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REBUTTAL TESTIMONY OF HUGH LARKIN, JR.
ON BEHALF OF THE CITIZENS OF FLORIDA
BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
DOCKET NO. 960444-WU |

INTRODUCTION

Q. ARE YOU THE SAME HUGH LARKIN, JR. WHO HAS PREVIOUSLY FILED
TESTIMONY IN THIS DOCKET?

A, Yes, I am.

Q. WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

A The purpose of my rebuttal testimony is to take exception to one of the

recommendations of Staff Witness Merchant. While I agree with Ms. Merchant’s
conclusions related to the overearnings of Lake Utilities Service, Inc. (LUSI) and
her recommendation that refunds of interim rates should be required, I am taking
exception to her statement on page 18, lines 6 and 7. Ms. Merchant states, “I am
not recommending that the Commission take action on prospective overearnings at
this time.” Ms. Merchant’s recommendation is based on the fact that her
conclusions regarding overearnings are based on estimated data for 1998, That is,
Ms. Merchant estimated the ratebase, operatir}g expenses and other expenses for
LUSI for 1998 and arrived at the conclusion that the Company was overearning in
1998. I have also reached that same conclusion based on my own method of
estimating the return for 1998. However, Ms. Merchant concludes that her
estimates for 1998 could not be used to conclude that the Company would

continue to overearn in 1999. I take exception to that conclusion. If one looks at
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the Company’s estimated plant additions in 1999 and the fact that they are not
currently in service in addition to the fact that it is unlikely that any major increase
in expenses would be incurred, one can only conclude that the overearnings which

are clearly estimatable in 1998 would continue in 1999.

PLEASE EXPLAIN WHY YOU RECOMMEND THE COMMISSION TAKE
ACTION AND WHAT ACTION SHOULD BE TAKEN.

The Commission allowed the Company interim rates in 1996 to insure that the
utility would not underearn because of regulatory lag. In other words, the interim
rates were set 1o insure that the implementation of final rates, which would occur
sometime in the future, would not penalize the utility with lower earnings because
of the process of establishing final rates. Interim rates are established based on the
view of the information which the Commission has a current knowledge of. The
setting of interim rates assumes that the relationship will remain constant until final

rates are established.

In the instance case, based on a review of LUSI’s 1997 data and 1998 data it is
clear that the interim rates have caused the utility to overearn. It is also clear that
it will continue to overearn in 1999 based on the information available. The
ratepayer is deserving of the same protection that the utility receives through
interim rates. The Commission should place an adequate portion of the
Company’s present revenue beyond interim rates under bond subject to refund.
Thus, when final rates are determined based on an appropriate test year and
ratebase, those rates can be measured against the revenues which the utility

actually received, with the difference refunded to ratepayers.
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To do otherwise would subject the ratepayers to paying rates which both the Staff
and the Citizens of the State of Florida know are inappropriate and will result in

overearnings on the part of the utility.

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes, it does.
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