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1 IIPORI THI FLORIDA PUBLIC SERVICE COMMISSION 

2 GULF UTILITY COMPANY 

3 APPLICATION FOR CHANGE IN WATER AND WASTEWATER RATES 

4 DOCICET NO. Mel"19-tfS 

5 BJIPTTAL TISTIMQNY OP B?IIRT C. NIXON. C. P.A. 

,; Q. Pleaae atate your naae and professional addr•••· 

7 A. Robert c. Nixon, C. P. A., a partner in the 3ccounting firm 

8 of cronin, Jackson, Nixon • Wilson, P.A. , 2560 Gulf-To-Bat 

9 Boulevard, Suite 200, Clearwater, Florida 34625. 

10 Q. Have you previously provided teati•ony in this Docket? 

11 A. Yea. 

12 Q~ ·;~a~ ia the purpose of your rebuttal testimony? 
. "'\;.._ 

13 A. The pu~•• of ay rebuttal teatiaony is to respond to the 

14 direct teati.ony of Ms. Kimberly H. Dismukes, witness !or 

i:i •:h.- ~ ::-=:J.ce of Public Counsel, on the issue of the 

16 allowance for working capital. 

17 Q. ..; .-,.t, let's beqin by understanding what working capital 

18 ia. Would you please define working capital from both a 

19 financial standpoint and the rate making perspective? 

lO A. Pro• a financial standpoint, working capital is a measure 

21 of financial liquidity of a business enterpr iae. The 

22 aeaaur ... nt ia baaed on the availability of cash and other 

23 current aaaeta that are readily convertible to cash that 

24 •ay be used to aeet liabilities that must be paid in the 

25 current bueineee cycle. Thie financial liquidity •easure 
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is based on a coaparison of current assets to current 

liabilities at a point in tiae. Measurement is expressed 

as the ratio of current assets to current liabilities and 

is co..only referred to as the current rati~. . 

experience, aost banks and other financial institutions 

look for a ainiaua current ratio of 2 times. Accordinq to 

Gulf's audited financial stateaents at December 31, 1995, 

the Coapany had current assets of $4.8 million and current 

liabilities of approxiaately $1.4 million. This results 

in a current ratio of approxiaately 3.4 times . 

The rate aakinc) perspective of workinq capital is 

quite different. The followinq definitions are taken from 

the text •Accounting tor Public Utilities,• by Robert L. 

Hahne and Greqory E. Aliff, published by Matthew-Bender: 

•ror rate .. king purposes, workinq 

capital is a aeasure of investor fundinq 

of daily operating exoenditurea and a 

variety of non-plant inyestaenta that 

are necessary to sustain onqoina 

oarationa of the utility. The rate 

.. kin9 .. asure of working capital is 

desi9nld to identify these onqoinq 

fundinc) requireaents on average over a 

test year.• Eaphasis supplied. 

•The average aaount of capital provided 
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by inveatora, oyer and ab9ye the 

in plant and othtr 

aptcifically at••urtd rat• bl•• iteaa, 

to bridge the gap between the time 

expenditure• are required to provide 

aervicea and the tiae collection• are 

received tor auch aervicea.w Eaphaaia 

aupplied. 

Theae d~finitiona of working capital bave been 

accepted and uald by the CoDiaaion a inca it began 

regulating water and waatewattr coapanie• under ita 

juriadiction. 

Q. Doe• Ma. Diaaukea' teatiaony on working capital confora 

with the generally accepted definitions you have just 

given? 

A. No. Ma. Diaaukea fail• to underatand that the ~llowance 

tor working capital ia juat that -- an allowance over and 

above the capital inveataent in plant and other 

apecitically .. aaured rate baae it•••· Undttr 

Ma. Diaaukea' definition, current aaaeta and current 

liabilitiea are a aource of capital for rate baae plant 

inveataent. Long lived plant aaaeta aiaply are not funded 

by working capital. kather, working capital ia a 

aeaaur-nt of caah required to fund day-to-day 

operation•. 
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1 Q. What .ourcea of capital haa the ColftJDiaaion looked to in 

2 aupport of rate baae plant inveataent? 

3 A. The Florida Coaiaaion, and all other juriadictiona of 

4 which I - aware, utili&• the capital atructure plua 

5 accuaulated deferred incoae taxea and tax credita. 

6 Q. Plea•• define the tera capital atructure aa you have juat 

7 uaed it. 

8 A. The capital atructure of a utility conaiata of thoae lonCJ-

9 tera aourcea of funda uaed for plant inveataent and 

10 include co.-on equity, long- and ahort-term debt, deferred 

11 tax credita, and cuatoaer depoaita. Th••• are the 

12 el ... nta of capital atructure which the Coaaiasion haa 

13 uaed for aa lont aa I can re .. aber and are aet forth on 

14 Schedule D-1 of the co-iaaion'• uniform MFR'• and adopted 

15 by reference in Rule l5-30.437. 

16 Q. Doea that achedule of capital atructure contain any 

17 current aaaet or current liability accounta? 

18 A. No, except for cuato .. r depoaita, which ia viewed aa a 

19 type of ahort-tera debt. 

20 Q. Why ia an underatanding of the definition of workinCJ 

21 capital and the coaponenta of the capital atructure 

22 iaportant? 

23 A. Underatandift9 theae clefinitiona ia i•portant becauae 

24 lla. Diall\lkea haa recoaaended that negative workinq capital 

2 5 ahould be uaed to reduce the Coapany' • net rate baae 
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inveat.ent which, aa I juat explained, ia aupported by a 

Ca.pany'• capital atructure, a~~ not ita workinq capital 

accounta. Traditionally, the co .. iaaion and ita Staff 

have well underatood theae definition• and, aa a result, 

have not reduced rate baae inveat•ent by a neqati ve 

working capital allowance. 

Q. on paqe 22, linea 19-21, Ma. Dia•ukea atatea that if the 

Ccmaiaaion doea not include a neCJative workinq capital 

allowance in rate baae, it will provide the coapany with 

an opportunity to overearn. Ia ahe correct? 

A. Absolutely not. Por thia to be true, the Com11iaaion would 

need to abandon ita traditional rate makinq practice, 

baaed on the capital atructure and the coat thereof, ar1d 

adopt a new capital atructure which includes current 

aaaeta and current liabilitiea. Additionally, the 

co .. iaaion would need to abandon ita traditional 

definition of workinq capital and determine that current 

a•••t• and current liabilitiea do not fund day-to-day 

operationa; but inatead, are a aource of tundin9 for 

capital utility plant inveat•enta. 

Q. Ia there •uch a thinq aa neqative workinq capital? 

A. Yea, for a financially diatreaaed utility. Under 

Ma . Dia•uk••' propoaal, the worae ott a utility is 

financially, not only ia there no need for an allowance 

for workinq capital, but a utility ahould be penalized by 
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1 reducinv ita inveat .. nt which ia aupported by the capital 

2 atructure. 

3 Ne4Jative working capital .. Y exiat prior to rate 

4 relief, particularly if rate• have been groaaly 

5 inaufficient. However, if proper adjuataenta are aade to 

6 reflect the iapact of the aought after rate increaae, 

7 balance aheet working capital ia aeldo• ne~ative. 

8 More often, coaputation of a negative working capital 

9 allowance aiaply aeana that the co•putation ia flawed. 

10 Either the adjuataenta juat aentioned have not been 

11 conaidered or the calculation contain• current aaaeta or 

12 liabilitiea which ahould have been eliainated. 

13 Converaely, certain coaponenta .. y have been eliainated 

14 which ahould have reaained in the computation. 

15 Q. Haa the Coaaiaaion adopted any rule• or publiahed aray 

16 guideline• on how balance aheet working capital ia to be 

17 calculated? 

18 A. None of which I aa aware. Although rule aakinCJ would 

19 certainly be appropriate under Section 120.54 F.S., and 

20 aay be required, no rule aa defined in Section 120.52 (15) 

21 baa been adopted by the co-iaaion on balance aheet 

22 working capital. 

23 Q. on pave 23, linea 11-15, Me. Diaaukea quotea the reaarka 

24 of Coaaiaaioner Daaaon in part: •and a negative workin9 

25 capital allowance, all it aeana i• that there are other 
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aourcea of capital other than thinga aupplied by the 

inveator that are being uaed to aupport the operation• of 

thia coapany. And it ia iaportant to recognize that like 

we do other aourc•• of capital." 

co ... nt? 

Would you pleaae 

A. I reapectfully diaagr•• with Coaaiaaioner Deaaon that a 

nec)ative vorkiftCJ capital aeane there are "other aourcea of 

capital." Aaauaing the coaputation waa correctly aade 

which reeulted in a negative allowance, thi• would aiaply 

.. an that there are other aourcea of caah working capital 

to aupport day-to-day operation•. A negative workinCJ 

capital coaputation would not deaonatrate a aource of 

capital ueed to •upport rate baae under the definition• 

and long-atandin9 Coaaiaaion policy I have diacuaaed 

above. In ay opinion, a negative working capital, validly 

coaputed, •iaply .. ana that a coapany haa no need for an 

allowance which earn• a rate of return. It doea not aean 

that working capital deaervea capital structure 

recQCJnition. 

Q. On PA9• 24, linea 9-11, Ma. Diaaukea atatea that the 

Coaaiaaion'• rule• have no requireaent for a zero working 

capital allowance and notea that the Coaaiaaion'a rulea 

require that the balance aheet approach to working capital 

be u•ed for Clae• "A" and "B" water and waatewater 

utilitiea. Ia ahe correct? 

-7-



1 A. She ia correct that no rule exiata regarding zero working 

2 capital; bovever, long-atanding co-iaaion policy, aa 

3 reflected in nu.eroua rate ordera, indicate• that zero 

4 working capital ia appropriate for thoae coapani•• with a 

5 validly coaputect negative working capital allowance. She 

6 ia incorrect vith regard to vhich utilitiea are required 

7 to uae the balance aheet .. thod. Under Rule 25-30.433 

a (2), the balance aheet approach for calculating working 

9 capital ia required only for Claaa "A" utilitiea. Working 

10 capital for Claaa "B" and "C" utilitiea ia baaed on the 

11 foraula .. thoct. 

12 Q. On page 24, beginning at line 14 and continuing through 

13 page 25, line 13, Ma. Diaaukea ctiacuaaea her hypothetical 

14 ex-ple, attached to her teatiaony as Schedule 18, to 

15 cleaonatrate how the Coapany would overearn if a nega~ive 

16 working capital allowance ia not included in rate baae. 

17 Doe• the hypothetical exaaple on Sched~le 18 support her 

11 aaaertion? 

19 A. No. The nuabera in the hypothetical example are aelf-

2 o aerving and have been crafted to deaonatrate Ma. Diaaukea' 

21 arC)UIMnt for recOCJnition of negative working capital. The 

22 flaw in the exaaple, aa crafted, ia Ma. Diaaukea' belief 

23 that the Coaaiaaion aoaehow regulate• total aaaeta and 

24 liabilitiea. It doea not. Hiatorically, the coaaiaaion 

25 baa conaiderect only defined eleaenta of rate baae and 
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1 capital atructure, not total aaaeta and liabilitiea. Aa 

2 I Mntioned previoualy, the co-iaaion would need to 

3 cbaftCJe ita baaic approach to rate ••king in order for 

4 Ma. Dia•ukea' exa•ple to have any validity. 

5 Mora apecifically, it••• auch aa account• payable, 

6 accrued taxaa, and •iacellaneoua accrued liabilitiea are 

7 not aourcea of coat-free capital. They ••Y be a aource of 

8 caah flow and caah working capital required to pay for 

9 day-to-day operating expenaea, but they are not a capital 

10 aourca of funda aupporting rate baae plant inveatment. 

11 Q. Would you plaaaa co ... nt •ore apecifically on the number• 

12 in the hypothetical axa•ple? 

13 A. Aa I previoualy atated, the nuabera in the hypothetical 

14 exa•ple are aelf-aerving and have been crafted to auppc·:a.·t 

15 a apecific concluaion. In addition, the nuabera do not 

16 appear to be realiatic. We are not given enough 

17 inforaation to fully underatand the financial poaition and 

18 workiftCJ capital need• of the utility in the hypothetical 

19 exaapla. I note the following: 

20 1. The raalia• of the nuabera in the capital 

21 atructure ia queationable. Preauaably, the original plant 

22 invaat .. nt waa in exc••• of $100,000, aince net plant ia 

23 ahown. Yet, coa.on equity and long-tara debt total only 

24 $75,500. Thua, it ia likely thia utility baa been loaing 

25 a lot of aoney. The axaaple doe• not fit the typical 
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1 utility capital •tructure, vhere total capital exceed• the 

2 rate baae and au•t be reconciled downward on a prorate 

3 ba•i•. 

4 2. lli•cellaneou• current liabilitie• appear to be 

5 conveniently hi9h. What are they? Do they relate to 

6 operation• and properly belonq in the co•putation of 

7 workinq capital? Not enough inforaation ia available to 

8 an•wer the•e que•tion•. 

9 3. The exi•tence of $3,000 of accu•ulated deferred 

10 incoae tax debit• i• •u•pect. They would ari•e only fro• 

11 book/tax tiainq difference• where income ia recorded tor 

12 tax purpo•ea, but not book purpoaea. Further, they would 

13 only be booked if it waa aore likely than not that the 

14 coapany vould have future taxable inco•e which would allow 

15 realization. Aa I .. ntioned, the number• in the capital 

16 •tructure •u~CJe•t the co•pany haa been loaing •oney and 

17 probably operate• at a lo•• for both book and tax 

18 purpo•e•. 

19 Without thi• deferred tax aaaet, the capital atructure 

20 would correctly total $90,000 and be equal to the net rate 

21 baae inve•taent before conaideration of any allowance for 

22 workinCJ capital. 

23 4. Net CIAC i• unrealiatically low. Under co-iaaion 

24 Rule 25-30.580, qovernin9 aervice availability charge• and 

25 CIAC level• (75 percent/25 percent rule), one would expect 
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1 net CIAC to be auch hi9her than the $10,000 •hown in the 

2 hypothetical exaaple. 

3 a.aolution of the queation• rai•ed above or •i•ply u•e 

4 of a aore realiatic nuaber for net CIAC would change the 

5 re•ult• atated by 118. Di••uJtea and •upport the traditional 

6 .. thod• of rate aakint previou•ly di•cu•••d. 

7 Q. You have defined vorkint capital and di•tinCJui•hed between 

8 vorkin9 capital and the capital atructure of a utility. 

9 Al•o, you have diacu•aed and explained the Coaai••ion'• 

10 traditional rate aaking practice• related to the•• it•••· 

11 PrOII a practical atandpoint, vhat i• allowance for working 

12 capital tryint to approxiaate? 

13 A. The concept of vorkin9 capital i• a ca•h concept. 

14 RecJUlator• atteapt to deteraine the amount of investor·-

15 •upplied ca•h which i• nece••ary to fund day-to-day 

16 operation• between the ti .. expen•e• are incurred and ca•h 

17 ia collected to pay for •uch expen•••· Generally, the 

18 •ethod• u•ed to e•tiaate thi• ca•h requirement are 

19 lead/lag atudie•, the foraula •ethod, and balance •heet 

20 •ethod. 

21 Q. Earlier, you .. ntioned that the co .. i••ion had no rule•, 

22 written procedurea, or other guidance to actually make the 

23 balance aheet vorkint capital co•putation. I• that 

24 correct? 

25 A. Y••· 
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1 Q. Generally, how is working capital, usin9 the balance sheet 

2 aethod, coaputed? 

3 A. The siaple anaver is that coat-free current assets are 

4 subtracted froa cost-free current liabilitiea. In 

5 reality, the coaputation is auch aore coaplex and 

6 subjective. Por instance, those eleaenta of current 

7 assets and liabilities which are conaidered elsewhere in 

8 the rate aaking process are eliainated and certain known 

9 and aeasurable it•- are added. It is theae typ~c of 

10 additions, •ubtraction•, and adjuataents to the current 

11 asset and liability accounts which make the computation 

12 •ubjective and for which no Coaaission guidance exiata. 

13 Q. Let's di•cu•• •oae of these issues generally and aa they 

14 apply to Gulf Utility Coapany. Firat, what problema are 

15 involved with deteraining coat-free current aaaets and 

16 current liabilities? 

17 A. Cash is certainly a problea. In a well managed utility, 

18 there is no •uch thing as cash which is not in an interest 

19 bearin9 account of aoae kind. Since the coaaiaaion firat 

20 started using the balance sheet aethod in the late 1970'a, 

21 in a telephone case, the banking induatry haa offered a 

22 variety of cash aana9eaent tools which now allow even 

23 operating accounts to earn interest. Such innovation• aa 

24 overni9ht "sweep" accounts and varioua type• of temporary 

25 investment accounts are available to the utility ••nager. 
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1 Aa it appliea to Gulf, ita operatin9 caah account ia 

2 a •aw .. p• account which earn• a aocteat amount of intereat. 

3 Althou9h the operatin9 account earna intereat, it ahould 

4 not be eliainated froa the workint capital coaputation, 

5 aince the account ia required to fund day-to-day 

6 operation•. Rather, the co-iaaion ahould recoqnize 

7 today'• bankiftCJ and operating environment by allowing •uch 

8 caah in the coaputation, and reducing •uch caah by the 

9 intereat earnint•· 

10 Q. What difficultiea are aa•ociated with the elimination of 

11 workin9 capital account• which are provided for elaevhere 

12 in the rate aakinq proc•••? 

13 A. A good exaaple of thi• type of adju•tment i• cu•to••r 

14 depoaita. Since they are recoqnized in the capita ~. 

15 •tructure, they are eliainated from the vorkin9 capital 

16 coaputation. While cuatoaer deposit• treatment ia 

17 •trai9htforvard, other 1••• apparent item• lead to 

18 controver•y for which there i• no firm guidance . For 

19 exaaple, ao•t utility compani•• include plant con•truction 

20 payable• in account• payable. Becau•• the pl-nt a•••t• 

21 related to the payablea are included in rate ba•e and earn 

22 a rate of return, auch payable• •hould be eliminated fro• 

23 the coaputation. The •ource of funding for con•truction 

24 payablea i• 9enerally long-term debt recognized in the 

25 capital atructure. Alao, •uch payable• ao not relate to 
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1 funding of the day-to-day operations and the workinq 

2 capital needed to fund such operations. 

3 Another controversial itea in this area relates to 

4 accrued intere•t payable. Although interest payable has 

s been recogniled in coat of capital applied to rate base, 

6 it is 9enerally included to offset cash carried in the 

1 operatincJ account to actually aake the pay.ent. However, 

8 circu.atancea differ fro• coapany to coapany and interest 

9 papent• .. y alot be aade fro• the operating cash account. 

10 In the caae of Gulf, the Coapany' • priaary tinancinq 

11 vehicle is Induatrial Develop .. nt Revenue Bonds. The 

12 coapany haa apecial caah depo•ita froa which principal and 

13 interest pay.enta are aade. As a result, it is not 

14 appropriate to include interest payable in the workinq 

15 capital coaputation, since payaenta are not aade froa the 

16 operating accnunt and the account which actually funds 

17 interest payaenta has been eliminated. 

18 It is very iaportant in analyzinq current assets and 

19 liabilities tn utilize the aatching concept. 

20 Q. How about the additions or adjuataenta to workinq capital 

21 account• you aentioned? 

22 A. These adjuataenta 9enerally atteapt to account for the 

23 iapact of rate increaaes on working capital. These 

24 adjuat .. nta are iaportant because a coapany'a historic 

25 teat year balance aheet working capital is understated, 
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1 aince ita rate• have not been aufficient to cover 

2 operatiftfJ expen••• and/or generate a fair rate of retut·n. 

3 Theae typea of adjuataenta include the iapact of higher 

4 ratea on caah and cuatoaer account• receivable. 

5 Another adjuat.ent of thia type recognize• deferred 

6 rate ca•• expenae or deferred aaintenance coat• which are 

7 approved in the courae of a rate proceeding and not 

8 reflected in teat year working capital. 

9 Gulf haa aade aeveral adjuataents along these line~ 

10 which abould be conaidered and approved by the Coaaiaaion. 

11 Q. Do uaed and uaetul adjuataenta impact the balance sheet 

12 workin; capital ca.putation? 

13 A. Yea. Intereat payable ahould be adjusted for used and 

14 useful intereat. That is, the interest expense which ia 

15 aaaociated with the capital structure aa reconciled to 

16 rate baae. Thia would not apply to Gulf, since intere•t 

17 payable ia not funded by the operating caah account. 

18 Inatead, there ia a aatching debt aervice caah account 

19 which haa been eatabliahed to aervice debt. 

20 Q. Have you reviewed the staff Audit Report \!sted 

21 Noveaber 12, 1996, and Gulf's response dated 

22 Deceaber 6, 1tt6, aa related to working capital in Audit 

23 Exception No. 5? 

24 A. Yea. I alao reviewed Gulf'• reaponae to Audit Exception 

25 No. 5 included in the Audit Report as pages 14 and 15. 
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1 Q. What period did the audit uae for coaputinq the vorkinq 

2 capital allowance? 

3 A. The 13 aontba ended AuCJUat 30, 1996. Aa stated in the 

4 report, this vaa the latest period for which actual data 

5 vas available. 

6 Q. What teat period did the Coapany uae? 

7 A. The projected teat year ended Deceaber 31, 1996. 

8 Q. What period ahould be used and why? 

9 A. The projected teat year ended Deceaber 31, 1996. Failure 

10 to use the projected period iqnorea the i•pact ot· · known 

11 changea, priaarily related to annualized 1996 qrovth, the 

12 revenue associated with Florida Gulf Coast University 

13 (FGCU), and iapact of the proposed rates requested in this 

14 proceeding. 

15 Q. What workinq capital accounts were i•pacted by thi'' 

16 failure and do the projected teat year balances appear 

17 reasonable? 

18 A. cash and cuatoaer accounts receivable. Baaed on a 

19 coapariaon of projected teat year balances with historic 

20 teat year balances (year ended Deceaber 3, 1995), and 

21 projected revenue on Schedule E-13, paqes 152 and 154 

22 (MPR'a), the projections for these accounts appear 

23 reasonable. 

24 Averaqe caah and cuatoaer receivable balances for the 

25 historic teat year aaounted to $1,120,472 and $260,014, 
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1 reapectively. Theae .... averaqe account balance• for the 

2 projected teat year a110unt to t1,143,929 and $305,246, 

3 reapectively. Thua, averaqe projected caah increaaed by 

4 $23,457 (2.09t) while projected cuatoaer receivable• 

5 increaaed by •45,232 (17.39t). 

6 Aa .. ntioned above, projection• for the•• account• 

7 included the i~ct of cuatoaer 9rovth and a full year'• 

8 revenue uain9 propoaed ratea. A •u-ary of projected 

9 revenue increa••• ia aa followa: 

10 

11 
12 

13 
14 

15 

16 

17 

Water 

..... [ 
TcKal 

Total 1ncrea-

AY9rage 80ftthly 1ncreaae 

1995 1996 

$2,124,579 $2,140,299 

1.111. no 1.1212.1212 

ll.2t2.1t9 13.811.169 

1169.929 

I tz.tll 

MfMafaranca 

Jr-2, P9 · llll 
Jr-13, P9 · 152 

a-2 P9 · us, 
a-u , P9 · 154 

18 Baaed on the above, Gulf'• projection• for caah and 

19 cuatoaer receivable• appear reaaonable . 

20 Q. I under•tand bow receivable• could be expected to increa•• 

21 by the avera9e aonthly increa••• in revenue. How about 

22 caah? 

23 A. The caah averaqe aaauaca that over the projected period, 

24 approxiaately 50 percent of the increaae in receivable• 

25 would be converted to ca.h, net of increaaed o•M expenae 

26 and tax•• other than incoae. 

27 Q. Pleaae diacuaa the reaaonablen••• of the other projected 
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1 workin4J capital accounta. 

2 A. I would like to divide th••• account• into two cateC)orie•: 

3 Tho•• that do not effect the allowance for workin9 capital 

4 coaputation and thoae that do have an impact . 

5 Tho•• that do not have an effect becau•• they are 

6 eliainated are •• follow•: Special depo•it•, note• 

7 receivable and payable to a••ociated coapanie•, 

8 ai•cellaneou• currant and accrued a•••t• (intere•t), 

9 account• payable 

10 unaaortized debt di•count, preliminary •urvey and 

11 inve•tigation charge•, clearinCJ account•, and accuaulated 

12 deferred incoae tax••· 

13 Thu•, froa a workinq capital •tandpoint, the accuracy 

14 of the projection• for eliainated account• i• irrelevant . 

15 However, I would point out that with the exception of 
• 

16 accuaulated deferred incoH taxe•, all of the avera9e 

17 projected balance• for the•• account• are lower than the 

18 average hiatoric balance• for 1995. 

19 Q. What are the reaaining account• which do have an iapact 

20 and are the projected averaqe balance• rea•onable? 

Prepayaent•, 

22 aaterial• and •upplie•, account• payable/trade, accrued 

23 taxa•, accrued intere•t, current 

24 liabilitie•, deferred rate ca•• expen•e, and ai•cellaneou• 

25 deferred debit•. 
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1 Prepa)'llenta conaiat priaarily of prepaid inaurance and 

2 office equi~nt aaintenance contracta. Projected 

3 inaurance coata are depicted on MFR sc~•dulea B-3 (page• 

4 71 and 72). ~e policiea were expected to be renewed in 

5 January and February, 1996, and expenaed over a 24-aonth 

6 policy period. Aa a reault, the projected aonthly aaounta 

7 and re•ulting averave balance appear• reaaonable. 

8 Material• and auppliea were projected to total 

9 $24,326. Thi• coaparea to the hiatoric 1995 average 

10 balance of t26,071. Thua, the projection ia reaaonable. 

11 Durinv the courae of thia proceeding, Gulf increaaed the 

12 averave to t37 ,476 for inventory of a water treataent 

13 cheaical to iaprove water quality. Thia balance baa be~n 

14 accepted by OPC vitn••• Diaaukea. 

15 Account• payable/trade averaged $180,640 in the 1995 

16 hiatoric teat year aa coapared to $170,889 for projected 

17 1996, a difference of juat 5.7 percent. The difference 

18 appear• due to the fact that conatruction payablea are 

19 included throuvhout the hiatoric teat year, while they are 

20 excluded for the aontha of April through December on the 

21 projected balance aheet. In any event, the difference 

22 between 1995 and 1996 ia i-aterial and the projected 

23 balance appear• reaG~nable. 

24 Accrued taxa• vera projected to averaqe $329,812 aa 

25 coapared to the hiatoric averaqe of $209,052. The 
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1 projection included increase• in payroll taxes, property 

2 taxe•, and Regulatory A•••••••nt F•••· Projected 

3 increa••• per Schedule• 8-15, paqes 93 and 94 total 

4 $40,546. Thus, the 1996 projection appear• overstated and 

5 ahould be accepted. 

6 Q. Speakin; of accrued taxa•, did the Company'• projection 

7 include an account "CIAC Tax Payable," totallinq $314, 632? 

8 A. No. The title of thi• account ia aialeadinq. Actually, 

9 thia account represent• the liability for •contributed 

10 Taxes• -- qro••-up collection•. The account is carried as 

11 a liability until the co .. i•aion determines how much 

12 ahould be refunded to the contributor of qroaa-up. The 

13 oppo•ite •ida of thi• entry ia cash deposited. in an 

14 intara•t bearinq ••crow account, pursuant to the coapany'a 

15 qro••-up tariff•. such ca•h has been excluded fro~ the 

16 vorkinq capital coaputation. 

17 Q. Plea•• continua with your co .. ents on workinq capital 

18 accounta. 

19 A. The next one i• accrued intara•t. Since I have eliminated 

20 thi• account froa the workinq capital computation, as 

21 di•cuaaed in further detail below, an accurate projection 

22 vaa not ••••ntial. However, Gulf has provided Staff with 

23 a detailed coaputat ~ on of 1996 accrued interest, totallinq 

24 $269,790, (paqa 15 of Audit Report) which haa been 

25 accepted by OPC vitn••• Kia Diaaukaa. 
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1 Mi•cellaneous current and accrued liabilities include 

2 Hlaries and ••ployee benefits payable. The projected 

3 1996 averat• balance is alithtly less than the 1995 

4 balance ($49,740 vs. $50,088). Thus, the projected aaount 

5 appears to be reasonable. 

6 Deferred rate case expense vas projected to average 

7 $57,561. This nu.ber vas used by the auditors. In 

8 kaapincJ with Couiasion policy, the averaqe actual expense 

9 approved in this proceeding should be substituted tor the 

10 projected 1996 average balance. 

11 Finally, •iscallanaous deferred debits were projected 

12 to be $335,205 for 1996, as co•pared to an average 1995 

13 balance of $465,660. This account contains aaoun~s due 

14 under developer refundable advance agreements ( !•2 04, 2 31, 

15 which did not change) and various deferred charges. These 

16 itaas include the cost of operating perraits and regulatory 

17 costs pri .. rily related to gross-up proceedings. The only 

18 projected changes to the account balance related to 

19 a110rtization of the various deferred charges aentioned 

20 above. Therefore, the projected balance is reasonable. 

21 Q. What is your conclusion regarding the projected working 

22 capital account balances which have an iapact on the 

23 ca.putation of the allowance? 

24 A. Basad on •Y ca.aents above, the projected working capital 

25 accounts for the 1996 test year are reasonable and provide 
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1 an acceptable baaia for deteraininCJ an allowance for 

2 vorkiftCJ capital. 

3 Q. Have you caaputed an allowance for workinq capital uainCJ 

4 the KPR account and balancea we juat diacuaaed? 

5 A. Yea. Attached to ay teatiaony i• Exhibit (RCN-1), 

6 which calculate• a working capital allowance of $476,996, 

7 before edjuataent for final deferred rate caae expenae. 

8 Q. Let'• briefly diacuaa each of theae adjuataenta. What 1• 

9 the adjuataent to caah? 

10 A. 'l'hia adjuataent reaovea intereat bearing aoney aarket 

11 account• and a aaall aaount of intereat earned on the 

12 operating account durinCJ the tirat quarter of 1996. 

13 Q. How about apecial depoaita? 

14 A. 'l'heae are the truat and apecial depoait accountra aet up 

15 purauant to Gulf'• IDRB'• and from which principal and 

16 accrued intereat are paid. Thia ia the matching aaaet tor 

17 accrued intereat. 

18 Q. What adjuataenta were aade to note• and accounts 

19 receivable and payable? 

20 A. Both projected teat year balance• tor these accounts were 

21 eliainated, •• they are related party tranaactiona . 

22 Additionally, the note payable i• accounted tor elaewhere 

23 in the rate aakinq ~roc••• (capital atructure). 

24 Q. Explain the adjuat .. nt to aaterial• and auppliea. 

25 A. 'l'hia account vaa adjuated tor additional water chemical• 
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1 discusaed above, and agrees with the reco .. ended balance 

2 of OPC witness Disaukes. 

3 Q. What about aiscellaneous current and accrued asseta? 

4 A. The projected balance waa eliainated aince it represents 

5 intereat receivable on the IDRB apecial deposita aentioned 

6 above. 

7 Q. If tbe COIIai••ion does not follow the aatching concept and 

8 does not eliainate accrued interest on the IDRBa, ahould 

9 intere•t receivable then be eliainated? 

10 A. No. Intere•t receivable on the IDRBs is a source of 

11 working capital to fund accrued interest and would not be 

12 eliainated. The intereat receivable 1• •i•ply the other 

13 side of accrued interest payable. 

14 Q. How about account• payable/trade? 

15 A. The eoapany used actual balances through March, 1996. 

16 Such balance• included construction payable• priaarily 

17 related to the Three Oaks wastewater treataent plant and 

18 Corkscrew Road water aain and water treataent plant. I 

19 have eliainated the average balance of these construction 

20 payable• •• calculated on Exhibit (RCN-2). 

21 Q. And you also eliainated accounts payable - construction 

22 related to PGCU? 

23 A. Yea . 

24 Q. Do you have any aupport for the eliaination of 

25 construction payables? 
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1 A. Y••· Again the aatchinc) concept ia applied. The aource 

2 of pay.ent for conatruction ia long-tera debt, which ia 

3 accounted for elaevhere in the rate aetting proc••• and 

4 the apecial depoaita eliainated above. 

5 Further, the C01111iaaion haa previoualy iaaued rate 

6 order• rec09nizift9 that eliaination of conatruction 

7 payable• ia appropriate (St. John• Service Coapany, Order 

8 No. 18551; Hydratech Utilitiea, Inc., Order No. 22226). 

9 Q. cuatoaer depoaita do not require coaaent. Pleaae explain 

10 the adjuataent to accrued intereat. 

11 A. Aa noted elaevhere, the aatching concept require• that 

12 accrued intereat be eliainated . Intereat ia •i•ply not 

13 paid out of the operating caah account. A portion of caah 

14 receipt• ia depoaited into a apecial deposit acco,.:nt to 

15 pay intereat. Aa noted above, the caah uaed to pay 

16 intereat haa been eliainated. Failure to eliainate 

17 accrued intereat, artificially and unfairly reduce• the 

18 Caapany'a vorkinc) capital requireaenta. 

19 Q. If intereat vere paid froa the operating account, would 

20 accrued intereat be eliainated? 

21 A. No. The aatchift9 concept would require that accrued 

22 intereat r ... in in the co.putation. 

23 Q. Unaaortized debt diacount/expenae and accuaulated deferred 

24 incoae tax•• are cona~dered elaevhere in the rate aetting 

25 proceaa and eliainated, correct? 
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1 A. Yea. 

2 Q. How about preliainary aurvey and invaati9ation char9•• and 

3 the alearint aaaount? 

• A. leoauae they do not relata to day-to-day operation•, they 

5 were elialnated. 

6 Q. lxplain the adjuat .. nt to alacallanaoua deferred debita . 

7 A. The GOJIPOnenta of tbia account ware diacuaaad above. The 

I reaelvable related to developer refundable advance 

9 avraa .. nta waa aliainatad ainca it doaa not related to 

10 utility oparationa. 

11 Q. Do you have anythin9 further to add? 

12 A. Not at thia ti••. 
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Line 
No. 

1 
2 
3 
4 
5 
8 
7 
a 

I 

10 
11 
12 
13 
14 
15 
18 
17 

18 

19 
20 
21 
22 
23 
24 
25 

26 

27 

28 
28 

Gulf Utlllly Company 
Docket No. 180328-WS 

Aver~~ge AdJUIWd lelance 8hHt Working Capital Allowance 
O.C.mber 31, 1188 

Exhibit (RCN-1) 

Average 
Be lance 

perMFR'a Acf ustmentl ~- ------

Cuatnl!r& 
Cash s 1,143,821 s (811 ,728)(A) 
Spedel Depoeb 3,582,425 (3,562,425) (8) 
Account~~ Receivable • CUitomer 305.248 
Hoe. & Accounll Receivable· MlodNd Company 114 (114)(C) 
Prepeymenta 78,850 
Mlterilll & Supplin 24,328 13,150 (0) 
Milcellaneoua Current & Accrued Assets 78.031 __ (!~.03 _1j (E) - --- --

Total Current Alletl 5,180,121 (4 ,438 ,148) 

Current U.tMn 
Accounll Papble/Trede (170,889) 87,888 (F) 
Acc:ounll Payable • Constructioo • FGCU Utility Unes (884,021) 884,021 (G) 
NotM & Accountl Peyable • Altod8t8d Company (75,380) 75,380 (H) 
CUitomer OePGt'ta (205.735) 205,735 (I) 
Accrued Texn (321,812) 
Accrued Interest (238,218) 238,739 (J) 
Milcelleneoua Current U.bilitiel _(~~l40) 

Total Current U.bilitin (1 ,754 .~53) 1,291 ,541 

Dtftutd Dtbll 
Uniii'Mrized Debt Dilc:ount,Expense 388,822 (389,822)(K) 
Prelir'nNfy 8uMy & lrwalllplion Cherges (8,885) 8,885 (L) 
CIMrtng Accounll (2,028) 2,028 (M) 
Deferred R8te c.. EJipenM (Note 1) 57,581 
Milcelleneoua Deferred Oeblll 335.205 (204.231)(N) 
Accumulated Deflrred Income T .... -~·710,508 ~5.710.508)(0) 

Teal o.terr.c~ Oebb 8,581.273 - (8,372.738) 

Net Wortdng Cepltll Allowance ~~--=-~!~! ·-~~ f_-!~!;5~-~.~~ 

Adjusted 
B1l1nce -·---

s 332.201 

305.248 

78,850 • 
37,478 

----

751 ,773 

(83.203) 

(328.812) 
(557) 

-~~740) 

__ (~~.312) 

57,581 
130.974 

188,535 

'=- 478!.!!! 

Nota (1): In u.png wlh pat Comml11ion prec:tice, the everege amount of rete caM e•pense uttimllely epproved in 
thia proceeding lhould be ..,...Met for the projected tnt yeer bel•nca. 

OO C!W! 1, : •, 1 • • ·: . ~ _ 1 'ibif-
"' Exh (RCN·1) 
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Line 
No. 

1 
2 
3 
4 

5 

• 7 
8 
8 

10 
11 

12 
13 
14 

15 
18 
17 

18 
19 
20 
21 

22 
23 

24 
25 
28 

27 
28 
28 

Gulf U.V Comp.ny 
Dock .. No. 880328-WS 

Ave.-.ge AdJUited Balance Sheet Wortdng Capital Allowance 
December 31, 1 He 

Ellhl* (RCN-1) 

AcQUIImlnll (A!tii'IQI) 
(A) Cllb 

Remove inter ... bearing money market accounts 
Remove .,_... ea"*'gglncluded In operating account 

(8) Sptdi!DtPA"' 
Remove lnllrell bultng depolb nlabl6lhed to MMce 

lndullrt.l DewloprMnl Revenue Bonds (IORB) end releted 
debt ,...,.. 8nd ren.wal and replecement fund 

(C) Nota I Acc:ouall 8~-~uociltiCS Cam~oy 
Remove receivable from related party 

(D) 

(E) lllctlll~ CunMII Aa:rued 611111 
Ellmlnete lnlerelt receivable eaociatld with IDRB releted 

lpldal .,_.. 

(F) Armw* PIPM"'ied' 
Remove construction p.yabln Included in regular accounts 

payableJnde during the months December. 1995 through 
March, 1He 

(G) At:couDII Pa•bj• • Construction • fGCU Unt.l 
Remove c:on1truc1on peyabln 

(H) Nata& I ~Dtl f••* · 6•pc1Pd Cam~oy 
Remove noll pepble -Inter ... bearing and included in 

c:epbiiii'Udure 

(I) C•.,..,.,..... 
Remove cuetomer depolb • Interest beerlng end Included 

In capbletructure 

s (811,885) 
(43) 

s {811_128) 

$ {3,562,425) 

s {114) 

' 13,150 

$ {!8,031) 

$ 87,686 

$ 884,021 

s 75,380 

$ 205.735 

Exhibit--- (RCN-1) 
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Line 
No. 

1 
2 
3 

• 
5 

8 
7 

8 
8 
10 

11 
12 
13 

1. 
15 
16 

17 
18 
18 

(J) 

(K) 

(L) 

(M) 

(N) 

Gulf Ullllly Compeny 
Docket No. 880321-WS 

A--oe Adjulted lelance lhHt WCHidng Cepbl Allowence 
December 31, 1He 

Exhlbil (RCN-1) 

AccruldlrMr .. 
lnc:rHie projected emounl per compeny reviled ntimale to me' 780 
RemcM Ira. lit~ on IDRI'I which ere funded by apedal 

depadl remCMd In Adjullment -a- ebove 

Unam0111zld Dtbt~DH 
Remove unamortized debt expense • Included in cost of capital 

Prdmi\lry Suotty & lmtntlgdcm...Cbargu 
EllrniMte theM chelgel•lhey relate to developer agrHmentl 

and capbl project~ unrelated to day-to-day operations 

Cltartng Acc:otmla 
Eliminate clearing account balance • related to capital projects, 

unrtl8t8d to nonntl dly-to-dey operetions 

Milcellaneoul Dtfeuld DebD 
Eliminate developer rec:.ivlbln related to refundable advance 

agreements 

s (30 •• 84) 

288,233 

s 238.738 

$ {388,822) 

s 8,885 

s 2,02!_ 

s {204,231) 

(0) ~mulmld.Dt.teru.d.J.nGPmt. Texts 
Remove net defeued tax ..... - debits relate to CIAC end gross-up: 

credll embedded in net balance accounted for in capital structure $ ~790,506) 

Exhibit--- (RCN-1) 
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,. GULF UTIU1Y COMPANY 
CAPITAL PROJECTIINCUIJED IN ACCOUNT8 PAY~ 

" REVISED FE8AUARY 7, 1117 
SECOND AEV1810N 11 :aa ,_ 

FGCU 
ntAEE OAKS WWTP PH 3 
C1 FORCE MAIN 
CORKSCREW AOAD WATENIAIN 
COAK8CAEW WTP PH 3 
RELOCATION OF FOACEMAIN /MX:O-Hit'r 41 

TOTAL BY MONTH 

DEC JAN FEB MAR 
1- ,. 1- , .. 
11.171 14.374 11.ca» 

MO.OII a.715 , •• 707 1 •• 107 

17,CID 11.111 ,..., -11.011 • • 143 
~.7C7 

._.------.-.--.---~------...--~-~-
1400.111 1370,114 I1 •• CMO 1111,172 

p. 11. j? IJ~ 91J : .ff2 ~fl. 
/J 

Exhibit ______ (RCN-2) 


