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GULF UTILITY COMPANY 

TESTIMONY OF 

KEITH R. CARD~:Y 

5 a. Please state your name and business address. 

6 A. Keith R. Cardey, 460 Oriole, Elmhurst, ll 60126. 

7 a. 'Mlat is your occupation? 

8 A. I am a consultant in the public utility field. 

9 a. 'Mlat is your educational background? 

Docket No. 960329-WS 

1 0 A. I am a graduate of the University of Wisconsin with a Bachelor of Science 

11 degree in electrical engineering, and of the un,versity of Kentucky with an 

12 LLB degree. 

13 a. Were you a witness in the Company's prior rate cases and prior dockets 

14 where Capacity charges were established? 

15 A. Yes, I was. 

16 a. And have you provided services to the Company in the intervening years? 

17 A. Yes, I have. 

18 a. And is a summary of your business experience attached to this testimony 

19 as Appendix A? 

20 A. Yes, it is. 

21 a. 'Mlat is the purpose of your testimony? 

22 A. I am sponsoring the Minimum Filing Requirements (MFR's) for both the 

23 

24 

25 

application for a change in rates and the changes in Plant Capacity 

charges. The documents have been identified as: 
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Application for Change in Rates . . .. ... .. . Exhibit_ (KRC-1) 

Application for Change in Plant 

Capacity Charges . . . . . . . . . . . . . . . . . . . Exhibit _ (KRC-2) 

Financial statements supporting interim rate relief is included in Exhibit _ 

(KRC-1 ), Appendix B. The following witnesses will sponsor and testify to 

parts of Exhibit_ (KRC-1): 

Name Subject 

Keith Cardey Rate Base 

MER Ref. 

A-1 & A-2 

Net Operating Income B-1 & B-2 

Rate Schedules E-1 to E-14 

Engineering Schedules F -1 to F -1 0 

Robert Nixon Income Taxes C-1 to C-10 

Carolyn Andrews Financial Exhibits & Remaining 

1996 Operating Budget Schedules 

Would you summarize the matters you are testifying on in this proceeding? 

I am testifying on these matters, with a page reference where the testimony 

can be found: 

( 1 ) Rate Case 

(a) Rate Base 3 

• Used & Useful Computations 4 

• Service to Florida Gulf Coast University 9 

• Margin Reserve 10 

• No Imputed CIAC 11 

(b) Net Operating Income 11 
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A. 
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A. 
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• Allocation of General Office Expense 

(c) Rate Schedules 

• Rate Design 

(d) Engineering Schedule 

(2) Interim Rates 

(3) Comments on Order No. PSC-96-0501-FOF-WS 

(4) Plant Capacity Charges 

12 

15 

18 

21 

23 

24 

30 

Turning to the rate case, what test period was used in the preparation of 

Exhibit_ (KRC-1) {MFR's)? 

The projected test year ending December 31, 1996 with a historic base 

year ended December 31 , 1995. This was approved by the Commission in 

a letter dated March 15, 1996. 

Wlat amount of additional revenues is the Company requesting? 

The overall increase in revenues is $210,405. The Company is requesting 

a $366,340 increase in wastewater and proposing a decrease of $155,935 

in water. 

Pages 4 through 6 of Exhibit_ (KRC-1) contain general information. Do 

you have any additional comments on the information shown? 

No, I do not. 

Please explain Section A- Rate Base. 

Section A develops the rate base for both the water and wastewater 

operations. Schedule A-1, page 1, develops the Company's 1996 test year 

rate base for the water operations. Column 2 is a 13-month average 

balance as of December 31, 1996. Column 3 shows the adjustm~nts that 

are neceaaary to properly reflect the used and useful rate base for the 12 
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months ended December 31, 1996, which is shown in column 4. As shown 

on line 9, the rate base for the test year ended December 31 , 1996 is 

$4,427,672 for the water operations. 

Schedule A-2, page 1, shows similar data for the wastewater 

operations, with the rate base for the test year ended December 31, 1996 

of $4,928,296. 

Did you review the used and usefulness of the utility plant? 

Yes, I did. First, as to central plant of the water system, it was 88.2% used 

and useful for the 1996 test year as shown in the following table: 

Capacity 

Flows: 

5~ay Avg. -peak month 

(Highest flows for 5 consecutive days) 

Fire Flows 

Margin Reserve 

% Used & Useful 

Source: Jchedule F-5 of Exhibit_ (KRC-1} 

~ 

4.215 mgd 

3.059 mgd 

0.360 

0.297 

3.716 

88.2% 

The Commission in Order No. 24735 recognized economics of scale in the 

construction of the Company's water treatment facilities, and this principle 

has been extended to the construction of Skid #3 at the Corkscrew 

treatment plant which will go into service in December 1996. Under this 

theory, the excess capacity is related to the last 1n :rement of capacity, 

which in this case is Skid #3. 
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A. 

Flows 

Capacity: 

San Carlos WTP 

3.716 mgd 

Corkscrew WTP- Skids #1 & #2 

Corkscrew WTP - Skid #3 

2.415 

1.000 

MQ1 

3.716 Total 

% Used & Useful - Skid #3: 

0.301 mgd/0.800 mgd = 38% 

The investment in Skid #3 is shown on Schedule A-1, page 3, of Exhibit _ 

(KRC-1). The 38% used and useful of Skid #3 amounts to $415,890 (col. 

2, line 3). 

The membrane of Skid #3 has a 5-year life and is depreciated at the 

rate of 20% and the balance at 4. 76%. The depreciation expense is: 

Membrane: $130,000 x .2000 = $26,000 

Balance: 964.455 x .0476 = 45.908 

$1 ,094,455 

Used & Useful @ 38% 

$71 ,908 

27,325 

Would you explain the procedure for determining the used and usefulness 

of the 1 million gallon concentrated reject holding tank as shown on 

Schedule A-1, page 3, of the MFR's, Exhibit_ (KRC-1 )? 

The facilities consist of a 1 million gallon tank, pump facilities, and metering 

and control equtpment. The com are: 

Holding Tank 

Metering, Pumping, & Controls Equip. 

5 

$445,455 (col. 4, line 8) 

254.545 (col. 4, line 13) 

700,000 
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Gulf has been permitted by the Federal Department of Environmental 

Protection (FDEP) to mix the effluent from the Corkscrew WTP with the 

effluent from the Three Oaks 'NWTP for disposal on golf courses. However, 

the etrluent from Corkscrew WTP is limited to 20% of the total volume. 

The metering, controls, and pumping facilities are needed, 

irrespective of the size of the tank, to meet FDEP's 20% limitation. These 

facilities were therefore considered 100°,4 used and useful (col. 2, lines 12 

& 13). 

The holding tank will serve the Corkscrew WTP, rated at 3.0 mgd. 

The flows In the 1996 test year, allocated to the Corkscrew WTP, are: 

Total Flows (Sch. F-5 of Ex. _ [KRC-1]) 

Capacity of San Carlos WTP 

Balance (Corkscrew WTP) 

The used and useful investment of the holding tank is: 

= 43% 

3.716 mgd 

1.301 mgd 

Percent: 1.301 I 3.000 mgd 

Amount: 0.43 x $445.455 = $191 ,545 (col. 2, lines 7 & 8) 

The allocation of investment in Skid #3 of the Corkscrew treatment plant, 

and the reject holding tank and associated pumping and control equipment 

for the 1996 test year as shown on Schedule A-1 , page 3 of Exhibit _ 

(KRC-1) Is: 

Used & Non-Used 
Useful ~Useful I2mf 

Investment (line 16) $861,980 $932,465 $1,794,445 

Depreciation (line 17) 42.290 50.930 ~~.~~Q 

Net Investment (line 18) 1§19.690 1§§1.~3~ i1.ZOJ.,,5 
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a. 
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Were you a witness in Docket No. 900718-YN'/ that established the used 

and usefulness of the Corkscrew well field? 

Yes, I was. 

Has the Company followed the same procedure of determining the non­

used and usefulness of the Corkscrew well field in this proceeding? 

Yes, it has. 

And does Appendix A of the MFR's Exhibit _ (KRC-1) set forth the 

procedure used in this proceeding? 

Yes, it does. The Company in 1990 developed a second water supply, 

namely, the Corkscrew water treatment facilities, consisting of 11 wells, 

11,000 feet of raw water line, and Skid #1, namely, a 0.5 mgd R.O. 

treatment plant that has a buildout capacity of 3.0 mgd. In Docket No. 

900718-YN'/, Order No. 24735, the Commission found the facilities to be 

prudently built and, when it established Gulf's Rate Base, recognized the 

principal of economy of scale. On page 2 of Appendix A, Exhibit _ (KRC-

1 ), column 2 summarizes the $2,591,894 cost of the facilities and, in 

column 3, $379,672 was found non-used and useful in Order No. 24735. 

Skid #2 with a capacity of 0.500 mgd went into service in 1994 and 

Skid #3 with a capacity of 0.800 mgd in 1996. The investment allocated is 

as follows (column 6, line 7 of Appendix A, page 2): 
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Non-Used Skids #2 & #3 
& Used 

Useful & 
(C21. ~) Alloca1iQD Unit§ U1eful 

Structures, Treat. Eq., 
Reuse line $127,963 1.312.5 mgd $66,540 

Wells, Raw Water Line 2~l.ZQi 217 well a Zl.ilZ 
$379,672 $138,457 

Referring to Appendix A of the MFR's, page 2, column 3, the emounts 

shown for atructurea, treatment equipment and the reuaellne relate to 2.5 

mgd of future capacity In the R.O. treatment plant. W"len Skids #2 and #3 

with capacities of 1.3 mgd were added, they were allocated 52% of the 

$127,963 of coat. Again, when Skids #2 and #3 ware added, two of the 

seven walla were activated and the cost apportioned as shown above. 

On page 1 of Appendix A, Exhibit_ (KRC-1) of the MFR's for the 

test year 1996, I have found the non-used and useful property to be 

$241 ,215 and the 13-month average of Reserve for Depreciation to be 

$47,261. These amounts are shown on Schedule A-5, page 1, and A-9, 

page 1 of the MFR. 

18 Q. 11 the Investment In tho wastewater system all uaed and useful? 

19 A. Yea, It Is. In the wastewater system, the relationship between system 

20 capacity and flowa It aa follows: 

21 

22 

23 

24 

25 
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~ 

Capacity 0.969 mgd 

Flows: 

Avg Day- peak month 0.851 

Margin Reserve (3.0 yrs growth) 

3.0 x 250 gaVERC x 400 ERC 0.300 

1.151 

118% 

Source: Schedule F-6 of Exhibit_ (KRC-1) 

Again, the wastewater system is operating at capacity, with plans to expand 

the Three Oaks plant in 1997. Therefore, the wastewater system is 100% 

used and useful. 

Is Gulfs investment in its distribution and collection system used and 

useful? 

Yes, it is. The Company's extension policy is for the developer to install the 

on-site facilities and contribute them to the Company. Since there is no rate 

base consideration under this practice, the facilities are considered used 

and useful. This is consistent with prior rate orders of the Commission. 

Would you briefly review service to Florida Gulf Coast University (FGCU) 

and how service to the university is included in this case? 

Mr. Moore, in his testimony, stated that Florida Gulf Coast University will 

start operations in 1997. The Company has contracted to supply both water 

and wastewater service to the university and is constructing facilities to 

provide the service. The contract is for 183 ERC of water capacity and 209 

ERC of wastewater capacity. A summary or the ~erv1ce requirements for 
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the normal operations of the university is as follows: 

Gutrs Construction Cost for 
I 

Lines, etc. 

Contributions 

Meters 

Annual Usage in M gals. 

Revenues (Proposed Rates) 

Expenses (Incremental) 

$526,936 

$146,400 

1" - 1 

11/a" - 5 

2" - ~ 

9 

15,000 

$35,018 

$6,150 

$615,701 

$114,950 

10,600 

$11,fB) 

Utility lines will be In service in 1996 and, once the university is in 

operation, will have a significant impact on the Company's operations. 

Since rates are designed to cover the cost in the immediate future, the rate 

case includes the investment, contributions, revenues and expenses of 

providing service to the university with all the buildings taking normal 

service requirements. This reflects the normal operations of thi~ customer. 

Did the Company include an investment in margin reserve in Rate Base? 

Yes, It did. tt tncluded 1112 years load growth in the water operations and 3 

years load growth in the wastewater operations. 

Including a margin reserve recognizes the Company's obligation to 

meet the demands of potential customsrs plus changing demands of 
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a. 

A 

a. 

A 

a. 

A. 

existing customers. The recognition of this service obligation is consistent 

with the Company's prior rate cases and is consistent with the policy of the 

Commission. 

Did you Impute CIAC associated with the margin reserve you just 

described? 

No, I did not. The margin reserve reflects the Company's c,bligation to 

serve existing and potential customers, and it invests in ~ntral plants to 

meet this service obligation. The Company has included the investment in 

margin reserve in used and useful investment. 

If CIAC were imputed, the net effect would be to negate the 

Company's capital investment in plant and to have the stockholders absorb 

the cost of meeting the growth of the area. 

The 1996 test period synchronizes or matches the gross revenues 

of the Company with the operating expenses to produce those revenues 

and the utility property that provides the service. Imputing CIAC from future 

customers Is out of synchronization with the test year principle. 

Would you explain the remaining schedules in Section A? 

The remainder of the schedules in Section A are the detail schedules 

supporting the rate base calculation on Schedules A-1 and A-2. Many of 

the schedules are cross referenced in column 5 of Schedules A-1 and A-2. 

Each supporting schedule contains an explanation of the financial data and 

calculations depicted thereon. 

Turning to Section 8 , would you explain this section? 

Section B develops the Company's 1996 test year net operating income at 

present and proposed rates. Schedule 8-1 dev . lops the test year net 
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a. 

A 

operating income for the water operations. Column 2 is the operating 

revenue, operating expenses and net operating income for the 12 months 

ended December 31, 1996. 

The Company prepared a 1996 operating budget in the normal 

course of business, and this budget was used in developing the 1996 

income statement. The 1996 income statement includes the actual 

operations for January, February and March 1996, with the remaining nine 

months from the budget. Ms. Andrews has testified to the development of 

the 1996 budget, which is set forth in column 2 of Schedule B-1 of the 

MFR's. 

Column 5 shows the revenue adjustment to produce an 9.25% rate 

of return on rate base. In the water operations, this is a $155,935 rate 

decrease. 

Similar data are shown on B-2 for the wastewater operations, where 

a $366,340 Increase is required to produce an 9.25% rate of return on rate 

base. 

As a part of your study, did you review the allocation of expenses to the 

affiliated company, namely, Caloosa Group, Inc.? 

Yes, I did. The Caloosa Group, Inc. has investments in 33 developed 

residential lots and an offiCe building. The ownership of the Caloosa Group 

is the same as in Gulf Utility Company, namely, 80°-' is owned by Russell 

B. Newton, Jr. and 20% by James W. Moore. 

Gulf employees provide general supervision and accounting for 

Caloosa, participate in selling the lots and in the homeowners association 

of Caloosa Trace, plus provide administration of tne office building. 
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A 

a. 
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Is your study of the Allocation of General Office Expt~nses to Caloosa 

Group, Inc. ahown In Exhibit _ (KRC-3)? 

Yes, it Is. 

Would you desaibe the procedure used in making this study shown in 

Exhibit _ (KRC-3)? 

The procedure with reference to payroll (lines 1 through 6) was first to 

determine the service Gulf provided to Caloosa, then review the time 

required by each person who performed that service. 

Caloosals not an active company. It does not require an elaborate 

set of books. Two people maintain the books and necessary record 

keeping, with an estimate of 9 hours per month. The Federal and State 

income tax filings are prepared by outside accounting firms. 

Caloosa owns 33 developed lots which it estimates will be sold in 18 

months. It does not own any additional land nor is it involved in any other 

development One employee of Gulf handles the selling of these lots and 

does administrative work for the homeowners association, with an 

estimated time required of 16 hours per month for these functions. 

With no employees and an inactive company, the administrative time 

is minimal. The administrative time of Mr. Moore and his secretary is 

estimated to be 5% of each of their time. 

In costing out these services, I used current payroll costs of each 

employee and added payroll taxes and health insurance cost. As Exhibit_ 

(KRC-3) shows, the time varies from 2 to 10%, depending upon the service 

performed, with a total payroll cost of $12,468. 

During 1995, these five employees were reimbursed by Caloosa 

13 



1 $12,142, which approximates the above cost. 

2 a. Turning to the cost identified as rent, office supplies, etc., on lines 7 

3 through 13, please explain the method of allocating these costs to Caloosa. 

4 A. The largest item is rent in the amount of $4,986 per month. The Company 

5 moved into a new office in late 1995. The previous office was located 

6 adjacent to the water plant, in a building owned by the Company. In 

7 addition to the rent, there is security, cleaning, power, supplies, etc., 

8 totaling $5,926 per month. As for the rent, the cost per square foot paid by 

9 Gulf Utility Company is the same as that paid by Lee County Memorial 

10 Hospital which will occupy the balance of the building. 

11 The allocation of the above cost was on a square footage basis. I 

12 determined the square footage of the offices and the customer accounting 

13 and collecting area. This totalled 1, 739 square feet out of a total of 3, 964 

14 square feet of leased office space. 

15 I then took the square footage of the offices of the five employees 

16 who perform services for Caloosa (979 square feet) and multiplied it by the 

17 percentage of time each employee worked for Caloosa, which amounted 

18 to 49 square feet. The 49 square feet in relation to the 1, 739 square feet 

19 of all office and customer accounting and collecting space is 2.8%, with an 

20 allocated cost of $1,991 . 

21 a. Would you review the cost for computer time? 

22 A. The computer is used for payroll and general accounting for 3-4 ho• •rs a 

23 month. At December 31 , 1995, the investment in the equipment was: 

24 

25 
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a. 

A. 

a. 

A. 

a. 

A. 

a. 

A. 

Cost 

Ace. Dep. 

Net 

$161 ,700 

124.300 

$3Z.40Q 

The annual cost is about $30,900, of which $26,900 is depreciation 

expenses. M shown on Exhibit_ (KRC-3), the cost is $774 and the 

Company was reimbursed $600. 

Since the equipment will be fully depreciated in 1997, and with 

reduced usage, the $600 per year is reasonable at this time. 

And how does Caloosa pay for these services? 

Caloosa reimburses each of the five employees directly for these services, 

which will total $12,142 in 1996, and pays Gulf $600 a year for supplies 

and $600 a year for computer time. 

And from your review, what are your conclusions and recommendations? 

My recomrnendations are: 

1. Catoosa's reimbursement of employees for services provided by Gulf 

is adequate and reasonable. 

2. The charges for rent and office supplies be increased from $600 to 

$2,000 which is reasonable. 

3. The charge for computer time was reasonable. 

Are the calculations and assumptions supporting Schedules B-1 and B-2 

reflected in the additional schedules shown in Section B? 

Yes, they are. 

W'lat information is included in Section E of Exhibit_ (KRC-1}? 

Section E sets forth the Company's present and proposed rates. Schedule 

E-1 summarizes the present and proposed rates for th e water operations 
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a. 

A. 

a. 

A. 

a. 

A. 

and the present, Interim, and prci)Oaed rates for the wastewater operations. 

Schedule E-2 is a proof of revenues for the year 1995. 

On the water operations, after a four-year recovery period of rate 

case expense from the prior rate case, the rates were ree~ced as provided 

in Order No. 24735. The lower rates became effective on August 24, 1995. 

For the proof of water revenues, a billing analysis was made for the period 

of January 1, 1995 to August 23, 1995, and a second from August 24, 

1995 to December 31, 1995. Separate analysis is shown for each period. 

Were there any changes in the sewer rates in 1995? 

No, there were not 

Would you continue with your explanation of Section E. 

Schedule E-3 is a monthly summary of customers during the year 1996. 

Schedules E-4 through E-12 contain factual Information required by the 

MFR's. 

Would you describe how you estimated the bills and consumption for th~ 

test year 1996? 

E-13 Is the revenue projections for the test year 1996. The growth in 

customers, by classes of service, is as follows: 
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W•ter Wutew•ter 

Cuat. ERC Cuat. ERC 

Residential 466 466 339 339 

General 9 103 16 142 

Multi-Family 5 38 5 26 

Subtot•l 480 607 360 507 

Pri. Fire Service 2 -
Fla. Gulf Coast U. 1 183 1 209 

Total 483 790 361 716 

The growth In customers by classes of service and months, for 1996, is 

shown in Schedule E-3. 

In the general service, there are 6 - 3" meters to service a shopping 

center with a contract ERC of 96 for water and 128 for wastewater. Florida 

Gulf Coast University again is a contracted amount. 

The consumption shown in column 6 of E-13 was developed as 

follows, and using residential water service as an example. 
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Meter Size 

Dnc:rtptlon 518" 314" 1" Total 

(1) Customers 1/1196 6,578 3 2 6,583 

(2) Billa (12 X 1) 78,936 36· 24 78,996 

(3) Additional Bills In 1996 2,969 - - 2,969 

(4) Total Bills (2 + 3) 81,905 36 24 81 ,965 

(5) Usage/Biii-Mgals 6.25 15.47 17.17 

(6) Mgals (4 x 5) 511 ,974 557 412 512,943 

The projection factor shown in column 5 Is the end result of dividing column 

6 by column 5. 

13 a. Did you recommend the rate design to the Company? 

14 A Yes, I did. 

15 a. And what were your recommendations? 

16 A The proposed rate deaign generally parallels the cost of providing service. 

17 Since the prior rate cases, operating expenses have increased in both 

18 water and wastewater, while the unit investment of water has decreased 

19 and the unit investment in wastewater has increased. The table below 

20 compares these changes in cost. 
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25 
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a. 

A. 

Operating Expense 

Power, Chemicals, & 

Sludge Removal 

Payroll & Benefrts 

All Others 

Total 

Unit Investment ($/mgd) 

%of Increase from Prior Rate Case 

Water Wastewater 

1991/1996 

8% 

10 

~ 

16 

(3)% 

1969/1996 

245% 

277 

ill 

267 

66% 

V\Mh these changes in cost, my recommendation in the water operations 

is to apply any proposed reduction across the board. With this proposal, all 

customers receive some benefit from the rate reduction. 

In the wastewater operations. there is a general increase across the 

board, including the treatment and disposal of wastewater. Because of the 

increase in both the capital and operating cost of treatment, 80% of the 

proposed increase would apply to volume charges and 20% to the base 

facility charges. 

With reference to the water operations, would you comment on the 

decrease in the unit capacity charge of producing water? 

The Investment In producing water has decreased since the 1991 rate 

case. Using net investment (Gross Plant less Depreciation and Net CIAC), 

the table shows a reduction of 3% in unit investment. 
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a. 

A 

1991 1996 

Plant Capacity- mgd 2.915 4.215 

Gross Plant $5,735,000 $8,113,000 

Depreciation (873.00Q) (1.948.00V) 

Net Plant 4,861,000 6,165,000 

CIAC (Net) (2.834.00Q) (3.281.00Q) 

Net Investment $2.027.000 $2.884.000 

Net Investment 

Per mgd $0.70 $0.68 

%Reduction - 30,4 

The decrease in cost is from the cumulative effect of both depreciation and 

CIAC, with depreciation being the more pronounced of the two. 

Regarding the wastewater operations, would you comment on the increase 

in treatment cost compared to that which you just testified to with reference 

to water? 

In 1991, the Company treatment facilities included the San Carlos plant 

plus the first phase of the Three Oaks plant, which had a 250,000 gallon 

per day capability. In February of 1992, a second 250,000 gallon per day 

addttton was ptaced In service at Three Oaks, and a third 250,000 gsnon 

per day addition in 1995. The net investment (Gross Plant less 

Depreciation and Net CIAC) is as follows: 
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11 
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13 

14 

15 

16 

1991 1996 1997 

Plant Capacity - mgd 0.720 0.969 1.719 

Gross Plant $2,772,000 $5,777,000 $7,652,000 

Depreciation C504.00Ql (1 .162.QQO) (1.426.000) 

Net Plant 2,268,000 4,615,000 6,226,000 

CIAC (Net) (950.QQQ) (1.674.000) (1 .898,000) 

Net Investment $1.318.0QQ $2.941.000 $4.328.QQQ 

Net Investment 

Per mgd $1 .83 $3.04 $2.52 

%Increase - 66% 38% 

The addition of a 750,000 gallon per day plant in 1997 reflects the 

economy of scale of larger units but, on the negative side, will have excess 

capacity for a few years with the loss absorbed by the stockholders. 

17 Q. Would you review the schedules, starting with Schedule F-1, Exhibit_ 

18 (KRC-1)? 

19 A Schedules F-1 and F-2 show the monthly flows for 1995 for the plants, 

20 while F-3 and F-4 show peak flows for 1995. 

21 Schedules F-5 and F-6 develop the used and usefulness of the 

22 property. The growth in 1996 ~based upon the fonowing: 

23 

24 

25 
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Customer Growth 

ERC Growth 

FGCU- ERC 

Water 

480 

607 

183 

Wastewater 

360 

507 

209 

1996 includes two substantial additions to the systems, namely, a shopping 

center requiring six 3" meters. Their contract demand is for 96 ERC for 

water and 128 ERC for wastewater, which are included in the amounts 

shown for ERC Growth in the above table. 

The ERC's for Florida Gulf Coast University (FGCU) are again 

contract amounts. 

Schedule F-7 sets forth the Company extension policy, namely, the 

developers install the on-site facilities and contributes them to the 

Company. Since there is no rate base component, the distribution and 

collection system were considered 1 00°.4 used and useful, consistent with 

prior Commission orders. 

Schedules F-9 and F-10 set out data on growth, but as Mr. Moore 

indicated in his testimony, the Company estimates more growth in the 

future than in the past. A comparison is as follows: 

Company Estimates 

Schedules F-9 & F-10 

22 

~ 

500 

358 

ERC 

Wastewater 

400 

339 
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a. 

A. 

a. 

A. 

a. 

A 

Interim Rates 

Wlat is the Company proposing with reference to interim rates? 

The Company is proposing interim rates only for the wastewater operations. 

The request for interim wastewater rates is based upon the calendar 

year 1995 operations. It includes a 13-month average rate base. Since the 

Three Oaks plant went into service in December 1995, the investment was 

annualized for the full year. 

Operation and maintenance expenses were the actual expenses for 

1995. Depreciation expenses were annualized for the Three Oaks plant 

addition. 

Are the rate base, operating income, and rate of return supporting an 

interim rate increase set forth in Appendix B of Exhibit_ (KRC-1)? 

Yes, they are. The adjustments in column 3 are the annualizing amounts 

for the Three Oaks 'NNTP as above described. The adjustment in column 

5 is for increased revenues and taxes. 

1995 is not a typical year for wastewater operations. Based on 1995 

operations, Appendix B (KRC-1) shows $409,1 6 7 of interim rate relief is 

needed, while Schedule B-2 of the MFR shows the need for permanent 

rate relief of $366,340. 

W'lat rates are you proposing? 

The Company is proposing interim rate relief of $300,000, which is 82% of 

the requested amount of permanent rate relief. The interim rates are 96% 

of the proposed rates and are set forth in Schedule E- :. page 2 of 2. of 

Exhibit_ (KRC-1 ). 
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a. 

A. 

a. 

A. 

a. 

A 

Comments on Order No. PSC-96-0501-FOF-WS 

Issued April 11, 1996 

Mr. Cardey, have you reviewed Commission Order No. PSC-SS-0501-FOF­

'NS? 

Yes, I have. 

And what are your general observations relating to that Order? 

In broad terms, the Order fails to assure the Company of adequate 

earnings so that it can continue to enlarge and expand its facilities to meet 

the demands of the area. 

The Order used the year ended June 30, 1995 for reviewing the 

Company's operations, and in that period the net income was $156,137. 

Staff proposed a reduction of water revenue of $353,492, producing a loss 

of $197,355. 

The Company is not opposed to adjusting rates. If water rates are 

high and wastewater rates low, the Company proposed they both be 

adjusted at the same time so as not to be detrimental to the Company. 

In Docket No. 960234-WS, what is the Company proposing? 

The Company is requesting permanent decrease in water rates and both 

interim and permanent wastewater rates as follows: 

Water . 

Wastewater 

Increase Revenues 

1995 

$1( 1 4 l 1 7 0 8 ) 

256,855 

$115.147 

Permanent 

$(155,935) 

366,340 

$210,405 

The permanent rates are designed to produce a 9.25% rate of return in 

both operations. 
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a. 

A 

a. 

A 

a. 

A. 

a. 

A. 

On page 2 of the MFR's (Exhibit_ [KRC-1]) is shown the doubling of the 

water rate base in an 18-month period. Old Staff consider any of these 

projects In their June 30, 1995 study? 

No, they did not. 

Have you made periodic reviews of the Company's earnings on its utility 

operations? 

Yes, I have for the years 1992, 1993 and 1994, as one of the financial 

statements the Company submitted to the trustee of the Industrial 

Development Revenue Bonds. A 1995 study has not been made. 

The results show the earnings from water above average and 

wastewater below average, but overall a reasonable rate of return. 

1992 

1993 

1994 

11 .2% 

9.4% 

11 .2% 

Did the Company pay dividends in that period? 

No. The Company has never paid a dividend, and all earnings were 

reinvested in the system. 

Have the water consumers benefited from the Company's construction 

programs? 

Yes, they have. For example, the looping of mains increases the reliability 

of service as well as maintaining stable pressures. 

Then again, the expansion of the Cor1<screw plant also Improved the 

quality of water. In the prior rate case (Docket No. 900718-VVU), the 

Commission said this on page 4 of the Order. 
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a. 

A 

Due to the depletion of pure water in the 

southwest coastal underground of Florida, the utility 

has to uM a poor quality source water to meet its 

service demands. Therefore, the ability to treat the 

total dissolved solids becomes an important factor in 

the design of the water plant. Dissolved minerals, 

gases, and organic constituents may produce an 

aesthetically displeasing color, taste, or odor. Some 

chemicals may be toxic, and some dissolved organic 

constituents are carcinogenic. An advantage of 

membrane treatment is its high removal of total 

dissolved solids from the raw water. 

Membrane softening adopted at the Corkscrew 

water plant is a typical alternative to conventional lime 

softening plants. Membrane softening will reduce 

hardness, organics., bacteria, and viruses. Many of the 

customer complaints about white color sediments are 

caused by the high content of hardness in the finished 

water from the lime softening treatment plar.~ . This can 

be improved by using the membrane softening 

process. 

Going to the schedule that is attached to Order No. PSC-96-0501-FOF-WS, 

what are your comments? 

As to the schedule, I have these comments: 

Rate Base: The non-used and useful plant is overstated. 
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Cost of Capital: The schedule is not consistent with the prior case In that 

It failed to Include acquisition adjustment in equity capital. 

Operating Expense: Overstated the cost of ser ·ices provided to an 

affiliated company; and second, no cost was included for defending 

itself against this action by the Commission. 

Rate Base Overstatement of Non-Used and Useful: 

The non-used and useful property for the test year ending June 30, 

1995 Is: 

Non-Used & Useful 

Plant Dep. 

Corkscrew \Nell Field $318,121 $39,566 

Skid #2 $502,806 X 19% 95,533 3,869 

Total $413,654 $43,435 

Staff had a non-used and useful adjustment of $881,728 in the water 

operations compared to $370,219 shown above. This understates 

rate base by $511,509. 

Cost of Capital: In both the 1988 wastewater rate case (Order No. 20273) 

and the 1991 water rate case (Order No. 24735), plant acquisition 

adjustment was included in equity capital. At June 30, 1995 it was 

$121,080. 

On page 3 of Order PSC-96-0501-FOF-WS, the Order states: 

"Using the high-end of the range to calculate any !)otential over-

earnings, we have established an overall rate of return of 9.82% for 

interim purposes." 
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The 9.82% uses an average of the return on equity (13.11 %), 

not the high-end (14.11 %). Correcting Schedule 2 for the above 

items, the rate of return is 9.94%. 

Affiliated Transactions: Five of Gulfs employees provide accounting and 

administration services for the Caloosa Group, an affiliated 

company. I reviewed the services provided and the cost of such 

services, and my testimony on this matter is included in this 

testimony. My conclusions are that the reimbursemer .t for the cost 

of the five employees by Caloosa is reasonable, ~he cost for the 

computer use is reasonable, but the cost for supplies and rent 

should be increased, due primarily for rent on the new office 

building. There should be an adjustment of $1,286, not the $27,358 

adjustment made by Staff. 

Staff: Payroll 

Office rent 

Cardey adjustment 

Add back as an operating exp. 

Water 

$(16,143) 

(11.215) 

(27,358) 

1.286 

!,6.072 

~ 

~.fiJT) 

(5.278) 

(12,875) 

605 

$12270 

For an inactive company, Staffs allocation of payroll and office 

space is in error. A comparison of my allocation and Staffs is shown 

in the following table: 

Allocation of payroll 

Allocation of office space 
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In addition, the cost of reviewing and defending the Company's rights against 

revenue adjustments is a proper and necessary cost of doing business and should 

be included in operating expenses. Assuming one-half of the cost included in the 

MFR's (Sch. 8-3 of Exhibit _ [KRC-1 ]), the cost would be 1/2 x $20,209 = 

$10,104. 

Q . Does Exhibit_ (KRC-4) adjust the rate base and income statement for the 

water operations set forth in Order No. 960234-WS? 

A Yes, it does. It shows a decrease in rates of $256,752 in contrast to a 

decrease of $353,492 in the above order. 

As I have previously stated, the June 30, 1995 period is not 

representative of the Company's operations, and any adjustment to water 

rates should be based upon the 1996 test period. 
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a. 

A. 

Q. 

A 

a. 

A 

a. 

Plant Capacity Charges 

Wlat Is the Company requesting as it relates to Plant Capacity charges? 

The Company is requesting the Plant Capacity charge for residential 

wastewater service be increased from $550/ERC to $800/ERC and the 

charge for residential water service be decreased from $800/ERC to 

$550/ERC. 

The increased charge for wastewater is due to the higher cost of 

increased Capacity in its treatment plants. The decrease in the charge for 

water brings the level of CIAC within the gl!!delines of the Commission 

Rules. 

'Mlo will the proposed Capacity charges be applicable to? 

The charges will be applicable only to customers connecting to the system 

after the effective date of the proposed charges. 

Since most Mure developments will take both water and wastewater 

service from the Company, they will pay $1,350 per ERC both before and 

after the change. The main difference is the Company will record more 

CIAC in the wastewater and less in the water Op6. dtions under the 

proposed plant Capacity charges than before. 

Would you state what is the basic economic consideration behind the 

proposed Capacity charges. 

In broad terms, the charges represent a partial recovery of the capital the 

Company has invested or will be investing in its central plants. This 

includes treatment plants, major transmission facilities, force mains and 

distribution reservoirs. 

Please identify Exhibit _ (KRC-2). 
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A. 

a. 

A 

a. 

A 

a. 

A 

a. 

A. 

Exhibit_ (KRC-2) Is the application for changes in Plant Capacity charges. 

Does Exhibit_ (KRC-2) contain the data required under Rule 25-30.5657 

Yes, it does. The Rule sets out information required when applying for 

approval of new service availability charges, and Exhibit _ (KRC-2} 

contains the information required under the Rule. 

Was Exhibit_ (KRC-2) prepared by you or under your direction and 

supervision? 

Yes, It was. 

Turning to the wastewater operations, please describe the method of 

determining the $800 proposed Capacity charge. 

The Capacity charge was computed as follows on page 35 of Exhibit _ 

(KRC-2): 

Investment in treatment, effluent 

disposal, force mains 

Usage/ERC 

Investment 

Amount 

$4.74/gal 

250 gals 

$1 ,185/ERC 

The usage of 250 gals/ERC is in the present tariffs. The $800/ERC charge 

results In a ratio of 74% net CIAC to net plant in year 2005. 

Turning to the water operations, please describe the method of determining 

the $550 proposed Capacity fee. 

The Capacity fee was computed as follows on page 79 of Exhibit_ (KRC-

2}: 
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A. 

a. 

A. 

a. 

Investment in water supply, treatment 

and storage 

Amount 

$2.50/gal 

Usage/ERC 396 gals 

Investment $990/ERC 

The usage of 396 gals/ERC is in the present tariffs. The $550/ERC charge 

results in a ratio of 72% net CIAC to net plant in the year 2005. 

Wlat Capital expenditures were included in the period 1995 to 2005? 

The Company's 5-year construction estimates were used for major capital 

expenditures. The plant expansions are: 

Wastewater 

Water 

Yur: 

1997 

1996 

2000 

Increase 

mgd 

0.750 

0.800 

0.600 

In the wastewater operation, large expenditures for mains, force mains, and 

lift stations are being made in 1996 and 1998, and in the water operation, 

for mains in 1996. 

Did you make any estimation for minor additions to the system? 

No, I did not. In a utility operation, there are hundreds of small projects that 

occur year in and year out, and are normally included in construction 

forecast. These Include small main extensions, raising manholes, replacing 

motors, etc., but no estimates were made for these items. The net effect 

on the study would be to lower the percent CIAC to net plant. 

And did you retain the present usage per ERC? 
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Yes, I did. The usage is 250 gallons per ERC in wastewater and 396 

gallons per ERC In water. The average usages have not changed. 

In estimating the on-site investment within a developmef"'t, what costs were 

used? 

The average cost is $895/ERC for water and $1,1 06 for wastewater. These 

were based upon costs of projects within the Company's service area in 

1994 and 1995. No adjustment was made for future inflation. 

\'lAth reference to the proposed Capacity charges, what will be tne 

Company's policy with reference to those who have prepaid Capacity 

charges? 

\Nhen an applicant applies for service, they reserve Capacity by paying the 

charges in effect at that time. The proposed charges are $550/ERC for 

water and $800/ERC for wastewater. They will be credited for any amounts 

previously paid. 

On Exhibit _ (KRC-5) is a summary of the prepaid charges as of 

December 31, 1995 and how the proposed charges affect each party. 

Overall, there will be a $33,502 refund. 

Does the Company's Developer Agreements provide for collecting the then­

effective Capacity charges when connections are made to the system? 

Yes, they do, and a copy of the provision in the Developer Agreements is 

shown on Exhibit _ (KRC-6). 

I am also advised by legal counsel that the program outlined above 

is in conformity with the Florida Public Service Commission's policy. 

Does that conclude your testimony? 

Yes, it does. 
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Address: 

460 Oriole 
Elmhurst, IL 60126 

Occupation: 

Appendix A 

KEITH R. CARDEY 

SUMMARY OF BUSINESS EXPERIENCE 

Management Consulting In the public utility field. 

Education: 

Graduate of the University of \Nisconsin with a Bachelor of Science degree in electrical 
engineering; and of the University of Kentucky with an LLB degree. 

Business Experience: 

Associated with the public utility industry for over forty years. For ten years, with 
Kentucky Utilities Company and then Illinois Power Company in work involving 
commercial and industrial sales, budgets, rates, rate administration, load research, rate 
case preparation and presentation, economic and feasibility studies, cost studies and 
various industrial and area development programs. 

For two years, Executive Vice President of Consolidated Water Company with 
responsibility for the overall operations of the Company and its subsidiaries, including 
acquiring properties, construction, financing, policy and other matters. 

For thirty years, engaged in consulting for a number of public utility companies. Have 
testified before the Florida Public Service Commission and commissions in North 
Carolina, Ohio, Indiana, Michigan, Missouri, Illinois, Colorado, Arizona, and California and 
accepted as an expert on all areas of rate making including rate base, used and 
usefulness of property, revenue requirements, service availability charges, allocation of 
expenses and other matters. 

For five years during this period, was also President of Florida Water and Utilities 
Company and its various subsidiary companies, and for twenty years during this period, 
President of Will County Water Company. 



ALLOA 
AA1.. Exhibit - ( KRC- 3) 

GULF UTILITY COMPANY 
ALLOCATION OF GENERAL OFFICE EXPENSES 
TO COLOOSA GROUP, INC. 

Time Allocated Coloosa 
UneNo Description Hours % to Coloosa Paid 

(1) (2) (3) (4) (5) 
Service By Employees 

1 Accounting 6 4 $ 1,231 
2 Accounting 3 2 1,037 
3 Administrative 16 10 3,749 
4 Secretarial 8 5 1,133 
5 Administrative 8 5 5,318 
6 Total 2.6 $ 12,468 $ 12,142 

Rent, Office Supplies, Etc Monthl~ 
7 Rent $ 4,986 
8 Security 52 
9 Cleaning 336 
10 Power 340 
11 Office Supplies 200 
12 Pest Control 12 
13 Total $ 5,926 2.8 $ 1 991 $ 600 

14 Computer $ 2,580 2.5 $ 774 $ 600 



GUC_S 
A300 .. J342 EJitti (KRC4 

GULF UTIUTY COMPANY Pege 1d 1 
WATER OPERATIONS 
RATE BASE, OPERATING INCOME, RATE OF RETURN 
ADJUSTMENTS TO SCHEDULE NO. 1-A & 3-A IN ORDER NO. 9e0234-WS 
6f3CW5 

Stld'f Adj. 
AYnge 

~i· Adjuetmenta 

Owcoiplbi a.nc. Adju!tmenta AaAdju!t!d 

1 Rat. e... 
2 Utiity Plant s 14,992,72S $ $ 14,992,72S 
3 Oep. Reeerw ~.380,730) {3,380. 730) 
4 Net Plant 11,tth,995 11,63\ ,995 

5 Nonu..d&~ (881 ,728) 511 ,509 (370,219) 
6 CIAC (N.t) (8,722,870) (8. 722,970) 
7 AdvanoM for eon.t. (21 ,384) (21 ,»4) 
8 Wortdng Capltlil 147,085 4,522 151 !587 

9 Rna... s 2,]52,9H $ 516,031 s 2,@,999 

10 Operdng R.....,_ s ~088,347 s {256,752! s 1,832,586 

11 Operwtng Rev. Oeduc:tlolw 
12 Operdng exp... 1,178,521 36,176 1,212,697 
13 Oepl ec:idoll 181,823 161 ,823 
14 Ta.e Ohlr Tlw1 Income 187,100 (11 ,554) 175,546 
15 lnc:omeTa.e 143,839 (126,409) 17 230 

16 ToQI 1,888,083 (101 ,787) 1,567,296 

17 OperM!ng Income s 429.2!:4 s (154,965} s 285,299 

18 RndR.un 19.52 " 9.94 " 



RATES 
A149 .. 0190 Exhibit _ (KRC-5) 

GULF UTILITY COMPANY 
PREPAID CAPACITY CHARGES 
12131195 

Water{ a} Wastewater( a} Oiftuence 
Prep.td REC'S Present Proposed Present Proposed Proposed 

Conlntd Water Wutewater Charges Charges Charges Charges Lea Present 

Aico 44 - lnc"uuhhl Paltt 47.00 $ $ $ 25,850 $ 37,600 $ 11 ,750 
Aloha Road Exter.ion 5.95 4 ,760 3.273 (1,4a8) 
Biscayne Venywe AM.«. 36.00 28,800 19,800 (9,000) 
CoadN 0.50 400 275 (125) 
Cotnry Oakes 7.00 8.00 5,600 3,850 4 ,400 6 ,400 250 
Estero Ranch G.rdens 14.00 11.200 7,700 {3,500) 
F'nt Comi1Ullea 164.00 131.200 90.200 l41,000) 
Florida GUt Coat University 183.00 209.00 146,400 100,650 114,950 167.200 6,500 
twbcnge 52.00 52.00 41,600 28,600 20,440 41 ,600 8,160 
IPW tnc.IN._.way Bay 29.41 23,528 16,176 (7,353) 
P.tcridge 21 .00 21 .00 16,800 11 ,550 11,550 16,800 0 
Pick Kwic:k 2 .00 1,100 1,600 500 
Pine Glen 10.00 10.00 8,000 5,500 5,500 8,000 0 
st.mon Pines 13.00 13.00 10,400 7,150 7,150 10,400 0 
~Oewlopment 56.00 56.00 44,800 30,800 30,800 44,800 0 
Terreverde 56.00 44,800 30,800 (14,000) 
The Groves 8rowdway Land Trtllt 41 .00 32,800 22,550 (10,250) 
The IIIMd - SW FL c.pbl 62.00 62.00 49,600 34,100 34,100 49,600 0 
The\/Ne(c) 26.00 26.00 20,100 14,300 11,260 20,800 3,040 
Three Oaks Town CerUr 0.29 0.29 229 160 158 232 5 
Tidewater t.a.nd 52.00 41,600 28,600 (13,000) 
Weges(b) 219.00 218.00 138,511 120,450 120,450 175.200 35,6U 
Woodan.(d) 2.00 2 .00 1161XJ 1,100 780 1.600 320 

1,050.15 n1..29 $ 804,428 $ sn,583 $ 388,488 $ 581 ,832 $ (33,502) 

{a) Pr-e Propo!!d 
W8tllr $806 $550 
Waterwater $550 $800 

(b) 50 ERC 0 $505.05 
(c) 19 ERC 0$390.00 
(d) 2 ERC 0 $390.00 



GULF UTILITY COMPANY 

DEVELOPER AGREEMENT PROVISION 
ON PREPAID CAPACITY CHARGES 

Exhibit _ (KRC~) 

J. Subject to the proviaiona of par&Qr&ph 6C and 35 and in 
addition · to the tranafer of the On-Site/Off-Site racilitiea by Developer 
to Utility ae CIAC in accordance with par&Qr&ph JI, Developer ahall pay to 
Utility the followin9 euma &a CIAC1 

A total of (connection t•••/CIAC tax) ahall be 
paid to Utility concurrently with the execution 
of thia A9reement. (Total connect ion t•••l of 
thia eua ia a Reaervation of Capacity Charge tor 
the reaervation of capacity for the total water 
and waate water ERC • • to be turniehed in the 
firat Phaae of the Property, (Total CIAC tax) of 
thia aua repreaente the Tax Impact Amount on euch 
Reaervation of Capacity Charge, and s-o­
repreaenta the amo~nt due Utility aa an allowance 
for fund• prudently inveated purauant to 
Utility ' • Water and Sewer Tariff• tiled with the 
FPSC. (Water Connection ree) of the Reeervation 
of Capacity Charge ahall be for the reaervation 
of (I) water &RC'a and (Sewer connection tee) ot 
the Reaervation of Capacity Charge ahall be for 
the reaervation of (#) waate water ERC'a. Aa 
Developer COIIIDencea developnent of eacn euoee­
quent Phaee , if any, and provided Utility ha• 
unreaerved capacity available, Developer ahall 
pay to Utility ae a Reaervation of Capacity 
Char9• an amount equal to Utility•• applicable 
Syatem capacity Char9• tor water and waete water 
aervice then in effect for the total amount of 
EJ\C' • required for euch phaee, plu• the 
applicable Tax Impact Amount. Developer 
expreaaly acknowled9•• and agreea that the 
J\eaervation of capacity Charge• and Tax Impact 
Amount• are for reaervationa of capacity, that 
the J\eaervation of Capacity Charge• a nd Tax 
Impact Amount• are non-refundable and are fully 
earned upon Utility ' • reaervation of capacity, 
and that the Reaervation of Capacity Chargee do 
not neceaaarily reflect the actual amount of 
Syatem capacity Chargea tor which Developer i• 
liable. At auch time •• the syatem capacity 
Char9e la determined, the Reeervation of Capacity 
Char9• will be applied toward the actual Syetem 
Capacity Charge. The actual amount of the Sy•t•m 
Capacity Char9e will be determined at the ti.me 
when the cuatomer connection ie made and the 
cuatomer (other than the Developer or it• agent• 
or eubcontractora) begin• to take eervice . At 
auch ti.JDe, Developer and Utility agree to make 
adjuatmenta, if any, between the euma pa i d ae a 
Reaervation of Capacity Charge and t he a tual 
amount of the Syatem capacity Charge . 



1 BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

2 GULF UTILITY COMPANY 

3 APPLICATION FOR CHANGE IN WATER AND WASTEWATER RATES 

4 DOCKET NO. 960329-WS 

5 PIRECT TESTIMONY OF ROBERT C. NIXON. C.P.A. 

6 Q. Please state your name and professional address. 

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

8 of Cronin, Jackson, Nixon & Wilson, P . A. , 2560 Gulf-To-Bay 

9 Boulevard, Suite 200, Clearwater, Florida 34625. 

10 Q. Have you been retained by Gulf Utility Company to provide 

11 documentary information and testimony in that Company's 

12 application to change water and wastewater rates? 

13 A. Yea. 

14 Q. Will you please provide a brief resume of your training 

15 and experience as it relates to this case? 

16 A. Attached as the last three pages of this testimony is a 

17 brief resume of my education and training. The resume 

18 also includes a list of the companies I have represented 

19 in rate and other proceedings before the Florida Public 

20 Service Commission. 

21 Q. Did you provide schedules and other documentary evidence 

22 which were employed by the Commission in each of those 

23 cases listed on your resume in setting the rates and 

24 oharqes tound by t ho Commi ssion in thos Orders? 

2~ A. Yea, I did. 

- 1 -



1 Q. Did you and persons of your tirm, working under your 

2 supervision and direction, prepare documentary evidence 

3 for use by the Commission in establishing rates in this 

4 proceeding? 

5 A. Yes. Those documents are contained in the Income Tax 

6 Section (C-Section) of the Financial, Rate and Engineering 

7 Minimum Filing Requirements (MFRc), filed in this case as 

8 Exhibit No. (KRC-1) . 

9 Q. Briefly describe the types of information contained in the 

10 Income Tax Section of the MFRs. 

11 A. The Income Tax Section contains calculations of the income 

12 tax provisions for the historic test year and thP. 

13 projected test year ending December 31, 1996. Other 

14 supporting schedules for these years include interest in 

15 the tax expense calculation, deferred income tax expense 

16 and timing differences, and detailed schedules of 

17 accumulated deferred income taxes since the last rate 

18 case . 

19 Q. Why was your firm engaged to prepare this section of the 

20 MFRs? 

21 A. My firm prepares the state and federal income tax returns 

22 of the Company. In addition, we represented Gulf Utility 

23 Company in its application for approval of gross-up 

24 authority and prepare the annual gross-up reports filed 

25 with the Commission. 

-2-



1 Q. What was the source of the information used to prepare the 

2 income tax schedules? 

3 A. The tax returns filed by Gulf Utility Company and its 

4 books, records, and audited financial statements. 

5 Q. You mentioned the fact that Gulf Utility Company grosses 

6 up CIAC. How has this been recognized in the MFRs and 

7 rates proposed by the Company? 

8 A. In accordance with Commission Order No. 23541, the 

9 deferred tax benefits resulting from tax depreciation of 

10 contributed plant have been included in the capital 

11 structure as zero cost capital. 

12 Because customers and developers served by the Company 

13 have paid the tax impact on CIAC since 1987, no rate 

14 recognition of the deferred tax asset has been included in 

15 the proposed rate base shown in the MFRs. Rather, the 

16 deferred tax liability, which inch.!des the cumulative 

17 deferred benefit of tax depreciation on CIAC, has been 

18 recognized as zero cost capital to reduce the revenue 

19 requirement requested by Gulf. 

20 Q. Do you have anything further to add at this time? 

21 A. Not at this time. As issues and questions are developed 

22 during the course of this proceeding, we will respond with 

23 additional testimony and exhibits as may be required. 
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1 Resume 

2 Robert c. Nixon 

3 Robert c. (Bob) Nixon has a Bachelor of Science Degree in 

4 Business Administration from the University of Florida and a 

5 Bachelor of Arts Degree in Accounting from the University of 

6 South Florida . He was employed by the City of Tampa as an 

7 accountant for two years and by the Florida Public Service 

8 Commission as an auditor for two years. 

9 Bob is Vice President and Secretary of Cronin, Jackson, 

10 Nixon & Wilson and has been with the firm since 1981. He is 

11 responsible for the firm's regulated utility services 

12 practice. He is a Certified Public Accountant and a member of 

13 the American Institute of Certified Public Accountants. Bob 

14 was a Director of the Florida Waterworks Association from 1986 

15 through 1993 . 

16 Bob's practice currently provides various services to 

17 approximately 55 investor-owned utili ties regulated by the 

18 Florida Public Service Commission . Such services include 

19 rate, service availability and original certificate 

20 applications; assistance with over earnings investigations, 

21 CIAC gross-up applications and reports; preparation of Annual 

22 Reports and financial statements; utility valuations and tax 

23 services. 

24 Bob's experience in rate and other proceedings before the 

25 Florida Publ ic Service Commission includes representation o! 
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1 the following companies: 

2 Name of Company 

3 Clay Utility Company 

4 Twin County Utility Company 

5 Sanlando Utilities corp. 

6 Park Manor Waterworks, Inc . 

7 Forest Utilities, Inc. 

8 Eagle Ridge Utilities, Inc. 

9 Martin Downs Utilities, Inc. 

10 Ocean Reef Utility Co. 

11 Rolling Oaks Utilities, Inc. 

12 St. Johns Service Company 

13 Limited investigation into 

14 rate settling procedures and 

15 alternatives for water and 

16 sewer comp~nies 

17 Radnor Plantation Corp. DBA 

18 Plantation Utilities 

19 Hydra tech Utilities, Inc . 

20 Martin Downs Utilities, Inc. 

21 Request by Florida Waterworks 

22 Association for investigation 

23 of proposed repeal of 

24 Section 118(b) IRC (CIAC) 

25 Southern States Utilities, Inc . 

-5-

Order No . 

14305 

14380 

15887 

15831 

14557 

14133 

17269 

17532 

17760 

18551 

21202 

21415 

22226 

22869 

23 541 

24715 

Date 

04/22/85 

05/17/85 

03/25/86 

03/12/86 

07/10/85 

02/17/85 

03/10/87 

05/08/87 

06/06/87 

12/15/87 

05/08/89 

06/20/89 

11/27/89 

04/27/90 

10/0 1/90 

06/26/91 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

Name of Company 

FFEC-Six, Ltd. 

East Central Florida Services 

Aloha Utilities, Inc. 

Mad Hatter Utility, Inc. 

Lehigh Utilities, Inc . 

Jasmine Lakes Utility corp. 

Gulf Utility Company 

Key Haven Utility Company 

JJ'• Mobile Homes, Inc. 

-6-

Order No. 

24733 

PSC-92-0104-FOF 

PSC-92-0578-FOF-SU 

PSC-93-0295-FOF-WS 

PSC-93-0301-FOF-WS 

PSC-93-1675-FOF-WS 

PSC-93-1207-FOF-WS 

PSC-94-1557-S-SU 

PSC-95-1319-FOF-WS 

Date 

07/01/91 

03/27/92 

06/29/93 

02/24/93 

02/25/93 

11/18/93 

08/18/93 

12/13/94 

10/30/95 



1 BBPORB ~ PLORIDA PUBLIC SBRVICB COMMISSION 

2 QULJ UTILITY COMPANY 

3 APPLICATION JOR C'IIANGB IN WATBR AND WASTEWATER RATBS 

4 DOCKET NO. 960329-WS 

5 DIRICT TBSTrNQNY OP JANIS w. MQQRI 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q . 

A. 

Q. 

A. 

State your name , business address, and position with the 

Company. 

James W. Moore, 19910 S . Tamiami Trail, Estero, Florida 

33928-0350 . I am and have been President and CEO of Gulf 

Utility Company since 1982 . 

What is the Company requesting in these proceedings? 

The Company has a program that we hope will keep it on a 

sound financial basis and requests in these proceedings 

the following: 

1. We are requesting an increase in wast e wa ter rates, 

both interim and pe rmanent rates . 

2 . The Commissio n has opened a Docket (No. 960329 - WS ) 

to determine if there has been o verearnings in ~he 

Company's water operations . To protect its earning 

base and financial viability, the Company request s 

that interim rates for wast e water become e ffective 

prior to or c oncurrently with any dec rease in water 

rates. 

3. We are proposing t o reduce wat er c apa c i ty f ees and 

increase wastewater c apacity fees . 
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In financial terms, the above program is this : 

{1) an interim rate increase in wastewater of $300,000 

and a permanent rate reduction in water of $155,935, both 

effective as of the same date. 

{2) a permanent rate increase in wastewater of 

$366,340 . 

{3) an increase in wastewater capacity fees from $550 

to $800/ERC and a reduction in water capacity fe~s 

from $800 to $550/ERC . 

In total this will add $210,000 of revenue to the Company 

and will, in my opinion, provide the right balance 

between the level of rates and capacity fees that will 

put the Company on solid financial f oot ing. 

Before getting into reason for the above program, would 

you briefly review Gulf ' s construction program started 

some six years ago and the status o f the program today. 

In Gulf's service area , growth has been 5 - 6 - 7\ per year 

and we expect that level of growth in the near future . 

To meet this growth, the Company cons tructed a second 

wastewater treatment plant in 1 989 and expanded it i n 

1991 and 1995 with a third e xpansion t o be completed in 

1997. In the water operation it devel op e d a second 

supply in 1990, expanded it in 1994 and again in 19 96 . 

Coupled with this expansio n was the building of a new a nd 

looping water transmissio n main and for ce main and lift 

2 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q. 

A. 

stations in the wastewater operation. 

Financing small utilities is difficult, but in 1988 

the Company was able to raise $626,800 in equity 

capital and $10 Million in IDRB's, with any surplus 

from the IDRB ' s temporarily invested in government 

securities. By the end of 1995, this sou~ce of 

funds was totally vested in utility plant and the 

Company will once again have to turn to outside 

sources for additional capital. The biggest uncertainty 

during this period was whether a $2.5 million deep well 

would have to constructed in conjunction with the 1996 

expansion of the water supply, in which case water rates 

would have to be increased instead of lowered . We 

petitioned and were granted in May 1996 by the 

F.D.E . P . an expanded permit to mix the water and 

wastewater effluent for spraying o n golf courses, 

thus eliminating the need for the deep well at this 

time. As for the status of the construc tion program, 

we're about 60 - 70\ completed wi th the balance to be 

completed in 1996 and 1997. 

Your request to the Commissio n is t hat r e ductio n in water 

rates be made concurrently wi th interim rate o n 

wastewater. Please c omment on this . 

The Company's net inc ome wa s $105,6 76 in 199 5 a nd is 

estimated to be less in 1996 . The $353,4 92 rate 
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Q. 

A. 

reduction set forth in Order No. PSC-96-0501-707-WS would 

throw the Company in the red. I believe our program is 

well balanced and permits the Company to continue to meet 

the needs of the area in the most economical and 

efficient manner. 

Why is it necessary to have interim rate relief for 

wastewater prior to or concurrent with any reduction in 

water rates? 

It is not only necessary, it is critical. There are 

three reasons: 

First, we must maintain the cash flow necessary to fund 

our operations and a level of earnings that will suppo rt 

the financing of capital budgets . Referring to Exhibit 

JWM-1, our five year cash flow is currently projec ted to 

be inadequate to cover construction cost in 1997 . 

Second, our business plan is to lower the cost of 

providing service by refunding the outstanding Industria l 

Development Revenue Bonds (!ORB's). Currently Gulf is 

negotiating just such transaction tha t, if s uccessful , 

would reduce interest expense by almost 33\ or $300, 000 

per year. It would also free f o r Gulf ' s use the 

approximately $1,000,000 c urrently held as additional 

collateral in the General Debt Service Reserve Account 

for the bondholders. The ke y t o t hi s will be Gulf's 

ability to o btain insurance f o r the bo nds. 

Third, bondholders and invest o rs look at t he entire 
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company's earnings when making their investment decisions 

and do not analyze water and sewer operations separately. 

Lowering water rates without raising wastewater rates at 

the same time will impair Gulf's ability to attract debt 

and/or equity that will be necessary in future periods to 

meet customer servic e requirements. 

Q. What is the major problem facing the Company? 

A. The biggest continuing problem faced by our Company is 

that we have failed to achieve consistent earnings . As 

shown in Exhibit JWM-2, we have had a negative return on 

equity over the last 13 years. Until we can achieve 

earnings that approximate our allowed rate of return, we 

will be unable to attract additional equity investment on 

any basis, or additional debt at a reasonable cost. Put 

another way, the cost of supporting growth has been at 

the expense of current shareholders, as revenues have 

been inadequate to offset the growing cost attendant to 

ever larger operations . 

Q. When were the existing rates and capacity charges 

approved by the Commission? 

A. The wastewater rates were approved on November 7, 1988 

(Docket No . 880308-SU) . The water rates were reduced as 

of August 24, 1995, when the 1990 rate case costs were 

fully amortized, FPSC Order No . 24735. The last water 

rate case was completed in 1991 . 
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Q. 

A. 

The water capacity fees were approved on March 22, 1985 

(Docket No. 840336-WS) and the wastewater capacity fees 

on November 7, 1988 (Docket No. 880354 - SU). 

Would you describe the operations of Gulf Utility 

Company? 

Gulf Utility Company operates in Lee County, Florida and 

has its offices at 19910 S. Tamiami Trail, Estero , 

Florida . This office houses the administrative, 

accounting, customer service and collection functi ons. 

There are a total of 27 employees, with 8 on the 

administrative staff, 2 in field customer service, and 

17 operating and maintenance personnel. 

Major construction work is performed by outside 

contractors with Company perso nnel install i ng serv ices, 

performing small construction j obs, mainta i n ing and 

repairing the distribution and col lection system. 

We have two water plants, the San Carlos plant with a 

capacity of 2 . 415 mgd , and the Corkscrew plant with a 

capac ity of 1 .0 00 mgd. Future exp~nsion will b e at 

Corkscrew plant. The water system is f ully 

interconnected . 

The Company also has two wast e water plants. The San 

Carlos plant has c apaci ty o f .2 18 mgd, and the Three Oak s 

plant has capacity of 0 . 751 mgd. Future expa nsion wi ll 

be at t he Three Oaks plant. These p lants serve t wo 
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Q. 

A. 

separate areas, but the plans are to interconnect the two 

in 1997 when increased service d«!mands in the northern 

part of Gulf's system will have t .o be met by the Three 

Oaks plant as it is not feasible to expand the San Carlos 

facility . 

At December 31, 1995, the Company served 6,835 water 

customers and 2,299 wastewater cuutomers . 

On Schedule B-7 and B- 8 of the MFR's a summary of the 

changes in operating expenses from the prior rate cases . 

Would you review the operations that resulted in these 

changes in cost . 

Schedule B-7 compares water 0 & M Expenses to our last 

test year which was 1991. Clearly we have achieved 

greater efficiencies in operations as expense per ERC 

declined by 13\. This is due to increasing economies of 

scale . These involve automating some operations, as well 

as lower cost per gallon of treatment f or chemicals, 

payroll and power . 

Schedule B-8 offers the same comparison for sewer since 

our last test year wh ich was 1987 . While there have been 

many changes in wastewater operat i o ns o ver this ni ne year 

period, the major changes in cos t s can b e attributed to 

the capi tal related cost o f e xpansi o n o f f a c ilities and 

the increased operating costs of regulat o ry compl iance . 

In 1989 the ini ti al construction o f the Three Oaks WWTP 
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took place. This plant was expanded again in 1991 and a 

third expansion took place in 1995 . 

With these expansions there were corresponding increased 

requirements for power and chemicals. In 1987 with only 

the San Carlos Plant in operatio n we employed two 

operators . Today six are require d to staff both plants. 

Changes in regulation coupled with the increased 

treatment requirements has caused us to haul sludge in 

greater quantities and more frequently. Regulatory 

change has also caused us to inc rease the number and 

frequency of lab tests required . 

Would you briefly review the Company's construction 

program and capital budget ? 

Capital expenditures from 1996 to 2000 are shown in t he 

following table and will, in total, exceed $9 millio n . 

1996 

1 997 

1998 

1999 

2000 

$3,823,722 

1,94 7,500 

518 ,000 

35,500 

3 . 000 . 000 

$9 , 32 4 ,722 

A detail of these projected expendi tures is shown in 

Exhibit JWM-3 . 

To meet the projected servi c e demands in o ur r e t·t ifi r a t e d 

se rvice area and attendant regulatory requirements, 
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construction has begun on a .800 mgd expansion of the 

Corkscrew WTP, which will be completed in December, 1996, 

and the expansion of the Three Oaks wastewater plant . 

Completion dates and estimated cost are: 

Corkscrew WTP (12/96) $1,795,000 

Three Oaks WWTP (12/97 ) 1,875,000 

Another major project will be the construction in 1996 o f 

both water and wastewater lines to Florida Gulf Coast 

University (FGCU), the engineer's last cost estimate for 

which is $1,143,000. This new university is now under 

construction and will be taking service in 1996, opening 

to students in August 1997. While this is a large 

expenditure, Gulf anticipates initial annual water and 

sewer revenues of $100,000 based on FGCU 's proj ected 

consumption . 

In 1996 we will construct an effluent line to dispose of 

reject water from the Corkscrew WTP , a low pressure 

membrane treatment facility . This line will also be used 

to dispose of treated effluent from t he Three Oaks 

Wastewater Treatment Plant . Currently the two effluent 

streams are mixed and spray irrigated on g o lf courses in 

Gulf's service area. We have had an applicatio n pending 

with F . D.E . P . to expand the quantities o f effluent we are 

allowed t o dispo se o f in this fas hion. Our appli cation 

was just recently approved, so we c an move forwa r d o n 
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Q. 

A . 

Q. 

this basis. However, there is little doubt that an 

injection well will be requi~~d at some time in the 

future . This will be in all likelihood at the time the 

plant is next expanded. The cost of this deep injec tion 

well is estimated to be $2,500,000 in 1996 do llarR. 

In 1 99 4 it appears you o verearned i n water . At the same 

time it also appears you have been underearning in 

wastewater for several years . Why have you delayed i n 

filing a sewer rate case until this time? 

There are several reasons . First, the uncertainty that 

exists even now as to when Gulf will have to construct a 

$2,500,000 deep injection well. If we undertook and 

concluded a rate case and immediately t hereafter f ound we 

had to invest an additional $2,500,000, we wo uld be faced 

with the necessity of filing yet again . Whi c h bri ngs me 

to the next point. 

It is hard to exaggerate the cost in time and effort to 

a utility our size in undertaking a rate case . This in 

addition to the monetary cost. It is not a decision 

lightly made . As yo u c an see in Exhibit JWM - 1, o ur 

overall earnings have never been excessive. Absent a 

clear benefit attendant to the cost of filing a case, we 

were waiting until the fa c t s and circumstanc es 

surrounding the need for the injecti 011 well became kno wn . 

Who will be presenting other aspec ts of yo ur c ase ? 
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Q . 

A. 

On the rate case, we have three witnesses, namely: 

Carolyn Andrews Company's chief financial officer 

Robert F. Nixon 

Keith Cardey 

Income taxes & cost of capital 

Other matters 

On the changes in plant capacity charges, Mr . Cardey will 

be the only witness on this matter. 

Does that conclude your testimony? 

Yes it does. 
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1 BBPOa. TBB PLORIDA PUBLIC SBRVICB COMMISSION 

2 CltJLP UTILITY COMPANY 

3 APPLICATION FOR CBANGB IN WATBR AND WASTBWATBR RATBS 
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Q. 

A. 

Q . 

A. 

Q. 

A . 

Q. 

A . 

Q. 

A. 

Q. 

DOC~BT NO. 960329-WS 

DIRICT TISTIMQNY OF CABOLXN B. ANPRIWS 

State your name, business address, and position with the 

Company. 

Carolyn B . Andrews, 19910 S. Tamiami Trail, Estero, 

Florida 33928 -0350. I a m the Chief Financial Officer of 

the Company. 

What are your duties? 

My duties as Chief Financial Officer include maintaining 

Gulf Utility Company's accounting books and records, 

supervision of accounting department, internal and 

external financial reporting inc luding financia l 

statements, cash management and budgeting. 

How long have you been employed by Gulf Utility Company? 

11 years. 

Then the books and records o f the Company are maintained 

under your direction and supervision? 

Yes, they are. 

Does the Company file annual reports with the Commiss ion? 

Yes, it does . 

Does the Company maintain books and records in accordance 

with t he Uniform System of Account s prescribed by the 
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A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Florida Public Service Commission? 

Yes, it does. 

Does the Company have its books and records audited 

annually by an outside accounting firm? 

Yes, it does . 

And what procedure does the Company use in maintaining 

its property accounts? 

The Company maintains Utility Plant, Reserve for 

Depreciation, Contributions in Aid of Construction, and 

Advances for Construction separately ror the water and 

wastewater divisions . The Company utilizes a CWIP system 

for all property additions. By that method, all costs 

associated with a construction project are assigned to 

the appropriate CWIP account, and, when completed, closed 

to the property accounts. 

Briefly describe the accounting procedures f o r c perating 

costs . 

With respect to operating costs, the cost of power, mo st 

labor for operations and maintenance of central plants 

and for the distribution and collection system are 

identifiable costs and are c harged directly to the water 

and wastewater operations , and therefore no a) location o f 

cost is necessary . The cost of billing, custnmer 

accounting and general and administrat i ve expenses are 

assigned on a customer basis . 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Have CUstomers been used as a basis of allocation between 

water and wastewater in the past? 

Yes, they have. The Company serves primarily residential 

and commercial customers, and the work schedule of 

employees relates primarily to the number of customers 

served. Using Customers also has the advantage of being 

readily available and of being consistent from year to 

year. Because of this, it is my opinion using the number 

of customers is an appropriate method of allocation. 

And what is the percentage allocation for 19967 

The allocations are based upon the year-er.d customers . 

The 1996 allocation is 66\ water and 24\ wastewater . 

What have you been asked to do in the preparation of this 

case? 

I am responsible for the financial statements of Gulf 

Utility Company that are used by Mr . Cardey and Nixon in 

preparation of the minimum filing requirements (MFR's ). 

In addition, I supplied to Mr. Cardey and ML. Nixon all 

the data for the historical year 1995 , and the budgeted 

amount for 1996. The 1996 budget was prepared in the 

normal course of business . 

This budget was reviewed considering c urre n t operating 

conditions in order t o prepare the projected 1996 

operating expenses for the MFRs. 

In preparing the operating budget , the operating and 
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accounting personnel jointly reviewed 1995 operations and 

anticipated operations for 1996, and based on these 

reviews, the 1996 operations were projected by month . 

In Schedule B-3 of the MFR's, are details of changes in 

cost from 1995 to 1996 and pages 1 and 2 summarize the 

changes with supporting details on pages 3 to 6. A 

summary of the changes are: 

Increases In Operating Expenses From 1995 to 1996 

Payroll & benefits 

Power, chemicals, sludge 

hauling 

Material & supplies 

Contractual services 

Rent 

Rate case expense 

All others 

Water 

$17,639 

30,485 

< 5,146> 

28,830 

34,177 

10,27 0 

9.072 

$125,327 

~ewater 

$30,899 

40,917 

4 ,552 

12,975 

17,843 

10,526 

434 

$118,146 

An explanation of some o f the larger changes in cost are: 

(1) Wage increases of 6.5\ were granted effective 

January 1, 1996 . One operato r was transferred from water 

to wastewater to meet regulatory requirements. 

(2) The increases in power, c hemi c als, etc. are due to 

customer growth , a new operations center, administrative 

office, and increased fl o ws and treatm~nt r e qu i r e d in 
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Q. 

A. 

wastewater . 

(3) Increases in Contractual services are due to 

amortization of permitting costs, costs associated with 

CIAC Gross-Up and Refund Dockets, and an 8\ increase of 

general legal and engineering costs due to growth and 

inflation. Other increases were incurred due to the new 

Operations Center and administrative offices, in 

telephone, cleaning, pest control; regulato ry 

requirements, additional water and wastewater sample 

analysis, and rate increases from service providers . 

(4) The rent is for the new administrative office. 

(5) The rate case expense is a four ( 4 ) year write off 

of the cost of this proceeding . 

Does that conclude your testimony? 

Yes, it does. 
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