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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

IN RE Application for a rate increase ) Docket No 960451-WS§
in Dual, Nassau, and St Johns )
Counties by United Water Flonda, Inc )

o

Filed June 25, 1997

The Citizens of the State of Florida, by and though JACK SHREVE, Public Counsel,
respond to the Motion for Reconsideration of Order No PSC-97-0618-FOF-WS filed by United
Water Florida, (UWF, or Company) on June 13, 1997 as follows

The Citizens agree with the interpretation given to Diamond Cap Co._of Miamu vs. King.
146 So2d 889, 891 (Fla 1962) by UWF which holds the purpose of a motion for reconsideration

istomtomeumbnofﬂucmmmwwmumlyhlvcovedooked The
Citizens do not, however, agree with the application of that theory by UWF, which apparently
holdsthepwpoeoﬁhemodonfamuioniuobmstotufmmmmmwhch

were considered by the Commission, but by which it was not persuaded In the case of Other

PoumkmEmployuMmUWFwnougwnpoﬁﬁontolmCmmmrﬁndm |
its brief, but not before ' :
With the exception of the OPEB argument raised for the first time in UWF's brief, each
ofthenrgumemnindbyUWFwemaedutheheanns.mdcomderedbythe(‘onmﬁmon
Whah«theCmiﬁonwpcuudadbymhmnm-mduppnemlynwunot--isnouhe

proper subject for a motion for reconsideration  UWF's motion for reconsideration 1s an

| UWF tried to raise the issue at the hearing but was precluded by the Chairman’s ruling
on a Staff motion to strike testimony concerning this issue (Tr 886)

RNCTIE Y Bt B .AATYE

6309 JUNBL &

. s
v

R A S S ommmmeememoeemeemmemmmmmem—=




invitation for the Commission to reweigh evidence earlier and fairly presented As for the menits
of the arguments presented by UWF, the Citizens address each in turn

—m § :
UWF‘sﬁngimwmadjunm:mmeblnfor six water systems and five

wastewater systems The systems were purchased during the period of 1986 through 1993, with

the earliest acquisition occurring in September 1986 Through the direct testimony of Hugh
Larkin. Jr . the OPC recommended that the amount of acquisition adjustment requested by UWF
10 be included in rate base be reduced to reflect the fact that UWF should have begun amortizing
the acquisition adjustments on its books at least by the date the acquisition adjustments were

recorded, which is prior to the current rate case The Commission, in its decision, agreed that

UWF should have begun amortizing the acquisition adjustments which it included in rate base in
the current case prior to the current proceedings In fact, the Commission determined that UWF
should have begun amortizing the acquisition adjustments when such acquisitions were approved

by the Commission, resulting in a $623,485 reduction to combined water and wastewater rate

base

In its Motion for Reconsideration, UWF has claimed that the adjustment to reflect
amortization of the acquisition adjustments is inappropriate because the Commission has not
previously set an amortization period for the acquisition adjustments in question, has not set a
generic amortization period or rate for acquisition adjustments, has rules prohibiting the
amortization of acquisition adjustments until the Commission acts and the adjustments violate the

matching principle




The main basis of the Company’s motion is that the Commission has not authonzed
specific amortization periods for each of the separate acquisition adjustments in question and that
the 1984 NARUC USOA provides that amounts recorded in the acquisition adjustment accouni
“with respect toe.chpmpmymmdunbemued.oroehawiudnpoudoﬁnme
Commission may approve or direct ” (UWF’s Motion at page 5) The Company's Motion fails to
acknowledge that the Commission has approved each of the acquisition adjustments in question
While the decisions approving the acquisition adjustments may not have delineated specific
amortization periodl.theCompmydnddhlvebmﬁdlynwth it is the Commission’s
prmicetoreqmmﬁﬁutommﬁm.djummlmmmeComnﬁmm
required amortization of previous acquisition adjustments for UWF  OPC Witness Larkin made
the following statements regarding amortization of acquisition adjustments before the
Commussion

it being the Commission policy that they be amortized, that the Company has no
opposition to the recording of them, that they relate to a system that is providing service
to customers, and that the purchase or the payment of an acquisition adjustment 1s related
to service as it’s provided, then the reasonable thing is that it should have been

amortized . (Tr. 665)

As additional support for reflecting an accumulated amortization offset to the acquisition
adjustments, OPC Witness Larkin stated “(s)imilar to the treatment of depreciation expense on
plant assets, the Company should have begun amortizing the acquisition adjustments on its books
the date they were recorded on the books * (Tr 645) There is no reason o distinguish between
the amortization of acquisition adjustments and the depreciation of plant assets when dealing with

the date in which the amortization or depreciation should begin Public utilities in Flonda do not,

and are not permitted to, delay depreciation of new plant assets until the first rate case proceeding

9




g the purchase construction of the new plant In fact, the { ompany did not wan until the
sed

following
urrent case 10 begn the deweﬂation of the assets it acquir
I'he amortization of acquisiion ad;ustmenls must be reated accor dingly o1 poth fairness and
consistency pan\culat\v where the acquisition has been approv ed by the { ommission

NARUC | mform

UWEF attempts 1o utilize the definution of amortization appearnng in the
gystem of Accounts as justification for not having begun amortization of the acquisition
The Motion quotes the defimtion of Amortization as follows
ment of an amount in an account by distnbuting such amount OVEl a

er lhc life of the asset or hiability 10 which 1t applies, Of over the peri
s anticipated the benefit will be realized { NARUC USOA. P 9

adjustments

the grad
fixed penud oV
dunng which 1t 1

Definitions )

utilize this definition by stating that UWF has not benefitted from
{n rate

as attempted 10
et been included

['he Company h
ment has not ¥

cquisiion adjust

because the acq
“not enjoyed any

the acquisition adjustment
< allowed 10 earn a returm As such, UWF claims that it has

upon which 1t 18
RNOTes the

base
related benefits as of yet (Motion at g) This position 1% not correct and

rerminolOgY of the defimtion

he defimtion states that amortization distribute the amounts “over the life of the asset
o which 1t applies, or O¥ er the penod during which 1118 anticipated the benefit will be realized
Clearly, the life of the assets acquired by UWEF 0 each of the acquisitions begins for | WF on the
s UWF states sever al times in s Motion that it has not hcnc!'ancd

uired the assets
tion that

date UWF acq

from the dcqumls\m ad‘uﬁlmems yet This 18 not true jitisas of the date ol the acquist
UWF begins 10 receive the benefits associated with its purchase For example, S Jon after the date
of the acquisition { 'WF began res eiving revenues from the customers who were serv ed by the




the assels acquired via the receipt of

gystems il acquired thus a return would be eal ned on

new CUSI“H‘INN
in s eyes the

revenue from the
In theory, | WF paid more than the book value for the systems because
. was higher than the book value of the

n the book value, and the returT
ates

as worth more tha
the systems indic

fact that UWF paid more

gysiem w
book values for

I'he than the
a the receipt

m reflected
F has, in fact vi

gysie
ge systems (Tr 600) Thus, UW

g a return on tho
mers, recerv ed benefits resulting fro

that \ WF is earmin
m s acquisition

of revenues from the acquired systems’ Custo

of the systems
The amortization of the acquisition adjustments prior to the date that the actual acquisition
e base does not violate the matching principle, a8 claimed

associated with th

ed n calculated rat
including

adjustment 18 includ
e system acquired

by UWE, as the Company 18 receiving the benefits
pad for those assets (acquisition adjustment) upon the purchase

the assets and the premium it

e ( ommission has

date
eration that th

tion for Rccunsid

The Company stated in its Mo
on Adjustment

ing 10 Acquisitt

led to consider certain points relat
cision in regards to the

oV erlooked Of fai
1 revise IS de

This is not true (he Commission should no
phance with the

Amortization
('L‘\\H“\ 1s1n \UIT\

acquisttion adjustment amortization The Commission sd
NARUC 1 SOA. does not violate the matching pnnup;{a and matches the amortization penod for
the acquisition adjustment with the pcnnd in which WF receives benefits from the acquired
¢ Was thoroughly litigated before the Commussion at the heanng

systems Finally, this matte




mﬂmﬂﬂﬂmmmmluw; Benefits (OPLLs)

['he Citizens support the Commussion § decision regarding other postretirement employee
benefits. which bases OPEB expense on the revised 1997 expense level and reduces rate base by
the accumulated amount of unfunded OPEB costs In its Motion for Reconsideration the
Company states that the Commuission “has overlooked of failed to consider the purpose of Rule
»5.14 012, Florida Administrative Code (FAC) and also has failed to consider the information in
Exhibit No. 15 other than the annual unfunded expense amounts for 1995, 1996 and 1997, and
the OPEB expenses amount for 1997 (Page 10) Based on its claimed failure by the
Commission, the Company states that the Commussion should establish a regulatory asset for 1ts
1995 and 1996 OPEB expense, establish a regulatory liability for the 1995 and 1996 unfunded
OPEB liability, amortize the regulatory asset and liability over a 1§ year amortization penod
increase OPEB expense to reflect the amortization and reduce the rate base pmpnmnmn\ Based
on UWF’'s motion, this would result in an annual increase In OPEB expense related to the
amortization of $61 957 and a $47 810 reduction to rate base As part of UWEF's proposal the
C ommission would reduce 1ts adjustment which offsets rate base for the acc amulated amount of
unfunded OPEB costs to reflect just the amount related specifically to 1997 and the $47 810
amortization. Thus, the Company $ proposal removes the majority of the 1995 and 1990
accumulated amount of unfunded OPEB cOStS

The Commission § decision i1s consistent both with Rule 25 14 012, FAC, and with the
evidence pu*ﬁcmcd in this case Furthermore, the { ommission was correct in its demal of | nited

water Flonda s attempt to change its position regarding 1ts WEB expense request at an




extremely late date in the nroceedings (1n its brief)

d recovery of its projected 1997 FAS 100

In its filing, at Schedule G-23, UWF requeste

expense only It did not request recovery of past OPEB costs, i ¢ 1995 and 1996 costs, in is

The Company also did not request recovery of the past OPEB costs in its rebuttal

g the OPEB 1ssue in its rebuttal testimony, the Company

fihng

restimony In fact, when addressin

merely provided the following discussion

ognition for its OPEB costs, it began

received rate rec
to include

1995 The Company would therefore agree
pense recovery

Although the Company has not yet
funding of the hability in December
in rate base both the prepayment and the unfunded portion of its ex

(Rebuttal Testimony of Frank ] McGuire, page 11)

1995 and 1996 OPEB expense in rates in either its

Clearly. UWF did not request recovery of its

filing nor in its rebuttal testimony

In its brief, UWF requested that it receive rate recovery of the OPEB costs it incurred in

1995 and 1996 over a 15 year amortization period This request was demed by the Commission

In its Motion for Reconsideration. nited

at page 56 of Order No PSC-97-0618-FOF-W5

Water Florida states in regards to the Commission’s decision on OPEB expenses and the

associated reduction to rate base, that the Commission “failed to consider the information in

1995 and 1996 (page 10) In

Exhibit No_ 15" in regards to the OPEB payments and expenses in

a following section of the Motion for Reconsideration, nited Water Florida states that “(t)he
C ommuission should reconsider its decision on OPEBs. create a regulatory asset for the 1995 and

unfunded hability for 1995 and 1996

1996 OPEB expenses, create a regulatory hability for the

OPEB expenses establish a 15 year amortization period, increase OPEB expenses, and reduce the

D ——



rate base proportionally, and adjust rates * (page 16) The Company also states that the

Commission “should establish a regulatory asset for 1995 and 1996 OPEB annual expense, a

MWWMMIMMIMMOPEBW.NWMMl

reasonable period " (page 15-16)
UWF's Motion for Reconsideration fails to mention that the Company did not request any

recovery of 1995 and 1996 OPEB costs until it filed its Brief The Commission was correct in its

statement in the decision that “the record of evidence does not support the utility 's request for
amortization of prior year expenses” (page 56) UWF should not be allowed to change its
position on this issue during the briefing phase of the proceedings Prior to that point, UWF had
not requested recovery of its 1995 and 1996 OPEB costs from ratepayers The Company, had it
so desired, could have requested recovery of its 1995 and 1996 OPEB costs in its initial filing, or |
MMthupﬂdhnMdep&mM!MM.dMﬂneﬁeaed
parties an opportunity to adequately review, analyze and address the issue before the Commuission |
However, UWF failed to utilize the previous opportunities available to it UWF's ratepayers,
who are Citizens of Florida, should not be penalizea via a lack of opportunity to review a
significant expense item through UWF s tardy attempt to request recovery of such costs at a date
beyond which the parties may adequately address the request UWF's tardy request must be
demed

Additionally, UWF’s request for approval of the creation of a regulatory asset for costs
which were previously recorded on the Company's books in 1995 and 1996 is inapprog..ate In
fact. Rule 25-14 012(2), FAC states that “Deferral accounting under Statement of Financial

Accounting No 71 (Accounting for the Effects of Certain Types of Regulation, December 1982)




shall not be used to account for the costs of post retirement benefits other than pensions without
poor Commission approval ° (Emphasis added) The Company did not seek “prior Commission
approval” to defer its 1995 and 1996 FAS 106 costs for future recovery UWF states that the
Commission has “failed to consider the purpose of Rule 25-14 012. FAC. in its decision on OPEB
expenses and reduction to rate base™ at page 10 of its Motion for Reconsideration. however, it
fails to acknowledge that its tardy request is not in compliance with sub-point (2) of the same rule
in that UWF did not obtain prior Commission permission to defer 1995 and 1996 OPEB costs

In its decision, the Commission reduced rate base by the Company's entire unfunded
accumulated OPEB balance, which includes unfunded amounts for 1995 and 1996 The
Commission’s decision is in compliance with the terminology of Rule 25-14 012(3), FAC, which
states, in part, as follows

Each utility’s unfunded accumulated post-retirement benefit obligation shall be treated as a
reduction to rate base in rate proceedings

The Commission’s adjustment is appropriate and in compliance with the rule The rule does not
state that the reduction to rate base is limited to the amounts that have been collected from
ratepayers. The Company has taken the position that the Commission’s decision to offset rate
base with the accumulated unfunded OPEB costs related to 1995 and 1996 does not take into
consideration the “purpose” of Rule 25-14 012(3). FAC The ( ‘'ompany also states that their
proposal, which offsets rate base for the 1997 unfunded liability and an amortization of the 1995
and 1996 unfunded liability (assuming it is permitted to collect the 1995 and 1996 OPEB expense
over a fifteen year period from ratepayers) is consistent with the “intent of the rule {(Page 14) It

1s the OPC’s position that it is a reasonable assumption that the Commission was fully aware of

. B




the rule and the purpose and intent of the rule when it made its decision regarding the offset 1o
rate base The Commussion's decision does not + 1olate the rule The ( Ommussion’s decision in
regards to OPEB costs is in comphiance with Rule 25. 14 012, takes into ¢ onsideration the

evidence presented in the case and is appropriate

lovestment Tax ¢y edits [1TCs)

'he Office of Public Counsel agrees with the

Commussion’s decision related to iny estment
lax credit and the assignment of zero cost to that capital

The Commission must abide by the

legal requirements. of the Internal Revenue

Code when
dete

fimiming what costs to aSsIgn to investment tax credit for rate making purposes If a utility
‘cannot support its contention that it elected 1o treat investment tax credit as capital with a cost
equal to the overall rate of return as required by the Internal Rey enue Code then, by default it
becomes zero Cost capital United Water Florida's Motion for Reconsideration requests that the
Commission Ignore

the fact that UWF was unable to prove that it has made the appropriate

election, and asks the ( ‘ommission to Surmuse that had United W

ater Flonda nor made the
appropnate election the IRS would have made ¢

he appropriate election on behalf

of | \\‘ fh(’
Oommussion cannot Surmise what the IRS audit did or did not do

(

Moreover the ( ommussion
shou

Id not assume that the auditors actually concluded t}

1at the rate making effects of investment
tax credit complied with the option elected by the Company The only option the Commission
has is to examine the evidence presented by the ( ‘ompany | nfortunately for 1 /W} that
consideration is limited to an affidavit by witness McGuire, which in effect states we think we
did, we hope we did but if we didn’t we re depending on the IRS to catch us
I'he Commission cannot accept this evidentiary deficiency a4s reason to award the
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nonal $35,040 at ratepayers expense Finally, this 15SU€ was thoroughly

( ompany with an addi

at hearing

htigated
Bmmkw

ent to reflect 8 P

arent company debt

In its Decision the Commission adopted an adjustm
adjustment based on the debt of UWF s grandparcm company, | nited Watet Resources, In¢ The
adjustment resulted 1n @ $108,392 reduction 10 income 1ax expense Both Commission Staff and
the OPC supported this adjustment In its Motion for Reconsideration. the Company contends
cation of Rule 25-14 004. which adjusts income tax expense

on erred its apph
parent debt

that the Comnussi
for an interest deduction related to parent company debt, otherwise known as the

adjustment
1 Witness Frank MceCOuire stated that none of

rhe Company’s argument 18 essentially tha
the United W aterworks parcms' debt, that 18 United Water Resources debt, was used to fund
United Water Florida From this statement the Company

d Waterworks or
s NO evidence

equity 10 either Umite
“the Commission has OV erlooked the point that there

then claims its motion that
that any debt of | nited Water Resources. inc ("L nited Water Resources )18 invested the
1 (nmcnd\ in its motion that | WF's

ter Florida ™ (page 19) UWF ther

General Ielephone & ompany

h holds that th

ity of nited Wa
of Flonda Flonda P ublic

ere 1s a rebuttable

equ

situation meets the standard set In the

husmi,gmnnml&m” 4

rule

1069 (Fla 1984) whi(

46 So nd 1063,
alcmcm

presumption to the The rebuttable standard has not been met by Mr McGuire's st
Witness Mcluire has stated that there 1s nO € dence that dett from United Water
Resources 18 v ested directly in | nited Watet Florida ¢ jearly, | nited Watet Florida’'s parent
funded by | Inited Water Resources therefore, the flow of funds from

United W Jterworks, 18




any 1o meet its

parent 10 subsidiary 10 subsidiary 15 clear onsequently, 0 order for the Lomp
rebuttable assumption, nited Wates Resources W ould have to have a capital structure that
consists of 100% equity order to meet 1S burden of stating that no | nited Water Resources
at, United waterworks I there 1s any debt

er Flonda through its pare

debt flowed 10 United Wat
ay's capital Structure, then that debt, as part of the capital automatically

in a parent compa
estment 1n those

at all
flows from the parent 10 subsidiary 10 subsidiary via the pas ent company s 1y
a has not met 10 burden of proof in that it has not plcscmcd

United Water Flond

at no United Water

subsidianes
ultimately flows through to

Resources debt

ce demonstrating th
company debt

clear eviden
benefit United Watet Florida operations The Commission s adoption of the parent
adjustment, based on United Water Resources’ debt. 18 appropnate In adopting the adjustment
the Commission has not “gverlooked of failed to consider certain points , as contended by | wi
at page | of s Motion for Reconsideration It must again be noted that there 15 @ considerable
e between overiooking on the one hand, as contrasted with not beng pcnuadcd on the

differenc

T Was thoroughly litigated at heanng

other Ths matte
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