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Gulf Utility Company (Gulf or the utility) is a Class A 
utility providing water and waatewater service tor approximately 
6,529 water and 2 , 070 waatewater cuatom~rs in Lee County which is 
within a Water caution Area. Por the test period ending June 30, 
1995, the utility reported water operating revenues of $2,089,347 
and a net operating income of $557, 814. Wastewater operating 
revenues were $1,042,151, with a net operating income of $133 , 046. 

The utility's 1994 annual report indicated that Gulf's water 
system was earning an overall rate of return of 24. oat . Staff 
requested an audit of the utility's books. Based on the reaulta of 
staff's audit of the year ending June 30, 1995, the utility is 
earning 150.92t on its equity capital. Staff is recommending that 
a docket be opened tor a formal investigation of potential 
overearnings . 

Gulf's last rate caae waa finalized on July 1, 1991, in Order 
No. 24735, Docket No. 900718-WU. In that order, rate base waa set 
and an overall rate of return of 13.11t was approved. 
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DISCQISIQI or ISSQIS 

ISSUZ la Should the Commission initiate an overearnings 
investigation of Gulf Utility Company? 

BICQK¥1WD&TIQ1a Yea. The Commission should initiate an 
investigation of the ccmpoeition and level of water rates to 
determine potential overearnings. Water and wastewater rate base 
should also be established since both were last set by the 
Commission as of July 1, 1991. (DAVIS) 

STAPP ABALXSIIa Baaed on a desk audit of the 1994 Annual Report 
for Gulf Utility company, staff began an informal investigation 
into potential overearninga. The 1994 Annual Report indicated that 
Gulf's water system was earning an achieved overall rate of return 
of 24 . oat. Staff requested an audit of the utility's books for the 
test year ended JUne 30, 1995. Staff's audit indicated that the 
water system was earning an overall rate of return of 19. 52\'. 
Based on this, staff believes that this docket should be opened to 
investigate the potential overearnings of the utility. 
Furthermore, staff believes that water and wastewater rate base 
should be established since both were last set by the Commission as 
of July 1, 1991. 
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ISSUI a a Should any amount or annual water revenues be held 
subject to refund? 

UCCP'PP•"'*• Yes. Gulf Utility Company should hold annual 
water revenues of $353, 492 subject to refund. No wastewater 
revenues should be held subject to refund . The following amounts 
are reconmended: (DAVIS) 

Water 

Total 
RoyttQUII 

$2,089,347 

Amount 
Subject 

To Refund 

$353,492 

t Subject 
To Refund 

16.92t 

STAll AlfALDISa Staff believes that Gulf's water system may bP. 
overearning. Our preliminary analysis, also reveals that the 
wastewater system is not earning its overall rate of return. After 
start has completed its investigation, we will be able to determi~e 
it the utility is, in tact, overearning . 

uu us• 
Utility Plant in SorV!ce/Aggumulated Depregiation 

The la•t rate order contained an adjustment to water plant to 
adjust for the cost of a Lexus automobile. The adjustment in Order 
No. 24735 reduced plant by $20,7~1 and reduced accumulated 
depreciation by $9,648. Audit Exception No. 1 notes that these 
adjustments are not booked. Consistent with Section 367.082 (2) (b) I 

Florida Statutea, tor interim refund purposes, the adjustments from 
this order should be booked. The amount removed is 72t ot the cost 
of the vehicle. Therefore, accumulated depreciation and 
depreciation expense are also being adjusted at 72t or the total 
amount. Accumulated depreciation is $15 I 822. One half is 
allocated to each water and wastP~.ater . Depreciation expense was 
computed at 16.67t of the $20,721 and allocated to equally to water 
and wastewater, (1,726) each. 

The following adjustment is included in start's adjusted rate 
base: 

NON-UTILITY RBCBIVABLB 
ACCUMULATED DBPRBCIATION MATBR 
ACCUMULATED DBPRBCIATIOX WASTBWATBR 

WATBR PLANT 
WASTBWATBR PLANT 
WATBR DBPRBCIATION BXPBNSB 
WASTBWATBR DBPRBCIATION BXPBNSB 
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8,350 
71911 
71911 

101360 
101360 
1,726 
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Working CApital 

• 
Section 367.082 (5) (b) 1, Florida Statutes requires that, in 

calculating interim rates, adjustments be made consistent with 
those in the utility's last rate proceeding . Consistent with the 
treatment allowed in Gulf • s last rate proceeding, in Order No. 
24735, staff has calculated working capital using the formula 
method. The staff auditor used the balance sheet method. to 
calculate a working capital allowance of $308,293 for water and 
$145,079 for ... tewater. Ba8ed. on staff's preliminary review and 
the use of the formula method, staff recommends a working capital 
allowance of $147,065 for water and $82,565 tor wastewdter. 

Rate base for interim purposes , as adjusted by staff, is 
$2,152,968 and $2,868,619 for water and wastewater, respectively. 
(Attachment A, Schedule 1) 

COST Ol CAPITAL 

In Order No. 24735 Gulf's return on equ~~Y was established at 
13.llt, with a range of 12.11t to 14.11t. Consistent with Section 
367.082(2) (b), Florida Statutes, the appropriate rate of return on 
equity tor interim refund purposes is calculated using the maximum 
of the range of the last authorized rate of return on equity. 
Using the high-end of the range co calculate any potential 
overearnings, staff has established an overall rate of return of 
9 . 82t for interim purposes. (Attachment A, Schedule 2) 

liT OPD1 TDJQ IRCCIII 

In addition to the rate base adjustments to adjust the cost of 
the Lexus consistent with the last rate case (Audit Exception No. 
1), transportation expenses shm, , d be adjusted to remove $5,082 
($3,524 water and $1,558 wastewater) of expenses related to the 
repair of the Lexus in the teat year. 

According to the NARUC chart of accounts, charitable 
contributions are to be charged to account 426, a below the line 
account. The utility has included $1, 210 ($839 water and $371 
wastewater) of charitable contributions in accounts 675.8 and 
775 . 8, miscellaneous expenses. These expenses should be 
reclassified and not included in NOI . 

Staff has also calculated income tax expense tor the test 
year. Income tax expense should show $143 , 639 tor water and a 
negative $45 ,804 tor wastewater. 
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• 
Interim Net Operating Income, as adjusted by staff is $420,264 

for the water syst- anc1 $182,505 for the wastewater system. 
(Attachment A, Schedule 3) 

UfUUI IIOVI!Pft'l' 

Water operating revenues as adjusted by staff total $2,089,347 
and net operating income is $420,264. This represents a 19 . 52t 
overall rate of return. Staff's calculation indicates a revenue 
requirement ot $1,735,855 tor the interim teat year, representing 
an annual decrease of $353,492. Accordingly, 16.92t of test year 
water revenues should be held subject to refund pending the final 
determination by the Coamiasion. The wastewater system is earning 
an overall rate of return of 6.36t on an annual basis which is lese 
than the miniaam range on the overall rate of return. Accordingly, 
no adjustment• are necessary to wastewater. (Attachment J\, 
Schedule 3) 
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• 
ISSVJ 3 a What i• the appropriate security to guarantee the amount 
subject to refund? 

IIC'J'""""¥D&'l'JOKa A •urety bond, letter of credit, or escrow 
agreement in the amount of $179,203 should be accepted as security. 
(DAVIS I LBSTBR) 

STill I'!'JIIIa Pur•uant to Section 367.082, Plorida Statutes, 
when revenue• are held subject to refund, the utility is authorized 
to continue collecting the previously authorized rates. As 
recorrmended in I••ue 2, the amount of potential overearning• in the 
water system is $353,.92 on an annual basis. Assuming a 6-month 
time frame, the potential refund amount is $176,746. Interest, 
calculated in accordance with Rule 25-30.360, is $2,457, making the 
total $179, 203, which should be collected under guarantee, subj ~ct 
to refund with interest. 

The Division of Auditing and Financial Analysi• has advised 
that Gulf Utility Company does not qualify for a corporate 
undertaking. Based on staff'• financial analysis, the utility has 
adequate liquidity aDd is profitable. However, the utility has a 
extremely low equity ratio and inadequate interest coverage, and 
its combined net income for the past three years is less than the 
amount under consideration. Therefore, •taft believe• that the 
utility cannot •upport the nece•sary corporate undertaking. It 
should •ecure revenue subject to retund with a surety bond, letter 
of credit, or escrow agreement. 

This brief financial analysis is only appropriate for deciding 
if the utility can •upport a corporate undertaking in the amount 
proposed and should not be considered a finding regarding staff's 
position on other issues in the earnings investigation. 

Also, by no later than th twentieth (20) day of each month, 
the utility should file a report showing the amount of revenues 
collected each month and the amount of revenues collected to date 
relating to the amount subject to refund. Should a refund be 
required, the refund should be with interest and undertaken in 
accordance with Rule 25-30.360, Florida Admdnistrative Code. 

In no instance •hould maintenance and administrative costs 
associated with any refund be borne by the customers. The costs 
are the responsibility of, and should be borne by, the utility. 
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