rates . 

INTERIM RATES 

Rate Base 

Our calculati o ns of the dppropriate rate b ases , used solely 
f or the purpose of setting interim rate3 , are attache d as 
Schedules Nos . 1-A for water and 1-B fo r wastewater, with our 
adjustments itemized o n Schedule No. 1-C. Those adj u stments 
,..,hich are mechanical in nature, or which a r e essent i al ly se lt ­
e xp 1anatory, are depicted o n t hose schedules without furtheL 
d iscussion in t he body oC this Order. The major adjustments 
a r e discussed below. 

I 
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Working Capital and Deferred Charges - In accordance with 
Section 367.082(5)(b), Florida Statutes , the utility's achieved 
rate of r eturn is to be calcu l ated by applying adjustments 
consistent with those used in its most recent rate case . In 
its current application, Pa l m Coast has included a working 
capital amount calcula l ed using the formula method , or an 
amount which equals 12. 5 percent of the utility ' s test year 
operating and mai n tenance expenses. In addition, the utility's 
proposed rate base includes a provision for deferred expenses 
related to a n investiga tion into its investment in ut ility 
assets, which is still being processed under Docket No. 
871395-WS. In the utility ' s last rate case, the working 
capital amount was examined usi ng the balance sheet approach, 
whereby cu rrent and deferred asset and liability accounts are 
directly compared, subject to the removal of certain 
interco mpany, certain interest-bearing and certain no n-u t ili t y 
accounts. Due to the inherent prob l ems involved in allocaling 
the u tility 's asset and liability accounts between used and 
non-used activities, we excluded working capital from rate base 
in its entirety. In additio n, we disallowed from rate base 
certain deferred char~es that would normally be inc l uded in the 
balance sheet app roach. The utiliLy ' s cur rent appl icat ion does 
not include a schedule t o re(lecL an avetage balance sheet 
measurement cf working capital buL does include a slandard 
balance s heet, show1ng beginning and ending as s cl and liability 
accounts. However, t hat schcdu le does no l provide the 
necessary information to identify ~ ll intercsL bearing acco un ts 
o r to a llocate amounts between used and no n - used and usefu l 
functions. Ac c ordingly, we have removed both working c api ta l 
and the proposed deferred invcsligation costs for inlertm 
purposes. 

Based upon the utility's .-pplication and the adjustments 
discussed above, we find that the appropr i ate rate bases, for 
interim purposes o nly, are $11,273,227 for wat e t and $4,493,186 
for wastewater. 

Capital Structure 

Our cal c ulatio ns oC t he u t ility ' s capi t al s lruc- tures, used 
so l e ly f o r the purpose of establi s hing 1nte ri m rates, are 
attac hed as SchedJi es Nos . 2-A f o r water and 2-B f o r 
'"'a s t ewate r. Those adjustme nts wh tch are mechani ca l in nature, 
o r wh ich are e ssent i all y sei C-oxpl anato ry. a r e depicted o n 
those sc-hedules witho u t l'ut ther d i scuss i o n in t he bo dy o f thi •, 
Order . The maJOr adjustments are di scussed be l ow. 
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Last Authorized Rate o f Return o n Equity - Under Section 
367.082{5), Florida St a tu tes , we are to determine any revenue 
deficienc y or excess by comp a ring the utility's achieved rate 
o f return t o its required rate of return. The required rate of 
return is to be calculated as the we i ghted average cost of 
capital f o r the most recent twelve-mon th peri od , u s ing the las t 
authorized rate of return o n equity. 

Palm Coast argues that, in its last ra te cas , wh i ch was 
processed under Docket No . 870166-WS, by Order No . 18625, 

I 

issued January 4, 1988, we found the app ropriate return on I 
equity t o be 12.03 percent. Applying Lhat return o n equity to 
the c ur rent capital structure, w1th the c ost o f other capital 
c ompo nents determined in accordance with Sect ion 
3 67.082(5)(b)2, Florida Statutes , Palm Coast con tends t hat t he 
required rate o f return f o r inter i m purposes is 10. 66 pe r cent. 
Palm Coa s t argues t hat its proposed rates , if implemented o n an 
inter im basi s , would produce less than the required rate of 
return and that, unde r Utilit ies Operating Co ., ln~~J...!l9. . 
143 So. 2d 854 (Fla. 1962), s ince the proposed r ates would 
produce less than a· f a ir return, we must appro v e them on an 
interim b az i s . Palm Coast ar~ues that to do othetwi se would be 
arbit rary. di scri minato ry and would essentia lly penalize the 
utility f o r i ts prior col lection of l ess than compensa t o ry 
ra tes. 

We have al r eady cons idere d t h is very argument i n Palm 
Coas t 's l ast rate case. By Order No . 17814, i ssued July 7, 
1587, we rejected the u tility ' s i nterpr etation o f Sec t i o n 
367 . 082(5), Fl o rida Statutes, and found t ha t "[ t) he o n l y way to 
apply the ma ke-whole standard embodied in the i n te rim statute 
to cases s uc h as thi s i s t o ruL t he utility in t he same 
ear nings posture b ased u pon i ts Last pe rma ne nt award witho ut 
regard to the rate of return s pec ified in the l ast o r der as 
fair and reasonable fo t su tve illance pu rposes ." We find no 
r eason to depart from our i n te t pretat i o n of the inte rim rate I 
statute and, there f o r e , find t h il t the "last authorized rate of 
retu rn o n equity ," f o r the purpose of Pa lm Coas t' s cu rre nt 
i nte rim rate request , means t he rate o f retu rn on equity 
embodied in the utllity• s las t permanent 1at.e award . 
Accordingly , the appropri.Jte tii Les o f retu rn o n equity, for 
interim purposes . are 7 .1 2 percen t Cor water and 4 .11 percet.t 
r o r wastewater , as spec1C i ed in Otder No . 18625 . 
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Debit De fe rred Taxes - In Palm Coast's last tate case, the its proposed capital structu r e included an amount to represent accumulated income taxes whi c h were reported l y incurred due to its collection of CIAC pri o r to 1987. This prepaid or debit deferred tax amount served to reduce the zero-cost capital components resulting from u namortized Investment Tax Credits an d credit deferred tax balances. After considering the evidence i n that proc~eding , we exc luded these pre-1987 C I AC­related debit deferred amoun t s from t he fi nal approved cap i ta l st ructu.e. 1he utility filed a petition for reconsideration of th1s disallowance, which wa s denied . The utility subsequently 
filed a moti o n to be heard o n thi s issue. Prior to the Commi ssion' s address i ng this motion, a stipulat ion wa s reached whereby this issue would be considered in Docket No. 871395-WS. At the Apri 1 18, 1989 Agenda Conference, we 
decided, wh ich dec i sion wi 1 1 be reflected in a subs equently issued orde r, t ha t the tax liability related to Palm Coast ' s pre-1987 collection of C I AC wa s avo idable. We have, therefore, removed the debit defer red tax amounts from the uti lity' s propo sed capital structure for inte r im purposes in t hi s proceeding . 

Based upon the u til ity's 
adjustments, we find t hat the 
return are 6.21 percent Cor 
wastewater . 

Net Operat ing Income (NOI} 

application and t he above 
appropriate overall rates of 
water and 4. 23 percen~ for 

Our calcu l ations of NOI , u sed solel y for the purpose o ( establishing inter i m rates , a r e attache d as Sc hedu l es Nos. 3 - A for water and 3-B for wa s t ewater, with our adjus tments itemized o n Schedule No . 3-C . Those adjustments which are mechanica l in nature , o r whi c h arc e ssentially se lf-explanat ory , arc depicted o n those schedules wi thout f urther discu ss ion in t he body of this Order. The major adjustments are di scusse d be l ow . 

Deferred Ch arges The uti I ity' s operating statement includes provt s tons fo r the recuvery o ( an est i mated $230,000 in vari ous pro forma deferred c harges relating to t hi s case , an estimated pro forma total '"I ( $1 ')0 , 000 fo r the i n vest igatio n docket and $110,380 in unamo t t ized prio r r a te case e xpe nse , for a tot a I of $490, 380. Pal m Coast has reques ted t hat it be allowed to amortize th is amount n vcr a two-yeJ t pet iod , f or a $ 245 , 190 pro forma adjustment, to be divided equally between 
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water and wastewater. Since it is our practi ce to exclude pro f o rma adj ustments for in terim purposes , we hav~ removed the pro f o rma amounts, howeve r, the in terim revenue requi r ement approved below does include a prov1s1on for the recove ry of r ate cas e expenses as allowed pursuant to Orde r No . 18265 .. 
Revenue Requiremen ts 

I 

All c..wing for Palm Coast ' s recovery of adjusted test year ope rating expenses and the applicable approved ra tes of return on its r ate bases, we find tha t t he fol l ow ing reve nue I requirements are appropriate for interim pu r poses . 

Wate r 
Wastewater 

Inte r i m Rates 

Revenu_g 
Requ irement 

$2 ,702 , 249 
$1,3 58 ,018 

Inc rease/ 
{Decrease) 

$220 ,493 
{$102 ,416) 

Perce nt 
Change 

8 . 88\ 
(7.01\) 

In o rder to allow Palm Coast the opportuni t y to ea rn t he revenue requirements approved above, we hereby approve the rates set forth below, foe interim purposes only. The following is a comparison of Palm Coast ' s current rates , its r e quested rates and t he rates approved herein: 

t10 NTHLY ~lATER RATES 

Re s iden t ial and Genera l Service 

Proeosed AEeroved Base fac iIi t:z: Cha rgc Curren t Interim Interim 
Meter Size: 
5 /8"' X 3/4"' $ 7 .74 $ LO. 4 5 $ 8.44 1 .. 19.35 2 6. L 2 21. 10 

1-1/2" 38 .70 N/A 42.20 2" 61 .92 83.59 67 . 53 3" 123 .84 167 . 18 135 . 06 4 .. 193 . 50 2b l. 23 2 L 1. OJ 6" 387 . 00 522 .4 5 422 .0 6 
Gallonage Charge , 
pe r 1,000 gallons $ 2 .64 $ 3 . 56 $ 2.88 

I 
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Private Fire Protection Service 

Base Faci lity Charge 

Line Size: 
4" 
6" 
8 " 

10" 
12" 

Current 

$ 64.49 
128.99 
206.38 
296 . 65 
554.58 

Irrigation Service 

Base Facility Charge Curre n t 

Mete r Size: 
5/8" X 3/4" $ 3 . 87 

1" 19.35 
1-1/2" 38.70 

2" 61.92 
3" 123.84 
4" 193 . 50 
6 " 387 . 00 

Gallonage Charge, 
per 1. 000 gal l o n s $ 2.64 

Proposed 
Interim 

$ 87.06 
174. 14 
278.61 
400 . 48 
748.68 

PrOJ20Sed 
Interim 

$ 5.22 
26.12 

N/A 
83.59 

167.18 
26 1 . 23 
522.45 

$ 3.56 

Approved 
Interim 

$ 70.33 
140.68 
225 . 08 
323 . 52 
604.82 

A£:!J2rOvecl 
Interim 

$ 4.22 
21.10 
42.20 
67.:>3 

135.06 
21 1. 03 
422. 0 6 

$ 2.88 

Since there is no i ncrease in the interim wastewater 
revenue requirement, no change in wastewater rates is 
approp riate. However, Pursuant to Section 367.082(2), Florida 
Statutes, the wastewater revenues collected in e xcess of the approved revenue requirement, as wel l as t he increase over the 
last author ized water rates, s hall be held subject to refund i n 
accordance with Rule 25-30 .3 60 , florida Admini strat ive Code. 
To guarantee any potential refund, we f i nd it appropriate to require Palm Coast to submit a corpo r ate undertaking in the 
amount of $270,000. In addition , purs uant to that rule, Palm 
Coast shal l file a report by the twentieth day of each month 
indicating the monthly and total rev e nues collected subject to 

P81 
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refund. Further , Palm Coast sha I I submi t a proposed customer 
no tice e xplaining t he interim increase and the reason s therefor for prior Commission approval. 

The interim increase for water s h a ll be effective for mete r reading s o n o r after thirty days from the stamped approval date o n the revised tariff pages . The revised tati(( pages wi l l be approved upon staff•s ver .fication that they are consisten t with the Commission' s decision, t hat the proposed customer notice is adequate, and that the appropriate refund security has been pro v1ded. 

Based upo n the discussio n above, it i s 

ORDERED by the Florida Pub! ic Service Commission , that t he fi nal rate schedules proposed by Palm Co ast Uti l ity Corpo ra t ion are hereby s uspended, pursuan t to Section 367 . 081( 6 ) , F l orida Statutes. It is further 

ORDERED that the request by Palm Coast Utility Corporation f o r an inte ri m increcJse in water rates i s he l eby approved, in par t , as set forth in the body of thi s Order . It is further 

ORDERED that the request b y Palm Coast Uti 1 i ty Corporation for an interim increase i n wastewater rates is he reby denied, as set forth i n the body of t h is Order . lt i s f urthe r 

ORDERED that the wa s tewater revenues co llected in excess of the approved revenue r equirement and the increase ove r t he l ast authorized water rates s h a l l be held subject to refund in accordance with Rule 25-30.360, Flor ida Admi ni st rative Code. It is further 

ORDERED that Palm Coast Utility Co rporat ion s hal l fi l e ta riff pages in accordance with the prov i s i o n s of t hi s Order. 
It is further 

ORDERED that Palm Coast. Utilit y Corpo ration s hall file a proposed no tice to its customers dctai I ing t he inc reased r a t es and t he r easons therefor. This notice s hall be submit t e d to this Commiss i o n fo r p r i o r app rov<~ l. I t i s f urthe r 

ORDERED that Pal m Coast Utt ltty Co rpo rati o n shall file a 
cor po r ate undertaking in the amounl of $270 , 000 , as guarantee 
t l r any po tent1al refund . It is turther 

I 
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ORDERED t h at the i ncreased water rates appro v ed h ere in s hall be effective for meter readings on or afte r thirty days f c-om t he s tamped approval date o n the revi sed tariff pages . The revised tariff pages will be appro ved upo n staff 's verification that they a re consistent with the Commission ' s dec i s i o n, that the pro posed customer no tice is adequate, and t ha t the appropc-iate refund secu r ity has been provided. 

By 
this 

u RDER of the flo rida Pub! ic 
18 t h day of ------~J~u~l~y ____________ _ 

( S E A L ) 

RJP 

Service 
1989 

Commi ssion , 

NOTICE Of fURTHER PROCEEDI NUS OR JUDI C IAL ~EVI EW 

The florida Publi c Service Commiss i o n is r equ : red by Sect i o n 120 . 59 (4). fl o r ida Statutes, t o not ify part i es of any admi ni st r a tive hearing o r jud ic ial revi ew o f Comm i ss i o n orders that is available unde r Sections 120. 57 or 120.68, fl o rida Statutes , as wel l as the procedures and time limi ts t ha t app ly. Thi s no tice s ho uld no L be con slrucd to mean a ll requests for an administrat ive hearing o r judic i a l review will be granted or result in the relief sought . 

Any parLy adverse ly af f ected by thi s o r der , which i s preliminary . procedu ral or intermediate in nature, may r equest : 1) reco n s ideration w i tlt in 10 d ay s pu1 suant to Rule 25-22.038( 2 ). f l o, lda Administ rative Code. if issued by 1 Prehe a r 1ng Of ftcer; .2) recons tderatl o n •,nlhin 15 days pursuan•. to Rule 25-22 . 0o0 . Flo r ida Administr'lltvc Cod•'• if i s sueJ by the Comm1ssion; J! J) judicicll revic~1 b y l ht> F l o rida Supre!~,, 
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