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I SSW: 1: IS TD QUALITY OF SERVICE PROVIDED BY GULF UTILI'l'Y 
COMPJUIY SATISFACTORY? 

Gm.l: : ***'l'h• quality of aervice provided by Gulf Utility 
C01apany ia aatiafactory.*** 

Gulf is in compliance with FDEP and EPA r equire ments , as set 

forth in the testimony of Mr . Steve Mess ner , Operati o ns Manager of 

Gu l f (Exhibit 8, T . 141-142 ) , Mr. Andre w Barienbrock , FDE P 

Environmental Manager for the Domestic Was tewat er Complianc e a nd 

Enforcement Section (T . 37 1-373) , and Mr . William Allen , P . E ., 

Direc t or of Environmental Eng i nee ring, Dept. o f Health and 

Rehabilitative Services (T. 367-369). 

l:SSW: 2: DOES TO UTILITY PROVIDE AD&QOATZ FIRJ: rLCM TO ITS DITIRJ: 
CUTIFICAT&D AR&A? 

GYL[: ***Gulf provide• adequate fire flow to ita certificated 
area.*** 

Gulf provides fire service throug h 562 hydrants l ocated 

throughout t he system plus 22 priva te fire l1 n0 s . Gulf contra c ts 

with the two fire districts with in i ts area t o maintain t h e 

hydrants and, in c onsideration there o f , t h e r e is no c harge f o r the 

fire hydrant service . T. 822-823, Exhib it 23 . 

Mr. Beard, Fire Inspec t o r f o r the San Carl o s Park Fire 

Pro tection District, verified Mr . Messner ' s testimony that t h e Lee 

County Code Section 10- 38 4C provides that it is t he deyelo~e r ' s 

res~oosibilit y to meet fire flow re~uirement s as a pre requ1 s it e t o 

o b t aini ng and holding a d evelopmen t o rder. Exhibit 36 (J PE - 6 ) T. 

39 3 , 411, 811. Mr . Beard testified thnt i n c n s c> f' wh <'rt• h ll tldtlllJ S 

h nvt • ll <l t been built to code , those buildings had t o b e modified 



through construction or installa tion o f fire s prinkl ers , and there 

is no requirement to retrofit wa ter lines. T. 41 1 -4 12 , 41 5. Non e 

of t he evidence shows any requirement f o r Gulf itself to inst itu te 

any construction projects to increase pressure n r r ·ow ~ LO r fire 

protection purposes. This testimo ny is consistent wiLh Mr . 

Elliot's and Mr. Messner's testimo ny. T. 710 , 71 3 , 750 , 756 , 758 -

759 , 811 . 

Mr. Kleinschmidt, Deputy Chief for the Estero Fire District , 

initially testified t hat Gulf did not meet its fire fl o w 

requiremen t s in its service area, on the basis o f a J anuary 19 , 

1995 and a December 18, 1995 fire test . Ho wever , o n c ross 

examination he admitted that a Feb ruary 28 , 1997 test o f the same 

hydrant tested on December 18, 1995 found a pr-e ssure 1nc rea ::;e 1 rom 

1 , 154 gal/min to 2 ,446 gal/min. T. 43 0 . Mr. Messner testif ied as 

to wa te r system improvements which have i mr: r ovt"d Gu 1 f ' s 

capabi l ities of supplying water and pressure s ince 1995 . T . 811 -

812 , 795 - 796 . Mr. Kleinschmidt testified that he only bro ug ht to 

the Commiss ion's attention any fire f lows that did not meet l, SOO 

GPM at 20 psi. T. 431-43 2. Furthermore, Mr. Kleins c hmidt had n o t 

seen the 1992 fir e hydrant maintenance a greeme nt between t h e fir e 

distr i ct a nd Gulf. T. 4 32 -4 34 . Mr . Kleins chmidt did n o t test 1 fy 

as to his understanding of the interpre tati on o f Lf>P c-ou nty 

Development Code Sec . 10-38 4 (c) , addressed by Mr. Beard . 

Notwithstand ing this fa ct , the evidence sho ws that fir e fl o ws 

are generally i n excess of cod e requir e ment::;. T. 7 14, IY)-73 I 

75 6-757 , Exhibit 36 (JPE 2 and JPE - 7) , T . 811 - 81 2 . 
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Mr. Beard testified the fire flow at Fl o rida Gulf Coast 

University (FGCU) was 1,348 gallons per minut e . Ho weve r, Mr. 

Messner testified that Mr. Beard had no a ctual fir e fl o w test Odta 

on which to base his testimony. On Ja nuary 14, 1997 , Gu l f 

conducted an independent fire flow test at th i s s~te , showinq 1561 

gpm at 20 psi. T . 797-798, Exhibi t 36 (JPE- 7) . 

Mr. Moore testified that the State Fire Mars hal ' s o ffice wa s 

sa tisfied that fire protection at FGCU was adequate based o n the 

design that it approved for c o nstruct i o n of FGCU . Gulf ha s 

re ceived n o complaints from FGCU r egardi ng fire flows sinc e FGCU 

began receiving service in December 1996. T. 569 - 570 . 

Mr. Messner testified that i ts water plants b o th pro du ce in 

excess o f 1, 500 gpm thro ugh its h i gh servi c e pumping. Any de c rease 

in pressure would occur in the lines (T. 835) , some o f whi c h we r e 

installed more than 20 years ago. T. 41 2 . 

The competent substantial evidence is that Gul f does provide 

adequ a te fire fl o w to its c erti ficated ar ea . 

BAD BMI 

ISSUE 3: SHOULD TD OIU ICILLIOR cpu.nt~ REJECT BOLDING TANK FOR TBI 
CORitSCRD 1fATD 'l'RDTMIN'l' PLANT U INCLUDED IN RATI BASI? 

Gllld:: ***The reject holdi.nq tank ahould be included in rate 
baae becauae 1) it ia required by Gulf'• DIP permit, 2) 
the plant waa conatructed within 24 aontha from the 
hiatorical teat year. (Sec . 367 . 081(2), and 3) it ia a 
prudent coat of providi.nq aervice during the period when 
the rate• will be effective (Sec . 367.081(3)) . *** 

The one mi llion gallon reject (concentrat e) holding tank t o be 

construc ted at t he Corkscrew Water Treatment plant site represe n ts 

part o f the cost -effect ive facili ties being devel oped t o pro vide 
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sufficient blending of concentra t e e ff luent wit h wa stewa ter 

effluent for disposal as an irrigation s o urce at t he Village s o f 

Country Creek and the Vines g o l f course . Th e t ank i s bei n g 

c onstruc ted as a necessary result o f the c o nstruct i o n i n 1 99 6 o f 

the Corkscrew WTP, as a c omponent part o f me mbrane t r e atment s k id 

# 3 at the Corkscrew WTP. T. 703, 806-8 07. The r eject ho lding tank 

is required in order to meet Department o f Enviro nme n tal Pr otectio n 

( DEP) requirements regarding the eff lue n t mi x betwe en the t wo wate r 

tr e atmen t plants. Exhibit 41, T. 8 0 5-809 . 

The cost of the rejec t ho ld i ng tan k p r ojec t i s : 

Ho lding Tank 
T r ansfer & Pumping 
Me tering & Controls 

$ 44 '1 ,4 55 
$ 10 1,818 
$152.727 

$700 , 0 0 0 

Ex . 8 (MFR ' s , Sch. A-1 p. 3) T. 140. The u t ili t y ha s pro vided t he 

info r ma tion required by Fla . Admin. Cod e R. 25 - 30. 441 ) . The r eject 

h o lding ta n k sho uld be incl uded in the cos t o f se rvi ce . 

The ho lding tank wa s determined t o be the mos t cost e ff ec t i ve 

o f t hree satisfac tory alternatives presented t v FDE P . T . 807 - 809 . 

Fo rty- t hree percent o f the ho ldi ng t an k a nd 10 0 % o f the p ump s , 

con trols , e t c ., are used and useful . Exhibi t 8 , page 9 . Th e me t er 

contro ls , and p ump i ng fa c il i ties ($ 2 5 4, 5 4 5) ar e needed , 

i rr e spe c t i v e o f t he s i ze of the t ank, to me e t FDEP requ1 10me nt s , 

a nd are , t here f o r e 10 0 % us e d and use ful in t h e p ubli c serv ice . T. 

OPC recomme nds e liminati ng t h e e n tire cost o f th is projec t 

(~nd cer tain ot h e r i mprovement s) fr om rat e base f o r t he so l e reason 
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that the "facility has not been constructed.H T. 247. This is an 

invalid reason for disallowing this proj ect and is con trary to 

§367.081 (2) (a), §367.081(3), and Fla. Admin. CodeR. 25 .30.4 415. 

The one million gallon reject holding tank will be constructed 

in the public interest, within 2 4 months from the e nd of the 

historical test ended December 31, 1996 and must be considered by 

the Commission in setting rates, pursuant to §367.081 (2) (a) , Fla. 

Sta t. Mr . Moore testified that constru c tion o n t hi s tank is 

scheduled to start in April 1997 . The undisputed test imony is that 

the expected date of completion is projected for four m0nths later . 

T. 129 , 631. 

"To ignore this fact in determining rate base woulti be error; 

refusal to recognizeH the cost of this construc tion "wo uld present 

a false picture of the utility's futu r e ea r n ings and r c1Le o t 

return .H Gulf Power Com~any v. Bevis, 289 So 2d 401 , 405 ( Fla. 

197 4 ) , relying on McCardle v. Indiana~olis Wat e r Co ., 272 U. S . 400 

( 1926 ) . The Supreme Court in Gulf Power Com~any emphasized t ha t 

tes t year data must be adjusted for known c hanges whi ch will occu r 

.with in a reasonable time after the end o f said period so as t o 

fairly represent the future period f or ~hich the rates a re being 

fixed. The Florida Supreme Court has held it i s apprn f l tto~t • ' f o r 

t he Publi c Service Commission t o reco~nize fact o rs wh i c h affect 

luture utility rates and to grant prospective increases based o n 

t hese fa ctors . Flo ridians United v. Publi c Servi ce Commi ss i on , 475 

So. 2d 241 , 2 42 (1985). 

5 



The construction cost of this tank is a prudent cost of 

providing service during the period of time the rates will be in 

effect following the entry of the final order herein, and should be 

allowed in rate base as plant in service pursuant to §367 . 08 1( 3) , 

Fla. Stat. 

ISSUI 4: SHOULD AllY ADJtJS'l'IGDITS B& MAD& TO TB& CBLOIUHE CON'l'ACT 
CBAMBKRS AT TD DW TBUK OAitS WASTafAT&R TREATMENT 
PLANT? 

Gmt~: ***No adjuat.enta ahould be made to the chlorine contact 
chamber• becauae theae unita are neceaaary in order to 
maintain the neceaaary aaaurance o~ compliance with Fla. 
Admi.n. Code R. 62-610, that require• Claaa I 
reliability . *** 

Mr. Biddy alle:ges that the cos t of the second o f. t he t wo 

ch l orine contact chambers be transferred to plant held for future 

use . This would be an incorrec t treatment bec au se t he second 

ch l orine contact chamber is a necessary element in the Three Oaks 

WWTP to provide required redundancy t o th n o n - 1 i ne c ha mber , a s 

testified by Mr. Elliott. This second chlorine contact c hamb e r is 

100% used and useful because it is neces sa r y to assure compl i ance 

with DEP Rule 62-610 that requires Class I reliability. T . 704 , 

729 , 733 - 734. 

OPC 's Class I Reliability Allowanc e Calculati o n , F.xhibit 18 

(TLB- 3 .4 ), applies t c both issues 4 and S he r e in and 1s f lawed as 

follows: 

1 . OPC i ndicated parts of the treatment plant had been 

removed, (T . 728, lines 21-24) when, in fact, the treatment pl ants 

have been and are fully operational. Nothing has been r e mo ve d fr om 
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the treatment plants. T. 729, lines 18-25 . 

2. The flows on line 1 (TLB-3.4) are L.1derstated, fr om 

understating growth in 19 96 and not including FGCU and margin 

reserve (See Issues 6 and 7 herein), producing e>rors thro ugho ut 

the exhibit. 

3. The Class I reliability r e qu ireme n t is re l ated t o the 

plant capacity (Exhibit 18, TLB-3.4, line 2 ), no t the flows (li ne 

1 ) a s used by OPC. Therefore, lines 4 and 5 are understated. T . 

734, lines 21-25. 

4. OPC did not include the cost o f all facilities in their 

study , plus made an error in attempting t o average the cost of 

tanks and filter with the chlorine contact tanks. 

5 . The amount shown by OPC has the investme n t in Phases 1 

and 2 in the "Budgeted Amounts," does not i ncl ude inve s t me nt s in 

filters o r disinfectant contact basins. There f o r e , th e amo un t s 

s h o wn are in error. 

6. The big investment is in tank s and filters , n o t t he 

disinfec tant contact basin. By giving equal weight t o the con t a ct 

basin , t he overall percentage is understat e d . Line s 7 - g . 

Exhibit 18 (TLB 3.4) is not factual, is replete w:i t h e rr o r s , 

d o es not allocate any investment in c hlorine cont ac t t .l nk :-; :-i ln <· •' 

none of thei r investment is included in the amo unts sho wn o n l i nes 

1 2 a nd l l , a nd the OPC engineer was mistaken on t he condJ tion o f 

the plants during his inspection. 

should be rejected. 
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The chlorine contac t c hambe r s we re cons tructed i n the publi c 

interest and must be considered b y t he Commiss ion in setti n g rates 

pursuant to §367 . 081(2) (a), Fla . S ta t. The cost o f the c hlor i ne 

conta ct c hambers is a prudent cos t o f pro v i ding se rv ice during the 

p e rio d o f time the rates will b e in e f fect fol l owing the e nding of 

t he final order and should be a llowed i n rate base as ~lant in 

service pursuant to §367.081(3), Fla. Stat . 

ISSUE 5 : SHOULD MY ADJUS'l'IID1"1'S BB MADE TO TBI! OLD TBUK OAKS 
WASTJniADR '1'ltD'l'IID1" PLANT? 

G2LJ:: 

WWTP. 

***No adjuat.enta ahould be made to the old Three Oak• 
Waatewater Treat.ent Plant. Thi• plant i• required by 
DKP'• Claaa I reliability and redundancy rule• . *** 

Mr . James P. Elliott is Engineer o f Record f o r t he Three Oa ks 

T . 70 0 . He testif i ed tha t the o ld treatment tanks are a 

necessary e lement in the Three Oaks WWT P process to pro vide DEP 

requi r ed Class I reliability in compl i a nce with DEP Rule 62 - 610, a s 

redu ndancy fo r on - line aera tion and c la rifier u n1ts . T . 70 4 , 728 , 

7 3 1. When the Th r ee Oaks Phase IV expansi on is comp leted 1 n 

Decembe r, 1 9 9 7 , as a par t o f the o r iginal planning of these 

treatment f a c ilities, one of the o ld treatme n t tanks will b e 

modified a nd c onverted f o r use as a f l o w equalization basin and the 

second tank u s ed fo r effluent storage . T. 70 4 . 

Mr . Elliott testified that OPC wa s i n e rr o r 1n testify1ng that 

t he o 1 d Three Oaks p 1 a nt i s o ff -1 in e wit h "the aerator s p u 11 e d 

o ut . " T. 72 8 - 730 . Mr. Ellio t t test ified that a month be f o r e t h e 

Marc h 5 hearing the ae rators wer e i n place . T . 730 . 
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Th e o ld Three Oa k s WWTP is required by DEP Ru le 62 - 6 10 , and 

t h e cos t o f investment sho uld the r e f o re b e i n c luded a s ~l ant in 

service i n rate base pursu a nt t o § 3 67 . 081( 2) (a ) , §367.081(3) , and 

Fl a. Admin . Code R. 25-3 0 . 4 415 . 

ISSUE 6 : SHOULD TD COSTS ASSOCIAT&D WITB TBE FLORIDA GULF COAST 
UlfiWJtiift (I'GCU) BE IlfCLUD&D Ilf TBIS RATE PROCJ:J:DilfG, 
AND IIIIAT, II' ARY, ADJUS'l'NElfTS AU DCESSARY? 

~: ***The co•t• •••ociated with I'GCU •hould be included in 
thi• rate proceeding . The ~acilitie• were con•tructed 
and were providing •ervice in 1gg6.*** 

In 1 996 $1 , 14 2 ,637 of fa c ili t i es ~·:er e constr u c t ed to S tlppl y 

both wa ter and wastewate r s e rvice t o Florida Gulf Coast University. 

T . 8 4 . FGCU ha s been a cus tomer of Gulf si nce it began recei ving 

s ervice in De c e mber, 1996. T . 122 - 123 , 6 12 . Mr. Moo r e testified 

that FGCU will be Gu l f ' s la rges t si ngle source o f r e venue in its 

first ye ar o f operation . The fa c i lities d e s igned by FGCU ' s 

e ng i neers and approved by Gu l f o n 1 y con ·ide n : <.i c ur r e nt c a mp us 

requ irement s T . 565 . 

Competent s ubsta ntial e v idenc e shows tha t the FCGU fa c ilit i Ps 

we r e constructed i n the public int e r est wit hi n 2 4 mo nth s from the 

e nd of the h is t o rica l t est yea r ended Decembe r 3 1, 1 995 and must be 

con s ide r e d by t h e Commis s i o n in setting rat es pursuant t o 

§367. 081 (2) (a) . Ms . Welch test if ied tha t t he Commi ssi o n has the 

option t o inc lude suc h constructi o n costs i n rat e base 1f 

con structed within 2 4 mo nths aft e r t h e test ye ar. T. 478. 

OPC rec ommends deleting the i nve s t me n t f or watPr and 

wastewater li nes t o serve FGCU solel y on t he bas i s t hat FGCU " will 
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not be in service until the summer of 1997. Si nce it is o utside 

the test year 1996" no costs of the project should be inc luded in 

rate base . T. 248-249. 

First , OPC is factually incorrect. FGCU began receiving 

service in 1996. 

Second, and more important, OPC' c; p o sition runs afoul ot 

statutory and caselaw which requires that the Commission recognize 

factors which affect future utility rates, and that test year data 

must be adjusted for known changes . Fl o ridians United v . Pub l ic 

Service Commission, 475 So.2d 241 (Fla. 1 985) , Gulf Po wer Company 

v. Bevis , 289 So. 2d 401 (1974) 

These const ruct ion costs are a prudent cost of pro viding 

servi c e during the test year 1996 and during the time the ratP.s 

wil l be in effect and should be used t o determine t he revenue 

requirements that will allow the uti lity t o Pn rn d fair r ate o f 

return on its rate base. §367.081 (3) , Fla. Stat. (199 5) . 

USID MD USII'OL 

ISSUE 7: SHOULD A MARGIN USIRVE Bl ALLOIIID FOR TBI WATER AND 
WASTEWATIR SYSTIN, AND IF SO, WIIAT AMOUNT? 

Gl.llal: : ***The appropriate margin reaerve perioda are one and one 
half yeara in the water operation• and thr .. yeara in the 
waatewater operationa . *** 

Mr . Ca rdey and Mr. Ell iott, P . E ., tesU fi eci t hat in c luding a 

margin reserve recognizes Gulf' s obligatio n t o meet LhP rlPrnand s o f 

p o tential customers plus changing d e mand s of existing c ustomers. 

The recognition o f this service o bligation is con s1stent wi t h 

Gulf's prior rate cases and is consi stent with the polic y o f the 
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Commission. T. 144-145, 701-703. 

Mr. Elliot testified that a margin reserve is an econ omi c 

benefit for utilities, customers, and for publi c health, safety and 

environmental protection considerations. If n o margin reserve is 

allowed, then the utility is forced to operate ve ry close to the 

capacity limits at each facility, which ca ·1 present significant 

health and environmental concerns. Lack of margin reserve could 

result in a utility's inability to meet fire d e mand, l o w wat er 

pressure, insufficient chlorine contact time , insufficient 

treatment of water and/or wastewate r, insufficien t effluent storage 

or disposal capacity, that can r esult in a connection morato rium. 

Without appl ying a margin reserve , the util ity is forced into a 

con tinual desi~n, permitting and constructi on sequence that 

involves almost continuous wor k and review by e ngineers , r e gulatory 

personnel, inspectors and others . Th .... s c r ntinual effort would 

ce rtainly increase costs to the utility and its c ust omers. T. 70 1 . 

In Mr . Elliott's opinion, DEP rule 62 - 600.405 titled " Planning 

for Wastewater Facilities Expans ion ," in concept , requ1 r es that 

utilities provide margin reserve. T. "70 1 , "/ 17- -12 1. 

It is OPC's positi on that a ut ility does not need a margin 

reserve. This position is wrong. Mr. Cardey testJfied that as a 

public utili ty, Gulf has an obligation to meet the service 

requirements in its certificated area, incl udin g bot h present and 

p o tential customers. A system t h at is 100 % al c apa c i t y could no t 

meet that obligation. On t h is matter , the Commissi o n has stated : 
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Section 367.111 (1) Florida Statutes, provides t hat 
"(e)ach utility shall provide service to the area 
described in its certificate of authorization within a 
reasonable time." In order for a utility to meet it s 
statutory responsibilities, it must have suffi cient 
c apacity and investment to meet the existing and c hang i n g 
demands of present and potential c ust omers. The r e f o r e , 
we have consistently recognized margin rese rv e as an 
element in used and useful calculations. Accordi,,gJ.y, we 
find that a margin reserve must be included in the 
calculations for used and useful plant for PCUC. 

In re: Application for rate increase in Flagler Co unty by Palm 

Coast Utility Corporation, 96 F.P.S .C . 11:27, 3 9, T. 6 42 - 6 43. 

OPC contended that margin rese rve s e rve s o nl y c u s t ome r q r o wt h . 

Mr. Cardey testified that in fact, it serves both e xi st ing and new 

customers. Businesses expand and need additional s ervi c e, h omes 

are remodeled and new dishwater o r garbage disposal uni ts may be 

i nstalled, public schools enlarge, familie s gro w r e quir ing mo re 

utility service and, as systems get older, l osse s a nd i nf il tra t i o n 

increase. A margin reserve is needed t o meet these c hanging needs 

o f existing customers. T. 643-644. 

In a growth c ompany such a s Gul f, t here is a n o ngoing 

i nvestment in margin reserve. As o ne gro up o f c ustome r s t ake 

service, a margin reserve must be pro vided f o r anot he r gro up . Th e 

Company has a permanent inves t men t in margin rese rve . T . 6 4 4. 

Fo r electric u ti l i t i es, t he margi n res e rve i s i n c l tJdPd i n the 

rate base and a return QU and the r e turn Qf t h e inves tme nt in the 

margin reserve is included i n cons ume r rates . Th e d oct rine t hat a 

utility company is entitled t o a fair return o n p r o perty d e vo ted to 

publ i c s ervice is fundamer. t al t o rate r e gu lati o n anrl s ho uld a p p l y 

t o b o th e lec tric and water compa n ies . The e lt~C L I l l. · ·omp<~lll t~ s 
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receive a fair return througn rates charged t h e general body o f 

customers, while with Gulf Utility Company the stoc kho lder absorbs 

mos t of the costs . 

In the final analysis, for Gulf t o provide sa fe and adequate 

service , it must have a margin reserve. T. 6 44. 

Mr. Elliott testified in support of Gulf' s r equest f o r a I . S 

year a nd 3.0 year wastewater marg in re serv e p e ri od , based o n t h e 

ti me it takes a utility t o plan, design , and construct faciliti es. 

T . 725-728. 

ISSUE 8 : SHOULD FIRE I'LOW BB INCLUDED IN TBB USED AND USEFUL 
CALCOLATIOHS I'OR TD 11ATBR SYSTDC, AND IF SO, WIIAT IS THE 
APPROPRIATE ALLOIIANCB? 

Gm.J:: ***Fire Flow o~ 0.360 aqd ahould be included in the uaed 
and uae~ul calculation• ~or the Water Syatem.*** 

Fire flow is provided by Gulf Utility Company facilit i es 

throughout the water transmission and distri h11t i o n s ystrms Lo meet 

instantaneo us demands including pea k flows a nd fire fl o ws. T . 705 . 

The fire flow of 0 . 360 mgd should be used in t h e calcul ation 

o f used and useful is set forth in t h e MFRs (Exhibit 8 , Sch . F3 , 

p. 157 and Sch . F5, p. 159). Th is determina tion is made as 

requi red by the MFR form, is consistent wi t h Gulf ' s previ o us rate 

case in other c ases Mr. Cardey has been in si nce the ear ly 1970 ' s . 

T. 655 . On cross examinat ion OPC wi tness Biddy conceded th~ t thP 

0 . 360 mgd was the co r rec t fire f l o w wh e n bot h residential and 

commer c ial fire flows are recognized . T. 270-272. 
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ISSU& P: SHOULD KCOROIIY OJ' SCALE BK CORSIDKUD BY TD COMNISSION 
Dl DK~Q 1111&TDR I'ACILITIKS AU USED AND USKI'UL IN 
TD PUBLIC Ilft'KUST? 

G2Lf : ***The Ca.a1aaion policy ia to conaider economy o~ acale 
in deter.a1ning whether ~acilitiea are uaed and u•e~ul in 
the public aervice .*** 

As a matter of policy, the Commission has conside r t d econ omy 

of scale in determining whether fa c ilities are used a nd use ful in 

the public service. The Commission policy is t o consider DEP 

requirements and other engineering fact o rs when making a u s ed ~nd 

useful determination. Used and useful is defined in the 

Commission's Qigest of Commission Regylatory Phil o sophies as 

Expressed in Ratemaking Proceedings and Current oecisions. Pivi~ion 

of Water and Wastewater, Rev. 11/96, p . III - 6-7, c iting Qeltona. 

~. Docket No. R-750626-WS, Order No. 7 6 84 (3/77): 

The concept of "used and useful in t he publi c s e rvi ce ", 
basically an engineering concept, i s o ne o f t he mo s t 
valuable tools in utility regulation and rate - maki ng. It 
is basically a measuring rod or t est used t o d etermi ne 
the portion or amount of the utility' s as se t s whi c h a r e 
to be included in its rate base a nd upo n wh ich the 
utility has an opportunity to earn a re turn. 

*** 

Generally, any asset wh ich is r e quire d to p e r fo rm a 
fun c tion which is a necessary step in furn i sh i ng the 
servi ce to the public is considered used and usef u l. 

In addition, good engineering design will give a growing 
utility a sufficient c apa c ity ove r a nd abo ve ac tual 
demand to act as a cushion for max i mum da i 1 y f l o w 
r e quirements and normal growth ove r a r e aso n a bl e p e r t o d 
o f t ime. 

The Commi ssion p o licy, in de t e rmining use d a nd use ful, a s se t f o r t h 

in Pe lto na and other Commission orders, and i t s publi s hed d i gest o f 
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regulatory philo s ophy , is to consider DEP and EPA requ irement s and 

"economies of scale," in addition to its mathemat ical formula. 

ISSUE 10: SHOULD TD COIMISSIOH UCOGHIZ& &COHOMY 01' SC..~ IH 
D&TKRKDIDIG USED AND OS&I'tJL I'OR TO CORJtSCRD RLL I'I&LD, 
COIUtSCRft WATER TUATMDn' PLANT, SKID I 3 , AND CORKSCREW 
UJ&CT WATER I'ACILITI&S. 

~: ***The Commiaaion ahould recognise the econoay oE acale 
in determining uaed and uaeEul Lor theae Eacilitiea . *** 

The Company MFR's are consistent with t h e Commission ' s f i nding 

in the prior rate order 247 35 . In that order , the Commissi on 

recognized the economy of scale in the con struction nf the 

Corkscrew well field and wa ter t r eatment facilit1es , and under this 

theory any excess capacity is related to the last increment of 

capacity. T. 656-657, 181-184. The e con omi cs of scale in the 

Corkscrew well field is set f o rth in Append i x A o f the MFR' s. 

Exhibit 8, pp. 166-168. In this case , the used and usefulness o f 

the water treatment plants is a s foll o ws. 

Capacity Flo ws % Used & Us e ful 

San Carlos WTP 2. 415 mg 2. 415 mg 100% 

Corkscrew WTP 

Skid 1 0.500 0.500 100 ~ 

Skid 2 0 . 500 0.500 10 0% 

Skid 3 0.800 0.301 

4 .2 15 mg 3 . 7 16 mg 88 "· 

Under the principle set forth by the Commission in the prior c ase , 

the excess capacity is related to Skid 3 wh ich went 1nto sery1ce in 

December 1996. What th is doP.s is e ncourage u ti l ities to build 
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economies and efficiencies into the system. T. 656-657. 

Therefore, 38% of Skid 3 was allocated to used and use ful. Exhibi t 

8 (Sch. A-1, p. 9, line 3). 

As previously discussed in Issue 3 , 4 3% o f the ho l d 1ng tank 

and 100% of the water, controls and pumping equ ipme n t is used and 

useful. Exhibit 8, col. 2, lines 6-1 5 . 

Mr. Biddy on Exhibit 18 (TLB- 2 ), page 1, fail e d to reflect the 

fl ow responsibility of the Company and failed to r ecogni ze e con omy 

of scale in the used and usefu l computati o n. OPC f ailed t o find an 

investment in nonused and useful plant . OPC' s ad j ustme n ts o n water 

treatment plant should be rejec ted . 

ISSU& 11: SHOULD ALL FACILITY LANDS B& COIISID&R&D 100' OS&D AND 
OS&ruL, ARD IF NOT, WHAT ARK TB& APPROPR~T& OS&D AND 
OS&POL PDCDTAG&S? 

~: ***~1 ~aoi1ity land8 •hould be con•idered 100' u••d and 
u•e~ul.*** 

Land - Corkscrew WTP 

In the 1991 case (Order No. 2 4 735) , th e Commission found t hi s 

land to be 100% used and useful. Since t ha t time there has been no 

c hange except it is used mo r e e xt e n s ively in t he rlay - to - day 

o perations. T . 658, 803. After describing the abo ve ground 

facilities, the underground piping that link s t he vari o u s 

o perations, a buffer zone, retention p o nd, plus r oadways, Mr . 

Messner testified that the plant is 100 % used a nd use f l ll. T. 80~ . 

There are no ot h e r plans f o r construc tion o n the s 1te e xcept 

pos sibly a 2 millio n gallon storage tank i n t h e futur e. T . 8 21 . 
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Land - Three Oaks WWTP 

I n the 1988 rate case (Order No. 20272) , when only Phase I was 

in service , the Commission fo und 50% of the land to be used and 

useful. In 1991, Phase 2 wa s constructed , and in 1 995 Phase 3 was 

constructed. In addit ion, a second force main now del iver s 

wastewater to site. T . 801. 

The Three Oaks facility site encompasses 17 structures above 

ground. These structures are linked through a net wo rk of piping 

and conduit below gro und that traverses the entire site , providing 

the essential link to the various components o·... t h e treatment 

facilities. When the requi red buffer zones, drainage /retention 

a r ea , and road and access a r eas are factored in , the ldnd is fully 

utilized and is 100% used and u seful in the o perat ions. T. 801 -

803 . 

ISSUE 12 : WHAT IS TBJ: APPROPRIATE MJ:TBOD AND RESULTING USJ:D AND 
USJ:I'UL PJ:RCDI'l'AG&S FOR TBJ: WATJ:R SYSTEM COMPONENTS? 

GllL.[: *** The •upply and treatment plant i• 88.2% u•ed and 
u•e~ul, and i• ba•ed upon Gul~ ' • obligation to provide 
•ervice to exi•ting and potential cu•tomer• in it• 
certi~icated area: the •wa o~ the average o~ ~ive 

con•ecutive day• max~ ~low• , a margin re•erve, and 
~ire •ervice , divided by capacity . Storage and the 
di•tribution •upplie• i• 100' u•ed and u•e~ul.*** 

The Company bas two water plants, the San Car l os plant wi th a 

c apacity of 2.415 mgd, and the Corkscrew p lan t with d c apa c ity of 

1. 800 mgd . Future expansion will be at the Corkscrew plant . The 

water system is fully interconnected. T. 8~ . 

The Company made used and useful studies o n wat er supply and 

treatment and found them to be 88. 2% u sed and useful. Exhibit 8 , 
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p. 159. Storage and the distribution system are 100% used and 

useful. T. 143. 

Staff did not present a used and usef u l study. OPC made 

studies on the percentage used and useful, but never presented 

testimony or expert opinion on the dollars invested in non-used and 

useful property. 

A comparison of Gulf's and OPC's findings on used and useful 

is set forth in the table in Appendix A. With reference to c ol umn 

2 on Appendix A, the Company made a detailed review of t h e 

operations in 1996, followed the procedures out lined for meeting 

the MFR, and was consistent with the findings in the last rate case 

in Order No. 24735. T. 138. 

In making its studies, OPC determined used and useful f o r each 

well field separately and each treatment plant separately, then 

abandoned that process and failed to f ollow th P in itial ~rocedure 

through to its final conclusion. OPC's determination o f used and 

useful mixed peak daily flows, 5-day average flows in t h e peak 

month, and annual average flows, then eliminated service to FGCU 

( line 3) , fire flow requirements (line 6 except f o r s t o r a g e ), a nd 

margin reserve (line 7). Some 92% of the differences be t ween Gulf 

and OPC are these three items with the balance estima t ing c ust ome r 

growth in 1996 (line 4, cols. 2 and 8). 

Referring to Appendix A, additional comment s o n the se 

differences are : 

1. Florida 

a nnu a li zed a 

Gulf 

full 

Coast 

year's 

University (FGCUl 

revenue and expenses, 

18 

Cline 

T. 

3! . 

14 4, 

Gulf 

and no 



party questioned these estimates. In developing t he test year, 

Gulf estimated the level of operations in the coming year and 

reflected those factors that reflect norma l operations when the 

rates go into effect, which would incl ude the university . T . 1 71. 

FGCU should be included in the test year. 

2. Fire Seryice (Line 6l . OPC excluded fire flows from supply 

and treatment facilities because they are not considered i n the 

design of supply or treatment facilities. Exhibit 18, TLB 1, p . 3 . 

All parties agree that p eak day flows are used i n the design of 

wells and treatment faci 1 i ties. Ho weve r, determining used and 

useful is nQt a design problem, but is a reaso nable procedure in 

determining the investment in the supply and treatment facilities 

utilized in meeting the service o b liga tions of the Company . T . 

654, lines 8-11 . A comparison of peak and 5-day average flows is 

as follows, T. 656, lines 5-7: 

Peak Flow 

5-Day Average 

Difference 

3 . 312 mgd 

2 . 756 mc;~d 

0.566 mgd 

There is a 31% difference, and the difference is greate r t han fire 

fl ows of 0.360 mgd shown on line 6 , col. 2 , o f Appendix A. Using 

peak day flows would increase the percen tage of used and usef ul 

facilities . 

We lls and treatment faciliti es are used in pro v idi ng fir e 

service , first in initially filling storage tank s , then , when there 

is a fire , all facilities, including wells and treatment , are in 

full operation to supply water t o t he s ys tem. Fi re fl o ws is a 



component in finding used and useful. T. 667, l ine s 7-1 3 . 

3. Margin Reserve (line 7) See Issue 6 herein . 

4. Well Fields (col. 2, and col s . 3-5) See I s sue 13 herein . 

5. Treatment Plants (col. 2 and cols. 6-8) 

The table compares the u sed a nd use ful o f t h e two 

treatment plants: 

Sao Carlos Corks c r e w 

Gulf 100 % 3 8. 00% (S kid 3) 

OPC 100% 2 8. 26% (total p la n t) 

Both Gulf and OPC found the Sa n Carlos WTP to be 100% 

used and useful. As to the Corkscrew WTP, in 1 990 , t he ini ti a l 

s kid had a capacity of 0.500 mgd, with t h e a ddi t i on o f S kid L o f 

0 .500 mgd in 1994, and Skid 3 o f 0 .8 0 0 mgd in 1 99 6. OPC ' s 

computation of 1.800 mgd x .2826 0 . 509 mgd is roughly the 

equivalent of only Skid 1. 

The Commission said this in Order No . 247 35 , page 9 : 

We calculated the used and use ful pe r c entage s f o r t he 
water systems by adding the ave r age of f i ve max i mum 
c onsumption days as peak flow, the r e qu ired f ire fl o w, 
a nd margin reserve, less any exc es s i ve una ccount e d f o r 
water, and then divid ing by the comb ined c apacity o f the 
two water plants. By this appro a c h, the wa te r plant is 
1 00 percent used and useful. Thu s , a ll t h e a c c o unts 
associated with the Sao Carlos water plan t a r e c o n side r erl 
100 percent used and useful . By t h e s ame apprr>cl <· h .1nd 
b ased on the current capacity o f 0 . 5 MGO , the Co r ks t· t e w 
membrane softening plant i s a l s o 100 p e r c ent used a nd 
useful . 

I n t hat Order, the Commission sa i d, "We believe t ha t 1t 1s 

a pprop r i ate to c onsider economies o f scal e a nd make an adJustment 

to the treatment facilities.u Considering t hi s p rinciple , it the n 
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made an adjustment of $2,405 for ove rsize pipiny and $79 , 9 19 for 

the building (p. 10 of Order ). 

On these two i terns, the Company followed the pr inc i pl e of 

Order 24735. Exhibit 8, page 167. Wi th the additi o n o f Skids 2 

a nd 3 , the allocation reflects economy of scale under t he princ ipl e 

set forth in Order No. 24735, namely , the excess ca.Qo C.lty .l S 

r ela ted to the last increment of c a,Qac i t y added to the system. T . 

656-657, lines 24-6. The table shows the method o f all ocati o n : 

% Used 
Ca,Qacity Flows & Ust:ful 

San Carlos 2.415 mg 2. 41 5 mg 1 OO't, 

Corkscrew: 

Skid 1 0. 500 0.500 100 

Skid 2 0 . 500 0 . 500 100 

Skid 3 0 .8 00 0 .30 1 

4. 215 3.71 b 8 8 '+. 

Therefore , 38% of Skid 3 was alloca ted to used and useful , a s s ho wn 

o n Schedule A-1, page 9, line 3 of Exhibi t 8 . 

0.38 X $1, 094 , 445 = $415 ,8 90 

Again , OPC did not find an investment in no n - used and useful plant , 

and t here is no evidence in the record o n the investmen t separately 

in eithe r the Corkscrew WT P or the San Carl o s WTP . 

The second p roblem is OPC allocating the 199 5 5 -day rna xirnurn 

fl o ws o f 2 .7 4 6 mgd and the load gro wth o f 0 . 178 mgd t o the t wo 

plants. The flows in the two plants duri n g t he 5 -da y rnax1mum 

peri o d we re: 
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San Carlos 

Corkscrew 

2 .160 mgd 

0.586 

2.7 4 6 

Somehow OPC allocated the 2.924 mgd (line 5, co l 8) s o San Carl os 

flows of 2.415 mgd equal the c apa c ity o f 2 .41 5 mgd , with t h(' 

balance allocated to Corkscrew. Th e numbers just d o not add up . 

This inability to determine fl ows for each plant plus the fa c t 

that the investment in each plant separately is n~t in the record 

destroys the reliability of OPC 's Exhibit 18 . 

6. Storage: See Issue 14 here in. 

7. Components of Flows 

As shown on Appendix A, Gu 1 f and OPC used the s ame plant 

capaci ty (line 1 and cols. 2 & 8) and same 5-day average fl o ws in 

1995 ( line 2 and cols. 2 & 8). The differe nce in 1996 l o ad g rowth 

is: 

Gulf: 607 ERC x 396 gals/ERC 0 . 2 40 mgd 

OPC: 864 ERC x 206 gal s/~RC 0 . 178 mgd 

The 607 ERC growth was determined by met e r size by c lasses o f 

service. T. 156. Th e growth in Gul f 's servi ce a rea has been 5 - 6-

7% per year, and it expects that level o f g r owth in the near 

future. T. 77-78. 

The 396 gals/ERC is in Gulf ' s tariffs , and Mr. Cardey 

test ifi e d that for the 5-year period of 1991-1995, the a ve rage fo r 

the 5 - day maximum in the peak month was 392 gals/ERC . It was his 

opini on the 396 gals/ERC was still appropriate for the 1996 test 

year. T. 188 , lines 9-13 . 
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OPC increased the gro wt h i n 1 996 and reduced the gals/ERC to 

a 5-year annual average . Exh. 18 , TLB 2 . 1 . Th e use of a nn ua 1 

average flows is inconsisten t wi t h fl o ws in the peak mo nth. Gu l f ' s 

estimate of 0. 2 40 mgd f o r c u stome r growt h s h t· u ~ d b e used. 

8 . .L..slrui: See I s sue 11 herein. 

ISSQI 13: WIIAT IS TO APPROPRIAD METHOD AND RESULTING USED AND 
OSKI'O'L RRCDTACDS I'OR WATER SUPPLY 11ELLS? 

~: ***The water aupply well• are 88\ uaed and uae~ul . *** 

The design and sizing of the well s a re matched to the c apa c ity 

of t he treatment plant. The y ar e t he r e f ore t r e a ted as o ne u n it in 

the determination of used and use fu l. The princip l e o f economy o f 

s cale wa s used in the dete rminati o n of the used and use fu l o f bo th 

we l l s and treatment facilit ies . The we l l f i e ld in t o tal is 88.0 ~ 

used and useful. The San Carlos well fi e ld mat c hes the capacity 

o f the t reatment plant which the Commission f o u nd t o b e 1 00~. used 

an d useful in the 199 1 ra te case , Do c k1· t 900 "1 18 - WU, Orde r No . 

2 4735. No thing has c hanged si nce that ti me . T . 6 ~3. :'h e 

Cor kscrew well and treatment p l ant was f o und t o be used and u se fu l 

based upo n the economy of s c al e pri nc i p l e. This is consist e n t wit h 

the p rior rate case . T.656- 65 7 . 

The following t abl e compares t h e used and us e fulness o f t he 

t wo we ll f i elds: 

San Ca rlos Co r ks c r e w 

Gu lf 100 . 00% 80.3 0% ( a ) 

OPC 86 . 00 16 . 25 

(a) Exhibit 8 p p. 165-168 ) 
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Mr. Elliott testified that OPC did not give 'consideration for 

additional wells to back up the wel ls in service , and said: 

According to "Recommended Standards for Wa ter Wo rks," 

Section 3.2.1.2, "A minimum of two (2) sources of 

groundwater shall be provided." Paragraph 62 - 555 . 3 1 5 o f 

[sic] Chapter 62-555.315, paragraph (1) .. . reinforces the 

two (2) source recommendation and makes it a requirement 

for permitting by DEP. Furthermore, Chapter 62 - 555 FAC 

requires that the utility utilize prudent planning in the 

basis of design for the water supply and treatment 

facilities f0r providing adequate service for the 

duration of the Permit issued which l ocal regulato ry 

agencies interpret as being five (5) years. The used and 

useful requirement must be in concert wi th accepted 

design pract ices and regulato ry req1' i remr nL s . T . 705 -

706, Exhibit 36 (JPE-3) 

The Corkscrew well field was devel oped in 1990 As a ~o1Jr ce o f 

water for the Corkscrew membrane softening plant. The well field 

is in an environmentally protected are a, and beca use o f b o th 

economy and environmental protect ion, the Company i n stalled 11 

wells and ran a raw water line. In Order No . 2 4 735 , page 10 , th e 

cost of legal, engineering, hydr o l o gy , e nvir o nme nlal , a nd 

t es l o ration of the well site was considered 100 % us e d a nd useful , 

survey cost 90% used and useful, and 4 o f t he 11 wel l s used and 

useful . A summary of cost as it relat es to these fa c illties is 

shown in Exhibit 8 , p. 167, co lumns 2 and 3 . O rde r 
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reflects what is known as economy of scale. S i nce Order No . 2 4 735 , 

t wo additional wells were activa t ed and two s ki ds added to the 

Corkscrew treatment plant. T . 182 , 653 . 

Consistent with Order No. 247 35 , Gulf al loca t e d 2 /7 o f t he 

inve stment in non-used and useful set f o r t h i n t h is Ord e r t o used 

and useful as shown in Exhibit 8 , page 1 67, and as set fo r t h in 

Ca rdey's direct testimony. T. 14 2. 

OPC failed to consider the a c tual fact s . OPC c onsidered less 

t han one well at Corkscrew in its used and useful ca l culati o n, as 

shown on Exhibit 18, (TLB- 2 , line 14): 

3,600,000 gpd X . 1625 = 58 5 , 0 00 gpd 

The c apacity of one well is as f o ll o ws: 

1 well @ 500 gpm x 60 min. x 2 4 hrs/day = 720 , 000 g pd 

The Commission had this t o say i n Order No . 2 4735 , page 1 0 : 

Presently, two wells are equ ipp~d wit h wel l p umps . 
One well is enough to mee t t he c u rrent product i o n 
capacity of the Corkscrew water plant a nd the ot her is 
used as standby. DER require s t wo wells f o r a uti l i Ly o f 
this size. The o ther nine we l ls a re rese r ved for futur e 
development. Upo n c ons i dera t i o n, we will al l o w f o ur 
wells in order for the util i ty to me e t the one- f oot 
drawdown requirement of the Sou t h Flo rida Water 
management Di s trict. 

Therefore , we find i t appropr iate t o conside r these 
f o ur wells to be 100 percent u sed and useful and the 
other seven wells to be non-used and useful . 

OPC' s t rea t me n t of e a ch we ll field sepa r ately res u lts i n its 

inabilit y to d e t e rmi n e i nvestme n t in non -used and useful plant . 

There is no evidence in t he r e co r d on t he i n vestme n t in t he Sa n 

Carl os o r Cor kscrew we ll ti e l d separately. Wh ile ~xhibiL 1 ~ (TLB-

2) shows a combined percenta ge fo r the t wo wel l s (l i ne 1 4 ) , t he 
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we ighting of capacity and flows is not the same as t he d o llars 

weighting. The 1980 dollars in San Carl o s is no t the same a s 1990 

dollars in an environmentally protec ted area at the Co rk s c r e w we l l 

field . 

ISSUI 14 : WIIAT IS TBJ: APPROPIUATB MJ:TBOD AND RJ:SULTING USED AND 
USEFUL PUCD'l'AGJ:S I'OR WATER STORAGE? 

mzLr: ***The Ca.pany haa 2. 6 ailli.on gallona o~ ground atorage, 
leaa than 18 houra o~ the peak c::t-nd. Tht1 amount of 
adequate atorage, i.ncludi.ng ... rgency atorage i.a baaed 
upon an aaaea ... nt o~ ri.ak and degree of ayatem 
reli.abi.li.ty. The water atorage faci.li.ti.ea are 100% uaed 
and uae~ul.*** 

Gu l f has 2,600,000 gallons of storage , abo ut 18 hou r s of pea k 

usag e flows. Neighboring utilities such a s Cape Co r a l ha ve 5 d ays 

and Sanibel has 10 days of storage . Mr. El l i o t t , who desig ned t he 

p resen t storage facilities, testified t ha t at least 2 4 ho ur ' s fl o w 

was a r e asonable amo unt and that the present sto rage of 2 , 60 0,00 0 

ga llons was "adequate, but no more than that ." r. 7 44. OPC ' s u sed 

a nd use ful is 11 hours o f peak usage f lows e x c luding f i r e f lows . 

(Se e Appendix A attached hereto, Column 9 ) . If e me rge n c y sto r age 

all o wan c es are arbitrarily disc oun ted o r r e du ced a s Mr . Bi dd y 

suggest s , t he he alth, safety and welfare o f c u s tomers is being 

j eopa r dized. T. 706 . 

Gulf h a s the same s t o r age c a pac i t y it ha d in 199 1 wh e n the 

Commi ss i o n f o und the fa c ilities 100% u sed and useful. Wi th ' 1 ye n r s 

g r o wt h , t he used a nd useful c a nnot b e l ess in 1996 t h an i n 199 1. 

IS SUE 15 : WHAT IS TD APPROPRIATE N&TBOD AND RJ:SULTING US&D AND 
USI!I'UL P&RCBNTAG&S I'OR TB& IIAST&IIAT&R TRJ:ATN&NT PLANT? 
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mzl&: ***The waatewater treat.ent plant ia 100\ uaed and 
uae~ul, (aver&C)e daily flow in max month divid8d by plant 
capacity).*** 

The appropriate used and useful me t hodology is shown in the 

evidence . Exhibit 8 page 160, T. 142-143. WWT P land is 100% used 

and useful (Issue 11 herein). The chlorine contact c hamber (Issue 

4 herein) and both wastewater treatment plants are 100 % used and 

useful (Issue 5 herein). 

Gulf has two wastewater plants: the Sa n Carl o s plant, 

constructed in 1980, with a capacity o f 0.218 mgd, and the Three 

Oaks plant, constructed in 1989, with an initial capac ity o f 0.250 

mgd, then a 0.250 expansion in 1991 and another 0.250 mgd in 1995. 

Future expansion will be at the Three Oaks plant wi th plans to 

interconnect the two in 1997. T. 81 and 82. The fa c t t hat Gulf 

has obtained permits, taken bids, and i n tends to expand the Th~ ee 

Oaks treatment plant in 1997 is further evide~c~ tha t the e xi s ting 

plants are 100% used and useful. T. 661. 

Exhibit 35 (KRC-9) is a comparison of OPC's Exhibit 18 (TLB - 3 ) 

and Gulf's determination of percentage us e d an d useful. T . 6~ 8-

662 . It should be noted that if OPC had included the fl o ws fr om 

FGCU ( . 052 mgd) and a margin reserve (.300 mgd), OPC ' s f l o ws wo u l d 

be in excess of capacity, or in excess of 100% used a nd us e ful. 

Gulf and OPC agree that total capacity is . 0968 mgd. 

Exhibit 35 (KRC- 9) shows differen t flows in 1 99S . OPC used 

the annual average flows, on the San Carlos plant, whil e Gulf used 

the peak mont h fl o ws in August 1995. Bo th st ud i es us e d p e a k mo nth 

fl ows at Three Oaks. Gulf foll o wed the same procedure as set f o rth 

/ 
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in the prior rate order (Order 202 7 2 , da ted 11/7 /8 8 ). Mr. Bi d dy 

used annual average daily flows at San Carlos based up o n the DEP 

permitted capacity terminol o gy, but g a v e no reaso n s wh y use o f 

t h is figu r e would be appro p r iate o r why the Commiss i on s hou l d 

d e viate from its established p o licy o f usi n g the 5 day 

a verage / maximum month flow s . T. 277 . 

Gulf's growth numbers are suppo r ted b y compe t e n t s ubstant i al 

evidence. The 507 ERC growth i s de ta i l ed by c u stome r classes (T . 

15 1 ) , and the 250 gals/ERC is set forth in Gulf' s tariffs and was 

used in the previous rate order. Mr . Cardey testifi e d that flows 

during t h e three peak months of April , Ma y, and June average 25 1 

g al lons/customer, verifying the amoun t used i n the tariffs. T. 

188. As f urther evidenc e o f the acc u racy o f c us tomer growt h, Mr . 

Cardey testified that 1996 revenues were $7, 000 greater than 

es t i ma ted i n the MFR's, i ndicating c ustomer gr 0wt h wa s "right o n 

~ arget . " T. 672-673. 

The Commission should re ject OPC' s adjustme n ts . The 

wa stew ate r trea t ment plant sho uld be con s i de red 100% us e d and 

useful . 

ISSUE 16: WBAT ARK TD UPROPIUAD USED AND USEl"UL PERCENTAGES FOR 
TBE WATER AND WASTEWATER FACILITIES? 

Glll&l:: * * *Theae are aet ~orth in the NI'Ra and diacuaaed in 
Iaauea 12 throuqh 15 above.*** 

A summary o f the used and useful perc entage s f o r t he water a nd 

wastewater fa c il i ties are set f o r in Appendix B, attached hereto . 
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ISSUI 17: Alta ADJOS'l'MD1'1'8 DC&SSUY TO IHCR&ASK CIAC AHD DKCRDSK 
KQOI'l'Y I'Oil LIDS BUILT I'Oil TBK CALOOSA GROUP (AUDIT 
DISCLOSUU 1)? 

Gmd:: ***Gul~'• aooountin9 ~or the Caloo•a Trace tran•action 
•hould be approYed with no adju•t.ent• beoau•e it 
•tren9then• Gul~'• equity ba•e, re~lect• the continuing 
c~ taent of the •tookholder• to provide quality •ervioe 
on the area, and will benefit oon•uaer• over the long 
pull.••• 

In 1990, Caloosa Group, Inc., c o nstructed $160 , 928 o f o r,- s it e 

fa c ilities in a 133 lot subdivision c alled Cal oosa Tra ce . Th e 

Cal o o sa Group owners were given s toc k upo n the transfe r o f t he 

as s ets to Gulf. T. 538-539, 543. 

Staff and OPC recvmmend that t h e $ 160 , 928 b e c r e d 1 t e d t o CIAC 

on t he basis that "affiliate transactions be required t o b e t r ea t e d 

the same as nonaffiliates.n T. 450 . 

S taf f does not disagree with the u t i lit y's pos i ti o n t h at this 

transaction was reviewed by Gulf's audit o r s ~ n d i ~ 1 n c o mpli an c e 

with al l rules and regulations o f the FPSC a s well as g e ne r ally 

accept e d accounting principles. T. 45 0 . 

Mr . Moore testified in detail in suppo r t o f Gulf' s a ccoun t ing 

t r e a t me nt of this transaction. T. 539-54 6. Fi rst, the r e is a 

subs t antial difference in the c ondi t i o n s under whi c h thP 

stoc kho l d e r s o b tai ne d se rvi ce in c ontrast l o o t her d e ve l o p e r s 1n 

t h e a r ea . Gulf stockholders absorbed o ver $1,500 , 00 0 1n l o sses 

r elated t o IDRB construc tion l o ans t o ma ke wate r a n d wa s tewate r 

c apacity available for the benefit of the 1 5 - 2 0 act i ve de velopers 

i n the are a and the customers who pur c hased ho mes f r o m t hPm. Fo r 

that r eason, t h e r e is n o dis c riminati o n i n the tran sa c ti o n wh e r e 
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Gu l f is sued stock for the assets of Caloosa . T. 543-544. 

Second , the higher equity base resulting from issuance o f 

stock s ignificantly benefits customers. With a higher equity base 

and stable earnings, Gulf will have bet t er pro spects of 

successfully negotiating the refinancing of the IDRBs with lower 

i ntere s t ra tes plus freeing $1 million of required funds that then 

will be invested in new facilities. T. 545-546, 614-616. 

ISSUE 18: ARE ADJUS'l"MEN'l'S N&CKSSARY '1'0 DJ'L&CT PDPAID CIAC AS Ula> 
AND USEFUL IN RATE BASE? (AUDIT DISCLOSURE 8) 

mzL.[: ***No adjust.ents are necesaary to re~lect prepaid CIAC 
as used and use~ul in r.ate base because prepaid CIAC is 
related to ~uture custa.ers.*** 

Gulf 's internal accounting procedure assures that pre paid 

balances for both water and wastewater are not assoc iated with the 

used and useful plant already included in projec ted test year ra te 

base . T. 676- 677. 

Staff has proposed that $586,623.75 in prepaid conne c t i o n ~ ees 

hr rlPdu c ted in computing rate base on the assumption that tho s e 

con ne c t ions "appear " to be related to plant alre ad y in se r vi c e . 

There is no study supporting that statement. 

Mr . Cardey testified that a "test year" synchr onizes f o u r 

bas i c determinants in setting rates: ( 1) the revenues pr o du c ed 

und e r the rate structu re, ( 2) the expenses, inc luding d e precia tion 

and taxes incurred to produce these reve nu e s, ( 3) the property 

( ra te base ) that provides the service, and (4 ) ret urn o n said rat e 

base . S t a ff ' s pro p o sal i s inconsistent with the legal f r a me wo rk o f 

r atemaking outlined above , as well as t he fundame nt a l s in t hr MFRs . 
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The prepaid connection f ees r e l ate to f ut u re c ustome rs a n d Gulf ' s 

contractual obligation t o meet t hei r s ervice r e qu irement . T . 641 -

64 2 . 

In the test year in this c ase, t he investmPnt i n n n n - ll ':n· l .,11.J 

IJSef tJ ] rJ.'l n t P )(<- ood n ! • l cpal d t ' u iiii <::C llUIJ l e e s, lrlCl udi n g the 

$300,000 to be received in the fu t ure f rom t he S FWM D, b y 2 1%. 

Gulf's treatment of prepaid connect i o n fees is consis t ent with i ts 

prior rate orders. Staff' s and OPC ' s p r op o s ed adjus tmen t for 

prepaid c o nnection fees should b e rej ected. T. 6 4 2 . 

ISSQI 19: IF A MARGIN R&SBRVZ IS APPROVED, SHOULD CIAC B& DNPUTZO 
OH MARGIN R&SBRVZ, AND IF SO, IIIIAT AICOOHT? 

Gm.r: ***I~ a aargin r•••rv• i• approved, CIAC •hould not be 
~uted on aargin r•••rve.*** 

Gulf has included the investment i n ma r g in reserve in u sed and 

useful investment. If CIAC were i mpu ted , t h e net e ffec t wo u l d be 

to negat e the Company's capital i n ve s t ment 1~ p l an t and to have the 

stockholders absorb the cos t o f meeti ng t he growt h o f Lhe a r ea . T . 

14 5 . I mputing CIAC depri ves the u tility o f a retu r n Qll and a 

r et u r n Qf investment in mar g in reserve . T . 64 6 . 

Mr . Carde y also testifi e d t hat the 1996 test period 

synchro nizes or matches the gross r e venues o f the Compa n y with t h e 

ope rating expenses to produce those r e ve nues o f the utility 

property t hat provide the service . Imputing CIAC fr o m fut u r e 

c ustomers is o ut of sync h roni zatio n wit h t he t est yea r princ ip l e . 

T . 14 5 . 

The net i n vestme nt i n mar gi n r ese rve in t he wate r o p e r a ti o n s 

is $397 , 330. If imputed, $ 4 12 , 500 would be offset by CIAC and 
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• deducted from rate base leaving a negative amo unt of $15,17 0 . The 

loss of earning and loss of capital each y ear wo uld be $55 , 893. T . 

645-646. 

Imputing CIAC as shown above ignores t he Compa ny' s obl igati o n 

to serve the changing demands of present and p o t e ntial c us tomers. 

There should be no imputed CIAC in this c ase . T . 6 46 - 6 47. 

In proposed rule making Docket No . 9602 58 -ws , t wo Staff 

witnesses, Mr. Robert J. Cr o uc h, P. E., and Mr. N. D. Walker, 

recommended margin reserve with n.Q imputed CIAC . Mr . Ca r dey' s 

testimony is consistent with the two Staff witne s ses in the abo ve 

docket. T. 647. 

ISSU& 20: 1IIIAT IS TD DOLLAR AI«XJNT 01' PLAH'l' COSTS INCLUDED IN RATE 
BAS&, AIID IIIIAT DOLLAR MI:>UNTS SHOULD U INCLUDED IN RATE 
BASK AS CIAC, ULATBD TO I'ONDS UCKIVBD !'ROM TBJ: SOUTH 
!'LORIDA WADR ~ DISTRICT'S ALTERNATE WATER 
SUPPLY QRAHTS PROGRAIC? 

~: ***The amount o~ the -~~luent reuae mixing ayatem plant 
coata included in rate baae ahould be $446,090, and the 
dollar amounta o~ CIAC (net) ia $185,371*** 

Gulf applied for and received a n Alterna ti ve Wa t er Su ppl y 

grant from the SFWMD for its Effluent Reu s e Mixing Sys tem in t he 

Fis c al Year 1997. The District will cost - share up to $300 , 000 of 

the p r o jec t's cost. T. 525. The grant has no t yet been rece i ved . 

T. 630 - 631. Exhibit 8, p. 9, col. 2, lines 8 -1 0 , 13 - 15 . CI AC is 

shown o n Appendix B, p. 3 of 4, note 2 . 

ISStllj 21: ARJ: ADJUSftGDftS DCKSSARY TO ACctJNOLATKD MI:>RTIZATION 01' 
CIAC TO AMORTIZE CASH CONTRIBUTIONS USING YEARLY 
CC»CPPSITE RATES? (AUDIT J:XCJ:PTION 2) 



~= ***Ro aclju•taent• are nec•••ary. Gul~ amortize• CIAC 
u•inq a compo•ite amortization rate that i• the .... a• 
the c~•l.te rate o~ utility plant, excludinq c~n 
plant. 'l'hi• i• one o~ the alternative -thod8 peraitted 
pur•uant to rule 25-30 . 140, r . A . C., which Gul~ ha• 
~ollowed ~or a number o~ year•.*** 

Gul f 's position was fully s uppo r ted at h ea r ing t hro ug h the 

t es t imo ny o f Ms. Andrews. T . 847 - 8 4 9 . The proposed adj us t ments 

should be rejec ted and Gulf's e xi st i n g practice o f a mo r tization o f 

CI AC s h o uld be used i n t h is c ase . 

ISSUI 22 : IS TB. UTILITY' 8 METHOD OJ' PROJECTING ITS TII:ST YEAR 
WORKING CAPITAL ACCOUNTS RDSONABLII:, AND WBAT, IF ANY 
ADJOS'ftiDI'rS AU NBCII:SSARY? 

~: ***Gul~ ' • .. thod o~ projectinq averaqe te•t year workinq 
capital account• i• rea•onable, with adju•tment• a• ••t 
~orth in Gul~' • po•ition• on I••u•• 23 throuqh 25.*** 

This i ssue results from the test imo n y o f Ms . We l c h, s ugges ting 

t hat Gulf did not provide any f o rec ast methodo l o gy f o r the 

projec t ion o f working capital. T. 47 7 . As a result , t h e Sta ff 

Audit c ontained wo rking capi tal computat~ on5 o f the h istor i c p e r i od 

August , 1 995 , through August, 1996 . T. 44 7 and Exhibit 2 4. Other 

than asking the Utility why t he h isto r i c wo rking c a pital wo uld 

cha ng e for the p e r iod Se p t ember , 1996 , t hro ugh Decembe r , 1996 , n o 

i ndependen t analysi s was performed b y S ta ff a s t o t he 

reaso nableness of the working c api ta l a c c o unt s f or t h e p r ojec t e d 

tes t year ended De c ember 31, 1996. Li kewise, OPC witness Di s muk e s 

u sed the hi s to r ic working c a pital c al c ula ti o n con taine d in the 

Staff Audit as a start ing p o int . T . 3 10 and Exh i b i t 2 4 . 

Therefore , ne i ther t h e Staff n o r OPC used a w(n- ki n q <· .1p i t.a l 

nl l o wa nce based o n t he Commi s sion appro ved p rojected t est ye ar 
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ended December 31, 1996. T. 840, 846, 857. In fa c t, the working 

capital computations of Ms. Welch and Ms. Dismukes include four 

months of data prior to the start of the test ye ar a nd e x c lude 

materially relevant data for the last four months. 

Mr. Nixon testified in detail as to why the projected tes t 

year should be used and the impact on work ing capita l accounts by 

failure of Ms. Welch and Ms. Dismukes to do s o . T. 778 - 779 . Mr. 

Nixon provided a detailed analysis of each projected c urrent asset, 

c urrent liability, and deferred debit a ccount in the MFRs, T. 17 -

2 1, and concluded that the projected working capital accounts f o r 

the 1996 test year are reasonable and provide an a cceptable basis 

for determining the allowance for working c apital. T . 2 1-22 . The 

testimony of Mr. Nixon was unrebutted. 

Ms. Andrews, Gulf's Controller, testified that the wo rking 

c apital forecast for the projec t ed test yea ! wa s based on the 

projected balance sheet accounts whi ch, in turn , were ba s e d upo n 

mo nthly projected income statements, construction budget, c ash flow 

statements, debt service schedules, and financing s c hedules. Ms. 

Andrews stated that all of these financial document s were gi ve n t o 

the PSC and OPC Staff who , in turn, di sc u s sed the m with Company 

p er s o nnel and had a good working knowledge of the methods u 3ed by 

Gulf . T . 856-857. 

The question of whether adjustments are necessary must be 

answered in two parts, according to the c at e g o ry o f t lw r~ d Jl l .'i lrnf'nt . 

Th e first category inc l udes those adjus t me n ts whi c h a r e 

ne c essary to the projected wo rking capi tal a ccou n t b d l a ncPs 
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c ontained in the MFRs. All wi t n e sses agree tha t a cc rued i nte rest 

payable should be revised to $269,790 (T. 782 , 3 11, 4 88 , and 

Exhibit 24, page 15) and that projec ted mat e r ia l s a nd s upplies 

should be increase to $ 3 7,476. T . 7 8 1, 31 1 and 4 4 8 . Mr . Ni x o n 

testified that it was Commissi o n p o li c y to s ubsti tu te t he a ve r a g e 

actual rate case expense appro ved in thi s p roceed i n g for the 

projected balance shown in the MFRs . T. 7 8 3 . 

The second category relates t o additio n s or s ub t ra c ti o n s o f 

t he various projected test year wo rking cap ital a ccount balanc es in 

o rder t o arrive at the appropria te wo rking cap i ta l a l lowa n c e. Mr . 

Nixon testified extensively conce rning t hese adjustme nt s . T . 7 84-

788 and Exhibit 40. 

Gulf's method of projecting it s test year wo rki11g c apital 

accounts was reasonable and provides a n acceptable ba s is for 

d e termining the allowance for wo rking c a r i ta l . 

ISSUI 23: SHOULD UNAMORTIZED DEBT DISCOUNT AND ISSUANCE EXPENSE BE 
INCLUDED IN TD WORKING CAPITAL CALCULATION (AUDIT 
UCJ:P'l'ION 5) 

mll..[: ***Unaaortised debt diacount and iaauance expenae ahould 
not be included in the workinq capital calculation 
becauae thia aaount ia included elaewhere in the rate 
aakinq proceaa.*** 

Witnesses Welch, Dismukes , a nd Ni xo n all ag r eed t hat 

u n amort i zed debt disc ount and issuance e x pe n se s h ou ld b e e x c luded 

from the working capital ca l c ul ation. T. 4 47 , 780 , 18 3 -"lf14. 

Pursua n t to l et t e r of Marc h 17 , 1997 , Gul f s t ipulated wit h 

S taff a nd OPC that this accoun t i s al read y i nc luded i n d e t e rm1 n ing 

the c ost o f debt in t he cos t o f r api t n l . I n c l uding 1 lt1 s dmo unt i n 
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working capital would doubl e count t his amoun t . Wor king capital 

should be reduced by $389,92 2 (Exhibit 40) based on the projected 

test year . OPC and Staff u sed a historic p eriod outs ide o f the 

test year. 

ISSUE 24: IS AN ADJUS'l'ICDI'l' DCKSSARI' TO TB& PROJ&CT&D BALANC& OF 
ACCilOKD nrr&UST I'OR TO IIIDUSTRIAL DKV&LOPM&NT uvaro& 
BOIIDS (IDRBa) INCLUD&D IN TB& WORKING CAPITAL 
CALCULATION? (AUDIT &XC&PTION 5) 

Gm.l:: ***The projected balance o~ accrued intereat ahould be 
adjuated to $26t, 7t0, aa aet ~orth on page 15 o~ the 
Sta~~ Aucli t Jteport. However, the adjuated accrued 
intereat balance ahould not be included in the working 
capital ca.putation.*** 

All witnesses agreed that the projected 13 - mont h average 

balance should be adjusted to $269 ,7 90. See Issue 22 herein . The 

issue remains whether or not th i s paya ble should be exc luded f r om 

the computation of the working capital allowance as o ne of the 

second c ategory adjustments discussed above . 

Mr. Nixon testified that decisions concerning whi c h a ccounts 

to incl ude o r exclude in the wor ki ng capital computati o n are 

complex and subjective, and that n o definit i ve Commi ss i o n guidanc e 

exists . T. 774. He further testified that it is very i mportant i n 

analyzing cu rrent assets and liabiliti es to utilize the mat c hing 

concept , T. 776, one of the foundati on Generally Accepted 

Accounti n g Princip l es. Mr. Nix o n testifi e d t ha t interest payable 

is not funded by the operating c ash account . lnsteaci, d rnr~L c h.1ng 

debt service special deposit accou n t has been establis h ed to 

servi c e debt . T . 7 7 7 , 7 8 4, and 7 8 6 . Fol l o w1 ng the mat c hing 

princ iple , Mr. Nixon testified that since the spec ial deposit used 
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t o service debt was elimi nate d from t he computat ion, the ma tch ing 

i nterest payable account sho u ld a lso be el i mi n a ted . Fa i 1 u re t o 

e l iminate accrued interes t wo uld a rt ificially and unfa i rly reduce 

t h e Company's work i ng c a pital requirements. T. 7 8 6 . Mr. Nixo n ' s 

te s t imony on this i ssue wa s u nre bu tt ed . 

Ms. Welch made no atte mpt t o f o l l ow t h e mat c h i ng con c e p t a nd 

inc luded accrued interest in her computati o n ba sed o n he r 

understa ndi ng of Commissio n pol i cy . However , o n c r o s s e xami na t i o n , 

s h e t estified that s he wa s not g i vi ng a n y o p ini o n regarding t ht 

a l lowance for work i ng capital o r the compo n e n ts t hereot . T. 45 9 , 

46 1-462 . Likewise, Ms. Di smuke s i n c lud e s a cc r u e d in t e r est as a 

r eductio n t o working capita l , but does not e xpla in t he basis o f he r 

adjustment. T . 3 11 . 

Based on the evi dence , t h e pro jec ted balanc e o f nv e r a g e 

a cc rued i nt e rest payable s h o u l d be adjuste d t o $269 , 790 and 

e liminate d from the working capi t a l c a l c uld t i on . 

ISSOI 25 : SHOULD IN'l'KUST UC&IVABLJ: BE INCLUDED IN THE WORJtiNG 
CAPITAL CALCULATION? (AUDIT EXCEPTION 5) 

~: ***Intereat receivable ahould only be inc~.:ilded in the 
working capital calculation i~ accrued intere•t ia 
included in the working capital computation.*** 

Witness Welch, Dismukes, and Ni x on a l l e l i minated .i n te r est 

r eceivable from their wo rki n g c a pi tal comput a ti ons , but t o r 

d if fe rent reasons . 

Ms . Wel c h elimina ted inte r est r e c e ivabl e base d o n he r 

un d e rs t a nding o f Commis s ion po l i c y . T . 44 7 -44 8 . Al tho u g h Ms . 

We l c h ci tes as p o l icy the Con~iss ion ' s a c t i on in Sout he rn S tates 



and Gulf Power Company rate c ases, s he is apparently unaware that 

balance sheet working capital approved by the Commi ssion i n Doc ket 

No. 880882-WU included intere st rec eivable. Mr . Nix o n testifi e d 

that the Commission has not adopted any rul es o r publishe d any 

guidelines as to how balance sheet wo rking c apita 1 i s t o be 

calculated for a water and sewer utility. T. 768 . Agai n, Ms. 

Welch apparently made no attempt t o mat c h curren t a s se t s and 

c urrent liabilities . Ms. Dismukes d oes not address t h i s issue 

s pec ifically in her testimony, but her working c api tal computation 

beg ins with the balance determined in the Sta ff Audit, whi c h 

exc luded interest receivable . Exh ibit 2 4 . 

Mr. Nixon excluded interest r eceivabl e fr om h is wo rking 

c api t al c omputation based on the match i ng conc ept. T. 785 . He 

te s tif ied that if, for some reason, the Commission d oes not follow 

t he matching concept and d oes not eliminate a c c rued i n t erest 

p ayable , the n accrued interest receivable shou ld be inc l uded in 

t he wo rk i ng capital calc ulation. T . 78 5 . Mr . Nixon t e s tified that 

i n tere st receivable on the debt servi c e special deposi t i s a n 

i nvesto r s ource of working capital used t o fu nd acc r ued inte r est 

payabl e . He noted that interest receivable i s s imp l y the other 

side o f accrued interest payable. T . 78 5. Mr . Nixon' s te s ti mo ny 

on t hi s is sue was unrebutted. 

ISSOI 26: WHAT IS TD UPROPJUAD ALLOWANCE FOR 110JUitiNG CAPITAL? 

Glll.r: ***The appropriate all.owance ~or workinq capital ia 
$476,195 plua the averaqe rate caae expenae allowed . *** 
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The MFRs filed by Gulf, the testimony and Exhibits of Mr. 

Nixon provide the only evidence of record as to the appropriate 

allowance for working capital for the projected test year ending 

December 31, 1996. Exhibit 40, T. 784-787. 

Although Ms. Welch addressed the allowance f o r wo rking 

capital, all of her computations were based on historic data, whi ch 

included four months of data outside of the test year and excluded 

the last four months of the 1996 test year. T. 447. Further, she 

had no opinion as to what the allowance for working capita l should 

be or what adjustments should be made . T. 461-4 62 . Ms. Dismukes ' 

computation is similarly flawed. T. 310. 

Ms. Dismukes opined that Gulf's working capital requirement 

was a negative $(46,062). T . 311. Ms. Dismukes e liminat e d all 

una mortized rate case expense and generally failed to follow the 

matching concept in analyzing current asset s and c urrent 

liabilities. Ms. Dismukes' rationale for elimi nating unamortized 

rate case expense is as follows: "I have removed this a mount t o 

provide the Company with an incenti ve to minimize rate c ase 

expense." T . 310 . Rejection of this proposal alone wo uld change 

Ms. Dismukes' negative working capital t o a pos itive all o wance . 

Mr. Nixo n testified that it is long standing Commiss i o n p o licy 

to include average deferred rate case expense ul timately allowed i n 

rate proceeding as a component of worki ng capita l. T . 7 8 3 . Mr . 

Ni x o n tho r o ughly rebutted Ms. Dismukes' notion of negative wo rkinq 

c apital and the hypothetical examp.J e fashi o ne rl by Ms . Di s mu kes to 

s11ppo r t hE' r· t e s timo ny. T. 765 - 773. 

39 



Based on the unrebutted testimony of Mr. Nixon , the 

appropriate allowance for working capital is $476 , 996 plus the 

average additional rate case expense allo wed by the Commission i n 

this proceeding. 

ISSUI 27: WIIAT ARJ: TBJ: APPROPRIATE RATE BASE AMOUNTS? 

Gm.z: ; ***The appropriate rate baa• amount• are $4,077,824 ~or 
water and $4,483,584 ~or waatewater .*** 

The calculation of the rate bast amounts are shown on Appendix 

B, attached hereto. 

COST Ol CA.PITAL 

ISSUE 28: WIIAT IS TBJ: AI«))lft' 01' CREDIT A.CctJICOLATJ:D DJ:ftQED IHCC*J: 

Gm.z:; 

TAUS TDT SHOULD BJ: IRCLODJ:D IR TD CAPITAL STRUCT'ORJ:? 

***The accumulated de~erred income taxea are $1,517,923 
aa ahown on Schedule D-2, paqe 120 o~ the NFRa . *** 

Mr. Nixon, who calculated the acc umulated defe r r ed income 

taxes as contained in the " Cu section of the MFRs (Exhibit 8) , was 

not c ross examined and his testimony, Exhibits, and calculations 

were unrebutted. No other evidence e xi sts t o suppo rt a ditferent 

number . 

Staff's position in the prehearing o rder " t ha t a cc umulated 

defe rred income taxes should be increased for the deferred taxes 

related to the Commission approved rat e c ase expe ns e . u Ho we ve r , 

t here is absolutely no testimo ny of reco rd regarding the addition 

of deferred income taxes related to Commission approved r ate c ase 

expense . 

Deferred taxes related to rate c ase expense would o nly arise 

if the Uti lity deducted all rate case expense as in c urr Pct <l n it s 
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tax return, while deferring and amortizing such expense o n i ts 

b ooks. No decision on the treatment of rate ca s e expense on the 

tax return has been made by Gulf's tax preparer . Bec ause of t he 

high degree of uncertainty on the tax treatment f o r the rate c ase 

expense and the fact that no testimony by any p a rty exists o n the 

record, the Staff position must be rejected. 

ISSOI 29 : WIIAT IS TD APPROPRIATE RIGJITED AWRAGE COST 01' CAPITAL 
INCLUDING TD PROPD CCICPONDTS , Al«>tnn'S, AND COST RATES 
ASSOCIATED WITS TD CAPITAL STRUCTURJ: FOR TBE 1996 
PROJECTED TEST YEAR? 

Gm.J:: ***The appropriate weighted average coat of capital ia 
9.25\*** 

Schedule D-1, page 118 (Exhibit 8) shows the ca l c ulation of 

cost o f capital. 

HIT OPSBATIHQ IHCQHI 

ISSOI 30: WIIAT ARE TD APPROPRIATE IIAT&R AND IIASTZIIATER GALLONAGE 
PROJKCTIOHS FOR I'GCtJ FOR TBE 1996 PROJECTED TEST YEAR, 
AND 1IIIAT ADJUSTNDrl'S, II' ANY, AU NECESSARY TO PROJECTED 
UVDtJKS? 

Gm.J:: ***The ~ already include all the neceaaary 
adjuataenta*** 

Service to the FGCU commenced in 1996 . The projected revenues 

f o r s e rvi c e to the university are s ho wn in Ex h ibi t 8 (MFK Sch . E-

1 3 , p. 1 52 and 1 5 4) a nd T. 14 3-144. T h e 111 <" 1 ( • oJ :-J • • 1 n PX J )(' rl :H· is 

shown in Exhibit 8 (MFR Sch. B-3, pp. 73 , 74 and 76) . Th is appears 

to be the only evidence o n t hi s i ssue . 

ISSUE 31 : WBAT ADJUS'l'MD1TS, II' ANY, ARE NECESSARY TO TBE 1996 
PROJECTED DST YEAR RBVDUJ:S TO UI'LZCT TBE APPROPRIATE 
~SCELLANSOUS SERVICE REVENUES? 
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Ql.ll.r: ***No adju•taent• are nece••ary to the 1996 projected 
te•t year revenue• regarding ~•cellaneou• •ervice 
revenue• . *** 

The misc ellaneo us service revenues , Exhibit 8 page 52 , were 

no t con t ested, and no adjustmen ts a r e necessary . 

ISSUE 32 : IF A UOSJ: RAft IS APPROVJ:D , AND TBJ: RATJ: IS GRJ:ATJ:R THAN 
$0 , SHOULD TJ:ST YEAR RJ:VDIUJ:S BJ: ADJOSTJ:D? 

Gmd:: ***Reu•e i• part o~ the utility' • e~~luent di•poaal and 
treataent proceaa, and aa •uch, gol~ cour•e• are not 
cu•ta.era, and no rate ia appropriate.*** 

Gu l f ' s position i s suppor ted b y t h e testi mony of Mr. Moo r e. 

T. 553 - 561. 

ISSUE 33: SBOOLD ANY ADJOSTICJ:NTS 81: HADJ: TO INCLtJDJ: IN TJ:ST YEAR 
INCOMJ:, IHTJ:a&ST IRCOMJ: RJ:CORDJ:D BJ:LOW TBJ: LINE? 

{illld:: ***Ro adjuataenta to te•t year inca.. •hould be made to 
include intereat incoae recorded below the line. The 
projected caab balance ~or the operating account (teat 
year ended 12/31/96) included intereat earning• o~ $559 
($43 on 13 ao. average baai•). Thi• amount waa removed 
~roa the working capital computation. *** 

This i ssue is related to working capital previously di s c ussed 

in Issues 22 a nd 26 . This issue arose bec ause o f Ms . Dt s mukE>s ' 

proposal to i ncl ude $ 4, 000 of interest ea rnings on th e Company's 

c ash operat ing a ccoun t as above the line r e ve nue . S taff ag rees 

wi th this proposal . However , there is no evidence o f record to 

support OPC ' s position on this issue. 

In addit i on , Ms. Dismukes ' wor king c apital allo wan ce is based 

on the histor ic 13-month p eriod ended August 31 , 1996 , instead o f 

on the approved projected t est year ending De c ember 31 , I f'Jf'Jf>. Use 

o f t he projec ted test year shows that only $4 3 o n an av e rage basis 

is includ ed in Gulf's projected c ash o pe rating acco unt ha l ances . 
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T . 784, Exhibit 40. 

The second problem with Ms . Dismukes' proposal is t hat it is 

blatantly unfair and confiscato ry. Generally a ccepted regulatory 

theory has long held that interest income and e xpe nse are below t he 

line items not recogn ized in the determination of o p e rat ing income . 

By increasing test year income f or i nterest income o f $4, 000 , the 

gross revenue requirement to be recovered in rates is de c reased by 

$4,000. In contrast, the working capi ta l allowance impac ts the 

revenue requirement by the pro duct o f th e wo rking c a pital al l owance 

multiplied by the rate of return. As s uming a hypothet i c al rate o f 

return of 10 percent, the impact o f $ 4, 000 i nt e r est i ncome in the 

c ash component of working capital i s o nly $ 400 . Thus , Ms. 

Dismukes' proposal results in a punitive $3 , 600 net decrease in the 

r e venue requirement. 

Mr. Nixon testified on the cu rrent han ing and ope r at ing 

environment, and noted that in a well managed utility , t here is n o 

s uch thing as cash which is not in an interest bearing account o f 

some kind. T. 774-775 . Mr. Nixon t estified that t h e Comm iss i o n 

shou ld recognize today' s operating cond itions by all o wing o p e rating 

c ash in the working capital compu ta ~ion , net o f any in te r est 

earnings. T. 77 5 . Mr. Nixon used the co rrect test p eriod an d 

eliminated interest earnings from the cash o perat ing account and 

wo rking capital all o wance. T. 784 and Exhibit 4 0 . 

Based o n the test i mony o f Mr . N i x e ~ , basi c fairness, a nd the 

la c k of cont rary testimony, n o adjustme n t to test year income 

s ho uld b e made for below the line inte r e s t i ncome . 
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ISStm 34: UK ANY ADJtJSTMDft'S DCJ:SSARY TO TD PROJKCTKD 'RST YDR 
SALAIUKS, BDKFITS AND PAYROLL TAUS FOR DCPLOYKKS THAT 
PltOVIDK SDVICJ:S TO BOTH GtJLr AND TBK CALOOSA GROUP 
(AUDIT DISCLOSURK 3)? 

~: ***No adju•taent• are nec•••ary to the projected te•t 
year •alarie•, bene~it• and payroll tax•• ~or .-ploy••• 
that prorate ••rvice• to both Qul~ and the Caloo•a Group. 
Studie• •how that the aaount• •tated are rea•onable.*** 

Mr . Cardey al located employees' time wh o perf o rmed wor k fo r 

both Gulf and Caloosa gro up based on a c tual time ex~ended in wo rk 

f o r e ac h e ntity. Mr. Cardey i s t h e o n l y witnes s wh o reviewed 

specific a l ly the functi o ns Gulf' s e mployees per l o r~ f o r Caloosa , 

the percentage o f time eac h e mployee spends on Caloo sa ' s work , ho w 

much t ime t hey spent p e rfo r ming t hose fun ct i o n s, and the n pri c ed 

this time at the present salaries and insuranc e benefi t s. Ex h ibit 

8 (KRC - 3) I T. 147-148, 649, 6 8 2 - 683 . 

The Court in Sunshine Utilities y, Pub li c Serv i ce Commis s i o n, 

6 2 4 So . 2 d 3 0 6, 3 12 ( Fl a . 1st DCA 1 9 9 3 ) ; e v ~ r sed the P S C' s 

allocat ion o f employee salari e s, st a ting : " PSC witne s s Wlllis 

agreed wit h util i ty wit nes s Ni x o n that the best way t o allocate 

e mploye e e x pense was actual time.u 

Staf f and OPC made n o s t udy o f t h e work p e rfo r med o r the time 

spe n t by t he personnel who perfo rmed t he work . In s ea d t hey 

compared t he payroll o f the 5 Gulf emp l o yees wh o d o th P wc1rk l u · 

Caloos a wit h t otal pa y r ol l, whi c h inc ludes plant operato r , meter 

r eaders a nd o thers who have n o r e lat ionship t o t he work tha t the ~ 

Gul f empl o yees pe r fo rm f or Caloosa , o r the cos t o f that wo rk . T . 

650 . I n ctddition, Ms . Dismuke s used wr o ng ho ur l y ra tes i n stead o f 
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actual rates and carne to the wro ng con c lusion. T. 650-651. 

The payroll adjustments proposed by Staff and OPC for services 

provided Caloosa should be rejected and Mr Carey ' s determination 

acc epted, consistent wi t h Sunshine Uti 1 ities y. Puul i c Se rvice 

Commission. 

ISSUI 35: ARK AMY ADJU81'MDITS NJ:C&SSARY TO TB& VIC& PUSIDEN'l'' S 
SALARY AND B&H&riTS (AUDIT DISCLOSURE 13)? 

~: ***No adju•t.ent• are nece•••ry to the vic• pre•ident'• 
••lary and bene~it• . *** 

Mr. Randa ll Mann is Vice President o f Gulf Util i ty an d in 1996 

was paid $49,608 . Mr. Moore testified that Mr. Mann is paid based 

upon the value o f his services. T. 120. Mr. Mann ha s been an 

employee of Gulf for 10 years. He holds a Masters Deg ree in 

Business Administration, he is a Certifi ed Public Accountant and a 

Charte red Financ ial Analyst, and he is an integral part o t Gulf ' s 

management team. He is the board liaisun wi t h Gulf , pro viding 

independent analysis and alternatives to those of manag e me nt f o r 

board considera tion . He participates in a ll Gulf ' s borro wi ngs and 

related financing negotiations . He provided testimo ny and was a 

participant in Docket No. 94- 00418, Southwest Fl o rida Capital 

Corporatio n ys. Gulf Utility, involving the complex issue o f CI AC. 

He is active in al l tax - related matter s and wo rks with the auditors 

in preparation of Gulf's annual financial statements. T. 563 - 56 4. 

Ms. Dismukes proposed a $30 , 23 4 redu c ti o n o f Mr. Mann ' ~; sa .lar· y 

becaus e she thought he should on average spend 10 hours per week on 

utility business a nd be paid o n hourly r a te of $3 5.00 pet h o ur . T. 

302 . Ms. Dismukes opin i on s ho uld b e rej ected as no t bas d upor 
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compe t e nt substantial evidence , and , as Mr. Moo r e r h ~ r ~ r t Pr i zed i t: 

"the worst kind of micro-management." T. 563 . 

The Court in Metro~olitan Dade Co. W&S. Bd. y. Community U. 

Con>., 200 So. 2d 831, 832-833 (Fla. 3rd DCA 1967 } held that a 

regulatory commission in ruling upon t he reasonabl e ness o f an 

executive salary allowance must base its ruling on e vidence 

establishing individual duties and activities and the complexity of 

those duties. As cited therein: 

it must never be forgott en that whil e the state may 
regulate with a view to enforcing reasonable rates a nd 
c harges, it is not the owner of t he prope rty o f public 
utility companies, and is n ot clothed with the general 
power of management incident t o ownership. 

*** 
The Commission i s not the financial manager o f the 
corporation and it i s not e mpowered t o substitu t e its 
j udgment for that of the directo rs of the co rpo ration ; 
nor can it ignore items charged by the utility as 
operating expenses unless there is an ~ buse o f discretion 
in that regard by the corpo rate office r s . 

Southwestern Bell Telephone Co. y. Publi c Seryice Commi ssion 

of Missouri, 262 U.S. 276, 288-289 (1923} . ~ ll..s.Q Sun shine 

Uti lities o f Central Florida. Inc. y. fl o rida Public Serv i ce 

Commission, 624 So. 2d 30 6 ( Fla. 1st DCA 1993); Florida BridQe 

Co . y. Beyis, 363 So. 2d 799 (Fla. 1978} . The ev ide nee 

s upports the value of Mr. Mann' s services , and an adjustment 

to his salary is not supported by a ny e vidence at hearjng. 

ISSUE 36: SHOULD ANY ADJUSTMENTS BE MADE TO SALARY EXPENSE 
FOR EXCESSIVE PAY INCREASES? 

Gtll..[: ***No adjuatmenta ahould be made to aalary expenae. 
Salary inoreaaea were reaaonable.*** 



The Company granted payrol l increases i. n 1996 that 

average overall 6.5 %. Mr. Moore testified that the increase 

recognizes merit increases, increases with ad vanceme nt in 

operating licenses, and other factors. 

Mr. Moore testified that Gul f 's salar y expense ~ompares 

favorably to local utilities, based on the annual survey 

results of the nine companies that operate in Lee County . 

Exhibit 30 (JWM- 5 and JWM-6). Even after having g ranted a 

6.5% salary increase, Gulf is still operating at a l ower cost 

per similar position for peop l e with similar years ' 

experience , than other area utilities. T. 562 , 603 - 610 , 636 . 

The evidence establishes the reasonabl e ness of Gulf ' s 

wage and salary structure, i ncluding employee Sdlary 

increases . No abuse of discreti o n in company management has 

been shown to exist. ~Southwestern Bell Te l ephone Co . y. 

PSC of Missoyri, 262 U.S. 276, 288 - 289 (1923 ) , Sunshine 

Utilities of Central Florida y, Flor ida Publi c Se rvi ce 

Commission 624 So. 2d 306 (Fla. 1st DCA 1993) ; Florida Bridge 

Co. y. Beyis, 363 So. 2d 799 (Fla. 1978) ; Metropolitan Dade 

Co . W&S. Bd. y. Community U. Corp ., 200 So. 2 d 831 ( Fla . 3 rd 

DCA 1967). 

ISSUE 37 : IS TB& ANNUAL L&AS& AMOUNT CHARGED TO GULF BY 
CALOOSA GROUP R&ASONABL& AND II' NOT, WHAT 
ADJOSTN&NTS AU NECI!SSARY (AUDIT DISCLOSUU 4) ? 

47 



Gm&f: ***'l'he annual leaae -ount charqed to Gul~ by 
Calocaa Qroup ia reaaonable. 'l'hia -ount ia 
juati~ied baaed on an independent appraiaal and the 
rental ~- ~or the r ... inder 0~ the •pace in the 
.... buildinq.*** 

The rental charges Gulf is paying to its affiliate 

Caloosa Group on the new office building should be inc ludea in 

cost of service. Mr. Moore testified as t o t he numen1us 

factors that management took into consideration in decid ing t o 

lease the new office space, including the fa ct the rent did 

not exceed the going market val ue. T. 5 47 - 55 1, S96 - S99 . 

An independent bank' s apprai ser's o pini on was tha t the 

rental amount, including taxes , maint ena nce and insurance , was 

a reasonable charge. Exhibit 30 (JWM-5) . In additi o n , L0e 

Memorial Hospital in 1996 leased t wo -t h irds o f t he building at 

rental charges c omparable to what Gulf is paying. T . 5 47 - 55 1, 

649 . Based on competent substantial evide ncP t h At the l ease 

amount does not exceed the going market rate and is not 

o therwise inherently unfair, the PSC may no t rej eel Gulf' s 

rental charge. GTE Florida Incorporated y. Deason, 6 42 So . 2d 

5 4 5 ( Fla. 1994). In the Supreme Court of fl o rida in GTE y , 

Deason stated: 

We d o find, however, that the PSC abused its d isc t etion 
in its decision to reduce in whole or in part ce rtain 
costs arising from transacti o ns between GTE and its 
affil iates, GTE Data Services and GTE Supply. Th e 
evidence indicates that GTE's cos ts we r e no greate r than 
they wo uld have been had GTE purchased servi ce a nd 
supplies elsewhere . The mere fa ct t ha t a utili ty i s 
doing business with an affiliate d oes n o t mea n that 
unfair or excess profit s are b e ing ge ne rated , wi t h o ut 
more [c itation omitted ) . We be l ieve t he standard mus t be 
whe th0r the transactions exceed the goi n g market rate o r 
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are otherwise inherently unfair. 
is "no," then the PSC may not 
pos i t ion. The PSC obvi ously 
s t andard, a nd we t hus must 
determinatio n o f this ques t i on. 

~ ~- I f the answer 
r eject the utility ' s 
applied a dif f e r ent 
reverse t he PSC ' s 

GTE y, Deason, at 547-548 . 

At hearing Ms . Wel c h testified t ha t s he did no t believe audit 

disc l osu re 4 gave a n opinion on t he a ppropria te r ent a mount . T. 

463 , 468. Ms. Welch tes tified that Commi s si on po li c y is t o us e t he 

l o wer o f cost basis a na l ysis or marke t va lue , and she was una ware 

o f t he GTE y. oeason opinion . Ms. We l c h testifi ed that s he did no t 

know about Gulf's financing situati on with r egard t o build ing 

versus leas ing, she did not investiga te t he ma nageme nt dec isi o ns 

that went into t he leasi ng decision , a nd s he has no ba s i s t o a nd 

does no t ta ke the positio n thal Gulf ' s fJSinCJ drc 1 ~ 1 o n was 

1rnprudcn t. T. 4 9- 4 70 . 

Staff ' s use of cos t basis for rent in s ~ eaJ o f mar ket value is 

contrar y to GTE y. oeason and mus t be r ejected. The rental c harge 

is reasonable and should be included f ully in operating expenses . 

ISSUI 38: AU ANY ADJUS'l'lmlft'S DCESSARY TO THE COMMON MAINTZNANCE 

~: 

EXPOSES ASSOCIAT&D WITH THE BUILDING LEASE (AUDIT 
DISCLOSUU 4)? 

***Ho adjuatmenta are neceaaary to the c~n maintenance 
expenaea becauae they are billed to GulL at coat . *** 

Sta ff Aud i t disc losure 4 notes that maintenance cos ts paid 

with the lease are estima ted and a portion may be r efunded based on 

1996 cost. Staf f ' s adj ustme n t is no t based o n the proj e c t ed test 

year , but annual izes expense s inc urred for t he first seve n mont hs 

o f ]<)<) 6 . No adjustme nt s s hould I H• rnad C' t •' t hP ,·,,nUll<' ll lll .all ll t ' l lrl l ll' f' 
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expense because they are properly based upon the pro jec ted test 

year. 

ISSQI 31: AU ADJUS'l'NDI'l'S NKC&SSARY TO ALLOCATE ADDITIONAL 

~: 

ADKDIISTRA.TIW AND GmmML UPDS&S, INCLUDING Raft', 
OrriCK SUPPLIES, ~SC&LLAM&OUS BUSIM&SS AND 
ADJaRISTRA.TIW UPDS& , WBICL& &DDS& AND COMPtJT&R 
D&PR&C1ATION TO TB& CALOOSA GROUP (AUDIT DISCLOSURE 3)? 

***No adjua~t ahoulcl be .acS. to theae expenaea, except 
an additional $1400 ahoulcl be allocated to the Calooaa 
Group priaarily becauae of hi9her rental charfle•. There 
ia no a~niatrative expenae.*** 

Mr. Cardey testified as to the study he prepared e n t itl e d: 

"Allocation of General Off ice Expenses to Ca 1 oosa Group , Inc." 

Exhibit 8 (KRC-3), T. 147-149, 684-686 . These expense all ocati o n s 

are based upon percentages o f time employees wo rked f o r Caloo sa, 

and should be allowed. Staff and OPC ' s allocat ion o n a pu r e ly 

payroll c omparison basis is not as thorough o r a ccurate a 

determination of allocation and should be rejected. 

Mr. Cardey testified that the cost f or ren t and s upp l ies 

should be increased from $600 to $2000 , due primari l y to r en t o n 

the new office building. T . 162, 651-6 52. 

Mr. Cardey allocated t he cost o f rent t o Ca 1 oosa by first 

determining the square footage of the of fices and the c ust o mer 

accounting and collecting area, and then mul tip lying l he square 

footage of the offices of the five e mpl o yees who perf o rm services 

for Caloos a by the percentage of time eac h e mployee wn rk e d t o r 

Cal oosa , which amounted to 49 square feet. The 4 9 square f e et in 

relation to the 1, 739 square feet of al l o ffi c e and c u s t omer 

nccounting and collecting space is 2 . 8% , with an all ocated cos t o t 



$1,991. T. 148, 651. 

The computer is used for payroll and general accounting f o r 3-

4 hours a month, and will be fully depreciat ed in 1997. The $600 

per year is reasonable. T. 148-149, Exhibit .a (KRC-3). 

Mr. Cardey and Mr. Moore specifically no t ed that no cost for 

Mr. Moore's vehicle used for Gulf business should be allocated to 

Caloosa because there is virtually no usage of the c ar fo r Caloosa . 

T. 552, 686. 

Mr. Cardey's allocation methodology is based upo n perc entage 

of actual employee time. The OPC a nd staff approac h is mu ch less 

a ccurate and should be rejected. ~ Synshine Utilities y. Pyblic 

Service Commission, 624 So. 2d 306, 312 (Fla. 1st DCA 19 9 3) (be st 

method of allocation based upon a c tual time) , citing General Tel. 

Co . of Fla. v. Florida Pyb. Sery. Comm'n, 44 6 So . 2 d 106 3 , 1068 

(Fla . 1984); Citizens of Fla. y, Hawkins, 356 So . 2rl 2 ~ 4, 260 , n. 18 

(Fla. 1978) . 

ISSUE 40: ARE AMY ADJOSTMDI'TS NECESSARY TO GOLF'S REQUJ:STED LEVEL 
OF DIRECTORS' rz&S (AUDIT DISCLOSURE 2)? 

GYL[: ***No adjuat.enta to the director•' feea are neceaaary. 
Theae t ... are neoeaaary and proper in the conduct of 
Gulf'• buaineaa.*** 

Mr. Moore testified that Gulf has a board consisting o f S 

members. Officers of the Company who are also board me mbe r s d o no t 

receive director fees. Directors have potential liabil ities in 

e xercis ing their responsibility . It is a commo n pra c ti ce t o pa y 

directors fees for their services. Whil e Gu l f ' s di rectors - like 

those o n any board, may not attend every meeting , they are a c t ive , 
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involved, and participate in meetings among t he mselves and in 

conversations and meetings with management. The fee s are 

reasonable given the size o f the Company, the size o f the 

construction and financing programs, and their responsibility. T . 

564. 

OPC reduced director's fees based upon OPC witness Dismukes' 

opinion that little is discussed at board meetings . In additi o n, 

one-half of the Chairman of the Bo ard's fee was del e t e d by Ms. 

Dismukes because it was not evident to her why he should be paid 

twice as much as the other board members. T. 306 - 307 . These 

adjustments should be rejected because they are no t suppo rted by 

evidence, and there is no evidence that the fees are in any way 

excessive or unfair. ~ Sunshine Utilities y. Publi c Se rvice 

Commission, 624 So. 2d 306, 3 11 (Fla. 1st DCA 199 3) ; Metro p o l itan 

Dade Co. W&S. Bd. v. Community U. Corp ., 200 So. 2u 831 , 8 33 (Fla . 

3 rd DCA 1993), and cases cited therein. 

ISSQE 41: SBOOLD AMY ADJUSDmlft' D lADE TO RD«)VJ! EXPENSES FOR LII'"l' 
STATIOlf COATIRG l'lt.OIC TD 'l'EST YEAR? 

~: ***No adjuatmenta ahould be made ~or li~t •tation 
maintenance.*** 

Gulf included $21,000 o f a nntt AI , . , ,~, , l• >t utr~tnl e ndnce and 

, r>p., i, o f 11ll ~tations and manholes, not including labo r costs. 

T. 817. Ms. Dismukes cut this in half t o $ 10 , 5 00 . Mr. Me ssner 

testified that it is not possible t o maintain adequat e and safe 

service to cus tomers for the $250 / lift station/year pro p osed by Ms . 

Dismukes. T. 798. 



Mr. Messner testified that the $21,000 is an a nnual cost 

which includes a detailed, weekly and annual program of 

preventative maintenance conducted o n all sys tem lift stations. T . 

798-799, 816. In addition , major replacemen t wor k costing $1500 -

$2000 per lift station, f o r 8-10 lift stations per year, is 

required. T. 799. 

Three or f o ur wet wells will be re-coated each year in each of 

the next 3 years . This is a necessa ry procedure. At $8 , 000 per 

lift station, this cos t is about $24 , 000 per ye ar . T. 799- 800 . 

Ms. Dismukes used cost in t he past t0 arrive at her 

adj ustment, but t~e method by which Gulf accounts f o r these costs 

has c hanged. In prior years s ome of these costs were capitalized. 

In the future all these costs will be expensed . T. 800 . OPC' s 

proposed adjustment sho uld be rejected by the Commissi o n. 

ISSQ& 42 : AU ADJUS'l"MD1'TS DCBSSARY TO REMOVE CHARITABLE 

~= 

COB'l'IU':BU'l'IOHS I'ROIC OPERATIONS AND MAINTENANCE EXPENSES? 
(AUDIT UCJ:PTIOR 3) 

***No adjuataenta are neceaaary to remove charitable 
contribution• froa operation• and maintenance expenaea 
becauae theae are not included in Gulf'• teat year.*** 

Ms . Andrews testified, and the MFR's conf irm, t hat no 

charitable contributions were included in the MFR's and Gulf did 

not request any as part of Gulf's r evenue requirement. T . 867 - 868. 

For this reason, no adjustments to remove any such expens ~s are 

necessary or possible. 

ISSUE 43 : SBOOLD ANY ADJUSTMENTS BE HADE TO REMOVE I'RON TEST YEAR 
I!XPKNSI!S GOLF OU'l'INGS AND GIFT BASKET I!XPI!NSI!S? 

53 



~: ***No adjuataenta to teat year expenaea ~or "qol~ outi119a 
and qi~t baaket expenaea" ahould be aade becauae theae 
expenaea are not included in Gul~'a teat year.*** 

Since these expenses are not included in the MFRs , n o 

adjustment is appropriate. 

ISSUE 44 : SHOULD TD COIMISSIOlf INCLUDE BUDGETED "UNANTICIPATED" 
BXPDSBS IN TD DST YEAR? 

Gm..[: ***Theae aiacellaneoua expenaea ahould be allowed in the 
teat year*** 

The Company must allow for these miscellaneous expenses that 

occur annually in the normal course o f the business whi c h are n o t 

itemized specifically in the budgetary process . As an example , Ms. 

Andrews testified that Gulf hired a safety consultant in o rder t o 

manage the necessary safety program to meet OS HA standards. Th e 

term "unanticipated expensesn is a misnomer. T. 845, 868-86 9 . 

ISSUI 45 : ARB ADJOSTIIBNTS lfBCBSSAilY TO RJ:MOVB AMORTIZATION 01' THE 
SAN CARLOS KATER LID PROJECT (AUDIT DISCLOS~ 5)? 

Gm..[ : ***No adjuat.anta are neceaaary to r..ove amortisation of 
the water line project . *** 

The San Carlos water line proj ect was initiated at the request 

of Lee County health department staff. With what Gulf thought to 

be the support of the health department , it e xpended engine ering 

costs to plan to run water lines throughout San Carlos Park. The 

project was only feasible financially if enfo rced with a manda t o ry 

hookup provision from the County Commission. T. 619 - 620. 

However, the County Commission would not support a ·-.. 1anda t ory 

h o o kup o rdinance . The proj ec t i s therefo re conside r e rl nb,l nrlo ne d . 

1'. 620 . The Company is writing the cost o ff o ver 5 ye ars. T. 851. 



These engineering costs were incur red as reaso nab le mana~ement 

decisions, and should not be removed. 

ISSU& 46: IS AH AJIIIUAL CUSTOimll SATISI'AC'l'ION StJRVJ:Y DCKSSARY, AND 
WHAT, Ir AHY, ADJUSTimlft'S AU APPROPRIAH TO HST TOR 
EXPEMSKS (AUDIT DISCLOSURE 10)? 

mzld:: ***The coat o~ an annual cuato.ar aurvey ahould be 
included in teat year expenaea.*** 

A customer satisfaction survey should be d o ne at least 

annually as part of the Company' s o ngoi ng effort t o assure a 

satisfactory level of service t o its customer s . Th e r e is 

absolutely no connection between the $3200 cost o f the c ustomer 

survey and charitable contributio ns. T . 864-866 . 

ISSUI 47: ARK ADJUSTimlft'S DCESSARY TO RKNOVJ: EXPENSED COSTS 
RJ:LATKD TO PRJ:LDaHARY StJRVJ:Y CIIARCDS roa J'OCO (AUDIT 
DISCLOSOU 11)? 

mzld: : ••~o adjuat.enta are neceaaary to re.ove expenaed coata. 
Theae coata are ~or engin .. ring aervice required under 
the bond indenture, engin .. ring aerv.1.ce on ~ranchiae 

mapping, etc. and only $32 relate to FGCO.*** 

Ms. Andrews testified tha t Sta ff ' s proposed ad just me n ts o n 

this issue were a result of error o n Staff ' s part. T . 2 16- 217 , 

Exhibit 14. At hearing, Ms. Welch agreed , and deleted that po rt ion 

o f her testimony . T . 441. 

ISSUI 48: AU ADJUSTimlft'S DCKSSARY TO RDCOVJ: LOCAL BUSIDSS AND 

GllLJ: : 

Drl'KRTAIIOIDI'l' UPDI8&8 roa GULF' S PRJ:SIDKNT (AUDIT 
DISCLOSOU 1!5)? 

**~o adjuat:..nta are neceaaary to r..ove "local buaineaa 
and entertain.ent expenaea." Al.l expenaea are utility 
buaineaa expenaea and are explained. There are no 
entertain.ent expenaea.*** 
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• Mr. Moore testified that many of t he expenses set f o rth in 

Exhibit 5 specifically involved business discussions where he was, 

for instance, bringing persons t ogether t o solicit coopera ti o n to 

accomplish a business goal. T. 104. In Mr. Moore's experience 

this busines s practice is a cost effective manner of reaching t hat 

goal . T. 103. These expenses should be all o wed. 

ISSUJ: 49 : WBAT IS TD Al'PitOPRIAD PROVISION I'OR ltAD CAS& &XPDS&? 

~: ***The aaount o~ rate ca•• expen•• i• $251,890 . 65.*** 

Rate c ase expense of $21 9,999.65 is full y s uppo rt ed in Exhibit 

30 (JWM-7 ) (as corrected at hea r ing, T. 583 ) , and sho uld ~e a l lowed 

as reasonable by the Commission . 

ISSUJ: 50: WBAT ADJUS'I'IIDftS AU Al'PROPRIAD TO 
DEPRECIATION &XPKRS&? (AUDIT EXCEPTION 6) 

TEST 

~: ***Te•t year ~reciation expen••, •hould be increa•ed by 
$78,338 ~or water and •hould be increa•ed by $42 , 770 ~or 
wa•tewater.*** 

All parties to this proceeding are using the same deprec iation 
ra tes. The difference in test year depreciation e xpense i s in the 
i nvestment i n property being depreciated. Gulf agrees wi t h Staf f 
(Exception No . 6) regarding an erro r i n Gul f's r e du c ing 
deprec iation expense for ret i rements . Fo r t h e test year end ing 
December 31, 1996, the adjusted deprecia tion expense and Reserve 
For Depreciation are shown on Exhibit 45 (CBA- 3). The ad justment s 
are: 

Depreciation Expense 

Depreciat i o n Reserve 

T. 8 45-856, Exhibit 49. 

Wat e r 
$78 , 338 

$87 ,4 58 

Wa s tewate r 
$ 42 , 77 0 

$ 4 2 , 770 

Si nc e a test year endi ng Decembe r 31, 199 6 , is used in this 

c ase , Gulf's deprec iation of t h P Three Oa ks WWT P (put i n se rvi ce in 

December, 1995 ), incl udes 1 2 months o f depreciati on . T . 846 . 
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Staff's depreciati o n included t he depreciat ion of the plant 

for 10 months of December 1995 through August 1996 but excl uded the 

2 months of October and November of 1 995 . Th is i llustrates t h e 

problem of not all parties using the test year approved by the 

Commission. T. 846 . 

IS SUI 51 : 1IIIAT IS Till: APPROPIUAD PROVISIOH J'OR INCC»CE TAX BXPDfSK, 
BKJ'OU ANY RAD INCRDSK J'OR WADR AND WASTZWADR 
USPKCTIWLY? 

Gm.J: : ***Inco.e tax expenae ahould be $1g,663 for waatewater 
and $1g,770 for water.*** 

Gulf's calculations for inccme t ax expense of $19,663 f o r 

wastewater and $19,770 for water for the projected test year e nd ing 

December 31, 1996, as adjusted, are f ully s upported by the record 

and were undisputed at hearing. The expenses should be all o wed by 

the Commission. T. 230, Exhibit 8 (KRC-7) . 

Attached as Appendix B is a revised MFR fi n a nc ials showing 

adjustments (Column 3) where the Company agrees with Staff and /o r 

OPC . The note reference in column 4 details the adjustmenl. T . 

840. 

ISSUE 52: WIIAT IS Till: DST YDR OPERATING INCC»CE UI'OU ANY REVDfUK 
INCR&ASK? 

Gm.J:: ***Teat year operatinq income ia $384,977 for water and 
$g7,152 for waatewater . *** 

Ope ra ti ng income is shown on Appendix B, Co lumn 5 , and is 

explained in Issue 51, includes ad j us t ments where the Company 

agrees wit h Staf f a nd/ or OPC. 
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RIVDfUI UOUIRIICIJI'l' 

ISSQI 53: WIIA'l' II 'I'D .UPROPRIA'R UVUU. UQUIUMD'l'? 

mz:Lr: ***The appropriate revenue requir ... nt ia $2,282,299 Lor 
water and $1,705,800 Lor waatewater*** 

The revenue requirement of $2,282,299 for water and $ 1,705,800 

for wastewater are shown on Appendix B, attac hed h e r e t o. 

Mr. Moore testified that if the analysis and r e c o mme ndati o ns 

of Staff and Public Counsel were implemented, Gulf wo uJ c cease t o 

function as a going concern. The Company would be unaJle t o pay 

bond interest. It would be impo s s ible to obtain t he a ddi t i o na l 

borro wings required to construct t he plant and f acili t ies needed t o 

meet the growth of our service area. T. 537, 616- 6 17 . 

Public Counsel's proposed reve n ue redu c ti o n o f $ 898 , 0 18 p l u s 

an additional reduction for an unknown amo unt f o r ad j ustme nts t o 

rate base, would "absolutely wreck the Company f i na ncial ly . " It 

would wipe out the equity account, put t h e Company in defau l t o f 

its outstanding debt securities, and thro w t h e Company in 

bankruptcy. Similar analysis cannot b e ma d e f o r Staff testi mo ny 

because Staff has never shown a r e v e nu e d e du c ti o n estima t e 

a t tendant to their wo rk. T. 53 8 . Bo t h Mr . Biddy a nd Ms . Wel c h 

te s tified that they did not d e termine what e f fects their 

adjus t ments would have on the finan cia l i n t e g r it y o f L h e Compa n y. 

T. 3 42 - 3 43, 459. In other words, ne i the r OPC o r Staff c o n sider e d 

the " end result" of their rate setti n g prop o sals . The reve nu e 

requireme nt p roposed by Gulf s ho uld be app r o v e d. 



lADS MD lAD STRUCTtJRI 

ISSUI 54: SHOULD TD PUBLIC riR& PROT&CTIOR CHARGE BE CONTINUED, 
ARD Ir SO, WIIAT IS THE APPROPRIAD CHARGE? 

~: ***The public ~ire protection charqea ahould be 
continued, and ahould be aa aet ~orth in Appendix B, paqe 
t, note 7, attached hereto.*** 

The public fire protection c harge based upon one-third of the 

base f aci l it y charge is set f o rth i n Exhibit 8 , page 128 . T . 200 . 

The parties have stipula t ed tha t pursuant t o c urrent Fla . Admin . 

Code R. 25 -30.465, the rates should be based upon one -twelfth of 

the b ase facility charge ( Prehear ing Order , Proposed St ipu 1 at ion 

No . l l ) . The recalculated charges are set forth in Appe ndix 8, p a ge 

4, n o te 7, attached hereto. This decreases the re~enue from this 

cha rge from $36,605 to $9,14 2 , a decrease of $27 ,4 63. 

ISSUE 55: SHOULD TD COIMISSIOR DEDRHINI! A R&USE RAD IN THIS 
PROC&KDilfG, ARD Ir SO, WIIAT IS THE APPROPRIATE RATE? 

~: ***No reuae rate ia appropriate becauae diacharqe by 
apray irriqation ia part of Gul~' a e~~luent diapoaal 
ayat.D, Gulf haa no reaaonable alternative•, and the Golf 
couraea receivinq the e~~luent will not accept the 
effluent i~ a charqe ia ~oaed . *** 

OPC has proposed a $.25 per thousand gal rate for reuse water . 

Gulf disagrees wit h this proposal which fails to recognize that for 

Gulf , the golf courses that use reuse water are not c us tomers. 

Gulf 's effluent is disposed of 100 % through golf course 

irrigation, in contrast with both Lee Coun ty and ot her utilities in 

Lee County which use golf course irrigation as a supplementary 

s ystem. T. 553- 5 54 . Furthe r, s ubstantial i l l V ~ S L rnen l 1n 

con struction and maintenance by t he golf courses i s required to 
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comply with regulatory agency requirements for effluent storage. 

Exhibit 2, T.12-18, Exhibit 3, T. 22, 34-36, 553-554. 

Gulf contracts with golf courses t o take all of it s ef fluent, 

even in rainy seasons. This avoids the cos ts of constructi ng 

expensive treatment facilities, tempo rarily e liminat ing the 

construction of a $2.5 million deep injectio n well. Gulf c ustomers 

have and will benefit from lower cost of spray irrigation for 

effluent disposal. T. 553, 554, 556, 560 , 630. 

Representatives from the four golf course r euse sites 

testif i e d at hearing. All four of these golf courses have S FWM D 

consumptive use permits giving them g roundwa te r as a sour ce o f 

water for their golf course irrigatio n . T. 555 , 526. 

Witnesses for all four golf courses test ified that i mposition 

o f a reuse c harge would result in limiting or ceasing use o f Gulf ' s 

effluent, and the golf courses' using other wate r so u r ces . 

31, 37, 44. 

1' . 26 -

A witness for River Ridge Golf Cou r se urged t he Commissi o n net 

to impose a reuse charge. T. 888-890. Gulf o n a tempo rary bas i s 

is disposing of half a million gall o ns o f eff lue n t at the River 

Ridge project. Mr. Moore testifi ed that this temp o rary disposal 

arrangement is another example of cooperati o n which does no t cost 

money; but if an effluent reuse c harge was requ ired: " Gulf Utility 

would have been in a heck o f a bind.u ~- 622-623. 

Ms. Xanders testimony supports Gulf ' s p osit ion. The f acto r s 

she lists to be considered · n Gulf's case: " could j u s tify the 

continuation of no c harge f or r e use .u T. 4 90- 491. Ms . Xanrl e r s 
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testified: "I would like to stress that I conside r zero t o be a 

reuse rate." T. 500. 

Mr. Moore testified that imposition of a reuse charge would 

negatively impact Gulf's operations. Mr. Moore testified that such 

a charge would take an operation that is now low cost and efficient 

and subject it to untold litigation and untold c o st consequenc es t o 

the detriment to all parties: Gulf, the golf courses, and Gulf's 

c ustomers. First, existing users would take as l i tt le reuse wate r 

as possible in order to avoid t he expense. Second , p r os pect i ve 

reuse sites would avoid or delay as along as p os sible en t e ring 

agreements to accept reuse from Gulf. Third, o n a da ily ba s is, 

espec ially in wet weather, Gulf would find itself unab l e t o dispose 

o f effluent in the quantities it has historically del i ve r ed to t h ~ 

sites it now serves. T. 556-560. 

Lee County Utilities (LCU) offers an e xample n f t he inabili ty 

t o dispose of effluent when a charge is imposed. Because LCU had 

a diffi c ult time disposing of its effluent, it l o wered its . 2 1 per 

1,000 gallons charge established in 1995 t o $ . 0 4 pP t 1, ()00 q , lll on ~ 

i n J uly 19 9 6 f or wet w at h r dis harge . T . 55 8 . 

Mr. Wi lliam Burns, Director of Water Use with t he S FWM D, 

tes ti fied that Chapter 62-40, F.A .C . s t ates t hat a r e asona b le 

a mo un t o f reuse of reclaimed water fr o m domestic wastewa ter 

fac ilit ies shall be required within Criti c a l Wa ter Suppl y Prob l e m 

Areas ynless sych reyse is not e conomically, e nviro nmen tally, o r 

tech ni c ally feasible. T . 520, 52 3- 52 4 . If r ec l aimed wat e r i s 

avai l ab le , a c onsumptive use pe rmi t a~p l i cant i s req u i r ed b y Ch. 40 
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E-2, F . A.C., to submit an evaluati on o f t he t echn ical , e c onomi c al, 

and environmental feasibility of ysing reclaimed wat e r. Mr . Bu rns 

testified that: "the applicant's determinati o n of f easibility is 

c onsidered final. and the c onclysions are n o t inde pend e ntly 

reviewed by District Staff." T . 522 - 527 . Th i s tes timo ny r e fu tes 

OPC's testimony. Ms. Dismukes based her . 25/ 1000 gal . c harge upo n 

an assumption that the District: "sho u l d fi nd t hat at a r easonab l e 

r a te , reclaimed water is economi c al ly feas ible ." T. 295 . 

Mr. Burns testified t hat he is familiar with Gulf ' s dis c ha r g e 

o f effluent and the reuse p rogram a nd that he is sa tisf i ed with it , 

and t ha t in his experience if efflue nt costs more than use of well 

water, g o lf corses will use well water rat he r than r e use water , 

whi c h wo uld b e an undesirabl e resu lt. T . 533 - 535. 

Fo r these reasons, the present me thod o f dispos i ng o f effl uent 

should be retained, with no efflue n t reuse c harge i mpo sed. 

ISSQE 56: IN LIGBT OW SECTION 367.0817, FLORIDA STATUTES, SHOULD 
ANY OW TD UVDitJ& UQOIRDSNT ASSOCIATKD WITB DOSE BE 
AI.I.ocAT&D TO OOLJ'' S WATD COST<»mmUU AND UCOWR&D TIIROOGB 
11AT&R U't'ES? 

Glll& : ***~~ doe• not believe that a reu•e rate •hould be •et, 
but i~ one i• e•tabli•hed, it •hou1d be allocated to the 
water cu•ta.er• pur•uant to 367 . 0817.*** 

To implement §367.081 7 , Fla . Stat., t he bene f its t o t he wa t e r 

customers f r om reuse water woul d have to be quantifi e d a nd a me thod 

o f al l ocat i ng cost determi ned . Of Gul f ' s 7 , 0 00 water c us t omers , 

2 , 400 take wa stewater service from Gulf a nd 4, 600 have septi c 

tanks. I f a surcharge is adde d to the wa t e r rates f o r r euse water 

benefits , 4 , 600 water custome r s on septi c tan ks wi ll b e su b s idi z i ng 



2,400 customers taking wastewater service from Gu lf . T. 627-628. 

ISSUE 57 : WIIAT IS TD APPROPRIAD MASTER IC&TER INI'Ltl&N'l' SERVICE 
RAD? 

Gm.J:: ***The appropriate -•ter -ter i~luent aervice rate ia 
a qallonaqe charqe o~ 5 . 2g/.-qd plua a ba.se ~acility 

charqe baaed on the ai•• o~ the .. ter . *** 

The current master meter influent service rat e , as set forth 

in the MFRs, Exhibit 8, page 12 9 , is a ppro priat e . Mr . Moo re 

verified at hearing that the justificat i on still exists f o r 

continuation of this class of service for Mariners Cove and Coac h 

Light Mano r Parks establishes by PSC Order 2 14 50 . T . 12 1- 122. No 

contrary evidence was presented at hearing . 

ISSUE 58 : WIIAT AU TD APPROPRIAD WATER AND WASTEWADR RADS? 

Gm.J: : ***The appropriate water and waatewater ratea are thoae 
aa aet ~orth in the~ . *** 

Gulf's construction program requires a s et o f rat es t ha t will 

produce approximately a 9.25 % rate of r eturn o n rate base. The 

proposed rates actually produced a l o we r rate of return then 9 . 7.5% . 

To tha t end, Gulf is requesting that its e xisting water rates be 

main tai ned , except that private fire pro t ec t i o n rate s b e r ed ucf'd t o 

conform with Rule 25-30.465, and that wa stewater rates be approved 

as set forth in the MFRs . In summary: 

Operating Rate of 
Revenue s Income Ret yrn 

Water $2 , 267 , 78 3 $37 0 , 630 9.on 
Wastewater 1. 671.070 427 I 343 lLJl.L 

Total $3, 938 , 853 $797,973 8 . 9 4% 

* total operati n g income divided by t o tal Rat e Ba se . 
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Revenue of $3.9 million will pe r mit Gu l f to ma intain its c redit , 

p e rmit it to refinance exis t ing d e bt , a nd permit it to raise 

additio nal capital to finance i t s cons t ruction program. 

ISSUI 59 : WIIAT IS TD APPROPIUAD ANOOH'l' BY WIIICH RAftS SHOULD BJ: 

Gm.J:: 

UDOCKD rotJR Y&AIUJ Ar1'&ll THJ: J:STABLISIIJ:D J:l'nCTIVJ: DAD 
'1'0 ~ TD Jtai:WAL or TD AMORTIZED RAft CASK J:XPDISJ: 
AS R&QOIRKD BY SKCTIOH 367.0816, FLORIDA STATOTJ:S? 

***'l'b• appropriate aaount by which rate• •hould be 
reduced ~our year• ~ter the ••tabli•hed -~~ective date 
to re~lect the ~al o~ the a.ortiaed rate ca•• •xpen•• 
i• one quarter o~ the approved rate ca•• expen•• · *** 

One qua rter o f the ra te cas e expen se of $2 1 9 , 999.65 (Issue 4 9) 

is $54,999. 91, which is the appropriate a mo u n t by whi ch rates 

should be reduced as requ i red b y §367 . 0816 , Fla. Stat . 

ISSUE 60 : 1IIIA1' ARK TD APPROPJUAD ANOOH'l'S or urmms, Ir ANY , roR 
11ADR UVDUIS OLD SUBJECT TO Urtnm AND TBI! INTERIM 
WASTKIIADR IRCRDSJ:? 

G1l1&l:: ***No re~und• are nec•••ary . *** 

Based upon Gulf' s revenue requ irement (Iss ue 53) and water and 
wastewater ra t es and c harges app roved on this c a se (Issue 54-58) , 
no refunds are necessary. 

SQVXCK AVA.ILQILITY 

ISSUE 61: SHOULD TD UTILITY' 8 TAIUR riLING TO MODIFY ITS SJ:RVICI! 

Gm.J: : 

AVAILABILITY CBARGJ:S BJ: APPROVJ:D AS FIL&D? 

***Gul~' • reque•t to aoc:li.~y ita aervice availability 
charqe• •hould be approved a• ~iled . *** 

Gulf ' s tariff f iling t o modi fy its service availability 

cha rges was fu ll y s uppo r ted . T . 164-1 67 , Exhibit 8 (KRC- 2) , KRC- S , 

KRC-6 ) . No evidence o pposi ng these c ha rge s was intro duced a t 

hear ing. The $800/ERC c harge f or residential wastewat e r se rvi ce , 

and $550/ERC c harge for reside n tial wat er s e rvi ce s h 0 ul d be 

appr o ve d . 
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OTQB ISSQIS 

ISSQI 62: WBA'l' IS 'l'D APPROPRIA'l'E ALLOIIANCE FOR FUNDS US&D DURING 
COHS'l'RUC'l'ION (AI'ODC) RAft? 

Gm.l:: ***The appropriate ArUDC rate ia 9.25%.*** 

The AFUDC rate should be the most recen l 12 -mo n L h average 

embedded cost of capital, pursuant to Fla. Admin. Code . R. 2 5 -

30.116., that is, 9.25% as shown in Issue 29 herei n. 

ISSUE 63: SHOULD 'l'D SPECIAL SERVICE AVAILABILITY AGUDC&N'l' DATED 
D&CDIBKR 12 I 1996 BI:TW&Df GULl' Alii) 'l'D BOARD 01' 'l'RUSTEES 
OJ' 'l'D nrr&N1AL INPROVDIEN'l' 'l'RUST FUND OF TBE STA'l'E Of' 
!'LORIDA (J'GCU) BE APPROVED AS I'IL&D? 

GQL[: ***The ~cial aervice availability aqre ... nt dated 
Dec.-ber 12, 1996 bet ... n Qul~ and the Board o~ T1~•tee• 
o~ the Internal Iaprov-nt truat l'unc:t. o~ the State o~ 
Florida (I'GCU) ahould be approved aa ~iled.*** 

Mr. Moore testified as to the ci r c umstance surrou nd ing this 

service availability agreement. T. 87-90 . No ev idence was 

introduced at hearing in opposition to appro val of this agree~ent. 

The agreement is consistent with Gulf's tariffs and s h o uld b e 

approved pursuant to Fla. Admin. Code R. 25 -30.550. 

Dated this )~day of April, 1997. 

Respec tfully s ubmitted 

B. Kenneth Gatli n 
Fla. Bar No. 0027966 
Kathryn G. W. Cowdery 
Fla. Bar No. 363995 
Gatlin, Sc hiefelbe in & Cowdery , P.A. 
1709-D Maha n Dr ive 
Tallahassee, FL 323 08 
(904) 877-5609 
Attorneys f o r 
GULF UTILITY COMPANY 
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GUC51 
A1 IJ58 

GULF UTILITY COMPANY 
COMPARISON OF NON-USED AND USED PROPERTY 
WATER OPERATIONS 
GULF AND OPC 

~ Non u-1 .nd Useful 
~-(-1)-

PlllnC c.p.cly (mgd) 

2 A-. a( Five o.y Max. (mgd)(1995) 

3 Florila GUt ec.at u~ 
4 Growth 1996 
5 SutltcDI (mgd) 

6 Reqund Fire Flows (mgd) 

7 Mlrgin R-(mgd) 

8 TeD! Flows (mgd) 

9 u-1 .nd Useful 

10 Non-t..-l & Useful 

$ Non u-1 .nd Useful 

1 1 S<uce d Supply 
12 Land 
13 Pllnt 

14 
15 
18 
17 
18 

19 
20 

21 

22 

T~ 

Land 
Pllnt, EliCI Skid 3 
Skid 3 
Rljld Holding Tri 

Stonge, Inc L.and 
TeD! 

R.....,. for Depnlciltion 

Net Plant 

(8) Elchlbit 8 p!lg8 166 
(b) Elchibit 8 page 9,col. 3.1ine 3 
(c) Elchlbit 8 page 9 .col 3.1ine 8 

Gulf 2)---

4215 

2 746 

0.073 
0 .240 

-- - 3.059 

0.360 

0.297 

3 716 

88.2 ~ 

11 8 

$ 241 ,215 (8) 

678,555 (b) 
253,910 (C) 

1,173,680 

(96,191 )(d) 

$ 1,075,489 

(d) Elchibit 8 page 9.col. 3.1ine 17 and page 166 

e 

s~ 
s.n 

eano. ~ 
- (3) ~-

2808 3600 

2.415 - 0.585 

2.415 

86.00 ,. 

14.00 

No 
Findir11 

0 .585 

16.25,. 

83.75 

No 
Finding 

(e) Elchibit 18 TLB-2 

TcUI 
- (5)-

6408 

2 746 

1.254 
3.000 

3.000 

46.82 ,. 

53.18 

No 
Finding 

OP~l!L ·-
Tre~~tmeot 

~- San.---- -

Carlos ~ 
~ --~ 

2~415 1800 

2.415 --· 0~509 

2.415 

100.00,. 

0.00 

No 
Finding 

0.509 

28.26,. 

71 .74 

No 
Finding 

(f) Five O.y Max. 2.924 (Line 4) minus 2 746 (Line 3) = 0.178 
(g) 1 .46213.31 2 (Line 1) = 44% x 24Hrs. = 1 1 Hours of Max Daily Flow 

e 

Total 
(8)-

4 215 

2.746 

0.178 (f) 

~ 
(9 ) 

2 600 

2.924 --- 1 462 (g) 

2.924 

88~23% 

11n 

No 
Finding 

0 1110 

, 642 

6315,. 

36.85 

No 
Finding 

e 

< 
X 
H 

0 

~ ~ 
0.. 
< 



GUC_S 
A1-Q50 

GULF UTILITY COMPANY 
WATER OPERATIONS 
RATE BASE. OPERATING INCOME. RATE OF RETURN 
TEST YEAR - 1996 

Present Rates 
----~Ote Ai." 

D~tion ________ ~FR_ili_ Adjustment( a) Ref Adjusted 
( 1) (2) (3) (4) (5) 

1 Rate Base 
2 Utility Plant $ 18,695,154 $ $ 18,695,154 
3 Dep. Reserve (4,266,892) (87,458) 1 (4,354,350) 
4 Non-Used & Useful (Net) (1,075,489) (1 ,075,489) 

5 Contrib. in Aid Const (12,220,685) (191,182) 2 (12,411 ,867) 
6 Amortz of CIAC 2,942,325 5,811 2 2,948,136 
7 Advances for Const (4,885) (4,885) 
8 Working Capital 358,144 _ __i?7,019) 3 281 , 125 

9 Rate Base $ 4.427.672 $ (349,848) $ 4,077.824 

1 0 Operating Revenues $ 2,295,357 $ $ 2,295,357 

1 1 Operating Re-.·. Deductions 
12 Operating exper.es 1,307,395 94,081 5 1,401,476 
13 Depreciation 172,394 81,647 1 254,041 
14 Taxes Other Than Income 227,672 (4,565) 6 223,107 
15 Income Taxes 85,449 (53,693) 31 ,756 

16 Total 1,792,910 117,470 1,910 380 

17 Operating income $ 502,447 $ (1 17,470} $ ~J!77 

18 Rate of Return 11 .35% 9.44% 

(a) Adjustments stemming from Staffs andJor OPC's studies that Gulf agees wrth. 
See note reference. 

(b) Exhibit 8 , page 67, Column 4 
(c) Reference Note 7 

e e 

Docket No 960329 - WS 
Page 1 of 4 

_ --~~->posed Rates ___ Revenue ~~ements _ 
Rate As 

Adjustment Adjusted - ~ustment Total 
(6) (7) (8) (9)·--

$ 18,695,154 $ 18.695,154 
(4,354.350) (4,354,350) 
( 1 ,075.489) {1 ,075,489) 

(12,411 ,867) (12,411 .867) 
2.948.136 2.948.136 

(4,885) (4.885) 

--·~----

281 .125 281.125 ----

$ 4,077,824 $ 4,077,824 
C!) 
X -

$ (27,574) (c)$ 2,267.783 $ (13,058) $_2"tl?~.!ii~ 
1,401 ,476 ~ 1,401,476 

254,041 254,041 ~ 
(1,241) 221,866 (587) 222,520 

(11,986) 19.no !4,693) 27,063 

(13,227) 1 897 153 (5,280) 1,905,100 

$ .. _-----'-H.,_~ZJ $ 370.~~ $ (7.n8> s 377,199 

9 09°~ 9 25% 

e 



GUC_S 
M40 am 

GULF UTILITY COMPANY 
WASTEWATER OPERATIONS 
RATE BASE. OPERATING INCOME. RATE OF RETURN 
TEST YEAR - 1996 

Pr~RatM ------
Note ~ 

~ -~~~~- AdJUStmeut(a) Ref - Adjua18d_-
~ ~----- (.-; (1) (2) (3) 

1 Res-
2 Utility Plant s 14,755.975 s (2.265) 4 

3 Dep.R- (2.978.837) (42.nO> 1 
4 Non-Used & Useful (Net) 

5 Contrib. 111 Aid Conal (9,060,383) 
6 Amortz at CIAC 1,976.074 
7 AcMncea for Conal 
8 Wormg Capital 235.467 (39.6n) 3 -

9 Rae- s 4,928,296 s (84,712) s 

10 Oper1lling RIMIOUeS s -- ~73) s s 

11 ap.wWlg Rev. Deduc1iona 
12 Operllting ~ 859,570 (4,022) 5 
13 Oep.a.tiolt 173,851 42.no 1 
14 r ... 0ttw n.n Income 132,610 2,799 6 
15 lncomeTD8S -

16 Taal 1.166,031 4' ,547 

17 Oper1lling income s 138,699 s (41,547) s 

18 Rata of Return 2.81% 

(a) Adjuatmenta atllmming from Staffs and/or OPC's studies that Gulf agees with 
See nota rnlll tee. 

(b) Exhibit 8 , Page 69. Column 4 
(c) Reference Note 8 

e 

(5) 

14,753,710 
(3.021 .607} 

(9.060.383) 
1,976,074 

195,790 

4843584 

1,304,73) 

855,548 
216,621 
135,409 

1,207,578 

97,152 

2.01% 

e 

Docket No ~ - WS 
Page 2 at • 

p~-~~ RIMIOUe R~ements 
Rn k. 

AdJustment ~~ ~uatment _ TOCIII 
(6) (7) (8) (9) 

s 14.753,710 s 14,753,710 
(3 .021 .607) (3.021 ,607) 

0 

(9.060.383) (9 .060,383) 
1,976.074 1.976 ,074 

0 

- ----- - - 195-'790 ----- - - - - 195,790_ 

s 4,843,584 s 4,843,584 

s 366,340 (c) S 1,671 ,070 s 401 ,070 s 1.705,800 

~ 
855,548 855,548 
216,621 216,621 

16,485 151 ,894 18,048 153,457 
19,664 19,664 32,144 32,144 

36,149 1,243,727 50,192 1,'157,no 

s 330,191 s 427,343 s 350,878 s 448.030 

8.82% 925% 

e 



GUC-S 
DA1-DP116 

Note 1 Depreciation 

GULF UTILITY COMPANY 
NOTES TO 
RATE BASE, OPERATING INCOME,RATE OF RETURN 
TEST YEAR- 1996 

The Company made an error in the computation of deprec1at1on The 
corrected amounts for the test year are (tr 848,11nes 7-9) 

Depreciation Expense 

Mams 
AdJust for Corkscrew WTP 
Amortz grant from SFWMD 

Depreciation Reserve 
Reserve (Ex. 8, pages 7 & 10) 
Adjustment 

Note 2 Allocat1on of $300,000 Grant from SFWMD 

Used & Useful 

Holding Tank S 
Pumps, Controls, etc. 

lnv~!(!) 

445,455 s 
254,545 
700,000 

(a) Exh1blt 6,page 9, line& 29-32 
(b) Exhibrt 8,page 9, col. 2, lines 7 &12 
(c) Exhibit 45, CBA-3, line 10 

'Note 3 Workmg Capital 

CIAC 

190,909 
109,091 
300,000 

%(b) Amount 

43 s 
100 

82,091 
109,091 
191.182 

Total workmg capital is $476,915 (Nixon RCN-1) and is allocated as follows 

Water 
Wastewater 

Note 4 Wastewater Plant 

s 281 ,125 
195,790 
4-76,915 

$2.265 reduction 1n wastewater plant (tr 850,1ines 6-9) 

s 

s 

s 

s 

Docket No 96329-WS 
Page 3 of 4 

Water 

86.832 
( 1.374) 
(5,81,) 
81 ,647 

4.266,892 
87,458 

4,354,350 

$ 

s 

s 

$ 

%(c) 

3 04 s 
304 

Wastewater 

42.770 

42,770 

2,978,637 
42,770 

3,021,607 

AmorttZ&tl 
Amount 

2,495 
3.316 
5.81 , 



GUC-S 
DA 53- DP 116 

GULF UTILITY COMPANY 
NOTES TO 
RATE BASE. OPERATING INCOME. RATE OF RETURN 
TEST YEAR- 1996 

Note 5 Operating Expenses 

Wages Increased staffing at Corkscrew WTP in accordance 
Chapter 17~99 (tr792, lines 10-25) 

Chemicals With additional looping of the water system and 
m1xmg of water from two water plents,there was some 
d1scolonng of water. The added chemicals solved the 
problem (tr 793- 795) 

Contractlal Serv1ces To amortize pond cleaning over 2 
years rather than expense in 1 year. (tr842. lines 13-16) 

Remove non-recurring insurable lighting damage. (tr 842. lines 20-23) 

Rent Added charges to Coloosa (trij44, lines 1-5) 

Mise Expenses• 
Remove NAWC lobby related dues 
Rotary dues 
Interest on operating account 

• (tr 844. lines 21 -23) 

Note 6 Taxes . Other Than Income• 

Regulatory Assessment Fees 
Payroll Taxes - Allocation on payroll basis 

• (tr 849. lines 18-25) 

Note 7 Revenue - Water Revenues for private protection serv1ce 
per 25-30.465 

Size • Bills" 

1 .. 24 
4 87 
6 60 
8 97 

Present Revenue 

Difference 

• Source Exhibit 8 page 152 

s 

Note 8 Revenues - Wastewater The revenue increase requested 1s 
$366.340 (Exhibit 8. page 69) The rates are set forth m 
Exh1b1t 8. page 129. column 3 

70 

Present 
Rate-BFC 

21 13 
211 27 
422 54 
675 00 

$ 

s 

Per 
25-30 465 

s 1 76 s 
17 60 
35 21 
56 25 

Docket No 96329-WS 
Page 4 of 4 

Water 

56,764 

49,594 

(8.000) 

(924) 

(550) 
(163) 

(2.6'0) 
94.081 

(715) 
3,850 

(4.565) 

Revenue 

42 
1.531 
7. 113 
5,456 
9.142 

36.605 

(27.463) 

s 

s 

Wastewater 

(1.819) 

(476) 

(283) 
(84) 

(1.360) 
(4.022) 

( 1.051 ) 
3.850 
2.799 



CJRTIPICATI OP SIRYICI 

I HEREBY CERTIFY that a true and correct copy of Gulf Utility 
Company's Post -hearing Statement of Issues and Brief has been 
furnished by hand-delivery on this 3rd day of April, 1997 to MAGGII 
O'SULLIVAN, ISQ., Division of Legal Services, Florida Public 
Service Commission, 2540 Shumard Oak Boulevard, Tal l ahassee, 
Florida 32399-0850, and STEW DILLY, Associate Public Counsel, 
Of fi ce o f Public Counsel, Claude Pepper Building, Room 812, 111 W. 
Ma d i s on Street, Tallahassee, Florida 32399 - 1400. 

a: Kenneth Gatlin 
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