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BEfORE THE fLOR IDA PlJOL I C SERVICE COMH ISSION 

In re : Limited Investigat i o n 
into rate setti ng procedures and 
alte rnatives f o r water and sewer 
utilities. 

DOCKET NO . 880883-WS 
ORDER NO . 21627 
ISSUED: 7- 28-89 

The f o ll ow ing Commissione r s parlicipated 
disposition o f t hi s ma t ter: 

MICHAEL McK . WILSON, CIIAIRI-1AN 
BETTY EASLEY 

GERALD L. GUNTER 
J OHN T. HERNDON 

ORDER DENYING MOT I ON fOil.___B_ECONS I DE RAJ:.! ON 

BY THE COHN!SSION: 

in the 

Utili t ies, Inc. of fl o rida (UI F) filed a Motion for Reconsiderat i o n (the Mo ti o n), of Order No . 2120 2 ent ;:! red o n 11ay -8-. - 1989. Order No . 21202 , entill ed "Order o n Rate-Sett ing Procedures ," culminated from a proceeding iniliatcd o n the Comm issi o n's own motion to e xpl o re poss ible alternat ives to extsti ng rate-setting procedu r es Cor water a nd sewer utilities. A primacy goal o( that proceeding wa s t o find ways to limit the time and expense o f calc-ma k i ng proccdutes for this indus try. Ulf's Mo lion reques t e d recons ide r ation of t he Commission's decision to adopt a po li c y of utilizing a one-eighth of operation and mainLrnancc expenses formula calculati o n of wo rking cap iLal f o r waLcr and sewer fac i li ties, bu t to no t approve any allowance f o r deferred debils. Ulf asserts -. hat the Commis s ion over l ook ed o r misapprehended points of law o r fact r egarding these two matters . The r1ot i o n po ints ou t t hat e very witness who teslificd o n lhese i ssues s uppor t ed the formula approach to the c alc ulati o n of wo rking capi lal and most al so fell t hat defer red c h arg es s ho u ld he a separate rate base component. The combinat1on o f these Lwo i ssues in the " compromise " set f or th in Order No . 21202 wa s no L di scussed or c o ntemplated b y the pa rti es , UIF' state s . Thi s compromise produces an " inequi able" result, accord ing to Ulf , becau se ~ . . . Jeferred charges a r c no mo r e a pa rt o f wo rking capital Lhan au tomob iles o c o her s ho r - l i v ed physical as se t s a Ll' pact of wo rking cap i tal. " UIF s tncs that the inc lusion ol defe r red cha r ges in the c alcuLJI I<J ll u r wo 1k1ng capit<li will lead Lo an 
understatertcnt , f Ill<! cornb ino~rl wor k irHJ c.:~ pi a l ,l rHI :.le ferretl c harqes coa:r l rJt-nL r ' ' e h ... s , • . " 

o 1 6 o 6 JuL 2a 1s~; 
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Ulf poi n ts t o the Miles G r an t Water and Sewe r Company rate proceeding that res<~lted in Order No . 20066 as an examp l e of a case in which the disallowa nce of defe rred charges as a separate rate base compo ne n t or as a component o f worki ng capita l offset agai n s t the formu l a method cal cu l at i o n n f work ing c api ta l wou ld have ptoduced an undesirable result for that uti l ity, which is an atfi li a t c o f Ulf. In that case , t he formula method calcul at i o n o f wo rking cap i tal would h ave produced a n allowance o f $ 26 ,005. wherea s the pro forma r ate 

I 

case e xpense wa s $ 60 , 000 . Ev idenlly, U l f believes t hat not I a l l owing de fe rred cha r ges a s a separate compon e n t o( raLc base or as a s eparate componen t o f wo rking capital produces s u c h a negative r esult t hat it wi pes out a ny benefi t to a u tility t hat the f o r mula met ho d of calcu l ating working capital m1ght achieve. 

In the final paragraph of its Mo tion, Ulf states : "I t i s the pos i t i on o f U l f that the ! /8th formul a metho d, cou pled with 
~eparate treatment for deferred c harges , i s a rea s o nable appr oach to r eso l ving these issues . Nowhe r e in it s Mot i o n d oes 
Urf s t ate that the formula method is no t an appr op r iate method for the calcul ation of working capita l. 

The Office of the Pu l> l i c Counse l (OPC) Ci l ed a Respon se to Motion f o r Recons i derati on, a ltho ug h OPC nevc1 intc!lvened, and therefote:Was not a pa t t y t o the proceed ing . However, as indicated in the Orde1, th i s proceed ing h ad informa l aspects . In its Respo nse, OPC s t aled Lhat, a ltho ugh iL be lieved t ha t a 
fu ll ba lance sheet anatys 1s is the mos t accu r ate measure of a c ompany· s work ing capita l a! l owa nce , i f t he Commission does ado pt t he f o rmu I a method for thnse cases where the ba I ance sheet appro ach is not " feasib l e ," deferred cha rges s hou ld not be allowed as a n additional component. The OPC stated that t he balance s heet a p proach , which Orde r No . 2 1202's comp t om i se would not deny any utility, provi d es full conside r ation of deferred charges . 

Order No . 2 120 2, o n page 6 , s Lates as f o l l ows : 

We believe it app ropriate to st(l ke a comp1om i se 
between the established super i o ti ty o f t he 
bala nce sheet ~pp1 oach as the most accu1at~ 
r eflection of a ull ll ty ' s wo r k i ng capita l, and 
the "Nitnesses ' pCISII ·lS IVC argumen ts Co 1 the 
i o ~rnulJ Jpptolch •• nd 111 ,lll o~~.,ncc 0 1 detc11ed 
debtts, cs lc.is t'xpenSI'ItL yet r.:;1r 
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approximation o( a utility' s working capita l 
needs. We will, therefore , u tilize a L/8 of O&M formula calculation of wo rk i ng capital , but we 
will not approve any allowance for deferr ~d debits. I f this method is no t applicab l e to a 
particular utility, it wo u l d be required to use t he ba 1 ance sheet met ho d and pa y for a I I reI a ted 
expenses incurred i n supplying the information. This compromise wi l l a l low for work ing capita l 
needs in al l water and sewer utilities with 
reduced rate ca::;e expe nse. I t wi l l also simplify 
and i mprove the rate case p r ocess fo r water a nd sewer u tilities i n the same manner as the 
leverage f o rmu l a and the depreciation rule have for t he cost of equity and depreciation e x pense , 
respectively. Thi s Corrun i ss ion has. in the past , r ecogn ized t he difference between the water and 
sewer indus t ry and the other l arger industries i n the areas of cost o f equity and depreciation 
expense. 

T herefore , we find that the ll8 t h of 
Operation and Maintenance Expenses formula approach for wo rking capital i s app r op riate for 
calculating wor king cap ital for wate r and sewe r 
utilities, but that deferred charges wi l l not be 
a separate cha rg e or a l l owed as a po rtion of 
wo r king cap i tal. In addition. i C the fo rmu l a approach is uot approp riate for a uti 1 i t y, that 
utility will bear the burde n , and the cost of that burde n, to prove the ba l a nc e s heet 
approach. We hereby direct our staff to i nitiate 
rulemaking o n this matteL and include t h is iss ue in the ongoing r u lema king Docket No . 871 140- WS , Amendment of Rules 25-30 . 430 to 25-30 . 442, MFRs . 
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As is clear from t he abo ve-quoted material , Orde r No . 21202 directs Staff to initiate rulemaking o n this matter in a n o ngoi ng rulemaking docket. The intent of ou r decision i s to re li e ve sma ll wate r a nd sewer utilities from the rate case e xpe nse of establishing a ba l ance s hee t justificati o n Co r their t40 rking cap1tal needs . a nd allow t hem to s 1mply and inexpensively calcul ate thilt rompo nent. Large ond more ...;:)phistic.Jtetl cnmp.Hiies ;r.:~y uti liZ•! the balance s h8et. JPP' Hlch lL they bo•li~vt! it is :to re Jppropttdt~ . bul the cos t ~Jill not be borne by the ratopuy~ts . 
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I t is clear that our decision set forth in Order No . 2 1202 was proper ly based o n the evidence and testimony a nd no error in fact or l aw has been made and , the refo r e , UlF " s Notion for Reconsideration must be denied . The record in the p rocP.eding clearl y indicates t hat the merits o f the formula approach and the balance sheet approach, an d t he par t deferred charges play the r ein, we r e fu lly addressed . 

It i s , t herefore 

ORDERED by the F l o rida Public Service Commission that Uti 1 it ies , Inc. of Florida· s Mot ion fo r Reconsid e ration i s hereby denied. It is further 

ORDERED that this docket i s closed . 

By ORDER 
thi s 28 t h 

of the 
day of 

F tor ida 
JULY 

STEVE TRIBBLE , Di rector 

Public Serv i ce Commi ss i o n 
1989 

Divis ion of Rec o r ds and Repo rting 

(S EAL ) 

MHZ 
by· ~hie= Record~ 

NOTICE OF J UDICIAL ~EVIEW 

The Florida Public Service Commi ssion is r equired by Sect i o n 120 . 59 ( 4) , Flo rida St atu tes , Lo not i(y parties o ( a ny administrative hearing o r jud i cid l revi ew o C Commission orders that is available under Sectio n s 120 . 5 7 or 120.68 , Florida Statutes , as well as t he procedures and time limi ts that app ly. Thi s notice s ho u l d no t be con strued to mean al l reques ts for an admini s t.ra t ive hea ring o r judicial revi ew will be granted o r result in t he re l ief soughL. 

Any party adversely Jffecl e d by the Commiss i o n ' s fi nal actton an thi s ma tter may request judicia l rev iew by the FlHida Supreme Cou t t 111 t•w ~.:ase o t a n electr i c , gas 0 1 
tel~phone .Jtiltty o r the Far~ · Oi sLric t Cour oC Appeal in the 
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case of a wate r or sewer u tility b y fi l ing a notice of appeal wi th the Di r ector , Division o ( Records and Repor t i ng and fi l ing a copy of t he not i ce of appeal and the filing fee with the appropriate court . This filing must be completed wi thi n t hirty ( 30 ) days a(ter the issuance of t h is o rder . pursuant to Ru!e 9 .110 , Florida Ru l es of Appellate Procedure. The notice of appeal must be in the Corm spec ified in Rule 9 . 900 ( a ). flor ida Rules of Appellate Procedure . 
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