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BEFORE THE FlORIDA PUBLIC SERVICE COMMISSION 

In re: I nvest igati on 1nto potential 
overearnings o f REGENCY UTILITIES, 
INC. in Duval County . 

DOCKET NO. 8 8 1554-WS 
ORDER NO . 20794 
1 SSUED: 2- 22-89 

The f o llc ';.ling c · -·~:ssi'"lners par t i c ipated in the dispositi o n 
:- f thi s mauer: 

MIChA~ McK. ~ILSON . Chai r man 
:'HC:-tAS ~1. BEARD 

tiERA~D L. GU~TER 
JOHN T . HERNDON 

ORDER EST~BLISH I NG A REDUCTION IN 
?.A;E BA~E . RC:TUR~ ON EQU ITY 

A~D 1-!0NTHLY RATES 

B'l TH:: co:·t-: r 53 :o:-: : 

Regency Uul Ltles . nc . l ?.e-;ency o r ut i l ity) provi des water 
and sewer serv1ce t o C.Jstorrecs 111 Duval Coun t y. Its Jast rate 
case. Oc cket ~o . 82 1) 31-< -~-JS . C'.I . ::' LnuLej Ln t: he issuance o f Order 
No . 12 008 on June o . 1':1 \!3 . Reoenc y al so received a price 1ndex 
inc rease in Docke r. ~1-: . d5v0! ~ -tvS through Order 1.: . 1<1 070 . 
lSsuedonFebruary 1.1:85 . 

Sect i o n 367.08 2, Fl o rida Statutes, au tho rizes t h Ls 
Co~m1ssion t o 1n1t1ate an investigat ion or a ut i li~y· s ea rnings 
and t o requi re a r efund where the r ate o f return r ea llzed by 
the uu l i ty exceeds t he range o r.' the las t au t hori zed r ate of 
return determined by t he Comm1ssion to be fair and reasonable 
o n a prospective basis f o r such utili t y. 

A desk audit by staff o f Regency's 1987 Annua I Report by 
t he Corr~ission disclosed t ha t while it appeared t hat t he 
utility 's earnings were '-lith in i t s autho rized ra t e of return, 
Regency had a negative wate r ra te base . and an unusually high 
level of fund s in its Cont ributi o n s-in-Aid-of - Construction 
(CIAC) acc ount. Co n sequentl y. staff conduc ted a c omprehensive 
i nvest igatlo n o f R~ger.cy 's fint~ncial reco r ds t o de t: e~:n i ne the 
ut illty' s ac tua l ea rn 1ng s o n its investr.ent. Such 
investigat i o n was c o nducted from t-1ay 7, 1988 through July 21. 
1988, with 1987 being uti lized as the t est year t o r ra te-making 
purposes . 

Subsequent t o our st a f f's info r ma l investiaati o n , the 
util ity agreed with staf r.''s conc lus i o n s in the audit r epo rt, 
except in the area of taxes. After further investigatio n. 
s t aff concurred with the util ity that t axes should be removed 
in this instance s1nce t he utility 1s an "S" Corpo rati o n. At 
t he J anu ary 3, 198 9 agenda c onference in wh ich we initially 
c o ns i dered t his ::-attet, c ounsei. fo r the u t ility agreed t o the 
resulting arospect t v e reduction in rates and the new reduce d 
return o n equ1ty. However . subsequent to the agenda 
c o n fe rence, but poo r to the issu anc e of our Order, it was 
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cisco ver ed that an er r o r in calcul ati n~ the new sP.wer r ates h ad 
occurred , so •..;e recon s ide r ed tnis :natteL a': t he februar y 7 , 
1969 a enda conferc~ce . 

c ~: ~e~ :ew c ~ :~e inic :~Jtion and o ur conclus i ons set t o r :h 
therefr~rn . are se: f c rth below . 

RATE 8hS!: 

Ti:e aud: : o: Regency ' s .,,ate : an se·..;er r ate b~se : ndicat.:!d 
se·,e :.;: de:ic1enc :es in c:1e u:t l i:y' s acc )t. n~ tng rr.e r.ho d s . 
Pr: o: : .) t:'le auo~: . Rc::<;!n•; y .ld'ltSt!d :hat ~ c :-. .;d a n a·,er:~oc 

'Nater rate b as e o i ( !S8 'L09 l) a nd an ave r age sewer r a te base o f 
SS37 . 387 . The aud1t repor t di sclo sed thJt Regency hJd 
::-~c'J rrectly e xpensed :nete : purcnases d!.l :: lng the tes t yea r o n 
~n:cn t he base rates were ce :e :~ tned . These ourrn.lses hav e now 

been removed from ex oenses and cor Lectlv Lncluded i n 
;:la:-~::-1:1 -se:vlce. Fu rther . 1r. :1e •J::tl i :·: · s ;:: :t o r race case. 

·..:e d: rec:ed that rr.t?ce r purchase~ 'AP. r e t o te c .. [li Ul t z e d r .lther 
tna~ e x ;>ensed . ;;, .:!~ency ne·;e:: ~ace a c or r ect1no e :1: ry t o i ts 
cooks . Therefo re. c ne utlll':.y ' s ra ~:e base ~us c oe i ncreased t o 
• I:":C'JrccL>te ::. : s p: t ·.> r ra:e c.:.se J .! ,us:tr~ r;~ . .. R.:!qency ' s 
~resent rate b ase. fne audit a lso deter~l~ed t n~t a n o l d 
sewage trea:~en: p l an t t ha: nad been reve~teJ tac~ t o tne 
u t 1l1 t y ~as included 1n tne ut~l l t y' s r ate case . S1nce t h e o ld 

p l. an'.: 1s no l o nger "used and useful ". s :3if rt?~o·ted lt ico::-. the 
u ti l ity ' s r a:e c ase . Wo rking capttal was a lso reduced to 
r emove lnvest:nents :.;nic n ea r ned a return [rom the CJlculat l o n . 
!n c onc l usio n. u ti liz i ng a t h irteen-month a·1eraqe and t he 

adjust:-:1encs re ierre:l to above, Regency ' s c o rrect aveoge r ate 
base 1s ( ~ 1 5 1. 682 ) f o r wa t er, and $45 ~ .~ 79 f o r sc~er . 

OPERAT ING INC011E 

The audit repo r t ind icated the uti l ity hJd anr.ua i opera ti ng 
revenues o f $231,05 3 f o r wate r a nd $ 539 , 519 f o r sewe r. Se veral 
adj us tments we re made t o Regenc y's Net Ope r ating rncome 
Stateme n t t o mo re accura te ly ref l ect the t rue financial 

conditi on o f the u t il i t y. Fi r st , sa lary and contrac ted 
se r vices costs which were inc urred o u tside th~ test y ea r peri od 
~ere re~oved from Regency's i nc o me s t atemen t as t~st y ea r 
e x penses . Second . me t e r purch ases which we r e e x pensed rat he r 
than c apu: a li zed were also r emoved fro m t est year e xpenses . 
Thi rd. test y ear e xpens es we r e r edu ced to r emove unsuppo r ted 
consu l t ing f ees ::harged t o the ut ility by eacn of its 
di recto rs . Fou rth , and f ina lly, dep reciat ion e x pen se was 
ad j usted t o reflec t the effect o f the o the r abov e ad)ustreen ts . 

CAPITAL STRUCTURE 

Regency's l ast au t ho rized r ate o f return on equity was 
establlsh~d a t 16 . 35 \ 1n Docket No . 8203 14-WS, with a ranqe o f 
r e aso naoleness o f 15 . 3 ~ \ t ~ 17 .35\ . Our staf f' s calculations , 
which were ag r eed t o by Regency, ind i cate t hat its rate of 
r ·eturn o n equ 1ty should IJe 12 . 73\ , wi t h a range of 
reasonableness of 11. 73\ t~ 13 .73\. 

97 



98 

ORDER NO . 
DOCKET NO. 
PAGE 3 

20794 
881554-WS 

Regency' s l ong-term debt was ad j u sted to ref lect the 
utt l ity's decision to reclassify a dividend pay rrc n•. t o its t·.-to 
stock!:olders . 

. .l.s ~ f Ja~uJ:-y , ! =387 . Recency becJme an ·· s.. Co:>r pcrJtio n 
f o t fede ra l tncome t3x purposes . We c o ncu r ~>"t:n t he u t ility 
that no cons1dera:1~n o f federa l income LJ xe~ . e ~penses . 
defetrt!d income taxes . ,;, t in·,estmen r- tax cretltts : s appropriate 
in settlna Re~ency ·s cr=s pdCtl~e rates. 

AP?ARE:r; :JVEREARN £NGS 

The e x ar:nnatton o f the f 1n ancial r ecords o f Regt!ncy 
indicates that 1t earned a true ra t e o f r eturn du rtng the 1S97 
:esc yea:: o f J<; . 9\ tn · . .tater . and 27 .73"' in sewer . rhe u ti lity 
reoorted o ross operating r evenues of $ 23 1 .053 for water. and 
:3539,5i1 f e r sewe::: . " e f1 nd Regency ' s 1t:pro p tt a te ar.r.ual 
rever.ue t eoutre:r.en ts to be $177,537 and :S..:e2 . 753 f o r tts .. .,ater 
ar.d se•.>er ooer at:ions . :::es?ect ively. FurLhe::: . ·,r~ ttnd thaL t::s 
annual prospectl"e revenues s hould be aoiustcd JS fol l o ws : 

TOT;..L ( 5' DECREASE 

~lATER 5 177 . 537 $ 53 . 563 

S~W~R 5~ 32 , 753 S5o .813 

a re 
The new ra tes to 
set forth below . 

compa r ison. 

toto nthly Ch a r ges 

NE\-1 RATES 

ref lect t he reduced 
The old and new 

110 NTHLY WATER RATES 

Present Ra tes 

Residenti al and Genera l Services 

t1e ter Size 

5 /8 " X 3 /4 " :£ 1. 22 
1" 3 . 05 

1-1 /2 " 6 . 09 
2 " 9 .75 
3 " 19 . 50 
<l " 30 .4 6 
o· :>0 . 'J2 

Gallo nage Charge pee :£ . 73 
1 ,000 gallons 

( ') DECREASE 

23.18\ 

10.53\ 

revenue requ i re!l'en ts 
rates a r e s hown cor 

Ne•.-~ Rates 

Base Faci 1 i t y Charge 

$ . 94 
2 . 34 
4.68 
7.4 9 

14 . 98 
2 3.40 
46 .81 

$ . 56 
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Fire Hydr a n ts 

Line Size 

2" 
4 " 

8 " 

~lo n th l y Ch a rges 

Res i d ent i al 

Al l Neter S izes 

Gallonag~ Charge p~r 
1 . 000 g a llons 

Max i mum c ha r ge at 
10,000 gallo ns 

General Ser-tice 

Neter Siz e 

5/8 X 3/4 " 
l" 

l - l/2" 
2" 
3" 
4" 
6 " 
8" 

Ga llonag e Ch a rge per 
1,000 ga llons 

$ 3.25 
iO . 15 
20.31 
32 . 49 

MONTHLY S E\~ER RATES 

Present Rates 

.£ 7 . 10 

:5 3 . 02 

i 7. 10 
17. 7 6 
3 5. 51 
56 . !H 

113 . 62 
177. 54 
3 55 .07 
5 68.12 

$ 3 . 0 2 

No n th l y Charge 

5 2 . 50 
7 . 8 0 

15 . 61 
2 -1 . 96 

Ne:.: Rates 

Base facili t v Cha r ge 

$ 6 . 35 

:5 2 . 70 

$ 6.35 
15.89 
31 .77 
50 . 83 

101. 66 
158 .85 
317. 68 
508 .30 

$ 2.70 

We f ind t hat the r ev ised tariff sheets fi led by the util i ty 
accu r ate ly reflec t t he above r educed r ates a nd a r e approve d. 
The new r ates wi l l be e f fective f o r a ll mete r r eadings on or 
afte r Februa ry 5, 1989 . 

Based o n the foregoi ng, i t is 

ORDERED by t he Florida Publ ic Se rv ice Commi ssion that the 
investigat i on into the a pp are n t o ve r ea rnings of Re gency 
Ut i lities, Inc . is disposed of as set fo r th in t he body o f this 
o rder. It i s further 

ORDERED that Re g e nc y Utili t i es , Inc .' s rate base i s as 
indicated in the bo dy o f this Orde r . I t i s fu rt her 

ORDERED that the autho ri zed return o n e quity is establ ished 
a s 12 .73\. It is f urthe r 
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ORDERED that the ad ' u s ted ~~ater and se1~er rates contai ned 
in the body o t' thi s Ordc:r are hereby appro ved. and s ~ull be 
ef fec tive ior a ll me:e :: ::ead 1ngs on or afte r feo::u.a::y 5. 1989. 
It is fu r ther 

OPnERED that th: s Joc~et is hereby c losed . 

By O r ce r ;:; t: 
this 22nd day o f 

C S c. ;.. L ) 

JRF 

:" r 1da ~uol ic Ser7ac e C~::un i s s: ::m 
~~·c=a~R=UAR~Y~-----· 19 ~ 

STiVETRISBLE ~DlCeCtO r 
Divis i on o f Re c o rjs and Report ing 
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