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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSIO P d ?  4 4&. P p  I NORTH FORT MYERS UTILITY, INC. 

DOCKET NO. 971179-SU 

DIRECT TESTIMONY OF ROBERT C. NIXON, C.P.A. 

Please state your name and professional address. 

I am Robert C. Nixon, C.P.A., a partner in the accounting 

firm of Cronin, Jackson, Nixon & Wilson, P.A., 2560 Gulf- 

To-Bay Boulevard, Suite 200, Clearwater, Florida 33765. 

Have you been retained by North Fort Myers Utility, Inc. 

to provide testimony and exhibits in this proceeding? 

Yes. 

Will you please provide a brief resume of your training 

and experience as it relates to this proceeding? 

Attached as the last four pages of this testimony is a 

brief resume of my education and training, as well as a 

list of companies I have represented in rate and other 

proceedings before the Florida Public Service Commission . 
(PSC). I have also listed the proceedings I have been 

involved in related specifically to gross-up and gross-up 

refunds. 

Mr. Nixon, would you agree that taxation of Contributions 

in Aid of Construction (CIAC) is a complex issue? 

Yes. Not only are the issues complex, but the 

Commission's policy and practices have changed 

dramatically over the past 13 years, since CIAC first 
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became taxable. In addition, few of the Commissioners and 

Staff members are still around who dealt directly with 

this issue as it evolved through Order No. 23541 

(02/18/91) and its interpretation as evidenced through 

gross-up refund orders issued through 1995. 

How would you like to proceed? 

As one who was involved in this issue from the beginning, 

I believe it is necessary to trace the history of the 

Commission's policy and practices regarding taxation of 

CIAC, gross-up, and gross-up refunds, before addressing 

the specific issues in dispute in this case. 

Are you an expert in this area of taxation? 

Yes. Although my practice specialty is not in the 

specific area of tax, I have dealt with the issue of 

taxation of CIAC since 1981. My firm prepares the tax 

returns for many utilities. I review the tax treatment of 

CIAC on each return before it is released to the utility 

client and have done so since the early 1980s. 

When did CIAC most recently become subject to state and 

federal income taxes? 

On January 1, 1987, as a result of the repeal of Section 

118(b), Internal Revenue Code (IRC). This section of the 

Code was repealed as one of the provisions in the Tax 

Reform Act of 1986. 

Please describe your involvement in the issue of taxation 
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on CIAC and gross-up. 

I have been actively involved in this issue since 1986. At 

that time, I was on the Board of Directors of the Florida 

Waterworks Association (FWWA) and was actively involved in 

the Association's planning and actions to come up with a 

plan for regulatory relief of the burdens imposed by 

taxation of CIAC. A l s o  during this period, I was working 

with our clients to develop strategies for coping with 

taxes on CIAC. 

What action did the FWWA take? 

The Association filed a request with the Commission to 

allow utilities to collect from developers and other 

contributors of CIAC an amount equal to the tax impact. A 

formula to calculate the tax impact was proposed, which 

came to be known as the gross-up formula. The proposal 

also provided that the amounts collected be deposited into 

an interest bearing escrow account. Withdrawals could be 

made periodically for the purpose of paying estimated 

state and federal income tax deposits. The request 

proposed that gross-up was subject to refund with interest 

on a prorata basis, based on a statement to be filed as 

part of a utility's Annual Report. 

In response to FWWAIs request, the Commission opened 

Docket No. 860184-PU. Order No. 16971 granted the 

Association's request and allowed any utility desiring to 
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gross-up to obtain authority simply by filing an 

appropriate tariff. This Order was issued on December 12, 

1986, less than three weeks before CIAC became taxable. 

Did the FWWAIs request or Order No. 16971 contain any 

detailed finding concerning how refunds would be 

calculated? 

No. A t  that time, the immediate and urgent consideration 

was obtaining approval to start collecting tax impact 

charges beginning on January 1, 1987. That is why the 

Order is described as Itapplication for emergency approval 

of amended service availability policies.I1 At that time, 

no one had given much thought to how refunds would be 

calculated or other matters, such as who would ultimately 

receive the depreciation benefits associated with the 

collection of CIAC. In fact, the Order directed that the 

original Docket would remain open to handle any generic 

problems that might arise in accounting for CIAC and the 

related tax impact. I have enclosed a copy of this Order 

as Exhibit RCN-1. 

When did you first become aware that there were problems 

associated with implementation of the refund requirements 

of Order No. 16971? 

I first started looking at this matter in early May, 1988. 

This would have been shortly after the first 1987 income 

tax returns were prepared for our clients who had elected 
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to gross-up. 

Q. What problems did you foresee at that time? 

A. One of the immediate problems I encountered related to the 

tax benefits of depreciation on CIAC property. Based on 

a literal interpretation of Order No. 16971, a contributor 

paying gross-up in year one (1) would receive a much 

smaller refund than a developer making an identical 

contribution five ( 5 )  years later. Also, once the 

Commission Staff suggested the possibility of passing on 

the depreciation benefits of contributed property to the 

contributors of CIAC, I was concerned about the burden of 

keeping elaborate records in order to make a refund to a 

developer/contributor over the 20-year tax life of the 

contribution. I have enclosed a copy of a letter I wrote 

to Robert M.C.  Rose, Esq. on May 19, 1988, which outlined 

my concerns at that time, as Exhibit RCN-2. 

Q. Did the Commission provide any guidance concerning the 

form of the reports required by Order No. 16971 or any 

instructions concerning how gross-up refunds were to be 

calculated? 

A. No specific instructions were made. The Order required 

the filing of tax returns, workpapers showing the 

treatment of CIAC on the tax returns, and a report of 

escrow account activity. The Order was silent as to how 

these items would be used. However, sometime in 1988, 
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utility companies were sent a blank CIAC report form. I 

have enclosed a copy of this form as Exhibit RCN-3. 

Was this form helpful in calculating gross-up refunds? 

No. As you will note, the form does not result in a 

calculation of a refund amount. Also, there was no 

guidance as to the meaning of lljurisdictionalll versus 

nlnon-jurisdictionalll or what should be included in Line 

17, "Other CIAC effects of TRA 18611 (attached). In 

addition, no instructions concerning Lines 13 and 14 (net 

operating loss carryforwards and special deductions) were 

provided. By the time my clients received these forms, it 

was clear that there were many unanswered and unresolved 

issues surrounding gross-up refunds mentioned in Order No. 

16971. 

Prior to this, were there any subsequent clarifying Orders 

issued by the Commission related to the gross-up issue? 

Yes. Order No. 18266, issued October 8, 1987, specified 

that Subchapter-S Corporations, Partnerships, and Sole 

Proprietorships should not be allowed to gross-up. 

Further, connection fees, meter fees, installation fees, 

and other fees that were taxable prior to the 1986 repeal 

of Section 118(b) IRC, were not eligible for gross-up. 

These provisions were Commission policy throughout the 

period CIAC was taxable. 

At what point did these unanswered and unresolved 
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questions related to gross-up refund calculations start 

impacting your clients and other utilities? 

During 1988, several utility companies, including five of 

my clients, filed the information required by Order No. 

16971 for refund of gross-up collected during 1987. On 

May 25, 1989, Staff issued a Memorandum which recommended 

refunds substantially in excess of those proposed by the 

utilities for consideration by the Commission at its June 

6, 1989, Agenda Conference. Actually, there were two 

Recommendations in the Staff Memorandum. The primary 

Recommendation was sponsored by the Division of Auditing 

61 Financial Analysis (AFAD) and was the one requiring 

substantial refunds. 

The alternative Recommendation was made by the 

Division of Water & Sewer, which agreed with the amount of 

refunds proposed by the utilities. I have enclosed a copy 

of that Staff Memorandum as Exhibit RCN-4. 

AFAD's position versus that of the utility companies 

and the Division of Water & Sewer represented a 

fundamental difference, which continues to this day, in 

spite of a partial resolution resulting from the 

requirements of Order No. 23451, issued October 1, 1990. 

Please explain these two differences in position which 

resulted in the two dramatically different refund 

recommendations. 
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The differences originate in the unclear language in Order 

No. 16971 ( R C N - 1 ) .  Page 3 ,  paragraph (c) of that Order 

reads, in part, as follows: 

t'Annually, following the preparation and filing 

of the utility's annual Federal and State income 

tax returns, a determination should be made as 

to the actual Federal and State income tax 

expense that is directlv attributable to the 

jnclusion of C I A C  in taxable income for the 

year. C I A C  tax impact monies received during 

the tax year that are in excess of the actual 

amount of tax exDense that is attributable to 

the receiDt of C I A C  . . . . . must be refunded 
on a prorata basis to the parties which made the 

contribution and paid the tax impact amounts 

during the tax year." (Emphasis supplied) 

The issue at hand was what is meant by the Itactual 

amount of tax expense that is attributable to the receipt 

of CIAC?" Two interpretations are possible. The first, 

AFADIs position, is that this language means actual tax 

liability. th at is, actual taxes Daid. The second 

interpretation is that this language peans the tax effect 

of the collection of C I A C  which is not necessarily 

pleasured bv the actual Davment of dollars in tax 

Jiabilitv. This second interpretation was the one 
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Q. 

A. 
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advocated by the utilities and the Division of Water & 

Sewer Staff in their alternate Recommendation. 

What difference do these two interpretations have on the 

calculation of gross-up refunds? 

The AFAD position had the effect of transferring the tax 

benefits of a utility's net operating losses ( N O L s ) ,  NOL 

carryforwards (which are funded by a utility's 

stockholders) and, in a few instances, Investment Tax 

Credits (ITCs) to the CIAC contributor, thus causing or 

increasing the refunds. The existence and use of these 

tax assets for the benefit of a contributor of CIAC, who 

had nothing to do with their generation, is the 

fundamental difference between the AFAD position and that 

of the utilities and Staff of the Division of Water & 

Sewer. 

What were some of the reasons the Division of Water & 

Sewer did not believe that N O L s  should be used to the 

benefit of a developer or other contributor of CIAC? 

Page 7 of the Memorandum (RCN-4) summarizes the 

alternative Staff analysis. These reasons are as follows: 

1. A developer/Contributor had nothing to do with 

their generation. 

2 .  Potential discrimination - one developer pays 
gross-up, but another does not, simply because of the 

existence and use of utility N O L s .  
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3. In rate cases, it has been Commission practice 

to pass the benefit of N O L s  to the rate payers. 

4 .  NOLs are normally generated because of non-used 

and useful plant and, therefore, funded by the 

stockholders. 

5 .  NOLs can be generated due to artificially low 

rates where revenues are less than expenses. 

6. The rate payers have not generated any of the 

N O L s  either. 

I assume that you and your clients agreed with the 

alternative Staff analysis. 

Absolutely. This was also the position of FWWA. The 

bottom line to the alternative staff analysis was that 

contributors and customers do not pay for any NOLs because 

they are funded by a utility's stockholders and are, 

therefore, property of the stockholders. This has been 

the position of the utility industry for the past 13 

years. 

For purposes of calculating gross-up refunds, how would 

net operating losses not funded by contributors or rate 

payers be treated? 

They would be treated as below the line losses, since 

operating revenues were not sufficient to fund the 

operating expenses causing the losses. The excess of 

expenses over revenues were funded solely by the 
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stockholders of a utility. 

What was the outcome of the recommendations in the May 25th 

Staff Memorandum? 

The Recommendations were considered by the Commission on 

June 6, 1989. The Commission voted to accept the primary 

Staff Recommendation as proposed by AFAD, with 

Commissioners Betty Easley and Gerald Gunter dissenting. 

The vote resulted in Proposed Agency Action Order No. 

21436, issued June 26, 1989. 

On July 17, 1989, all of the affected utilities, as 

well as the FWWA, filed a protest of that Order. 

I notice on page 9 of the Staff Memorandum (Exhibit RCN-4) 

and pages 2 and 3 of the PAA Order (Exhibit RCN-5) that 

there were 11 utility companies subject to gross-up 

refunds, as you have just discussed. For the record, 

which of those companies did you represent? 

I represented 6 out of the 11: Aloha Utilities, Inc., 

Clay Utility Company, Eagle Ridge Utilities, Inc., Martin 

Downs Utilities, Inc., St. Johns Service Company, and 

Kingsley Service Company. 

Order No. 21436 and the underlying Staff Recommendation 

you have just discussed dealt solely with gross-up refund 

calculations and NOLs. Did any other issues and 

controversies related to gross-up arise at about this same 

time period, mid-1988? 
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Yes. By mid-1988, approximately 4 4  utility companies had 

elected to collect gross-up and had approved tariffs to do 

so, utilizing the formula and tariff filing requirements 

of Order No. 16971. AFAD believed that not all of the 

companies collecting gross-up actually needed to do so. 

This was based on the belief that utility companies could 

borrow funds to pay the tax impact of CIAC. As a result, 

a Staff Memorandum dated June 23, 1988, was prepared for 

consideration by the Commission at its July 5 ,  1988, 

Agenda Conference. I have enclosed the first three pages 

of this Memorandum as Exhibit RCN-6. The Recommendation 

proposed that tlonly those utilities unable to secure funds 

for the taxes from other sources or whose rate payers 

would suffer unduly if utilities obtain the funds with 

which to pay the taxest1 be allowed to gross-up. In 

addition, it was recommended that utilities with approved 

tariffs should be required to submit evidence to justify 

continued approval to collect gross-up. The 

recommendation did not specify what was to be submitted. 

This item was deferred indefinitely to give the water 

and sewer industry time to discuss their concerns with 

Staff. Several meetings were held with Staff subsequent 

to June 23, 1988. 

Did you participate in any of these meetings? 

I participated in one and possibly more, representing my 
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clients and the FWWA. Due to the passage of time, I 

cannot pinpoint the exact number of meetings I attended. 

Please continue. 

The Memorandum was revised on December 8, 1988, 

culminating in Order No. 21266, issued May 22, 1989. I 

have enclosed copies of the Revised Memorandum as Exhibit 

RCN-7 and Order No. 21266 as Exhibit RCN-8. 

How was the Memorandum of December 8th different from the 

Memorandum of June 23rd? 

The AFAD Staff position concerning who should be allowed 

to gross-up remained as noted above. However, specific 

filing criteria to demonstrate continued need to gross-up 

were proposed. New to the Memorandum was an alternate 

recommendation on this issue proposed by the Division of 

Water & Sewer Staff. 

Please summarize the revised AFAD Recommendation. 

The primary recommendation of AFAD was that gross-up 

should be retained as a limited option and that all 

utilities, whether currently authorized to gross-up or 

not, should file a request for new authority. The filing 

would consist of the following: 

1. Demonstration of an actual tax liability 

associated with the collection of CIAC. 

2. A demonstration that existing cash flow is 

inadequate. 
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3 .  A statement of the gross-up alternatives 

considered and that gross-up is the most cost effective 

alternative. 

4 .  A calculation of interest coverage and revised 

tariff pages. 

For those companies qualifying for continued authority 

to gross-up, a full gross-up was recommended with an 

option for present value gross-up. The Recommendation 

modified the gross-up formula contained in Order No. 16971 

to reduce the amount of gross-up for first year's 

depreciation on CIAC. In addition, AFAD recommended a 

system of accounting for full gross-up. Also, the 

recommendation was made that for utilities not grossing 

up, the taxes paid on CIAC would be recognized as a rate 

base investment. 

What was the Water & Sewer Division's alternate 

recommendation on who should be allowed to gross-up? 

The alternate recommendation essentially left things as 

they were in Order No. 16971. That is, the choice to 

gross-up or not would be based on a utility's particular 

circumstances as determined by management. The alternate 

Staff analysis noted that the primary recommendation was 

continuing the Commission on a course of over regulation 

of the water and sewer industry. Further, the suggestion 

of AFAD that water and sewer utility companies could 
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borrow funds to pay taxes on CIAC demonstrated a lack of 

understanding of the realities of the industry. 

In any event, one can see that there were many 

unresolved issues surrounding gross-up. 

What was the outcome of this Recommendation? 

On May 22, 1989, the Commission issued Order No. 21266, 

which retained full gross-up as an option, but required 

utilities to file a request for new authority to gross-up 

within 60 days, utilizing the criteria in the Staff 

Recommendation as discussed above. The modified gross-up 

formula was not adopted nor was the proposed method of 

accounting. 

On June 12, 1989, Order No. 21266 was protested by the 

FWWA and 14 water and wastewater utilities. 

You mentioned earlier that several of your clients had 

protested Order No. 21436. How was that protest handled 

by the Commission? 

The protests of Orders No. 21436 and 21266 were combined 

and a hearing was conducted on April 27 and April 30, 

1990. 

Did you participate in that hearing? 

Yes, I provided testimony on behalf of 16 private utility 

companies. 

In general terms, what was the purpose of the hearing? 

In general terms, I believe that my clients, the industry, 
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and the Commission Staff sought resolution of the various 

problems and issues that had arisen subsequent to the 

issuance of Order No. 16971. 

As it relates to this case, what specific issues were in 

dispute? 

As I mentioned above, Order No. 21266 required the pre- 

approval of the Commission to gross-up based on certain 

criteria, which I covered above. One of the criteria was 

a "demonstration of the existence of an actual tax 

liability resulting from the utility's collection of 

CIAC." Based on the Commission's action in Order No. 

21436, my clients and the industry were concerned that 

this language would be interpreted to require all 

utilities with operating losses, operating loss 

carryforwards, or tax credits to utilize those tax 

benefits to the benefit of CIAC contributors before they 

would be allowed to gross-up. Thus, we were concerned 

that the existence of such tax assets would prevent a 

utility from obtaining approval to gross-up. 

Closely associated with this concern was the treatment 

of NOLs, NOL carryforwards, and ITCs in the gross-up 

refund calculations. My position and that of my clients 

and the industry is and always has been that these items 

arise as the result of the subsidization of a utility by 

its owners. As such, these assets are property of those 
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owners and should not be utilized to benefit contributors 

of CIAC to a utility. 

Just for background, what were some of the other issues in 

dispute at the hearing? 

Some of the other issues considered were who should get 

the benefit of depreciation on CIAC; who should bear the 

burden of tax on CIAC; how investment in taxes on CIAC 

should be treated for companies that do not gross-up; and 

whether or not normalized accounting should be followed. 

As it relates to this case, what was the outcome of the 

hearing? 

The hearing resulted in Order No. 23541, issued October 1, 

1990. I have enclosed a copy of this Order as Exhibit 

RCN-9. 

As it relates to this case, private utilities and the 

industry gained an important victory concerning NOLs, NOL 

carryforwards, and ITCs. First, the long standing dispute 

over interpretation of the language in Order No. 16971 was 

resolved to mean "an actual tax liability on a reaulated 

Bbove the 1 ine basis" (page 11, last paragraph, emphasis 

supplied). This meant that the liability would not 

necessarily be the actual taxes paid, but a tax expense 

calculated on a regulated above the line basis. This 

official clarification meant that virtually all utility 

companies could demonstrate the existence of an actual tax 
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liability arising from the collection of C I A C .  

Second, the Commission recognized that not all N O L s ,  

NOL carryforwards, or I T C s  should be used to offset the 

tax impact of CIAC to the benefit of the contributor. A s  

mentioned above, Order 21436 had originally proposed that 

all such tax assets be used to the benefit of a 

contributor. 

What is the exact language in the Order? 

Beginning at the bottom of page 18, the Order reads as 

follows: 

"Not withstanding the above, we believe that a 

utility should only have to offset 

jurisdictional, above the line N O L s  and not 

below the line N O L s .  This is consistent with 

our policy of calculating taxes on a stand alone 

basis. Below the line items would include. but 

not be limited to, the impact of disallowed 

exDenses, non-used and useful Dlant 

depreciation, other exDenses associated with 

non-used and useful Dlant, revenues associated 

with non-used and useful Dlant. and interest 

associated with debt not included in the capital 

structure.t1 (Emphasis supplied) 

Page 20, the end of the second paragraph, reads as 

follows: 
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"As with our decision regarding N O L s ,  we believe 

that only above the line ITCs should be used as 

an offset." 

Is there specific language related to the refunds for your 

clients in Order No. 21436 which was protested? 

Yes. Page 2 4 ,  about the middle of the page reads as 

f 01 lows : 

"Not withstanding the above, it appears from the 

record that some of the N O L s  and ITCs used to 

offset taxes by Order No. 21436 were below the 

line items. These amounts were taken from the 

CIAC gross-up reports required by Order N o .  

16971. Accordingly, to the extent these 

utilities can demonstrate that their losses or 

ITCs were below the line items, they should not 

be used to offset CIAC income. These utilities 

should, therefore, file amended reports to 

reflect only above the line N O L s  and ITCs, with 

a reconciliation to the amounts originally 

filed. This suggestion would also hold true for 

1988 and 1989 gross-up reports that have been 

filed. 

And again, the seventh ordering paragraph on page 26 

reads as follows: 

"ORDERED that all utilities that had below the 
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line losses or ITCs for 1987, 1988, or 1989 

shall file amended gross-up reports to reflect 

only above the line N O L s  and ITCs, with a 

reconciliation to the amounts originally filed.'' 

Was ''jurisdictional above the line NOLs or below the line 

NOLs" specifically defined beyond the examples given on 

page 19 that you quoted above? 

N o .  It was my understanding and I believe the 

understanding of the Staff that processed gross-up 

applications and gross-up refunds subsequent to the Order 

that it was necessary to define these items on a cost of 

service basis. 

What do you mean by cost of service basis? 

By that, I mean that revenue and expenses would be 

recognized on the same basis that was utilized in the 

company's last rate case proceeding. 

Why would this approach be necessary? 

Because the taxable revenue included on the tax return is 

based on the expenses embedded in the determination of 

rates. 

How do you define below the line expenses for gross-up 

refund purposes? 

In general, these would be expenses not considered in a 

company's last rate proceeding and, therefore, not 

embedded in the rates. Examples would be disallowed 
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expenses or new types of necessary operating expenses 

which were not provided for in the company's existing 

rates. Below the line would also include any expenses 

related to non-used and useful operations or those which 

on their face would not be allowed in a rate proceeding. 

What is the objective of the approach you have outlined 

above? 

The objective of an analysis based on this approach is to 

determine how much of the expenses reported on the tax 

return are being paid for by the customers through rates 

and how much are being funded by the stockholders. This 

approach is consistent with all of the testimony and 

language in Order No. 23541. 

Under your approach, would there ever be an above the line 

operating loss? 

Yes. Recognized categories of expenses in a company's 

last rate proceeding could have increased faster than 

customer growth or consumption, thus causing losses. 

Also, used and useful book/tax timing differences, such as 

depreciation, could cause above the line losses. While it 

is true that the customers or contributors of CIAC did not 

pay for these losses, the findings in Order No. 23541 give 

the tax benefits of these losses to the contributors of 

CIAC in the refund calculations. 

Did you use this approach in the filings for approval to 
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Q. 
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gross-up and gross-up refunds subsequent to issuance of 

this Order? 

Yes. I have consistently used this approach to determine 

above and below the line revenues and expenses in all 

gross-up filings with the Commission. 

Did the Staff and Commission agree with your approach to 

above and below the line? 

Yes. This is evidenced by the Orders issued for my 

clients from the date of Order No. 23541 up through early 

1995. These Orders utilized my definitions of above and 

below the line in Dockets for continued authority to 

gross-up and gross-up refunds. A s  such, I believe this 

methodology constituted Commission policy. I will discuss 

these Orders and related Exhibits in further detail below. 

What happened beginning in early 1995? 

In 1995, Staff processing of gross-up refunds pretty much 

came to a halt. In addition, applications for authority 

to gross-up became drawn out and difficult. These 

problems came to a head at the Agenda Conference on May 

18, 1995, in the gross-up refund case of Canal Utilities, 

Inc. (Docket No. 941083-WS). Staff's above the line 

computations included first year's depreciation on CIAC, 

as well as all subsequent depreciation on CIAC collected 

in prior years. This was contrary to all of the gross-up 

refund cases I had been involved in where only first 
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year's depreciation on CIAC was classified above the line. 

The impact of Staff's new treatment of CIAC depreciation 

was to give the contributor the benefit of prior years' 

depreciation, which created a large refund. This is the 

problem illustrated in my letter of May 19, 1988, to Bob 

Rose, Esq. and previously discussed as Exhibit RCN-2. 

Also, this treatment was contrary to Order No. 23541, 

which determined that a contributor would only receive the 

benefit of first year's depreciation on CIAC. Benefits 

from subsequent years were to go to the rate payers. 

Also, Staff began to question the appropriate level of 

review necessary to grant gross-up authority or process a 

refund; conflicting interpretations as to what was above 

the line and below the line in refund computations; and 

differing interpretations as to past Orders issued by the 

Commission. 

Based on these problems, Staff was directed to hold 

workshops to readdress the entire issue of taxation of 

CIAC, gross-up, Commission policy, and to discuss viable 

alternatives with the view towards changing the 

Commission's shifting policy. 

In your opinion, why did these problems arise? 

In my opinion, these problems were due to failure of the 

Commission to enact rules based on Order No. 23541. 

Were any workshops held? 
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Yes. On August 4, 1995, the Commission issued a Notice of 

Staff Workshop to be held on August 30, 1995. I have 

enclosed a copy of that Notice as Exhibit RCN-10. I have 

enclosed the Notice as an Exhibit because it sets forth 

several pages of questions which, in effect, address the 

entire spectrum of unresolved gross-up questions. 

As it relates to this case, what questions were addressed 

in the Workshop Notice (RCN-lo)? 

The issues related to this Docket are as follows: 

1. II.C.3.a. - How should the Commission define above 
and below the line (page 2)? 

2. II.C.3.c. - If liability is calculated on an above 
the line basis, how should the information on the actual 

tax return, that is i.e., revenues, expenses, tax losses 

(current, carrybacks and carryforwards) and credits 

against the income tax, be allocated to above the line 

operations (page 3 ) ?  

3 .  1V.A. - Is there ever excess gross-up (page 5)? 
4. 1V.B. - How should excess gross-up be measured? 

That is: 

1. Should the excess be determined on an above 

the line basis? If not, how should it be 

determined (page 5 ) ?  

5 .  IV.B.2. - Should the excess be measured by what is 
on the actual tax return for the year (page 6)? 
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6. IV.B.2.b. - What effect, if any, should N O L s  

(current, carryback and carryforward) have (page 6)? 

7 .  IV.B.3. - How should what is on the tax return be 
allocated to above and below the line operations (page 6)? 

8 .  IV.3.C.e. - Is the level of expense set in the 
utility's last rate case relevant (page 7)? 

9 .  IV.B.3.f. - Is the disallowance of an expense in 
the utility's last rate case relevant (page 7)? 

As one can see, almost all of the items at issue in 

this case were considered at that workshop. 

Did you participate in that workshop? 

Yes. I appeared on behalf of the FWWA and several of my 

clients. I have enclosed my answers to the questions in 

the August 4 th  Workshop Notice as Exhibit RCN-11. My 

answers to the issues directly related to this case, as 

noted above, are included. 

Would you please look at page 8 of Exhibit RCN-11? 

Yes. 

Please summarize this page. 

This page outlines the principles I have always used to 

determine what is above the line and below the line to 

determine jurisdictional net operating losses. Each of 

the five principles set forth are consistent with the 

definitions of above the line and below the line revenue 

and expenses that I have previously set forth above. 
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Q. Briefly describe the information on pages 9, 10, and 11 of 

Exhibit RCN-11. 

A .  This information was originally an exhibit prepared for 

the Canal Utilities, Inc. case I referred to above. The 

information shows that under the Staff proposal for CIAC 

depreciation, a contributor in year one would receive a 

refund of approximately $11,000, while a contributor in 

year seven would receive a refund of approximately 

$90,000. The schedule also shows that under the previous 

Commission practice of including only first year 

depreciation above the line, each contributor gets an 

equal refund. 

Q. What came out of the workshop which was held on August 30, 

1995? 

A .  Basically, all parties agreed that the current system and 

procedures were broken and needed to be fixed. We left 

the workshop promising the Staff that we would present a 

new proposal, which would greatly simplify the entire 

question of gross-up and give 100 percent of the tax 

benefits of CIAC depreciation to the rate payer. This 

proposal would be presented by the Staff to the Commission 

Workshop, which was to be held on November 29, 1995. 

Q. Was such a proposal developed and, if so, would you 

briefly summarize it? 

A. Yes. I developed a proposal in cooperation with other 
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members of the M A .  That proposal would have eliminated 

gross-up refunds and required regulatory above the line 

amortization of all gross-up funds received. This would 

give 100 percent of the tax benefits of CIAC to the 

customers of a utility. Further, the deferred tax 

liability associated with CIAC depreciation timing 

differences would be included in the capital structure at 

zero cost. Over the amortized life of gross-up, there 

would be no impact on rate base, the balance sheet, or 

income statement. 

How did this Docket (No. 960397-WS) turn out? 

On April 18, 1996, the Staff issued a Memorandum for 

consideration by the Commission at its April 30, 1996, 

Agenda Conference. Staff recommended that the 

Commission's policy concerning collection and refund of 

CIAC gross-up be revisited, but that pending a change in 

policy, CIAC gross-up cases would continue to be processed 

under Staff's understanding of the provisions of Orders 

Nos. 16971 and 23541. I have enclosed a copy of that 

Recommendation, which was approved by the Commission, 

because it contains good background analysis and confirms 

my testimony concerning the difficulty and lack of uniform 

gross-up refund procedures. 

So, the Commission decided to continue processing gross-up 

refund applications under an admittedly flawed process? 
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Yes. I believe this was a serious mistake based on the 

comments of Staff about what was wrong with the process at 

the August 30th Staff Workshop. However, neither the FWWA 

nor any of my clients had the necessary resources to 

protest that decision. 

Was any new policy ever adopted? 

No. The Small Business Job Protection Act of 1996 

provided for the non-taxability of CIAC, effective June 

12, 1996. Thus, there was no need for a change in policy. 

However, as established in Order No. PSC-96-0686-FOF-WS, 

all pending CIAC gross-up refund cases would continue to 

be processed, pursuant to Orders Nos. 16971 and 23541. 

Mr. Nixon, I believe you mentioned earlier that up until 

early 1995, the Commission Staff and the Commission 

generally followed your definition of how above and below 

the line revenue and expenses should be determined. Is 

that correct? 

Yes. 

When did that change occur? 

I cannot pinpoint an exact date. However, it was sometime 

during late 1995, after the Staff and Commission workshops 

held to address the problems associated with the 

Commission's policy and practices. 

Specifically, what changed? 

Staff changed its policy of determining what was above the 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

line and below the line in gross-up refund computations. 

Specifically, the decision was made to use above the line 

expenses reported in the Annual Reports as a substitute 

for above the line expenses on the income tax returns and 

in gross-up reports. 

What was the impact of that change in policy? 

The impact was to produce large above the line NOLs,  which 

were then used to the benefit of the contributor. 

Why was Staff's new approach wrong? 

Due to changing conditions, many utilities incur various 

legitimate and necessary operating expenses subsequent to 

the establishment of rates in their last rate cases. 

Thus, not all necessary and prudent expenses are being 

recovered in the service rates established for a utility. 

As a result, utility stockholders are subsidizing the 

utility and are entitled to any tax benefits associated 

with these losses. Therefore, failure to do a careful 

analysis and to account for this subsidization violates 

the intent of Order N o .  23541 and the Commission's prior 

Orders which used this approach. 

What you're saying, then, is that the objective of 

regulatory reporting in Annual Reports is different than 

the objective of gross-up calculations? 

Yes. For Annual Reporting purposes, a utility is 

reDortinu all of its leaitimate and necessarv emenses to 

-29- 



1 

2 

3 

4 

5 

6 Q* 

7 A. 

8 

9 

10 

11 

1 2  

1 3  

1 4  Q. 

1 5  

1 6  

1 7  

18 A .  

1 9  

20  

2 1  

22 

23 

24 

25  

provide service, regardless of whether they are being 

recovered in existing service rates or not. In contrast, 

the objective of gross-up analysis is to determine, as 

nearly as possible, who has paid for the N O L s  and should 

get the tax benefit of the losses. 

In general, how is the gross-up analysis performed? 

Through use of the matching principle, taxable operating 

revenues are matched to tax expense deductions, based on 

the expenses embedded in utility rates. This approach is 

used since the rates determine the operating revenue 

reported on the tax return and the rates are the sum of 

expenses and operating income set in a company's last rate 

case. 

Could you give us an example of an expense which would be 

appropriately reported above the line in an Annual Report, 

but properly classified below the line for gross-up 

computations? 

Yes. One example would be the cost of a new type of 

chemical required for water or wastewater treatment which 

was not in use at the time of a company's last rate case 

and is, therefore, not currently embedded in the utility's 

rates. This expense would definitely be reported as an 

above the line expense in the Annual Report. However, 

since this expense is not being recovered in the utility's 

rates and, thus, is not included in the revenue shown on 
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the tax return, it must be reported in the gross-up 

computations as a below the line expense. 

Almost any type of expense not embedded in a company's 

rates could be treated differently for Annual Report and 

gross-up refund computations. 

Have you prepared an Exhibit which shows the change in 

Staff policy? 

Yes. I have enclosed Exhibit RCN-13, which is an analysis 

of above the line and below the line treatment of 

operating expenses in gross-up reports before and after 

the 1995 Staff change in policy. 

Please explain this Exhibit. 

Page 1 of this Exhibit demonstrates the change in policy. 

In the far left hand column, I have listed several utility 

companies and the gross-up reporting years dealt with by 

the Commission. The information to the center left of the 

schedule entitled "Before Staff Change in Policy - Pre- 
1996" begins with a column showing the dollar amounts of 

below the line items contained in the gross-up reports 

filed with the Commission. Going right, the next column 

indicates whether the expense was treated as an above the 

line expense in the company's Annual Reports. The next 

column indicates whether the Commission included these 

expenses below the line in its Order disposing of gross-up 

collections. The next column gives the PSC Order and date 
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of issue. The next column is an Exhibit reference for 

each company listed. Each Exhibit (attached) contains a 

copy of the PSC Order and a copy of the above and below 

the line allocations for the years indicated. In each 

instance, the amount of refund per the Orders agrees 

materially with the refund proposed by the utility. 

The right side of the schedule shows the same 

information for the same companies after 1995. As you 

will note, beginning in 1996, expenses that were 

previously approved by the Commission for below the line 

treatment in the gross-up reports were classified above 

the line in the PSC Orders. This was due to Staff I s  

decision to use Annual Report above the line expenses as 

a substitute for above the line amounts in the gross-up 

refund reports. 

Did Aloha Utilities, Inc., Eagle Ridge Utilities, Inc., or 

Forest Utilities, Inc. protest the new allocation 

procedures reflected in the PAA Orders referenced on 

Exhibit RCN-13? 

No. The companies expressed strong disagreement with this 

change, but the amounts in dispute were not significant as 

to justify the cost of a hearing. 

Has the Commission ever formally dealt with the allocation 

issue? 

No. In all cases prior to this one where gross-up 
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Q. 
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allocations were an issue, they were settled without a 

finding by the Commission. 

I notice that this change in Staff policy was inconsistent 

for Gulf Utility Company. Please comment. 

In the case of Gulf, the 1998 refund Order contained a 

number of below the line expenses for the gross-up 

computation which were classified above the line in the 

Annual Reports as late as December 7, 1998. So, yes, 

there was an inconsistency there. 

How about North Fort Myers Utility, Inc.? 

For gross-up purposes, the Commission and Staff have 

always accepted below the line treatment for certain 

expenses reported above the line in the company's Annual 

Reports. This was true even after the 1996 change in 

policy. This is documented by PSC Order No. PSC-97-0062- 

FOF-SU, issued as late as January 17, 1997. 

I notice that except for Gulf Utility Company, none of the 

gross-up reporting years is earlier than 1990. Why is 

this and how did the Commission handle above and below the 

line gross-up allocations for those years? 

We destroyed a lot of our records of completed cases for 

the years 1987 through 1989. This was true for companies 

such as Eagle Ridge Utilities, Inc. and Martin Downs 

Utilities, Inc., who were sold and no longer clients of 

ours. 
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However, the Commissionls policy for these early 

years, going back to 1987, was exactly the same. This is 

illustrated by the fact that the refunds in dispute in 

Order No. 21436 were ultimately approved as we had filed 

them. In addition, the methodology we used prior to 1996 

was also utilized by the Staff and Commission in the 

applications for continued authority to gross-up CIAC 

required by Order No. 23541. 

I believe this completes the background information on 

gross-up. Is there anything else you would like to 

mention before we move on to the specifics of the gross-up 

refunds for North Fort Myers Utility, Inc.? 

Yes. I would like to address the lack of rule making 

related to the whole issue of gross-up and gross-up 

refunds. I want to go back to Exhibit RCN-12 to pages 6 

and 7 of that Exhibit. On page 6, about the middle of the 

page, Staff noted the following: 

"The Commission does not have a rule on the 

appropriate method to calculate gross-up of 

CIAC, a rule on how to determine if gross-up 

authority is warranted, nor a rule to determine 

how refund of gross-up should be calculated. 

The Commission has, however, developed incipient 

policy for all of these determinations by the 

issuance of the above-referenced Orders.It 
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It is my opinion that the incipient policy for gross- 

up refund calculations was the policy in effect prior to 

1996, as illustrated in Exhibit RCN-13. 

The last paragraph on page 6 indicates that rule 

making may not be feasible and practicable if an agency, 

such as the PSC, has not had sufficient time to acquire 

the knowledge and experience reasonably necessary to 

address a statement by rule making, or where matters are 

not sufficiently resolved. The last sentence on the 

bottom of page 6 and continuing on the top of page 7 reads 

as follows: 

"From the Case Backaround and the additional 

history set out in Jssue 1 above, the Commission 

has shown, through the issuance of Orders Nos. 

16971 (issued December 18, 1986), 23541 (issued 

October 1, 1990), and PSC-92-0961-FOF-WS (issued 

September 9, 1992), and many other Orders and 

also, through its workshops held on August 30, 

1995 (a Staff workshop), and November 29, 1995 

(a full Commission workshop), that matters were 

neither sufficiently resolved nor had the 

Commission gathered sufficient knowledge and 

experience to address the issue of CIAC in 

gross-up in rule making. staff now believes 

that the Commission has aathered such knowledqe 
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and emerience.lI (Emphasis supplied) 

As a result, I believe the Commission should have 

adopted rules for disposing of pending gross-up refund 

cases rather than continuing on a haphazard approach 

without rules. This is particularly unfair to North Fort 

Myers Utility, Inc. in that the Commission changed its 

policy and procedures for the 1995 and 1996 gross-up 

refund years. This change contradicts the policy and 

procedures used by the Commission in its gross-up refund 

Orders for the years 1987 through 1994. As I mentioned 

previously, the policy used to determine gross-up refunds 

for North Fort Myers has been consistent since 1987 and 

was utilized by the Commission as late as January 17, 

1997. A change in policy for the last two gross-up years 

without rule making is neither fair nor just. 

Mr. Nixon, I would now like to turn to the gross-up 

refunds for North Fort Myers Utility, Inc. Did you 

prepare schedules and documentary information for the 

company's proposed gross-up refunds based on the fiscal 

tax years ended May 31, 1995 and 1996? 

Yes. 

Please describe the information you prepared for the 

fiscal year ended May 31, 1995. 

O u r  original report of proposed refunds was dated June 18, 

1996. That report proposed a refund of approximately 
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$13,000. As a result of answering some questions posed by 

Staff, I revised the report slightly on January 9, 1997, 

to reclassify $9,175 of miscellaneous income from below 

the line to above the line. This income related to 

miscellaneous service charges from reconnect fees. In 

addition, we proposed that the refund be offset by legal 

and accounting fees incurred as of that date. Based on 

these changes, a refund of approximately $8,000 was 

proposed. 

On February 4, 1998, the revised filing of January 9, 

1997, was amended to include $ 2 8 , 8 6 5  of CIAC and $17,414 

of gross-up as additional taxable income associated with 

installment contracts of CIAC and gross-up receivable. 

The effect of these adjustments was to propose a refund of 

approximately $3,700 after an offset for 50 percent of 

incurred and estimated legal and accounting fees. Each of 

these 1995 refund reports are contained in Exhibit RCN-14. 

Were there any other changes to what was filed for 1995? 

Yes. After a meeting with Staff and OPC on May 19, 1998, 

we submitted a revised gross-up proposal for the fiscal 

years ended 1995 and 1996. This revised proposal is 

enclosed as Exhibit RCN-16 and contains a proposed 1995 

refund of $73,367. 

What did you prepare and file for the year ended May 31, 

1996? 
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Our original report was dated April 4, 1997. In that 

report, no refund was proposed. On February 4, 1998, the 

original report was amended to include $616,295 of CIAC 

and $143,374 of gross-up as additional taxable income 

related to amounts financed by installment contracts. 

Also, 50 percent of legal and accounting fees were 

proposed as an offset. As with the original report, no 

refund was proposed. 

Both the original and amended reports are enclosed 

with this testimony as Exhibit RCN-15. 

Were there any other changes made to what was filed for 

1996? 

Yes. As noted above, the company submitted revised refund 

proposals, subsequent to the meeting with the Staff and 

OPC referred to above. A refund of $51,131 for 1996 was 

proposed, as shown on Exhibit RCN-16. 

What are the appropriate gross-up refunds proposed by the 

utility in this proceeding? 

The appropriate refunds before consideration of the costs 

of this proceeding are those shown on Exhibit RCN-16. A 

$73,367 refund for the tax year ended May 31, 1995, and 

$51,131 for the tax year ended May 31, 1996, are 

appropriate. After reductions for the actual and 

estimated costs of this proceeding, no refunds are 

proposed for either tax year. 
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Please summarize the two primary issues which are in 

dispute in this case. 

The two major issues are as follows: 

1. Was it appropriate for the utility to file amended 

tax returns recognizing additional taxable CIAC and gross- 

up income for the outstanding balances of the amounts 

financed under installment contracts? 

2 .  Is it appropriate to classify certain operating 

expenses reported above the line for Annual Report 

purposes as below the line expenses for gross-up purposes? 

Please address the amended return issue. 

North Fort Myers Utility, Inc. is an accrual based 

taxpayer. As a result, it is required to report revenues 

and expenses on an accrual basis for tax purposes. I 

believed that the company was at risk for additional tax, 

penalties, and interest for understating income related to 

CIAC and gross-up because the installment contracts had 

been entered into prior to June 12, 1996, the effective 

date of the repeal of tax on CIAC. I believed that 

failure to report receipts of cash collected after June 

12, 1996, related to these contracts could be interpreted 

as a scheme to avoid income taxes under Internal Revenue 

Notice 87-82.  

This Notice dealt with Code Section 118 and the 

taxability of CIAC. I have enclosed a copy of this Notice 
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as Exhibit RCN-17. 

On page 3 of Exhibit RCN-17, paragraph I11 addresses 

fair market value of CIACs. The first sentence of that 

section reads as follows: 

"A utility shall include in income the amount of 

any cash received as CIAC and the fair market 

value of all property received as a CIAC.II 

Section IV, on that same page, begins as follows: 

"A transaction will be treated as a CIAC if such 

treatment is in accordance with the substance of 

the transaction, regardless of the form in which 

such transaction is conducted." 

The second paragraph under Section IV begins as 

f 01 lows : 

"In addition, a transaction will be treated as a 

CIAC if the utility effectively obtains the 

burdens and benefits of ownership with respect 

to property . . . 
Page 2 of Exhibit RCN-13 addresses relocation of 

utility facilities under paragraph 11. However, the first 

several paragraphs include a recap of definitions of what 

was CIAC by reference to the legislative history of what 

is taxable CIAC. Paragraph I1 on page 2 reads as follows: 

"The legislative history to Section 8 2 4  of the 

Act indicates that Congress viewed the receipt 

I 1  
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by utilities of CIACs as a prepayment for future 

services that the utilities would provide to 

their customers. (I 

And, again, in the middle of the second paragraph: 

"Congress viewed the exclusion of these amounts 

from income as inappropriate and, accordingly, 

required that a utility 

"report as an item of gross income the 

value of any property, jncludina money, 

that it receives to provide or 

encourage . . . the provision of 

services to or for the benefit of a 

person transferring the property. A 

utility is considered as having 

received property to encourage the 

provision of services if the receipt of 

the property is a prerequisite to the 
provision of services . . . II 

I believe these excerpts from Notice 87-82 clearly 

establish that the CIAC and gross-up received from 

customers via installment contracts were fully taxable, 

Payment of CIAC and gross-up, whether in cash or through 

a note, was a precondition to the provision of wastewater 

collection and treatment services. In exchange, the 

utility effectively obtained the burden and benefits of 
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ownership since it owned the lines and wastewater 

treatment facilities through which it was able to provide 

service and receive revenues. Since North Fort Myers 

Utility, Inc. is an accrual taxpayer, it is my opinion, 

and the opinion of my partner who specializes in the area 

of federal income taxation, that all of the CIAC and 

gross-up received via installment notes was fully taxable 

in the year the notes were received. 

What if North Fort Myers had been a cash basis taxpayer? 

It is my opinion, and that of my tax partner, that all 

collections of CIAC and gross-up under the installment 

contracts would be taxable when received, even amounts 

received after June 12, 1996. This is because the 

contracts and respective burdens and benefits associated 

with the contracts were entered into prior to the repeal 

of tax on CIAC. According to my understanding of IRS 

Notice 8 7 - 8 2 ,  as discussed above, and general tax law, 

those contracts represent income in the year entered into. 

Please address the above the line-below the line issue. 

It was entirely appropriate to classify certain operating 

expenses below the line for gross-up refund purposes and 

above the line for regulatory reporting purposes in the 

Annual Reports. In Annual Reports, North Fort Myers 

reports its regulatory revenue, expenses, operating income 

or loss without regard to an analysis of the source of 
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funding of expenses or who should receive the tax benefits 

of losses caused by subsidization of utility operations by 

the Company's stockholders. Thus, any necessary operating 

expenses incurred to provide service are appropriately 

reported above the line. 

In contrast, the gross-up refund reports are primarily 

an analysis of the source of funding of expenses to 

determine who should receive the tax benefits of losses 

caused by stockholder subsidization of utility operations. 

Thus, an expense identified as one subsidized by 

stockholders is appropriately classified below the line 

for gross-up purposes, in order that the stockholders get 

the benefit of the tax assets arising from such 

subsidization. 

What were these expenses you classified below the line? 

They were expenses incurred by North Fort Myers Utility, 

Inc. which were necessary to provide service, but which 

have never been recognized in the rates of the utility. 

The company's last general rate case was in 1982, 

based on the test year ended December 31, 1981. At that 

time, the company operated a couple of package treatment 

plants and provided service primarily to Old Bridge Park, 

a mobile home community. 

During the test year, no officers' salaries, 

engineering, or legal fees were included in test year 
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A .  

expenses. No proforma adjustments were requested for 

these items, either. 

Since that rate case, the Company retired its on-site 

package treatment plants and constructed an off-site 

regional facility of municipal quality and began 

aggressively expanding its service territory and customer 

base. The old treatment plants were retired and the net 

book value treated as a deferred charge. This amount has 

been amortized using a 40-year life. As with the other 

expenses mentioned above, this expense has legitimately 

been classified above the line for Annual Report purposes, 

but has never been recognized in rates. 

If none of these types of expenses are embedded in the 

utility's rates, who has been paying them? 

The stockholders of North Fort Myers Utility, Inc. For 

this reason, they are appropriately classified below the 

line for gross-up purposes, so the stockholders will get 

the tax benefits of the losses created by these expenses 

as they should, since their cost has been paid for by 

them. The contributors of CIAC and gross-up have had 

absolutely nothing to do with the creation or payment of 

these expenses and the associated tax losses. They should 

not unjustly benefit from them through above the line 

classification on the gross-up reports. 

Whv has North Fort Myers Utility, Inc. not filed a rate 
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1 case to seek recovery of these expenses? 

2 A. Management has chosen to keep the rates artificially low 

3 in order to expand the utility system. This is the 

4 situation cited by the Staff on page 9 of this testimony, 

5 Lines 22 and 23. The customers have received a tremendous 

6 benefit through the years due to the fact that rates have 

7 been lower than they should have been to produce a fair 

8 rate of return. 

9 Q. I notice that on Exhibit RCN-16 you propose that the 

10 ''testingtt portion of the "engineering & testing" expense 

11 on the tax return be classified above the line. Also, I 

12 notice that the proposal was made to classify 4 0  percent 

13 of the general manager's salary above the line. Please 

1 4  explain these adjustments. 

15 A .  On May 19, 1998, Mr. Deterding and I met with the Staff 

16 and OPC to see if there was a way to settle this case. 

17 Based on additional investigation, I determined that the 

18 line item in cost of goods sold on the tax return labeled 

19 "engineering & testingtt in reality was the general 

20 manager's salary, DEP testing, and plant supplies. Since 

2 1  I believe that some testing expense and plant supplies 

22 were included in the rates established in the last rate 

2 3  case, these amounts should properly have been classified 

24 above the line. 

25 Although little of the general manager's salary was 
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embedded in the utility's rates, I proposed that 40 

percent be classified above the line in an effort to 

resolve this case. 

Page 2 of Exhibit RCN-16 is a schedule showing the impact 

of revising the Annual Reports to conform to the same 

above the line/below the line classification used in the 

gross-up refund reports. 

At our meeting on May 19th, Staff continued to insist that 

those expenses classified as above the line expenses on 

the Annual Reports should be used as a substitute for 

above the line expenses on the tax return and in the 

gross-up refund reports. This schedule was submitted to 

Staff to show that even had the expenses in the Annual 

Report been classified as below the line expenses, the 

company would still be earning far less than its 

authorized rate of return. 

What accounts for the differences between the amounts of 

above the line expenses on pages 1 and 2 of Exhibit RCN- 

16? 

Page 1 is information from the tax return based on the 

fiscal years ended May 31, 1995 and 1996. The information 

on page 2 is based on the calendar years ended December 

31, 1994 and 1995. Naturally, there would be differences. 

Was the information contained on page 2 of Exhibit RCN-16 

requested by Staff during the meeting of May 19, 1998? 

Why was this presented? 
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Yes. We had offered to amend the Annual Reports, if 

necessary, but Staff did not feel like the additional 

expense was justified at that time. 

What happened after Staff reviewed the information in 

Exhibit RCN-16? 

Staff informed Mr. Deterding that if above the line 

expenses for Annual Report purposes were classified below 

the line for gross-up purposes, then they should receive 

the same treatment for indexing purposes. 

Does the utility agree with this notion? 

Absolutely not. As I have stated repeatedly, the above 

the line expenses in the Annual Report were necessary to 

provide utility service and were, therefore, legitimately 

classified above the line. The fact that these expenses 

had not been recognized in the company's last rate case, 

going back to 1981, did not and does not mean that such 

expenses are ineligible for indexing. At least through 

indexing, some small portion of these expenses can be 

recovered. 

Is that why you classified 40 percent of the general 

manager's salary above the line on page 1 of Exhibit RCN- 

16? 

Yes. I believe that although none of Mr. Reeves' salary 

has ever been considered in the rates established for the 

utility, such above the line recognition would account for 
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any officers' salaries or other expenses that had been 

indexed and, therefore, partially included in rates. 

Q. Then you believe that the company appropriately indexed 

expenses shown above the line in its Annual Reports? 

A. Absolutely. There is no way to know for sure what 

adjustments the Commission might make in an imagined rate 

proceeding. Certainly, the amount of general manager's 

salary, officers' salaries, and other expenses which were 

indexed and now included in rates represent fairly minor 

amounts. 

As I have stated many times during this testimony, 

there is no relationship between above the line for 

regulatory reporting purposes and above the line on the 

tax return for gross-up purposes. The objectives of each 

are totally different. 

Q. Is a refund of any indexed revenue appropriate? 

A .  No. Indexing did not cause the utility to exceed the 

range of its authorized rate of return, even after the 

Annual Reports were revised to reclassify certain expenses 

below the line for gross-up purposes. In addition, the 

expenses indexed appropriately qualified for indexing. 

Q. Did the utility attempt to address Staff's concerns about 

indexing? 

A.  Yes. The company proposed an informal settlement 

agreement which addressed this issue. The settlement 
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proposal is accurately set forth on page 12 of Order No. 

PSC-99-1068-PAA-SU. 

Does the Company still propose that settlement agreement? 

No. Since the Company has been required to go to hearing, 

that settlement offer is now off the table. This would 

not preclude negotiations with OPC and Staff prior to 

hearing to settle this case, if possible. 

When were the Annual Reports amended? 

Not until February 15, 1999. This was after all attempts 

to convince the Staff that its position concerning above 

the line treatment for tax and gross-up and Annual 

Reporting purposes was incorrect. 

Mr. Nixon, is there anything else you would like to 

address at this time? 

Not at this time. No doubt, additional issues will arise 

which will require rebuttal testimony. In addition, this 

case has cost the utility a tremendous amount of money. 

The company will be seeking recovery of these costs as an 

offset to any gross-up refunds which are ultimately 

required or from the rate payers. I have attached as 

Exhibit RCN-18 a summary of the most recent calculations 

of these costs ($220,048). An updated version of the 

actual and estimated expenses for this Docket will be 

filed as an Exhibit with the rebuttal testimony of the 

utility or as a late filed post-hearing Exhibit. 
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Robert C. Nixon 

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

Business Administration from the University of Florida and a 

Bachelor of Arts Degree in Accounting from the University of 

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

accountant for two years and by the Florida Public Service 

Commission as an auditor for two years. 

Bob is Vice President and Secretary of Cronin, Jackson, 

Nixon 61 Wilson and has been with the firm since 1981. He is 

responsible for the firm's regulated utility services practice. 

He is a Certified Public Accountant and a member of the 

American Institute of Certified Public Accountants. Bob was a 

Director of the Florida Waterworks Association from 1986 

through 1993. 

Bob's practice currently provides various services to 

approximately 5 5  investor-owned utilities regulated by the 

Florida Public Service Commission. Such services include rate, 

service availability and original certificate applications; 

assistance with over earnings investigations, CIAC gross-up 

applications and reports; preparation of Annual Reports and 

financial statements; utility valuations and tax services. 

Bob's experience in rate and other proceedings before the 

Florida Public Service Commission includes representation of 

the following companies: 
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Name of ComDanv 

Clay Utility Company 

Twin County Utility Company 

Sanlando Utilities Corp. 

Park Manor Waterworks, Inc. 

Forest Utilities, Inc. 

Eagle Ridge Utilities, Inc. 

Martin Downs Utilities, Inc. 

Ocean Reef Utility Co. 

Rolling Oaks Utilities, Inc. 

St. Johns Service Company 

Limited investigation into 

rate settling procedures 

and alternatives for water 

and sewer companies 

Radnor Plantation DBA 

Plantation Utilities 

Hydratech Utilities, Inc. 

Martin Downs Utilities, Inc. 

Southern States Utilities 

FFEC-Six, Ltd. 

East Central Florida Services 

Aloha Utilities, Inc. 

Mad Hatter Utility, Inc. 

Lehigh Utilities, Inc. 

Order No. 

14305 

14380 

15887 

15831 

14557 

14133 

17269 

17532 

17760 

18551 

Date 

04/22/85 

05/17/85 

03/25/86 

03/12/86 

07/10/85 

021 17/85 

03/10/87 

05/08/87 

06/06/87 

12/15/87 

21202 05/08/89 

21415 

22226 

22869 

24715 

24733 

PSC-92-0104-FOF 

PSC-92-0578-FOF-SU 

PSC-93-0295-FOF-WS 

PSC-93-0301-FOF-WS 

06/20/89 

11/27/89 

04/27/90 

06/26/91 

07/01/91 

03/27/92 

06/29/93 

02/24/93 

02/25/93 
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Name of Company 

Jasmine Lakes Utilities Corp. 

Key Haven Utility Company 

JJ's Mobile Homes, Inc. 

Little Sumter Utility 

Aloha Utilities, Inc. 

Gulf Utility Company 

Lindrick Service Corporation 

Gross-up cases: 

Request by FWWA for investi- 

gation of proposed repeal 

of Section 118(b) IRC (CIAC) 

Same as above 

Same as above 

Clay Utility Company 

Martin Downs Utilities, Inc. 

Hydratech Utilities, Inc. 

JJ's Mobile Homes, Inc. 

Hudson Utilities, Inc. 

East Central Florida Services 

Hudson Utilities, Inc. 

Gulf Utility Company 

Parkland Utilities, Inc. 

Order revising full gross-up 

formula 

Order No. 

PSC-93-1675-FOF-WS 

PSC-94-1557-s-su 

PSC-95-1319-FOF-WS 

PSC-96-1132-FOF-WS 

PSC-97-0280-FOF-WS 

PSC-97-0847-FOF-WS 

PSC-97-1501-FOF-WS 

21436 

21266 

23541 

25205 

25360 

25515 

92-0039 

93-0206 

93-0238 

93-0962 

93-1207 

94-0653 

94-1265 

Date 

11/18/93 

12/13/94 

10/30/95 

09/11/96 

03/12/97 

10/22/97 

11/25/97 

06/26/89 

05/22/89 

10/01/90 

10/11/91 

11/19/91 

12/30/91 

03 / 10192 

02/09/93 

02/15/93 

06/28/93 

08/18/93 

05/31/94 

10/12/94 
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22 

Name of Comanv 

Forest Utilities, Inc. 

Martin Downs Utilities, Inc. 

Eagle Ridge Utilities, Inc. 

Fountain Lakes Sewer Corp. 

Aloha Utilities, Inc. 

North Ft. Myers Utility, Inc. 

North Ft. Myers Utility, Inc. 

Gulf Utility Company 

North Ft. Myers Utility, Inc, 

Eagle Ridge Utilities, Inc. 

Aloha Utilities, Inc. 

Gulf Utility Company 

Hydratech Utilities, Inc. 

Sunbelt Utilities, Inc. 

Hydratech Utilities, Inc. 

Aloha Utilities, Inc. 

Parkland Utilities 

Order No. 

25299 

25388 

25436 

25500 

25526 

25533 

92-0251 

93-0871 

94-0443 

94-0448 

94-0444 

95-0508 

PSC-96-1352-FOF-WS 

PSC-97-0147-FOF-WS 

PSC-97-0657-AS-WS 

PSC-98-0319-AS-WS 

PSC-98-0445-AS-WS 

Gulf Utility Company PSC-98-1626-FOF-WS 

Fountain Lakes Sewer Corp. PSC-99-1748-PAA-SU 

JJ's Mobile Homes, Inc. Pending Docket No. 

980954-WS 

Date 

11/05/91 

11/25/91 

12/04/91 

12/17/91 

12/24/91 

12/24/91 

04/27/92 

06/09/93 

04/13/94 

04/13/94 

04/13/94 

04/25/95 

11/18/96 

02/11/97 

06/09/97 

02/23/98 

03/30/98 

12/07/98 

09/07/99 

Agenda Conf. 

11/18/99 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In Re: Request by FLORIDA WATERWORKS ) DOCKET NO. 860184-PU 

proposed repeal of Section 118(b), ) ORDER NO. 16971 
ASSOCIATION for investigation of ) 

Internal Revenue Code 1 

Construction). 1 
(Contributions in Aid of ) ISSUED: 12-1 6-66 

The following Commissioners participated in the 
disposition of this matter: 

GERALD L. GUNTER 
JOHN T. HERNDON 
KATIE NICHOLS 
MICHAEL McK. WILSON 

NOTICE OF PROPOSED AGENCY ACTION 

ORDER GRANTING FLORIDA WATERWORKS 
ASSOCIATION'S "APPLICATION FOR EMERGENCY 
APPROVAL OF AMENDED SERVICE AVAILABILITY 

POLICIES" WITH MODIFICATIONS 

BY THE COMMISSION: 

-NOTICE is hereby given by the Florida Public Service 
Commission of its intent to grant, pursuant to Sections 
367.011, 367.0822, 367.101, and 367.121, Florida Statutes, and 
Rule 25-30.565, Florida Administrative Code, approval of the 
Florida Waterworks Association's request that water and sewer 
utilities subject to this Commission's jurisdiction be allowed 
to amend their service a v a i l a b i l i t y  policies to meet the t a x  
impact on Contributions in Aid of Construction (CIAC) resulting 
from the amendment of Section 118(b) of the Internal Revenue 
Code. 

BACKGROUND 

Congress has passed and the President has signed the Tax 
Reform Act of 1986 (Act), which amends, effective January 1, 
1987, Section 118(b) of the Internal Revenue Code. 

Section 118 is entitled, 'Contributions to the capital , a f  
a corporation'. Section 1 1 8 ( a )  states, 'In the case of a 
corporation, gross income does not include any contribution t5 
the capital of the taxpayer.' Prior to the passage of the A c t ,  
Section 118(b)(l), entitled 'Contributions in a i d  c j f  

construction', stated, 

Contributions in aid of Construction. (1) 
General Rule. For Purposes of this section, 
the term 'contribution to the capital of the 
taxpayer' includes any amount of money or 
other property received from any person 
(whether or not a shareholder) by a regulated 
public utility which provides electric 
energy, gas (through a local distribution 
system or transportation by pipeline), water, 
or sewerage disposal services i f - -  

(A) such amount is a contribution in aid of 
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( e )  where the contribution is in property 
which is other than electric energy, gas, 
steam, water, or sewage disposal facilities, 
such amount meets the requirements of the 
expenditure rule of paragraph ( 2 ) ,  and 

(C) such amounts (or any property acquired 
or constructed with such amounts) are not 
included in the taxpayer's rate base for 
rate-making purposes. 

Section 118(b) now reads: 

(b) CONTRIBUTIONS IN AID OF CONSTRUCTION 
ETC.--For purposes of subsection (a), the 
term 'contribution to the capital of the 
taxpayer" does not include any contribution 
in aid of construction or any other 
contribution as a customer or potential 
customer. (Emphasis supplied). 

Thus CIAC paid to a utility by developers and other 
customers may be treated as gross income to the utility and may 
be subject to taxation. 

REQUEST OF FLORIDA WATERWORKS ASSOCIATION 

In response to the change in the tax law, the Florida 
Waterworks Association has requested that this Commission enter 
an order which provides as follows: 

a) On and after January 1, 1987, the effective date o l  
the repeal of Section 118(b) of the Internal Revenue Code, 
utilities may collect from developers and others who transfer 
property and amounts to a utility as CIAC, which transfers had 
been excluded from taxable income pursuant to Section 118(b) of 
the Internal Revenue Code an amount equal to the tax impact. 

b) The tax impact amount to be collected shall be 
determined using the formula 

TAX IMPACT - R X (F + P) 
1.0-R 

1) R - Applicable marginal rate of Federal and State 
Corporate Income Tax i f  one is payable on the value of 
contributions which must be included in taxable income of the 
utility. 

2 )  R shall be determined as follows: 

R - ST + FT (1-ST) 

ST - Applicable marginal rate of State Corporate Income Tax 
FT - Applicable marginal rate of Federal Income Tax, either 
corporate or individual. 

3) F - Dollar Amount Of charges paid to a utility as 
contributions in rid of construction which must be included in 
taxable income of the utility, and which had been excluded in 
taxable income pursuant to Section 118(b) of the Internal 
Revenue Code. 
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4) P - Dollar amount of property conveyed to utility 
which must be included in taxable income of the utility, a n d  
which had been excluded from taxable income pursuant to Section 
118(b) of the Internal Revenue Code. 

c) The CIAC tax impact amounts, as determined in 
Paragraph (b), shall be deposited as received into a fu!ly 
funded interest bearing escrow account, hereinafter 
referred to as the 'CIAC Tax Impact Account". Monies in 
the CIAC Tax Impact Account may be withdrawn periodically 
for the purpose of paying that portion of the estimated 
Federal and State income tax expense which can be shown to 
be directly attributable to the repeal of Section 118(b) 
of the Internal Revenue Code and the inclusion of CIAC in 
taxable income. Annually, following the preparation an d  
f i l i n g 2  the utility 's annual Federal and State incorn< 
tax returns, a &&aun.a ' tion shall b e m a d e a s  co the 
actua 1 r a l  and State income tax expense that is 
d i r e c t 1 y f %  r i b u t a b 1 e t 0- t he i n c 1 u s i p , n - - g , m T  n m  e 
-income f o r t h e  tax  yea^ CIAC tax impact monies received actual 
dtring the tax year that are i n  excess of theerecelit 
pmount of tax -ex_pens-e-that is attrioutanie to t n  
of CIAC together with interest earned on such excess 
v' monies held in the CIAC Tax Impact Account must be. 
refunded U U Q - r j t a  basis to the parties which made the 
contribution and paid the tax impact amounts during the 
tax year. The utility is required to maintain adequate 
records to account for the receipt, deposit, a n d  
withdrawal of monies in the CIAC Tax Impact escrow 
account. A detailed statement of the CIAC Tax Impact 
Account, including the annual determination of actual t a x  
expense attributable to the repeal of Section 118(b) of 
the Internal Revenue Code shall be submitted as a p a r t  of 
the utility's annual report. 

d) The amount of CIAC Tax Impact collected by a utility 
shall not be treated as CIAC for ratemaking purposes. 

We shall grant Florida Waterworks Association's request 
subject to the following modifications: 

1. All net savings in tax expense resulting from passage 
of the Act related to jurisdictional operations shall be offset 
against an.y increases in tax expense due to taxation of CIAC 
before monies are withdrawn from the escrow account. 

2. Annually, following the preparation and filing of the 
utility's annual Federal and State income t a x  returns, the 
utility shall file with the Commission the following 
information which will receive confidential treatment: 

a. Signed copies of said Federal and State 
Income tax returns. 

b. Workpapers, related to said returns, 
which show the treatment of CIAC on said 
returns. 

c. Workpapers showing the calculation of any 
tax savings resulting from the Act and 
related to jurisdictional operations. 
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3. In the event that excess monies are determined to 
have been withdrawn from the escrow account, the utility shall 
repay said monies to the account together with any earnings on 
the account lost because of the withdrawal. 

4. The report of the escrow account activity shall 
include a record of interest earned and refunded as well as a 
calculation of tax savings. 

In the event that a utility does not wish to furnish its 
tax return, a substitute reporting format acceptable to staff 
may be provided with assurance that signed copies of the t a x  
return are available to staff upon request for review and audit. 

REQUEST FOR LETTER RULING 
FROM INTERNAL REVENUE SERVICE 

It is possible to ihterpret the language of the amended 
Section 118(b) in such a manner that CIAC received from 
developers and CIAC received from future ratepayers can be 
segregated so that only CIAC receipts from future ratepayers 
would be subject to taxation. As there would appear to be some 
support for this position in prior litigation in the area, this 
idea is worth pursuing. Also, some items of taxation may be 
avoided i f  title does not pass. This possibility should also 
be pursued. 

Consequently, we will require the Florida WateFworks 
Association to have one oE its members request €rom the 
Internal Revenue Service a letter ruling to clarify the meaning 
of the new Section 118(b). 

This Commission shall participate fully in the letter 
ruling process. This includes the drafting and approval of the 
request and a l l  subsequent meetings on the issue with the 
Internal Revenue Service. All contacts with the Internal 
Revenue Service by any party shall be reported. 

In view of the emergency nature of this matter, the time 
period for protesting this PAA order shall expire on December 
31, 1986. 

In Consideration of the above, it is 

ORDERED by the Florida Public Service Commission that the 
request of the Florida Waterworks Association, as set forth and 
modified in the body of this order, is granted. I t  is further 

ORDERED that the Florida Waterworks Association shall, 
within a reasonable time, have one of its members request fron; 
the Internal Revenue Service a letter ruling clarifying the 
meaning of t-he new Section 118(b) of the Internal Revenue Code, 
with respect to the matters raised herein. It is further 

ORDERED that this Commission shall fully participate in 
the letter ruling process. It is further 

ORDERED that this Docket shall remain open to handle any 
generic problems that arise in accounting for CIAC (including 
gas and electric CIAC) and the related tax expenses. I t  is 
further 

ORDERED that the prov 
proposed agency action, 
appropriate petition in the 

. Florida Administrative Code 

sions of this order, issued as 
shall become final unless a n  
form provided by Rule 25-22.036, 
is received by the Director o t  
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Records and Reporting at his office a t  101 East Gaines Street, 
Tallahassee, Florida 32399-0870, by the close of business on 
December 31, 1986. 

By ORDER of the Florida Public Service Commission, 
this '18th day Of DLCE!iBER , 1986. 

Division of ReFords and Reporting 

( S E A L )  

WJB 

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW 

The Florida Public Service Corrrnission is required by 
Section 120.59(4), Florida Statutes (1985), to notify parties 
of any administrative hearing or judicial review of Commission 
orders that may be availabl-e, as well as the procedures an3 
time limits that apply to such further proceedings. This 
notice should not be construed as an endorsement by the Florida 
Public Service Commission of any request nor should i t  be 
construed as an indication that such request will be granted. 

The action proposed herein is preliminary in nature a n d  
will not become effective or final, except as provided by Rule 
25-22.029. Florida Administrative Code. Any person whose 
substantial interests are affected by the action 'proposed by 
this order may file a petition for a formal proceeding, as 
provided by Rule 2 5 - 2 2 . 0 2 9 ( 4 ) ,  Florida Administrative Code, in 
the form provided by Rule 25-22.036(7)(a) and (f), Flcrida 
Administrative Code. This petition must be received by the 
Director, Division of Records and Reporting a t  his office a t  
101 East Gaines Street, Tallahassee, Florida 32399-0870, by 
the close of business on December 31, 1986. In the absence of 
such a petition, this order shall become effective January 1, 
1987, as provided by Rule 25-22.029(6), Florida Administrative 
Code, and as reflected in a subsequent order. 

Any objection or protest filed in this docket before the 
issuance date of this order is considered abandoned unless i t  
satisfies the foregoing conditions and is renewed within the 
specified protest period. 

If this order becomes final and effective on January 1, 
1987, any party adversely affected may request judicial review 
by the Florida Supreme Court by the filing of a notice of 
appeal with the Director, Division of Records and Reporting a n d  
the filing of a copy of the notice and f i l i n g  fee with the 
Supreme Court. This filing must be completed within 30 days o f  
the effective date of this order, pursuant to Rule 9.11C. 
Florida Rules of Appellate Procedure. The notice of appeai 
must be in the form specified in Rule 9.900(a), Florida Rules 
of Appellate Procedure. 
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HEFORE THE FLONllW P U t l L l C  S E R V I C l :  COMMISSION 

BY THE COMMISSION: 

, Orr ,,Uecembec I R ,  \')l\l,, t h i s  C o i n m i r , s i o n  issilt?rj Older N O , '  
', 1 6 9 7 1  8 s  Proposed Aguncy Act ion  i n  t h e  above-noted  dOL'kL't. Tile 
f i n a l i t y  of t h a t  ordr:! W a T  r i i~rlc dt 'p t !nJrnt  on Lhe abscrlce o f  an ''. I 

a p p r o p r i a t e  p e t i t i o n '  bciftcj f i  I ~ C J  wit.h tl ic Commission by the?;, ,  ' '  .;:.; 
c l o s e  of b u s i n e s s  o n  CJccciirlwr 3 1 ,  19615. T h a t  date h a s  p a s s e d , , ,  , , . ,:"$ 
arid a n  a p p r o p r i a t e  p c f . i t i o r i  a n d  r c q u n s t  f o r  h c s r i n r j " h a s  not,' 
b w r i  r e c e i v e d .  Thcrefoi.t?, t t ic !  p r o v i s i o n s  o i  Ordcc N O .  I 16971 ,,.,, ' 

,,", ; * a , ,  

h a v e  become f i n a l  . 
' 1  ?c 

.. ::* , , .. 

I t  i s ,  therefore, ' .;, , :. 

ORDERED by the Flat i r l d  P u I \ I  i C  S * ' l v ~ ( ' ( '  l : o r n r ~ ! l - ~ s l < i r r  L t 1 , I L  
O r d e r  N O .  1 6 9 7 1  1s d C i n a l  o r d t ? i .  i t ,  i:. l 1 1 1 1 1 1 t ~ i  

ORDERED t h a t  e a c h  ut  I I I L y ,  W I i i C h  p l a n s  to u-cc the opt i o n a  1 
" g r o s s  u p " ,  s h d l  1 subrni t the dppropr ra te  t a r  i t t  s l 1 C C t s  lor 
Commisnioci a i i p r o v n l  p r  ) o r  t o  i m p l u m e n t a t  ion. p i i i s i t a n t  to w \ 1 1 t $  
2 5 - 3 0 .  135, F l u r i d 3  A J i a i r r i s t r c i f  I V B  Code. I n  a d d i t i o n ,  p u r s u a n t  
t o  R u l e  2 5 - 3 0 . 5 5 0 ,  a ctipy of each d e v e l o p e r ' s  agreement, w h i c h  
includes t h e  " g r o s s  up" provislori, shall be f i l e d  w i t h  t h e  
Commission.  I t  is  further I 

ORDERED t h a t .  Docket N O .  t l G O l M 4 - P l ~  s h a l l  r e m a i n  o p c n  t o  
h a n d l e  a n y  generic problains t h n l  d r t s c  i n  a c c o u n t i n g  f o r  C I A C  
( i r i c1udir .g  g a s  and e lect1  L C  C l K )  and t h c  rclatm'l L I K  e t i p e n s c s ,  

Hy ORDER a €  t h e  Flot i d a  P u l > l i c  S i ? r v i c e  C o n r ~ n i ~ s i u n ,  
t h i s  -6rb d S Y  of  &UARY -___-._.... , 1 3 8 7 .  

( S E A L )  

W J B  
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JOH.l' H. CH0.Z'I.Y. J R . .  C.  P.A.  
ROBERT H .  J A C h S 0 , V .  C. P..4. 
ROBERT C. .5'IXO,V, C. P .A.  
STAC} '  H .  ROBBI.VS. C . P . A .  
HOLLY ,M. TOIV.r'ER, C.  P.A. 
JA.44ES 1. CI'1LSO.Y. C. P. A .  
Dl,4.1'E S. I4'OLFRATH, C. P.A 

Cronin, Jackson, Nixon & Wilson 
CER TIFIED PUBLIC A CCO U N  TA A'TS, P. A .  

2560 GULF-TO-BAY BOL'LEI A R D  
S L'1 T E  200 

CLEARIVA TER,  FLORIDA 34625-4411 
(813) 791-4020 

May 1 9 ,  1 9 8 8  

R o b e r t  M .  C .  Rose, Esq. 
Rose, S u n d s t r o m  & B e n t l e y  
2544 B l a i r s t o n e  P i n e s  D r i v e  
Ta l l ahassee ,  F l o r i d a  3 2 3 0 1  

R E :  C I A C  - R e f u n d s  o f  Tax  i n  Escrow 

Dear Bob: 

A c o u p l e  o f  d a y s  a g o ,  w e  d i s c u s s e d  t h e  e f f e c t  o f  m a k i n g  r e f u n d s  t o  
d e v e l o p e r s  o f  t a x  escrow money ,  b a s e d  o n  my u n d e r s t a n d i n g  o f  t h e  
r e q u i r e m e n t s  o f  O r d e r  No. 1 6 9 7 1 ,  i s s u e d  December 1 8 ,  1 9 8 6 .  

I b e l i e v e  i l l u s t r a t e s  w h a t  w e  were t a l k i n g  a b o u t .  
I n  o r d e r  t o  e x p l a i n  t h i s  b e t t e r ,  I h a v e  e n c l o s e d  a s c h e d u l e ,  w h i c h  

I n  my i l l u s t r a t i o n ,  I h a v e  a s s u m e d  t h a t  t h e  o n l y  t a x a b l e  r e v e n u e  
a n d  d e d u c t i b l e  e x p e n s e  a r e  those  r e l a t e d  t o  d e v e l o p e r  c o n t r i b u t i o n s .  
F u r t h e r ,  I h a v e  a s s u m e d  t h a t  t h e  u t i l i t y  company r e c e i v e s  a $ 1 0 0 , 0 0 0  
c o n t r i b u t i o n  e a c h  y e a r  f o r  f i v e  y e a r s  f r o m  d i f f e r e n t  d e v e l o p e r s .  

A s  y o u  w i l l  n o t e ,  t a x a b l e  r e v e n u e  i s  $ 1 6 0 , 0 0 0  e a c h  y e a r .  However ,  
d e p r e c i a t i o n  e x p e n s e  i n c r e a s e s  e a c h  y e a r  s i n c e  t h e  u t i l i t y  i s  now 
a l lowed t o  t a k e  as  a d e d u c t i o n ,  d e p r e c i a t i o n  o n  C I A C .  A s  a r e s u l t ,  t h e  
t a x  b e n e f i t s  r e l a t e d  t o  d e p r e c i a t i o n  o n  C I A C  a c c r u e  t o  a d e v e l o p e r  
mak ing  a c o n t r i b u t i o n  i n  f u t u r e  y e a r s .  T h e  developer  m a k i n g  a 
c o n t r i b u t i o n  i n  y e a r  o n e  o n l y  r e c e i v e s  a $ 1 , 6 7 3  r e f u n d ,  w h i l e  a 
d e v e l o p e r  m a k i n g  a n  i d e n t i c a l  c o n t r i b u t i o n  f i v e  y e a r s  down t h e  r o a d  
r e c e i v e s  a r e f u n d  o f  $ 9 , 2 0 0 .  

My c o n c e r n  is n o t  t h e  u n f a i r n e s s  o f  t h i s  s i t u a t i o n ,  b u t  r a t h e r  
t h a t  t h e  P S C  w o u l d  r e q u i r e  a u t i l i t y  t o  k e e p  e l abora t e  r e c o r d s ,  i n  
o r d e r  t o  make a n  a n n u a l  r e f u n d  t o  a d e v e l o p e r  o v e r  t h e  t w e n t y  y e a r  t a x  
l i f e  of t h e  c o n t r i b u t i o n .  

6~ b i t  



R. M. C. Rose - 2 -  May 19, 1 9 8 8  

I would appreciate your advising me if my understanding of what is 
required by Order No. 16971 is incorrect, or if you spot a "glitch" in 
my illustration. We need to start preparing the appropriate schedules 
for filing with the Commission for several of our clients as required 
in Order No. 16971. 

Very truly yours, 

CRONIN, JACKSON, NIXON & WILSON 

Robert C. Nixon 

RCN:ver 
Enclosures 

cc: 14. Deterding 



Illustration of 
Refunds of Tax W c t  A ” t s  

Collected Frm Developers on C I A C  

Year 2 Year 3 Year 4 Year 5 Year 1 

Developer contribution $100 , 000 $100 , 000 $100,000 $100 , 000 $100 , 000 
Tax impact (60%)  60 , 000 60 , 000 60 , 000 6O,ooO 60 , 000 

160 , 000 160 , 000 160 , 000 160 , 000 160 , 000 Taxable revenue 

Depreciation expense @ 
5% of contribution 
(20 year tax  
depreciation l i f e )  

Taxable i n c m  

State and Federal 
tax rate 

I n c m  tax pyable 
Tax wllected fran 

developer 

Developer refund 

(5,000) (10,000) (15,000) ( 20,000 1 (25,000 1 

150 , 000 145 , 000 140 I 000 135 , 000 155 , 000 

.3763 .3763 .3763 .3763 ,3763 

50,800 58 , 327 56 , 445 54,564 52 I 682 

60 , 000 60,000 60,000 60,000 60,000 
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C I A C  R E P O R T  
FOR TAX RETURN YEAR ENDED 9-9 19- 1 

COMPANY: 

1. TotalCIAC 

2. Total Connection F:ou 

3. Total Instauation Fe.s 

4. Total Prepaid Connection F#r (not io (2)) 

5. Total Tap-in Fees 

6. Total Jack & Bore F#c 

7. CIAC Taxable Because of Amendmeat to Saction 118 

8. Depreciation on (7) 

9. Taurble Income Effect of (7) 

TOTAL NON 
COMPANY JVRLSDICTIONAL JVRISDICTIONAL 

10. Form 1120, Line 11 $ 

11. LESS: Form 1120, Line 27 

12. Form 1120, Line 28 

13. LESS: Form 1120, Line 29a ( ) 
14. LESS: Form 1120, Line 296 

15. Form 1120, Line 30 $ 

16. LESS: Net CIAC Taxable Because of TRA '86 (fiom Lioe (9)) ( ) 

17. PLUS(LESS): Other CIAC ulbctr of TRA '86 (attached) 

18. Adjwted Form 1120, h e  30 $ 

Current Combined Federal & Stste Tax Rate % 

19. CIAC Gross-up Collostions $ 

20. CIAC Gross-up Refmds 
21. Interest on gross-up c d a o n s ,  net of tax 

22. Net CIAC G m - u p  To Be Applied To Liae (9) $ $ 5 

CIAC Gross-up Rate Used % 
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FLORIDA PUBLIC SERVICE COMMISSION 

Fletcher Building 
101 East Galnes Street 

Tallahassee, Florida 32399-0850 

May 25, 1989 

TO: 

FROM: 

DIRECTOR OF RECORDS AND REPORTING 

DIVISION OF AUDITING AND FINANCIAL AN 
DIVISION OF LEGAL SERVICES (PIERSON) 
DIVISION OF WATER AND SEWER (HILL, L 

RE: DOCKET NO. 860164-PU -- REQUEST BY FLORIDA WATERWORKS ASSOCIATION FOR 
INVESTIGATION OF PROPOSED REPEAL OF SECTION 118 (b) INTERNAL REVENUE 
CODE ( CONTRI BUT I ONS-I N-AI D-OF-CONSTRUCTION ) 

AGENDA: JUNE 6. 1989 -- CONTROVERSIAL -- PAA -- AFFECTED PARTIES MAY SPEAK 
PANEL: FULL 

CRITICAL DATES: NONE 

JSSUE AND RECOMMENDATION SUMMARY 

JSSUE 1: Should Aloha Utilities, Inc. (Aloha), Canal Utilities, Inc. (Canal), 

Clay Utility Company (Clay), Eagle Ridge Utilities, Inc. (Eagle Ridge), El 

Agua Corporation (El Agua), Martin Downs Utilities, Inc. (Martin Downs) ,  

Meadowbrook Uti 1 i t y Systems, Inc. (Meadowbrook), Palm Coast Uti 1 i t i  es 

Corporation (Palm Coast), and St. Johns Service Company (St. Johns) be 

requlred t o  refund all contributed taxes In excess of those actually paid t o  

the Internal Revenue Service (IRS) because of the collection o f  CIAC? 



D O C K E T  NO. -8601 84-PU 
0329flsh M a y  25, 1989 

RECOMMENDATION: Yes, t h e s e  utilities should b e  required t o  refund, with 

interest earned, all contributed taxes in excess of th o s e  a c t u a l l y  paid t o  t h e  

I R S  because of t h e  collection of CIAC. S e e  attachment A f o r  amounts. 

(DEVLIN, A .  CAUSSEAUX) 

A L T E  RNATIVF R E C O M M E  N D A T I O  N: No, t h e s e  utilities should b e  allowed t o  reduce 

a n y  refund o f  contributed taxes collected b y  a n y  N e t  O p e r a t i n g  Loss (NOL's) 

used t o  o f f s e t  a n y  t a x  liability owed t o  t h e  IRS. T h i s  would a l l o w  t h e  

benefit of t h e  NOL's t o  b e  given t o  t h e  utility instead of t h e  developer. 

(HILL, LOWE, WILLIS, SHAFER) 

J S S U E  2: S h o u l d  Duval Utility Company (Duval) and K i n g s l e y  S e r v i c e  Company 

(Kingsley), b e  required t o  make adjustments t o  t h e i r  depreciation reserves in 

lieu of making refunds? 

RECOMMENDATION: Y e s ,  Duval and Kingsley should b e  required t o  make 

adjustments t o  t h e i r  depreciation reserves in lieu of making refunds. T h e  

adjustments should total t h e  amount of refund plus interest earned. S e e  

Attachment A f o r  amounts. (DEVLIN, A. CAUSSEAUX) 

-2- 



DOCKET NO. 860184-PU 
0329f/sh M a y  25, 1989 

CASE BACKGROUND 

In response to a request by the Florida Waterworks Association, 

Docket Number 860184-PU was opened t o  investigate the effect of amendment of 

section 118 of the Internal Revenue Code (Code). By Order Number 16971, 

issued December 18, 1986, utilities were allowed the option o f  grossing up 

contributions in aid of construction (CIAC) for the effect of taxation. 

Consummating Order Number 17058 in this docket was issued January 6, 1987. 

Other orders have been issued subsequent t o  the issuance of Order Number 

17059, supra. One of those, Order Number 17396, issued April 14, 1987, made 

it abundantly clear that the gross-up provision applied only t o  utilities 

organized as C corporations and not t o  those items called CIAC for regulatory 

purposes but formerly taxed under section 118 of the Code -- connection fees, 
meter connection fees, tap fees, and turn-off, turn-on charges. 

Approximately forty five utilities filed tariff sheets that would 

allow them t o  gross-up CIAC -- collect contributed taxes. Of these, two 

, appear to have grossed-up the wrong fees; t w o  did not collect any taxable 

CIAC; a third appears not t o  have collected taxable CIAC; two have made full 

refunds because there was n o  tax liability; two others appear t o  be in that 

same situation; and two were not C corporations so their tariffs were 

cancelled. S t a f f  i s  of the opinlon that the proposals contained in some o f  

the reports that have been filed b y  those utilities can not be handled 

administratively because they require Commisslon action. They are, therefore, 

being brought before you at this time. 

-3- 



DOCKET NO. 860184-PU 
0329f/sh May 2 5 ,  1989 

I S S U E  1: Should Aloha U t i l i t i e s ,  I n c .  (Aloha), Canal U t i l i t i e s ,  I n c .  (Canal) ,  

Clay U t i l i t y  Company (Clay) ,  Eagle Ridge U t i l i t i e s ,  I n c .  (Eagle Ridge),  E l  

Agua Corporat ion ( E l  Agua), M a r t i n  Downs U t i l i t i e s ,  I n c .  ( M a r t i n  Downs), 

Meadowbrook U t i l i t y  S y s t e m s ,  I n c .  (Meadowbrook), Palm Coast U t i l i  t i e s  

Corporat ion (Palm Coast), and S t .  Johns S e r v i c e  Company ( S t .  Johns) be 

requ i red  t o  refund a l l  con t r l bu ted  taxes i n  e x c e s s  o f  those a c t u a l l y  p a i d  t o  

the  I n t e r n a l  Revenue Serv ice ( I R S )  because of the c o l l e c t i o n  of  C I A C ?  

RECOMMFNDATION: Yes ,  these u t i l i t i e s  should be requ i red  t o  re fund,  w i t h  

i n t e r e s t  earned, a l l  con t r i bu ted  taxes i n  e x c e s s  o f  those a c t u a l l y  p a i d  t o  the 

I R S  because o f  the  c o l l e c t i o n  o f  C I A C .  See attachment A f o r  amounts. 

(DEVLIN, A .  CAUSSEAUX) 

ALTERNATIVE RECOMMENDATION: No, these u t i  1 i t i e s  should be a1 lowed t o  r e d u c e  

any refund o f  con t r i bu ted  taxes c o l l e c t e d  by any N e t  Operat ing Loss ( N O L ' s )  

used t o  o f f s e t  any tax  l i a b i l i t y  owed t o  the  I R S .  This would a l l o w  the 

b e n e f i t  o f  the  NOL's t o  be g iven t o  the u t i l i t y  i ns tead  o f  t he  developer.  

(HILL, LOWE, WILLIS, SHAFER) 

STAFF A N A L Y S I S :  Order Number 16971, supra, was issued i n  response t o  an 

expressed need by the  u t i l i t i e s  f o r  enhanced cash f low t o  m e e t  the  t a x  

l i a b i l i t y  caused by the  r e c e i p t  o f  C I A C .  The body o f  the  o rde r  s t a t e s :  

"Annual ly,  f o l l o w i n g  the  p repara t l on  and f i  1 l n g  o f  the  
u t i l i t y ' s  annual Federal and Sta te  income tax  r e t u r n s ,  a 
de terminat ion  s h a l l  be made as t o  the  ac tua l  Federal  and 
S ta te  Income t a x  expense t h a t  I s  d l r e c t l y  a t t r i b u t a b l e  t o  
the  i n c l u s i o n  o f  C I A C  i n  taxab le  Income f o r  t he  t a x  year .  
C I A C  tax  Impact monies rece ived du r ing  the  t a x  year  t h a t  
a re  i n  e x c e s s  o f  t he  ac tua l  amount o f  t ax  expense t h a t  i s  
a t t r i b u t a b l e  t o  t h e  r e c e i p t  o f  C IAC,  together  w i t h  i n t e r e s t  
earned on such excess monies h e l d  I n  the  C I A C  Tax Impact 
Account must be refunded on a p r o  r a t a  bas is  t o  the  p a r t i e s  
which made the  c o n t r i b u t i o n  and pa id  the  tax  impact amounts 
du r ing  the  tax  year .  The u t i l i t y  i s  r equ i red  t o  ma in ta in  

-4- 



6OCKET NO. 860184-PU 
0329 f / sh  May 25, 1989 

adequate r e c o r d s  t o  account f o r  t h e  r e c e i p t ,  d e p o s i t ,  and 
w i t h d r a w a l  o f  monies i n  t h e  C I A C  Tax Impac t  escrow 
account .  A d e t a i l e d  statement o f  t h e  C I A C  Tax Impact  
Account,  i n c l u d i n g  t h e  annual d e t e r m i n a t i o n  o f  ACTUAL TAX 
EXPENSE a t t r i b u t a b l e  t o  t h e  repea l  o f  S e c t i o n  118(b) o f  t h e  
I n t e r n a l  Revenue Code s h a l l  be submi t ted  as a p a r t  o f  t h e  
u t i  1 i t y '  s annual r e p o r t .  (Emphasi s suppl  i ed. 1 

The q u e s t i o n  a t  hand i s ,  what i s  t h e  " a c t u a l  t a x  expense a t t r  bu tab  e 

t o  t h e  r e p e a l  o f  S e c t i o n  118(b) o f  t h e  I n t e r n a l  Revenue Code"? Two 

p o s s i b i l i t i e s  come r e a d i l y  t o  mind: one, t h e  a c t u a l  l i a b i l i t y  -- taxes  

a c t u a l l y  payab le  -- d i r e c t l y  r e s u l t i n g  f rom t h e  c o l l e c t i o n  o f  C I A C ;  or two, 

t h e  t a x  e f f e c t  of t h e  c o l l e c t i o n  of  C I A C  -- n o t  n e c e s s a r i l y  measured by t h e  

a c t u a l  payment of d o l l a r s  in t a x  l i a b i l i t y .  There a re  v a r i a t i o n s  o f  t hese  two 

p o s s i b i l i t i e s .  The b a s i c  p r i n c i p l e  can be i l l u s t r a t e d  as f o l l o w s :  

Taxable income( l o s s )  
b e f o r e  C I A C  
C I A C  
D e p r e c i a t i o n  on C I A C  

Taxabl e i ncome( 1 os s 1 
a f t e r  C I A C  
N e t  o p e r a t i n g  l o s s  
c a r r y f o r w a r d  

Taxable income(1oss) 
Tax r a t e *  

Tax e f f e c t  -- t o t a l  

Tax e f f e c t  -- C I A C  

C u r r e n t  t a x  expense -- 
t o t a l  

A c t u a l  t a x  1 i a b i  1 i t y  
( r e f u n d )  -- t o t a l  

500000 500000 ( 500000) ( 500000) ( 500000) 
500000 500000 1500000 500000 250000 

( 21875) ( 21875) ( 65625) ( 21875) ( 10938) 

978125 978125 934375 ( 21875) ( 260938) 

368068 183305 ( 24695) ( 8232) ( 286341) 

179918 179918 539755 179918 89959 
111111111 111111111 111111111 111111111 11111111I 

111111111 111111111 111111111 11111111t 11111111= 

** ** *+ 368068 183305 
111111111 111111111 111111111 111111111 111111111 

* *  * *  **  368068 183305 
111111111 111111111 111111111 111111I11 111111lt.C 

T h i s  c o u l d  v a r y  from 15% t o  37.63% depending on t h e  m a r g i n a l  r a t e s  of t h e  
u t i l i t y .  The assumption h e r e  is t h a t  t h e  marg ina l  s t a t e  r a t e  i s  5.5% and t h e  
marg ina l  f e d e r a l  r a t e  i s  34%. Losses would be used t o  o f f s e t  t a x a b l e  income 
a t  t h e  h i g h e s t  r a t e  a p p l i c a b l e .  
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** Depending on t h e  ci rcumstances o f  t h e  u t i l i t y ,  t h i s  c o u l d  range f r o m  t h e  
e n t i r e  n e g a t i v e  amount t o  z e r o  (0). 

When C I A C  is viewed i n  a vacuum, t h e r e  w i l l  be a t a x  e f f e c t .  There 

may or may n o t  be a t a x  l i a b i l i t y  or re fund .  There may or may n o t  be an 

income t a x  expense. E f fec t ,  l i a b i l i t y  and expense a r e  n o t  t h e  same. 

S t a f f  b e l i e v e s  t h a t  t h e  i n t e n t  o f  Order Number 16971, supra,  was t o  

address cash f l o w  problems and, t h e r e f o r e ,  a c t u a l  t a x  l i a b i l i t i e s  r e s u l t i n g  i n  

t h e  payment o f  t axes .  Therefore,  any taxes c o l l e c t e d  I n  excess o f  t h e  a c t u a l  

t a x  l i a b i l i t y  shou ld  be refunded p r o  r a t a  t o  those who p a i d  t h e  c o n t r i b u t e d  

i l i t v "  so taxes .  However, t h e  o r d e r  does address "expense" ra the r -  t han  II l i a b  

ano the r  i n t e r p r e t a t i o n  i s  p o s s i b l e .  
e 

S t a f f  does n o t  b e l i e v e  t h a t  t h e  t a x  e f f e c t s  a t t r i b u t a b l e  t o  t h e  

c o l l e c t i o n  of C I A C  shou ld  be t r e a t e d  d i f f e r e n t l y  f rom t h e  t a x  e f f e c t s  o f  any 

o t h e r  element of t a x a b l e  income or l o s s  d e r i v i n g  f rom u t i l i t y  o p e r a t i o n s .  

T h i s  does have t h e  e f f e c t  of t r a n s f e r r i n g  t h e  b e n e f i t  of t a x  n e t  o p e r a t i n g  

l o s s  c a r r y f o r w a r d s  equal  t o  t h e  am0 u n t  o f  t h e  c o n t r i b u t i o n ,  l e s s  t h e  f i rst 

y e a r ' s  t a x  d e p r e c i a t i o n ,  t o  developers r a t h e r  than  P r e s e r v i n g  them f o r  t h e  

b e n e f i t  o f  f u t u r e  r a t e p a y e r s .  However, f u t u r e  r a t e p a y e r s  w i  11 r e c e i v e  a 

b e n e f i t  f r o m  t h e  f u t u r e  t a x  d e p r e c i a t i o n  t o  be taken  on t h e  c o n t r i b u t e d  

p r o p e r t y .  That  b e n e f i t  w i l l  be equal  t o  t h e  foregone n e t  o p e r a t i n g  loss 

c a r r y f o r w a r d  so t h a t  t h e r e  does seem t o  be a j u s t i f i a b l e  and reasonab le  

t r a d e - o f f .  

S t a f f  does n o t  b e l i e v e  t h a t  t h e  s t o c k h o l d e r s  shou ld  r e a l i z e  t h e  

b e n e f i t  o f  the t a x  d e p r e c i a t i o n  u n l e s s  t h e y  i n i t i a l l y  p a i d  t h e  taxes  r e l a t e d  

t o  t h e  r e c e i p t  o f  C I A C .  

See Attachment A f o r  amounts t o  be re funded .  
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ALTERNATIVF S TAFF ANALYSIS: The D i v i s i o n  of  Water  and Sewer o n l y  disagrees 

w i t h  the main recommendation f o r  those cases where a u t i l i t y  had ne t  ope ra t i ng  

losses t h a t  w e r e  used t o  o f f se t  any tax  l i a b i l i t y  owed t o  t h e  I n t e r n a l  Revenue 

Service.  I f  the  main s t a f f  recommendation i s  adopted, i t  would have t h e  

e f f e c t  o f  g i v i n g  the  b e n e f i t  o f  the  u t i l i t i e s  ne t  ope ra t i ng  losses t o  the 

developer who had no th ing  t o  do w i t h  t h e i r  generat ion.  We can e a s i l y  s e e  a 

developer screaming d i s c r i m i n a t i o n  I f  he a l l  o f  a sudden ge ts  h i t  w l t h  a 

gross-up when the p r i o r  developer d i d  no t  (because the  p r i o r  developer used up 

the  u t i l i t i e s  NOL's and the re fo re  was no t  requ i red  t o  pay any con t r i bu ted  

taxes).  Regardless, we b e l i e v e  t h a t  the developer should n o t  be a l lowed t o  

b e n e f i t  because a u t i l i t y  has NOL's. 

I n  a r a t e  case, i t  has normal ly  been the Commission's p r a c t i c e  t o  

pass the  b e n e f i t  of  t he  NOL's t o  the ratepayers when c a l c u l a t i n g  a t a x  

l i a b i l i t y  based on normal opera t ions .  The NOL's are  no rma l l y  generated 

because o f  the  nonused and use fu l  p l a n t  t h a t  the s tockholders a re  requ i red  t o  

fund because of  i t s  exc lus ion  from r a t e  base. The NOL's can i n  some cases be 

generated due t o  the  f a c t  t h a t  the  u t i l i t y  had a r t i f i c i a l l y  low r a t e s  due t o  

the developers '  des i re  t o  s e l l  homes. This happens when a u t i l i t y ' s  parent  

happens t o  be the  developer.  I n  r e a l i t y ,  the  ratepayers have n o t  generated 

any o f  t he  NOL's e i t h e r ,  Our a l t e r n a t i v e  recommendation w i l l  a l l o w  t h L  

b Commission t o  determine who the  NOL b e n e f i t  should f l o w  to .  I t  the  Commission 

des i res  t h e  b e n e f i t  t o  f l o w  t o  t h e  general body o f  ra tepayers,  then the 

Commbqion should adopt the  a l t e r n a t e  recommendation w i t h  the  m o d i f i c a t i o n  

t h a t  t he  u t i l i t y  should be requ i red  t o  c r e d i t  the  amount o f  c o n t r i b u t e d  taxes 

n o t  refunded t o  Account 271 - Con t r i bu t i ons  I n  A id  of Const ruc t ion .  I f  the 

Commission be l ieves  t h a t  t he  u t i l i t y  should be al lowed t o  rece ive  the  b e n e f i t ,  

then the  Commission need o n l y  vo te  t o  adopt the  s t a f f ' s  a l t e r n a t e  

recommendat i on. 
-7- 3 
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I S S U E  2: Should Duval U t i l i t y  Company (Duva 1 and K ings ley  S e r v  c e  Company 

(Klngs ley) ,  be requ i red  t o  make adjustments t o  t h e i r  dep rec ia t i on  r e s e r v e s  i n  

l i e u  o f  making refunds? 

BECOMMENDATION: Yes, Duval and Klngs ley should be requ i red  t o  make 

adjustments t o  t h e i r  dep rec ia t i on  reserves i n  l i e u  o f  making refunds. The 

adjustments should t o t a l  the  amount o f  re fund p l u s  i n t e r e s t  earned. See  

Attachment A f o r  amounts. (DEVLIN, A. CAUSSEAUX) 

STAFF ANALYSIS: Under normal circumstances, both u t i l i t i e s  would have been 

requ i red  t o  make a refund because the c o l l e c t e d  con t r i bu ted  taxes i n  e x c e s s  o f  

t h e i r  need. However, the  amount o f  the  e x c e s s  i n  these cases i s  f a r  t o o  s m a l l  

t o  warrant the  expense o f  a re fund.  The s tockholders o f  t he  u t i l i t y  should 

not,  however, b e n e f i t  from the  unneeded, zero cos t  monies i n  whatever amount. 

Therefore, s t a f f  recommends t h a t  a one t i m e  adjustment be made t o  the 

deprec ia t i on  reserves o f  each u t i l i t y  i n  the  amount o f  t he  re fund p lus  

i n t e r e s t  those monies earned i n  the  escrow account f o r  t he  e n t i r e  pe r iod  o f  

t i m e  they should have been there .  See Attachment A f o r  the  re fund amounts. 
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Attachment A 
Page 1 of 1 

RECOMMENDED AMOUNTS 
P R I M A R Y  A L T E R N A T E  

ISSUE 1: Should the utilities llsted be 
required to refund all contributed taxes in 
excess of those actually paid to the I R S  
because of the collection of CIAC? 

Aloha Utilities, Inc. .................. 
Canal Utilities, Inc. .................. 
Clay Utility Company ................... 
Eagle R i d g e  Utilities, Inc. ............ 
El Agua Corporation .................... 
Martin Downs Utilities, Inc. ........... 
Meadowbrook Uti 1 i ty Systems, Inc. ...... 
Palm Coast Utilities Corporation ....... 
St. Johns Service Company .............. 

f 79,600 
135 , 736 
136,514 
20,294 
24,070 
6,175 

30,140 
269,160 
261,944 

$ 55,282 
135,736 
75,611 
11,435 
19,813 
-0- 
-0- 

268,358 
18,961 

J S S U E  2: Should Duval Utility System an d  
Kingsley Service Company be required to make 
one-time adjustments to their depreciation 
reserves in lieu of making refunds? 

Duval Uti 1 i ty System ................... 
Kingsley Service Company ............... 

-9- 
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$ 282 
325 

$585 I 9 c, 

$ 282 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In Re: Request by FLORIDA WATERWORKS ) DOCKET NO. 860184-PU 

proposed repeal of Section 118(b), ) ORDER NO. 21436 
Internal Revenue Code (Contributions- ) 

ASSOCIATION for investigation of 1 

in-aid-of-Construction ) ISSUED: 6-26-89 

The following Commissioners participated in the 
disposition of this matter: 

MICHAEL MCK. WILSON, Chairman 
THOMAS M. BEARD 
BETTY EASLEY 

. GERALD L, CUNTER 
JOHN T. HERNDON 

NOTICE OF PROPOSED AGENCY ACTION 

NOTICE IS HEREBY GIVEN by the Florida Public Service 
Commission that the actions discussed herein are preliminary in 
nature and will become final unless a person whose interests 
are substantially affected files a petition for a formal 
proceeding pursuant to Rule 25-22.029, Florida Administrative 
Code. 

BACKGOU tJD 

E)' Order No. 16971, issued December 18, 1986, this 
Commission authorized corporate water and sewer utilities to 
elect to 'gross-up' contributions-in-rid-of-construction 
(CIAC), in order to meet their potential tax liabilities 
resulting from the repeal of the exclusion of CIAC from gross 
income. In addition, pursuant to the provisions of Order No. 
16971, these contributed taxes were to be collected subject to 
a pro rata refund, with interest, of all amounts collected :n 
excess of the actual amount of tax expense attributable to the 
receipt of CIAC. 

REFUNDS OF COh'TR I BUTED TAXES 

k number of utilities have collected contributed taxes and 
need to make refunds thereof. The problem is that there are at 
least two possible interpretations of the refund requirement 
language of Order No. 16971. The first interpretation is that 
these utilities should refund all contributed taxes in excess 
of taxes actually .paid as a result of their collection of 
CIAC. The other interpretation i's.'that these utilities should 
refund all Contributed taxes in excess of the tax effect 
resulting from their collection of CIAC. The difference 
between these two interpretations is that, .under the second 
interpretation, the tax effect would not necessarily . be . ' . \  , 

a .  measured by the actual amount of taxes peid oh CIAC. ' .  . 
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We believe that the correct interpretation of the refund 
requirement is that the utilities should refund a l l  contributed 
taxes in excess of taxes actually paid as a result of their 
collection of CIAC. We do not believe that the tax effects 
attributable to the collection of CIAC should be treated 
differently from the tax effects of any other element of 
taxable income or loss deriving from utility operations. Our 
interpretation w i l l  have the effect of transferring the 
benefits of net operating l o s s  carryforwards, less the first 
year's tax depreciation, to those who h a v e  contributed taxes on 
CIAC, rather. than preserving them for the future benefit of the 
ratepayers. However, the ratepayers will receive a benefit 
from the future tax depreciation to be taken on the contributed 
property equal to the foregone net operating loss carryforward. 

Based upon the discussion above, we find i t  appropriate to 
require the utilities listed below to refund the following 
amounts, on a pro rata basis, to those who have paid 
contributed taxes on C I A C :  

Aloha Utilities, Inc. 
Canal Utilities, Inc. 
Clay Utility Company 

El Agua Corporation 

Meadowbrook Utility Systems, Inc. 
Palm Coast Utilities corporation 
S:. Johns Service Compsny 

. Eagle Ridge Utilities, Inc. 

-Martin Downs Utilities, InC. 

$ 79,600 
135,736 
136,514 

2 0 , 2 9 4  
2 4 , 0 7 0  
6,175 

30,140 
268,358 
261,944 

ADJUSTXENTS TO DEPRECIATION RESERVES 

In addition to the utilities listed above, Duval Utility 
Company and Kingsley Service Company also collected taxes on 
CIAC in excess of the actuP1 amount of tax expense attributable 
to their collection of CIAC. However, the excess amounts for 
these two utilities are fa: too small to warrant the expense of 
a refund. Nevertheless, we do not believe that the utilities' 
sharehalders should benefit from these unneeded, zero-ccsr 
monies. Accordingly, ue find that these utilities should meke 
one-time adjustments to their depreciatioa reserves in the 
amounts of $ 2 6 2  for Duval Utility Company and 5325 for Kingsley 
Service Company, plus interest earned on those amounts. 

Upon consideration of the foregoing, it is 

ORDERED by the Florida Public Service Commission that the 
provisions of this Order are issued as propose6 agency action 
and will become final. unless . an appropriate petition 1 s  
received by the Director of the Division of Records and 
Reporting, 101 East Gaines Street, Tallahassee, ilorida. 
32399-0870, by the close of business on July 11, 1989. It :S 
further 

ORDERED that Aloha Utilities, *Inc., Canal.U:ilities, InC., . .  . .  
Clay Utility Company, Eagle Ridae Utilities, Inc., El A g u 2  
Corporation, f5artin Downs Utilities, Inc., Meadowbrook Utility 
Systems, Inc., Palm Coast utilities Corporation and 5 : .  Johns 
Service Company shall refund to those entities from which i t  
has collected contributed taxes, on a pro rata basis. the 
amounts listed in the body of this Order. It is further 
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ORDERED that Duval Utility Company shall make a one-time 
adjustment to its depreciation reserve, in the amount of 5282, 
plus interest errned on that amount. I t  is further 

ORDERED that Kingsley Service Company shall make a 
one-time adjustment to its depreciation reserve, in the amount 
of $325, plus interest earned on that amount. I t  is further 

ORDERED that, after July 17, 1 9 8 9 ,  this Commission shall 
issue tither a notice of further proceedings or an order 
indicating that the provisions of this Order have become final 
and effective. 

By ORDER of the Florida Public Service Commission 
- - -  - _ _  

this arb day of J U N E  * 1989. 

Division of Records and Reporting 

( S E A L )  

RJP 

Commissioners Betty Easley and Gerald L. Gunter dissented 
from the Commissions decision regarding refunds of contributed 
taxes. 

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW 

The Florida Public Service Commission is required by 
Section 120.59(4), Florida Statutes, to notify parties of any 
adrinistrative hearing or judicial review of Comrr,ission orders 
that is available under Sections 120.57 or 120.68, Florida 
Statutes, a s  well as the procedures and time limits t h a t  
apply. This notice should not be construed to mean a l l  
requests for an administrative hearing or judicial review w i l l  
be granted or result in the relief sought. 

The action proposed herein is preliminary in nature and 
will not become effective or final, except as provided by Rule 
25-22.029, Florida Administrative Code. Any person whose 
substantial interests are affected by the action proposed by 
this order may file a petition-for a formal proceeding, as 
provided by Rule 25-22.029(4), Florida Administrative Code, in 
the form provided by Rule 25-22.036(7)(a) and (f), ~ l o r i d a  
Administrative Code. This petition must be, received by the 
Director, Division o f  Records and Reporting a t  his office a t  . . .  . 
101 &ast taines Street, Tallahassee, Florida 32399-0870, by the .. .'\ 

close of business on July 17, 1989. In the absence of such a "'. - 
petition, this order shall become effective July 18, 1989 a s  
provided by Rule 25-22.029(6), FloriCa Administrative Code, and 
as reflected in a subsequent order. 
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Any objection or protest filed in this docket before the 
issuance date of this order is considered abandoned unless i t  
satisfies the foregoing conditions and is renewed within the 
specified protest period. 

If this order becomes final and effective on July 1 8 ,  
1989, any party adversely affected may request judicial review 
by the Florida Supreme Court in the case of an electric, g a s  Or 
telephone utility or by the First District Court of Appeal in 
the case of a water or sewer utility by filing a notice Of 
appeal with the- Djrector, Division o f ,  Records and Reportin9 and 
filar19 a copy of the notice'of. appeal a n 2  the filinp fee-with 
the appropriate court. This filing m u s t  be completed within 
thirty (30) days of the effective date of this order, pursuant 
to Rule 9,110, Florida Rules of Appellate Procedure. The 
notice of appeal must be in the form specified i n  Rule 
9.900(a), Florida Rules of Appellate Procedure. 

. -  



I 

EXHIBIT RCN-6 



ai”‘ Fletcher Building 
101 East Gaines Street . R E C E I V E  

M r M P R A N e Y M  
Tallahassee, Florida 32399-0850 

A:! 2 [; ‘p88 
-.. 

-- - -- JUNE 23, 1988 
--- --_ 

A’% Lirt TO: DIRECTOR OF RECORDS AND REPORTING 

FROM: DIVISION OF AUDITING AND FINANCIAL ANAGYSIS ( A .  CAUSSEAUX) 
DIVISION OF LEGAL SERVICES (PIER 
DIVISION OF HATER AND SEWER (LO 

RE: DOCKET NO. 660184-PU - REQUEST BY FLORIDA WATERWORKS ASSOCIATION FOR 
INVESTIGATION OF PROPOSED REPEAL OF SECTION 118(b). INTERNAL 
REVENUE CODE (CONTRIBUTIONS IN AID OF CONSTRUCTION) 

AGENDA: JULY 5 ,  1988 - CONTROVERSIAL - PROPOSED AGENCY ACTION - AFFECTED 
PARTIES MAY SPEAK 

PANEL: FULL COMMISSION 

CRITICAL DATES: NONE 

SPECIAL INSTRUCTIONS: 1. PLACE BEFORE THE RECOMMENDATION IN THIS DOCKET ON 
JACKSONVILLE SUBURBAN. 

2 .  SEND TO THOSE LISTED ON ATTACHMENT A 

~~~ 

JSSUE AND RECOMMENDATION SUMMARY 

ICSUE 1 :  W h o  should b e  allowed t o  collect, from developers and ratepayers, 

t h e  taxes related t o  the receipt of contributions in aid o f  construction 

(CIAC)? 

RECOMMENDATION: O n l y  t h o s e  utilities w h o  prove unable t o  s e c u r e  funds f o r  the 

taxes from o t h e r  sources o r  w h o s e  ratepayers would s u f f e r  unduly i f  t h e  

utilities o b t a i n  t h e  funds w i t h  which t o  pay t h e  taxes. Utilities now 

# 

collecting taxes o n  contributions should b e  required t o  meet t h e  same 

standards in o r d e r  t o  continue t h e  practice. T h i s  recommendation is m o r e  

restrictive than current practice. (A. Causseaux, page 8) ( ’ i r r r h c ; ~  ‘7 2 F t r C )  
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JSSUE 2:  How much o f  t h e  taxes should the  u t i l i t i e s  be a l l o w e d  t o  c o l l e c t ?  

RECOMMENDATION: The u t i l i t i e s  should be a l l owed  t o  c o l l e c t  a l l  o f  t he -  t a x e s  

r e q u i r e d  t o  y i e l d  n e t  a f t e r - t a x  C I A C  equal t o  t h e  s t a t e d  l e v e l  o f  C I A C  

c o l l e c t e d ;  t h a t  i s ,  i f  t h e  C I A C  t o  be c o l l e c t e d  i s  $100,000, then t h e  n e t  

.> 

a f t e r  t a x  C l A C  shou ld  be t h e  f u l l  $100,000. Formulae a r e  p r o v i d e d  on 

Attachment B .  U t i l i t i e s  u s i n g  d i f f e r e n t  formulae shou ld  be r e q u i r e d  t o  

change, on a p r o s p e c t i v e  b a s i s ,  t o  these formulae. T h i s  i s  more r e s t r i c t i v e  

than p r e s e n t  p r a c t i c e .  ( A .  Causseaux, page 11) 

JSSUE 3: Should u t i l i t i e s ,  a l l o w e d  t o  c o l l e c t  t h e  taxes  a s s o c i a t e d  w i t h  t h e  

r e c e i p t  o f  C IAC,  c o l l e c t  them s u b j e c t  t o  re fund w i t h  i n t e r e s t  i n  accordance 

w i t h  Rule 25-30.360, F l o r i d a  A d m i n i s t r a t i v e  Code? 

RECOMMENDATION: Yes, c o l l e c t i o n s  should be s u b j e c t  t o  re fund  w i t h  i n t e r e s t  i n  

accordance w i t h  Rule 25-30.360, F l o r i d a  A d m i n i s t r a t i v e  Code, pending p roo f  o f  

e n t i t l e m e n t .  T h i s  i s  i n  accordance w i t h  p r e s e n t  p r a c t i c e .  ( A .  Causseaux, 

page 13) 

Attachments C 

dep rec i  a t 1  on. 

d e p r e c i a t i o n  a 

and D. 

These 

d recog 

I S S U E  4: 

JECOMMFNDATION: U t i  1 i t i cs  s h o u l d  account f o r  t h e  taxes  i n  accordance w i t h  

C u r r e n t  formulae a r e  p r e d i c a t e d  on s t r a i g h t  l i n e  t a x  

p r o v i d e  for e i t h e r  s t r a i g h t  l i n e  or r a p i d  t a x  

i z e  t h e  d e p r e c i a t i o n  t o  be taken  i n  t h e  f i rst y e a r .  A 

How shou ld  u t i l i t i e s  account  f o r  t h e  t a x e s ?  

p resen t  v a l u e  fo rmu la  i s  n o t  recommended b u t  i s  p r o v i d e d  as an a d d i t i o n a l  

a l t e r n a t i v e  i f  t h i s  Commission d e s i r e s  t h a t  t h a t  o p t i o n  be a v a i l a b l e .  These 

formulae r e p r e s e n t  changes t o  p r e s e n t  p r a c t i c e .  ( A .  Causseaux, page 1 4 ) .  

-2- 
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I S S U E  5 :  How should t h i s  change i n  p o l i c y  on t h e  approval  o f  c o l l e c t i o n  o f  

taxes on c o n t r i b u t i o n s  be implemented? 

RECOMMENDATION: The u t i l i t i e s  t h a t  have had t a r i f f s  approved t o  a l l o w  them t o  

c o l l e c t  t h e  taxes on C I A C  should be r e q u i r e d  t o  submit  ev idence t o  j u s t i f y  t h e  

con t inued  approva l  w i t h i n  60 days o f  t h e  e f f e c t i v e  da te  o f  t h e  o r d e r .  Each 

u t i l i t y ' s  j u s t i f i c a t i o n  w i l l  be eva lua ted  by  s t a f f  and b rough t  t o .  t h e  

Commission for s p e c l f l c  approval  on an i n d i v i d u a l  b a s i s .  ( W i l l i a m s ,  page 1 5 )  

-3- 
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FLORIDA PUBLIC SERVICE COMHISSION 

F l e t c h e r  B u i l d i n g  
1 0 1  E a s t  G a i n e s  S t r e e t  

T a l l a h a s s e e ,  F l o r i d a  3 2 3 9 9 - 0 8 5 0  

M E M Q R A N D U M  
JUNE 23, 1 9 8 8  

TO: DIRECTOR OF RECORDS AND REPORTING 

RE: OOCKET NO. 860184-PU - REQUEST BY FLORIDA WATERWORKS ASSOCIATION FOR 
INVESTIGATION OF PROPOSED REPEAL OF SECTION 1 1 8 ( b ) .  INTERNAL 
REVENUE CODE {CONTRIBUTIONS I N  A I D  OF CONSTRUCTION) 

AGENDA: JULY 5 ,  1 9 8 8  - CONTROVERSIAL - PROPOSED AGENCY ACTION - AFFECTED 
PARTIES MAY SPEAK 

PANEL: f U l L  COMMISSION 

C R I T I C A L  DATES: NONE 

SPECIAL  INSTRUCTIONS: 1. PLACE BEFORE THE RECOMMENDATION I N  T H I S  DOCKET ON 
JACKSONVILLE SUBURBAN. 

2 .  PLACE BEFORE THE RECOMMENDATION I N  DOCKET NO. 

INC.  FOR T A R I F F  AMENDMENT TO EL IMINATE THE 
GROSS-UP PREVIOUSLY APPROVED ON CONTRIBUTED 
PROPERTY I N  MARTIN COUNTY 
SEND;;TO THOSE L I S T E D  ON ATTACHMENT A 

881412-+4S, APPLICATION BY MARTIN DOWNS U T I L I T I E S ,  

3 .  

ISSUE AND RECOMMENDATION SUMMARY 

S S U E  1: Mho should be a l l o w e d  t o  c o l l e c t ,  from d e v e l o p e r s  and r a t e p a y e r s ,  

the taxes r e l a t e d  t o  the rece ip t  of c o n t r i b u t i o n s  i n  a i d  o f  c o n s t r u c t i o n  

(CIAC)? 

RECOMMENDATION: Only t h o s e  u t i l i t i e s  who prove unable t o  s e c u r e  f u n d s  for t h e  

. . .  - . -  , .  
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taxes from other sources or whose ratepayers would su f fe r  unduly i f  t h e  

u t i l i t i e s  obtain the funds w i t h  which t o  pay the taxes. U t i l i t i e s  now 

c o l l e c t i n g  taKes on contr ibut ions should be required t o  m e e t  the same 

standards Sn order t o  continue the pract ice.  This recommendation i s  more 

r e s t r i c t i v e  than current  pract ice.  

ALTERNATE RECOMMENDATION: The u t i l i t i e s  should be required t o  s p e c i f i c a l l y  

choose whether t o  gross-up or not  based upon t h e i r  p a r t i c u l a r  circumstances by 

(A. Causseaux) 

e i t h e r  f i l i n g  t a r i f f s  for the gross-up o r  a l e t t e r  s t a t i n g  they do not intend 

t o  gross-up w i th  the Commission by February 28, 1989. , This recommendation i s  

more r e s t r i c t i v e  than current pract ice.  ( H i l l  , Cone, W i l l i s )  

JSSUE 2: 

RECOMMENDATION: The u t i l i t i e s  should be allowed t o  c o l l e c t  a l l  of the t a x e s  

How much o f  the t a w s  should the u t i l i t i e s  be allowed t o  c o l l e c t ?  

required t o  y i e l d  net a f te r - tax  CIAC equal t o  the stated leve l  of  CIAC 

col lected; t h a t  i s ,  i f  the CZAGito be co l lected i s  $100,000, then the net 

a f t e r  tax CIAC should be the f u l l  $100,000. Formulae are provided on 

Attachment 8. A l te rna t i ve  formulae are provided should the Commission wish t o  

provide f l e x i b i l i t y  for the u t i l i t i e s  and al low gross-up under the  present 

value method. Current formulae are predicated on s t r a f g h t  l i n e  tax 

depreciat ion. The formulae on Attachments C and 0 provlde for e i ther s t ra igh t  

l i n e  or r a p i d  t a x  depreciat ion and recognize the depreciation t o  be taken i n  

the f i r s t  year. These formulae represent changes t o  present pract ice.  

U t i l i t i e s  using d i f f e r e n t  formulae should be required t o  change, on a 
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prospect ive bas is ,  t o  these formulae. This i s  more r e s t r i c t i v e  than present 

p rac t i ce .  (A. Causseaux) 

JSSUF 3: Should u t i l i t i e s ,  a l lowed t o  c o l l e c t  the taxes associated w i t h  the 

rece ip t  o f  CIAC, c o l l e c t  them subject  t o  refund w i t h  i n t e r e s t  i n  accordance 

w i t h  Rule 25-30.360, F l o r i d a  Admin is t ra t i ve  Code? 

RECOMMENDATION: Yes, c o l l e c t i o n s  should be subject  t o  re fund w i t h  i n t e r e s t  i n  

accordance w i t h  Rule 25-30.360, F l o r i d a  Admin i s t ra t i ve  Code, pending proo f  o f  

en t i t lement .  Th is  i s  i n  accordance w i t h  present p r a c t i c e .  ( A .  Causseaux, 

Lone, Wil l iams,  W i l l i s )  

ISSUE 4: 

RECOMMENDATION: U t i l i t i e s  should account fo r  t he  taxes i n  accordance w i t h  

Attachments C and 0. (A .  Causseaux). 

How should u t i l i t i e s  account for the taxes? 

U S U E  5: Mow should t h i s  c h a w  i n  P o l i c y  on the  approval  o f  c o l l e c t i o n  o f  

taxes on contributions 6e implenrented? 

COMMENDATION: I f  t h e  Commi SShn adopts the  p r imary  recommendation, the 

u t i l i t i e s  that have had t a r i f f s  approved a l l ow ing  them t o  c o l l e c t  the taxes on 

CIAC should be r e q u i r e d  t o  submit evidence j u s t i f y i n g  the  cont inued approval 
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wi th in  sixty (60) days of  the e f f e c t i v e  d a t e  of the order. Each u t i l i t y ' s  

j u s t i f i c a t i o n  w i l l  be evaluated by s t a f f  and brought t o  the Commission for  

spec i f ic  approval on an ind iv idual  basis. This i s  a change i n  current  

practice. ( W i  1 l iams) 

ALTERNATIVE STAFF ANALYSIS: U t i l i t i e s  should f i l e  a l e t t e r  s ta t ing  t h e i r  

intent ions i n  regard t o  the gross-up o f  C IAC by February 28, 1989. This  i s  a 

change i n  current  pract ice.  ( H i l l ,  Cowe, H i l l i s )  

CASE BACKGROUND 

Contr ibut ions i n  a id  o f  construct ion (CIAC) can be i n  the form o f  

cash or property. Cash contr ibut ions are co l lec ted  for one o f  three 

purposes: 1) t o  repay the u t i l i t y  for  i t s  ex i s t i ng  investment i n  u t i l i t y  

p lan t  i n  service: 2) t o  pay for  the current  const ruct ion o r  acquis i t ion o f  

u t i l i t y  p lan t ;  or 3)  t o  pay for;'; the fu tu re  const ruct ion or acqu is i t ion  of 

u t i l i t y  p lan t .  Most cash contr ibut ions accomplish a l l  three purposes a t  the 

same time. Nhen cash contr tbut ions are co l lected,  cash i s  ava i lab le t o  pay 

the taxes b u t  the amount remaining a f te r  t h e  payment o f  the taxes w i l l  not  be 

adequate i o  meet the need for  which the CZAC was collected. *hen property 

CIAC i s  collected, t h e r e  is no cash co l l ec ted  from which the taxes may be 

paid. Wen &fore t h e  change f n  the t a x  law, a cash cont r ibu t ion  might not 

have been used for  4he purpose for which i t  was t o l l e c t e d .  This Commission 

has no ru les  requ i t i ng  tha t  CIAC co l lected be spent fo r  the purpose for which 
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it was collected. 

There i s  a widely held belief 

utilities may b e  such that they are unab 

t o  pay t h e  taxes. Further, it is widely 

that the financial status o f  some 

e to readily secure funds w th which 

believed that even if the utilities 

are able to secure the funds, the cost o f  the funds may b e  so high that 

ratepayers are adversely affected by the change in the utilities' cost of 

capital. Experience over calendar year 1987 indicates that less than f i f t y  

(SO) utilities requested permission t o  gross-up. Some of those that did 

gross-up have efther refund o r  asked to refund some o r  all o f  the gross-up 

collected. 

CIAC may be collected from developers o r  individual ratepayers. CXAC 

that i s  collected from developers will usually be added to the developer's 

basis in t h e  land being developed. When this occurs, the charge will 

ultimately find its way into the developer's cost of  goods sold and affect the 

amount o f  gain o r  loss the developer recognizes o n  the sale of the property 

for both book and tax purposes. A t  other times, the developer will capitalize 

the CIAC paid and either amortize the CIAC to income for book and tax purposes 

or recognize it for book and tax purposes at a later time. Staff i s  of the 

opinion that it i s  not the responsibility of this Commission to insure that 

the developer is able t o  recover, from his customers, the C I A C  h e  must pay. 

Neither does staff believe that it i s  the responsibility of this Commission to 

insure that the CIAC paid by the developer i s  not over recovered from his  

customers by the developer through the Price he charges the customer for the 

house. 

. 
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CIAC paid by an i nd i v idua l  res iden t ia l  ratepayer w i l l  be cap i ta l i zed  

by the i nd i v idua l  res iden t ia l  ratepayer as p a r t  o f  the i n d i v i d u a l ' s  investment 

i n  the residence. Thus, t h a t  C I A C  w i l l  u l t i m a t e l y  a f f e c t  the gain or  loss 

recognized on the sale o f  the residence. S t a f f  

not  the r e s p o n s i b i l i t y  o f  t h i s  Commission t o  

customer recovers the CIAC he has paid through 

home. 

i s  o f  the opinion t h a t  i t  i s  

insure t h a t  the res iden t ia l  

the fu tu re  sales p r i c e  o f  h i s  

I f  the i nd i v idua l  ratepayer i s  a businessman, the CIAC paid by him 

w i l l  be cap i ta l i zed  and amortized according t o  whether or not  the businessman 

i s  expected t o  replace the contr ibuted property a t  the end o f  i t s  useful l i f e  

by making another contr ibut ion.  I t  I s  not the r e s p o n s i b i l i t y  o f  t h i s  

Commission t o  insure tha t  the businessman recovers the CIAC he has paid from 

h i s  customers. 

. 

Under case law, before the enactment o f  sect ion 118(b) o f  the 

In te rna l  Revenue (IRC), one requirement f o r  a determination t h a t  monies 

received were contr ibut ions was t h a t  the monies became a permanent p a r t  o f  the 

u t i l i t y ' s  working cap i ta l .  That they should w i l l  become apparent i n  l a t e r  

examples discussed i n  t h i s  recommendation. 

The provis ions o f  sections 118<b) and (c) o f  the  IK allowed most 

u t i l i t i e s  to  receive CIAC without i a c u r r i n g  a t a x  l l a b i l f t y .  Wowever, the 

u t i l i t i e s  could not depreciate, on their tax re turns,  e i t h e r  t h e  contr ibuted 

assets or the assets acquired w f t h  the contr ibuted monies. Now, CIAC 1 s  

taxable on r e c e i p t  and the contr ibuted assets may be depreciated on the 
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u t i l i t i e s '  t a x  r e t u r n s .  Because o f  t h i s ,  t h e r e  i s  r a r e l y  an a c t u a l  i n c r e a s e  

i n  t h e  taxes  o f  t h e  u t i l i t i e s  ove r  t i m e .  I f  t h e  u t i l i t i e s  a r e  a l l owed  t o  

c o l l e c t  t h e i r  f i r s t  y e a r ' s  t a x  l i a b i l i t y  f rom t h e  developers or t h e  i n d i v i d u a l  

ra tepayers ,  t @ r e  w i l l  be a r e a l  i nc rease  i n  the t a x  l i a b i l i t y  or r e d u c t i o n  o f  

t h e  t a x  4oss o f  t h e  u t i l i t y .  Th i s  occu rs  because t h e  c o n t  r i b u t p d  taxes 

aot d e d u c t i b b  0 r d q r e  c i a b l e  on t h e  t a x  r e t u r n s .  There w i l l  o c c a s i o n a l l y  be 

a r e a l  i n c r e a s e  i n  tax l i a b i l i t y  because o f  t h e  i n t e r a c t i o n  between t,he age of 

t he  u t i l i t y ,  t h e  t a x  s t a t u s  of t h e  u t i l i t y ,  and t h e  l e v e l  o f  CIAC o f  t h e  

u t i l i t y .  This occurs because f e d e r a l  t a x  law a l l o w s  for t h e  ca r ryback  o f  

losses but F l o r i d a  t a x  law does n o t .  Carry forwards a r e  r e s t r i c t e d  t o  f i f t e e n  

years.  The f o l l o w i n g  example i l l u s t r a t e s  t h e  t a x  consequences when t h e  

u t i l i t i e s  do n o t  c o l l e c t  t h e  t a x  e f f e c t  o f  t h e  CIAC f r om o t h e r s .  The e f f e c t s  

o f  c a r r y f o r w a r d s  a r e  n o t  recognized i n  these examples. 

Year 1 Year 2 Year 3 Year 4 Year  5 

Taxable income b e f o r e  CIAC $ - b -  $ -  $ -  $ -  
+Taxable CXAC 100,000 - - - - 
-Deprec i a t i  on on C I A C  25.ooo 37 .m 1s.000 15.00 0 7 .SO0 

+(-)Federal c a r r y b a c k  _<22.950) 12.750 5.100 5.100 - 

I Taxable income(1oss) $ 75,000 f(37.500) %<lS,OOO> $(15,000) $( 7,500) 
xTax r a t e  37.63% 37.63% 37.63% 37.36% 37.63% 
I L I  ab1 1 i t y ( b e n e f i  t 1 b 28,223 $(14,111) $( 5,645) f( 5,645) $( 2,822) 

= N e t  l i a b i l i t y  
( b e n e f i t )  - - - u s u & z u  
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If the utility in the above example is allowed to collect the taxes 

from a developer or ratepayer, that $28,223 becomes taxable. 

w Year 2 year 3 - Year 4 Year 5 

Taxable income before C I A C  $ - $ -  s -  $ -  $ -  
+Taxable CIAC l00,ooo 
+Taxes on CIAC 28,223 
-0eprec i at i on on CIAC 25 .Ooo 37.500 15 .OOO 15 .ooo - 7 .so0 
I Taxable income(1oss) $103,223 $<37,500) $(15,000) $(15,000) $< 7,500) 
x Tax rate 37.63% 37.63% 37.63% 37.63% 37.63% 
= Liabi 1 i ty(benefi t) $ 38,843 $(14,111) $( 5,644) $( 5,645) $( 2,8221 

I Net liability(benefit1 g_15.893 L( 1.361) %( 5451 $( S 4 u  s( 2 .8771 
+(-)Federal carryback (22.950) 12.750 5.100 5.100 - 
- 

Because the utility has been allowed to collect the $28,223, there has been a 

real increase o f  $10,620 ($15,893 - $5,273) in the tax liability that cannot 

be recovered through depreciation on the tax return. The collection of t h e  
. 

$28,233 leaves the utility $10,620 short of the full amount of taxes required 

in the first year. Only If the utility collects more than the $28,223 tax 

effect of the CIAC'wi11 it remain whole i n  relation to the first year's tax 

increase due to the collect4on of CIAC. How much more must be collected 

depends on the individual case. 

The Florida Waterworks Association requested that u t i  1 i ties be 

allowed t o  coliect the taxes related to the receipt o f  CIAC. Order No. 16971 , 

Docket No. 860184-W, Rewest by Florida Waterworks Association f o r  

Investlgatfon of  Proposed Repeal Of Section ll%(b) Internal Revenue Code 

(Contributions In Aid o f  Construction), issued December 18, 1986, expressed 

this Commission's "intent to grant.. .approval of the Florida Haterworks 
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Associat ion 's  request t h a t  water and sewer u t i l i t i e s  sub jec t  t o  t h i s  

Commission's j u r i s d i c t i o n  be a 1 lowed t o  amend t h e i r  se rv i ce  avai  l a b i  1 i t y  

p o l i c i e s  t o  meet the tax  impact on Con t r i bu t i ons  i n  A id  o f  

Construct ion ..." (€mphasis suppl ied. )  The order  prov ided a formula w i t h  which 

t o  c a l c u l a t e  the taxes t o  be co l l ec ted ,  placed var ious r e s t r i c t i o n s  on the 

c o l l e c t i o n  o f  the taxes, and requ i red  t h a t  a r u l i n g  request be f i l e d  w i t h  the 

I n t e r n a l  Revenue Serv ice (IRS). Consummating Order No. 17058, Docket No. 

860184-PU, issued January 6, 1987, provided t h a t  "...each u t i l i t y ,  which plans 

t o  use the  mt i o n a l  Qross-uD s h a l l  submit the appropr ia te  t a r i f f  sheets for 

Commission approval p r i o r  to  implementation.. . ' I .  (€mphasis suppl ied. )  
f- /75-?3 7 

Various orders have been issued since Order No.'17058, supra, r e q u i r i n g  and 

approving refunds i n  some cases, approving a mod i f i ca t i on  o f  the  formula f o r  

the  c a l c u l a t i o n  o f  the  taxes, amending the modif ied formula and approving the 

d 

l e t t e r  r u l i n g  request  submit ted t o  the IRS. Pending before the  Commission i s  

a request from ~ a c i s m v  

accounting t reatment  for 

l l e  Suburban U t i l i t i e s  for approval o f  a proposed 

taxes t h a t  i t  w i l l  pay. A lso pending i s  a request 

from M a r t i n  Downs U t i l i t ! ,  Docket ffo. 681412-+6, t o  e l i m i n a t e  the  gross-up on 

p r o p e r t y  c o n t r i b u t i o n s .  Those requests fo l l ow  th is  i t e m  and 

should be decided a f t e r  t h e  general p o l i c y  quest ions r a i s e d  i n  t h i s  

r e c o m e n d a t i m  ace decided. Thus fa r ,  only the water and sewer u t i l i t i e s  

l i s t e d  below have a v a i l e d  themselves o f  t h e  op t i on  o f  c o l l e c t i n g  taxes re la ted  

t o  the receipt  o f  CIAC. 

& 
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,Aloha U t i  1 i t i  e s  , Inc.  
A t l a n t i c  U t i l i t i e s  o f  Jax, Inc. 
A v a t a r  U t i l i t i e s  Inc.  o f  Flor ida 
Beauclerc U t i  1 i t i e s  Company 
Canal U t i l i t i e s ,  Inc.  
Central F lo r i da  U t i l i t i e s ,  Inc. 

,Clay U t i  1 i ty  Company 
Ouval U t i l i t y  Company 

, -Eagle Ridge U t i l i t i e s ,  Inc.  
E l  Agua Corporation 
F lo r i da  C i t i e s  Water Company 
F 1 or i da Hat e r Se r v  i ce 

/Forest U t i l i t i e s ,  Inc. 
G u l f  A i r e  Propert ies, Inc. 

,Gu1 f U t i  1 i ty  
In tercoasta l  U t i l i t i e s ,  Inc.  

,Kingsley Service Company 
Marathon U.S. Realt ies, Inc.  

--Martin Oowns U t i l i t i e s ,  Inc. 
Meadowbrook U t i l i t y  Systems, Inc.  
M i l e s  Grant Hater and Sewer Co. 
-. Neighborhood U t i  1 i ti es , Inc . 

-North F o r t  Myers U t i l i t i e s ,  Inc.  
North Naples U t i  1 i t i e s ,  Inc. 
Orange-Osceola U t i l i t i e s ,  Inc.  

'Ortega U t i  1 i ty  Company 
Palm Coast U t i l i  t i e s  Corporation (Palm Coast) 

,Parkland U t i  1 i t i e s  , Inc. 
Poinciana U t i l i t i e s ,  Inc.  
Ponte Vedra U t i l i t i e s ,  Inc.  

-Regency U t i l i t i e s ,  Inc.  
Reserve U t i  1 i ty  Corporation 
, / R o l l i n g  Oaks U t i l i t i e s ,  Inc.  

Sanlando U t i  1 i t i e s  Corporation 
Seacoast u t i l i t ies ,  Inc.  
Southern States U t i  1 i t i e s  , Znc. 
Southside U t i  1 i t i e s  , Inc.  
S t .  Johns 8luff U t i l i t y  Company, I nc .  

/ S t .  Johns Service Company 
Sugar M i  11 U t i  1 i ty Company 

,Sunbelt U t i l i t i e s ,  Inc. 
U t i l i t i e s ,  Inc. 

. 

A l l  except f a lm  Coast  are Using a f u l l  gross-up method. Palm Coast i s  using a 

present value method. Ho e l e c t r i c ,  gas, o r  t e l e c o m n k a t f o n s  companies have 

done so. The e l e c t r i c  u t i l i t i e s  do not In tend t o  do so and the 

telecommunications companies were not  affected by the repeal o f  sections 

118tb) and (c) o f  t he  IRC. 
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DISCUSS ION OF ISSUES 

ISSUE 1 :  Hho should be al lowed t o  c o l l e c t ,  from developers and ratepayers,  

the  taxes r e l a t e d  t o  the r e c e i p t  o f  con t r i bu t i ons  i n  a i d  o f  cons t ruc t i on  

(C IAC)?  

RFCOMMENDATION: Only those u t i l i t i e s  who prove unable t o  secure funds f o r  the 

taxes f rom o the r  sources o r  whose ratepayers would s u f f e r  unduly i f  the 

u t i l i t i e s  o b t a i n  the funds w i t h  which t o  pay the  taxes. U t i l i t i e s  now 

c o l l e c t i n g  taxes on con t r i bu t i ons  should be requ i red  t o  m e e t  the same 

standards i n  o rder  t o  cont inue the p r a c t i c e .  lh is  recommendation i s  more 

r e s t r i c t i v e  than c u r r e n t  p rac t i ce .  ( A .  Causseaux) 

bLTERNATE RECOMMENDATION: The u t i  1 i t i e s  should be requ i red  t o  speci f i c a l  l y  

choose whether t o  gross-up o r  no t  based upon t h e i r  p a r t i c u l a r  circumstances by 

e i t h e r  f i l i n g  t a r i f f s  f o r  the gross-up or a l e t t e r  s t a t i n g  they do not  i n tend  

t o  gross-up w i t h  the Commission by February 28, 1989. ( H i l l ,  Lowe, W i l l i s )  

STAFF ANALYSIS: The repor t  on CIAC prepared by  the  D i v i s i o n  o f  Research 

ind ica tes  t h a t  i t  i s  poss ib le  f o r  the u t i l i t i e s  t o  secure funds i n  l i e u  of  

CIAC. The report also i nd i ca tes  t h a t  i n  the eyes of f i n a n c i a l  I n s t i t u t i o n s ,  

small water and sewer u t i l i t i e s  a re  no d i f f e r e n t  from o the r  small businesses 

i n  the i r  a b i l i t y  t o  f inance t l w " e s .  If t h i s  i s  so and the funds ai-e 

available i n  l i eu  o f  CIAC, they should a l s o  be a v a i l a b l e  f o r  t he  tax e f fec t  o f  

CIAC. Cont r ibu ted  assets  may be  mortgaged wh i l e  the investment Sn taxes can 

be nei t he r  mortgaged nor bonded. 
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The funds do appear t o  be available in most cases, but often at quite 

an additional cost. Few utilities have requested to gioss-up. Therefore, 

staff is of the opinion that it is advisable to have available an option that 

will allow for the collection of the taxes when the utility can show that to 

be necessary. The utility should show that it i s  unable to secure the funds 

from another source or that the cost of the funds would increase required net 

operating Income unreasonably. Inability to secure the funds might be 

illustrated by a showing that the utility borrows because it can neither bond 

nor mortgage the prepaid taxes. it might also be illustrated by showing that 

the utility cannot borrow without the personal guarantee o f  the owner. 

A primary issue for the utility is the availability o f  cash in the 

year CXAC is received. A utility can show that it should be allowed to 

gross-up by showing that it has a poor cash position. The cash position of a 

utility is shown by a cash budget or statement showing cash sources and uses 

for a period. A statement similar to that required under the Statement o f  

. 

Financial Accounting Standards Number 97 could b e  used. The level o f  a 

utility's earnings and allowed tax expense do not show the level o f  cash 

avallable t o  the utility. 

In the year that CXAC i s  received, the utility will experience a real 

tax  effect that can be seen on its tax return. There will be an increase In 

an actual tax Ifability or a reduction in an actual tax loss. If a liability 

i s  increased, cash must be available to meet the Increase. If a loss i s  

reduced, that loss is no longer available to offset past or future taxable 
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income from operations. If the utility is not repaid for the use of the loss 

wken the loss is used, it will look to the qeneral body of ratepayers for 

repayment when the loss has been fullv consumed. It is possible that a 

utility will cease to exist without ever incurring an actual tax liability. 

However, that should be an unusual event. That it is not, in the water and 

sewer industry, is hardly the fault of the ratepayer or unrelated developer 

who must forego the use of his money for  at least a year if the utility 

ultimately makes a refund. Absent persuasive evidence to the contrary, 

utilities are treated as going concerns. 

The issue for the general body of ratepayers i s  the return on and 

return of capital that they must pay the utility as a result of the receipt o f  

CIAC. The utility should receive no return on or return of the capital used 

to pay the taxes if either a developer or individual ratepayer contributes the 

cash the utility uses to pay the taxes. The contributed money should not be 

available to the stockholders for dividends. *It should become a permanent 

part of the utility's working capital. If the utility pays the taxes, there 

should be a return on the Utility's investment in the taxes paid. If the 

return o n  the monies borrowed t o  pay the taxes i s  so high that it raises the 

required net operating income unreasonably, the taxes should be contributed. 

Only i f  the utility pays the taxes and a real, nonrefundable tax lncrease 

occurs should there be a return O f  investment from the ratepayers. That 

return o f  investment shouid be addressed through cost of service as an 

increase in the income tax expense. That increase could be recognized in the 

year it becomes known o r  it could be spread to all future ratepayers who will 

-1  3- 



DOCKET NO. 860184-PU 
JUNE 23, 1988 
(7420F 1 

REVISED DECEMBER 8, 1988 

receive service from the contr ibuted assets causing the increase. 

Oevelopers are aware t h a t  for some o f  the u t i l i t i e s ,  the payment o f  

the taxes i s  a temporary th ing. The developers are aware t h a t  the u t i l i t i e s  

w i l l  be able t o  recover some, i f  not a l l ,  o f  the taxes as the contr ibuted 

assets are depreciated on the u t i l i t i e s '  tax returns.  The developers, 

therefore, des i re  tha t  the u t i l i t i e s  re turn the b e n e f i t  o f  the depreciat ion t o  

them as the  assets are depreciated. The u t i l i t i e s  ob ject  and bel ieve t h a t  the 

benef f t  should be avai lab le t o  them on an un res t r i c ted  basis. The u t i l i t i e s  

are o f  the opinion tha t  the b e n e f i t  may not be real ized'and tha t ,  i f  i t  i s  not  

real ized, they w i l l  be u n j u s t l y  penalized by being twice deprived o f  the 

b e n e f i t  : f i r s t ,  because i t  was not rea l i zed  and, second, because i t  was 

returned t o  the developers. S t a f f  sees no reason f o r  the b e n e f i t  t o  be 

returned t o  the developers. The developers w i l l  have recognized the CIAC paid 

through expense or  as an asset.. The CIAC w i l l  probably have been recovered 

from the developers own customecs. S t a f f  does not be l ieve t h a t  the u t i l i t y  

should have the bene f i t  o f  the funds i t  has not invested. S t a f f  does bel ieve 

tha t  the u t i l i t y  i s  e n t i t l e d  t o  reduce the amount o f  zero cost  c a p i t a l  

recognized i n  connection w i t h  the a c q u i s i t i o n  o f  contr ibuted taxes when, and 

i f ,  an actual  tax l i a b i l i t y  Is Incurred. This  could happen because t h e  

u t i l i t y  was unable t o  obta in  benefit from the  depreciat ion.  For example, a 

carryback or carryforward o f  t h e  tax reduct ion due t o  t h e  deprecfat ion mlght 

expire unused. Having el imtnoted both t h e  developer and the u t i l i t y ,  t h e  

ratepayer i s  l e f t  as the bene f i c ia ry  o f  the deprecfat ion. This Seems 
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equ i tab le  i n  t h a t  the  ratepayer  w i l l  probably have pa id  the  C I A C  i n d i r e c t l y  

through the c o s t  o f  h i s  house, business, o r  lease. 

Many o f  the assets f o r  which the taxes w i l l  be con t r i bu ted  are very 

long l i v e d ,  f o r t y  years i n  some cases. I t  would be a monumental task  t o  t r a c k  

the developers over the  l i v e s  o f  the assets so as t o  r e t u r n  t o  them the t a x  

b e n e f i t  of the  deprec ia t ion .  Tracking the e f f e c t  o f  the deprec ia t i on  i t s e l f  

should n o t  be an a d d i t i o n a l  burden once the requirements f o r  schedul ing 

requ i red  b y  Statement o f  F inanc ia l  Accounting Standards Number 96 are 

e f fec t i ve .  

H i t h  p e r f e c t  in fo rmat ion ,  the t o t a l  actua l  tax l i a b i l i t y  o f  a u t i l i t y  

I f  the t o t a l  ac tua l  t ax  l i a b i l i t y  would be known from i t s  b i r t h  t o  i t s  death 

was known, i t  would be a m a t t e r  o f  

appropr ia te  segments o f  the u t i  1 i ty 's  ac t  

a l l o c a t i n g  t h a t  l i a b i l i t y  t o  the 

v i t i e s  and t o  the appropr ia te  t i m e  

per iods o f  opera t ions .  Thus, each ratepayer and shareholder would bear the 

c o r r e c t  t a x  burden o r  rece ive  the appropr ia te tax b e n e f i t .  Absent p e r f e c t  

in fo rmat ion ,  t$e goal i s  t o  r e f l e c t  i n  cos t  o f  s e r v i c e  the tax  e f f e c t  o f  o n l y  

t j o s e  u t i  1 i ty  revenues and u t i  1 i t y  expenses t h a t  have ac tua l  l y  a f f e c t e d  o r  

t h a t  w i l l  a c t u a l l y  a f f e c t  the tax  re tu rns  o f  the  u t i l i t y .  A f u r t h e r  goal i s  

t o  r e f l e c t  those ac tua l  tax consequences i n  the cos t  o f  se rv i ce  o f  the 

i 
L 

---__---- - 

appmpr fa te  ra tepayer .  There ace times when t h a t  i s  n o t  p o s s i b l e  because the 

ac tua l  e f f e c t  i s  not known u n t i l  l a t e r .  Tax c r e d i t  and tax loss carryforwards 

may exp f re  without a f f e c t i n g  t h e  re tu rns .  therefore,  they are  recognized o n l y  

when they  a f f e c t  t h e  tax  r e t u r n  o r  can reasonably be expected t o  a f f e c t  a t a x  
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return dur ing the per iod o f  t i m e  f o r  which rates are befng s e t .  This i s  not 

unl ike the p rac t i ce  o f  making refunds t o  customers o f  record as of a ce r ta in  

date rather  than seeking out customers f o r  a p r i o r  period. 

A f t e r  the Recommendation o f  June 23, 1988, was released and the i t e m  11 was deferred from the Ju ly  5, 1988, Agenda: some o f  the water and sewer 
I 

j u t i l i t l e s  m e t  w i th  s t a f f  t o  discuss t h e i r  concerns. Ouring t h a t  meeting i t  
) I  

i i became apparent t h a t  cash flow i s  not  t h e i r  - .  on l y  --- concern. The u t i l . i t i e s  a re  ---.--- I 

\ 1 concerned t h a t  the taxes on CIAC are not  an asset t h a t  i s  bondable. They a lso 

believe t h a t  these taxes are a nonussd a n t  useful asset a n a  therefore , 1 
the u t i l i t y  would b P  sharing the expense o f  developgent. The u t i l i t i e s  are 

concerned t h a t  a f t e r  paying the tax, they would have no guaranteed revenue 

related t o  the investment i n  taxes and would be unable t o  borrow money on the 

~ u @ . i A  They are a lso concerned t h a t  sporadic qrowth might produce an 

unusually large con t r i bu t i on  which could not  be grossed-up because no t a r i f f  
I 
I was i n  place. The u t i l i t i e s  hav2 a lso expressed a concern t h a t  a f a i l u r e  t o  

I 

I 
1 

I 

gross-up would be viewed dur ing a subsequent proceeding, by O f f i c e  o f  Publ ic 

Counsel as an Imprudent decision; a view i n  whlth the  Commission might concur. 

U1 t imate ly ,  the u t i 1  f t i e s  bel !eve t h a t  t h e  circumstances are so I 
i 

diverse from u t i  11 t y - t o - u t l l  i t y  t h a t  each m u s t  be consfdered separately. 

~ f t e r  t h e  m e t i n g ,  me (Koposal for t h e  accounting treatment o f  the 

That proposal would i n i t i a l l y  t r e a t  both the CfAC and taxes was recefved. 

re la ted taxes as CIAC. Recognft ion would be made o f  the escrow r e s t r i c t i o n s  

placed on the tax funds col lected. The s ta te  and federal tax l i a b i l i t y  would 
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be recognized and the s a t i s f a c t i o n  of  t h a t  l i a b i l i t y  would be recognized. The 

ent r ies deal  wi th the ef fects  o f  o n l y  one year  and do no t  recognize the e f f e c t  

o f  the deprec ia t i on  taken fo r  tax purposes i n  t h a t  year.  There i s  no e f f o r t  

made t o  address the  e f f e c t  of the deprec ia t ion  taken fo r  t ax  purposes i n  

subsequent years.  S t a f f  does no t  concur w i t h  the  p r o f f e r e d  account ing 

t reatment because o f  the de f i c ienc ies  noted. 

Two a d d i t i o n a l  examples o f  account ing t reatments have been 

subsequently p r o f f e r e d  for the cons idera t ion  o f  t h i s  Commission. 

S t a f f  be l ieves  t h a t  the problems ra i sed  by the u t i l i t i e s  should be 

speci f i c a l  l y  addressed by t h i s  Con" ssion. 

S t a f f  a l s o  bel ieves t h a t  the taxes would no t  be bondable. However, 

the r e c e i p t  o f  con t r i bu ted  taxes should no t  adverse ly  a f f e c t  a u t i l i t y ' s  

a b i l i t y  t o  borrow o ther  funds because documents fu rn ished t o  the f i n a n c i a l  

i n s t i t u t i o n s  w i t h  the loan app l i ca t i ons  should i n d i c a t e  t h a t  there  i s  a source 

o f  funds t o  cover a major use o f  Xunds. 

I f  some o r  a l l  o f  the  r e l a t e d  con t r i bu ted  p l a n t  was considered used 

and use fu l ,  then a p r o  r a t a  p o r t i o n  o f  the taxes should be considered used and 

usefu l .  The m u s e d  and Useful p o r t i o n  of  the taxes should be inc luded i n  the  

r a t e  base upon which the U t i l i t y  recovers a r e t u r n  through e i t h e r  guaranteed 

revenues o r  an allowance f o r  funds p ruden t l y  invested.  

Very large c o l l e c t i o n s  of CIAC t h a t  the u t i l i t y  had n o t  a n t i c i p a t e d  

and for which the re  was no tariff i n  P h e ,  c o u l d  be handled on an emergency 

bas is  a t  t h e  nex t  scheduled agenda. The u t i l i t y  cou ld  be a l lowed t o  c o l l e c t  
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the gross-up, subject t o  refund, pending l a t e r  proof o f  i t s  ent i t lement  t o  the 

funds. 

As t o  t h e  concerns t h a t  f a i l u r e  t o  gross-up would be an issue i n  

subsequent cases, t h a t  i s  now the case wi th  most o f  the u t i l i t i e s  subject t o  

the j u r i s d i c t i o n  of this Commission. Very f e w  have chosen t o  gross-up even 

though t h i s  Commission has granted them the r i g h t  t o  do so a t  t h e i r  

d iscret ion.  The prudence o f  the decision t o  gross-up i s  a lso subject t o  

review i n  subsequent r a t e  cases. 

S t a f f  views the primary recommendation as simply changing the  t i m e  a t  

Under present pract ice,  which a u t i l i t y  must prove i t  has a need t o  gross-up. 

the u t i l i t y  co l l ec ts ,  proves i t s  need i n  the subsequent year and keeps o r  

refunds the contr ibuted taxes. That would not change under the a l te rna t i ve  

r e a m " m a t i o n .  Under the primary recommendation, t h e  u t i 4 i  t y  proves i t s  

need, co l l ec ts ,  and keeps the contr ibuted taxes. Under e i t h e r  the primary o r  

a l t e rna t i ve  recommendation, t he  d f f i c e  of Publ ic Counsel can r a i s e  an issue as 

t o  the appropriateness of the u t i l i t y ' s  act ions i n  subsequent r a t e  cases. 

piTERNATF STAFF ANALYSIS: The o v e r a l l  t h r u s t  o f  t h i s  docket and the primary 

recommendation for Issue 1 i s  cont inuing t h i s  Commission on a course o f  

over-regulat ion of the water and sewer industry.  Parts of the Research 

Division's r e p o r t  on C l A c  and t h e  PrfMry recommendation demonstrate a lack o f  

understanding o f  the r e a l i t i e s '  of the  industry.  

The Research D i v i s i o n ' s  r e p o r t  on CIAC states t h a t  I t  1 s  possible for 

the u t i l i t i e s  to  secure funds i n  l i e u  of CIAC and tha t ,  In the eyes of 
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f i n a n c i a l  i n s t i t u t i o n s ,  small water and sewer  companies are  no d i f f e r e n t  from 

o the r  small businesses. This i s  i nco r rec t .  I n  f a c t ,  f o r  the m a j o r i t y  o f  

small u t i l i t i e s ,  CZAC i s  the pr imary source o f  funding. Other sources are  no t  

a v a i l a b l e  w i thou t  p u t t i n g  t h e i r  homes up f o r  s e c u r i t y .  Also, based upon our  

discussions w i t h  f i n a n c i a l  i n s t i t u t i o n s  t h a t  a c t u a l l y  have loaned money t o  

s m a l l  u t i l i t i e s ,  they  are no t  viewed as any o the r  s m a l l  business. A sewer 

t reatment p l a n t  i s  n o t  a b u i l d i n g  and p r o p e r t y  t h a t  can be turned i n t o  a 

Denny's or a Barnaby's i f  the cu r ren t  business f a i  1 s. I t  i s  and always w i  1 1  

be a sewer t reatment  p l a n t  and noth ing e l s e .  A lso,  a bank cannot fo rec lose ,  

shut down t h e  business, and s e l l  the proper ty .  The f i n a n c i a l  i n s t i t u t i o n  

becomes a regu la ted  u t i l i t y  when they fo rec lose .  

The p r imary  recommendation i s  based upon the  Research D i v i s i o n ' s  

r e p o r t  on CIAC. The l a s t  sentence o f  the f i r s t  paragraph s ta tes  " I f  t h i s  i s  

so and the  funds a re  a v a i l a b l e  i n  l i e u  o f  CIAC, they should a l so  be a v a i l a b l e  

f o r  the tax  e f fec t  of CIAC." Tt ie recommendation goes on t o  say t h a t  "It i s  

poss ib le  t h a t  a u t i l i t y  W i l l  cease t o  e x i s t  w i thou t  ever i n c u r r i n g  an ac tua l  

tax l i a b i l i t y .  However, t h a t  should be an unusual event. Absent persuasive 

evidence to t h e  con t ra ry ,  u t i l i t i e s  are  t r e a t e d  as going concerns." I n  the 

p a s t  month alone, t h ree  utilities have ceased t o  e x i s t  w i thout  i n c u r r i n g  an 

ac tua l  tax  l i a b i l i t y .  This type of t h i n g  1 s  n o t  an unusual event.  

Th i s  i d u s t r y  i s  n o t  l i k e  the o the r  i n d u s t r i e s  and is n o t  made up o f  

a homogenous group. The u t i l i t i e s  w i t h i n  t h e  i n d u s t r y  a r e  as d i f f e r e n t  from 

one another as the i n d u s t r y  i s  from the o the r  regu la ted  monopolies. 
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The pr imary  recommendation requ i res  u t i  1 i t i e s  t o  "prove" t h a t  they a re  unable 

t o  secure funds i n  o rder  t o  gross-up. We be l i eve  t h i s  places an undue burden 

on the u t i l i t i e s  and creates unnecessary r e g u l a t o r y  expense. The manner i n  

which t h i s  docket i s  s t ruc tu red  requ i res  grossFup monies t o  be he ld  sub jec t  t o  

refund based upon a true-up. U t i l i t i e s  t h a t  gross-up and have a tax  l i a b i l i t y  

have the  money t o  pay i t .  U t i l i t i e s  t h a t  gross-up and do no t  have a tax  

l i a b i l i t y  re fund the money. U t i l i t i e s  t h a t  do n o t  gross-up and do n.ot have a 

tax l i a b i l i t y  a re  unaf fected.  U t i l i t i e s  t h a t  do n o t  gross-up and have a tax  

l i a b i l i t y  may recover  t h e  expense form t h e i r  genera l  body o f  r a t e  payers. 

This recovery i s  due t o  the  investment t h a t  t he  u t i l i t y  has made i n  t h e  t a x  

l i a b i l i t y  on the  con t r i bu t i ons  received. This  l a s t  method i s  appropr ia te  

because o f  the  CIAC requirements o f  t he  Commission. This Commission requ i res  

u t i l i t i e s  to  have a g iven l e v e l  o f  C l A C  because the  general body b e n e f i t s  f rom 

i t. The t r u e  "cos t  causer" i s  the Commission on b e h a l f  o f  t h e  customers. I t  

fol lows from t h i s  t h a t  the general body o f  ratepayers should pay t h e  t a x  

e f fec t  o f  t h e  CIAC. I n  summary, we recommend t h a t  t h e  Commission r e q u i r e  t h e  

u t i l i t i e s  t o  s p e c i f i c a l l y  choose whether t o  gross up CIAC o r  n o t  based upon 

t h e i  r p a r t  i c u l  a r  c i  r u m s  tances . 
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SSUE 2: 

RECOMMENDATION: The u t i l i t i e s  should be allowed t o  c o l l e c t  a l l  of  the taxes 

requ i red  t o  y i e l d  ne t  a f t e r - t a x  C l A C  equal t o  the  s ta ted  l e v e l  o f  C I A C  

co l l ec ted ;  t h a t  i s ,  if the CIAC t o  be co l l ec ted  i s  $100,000, then the ne t  

a f t e r  t ax  CIAC should be the  f u l l  $100,000. Formulae are  prov ided on 

How much of  the taxes should the u t i l i t i e s  be a l lowed t o  c o l l e c t ?  

Attachment B. U t i l i t i e s  us ing  d i f f e r e n t  formulae should be requ i red  t o  

change, on a p rospec t ive  bas is ,  t o  these formulae. This  i s  more r e s t r i c t i v e  

than present  p rac t i ce .  (A. Causseaux) 

STAFF ANALYSIS: Because s t a f f  i s  recommending that  the  gross-up op t i on  be 

app l ied  i n  l i m i t e d  circumstances, s t a f f  i s  o f  the op in ion  t h a t  the f u l l  

gross-up should be permi t ted .  The u t i l i t y  t h a t  

the taxes r e l a t e d  t o  the C I A C  would be presumed 

for even a p o r t i o n  o f  the t o t a l  CIAC tax l i a b i l  

i s  unable t o  o b t a i n  funds f o r  

t o  be unable t o  ob ta in  funds 

ty .  The ratepayer  adversely 

af fected by  the  u t i l i t y ' s  ob ta in ing  funds from the f i n a n c i a l  market t o  pay a l l  

o f  t h e  t ax  would be presumed t o  be adverse ly  af fected by the  u t i l i t y  ob ta in ing  

even a p o r t l o n  o f  the taxes. 

The c o l l e c t i o n  o f  C I A C  w i l l  genera l l y  cause a tax  l i a b i l i t y  a t  some 

p o i n t  In t ime. If 

there  a r e  losses, c r e d i t s  and o the r  bene f i t s  i n  the year  o f  r e c e i p t ;  these 

w i l l  be consumed so they a re  n o t  a v a i l a b l e  t o  o f f s e t  f u t u r e  taxab le  income 

I t  w i l l  e i t h e r  be i n  the  year of  r e c e i p t  or a l a t e r  year. 

from operat fons.  &cause o f  t h i s ,  f u tu re  ratepayers may be requ i red  t o  pay 

the  taxes i f  the  losses, c r e d i t s  and o t h e r  benef i t s  a t e  a l lowed t o  b e n e f i t  t h e  

developers or i n d i v i d u a l  ra tepayers pay ing the CIAC. To avo id  t h i s  problem, 
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s t a f f  recommends t v e v e l o p e r  or ind iv idual  ratepayer pay the f u l l  t a x  

e f f e c t  of  h is  contr ibut ion.  Because the payment w i l l  become a permanent p a r t  

o f  the u t i l i t y ' s  working cap i ta l  and w i l l  be accounted for as such, i t  cannot 

be used for the benef i t  of the shareholders or t o  meet operating expenses. 

The payment should not be returned t o  developer o r  i nd i v idua l  ratepayer as the 

contr ibuted asset i s  depreciated on the u t i l i t y ' s  tax re turn.  The payment 

w i l l  usua l l y  reduce the t a x e s  of the developer d i r e c t l y  o r  through a tax loss 

carryback or carryforward. 

L 

Tax savings, i f  any, due t o  enactment of the Tax Reform A c t  o f  1986 

should go t o  the general body of ratepayers. I n i t i a l l y ,  s t a f f  recommended 

that these tax savings benef i t  the developers o r  i n d i v i d u a l  ratepayers. Order 

No. 16917, supra, r e f l e c t s  t h a t  pos i t ion.  Other excesses o r  def ic iencies i n  

the allowed tax expense re la ted  t o  changes i n  revenues and expenses would be 

addressed i n  earnings reviews o r  r a t e  cases. 

The cash paid by the u t i l i t y  i n  conformity w i th  the provisions o f  the 

in ternal  Revenue Code and the requirements of t h i s  Commission i s  not  a u t i l i t y  

asset used and useful i n  prov id ing service. I t  i s  nonetheless an investment 

made by the u t i l i t y  i n  the s a t i s f a c t i o n  o f  a l i a b i l i t y .  As such, i t  should 

- 

earn a re turn.  The question then becomes from whom should the r e t u r n  be 

c o l l e c t e l f i  the r e l a t e d  asset i s  i n  r a t e  baseJ the r e t u r n  should come from 

the general body o f  ratepayers. I f  t h e  asset i s  accruing allowance fo r  funds 

prudently invested (AfPI) or an allowance for Qunds used dur ing construct ion 

(AFUDC), the return sbould come from t h o s e  fu ture customers who w i l l  pay the 

AFPI  o r  r e t u r n  on the AfUDc when It 1s included i n  r a t e  base. I f  t h e  asset i s  

earning a r e t u r n  through guaranteed revenue contracts,  t he  r e t u r n  should be 

paid by those paying the guaranteed revenues. However, the recommended 
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accoun t ing  t rea tmen t  would t r e a t  t he  investment  i n  taxes as a c a p i t a l  

s t r u c t u r e  c o n t r a  or an i t e m  a f f e c t i n g  the  c a l c u l a t i o n  o f  work ing c a p i t a l .  I t  

does n o t  contemplate t r e a t i n g  t h i s  i t e m  i n  an unique manner or s u b j e c t i n g  i t  

t o  used and u s e f u l  c o n s i d e r a t i o n s  f o r  s i m p l i c i t y  sake. I t  i s  s t a f f ' s  

unders tand ing ,  a t  t h i s  p o i n t  i n  t i m e ,  t h a t  t h e  amount of t h e  charges cannot be 

t r a c e d  to  a s p e c i f i c  asse t  nor can c o l l e c t i o n s  be t r a c e d  t o  s p e c i f i c  asse ts ,  

e s p e c i a l l y  a s s e t s  s e r v i n g  s p e c i f i c  customers. 
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JSWE 3: Should u t i l i t i e s ,  allowed t o  c o l l e c t  the taxes associated w i th  the 

rece ip t  of CIAC, c o l l e c t  them subject t o  refund wi th  i n t e r e s t  i n  accordance 

wi th  Rule 25-30.360, F lo r i da  Administrat ive Code? 

RECOMMENDATION: Yes, c o l l e c t i o n s  should be subject t o  refund w i th  i n t e r e s t  i n  

accordance w i th  Rule 25-30.360, F lo r i da  Administrat ive Code, pending proof of  

ent i t lement.  This i s  i n  accordance with present pract ice.  (A. Causseaux) 

STAFF ANALYSIS: Because the a1 ternat ive s t a f f  recommendation i s  . t h a t  the 

gross-up opt ion t o  the u t i l i t i e s  before proving t h e i r  need t o  do so, s t a f f  i s  

of  the opinion t h a t  the p ro tec t i on  supplied by the refund w i th  i n te res t  

prov is ion i s  required t o  p ro tec t  the i n t e r e s t  o f  the contr ibutors  under e i t h e r  

recommendation. 
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JSSUE 4: How should u t i l i t i e s  account f o r  the taxes? 

RECOMMENDATION: U t i l i t i e s  should account f o r  the t a x e s  i n  accordance w i t h  

Attachments C and 0. Current formulae are predicated on s t r a i g h t  l i n e  tax 

deprec iat ion.  These prov ide fo r  e i t h e r  s t r a i g h t  l i n e  or r a p i d  tax 

deprec ia t ion  and recognize the deprec ia t ion  t o  be taken i n  the first year .  A 

present va lue  formula i s  no t  recommended bu t  i s  prov ided as an a d d i t i o n a l  

a l t e r n a t i v e  i f  t h i s  Commission des i res t h a t  t h a t  o p t i o n  be ava i l ab le .  These 

formulae represent  changes t o  present  p rac t i ce .  ( A .  Causseaux). 

STAFF ANACYSIS: The schedules at tached cover the s i t u a t i o n  where the u t i l i t y  

c o l l e c t s  a l l  o f  the tax and the s i t u a t i o n  where the  u t i l i t y  c o l l e c t s  none o f  

the tax .  The r e s o l u t i o n  o f  several  subissues i s  conta ined w i t h i n  s t a f f ' s  

recommendation: t reatment o f  the cont r ibu ted  taxes, t reatment  o f  the t a x e s  

t ha t  w i l l  be p a i d  and returned,  and treatment o f  t a x  deprec ia t ion .  S t a f f  has 

assumed t h a t  c o n t r i  l u t e d  t a r p s  w i l l  be t rea ted  as a subaccount o f  CIAC-and a 

p o r t i o n  w i l l  be amortized t o  cos t  o f  serv ice ,  t h a t  taxes t o  be pa id  and 

, 

recovered through deprec ia t ion  w i l l  be added t o  r a t e  base ( t h i s  i s  con t ra ry  t o  

s t a f f ' s  recommendation f o r  Jacksonv i l l e  Suburban U t i l i t i e s  where s t a f f  

recommended the  d e b i t  balance de fer red  taxes o f f s e t  c r e d i t  balance de fer red  

taxes be fo re  be ing  added .to r a t e  base), and t h a t  t ax  dep rec ia t i on  w i l l  n o t  

a f f e c t  the  general body o f  ra tepayers.  Hhere an e q u i t y  r e t u r n  i s  used i n  t h e  

examples, i t  i s  t he  maximum r e t u r n  t h a t  can be c a l c u l a t e d  by use of t h e  

leverage graph approved i n  Order No. 16975, Oocket No. 860006-WS, issued 

December 18, 1986 and l a t e r  r e a f f i r m e d  by t h i s  Commission. 
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ISSUE 5: How should t h i s  change i n  p o l i c y  on the approval of  c o l l e c t i o n  o f  

taxes on contr ibut ions be implemented? 

RECOMMENDATION: The u t i l i t i e s  tha t  have had t a r i f f s  approved t o  al low them t o  

c o l l e c t  the tares on C I A C  should be required t o  submit evidence t o  j u s t i f y  the 

continued approval w i th in  60 days of  the ef fect ive date o f  the order. Each 

u t i l i t y ' s  j u s t i f i c a t i o n  w i l l  be evaluated by s t a f f  and brought t o  the 

C m i s s l o n  for  spec i f i c  approval on an i nd i v idua l  basis. ( W i l l i a m s )  

STAFF ANALYSIS: Order No. 16971 allowed a l l  o f  the water and sewer  u t l l i t i e s  

regulated by the Commission t o  e l e c t  t o  amend t h e i r  s e r v i c e  a v a i l a b i l i t y  

po l i c i es  to m e e t  the tax impact on CIAC. A fur ther  order d i rected each 

u t i l i t y  t h a t  planned t o  use the opt ional  gross up t o  f i l e  revised t a r i f f s .  To 

date, f o r t y  two u t i l i t i e s  l i s t e d  i n  the case background o f  t h i s  

recommendation have had the gross up formula approved i n  t h e i r  t a r i f f s .  I n  

order t o  implement the new, more r e s t r i c t i v e  p o l i c y  recommended i n  issue 1, 

each o f  the u t i l i t i e s  tha t  have the gross up formula approved i n  t h e i r  t a r i f f s  

should &e required t o  submit evidence t o  j us t i f y  the continued approval t o  

c o l l e c t  the tax on CIAC. He bel ieve t h a t  60 days from the e f f e c t i v e  date i s  

adequate t i m e  t o  al low the u t i i l i t i e s  t o  gather the evidence necessary t o  

j u s t i f y  the continued approval. 

Once the data i s  received by the Commission, s t a f f  w i l l  evaluate the 

data and brlng a recommendation t o  the Cammission on each u t i l i t y  on a case by 

case basis s k e  the CirCumStanCeS for each u t i l i t y  w i l l  be d i f f e ren t .  The 

questions o f  e f f e c t i v e  date and approval O f  the t a r i f f s  w i l l  be addressed f o r  

each u t i  1 f ty 1 n s t a f f  I s  recommendation for t h e  agenda conference. 
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F l o r i d a  Associated General Contractors  Counci 1 
1363 East l a f a y e t t e  S t r e e t  
Tal lahassee, FL 32301 

F l o r i d a  Contractors  
1940 Buford Boulevard 
Tal lahassee, F l  32308 

F l o r i d a  Home Bu i l de rs  Associat ion 
201 Wes t  Park Avenue 
Tal lahassee, FC 32301 

F 1 or i d a Ma t e rwo r k s A s soc i a t i on 
c /o  6. Kenneth G a t l i n ,  Esq. 
Gat1 i n , Woods , Car l  son & Cowdery 
1709-0 Mahan D r i v e  
Tallahassee, F l o r i d a  32308 

Nor th F l o r i d a  Associated B u i  l de rs  & Contractors ,  Incorporated 
1230 Nor th Adams 
Tallahassee, FL 32303 

Southeast Bu i l de rs  Conference, incorpora ted  
110 Nor th Magnolia 
Tallahassee, FL 32301 

Cawson , McWhi r t e r ,  Ctandof f & Reeves  
201 E. Kennedy 6oulevard 
Su i te  800 
P. 0. Box 3350 
Tampa, FL 33601 

R.M.C. Rose, Esq. 
Rose, Sundstrom & Ben t l y  
2544 B la f r s tone  Pines D r i v e  
Tal lahassee, F l o r i d a  32301 

Pat  Wigglns, Esqu i re  
325 €ast Park Avenue 
Tallahassee, FL 32301 

8ruce W. Renard, Esqui r e  
Messer, V ickers,  Capare l lo ,  French & Madsen At torneys 
215 South Monroe 
Tal  lahassee, FC 32301 
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Ray Avery 
Hidclay Service Corporation 
767 Blanding Boulevard 
Suite 106 
Orange Park, F l  32065 

Byron Traynor 
Vice President - Finance 
Thomas J. Hhi te Development Corporation 
2500 Hidport Road 
Port St. Lucie, f l  34952 
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FITTF4CHMENT I3 
PAGE 1 OF 1 

GSOSS-UP FORMULAS 

I .  

11. 

CONTRIPUTED PLANT kND CASH CONVERTED I N T O  CONTRIEUTED FLBNT 

- 
CTR is t h e  combined federal and state corporate income 
tax rate (SR+FR (1-SR) 1 

SR is the state corporate income tax rate 

FR is the federal corporate income tax rate 

C is the contributed plant or cash converted into con- 
tributed assets 

FYTD is the first year's tax depreciation 

200% declining balance depreciation ( ( C )  ( l / T U  ( 2 )  ( . 5 )  1 

TL is the tax life of t h e  contributed asset 

150% declining balance depreciation ((C) ( l / T L )  (1.5) ( . 5 )  

Straight line depreciation ((C) ( 1 / T L )  (.SI 

LRND CIND CASH NUT CONVERTED I N T O  PLANT 

ALTERNATIVE: PRESENT VALUE 

NOTE: These farmulas are not t o  be applied t o :  
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FULL TAXES COLLECTED 
YEAR 1 

A. 131.10 Cash 
271.20 Contributed taxes 
To record the receipt of contributed taxes. 

B. 409.10 Federal income taxes, utility 
operating income 

operating income 
409.11 State income taxes, uti 1 i ty 

236.10 CIccrued income taxes, utility 
operating income 

To record the tax effect af CIRC. 

C. 271.21 Accumulated amortization of 
contributed taxes 

407.40 flmortization of contributed taxes 
To remove the real increase in the tax effect 
caused b y  the  receipt of the contributed taxes. - 

D. 190.19 Accumulated deferred federal income taxes 
190.20 Accumulated deferred state income taxes 
410.10 Deferred federal income taxes . 
410.11 Deferred stete income taxes 
To recognize t h e  tax effect of future depreciation. 

E .  256.10 Accrued income t a x e s ,  utility 
operating income 

131.10 Cash 
To record the payment of the tax liability. 

ATTACHMENT C 
PCIGE 1 O F  6 

49583 

8488 
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ATTkCHMENT C 
PAGE 2 OF 6 

FULL TAXES COLLECTED 
YEAR 1 

FI. Entry A .  has no effect on the general body of ratepayers. By recording 
both the receipt of the cash and the Source of the cash, the entry insurE 
that the cash has entered into t h e  permanent working capital of the utili 
This insures that the utility will not earn on the money it did not inves 

8. 

c. 

U 

D. 

E. 

Entry P records the actual eifect oflthe contributed taxes on the tax 
status of the utility. If no other entries were made, this entry would 
increase cost of service and reduce working capital. Neither effect 
is accepta4le. the general body of ratepayers shou.ld not bear the 
t a x  expense that has been met by a developer or individual ratepayer. 
Rate base has been reduced once because of the contributed taxes and 
should not be reduced a second time. 

Entry C increases rate base and decreases cost of service. This 
entry is made because the tax expense and liability that occur as a 
result of collecting the contributed taxes will n o t  reverie through 
depreciation or  deduction. The expense and liability have been met by 
either a developer or  an individual ratepayer and so should not 
affect the cost of  service to the general body of ratepayers or  the 
working capital calculation of t h e  utility. This entry prevents 
that f r o m  occuring by offsetting the appropriate portions of 
Entries A and E. 

This entry increases rate base and reduces cost  of service. It insures 
that the general body of ratepayers--present and future--are not affected 
by the receipt of the contributed taxes. 

This entry may not ctccur in year one i f  there is no actual payment 
to the IRS. It will o c c u r  at some future point. T h i s  entry m i g h t  
be reflected a5 adjustments to intercompany receivables o r  payables. - 

-13- 



C\TTfiCHMENT C 
PAGE 3 O F  6 

FULL TAXES COLLECTED 
YEAR 1 

RATE BASE 

Contributed taxes - 
Accumulated amortization of contributed taxes 

Accumulated deferred federal income taxes 

Accumulated deferred state income taxes 

RATE BASE 

COST OF SERVICE 

Federal income taxes, utility operating income 

State income taxes, utility operating income 

Amortization of contributed taxes 

Deferred federal income taxes 

Deferred s t a t e  income taxes 

NET WERGTING INCOME 

-5807 1 

49583 

-733925 

-20- 



OTTACHMENT h 
PAGE 4 OF 6. 

FULL TAXES COLLECTED 
YEAR 2 

I FI. No entries in year two. - 
€I. 236.10 Rccrued taxes, utility operating income 

409. 10 Federal income taxes, utility operating 

409. I 1  State income taxes, utility operating 

To record the actual t a x  return effect o f  the second 
year’s depreci ati on. 

income 

income 

2717 

2319 

2\97 

C. No entries in year two. 

D. 411.10 Provision for deferred income taxes - credit, 
utility operating income 2717 

v 190. 10 Accumulated deierred federal income 
taxes . 2319 

190.20 FSccumul ated deferred state income t a x e s  397 
To record the effect of the second year’s depreciation. 

E. 131.10 Cash on hand 
236.10 Accrued taxes, uti 1 i ty operating 

income 
To record receipt of refund. 

2717 

2717 . 
NOTE: Entries i n  years 3-21 w i l l  be to the same accounts. The amounts 

will differ as the tax depreciation changes + r o m  year-to-year 
if an accelerated method of tax depreciation is used. There will 
be no entries after the last year  in which depreciation is taken 
on the t a x  return. 

-2 I -  



ATTACHMENT C 
PAGE 5 OF 4 

FULL TAXES COLLECTED 
YEGR 2 

A. There is no furthur rece ip t  due t o  fie year one cont r ibu t ions .  
therefore, there is no add i t iona l  en t ry  t o  these accounts. 

8.  This ent ry  decreases c o s t  of serv ice  and increases 'working c a p i t a l  
because i t  records the actual  tax re tu rn  e f f e c t  of t h e  
depreciat ion taken on the contr ibuted assets. Because ne i ther  
the u t i l i t y  nor the  general body of ratepayers have paid f o r  t h e  
assets, ne i the r  should bene f i t  or be harmed by the 
depreciat ion o f  the assets on the tax re tu rn .  Therefore, add i t i ona l  
en t r i es  are required to o f f s e t  t h i s  effect. 

C. No furthur amort izat ion occurs to cont r ibu ted  taxes. This i s  
necessary so t h a t  the general body of  ratepayers w i l l  not pay a 
re tu rn  on the  cont r ibu ted  p o r t i o n  o f  Harking cap i ta l .  T h i s  
ensures t h a t  t h e  u t i l i t y  can not earn on the con t r i bu ted  working 
cap i ta l  and tha t  the cont r ibu ted  working c a p i t a l  can not be used 
f o r  the payment of dividends or  operat ing expenses. 

D. This en t ry  decreases cost 0.F serv ice  and increases working cap i ta l .  
It is required i n  w d e r  to completely o f f s e t  En t ry  8. 

E .  This en t ry  w i l l  probably no t  ac tua l l y  occur. Hordever, i t s  e f f e c t  
w i l l  be ac tua l l y  re.Flected i n  t h e  amount of taxes pa id  or  the 
changes i n  intercompany accounts. I t i s  th i s  entry--or t h e  lack of 
t h i s  entry--that can r e s u l t  i n  an actual  increase of  t a x  l i a b i l i t y  
because of loss carryback and carryforward prov is ions  and other 
condit ions. 

. 
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ATTACSMENT C 
PAGE 6 O F  6 

FULL TAXES COLLECTED 
YEAR 2 

D RATE ECISE 

Contributed taxes 

Accumulated amortization of c o n t r i b u t e d  t a x e s  

&cumulated deferred federal income taxes 

fkcumulated deferred state income taxes 

RATE BASE 

.Ice 

COST OF SERVICE 

Federal income taxes,  utility operating income 

State income taxes, utility aperating income 

Amortization of contributed taxes 

Deferred federal income taxes 

Deferred state income taxes 

NET OF'ERGTING INCOME 

t Rounding 

-2 3- 

-5 8 0 7 e l  

24569 

28606 

,-I- 4 L 4 L S  

-397 

CJ 

. 



67. 

5 .  

u 

C. 

D. 

E. 

NO TAXES COLLECTED 
E A R  1 

131.10 Cash on hand 
201 .oo Common stock 
To record issuance of stock and receipt of 
cash.  

40% 10 Federal income taxes. uti 1 i ty 

409.11 State income taxes, utility 

2 3 6 . t O  kcrued taxes, uti 1 i ty 

To record actual tax return effect of  
collecting CIFIC. 

operating income 

operating income 

operating income 

No. entries. 

ATTGCHMENT D 
PAGE 1 OF 6 

36219 
36219 

313925 

5294 

56219 

190.10 Accumulated deferred federal incame 

190.20 Accumulated deierred state income 
' taxes 30925 

taxes 5294 

410.11 Deferred state income taxes 5294 
To record futuye tax benefit of depreciation 
to be taken on CXGC on the tax return 

410.10 Deferred federal income taxes 3029s 

236.10 Accrued taxes, utility 
operating income 

131.10 Cash on hand 
To record payment of tax liabilitv- 

- - - - - - - I  - 

. 
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ATTACKMENT D 
PAGE 2 OF 6 

NO TAXES COLLECTEE 
YEAR 1 

6. This entry miqht as easily be completed with a credit to 
account number : 

e 

1. 135.00 Temporary cash investments, .. ' 2. 221.00 Bonds, 
3. 223.00 Fldvances from associated companies, 
4. 232.00 Notes, 
5. 233.00 Accounts payable to associated comparr:e=. or 
6.  234.00 Notes payable to associated companies. 

It might be  completed by credits to several of the sources. 
The entry might not total the entire amount of the increase 
in the tax liability because there would be enough cash OE 

to cover all or  part of the tax liability. It miqht not&= 
until a later year because of the tax position of the utiLi 

example can be given. 
- In this case, it has been made to equity so that a " w c s r s t - c  .....- 

E. This entry records the actual effect on the tax position of ?he 
utility caused by the receipt of the CIK. 

The initial cost to the developer or  individual ratepayer i . 
reduced. However, the general body of ratepayers will pay 
return on the  unrecovered balance of the utility's investmL , .  

That return will be less than the return that they would ha .I 
paid if the deveioper or- individual ratepayer  had not made 
the contribution. In year one, using a year end rate base. 
the investment would be 998,750 without CXGC. With CIAC 
and no contribution of taxes, t h e  investment would be 836.210. 
That assumes a 20-year tax life with 150% declining balancE 
depreciation and a combined tax rate of 37.63%. If there 
had been no CIGC, there .would also have been a return of 
investment paid by the general body of ratepayers. 

. 

Early  drafts of the report being prepared by the Division 
of Research, have indicated that investor sources of funds 
should be retired with CXAC collected as repayments of pr1c.r. 
utility investment. 

C. No entries are required because no taxes w e r e  contributed. 

E. This entry records the payment of the t a x .  The Same Co"entt, 
that were made on Entry E previously apply. 

-2s- 
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NO TCIKES COLLECTED 
YEAR I 

RTTGCHMENT D 
PAGE 3 OF 6 I 

Rccumulated deferred +ederal income t a x e s  
Rccumulated de4erred s t a t e  income t a x e s  

RATE BASE 
u 

COST OF CAPITfX 

COST OF SERVICE 

Revenue 

Federal income t a x e s ,  uti 1 i t y  
operating income 
S t a t e  income t a x e s ,  u t i ! i t y  
operating income 
Deferred f edera l  income t a x e s  
Deferred s t a t e  income t a x e s  

NET OPERATLNG INCOME 

. 

30299 2612 32907 
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ATTGCHMENT D 
FAGE 4 OF 6 

NO TAXES COLLECTED 
YEAR 2 

0 

A. No entries in year two. 

5. 236.10 Accrued taxes. utility operating income 2717 
407.10 Federal income taxes, utility operating 

409. 1 1  State income taxes, utility operating 
income 

i ncame 
To record the actual tax return effect of the second . 
year s depreciation. 

C. No entries in year tMo. 

D. 411.10 Provision for deferred income taxes - credit, 
190.10 Gccumul ated deferred +eder-al income 

190.20 Ckcumulated deferred state income taxes 

.v 

utility operating income 2717 

taxes 

To record the effect o f  the second year's depreciation. 

E. 131.10 Cash on hand 
236.10 Accrued taxes, utility operating 

income 
T o  record receipt of refund. 

2717 

2319 

397 

. 
2717 

NOTE: Entries in years 3-21 will be to the same accounts. The amounts 
will differ as the tax depreciation changes f r o m  Year-to-year 
i f  an accele,rated method of tax depreciation is u s e d .  There will 
be no entries after the last year in which depreciation is taken 
on t h e  tax return. 

-27- 



ATTfiCHENT D 
PAGE 5 OF 6 

A. There is no receipt due to year one contributions. 

E. This entry decrease cost of service and increases working capital - 
because it records the 'actual tax return effect of the 
depreciation taken on the contributed assets. Because neither 
the utility nor the general body of ratepayers have'paid for the 
assets, neither s h w l d  benefit or be harmed by the 
depreciation Of the assets on the tax return. Therefore, additional- 
entries are required to offset this effect. 

C. No entry required. 

D. T h i s  entry decreases cost of service and increases working capital. 
It is required in order to completely offset Entry B. Return of  
capital i s  f r o m  the lffi because of depreciation taken on the tax return. 

u 

E .  This  entry will probably not actually occur. However, its effect 
w i l l  be actually reflected in the  amount of t a x e s  Qaid or t h e  
changes in intercompany accounts. It is this ecrtry-or the lack of 
this entry-that can result io an actual increase of tax liability 
because of loss carryback and carryforward provisions and other 
conditions. 

. 

-28- 



QTTGCHMENT D 
PAGE 6 OF 6 

NO TAXES COLLECTED 
YE4R 2 

RATE BASE 

Cash 2717 1: 

Accumulated deferred state income taxes 
Accumulated deferred federal income taxes 27976 

4897 
. -. 

RATE BASE 

u 

WST O F  CAPITAL 

COST OF SERVICE 

Revenue 

Federal income t a x e s ,  ut i  1 i t y  
operating income 
State income taxes ,  utility 
operating income 
Provi  s i  on for deferred i ncame taxes- 
credit, utility operating income 

NET OPERATING INCOME 

-23 19 2613 294 

-397 447 55, 

*If the recommendation made in early drafts of the report from 
the Research Division was followed. t h i s  woltld be used to  reduce 
the common equity. That would have the efiect of reducing revenue 

. requirements. 

* *$The 61 increase over year 1 is due to rounding. 

tSW3ounding. 
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In Re: Request by FLORIDA wATCRk+ORKS ) DOCWET NO. 8 6 0 1 8 4 - P u  
ASSOCIATIOH for investiaatlon O C  

MICHAEL Y C K .  WILSON, CHAIR" 
THOMAS M. BEARD 

B E l T Y  EASLEY 
C t i U L S J  L. GVNTFR 
JOHN T. HERblDOH 

B'f THE COMMISSION: I 

YOT:CS TS HEREDY G W E N  b y  t h e  r : o r l d a  PuBliC Service 
Cc:.~issicn that :he acticnr diecussed 5 c r e i n  a r e  preliminary :n 
n r c u r t !  3nd * a l l  become final unless a p e r s o n  uhcsa interests 
are saaBstantially r f f a c t e d  files a petit!on f c r  a f o r m a l  
prsceeding pursuant to Rule 2 5 - 2 2 . 0 2 9 .  Florida Administrative 
Code, 

On F e ~ r u 3 t - y  13, 1 9 8 6 ,  the r lor iar  watecworks Association 
requested t h a t  ue investigate a prcpared r e p e a l  o f  S e c t i o n  
l?e(b), Intarnal Revenue Code, under w h i c h  certain 
contributions t o  tha  c a p i t a l  O f  corporation irere excluded 
from g r o s s  incme .  Scctian I l 6 ( b ) .  I n t a r n r l  Revenue Code, w a s ,  
ultimitely, repo3:ed by the  Federal T ~ K  Reform Act of 1986 
( A c t )  ant, e f fece ivc?  Janutry 1, l F 8 7 ,  contributlons-in-aid-0~- 
cotstruc:i5n (C:AC) tecaze  includable in utility's gross 
income. A l s o  under ths  A c t ,  contributed assats became 
depreciable t o r  Eederal t a r  purposes .  

P r i o r  t o  t h e  c€€ccCivenass Of the A c t ,  the g e n e r a l  
p e r c e p c i o n  by the water and S w I r  industry w a s  t h a c  the 
inciusion of C I A C  in gross  income would cause certain ytilities 
to cxper:cnce c a s h  flaw problems. Theretore, on December 1 8 ,  
1986. we issued O r d e r  NO. 16971 0". a,n emecqency basis to allow 
corporate w a t e r  and sewer utliitlet t o  e l e c t  uhethec to 
- g r o s s - u p '  C I A C  i n  order to m e t  the f j x  i m p a c t .  Tbus f a t ,  
Only forty-four Water a n d / o r  sewer utilities hqve elected K O  
g r o s s - u p .  No electric utilities h a v e  elected to gross-up, 
although several g a s  utilities h a v e  expressed an ifltcrest in 
the p r o s s - u p .  The . r e p e a l  of Section 118(b) d l d  n o t  dffect 
telecommunications ucilltims. 



DOCKET YO. 8 6 4 1 8 4 - P U  
ORDER NO. 21266 
PAGE 2 

Since Order NO, 1 6 9 7 1  v a s  i ~ ~ u e d  on an expedited, o:nusgrncy 
b a s i s ,  we inseructed the s t ~ f f  of t h i s  Corrmirs on E O  ContAnue 
t3 invcitiqote the  necessity ri~cl d y p r o p r i a  t eness Of t h e  
g r o s s - u p .  

C I X  can b e  in t 3 o  €arm of property or cash. Generally, 
propersy CIAC includes wotcr distribution and s T d g e  dollcccion 
systems idhich are dsndtad to a utility. Prpperty C I A C  1s 
u c u s l l y  dunaced by dcvclrlpeir and it is aS~ui;rsJ that these  
c o s t s  are e i t h e r  included in t h e  purchase p r i F e  of a l o t  or  
konc .  cxpcnsod o n  c:he developer's tbx return, 0 ;  (ruth. Either 
w a y .  thcsc costs a r e  ultimately borne by the hope b u y t r .  Cash 
C I A C  i s  qoncrolly colleccsd to reimburse inveatmenc i r i  rristing 
p l ~ n t  3 r  to d e C r a y  t h e  c o a t s  o f  present O $  fu tqce  plant 
c t p o n s i s n .  Xlthouqh i t  i o  n o t  uncorhmon for devglopasg to m d k c  
s a s h  c~nt::butions, e e d h  C I A C  is typically Collrdtud from 
individual customer5. 

Co!:ecc:on cC C I A C  v r i t f i o u t .  c j rosi-up 

Tkc inciusion of CIAC in a utility's q r o r s  nncsme may h a v e  
a scve:e impact on a utility's tar L i a b i l i t y  durlng zh year  o f  
c o 1 : a c L ~ : s ( i ,  w h i c h ,  if t h e  utility dces not also eorlec: the  
t J x e 9  on the CIAC, may result 
esgacirlly krua i f  tha 
cash CIAC, the utility 
ca 1 lec '.eJ 6 0  ihrat 
c>nJ.r.itucrd - p f o p e i  t y  is now d e q c e ~ ~ ~ b ~ ~ , ~ ~ _ ~ t ~ ~ ~ _ _ u _ r ~ L ~ c ~  w l  L 1 

ra~ly,expe.r-~.CnC-C__ d n y  pctu .a1_-  _!i=ze*rein taxea. o v e r  rne long  
xu .  The c b 9 h  Elow problem results beCIUlC the 
liability occurs in the yerr i n  which 
:eecs.,sd end is recovered over  LI1e l i f e  
doprociation. 

Col1ce:lon o f  C?AC W i t h  Gtorr-ua 

I f ,  in addition to C I A C ,  a utility c0)lectr the t r r c a  on 
L!IIL C:AC. i t  will s u b j a c t  itrelt tO I real incdoase 1, i t s  t a x  
ridbility or dec:easa i n  its t a x  l o s s .  This a c c u r r  because 
contrltured t a x e s  becorr,s g r o s s  Income and & r e ,  therefore, 

the qross-up, 

ultimately ba borne by  ;he home b u y e r .  Adding t 9 c  p r p r s - u p  G O  
the cost t ~ f  a home may be enough LO J i s v u u r d q q  4n individual 
p l i r c h b s e c  I 



nETfNTIOH OF O ? T I O t l A L  G R O S S - V P  

In o p i t o  o f  the problem associated .with the j r o f s - u p ,  we 
f i n d  i t  opprcpriate t o  r e t 8 i n  t h e  yil>as-up a s  l l m l t e d  

1: a utility mee:s the critatia described aoove t p  q u a l i f y  
for t h e  gross-up, we believe t h a t  i t  1s rearonrole 60 assume 
t h d c  the u t i l i t y  would find i c  d i t f i c u l t tg c a v e t  e v e n  a 
p o r t i o n  o f  its CSAC tar l i a b i l i t y .  Accord inp ly ,  we f i n d  it 

i n  a l l  such  

:!lis Order. Any utility that currently h a s  the p r  ss-up in 
p!,ice may continue to collect the q r o s r - u p ,  : p e n a s p  t h e i r  
filing and  our a p p r o v a l  of a reqvast €or thq,  q r a s ~ r - u p ,  as 
dssceibcd b b c v e ,  which snail include revised t a r i f f  p r p e s .  The 
rm-rired g o o r s - u p  t o r i f f  paper  will be pprovpd upon 
verification t h a t  the utklity qualifies Cor t t e  j r d s s - u p  I S  
spocitied in chis U r J e i .  

Prior t o  its implcmcntrtion o f  the g r o s s - u p .  "'3 utility 
shall s u b m i t  a propbsed e s c r w  aqrrcrr.enr- for tabs Conqnission's  
a p p r o v a l .  The  g r a s s - d p  rmourll;s s h ~ l 1  be placed in an ! n t a r e s t  
b c ~ r i n q  czcrou account, subject to refund, periJl11y 4 tpua-up  i n  
the year Eullowinq collection. 

In con3ideration o f  the f o r e q o i n g ,  l e  i s  

Oaines Street, r r 1 l o t i 8 s s e q ,  
or' business on Julie 12, 1989. It i s  Curr3er 

ORDERED t h a t  the o p t i o n a l  9 c o y s - u p  of CIAC p h a l l  OU 
r e t a i n e d .  subject to certaln nodlfichtions, as s e t  t o t t h  in the 
t u t ~ y  U (  L!ris OLdar. ~t is r u r t n e r  



I 

W C K f T  N O .  8 6 0 1 8 4 - P U  

ORDERED t h a t  e a c h  utility t h a t  wishas 5 0  utillte tnc 
g r o s s - u p .  u h e t h e c  o t  n o t  I t  i s  u u ~ r r n t l y  autkqfirea t o  
g r c s s - u p .  s h a l l  t i l e  J r e q u e i t  foz a u t t r u r i t y  4 0  grpss-up no 
l a t e r  t h a n  iixcy ( 6 0 )  drys Coltwnlnp t h e  e f f e c t i v e  drqe oC t h i s  
Order. f t  is f u r t h e r  

ORnEPFD t h a t  O b C h  req+dci t  t o  gross-up r h a f A  i n g l u d e  c k e  
i n f o r n r t i w n  s e t  Ear th  i n  t h e  body of t n i s  O r d e r .  It is f u r t h e r  

O R D E R E D  t h a t  a l l  e o l l b c t i o n s  c ) L  C:hC qrosr-up rmg nts shall 
bo p l a c e d  in s Com-n i3s i3n  approved oscrow aCCOuit he& r u s j c c t  
t o  rcCur.d ,  w i t h  i n t a r e s t ,  i n  dccordrnce w i t h  p u l e  2 1 5 - 3 0 . 1 6 0 .  
F l o r i d a  Adninintrrcivs Cuda. Xt i s  f u r t h a ;  

ORDERED t h a t ,  p r i o r  to  a n y  utility's inplem$ntatlqn 0 t  the  
7 r o s r - . ~ p ,  i t  s h a l l  s u b m i t  b proposed escrow aqreqment and 
e i t h e r  o r i g i n a l  o r  r e v i a a d  g r u s 3 - u p  t a r i f f  p s q + .  TgO t a r i f f  
pages be a p p t o v t d  upon verlfiCst:3n t h A t  t h @  ut:llty 
qua:ificm C J r  t h e  g t o r r - u p  a s  s e t  f o r t h  in t h d  body oc t h i s  
O r C c r .  I t  i s  f u r t h e r  

ORDERED t h a t ,  r f t c r  J u n e  12, 1 5 9 9 ,  t h i s  ~ o m ~ i s ~ i o n  w i l l  
i s sue  e i t h e r  ar i  order  i n d i c a t i n g  t h a t  t 3 e  prov~isicns 3 1  t h i s  
O r d e r  h a v e  become f i n a l  o r  a f l o t i c s  of  Curther  proceedihqs.  

BY ORDER uf i i ie r l o r i d a  P u b l i c  ~ e r v l c a  Clsmmission 
t h i s  d a y  sC PAY , 

( S E A L )  

RI'P 

Tho Flurids Public borvice Commiss ion  i i  r r q y i r e d  by 
Suction 1 2 0 . 5 9 ( 4 ) ,  Florid4 S t a t u t e s ,  t o  nct!fy ; p a r t i e s  o f  any 
a d m i f i i f t r a t i v e  h e a r i n q  o r  j u d i c i a l  r e v i e u  ol C o y i s s i c i n  orders 
t h a t  is d V r i l a b ! r ?  under  Sactionr 1 2 0 . S 7  a r  120.68, Florida 
S t a t u t e s ,  a s  wail I S  t h e  p r o c e d u r e s  rna tlmh l i m i t s  t h a t  
a p p l y .  T h i s  notice s h o u l d  M t  be construed to +e6n a l l  
r e q u e s t s  f o r  a n  a d m i n i s t r a t i v e  herrinq or judicio1 r m ~ i c w  w i l l  
b e  g r a n t e d  o r  i ' e su l ' ,  i n  t h o  f a l i e f  sauqht. 

T h e  action p r o p o a c d  hocein i s  preiiminary , i n  n a t u r a  a n d  
will not  b e c c T e  c i € c c t i v e  o r  C l n r l ,  e x c e p t  a s  provided Sy Rule 
2 5 - 2  2.02 9 ,  F l o r  i d a  Admini 8 t r a  t ivc C 3 d a .  Any1 p e r s j n  whose 
s u b s t a n t i a l  i n t e r e s t s  a r e  rfIacecd by t h e  a c t i o n  p r  p o s e d  by 
this o r d e r  rnay f i l e  a petition f a r  a f o r m a l  'proceqdicq, a s  
p r o v i d s , d  by R u l e  2 5 - 2 2 . 6 2 9 ( 4 ) ,  F l o r r d a  Administ:stivs C o d e ,  i n  
t h e  f o r m  provided by R u l e  2 5 - 2 ? . 0 3 6 ( 7 ) ( a )  and ( I ) ,  F l 5 e i d a  
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Administrative Code. this pccitiun n u S L  U r  t a c e i v e d  by t h e  
Diccctor, Division oC Recorllr and Roportinq a t  'his ottice a t  
L O 1  Post Cainc:,  Street, Tallahasdee. r l u r i j a  3 2 3 9 4 - 5 8 7 0 ,  by c h e  
close of businera o n  June L 2 ,  L 1 8 9 .  :n :?.e ro:dr .ca (3C s a c 3  3 
pctitrDn. thi3 order s h a l l  bccu:l.c: o f fcc : lQ:e  Jund, 13, 1 9 d Y  3 5  
providcd b y  Rule 2 5 - 2 2 . 0 2 9 ( 6 ) ,  F ~ . J L  icld Adninistraclve C+de, pr.g 
a s  reflected in a etJbdcquent ordor. 

A n y  objection o r  p f 6 t e a t  tiled i n  t h i s  d o c k e t  ba€nre t h e  
i r s u a n c o  d a t e  o f  C h i 3  O r d o r  is oonrldared rbanQoheQ unless  L G  
cacirfios tha foreqoinq conditioos and is reneuea . + ~ . l t ' h i n  the 
rpecrtiod p r n t e x ?  period. 

! C  t h i s  order becomes f i n a l  a n d  affective on J u n a  1 3 ,  1 9 8 9 ,  
any psrtgr  adveriely r e f a c t e L  n a y  ( q u e s t  judicial r e v l e u  by the 
Florid3 Euprene C o u r t  in the C b ~ e  o f  #n electric, g a r  o r  
t a l r p n e n o  utility or S y  t h e  firgt District Court O f  Aflp*al  in 
t h e  c a s e  c f  a w a t e r  o s  saver u t i l i t y  by €:ling a n o t i c e  of 
a p p e a l  cr i th  thc Directat. Division a f  R ~ : u ~ d s  and'ilepor l n g  and 
FAlA:19 B copy !>€ the notice of appeal a n d  t h e  f j l i n g  l e e  w i t h  
t h e  a p p r o p r i a t e  c o u t t .  This filing m u s t  be ccnpleted uichin 
thi:cy (30) d a y s  sf the effective d a t e  of this ctder, Q u r s u a n c  
t:J Rule 9.110, F l c r i d a  Rules of ApFellrtc PrOce6ure. The 
no t i ce  a f  appeal must be in t n e  Lorm rprcificd in Rule 
9 . 3 0 6 ( a ) ,  F l o r i d a  kules at: Appellate Procedure. 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Request by FLORIDA WATERWORKS ) DOCKET NO. 860184-PU 
ASSOCIATION for investigation of ) ORDER NO. 23541 
proposed repeal of Section 118(b), ) ISSUED: 10-1-90 

1 Internal Revenue Code [Contributions- 
in-aid-of-construction] ) 

The following Commissioners participated in the disposition of 
this matter: 

MICHAEL McK. WILSON, Chairman 
BETTY EASLEY 

GERALD L. GUNTER 

APPEARANCES: B. KENNETH GATLIN, Esquire, Gatlin, Woods, Carlson 
& Cowdery, 1709-D Mahan Drive, Tallahassee, Florida 
32308 
On behalf of the Florida Waterworks Association 

ROBERT M. C. ROSE, Esquire, Rose, Sundstrom & 
Bentley, 2548 Blair Stone Pines Drive, Tallahassee, 
Florida 32301 
On behalf of Aloha Utilities, Inc., Canal 
Utilities, Inc., Clav Utilitv Companv, Eaale Ridcre 
Utilities, Inc., El Aqua Corporation, and Martin 
Downs Utilities, Inc. 

F. MARSHALL DETERDING, Esquire, Rose, Sunstrom & 
Bentley, 2548 Blair Stone Pines Drive, Tallahassee, 
Florida 32301 
On Behalf of Alafava Utilities, Inc.. Aloha 
Utilities, Inc., Canal Utilities, Inc., Clav Utilitv Company, Eaale Ridse Utilities. Inc., El 
Aqua Comoration. Kinaslev Service ComDanv. Lehish 
Utilities, Inc., Martin Downs Utilities. Inc., 
veiuhborhood Utilities, Inc., North Fort Mvers 
Utilitv, Inc.. Rollina Oaks Utilities. Inc. Roval 
Utilitv Comanv, and Southside Utilities, Inc. 

PATRICK K. WIGGINS, Esquire, Wiggins & Villacorta, 
P. A . ,  501 East Tennessee Street, P. 0. Drawer 
1657, Tallahassee, Florida 32302 
Qn behalf of Southwest Florida CaDital Comoration 
and the Florida Home Builders Association 

I 
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ROBERT J. PIERSON, Esquire, Florida Public Service 
Commission, 101 East Gaines Street, Tallahassee, 
Florida 32399-0863 
On behalf of the Commission Staff 

PRENTICE P. PRUITT, Esquire, Florida Public Service 
Commission, 101 East Gaines Street, Tallahassee, 
Florida 32399-0862 

ORDER AUTHORIZING CONTINUED USE OF THE GROSS-UP 
OF CONTRIBUTIONS-IN-AID-OF-CONSTRUCTION. 
SUBJECT TO PRIOR COMMISSION APPROVAL, 
PRESCRIBING ACCOUNTING AND REGULATORY 

TREATMENTS FOR THE GROSS-UP, AND REOUIRING 
REFUNDS OF CERTAIN GROSS-UP AMOUNTS CdLLECTED 

BY THE COMMISSION: 

CASE BACKGROUND 

On February 13, 1986, the Florida Waterworks Association 
(FWWA) requested that we investigate a proposed repeal of Section 
118 (b) , Internal Revenue Code (I. R. C. ) , under which certain 
contributions to the capital of a corporation were excludable from 
gross income. Ultimately, Section 118(b), I.R.C., was repealed by 
the Tax Reform Act of 1986 (ACT) and, effective January 1, 1987, 
contributions-in-aid-of-construction (CIAC) became both gross 
income and depreciable for federal tax purposes. 

By Order No. 16971, issued December 18, 1986, on an emergency 
basis, this Commission authorized corporate utilities subject to 
our jurisdiction to amend their service availability policies to 
gross-up CIAC in order to meet the tax impact resulting from the 
inclusion of CIAC as gross income. Since then, 4 4  water and/or 
wastewater utilities have elected to implement that gross-up. of 
these, only 37 remain subject to our jurisdiction. 

By Order No. 21266, issued May 22, 1989, this Commission 
proposed to establish certain guidelines to control the collection 
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of the gross-up. On June 12, 1989, Order No. 21266 was protested 
by FWWA and 14 water/wastewater utilities. 

On June 13, 1989, South Florida Capital Corporation (SFCC) , 
under the misnomer of Florida Home Development Corporation, 
purported to file a petition,protest to Order No. 21266. The 
protest was, however, untimely; accordingly, we treated it as a 
petition to intervene and granted SFCC intervenor status by Order 
No. 21921, issued September 19, 1989. On April 5, 1990, the 
Florida Home Builders Association (FHBA) petitioned to intervene in 
this proceeding. Its petition was granted by Order No. 22859, 
issued April 26, 1990. 

By Order No. 21436, issued June 26, 1989, we also proposed to 
require a number of utilities to refund amounts of the gross-up 
collected or make adjustments to their depreciation reserves. On 
or about July 17, 1989, Order No. 21436 was protested by six water/ 

I wastewater utilities. . I  

Based upon the protests of Orders Nos. 21266 and 21436, we 
conducted a hearing on April 27, 1990. We were not able to 
complete all of the testimony on that date, however, and the 
hearing was, accordingly, continued on April 30, 1990. 

FINDINGS OF FACT, LAW, AND POLICY 

Having heard the evidence presented at hearing, and having 
reviewed the briefs of the parties and the recommendations of 
Staff, we enter our findings of fact, law, and policy as follows. 

PETENTION OF GROSS-UP 

purpose of Gross-UR 

Some of the Petitioners expressed concern that there is 
language in Order No. 21266 that implies that Order No. 16971, 
which originally authorizedthe gross-up, was issued solely forthe 
purpose of alleviating cash flow problems. Although Order No. 
21266 has been protested and is, therefore, a legal nullity, we_ 
note that neither FWWA's oriqinal petiuon nor Order No. 16971 
specifically mention o a s h w  a s a consideration. Order No. 16971 
merely discusses the change in Section 118(b), I . R . C . ,  FWWA's 
proposal, and our modifications to its proposal. It does not state 
that the gross-up was allowed solely for the purpose of alleviating 
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cash flow problems nor, for that matter, any other reason. 
Although we believe that cash flow is a consideration in the 
overall gross-up picture, it is only one of many. 

&voidance of Taxes on CIAC 

The first question that should be addressed is whether there 
is any way for utilities to avoid taxes on CIAC. The IRS issued 
Notice 87-82 to provide guidance to taxpayers regarding the 
application of the tax accounting rules related to CIAC. Notice 
87-82 states, in part, that Ita transaction will be treated as CIAC 
l n  ce_ with the substance of---ae 
transaction, regardl 
conductedt1. 

Witness Elliott testified that, since the IRS generally 
considers any contribution.of funds received by a utility related 
to its future provision of service to be CIAC, it,is clear that if 
the transaction is CIAC in substance, it will be'kreated as CIAC 
for tax purposes. Witnesses Elliott and Martin also testified that 
they and other experts in the areas of taxation, utility law, and 
accounting had made diligent searches to determine whether there 
are any methods of avoidance of taxation on CIAC. W itness Martin I s 
conclusion was that the Tax Reform Act of 1986 closed all loojholes 
to exempt CIA C from taxable income and that only new legislation 
from Congress could alter that position. Witness Elliott testified 
that he was not aware of any methods of avoiding the taxation of 
CIAC. However, he did not preclude the possibility of such a 
method. 

Witness Causseaux testified that General Development 
Utilities, Inc. (GDU) had managed to avoid taxes on CIAC. However, 
she admitted that GDUIs method was quite complicated, and that it 
probably would not be within the reach of those utilities that are 
most in need of the gross-up. 

Although GDUts plan probably would not be within the reach of 
those utilities who would be most in need of the gross-up, it does 
indicate that there pEe W avs to avoid ta xes on CIAC. Accordingry, 
we hereby encourage the water and wastewater industry to continue 
to search for viable methods. 
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Who Should Bear the Burden? 

If the taxation of CIAC is not generally avoidable, the next 
question is who should be responsible for the taxes? In their 
brief, SFCC and FHBA argue that the utility (i.e., the general body 
of ratepayers) should be responsible for paying the taxes 
irrespective of the source of'income. They argue that to do 
otherwise would misidentify the contributor as the cost causer. 

Witnesses Elliott and Nixon believe that the contributor is 
the cost causer. However, under cross-examination, Mr. Elliott 
agreed that measuring the extent to which any contributor is the 
cost causer is a very subjective determination. Mr. Elliott 
further stated that the decision whether to collect the taxes from 
the contributor should be up to each utility, based upon its 
particular facts and circumstances. 

Witness Nixon testified that, if utilities' 90 not gross-up, 
their payment of taxes on CIAC will, eventually, result in 
increased revenue requirements. Witnesses Martin, Elliott and 
Causseaux agreed. Witnesses Martin and Nixon testified that the 
required revenue increases may be significant, especially in high 
growth areas. Mr. Nixon also testified that utilities making 
regular and significant investments in taxes on CIAC may require 
regular and significant rate relief. He also argued that, due to 
nregulatory lagtt, a utility may never be able to actually earn its 
authorized rate of return. 

Under cross-examination, however, Witness Nixon admitted that, 
depending upon a utility's particular circumstances, its investment 
in taxes on CIAC could result in either no increase or a very 
minimal increase in rates. Witness Causseaux a l s o  testified that 
a utility with prior tax losses may use them to offset current 
taxable income. It might, therefore, not feel the impact of the 
tax on CIAC for years. 

We agree that high growth could result in increased revenue 
requirements. However, such growth would probably cause the 
utility to file a rate increase anyway, due to factors such as 
increased rate base and operating and maintenance expenses. 
Accordingly, we do not believe that this particular piece of the 
regulatory puzzle should be viewed in isolation. We believe that 
a l l  of the facts and circumstances of the utility should go into 
determining who should bear the responsibility of paying the tax 
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impact of CIAC. Depending upon its particular facts and 
circumstances, it may be appropriate for the utility to collect the 
taxes from the contributor or invest in them itself. 

pebt Financina for C I A C  Taxes 

If a utility pays the taxes associated with CIAC itself, it 
must obtain the cash to pay those taxes. Witnesses Martin, Nixon, 
and O'Steen testified that it would be difficult to obtain debt 
financing for the tax liability associated with the receipt of 
CIAC. Witness O'Steen argued that it is not a sound practice to 
finance a tax paid annually over a longer period of time. In fact, 
he argued that it may not even be possible due to the inability to 
collateralize such loans and the fact that the period during which 
the utility would recover the taxes through depreciation would be 
much longer than the term of the loan. 

Witness 0 'Steen also testified that, ou'er the long-run, 
investing in taxes can "damage the soundness of a utility's capital 
structure, thereby making it much more difficult for a utility to 
obtain needed funds for plant construction, renovation, and major 
maintenance when those funds are needed." He believes that, as 
utilities borrow more and more to pay such taxes, they will appear 
more risky to lenders, which will further restrict the availability 
of funds, and make those funds that are available more costly. 
Upon cross-examination, however, Witness O'Steen agreed that 
lenders place great reliance on cash flow projections. 

Witness Nixon testified that most of the companies he deals 
with generally provide for plant expansion through debt. He argued 
that anything that would decrease a utility's ability to borrow 
funds jeopardizes its ability to serve its customers. 

Witness Martin argued that the water and wastewater industry 
is already highly leveraged, and he expressed concern over these 
utilities increasing their levels of debt. He was also concerned 
whether funds would be available with reasonable terms and cost 
rates for the payment of taxes or for other purposes. He expressed 
particular concern about utilities that are experiencing 
significant growth and would have to make substantial investment in 
taxes every year. On cross-examination, however, Witness Martin 
agreed that a well-managed utility should be able to foresee and 
plan for such growth and increased taxes. He also agreed that a 
utility can petition for increased rates to improve its debt 



ORDER NO. 23541 
DOCKET NO. 860184-PU 
PAGE 7 

service capability or for the gross-up if it foresees substantial 
growth coming. 

Finally, we note that utilities do not always borrow funds for 
specific purposes. For instance, a company can often secure a line 
of credit by merely demonstrating a cash flow and paying a small 
fee or percentage at the front'end. These funds can be used to 
finance anything from plant expansion to operating expenses, 
including the payment of taxes. 

Based upon the evidence of record and the discussion above, we 
find that debt financing may be available for the payment of taxes 
related to CIAC. However, we also find that a utility's payment of 
taxes on CIAC may lessen its cash flow, which may, in turn, impair 
its ability to borrow funds for the payment of taxes or for other 
purposes. 

Use of Cash CIAC to Pav Taxes 

In her testimony, Witness Causseaux suggested that a utility 
in a strong cash position could use a portion of the cash CIAC to 
pay the taxes associated with the receipt of CIAC. However, she 
also stated that using cash CIAC for such a purpose will mean that 
there is less cash available for current or future construction or 
to repay the utility for its past investment in plant. 

Witness Nixon testified that it would be imprudent for most 
utilities to use cash CIAC to meet their tax liabilities. He also 
stated that it defeats the very purpose for collecting CIAC, under 
general regulatory theory, because CIAC is primarily a financing 
vehicle used to construct new plant or repay debt or equity 
invested to construct plant. In his opinion, it should be used 
only for the above-mentioned purposes since CIAC must be deducted 
from rate base, which reduces the return available for funding debt 
or equity costs. 

Witness Nixon also testified that many utilities' loan 
agreements require them to assign or pledge cash CIAC to service 
debt and, for that reason, cash CIAC is unavailable to meet the tax 
liability. Witness Deterding expressed many of the same concerns 
in his testimony. 

Based upon the evidence of record, we find that a utility can 
However, use cash CIAC for any purpose that it deems appropriate. 

c _-  
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this may mean that the cash will not be available for its intended 
use. Further, in a rate proceeding, all CIAC will be considered in 
the reduction of the utility's rate base. 

Cash Versus ProDertv CIAC 

In Order No. 21266, we made the assertion that property CIAC 
was typically caected from &velow s, while a sh CIAC was 
typically collected from individuals. In his t e s t i m m t n e s s  
Nixon stated that cash CIAC is generally paid by developers and 
homebuilders. He stated that cash CIAC is l ess  often collected 
directly from individual homebuyers. 

Mr. Nixon also prepared an exhibit to demonstrate that the 
donation of cash CIAC varies between utilities. According to Mr. 
Nixon's exhibit, during 1987, Rolling Oaks Utilities, Inc. received 
$327,324 in cash contributions from individual .hQmeowners and no 
cash from developers. Clay Utility Company, on 'the other hand, 
received no cash from individual homeowners and $886,745 in cash 
from developers. This same situation can be observed between other 
utilities during 1988. 

In her testimony, Witness Causseaux stated that she had no 
knowledge of any utilities that typically collected cash CIAC from 
individuals as opposed to developers. 

Based upon the evidence of record, we find that a utility's 
collection of CIAC can vary between cash and property depending 
upon that utility's particular facts and circumstances. 

Gross-uD cause ComDetitive Disadvantacye? 

This issue addresses whether implementing the gross-up of C I A C  
may place a utility at a competitive disadvantage with utilities 
that do not gross-up, or convince developers to utilize septic 
tanks instead of connecting to the utility's system. During the 
hearing, Jacksonville Suburban Utility Corporation was the only 
company specifically mentioned that chose not to gross-up because 
of competitive pressures. 

Witness Nixon testified that he was not aware of any case in 
which a utility had chosen to gross-up but was later forced to stop 
due to competitive pressures. However, during cross examination, 

I 
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he did admit that competition was one reason that he did not urge 
a mandatory gross-up. 

Witness Elliott, on the other hand, testified 
and wastewater industry in Florida is subject 
pressures due to the large number of both municipa 
owned water and wastewater utilities. He also 
significant difference in rates or CIAC charges can 
shift into a lower-cost utility's service areas. 

that the water 
to competitive 
1 and investor- 
stated that a 
cause growth to 

As for the suggestion that the gross-up may force developers 
to begin utilizing septic tanks, Witness Causseaux stated that she 
had no personal knowledge of any utilities that have had a 
developer switch to use of septic tanks because of gross-up costs. 
Although SFCC and FHBA stated that they have actual knowledge of 
projects utilizing septic tanks because of the CIAC gross-up cost, 
their position is not supported by the record. Further, Witness 
Nixon provided the results of a questionnaire sent to all utilities 
utilizing the gross-up. All of the utilities that' responded stated 
that they were not aware of any cases in which septic tanks had 
been utilized or utilities had found themselves at a competitive 
disadvantage because of the gross-up. 

Based on the evidence discussed above, u d  that, although 
the use of the gross-up may p lace a utility at a competitive 
disadvantage, it is not a w idesmead problem in F l o g .  

Retention of Gross-uD/Reauirement of Pre-amroval 

Daru 'es and tJe Sta ff of this Co"ission (Staff) aqreed 
that the FLEPI';~ - UD sh ould be retained. The only real point of 
contention appears to be whether the gross-up should be allowed 
solely at the discretion of the utilities or only upon the prior 
approval of this Commission. All of the utility witnesses believe 
that whether to gross-up should be a management decision. 
According to witness Elliott, "management has the experience and 
knowledge of the facts and circumstances of the utility.. . Iv and is, 
therefore, in the best position to determine the needs of the 
utility. 

We do not agree. Generally, we do not insert ourselves into 
the day-to-day decision-making processes of a utility. In fact, we 
normally do not review the management decisions of a utility unless 
it has applied for a rate increase or we have initiated an 
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overearnings investigation. In the case of the gross-up, however, 
the dollar amounts are quite large and there are other persons 
involved, such as developers and home purchasers. If we wait until 
a utility's next rate proceeding to review its decision whether to 
gross-up, it may be too late to undo what has already been done. 

In addition to the above,' we believe that requiring pre- 
approval of the gross-up is reasonable for a number of other 
reasons. First, QUL ofthe approximately 700 water and wastewater 
ptilities regulated by this Comission, only 4 4  have ever requested 
to crross-uD. Although a number of the utilities that we regulate 
&e partnerships and sole proprietorships, the fact that so few 
have elected to implement the gross-up indicates that the vast 

-. .- 

majority of water and wastewater-utilities do not need the gross- 
UP * 

The evidence also indicates that some of the utilities that 
are collecting the gross-up may not actual19 ,need it. For 
instance, Witness Nixon stated that one company,'Southern States 
Utilities, Inc., appears to have enough resources to cover the tax 
impact of CIAC, and that it intends to discontinue the gross-up. 
Witness Nixon stated that Florida Cities Water Company is another 
company that not fight for continued authority to gross-up." 

Second, the use of asross-ii? m p a t p s  ;1 and expense, 
that did not previously exist. This is what has been referred to 
as the I#-- - -  I' A tax-on-tax is created when taxes are 
contributed. The contributed taxes are considered gross income 
which are, in turn, taxable. Because of this tax-on-tax effect, 
the gross-up can be as high as 60.3 percent, as compared to a 
maximum combined federal and state tax rate of 37.63 percent, if 
the utility pays the tax on CIAC itself. 

Witness Elliott stated that this lltax-on-tax1l effect does not 
only exist in the case of a gross-up. He stated that, when a 
utility does not gross-up, it must use equity to invest in the 
CIAC-related taxes. Since the equity component is grossed-up for 
taxes, he argues that there is a lttax-on-tax.ll Although a portion 
of the CIAC tax investment would be supported by equity, we do not 
believe that Witness Elliott's analysis considers that we generally 
do pro rata reconciliations, assuming that funds cannot be traced. 
Witness Elliott's analysis also assumes that equity would be the 
only source available for financing. Although funds cannot be 
specifically traced, we believe that there are other sources for 

w-q oc L7 
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these funds, such as operating revenues, debt, and deferred taxes. 

Witness Causseaux argued that the tax on CIAC is a cost of 
doing business. Witness Elliott agreed. He also stated his belief 
that "the change in the tax laws have imposed a new cost on the 
utilities associated with CIAC.It An observation was a l s o  made at 
the hearing that, if Congress had wanted to tax the contributor, it 
would have done so. - 
homeowner/ratepayer 

' is mobablv 

upon consideration of the above, we believe that the gross-up 
should be retained, but that it should only be allowed upon the 
prior approval of this Commission.. 

Determination of Need 

We believe that the need for a gross-up should be determined 
on a case-by-case basis, based upon the facts .'qnd circumstances 
peculiar to each utility. According to Witness 'Elliott, utility 
management is in the best position to evaluate all of these facts 
and circumstances, and to determine whether a gross-up is needed 
and, if so, what methodology to use. If that is the case, once 
management determines that a gross-up is necessary, it should be 
able to provide the same information that it relied upon to make 
such a determination in a petition to this Commission. 
Accordingly, we find it appropriate to require all utilities that 
wish to collect the gross-up to file a petition for approval to 
collect the gross-up with this Any utility that is 
already collecting the qross-up may continue to do so pending our 
zarova1 of its petition, provided that it files such a petition= 
or before October 29, 1990. 

Commission. 

There is, of course, no need determination policy that will 
cover the entire water and wastewater industry. Our requirements 
must, therefore, remain flexible. However, at a minimum, each 
utility should be able to demonstrate that a tax liability exists 
and that sources of funds are not available at a reasonable cost. 
Generally speaking, a utility may demonstrate such need by filing 
the following information: 

- . .  Pemonstratlon of Actual Tax Liability - A s  a threshold, a 

utilitv sh o m  be a h k t 0  demonstrate the existenie of an actual 
tax liability on a resulated, above-the-line -:- -- . 

basls. unless there V 

I 
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is a stand-alone tax 1- , there is no need for additional 
funds to pay for the tax on CIAC. 

Cash Flow Statement - All Class A and B utilities ought to be 
able to provide a cash flow statement. Witness O'Steen stated that 
a prudent utility would have cash flow statements for a number of 
years. He also stated that in his experience as a banker he 
"zeroed in on the cash flow.'' A cash flow statement would show 
whether liquid funds are available to pay taxes on CIAC. We will 
not require cash flow statements from Class C utilities, however, 
due to the expense associated with them. 

Statement of Interest Coverase - The utility should also 
provide a statement of its times interest earned (TIE) ratio. The 
TIE ratio indicates the number of times a utilitv is able to rnvay ~ .. -- ---- -- --.-* 
its interest. 
of the bondholders. 
to .go into t '  

The ratio is an indicator of the relative protection 
It is also indicative of a utility's ability 

_ -  _ _ _ _ _  stock at _ .  
- cr.easonable - -____ --- -ra_te. uEiTi-fy s h o u l a a e m o - n s ~ ~ - ~ ~ - ~ t ~ T I E  ratio- 

:ne -financial maTket to borrow monev .'or i s s u e  
~ - _ - - -  

is no more than 2x. 
testimony indicates that it is a conservative ratio that maintaiys 
a utility's financial integrity without unduly burdening the 
ratepayers. We also note that 2x is within the range of Moody's 
Baa guidelines. Witness Elliott testified that 2x was too low; 
however, he did not present an alternative. Although we believe 
that a TIE ratio of 2x should be used as a benchmark, it should not 
be viewed in isolation. A utility may be able to show adequate 
interest coverage, but not have enough cash on hand. 

Statement of Alternative Financinq - A utility should also be 
able to demonstrate that it does not have an alternative source of 
financing available at a reasonable rate. As discussed above, some 
utilities may not be able to obtain financing at a reasonable rate 
to pay for taxes on CIAC. However, certain situations may exist 
where an alternative source is available at a reasonable rate. For 
instance, under cross-examination, Witness Elliott admitted that, 
given the choice between giving or lending the funds to pay taxes 
on CIAC, there was a strong incentive for a contributor t o lend them. - 

We have selected a TIE r_atio of 2x because the ' 
----- - -- -.. -_--- - 

Justification for Gross-ur, - The utility should also provide 
a statement regarding why it needs the gross-up, 
particular facts and circumstances that led to that conclusion. 
stated by Witness Causseaux, 'Ithe utility is intimately aware 

including the v' 
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its own unique circumstances ... 
its reasons for requesting a gross-up.Il 

[and] should be able to articulate 

Gross-uD Method Selected - The utility should also indicate 
the gross-up method selected and the reasons why. A s  discussed 
below, there are two methods of,calculating the gross-up, each with 
its own advantages and disadvantages. Since the utility knows its 
unique circumstances leading to the decision to request the gross- 
up, it should also determine which gross-up method is better in its 
situation. 

v 

ProDosed Tariffs - Finally, the utility should submit proposed 
tariffs for the gross-up in its filing. 

Freauencv of Demonstration of Need 

One of the concerns of the utilities is whether the gross-up 
need determination will be one-time or periodic. .'In his testimony, 
Witness Nixon argued that an annual review of the need for the 
gross-up could cost anywhere between $5,000 to $8,000 a year for 
accounting services alone. He believes that it would be an 
unwarranted additional expense to pass on to the ratepayers. Mr. 
Nixon also stated that any fluctuations in need from year to year 
could result in discriminatory rates being applied to new 
connections. Upon cross-examination, however, he agreed that, once 
a utility has an approved gross-up, it should be simple for it to 
advise this Commission on an annual basis whether its circumstances 
had changed. 

Witness Martin also argued that an annual determination of 
need would be expensive. He also testified that it will be 
difficult for utilities to forecast their cash flow for ten or 15 
years if they face the prospect of losing the gross-up each and 
every year. Mr. Martin stated that this ffunstabilizing event" 
could be looked upon unfavorably by lenders, bond buyers, or bond 
rating agencies. He also argued that a change in the gross-up for 
any future year could cause changes in the utility's debt service 
coverage and could harm the utility's ability to obtain low-cost, 
long-term financing. 

Witness Elliott testified that it would be appropriate for us 
to require utilities to file a periodic statement whether any 
circumstances surrounding their need for the gross-up have changed. 
He believes that utilities should periodically review their needs 
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anyway, particularly if the facts and circumstances attending their 
decision to request the gross-up have changed. Mr. Elliott 
cautioned, however, that frequent changes in any annual filing 
requirements could be detrimental. 

We agree with Mr. Elliott. We believe that a prudent utility 
should monitor its need forthe gross-up and periodically determine 
if it is still warranted under that utility's particular 
circumstances. If circumstances have changed, it should be the 
utility's responsibility to notify this Commission. Accordingly, 
we find it appropriate to require those utilities that have 
.received approval to us-e-the gross-up to tile a swo-rn- ZYa3ement 
with --their annual -reports stating whether circumstances have 
changed and whethefthe g?oss-up is still required. If it is later 
discovered that the circumstances are not as reported by the 
utility, we can address the matter in a rate case or a separate 
investigation. 

_-- 

I 
. I  

CALCULATION OF GROSS-UP 

There are basically two methods of grossing-up, the full 
gross-up and the net present value (NPV) gross-up. The formulae 
for these methods are as follows: 

Full Gross-uD: 

Depreciable Plant (CP-(CP*(i/TL)*AR*.5)) 

Land 

JJPV Gross-uD: 

All CIAC 

Where: 
CP = 
TL = 
A R =  
CTR = 
C r 

CL = 
ROR = 

* (1/ (1-CTR) ) 
(CL* (1/ (1-CTR) ) ) 

(CTR/ ( 1-CTR) ) * ( (C+CP+CL) - 
( ( ( (C+CP) /TL) * (l-(l+ROR) -tl) ) /ROR) * 
(CTRi/CTR) ) 

Contributed plant 
Tax life for contributed plant 
Accelerated tax rate 
Combined federal and state income tax rate 
Contributed cash 
Contributed land 
Utility's last allowed rate of return 
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-tl = Negative exponent of the tax life of the 
contributed asset 

CTRi = Tax rate expected to be in effect when the 
depreciation is taken on the tax return 

The full gross-up allows a utility to collect the full tax impact 
associated with CIAC,  including the "tax-on-tax. It The NPV gross-up 
allows a utility to collect the taxes associated with the gross-up 
less the present value of the tax depreciation that will be 
received in the future. By the very nature of the calculations, 
the full gross-up will provide more cash flow than the NPV method. 

Both methods have advantages and disadvantages. The full 
gross-up would provide a ready source of cash to pay the maximum 
tax liability that would be associated with C I A C .  However, the 
full gross-up method fails to take into account future depreciation 
that will be taken on the contributed assets. Th'e, NPV method takes 
into account the benefit of the future tax depreciation, but may 
not provide enough relief for a utility in a poor cash position. 
The NPV formula is also considered bulky, cumbersome, not easily 
understood, and subject to error. 

We note that the formula for the f u l l  gross-up of depreciable 
plant takes into account the first year's tax depreciation using a 
half-year convention. We agree with Witness Elliott that, for 
purposes of the NPV gross-up, it should be assumed that utilities 
would utilize the most liberal method of tax depreciation allowed 
by the tax law and that, if they choose to use a method less 
favorable, it's simply to their detriment. 

Based upon the evidence of record and the discussion above, we 
believe that both methods should be available to the utilities. 
However, that, out of the 44 utilities that requested the 
gross-up, only one implemented a NPV aros S-UR. 

&CCOUNTING/REGULAT ORY TREATMENT - NO GROSS-UP 
Taxes as Investment 

All of the witnesses who addressed this issue agreed that, 
when a utility pays taxes associated with its collection of C I A C ,  
it has, essentially, made an investment in such taxes. Witnesses 
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Elliott and Nixon testified that, if a utility does not gross-up, 
but pays the taxes related to its receipt of CIAC itself, we should 
include the full amount of its investment in such taxes in rate 
base, without regard to any used and useful considerations. Mr. 
Nixon also argued that any utility that is not authorized to gross- 
up is required to invest in taxes on CIAC. Accordingly, he argued 
that this places the utility and its customers at risk for the 
success of the development. Upon cross-examination, however, Mr. 
Nixon admitted that tax benefits follow the asset. 

As mentioned above, there are certain tax benefits that flow 
from a utility's investment in taxes related to CIAC. Further, as 
discussed by Witness Elliott under cross examination, there are 
methods under which a utility may recover its carrying costs and 
earn a return on nonused and useful property, such as d 
-c-- revenue and W c e  f or flll?ds grud e w v  invested charges. 
Accordingly, we do not find it appropriate to allow utilities to 
earn a return on taxes related to nonused and useful CIAC. 

Finally, we note Witness Nixon's concern that the debit- 
deferred balance will not be recognized in rate base, since we are 
moving to the formula (one-eighth of operating and maintenance 
expenses) method of calculating working capital. Accordingly, due 
to the long-lived nature of t h e  assets involved, we find that 

w m q  capital calculation. 

Normalization 

d N - d e f g r  ~~ 

All witnesses who testified in this regard agreed that, if a 
utility does not gross-up, the tax effects of its collection of 
CIAC should be normalized. By normalizing, i he tax effects are 
recognized over the lives of the assets acquired. 

Witness Causseaux testified that there are different methods 
to normalize. She recommends the method required by the IRS 
pursuant to Notice 87-82. Under Notice 87-82, debit deferred taxes 
should be treated as the regulatory body usually treats deferred 
taxes. In Florida, the norm is to offset debit deferred taxes 
against credit deferred taxes in the capital structure. =the net 
of the credit and debit deferred tax amounts is a debit, the amount 
is included in rate base. 
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Notwithstanding the above, Witness Causseaux stated that a 
more simplistic approach would be to recognize the full debit 
deferred tax balance in rate base. Witness Elliott, however, 
argued that the accounting treatment should follow the regulatory 
treatment, and not vice-versa. We agree. Although the proposed 
rate base treatment would be easier to administer, we believe that 
the app_ropriate method of normalization is the capital structure 
method. This Would k eep-the t rearmenc in Lot ai compliance with 
-87-82. 

- 

JiCCOUNTING/REGULATORY TREATMENT WITH GROSS-UP 

W t n e s s e s  who testified regarding this issue also agreed 
that normaliz- ~ ~~ whe tility 
does Zoss-up. The IRS has no normalization requirements 
associated with CIAC that is grossed-up. However, we still believe 
that full normalization accounting should be utilized. This would 
result in consistent treatment between utilities that are not 
grossing-up and those that are. In addition, those utilities that 
switch from grossing-up to not grossing-up will maintain the same 
normalization methodology. 

As discussed above, normalization involves of fsettins deb it- 
m s t  a crpdif - de- ,in the capital 

ate &ructus _with any net dohit -red w ~ @  i n c u e d  r a Under the full gross-up method, the debit-deferred taxes 
would ' uted taxes. Under the NPV 
'gross-up method, however, the utility would have an investment in 
the present value of the future tax depreciation. 

- 

Under either method of gross-up, a tax-on-tax will exist. 
Witnesses Elliott and Causseaux disagreed on how this should be 
treated. Witness Causseaux contended that the tax-on-tax is a 
permanent difference. As a permanent difference, it would flow 
through tax expense the year it is received. Witness Elliott, 
however, argued that the tax-on-tax is not a permanent difference. 
He argued that the tax-on-tax reverses over the useful life of the 
plant and that it reduces future tax expense. - - 1  

We do not believe that it is important whether the tax-on-tax 
is a permanent difference or a timing difference by definition; 
what is important is who should receive the benefits. Based uDon 
the evidence of record, E believe that the benefits should-be 
pa_ssed back to the ratepayers over the lives of the related- s, 

1 



ORDER NO. 23541 
DOCKET NO. 860184-PU 
PAGE 18 

consistent with the theory of normalization. 
identify the different cont ributions and to %roperlv n 
utilities will have to, an d we find it amropriate to r e m '  
to, record the gross-up a s ~ t p n x a f ~  S-CC ount. 

However, in order to 1 

Offset of CIAC Income Aaainst Net Operatina Losses (NOLs) 

By Order No. 21436, we proposed to require utilities to offset 
the tax impact of their collection of CIAC by their NOLs. Without 
exception, the utility witnesses argued that NOLs should not be 
used to offset the tax impact of CIAC. 

The utilities argue that the collection of ,CIAC cannot crea e 
KoLs and that we should not, therefore, require them to offset 
CIAC-related taxes with losses generated by activities unrelated to 
their collection of CIAC. The utilities also argue that the NOLs 
should -_ - _ - - - - - -  be reserved_f_or&&ose who bore the cost when -the NOL--was 
2enerated. Witness Deterrinlng- furthrargued khat , sikTe th-is 
w s s i o n  does not recognize NOLs as an investment, it should not 
recognize the tax benefits of NOLs either. 

Witness Causseaux, on the other hand, argued that current tax 
expense is based upon jurisdictional operatiow and that, if a 
ytilitv has N& s, It w have no tax 1 iabilitv,- r eqardless of the 
elements of revmu es %expenses considered. Witness Elliott 
a36edthat CIAC is not considered in isolation, but with all other 
transactions that occur. He also agreed that, no matter what our 
decision is in this docket, utilities will use their NOLs on their 
tax returns. In fact, according to Witness Deterding, when a 
gross-up is allowed, NOLs are or will be consumed more rapidly. 

7 
C income against their N O L s .  The 
determine the treatment of the 

additional tax burden caused by the change in tax laws regarding 
CIAC. Until a tax liability is incurred, there is no additional 
tax burden. -_requirins utilities to offset CIAC income with 
QLs, we are only recosnizing what they age actually doing on their 

returns. Further, such treatment is in keeping with the entir3 
%x picture", without isolating one piece - the taxation of CIAC. 

- 
-- 

Based upon the evidence of record, 

Notwithstanding the above, we believe that a utility should 

bel- - Un.g NOLs . T5.s is cons istent with o u r - a i c y  of 
0 off= t jurisdict'ional, above-the-11-la O n l y V P  t 

c 
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calculating taxes on a sfnad -alone basis. Below-the-line items 
be limited1 t-he imDact of disallowed wsuld-e, but not 

expenses, ponused-and useful plant deDreciation, other enses 
-gssoc' e used and useful plant, revenues associated with 
n o n u s m p l a n t  and interest associated with debt not 
,- included -_.-- in_the capital structure. 

In addition to the above, the utilities also argue that, to 
the extent that their N O L s  result from below-the-line losses, any 
required offset would be in violation of Section 367.081, Florida 
Statutes. Under Section 367.081(2)(a), Florida Statutes, in 
setting rates for utility service, 'Ithe commission shall consider 
the value and quality of the service and the cost of providing the 
service, which shall include, but not be limited to ... a fair 
return on the investment of the utility in property used and useful 
in the public service.11 (Emphasis added) Based upon the language 
just quoted, we believe that, although 

d be used to offset i'nc ve- above-thdm ' e losses @nul- 
ODerations, if an o c c a s z - t  

into the equation, we would not be in violation of Section 367.081, 
Florida Statutes. \ 

- 

- 

Offset of CIAC Income Aaainst Investment Tax Credits (ITCs) 

The utility witnesses also do not believe that the tax 
liability resulting from the gross-up should be offset by ITCs. 
Witness Elliott argued that ITCs are economic assets, that ITC 
carry-forwards represent contingent receivables to the utility from 
the U.S. Treasury, and that it would, therefore, be inappropriate 
f o r  us to deprive utilities of their use. 

Witness Elliott also argued that the utilityls collection of 
CIAC could not have given rise to the ITCs. Mr. Elliott explained 
that, prior to the tax law change, CIAC could not generate an ITC. 
Along with the changes in the tax laws, ITCs have effectively been 
eliminated. Mr. Elliott further argued that, to assign the benefit 
of an ITC carry-forward to the contributor creates an inequitable 
mismatch by giving the benefit to a party clearly not responsible 
for such benefit. 

According to Witness Causseaux, however, utilities will use 
their ITCs to reduce taxable income from any source, including the 
receipt of CIAC or contributed taxes, without regard to the outcome 
of this docket, in order to minimize their actual tax liabilities. 
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As we have already stated, until there is an actual tax liability, 
we do not believe that there is any tax burden created by the 
collection of CIAC or contributed taxes. Our treatment will simply 
recognize what is actually transpiring. 

Based upon the evidence of record, we find it appropriate to 
recognize, for regulatory purposes, the treatment afforded by the 
utilities themselves, by requiring them to offset CIAC income 
against ITCs. However, as wi$h our decision regarding NOLs-, we 

Id be used as an off set. tha t onlv above-th%-line ITCs shou - - -  

Offset of NOLs and ITCs a Normalization Violation? 

Witnesses Bowen, Deterding, Jackson and Wintz each testified 
that I.R.C. normalization requirements would be violated if the tax 
liability related to CIAC or the gross-up was offset by NOLs or 
ITCs. Witness Causseaux, however, did not believe that the 
requirements of Sections 4 6 ,  167, or 168, I.R.C., .'w,ould be violated 
if NOLs and ITCs were used as an offset, so long as the appropriate 
normalization procedures are followed. 

Witness Elliott testified that he did not believe that a 
refund of gross-up amounts due to the existence of NOLs or ITCs 
would violate the I.R.C. or the related regulations. In fact, he 
stated that, [a] lthough the normalization requirements of the IRS 
are subject to the IRS' interpretation, I concur with Ms. Causseaux 
that refunding previously contributed taxes based upon the 
utilization of an NOL or ITC carry-forward would not represent a 
normalization violation if the investment in taxes is properly 
handled in th e regulatory process.ll 

Based upon the testimony of regulatory tax experts Causseaux 
and Elliott, we find that the normalization requirements of the 
I . R . C .  and related regulations will not be violated by offsetting 
the tax liability associated with CIAC by regulatory N O L s  and ITCs, 
if the utility properly records the transaction. 

Witnesses Elliott, Nixon, and Deterding each testified that, 
theoretically, the benefits of tax depreciation on CIAC should be 
passed back to the contributors of CIAC. These witnesses further 
testified, however, that because of practical considerations, such 
as prohibitive recordkeeping requirements, the benefits cannot be 
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returned to the contributors and must, therefore, be passed back to 
the general body of ratepayers. Although they did not sponsor any 
witnesses to support their position, SFCC and FHBA argued in their 
brief that, to the extent that a contributor pays the tax, the 
depreciation benefits should be passed back to him. 

In her testimony, Witness Causseaux suggested that CIAC and 
the related taxes are ultimately borne by the homebuyer. Witness 
Elliott also testified to his belief that most developers treat 
CIAC costs as a cost of development, which is included in the total 
cost of the project. 

Mr. Nixon testified that the prices which developers charge 
for homes are dictated by such factors as competition, area growth, 
interest rates and the resale market. He argued that, although 
developers presumably attempt to recover their costs and a profit 
through the purchase price, due to market conditions, the payment 
of CIAC-related taxes may actually reduce their profit margins. In 
support of this argument, he pointed out that a number of 
developers have objected to or complained about the gross-up. 

Witness Nixon does not agree. 

We do not agree. Although market conditions may determine the 
selling price of a home, we believe that any time a developer has 
made a profit, it has recovered the costs of CIAC and the related 
taxes. Further, if the costs are passed on to the ultimate 
ratepayer, the contributor and the ratepayer are one and the same. 

Since the practical considerations militate against passing 
the tax depreciation benefits back to developers and, since we 
believe that developers generally recover their costs, we find that 
the tax depreciation benefits should be passed back to the utilit 

However, we note that, to the extent that utilitiez 
use the NPV method of grossing-up, they are passing the tax 
depreciation benefits of the gross-up back to developers, since the 
effect of that method is to offset the current taxes by the net 
present value of the future depreciation. 

, rateDaver. 

PEFUND OF GROSS-UP AMOUNTS 

occasioned JJ,Y of N OLs and ITCs 
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listed five reasons why he believes that this would be 
inappropriate. 

First, Mr. Elliott argued that NOLs and ITCs are, for tax 
purposes, more or less equivalent to cash. Accordingly, he argues 
that it would be arbitrary for this Commission to treat them 
differently than it treats other’ economic assets. 

We do not agree. he offset against N O L s  and ITCs is merely 
,a reflection of the way k t i l i t i e s  will treat t h e m x  
purposes. What Petitioners really object to here is that requiriflg 
them to refund all gross-up amounts collected in excess of their 
actual tax liabilities will deny them the opportunity to turn N O L s  
and ITCs into cash on hand. 

Second, Mr. Elliott argues that the receipt of CIAC cannot 
create an N O L  or ITC and that, to require refunds will assign such 
benefits to CIAC contributors, resulting in .‘an inappropriate 
mismatch. Ke do not agree that the refund will ass’ign the benefits 
to the contributors. m e  tax benefits are being used by the 
utilities to _offset income. Again, what the utilities object to is 
the loss of the opportunity to cash-in on their N O L s  and ITCs. 

.-.- c- -- _..__ 

Third, Mr. Elliott argues that normalization must be followed 
when there is no gross-up or when excess amounts must be refunded, 
and that the refund of previously contributed taxes will result in 
increased revenue requirements. In fact, whenever N O L s  or ITCs are 
consumed normalization will occur, whether or not there is a refund 
requirement. In addition, a refund requirement will only result in 
increased revenue requirements to the extent that a utility is 
earning below its last authorized rate of return. 

Fourth, Mr. Elliott argues that a refund would be a windfall 
to those receiving it, at the expense of increased revenue 
requirements. We believe that, in fact, it is more 1- 

dfall to the u t  ies if they are not required to refund excess 
z s s - u p  amounts, since they will rece ive cash now and the ,benefit 
pf i . a - A  f low throush demeciation over th e lives of the m. Further, we do not believe that it w&ld be a windtall to 
the contributors if the refund is required, since both the 
utilities and the contributors were put on notice that a refund 
would be required by Order N o .  16971, as follows: 

’ 



ORDER NO. 23541 
DOCKET NO. 860184-PU 
PAGE 23 

Monies in the CIAC Tax Impact Account may be withdrawn 
periodically for the purpose of paying that portion of 
the estimated Federal and State income tax expense which 
can be shown to be directly attributable to the repeal of 
Section 118(b) of the Internal Revenue Code and the 
inclusion of CIAC in taxable income. Annually, following 
the preparation and filing of the utility's annual, 
Federal and State income tax returns, a determination 
shall be made as to the actual Federal and State income 
tax expense that is directly attributable to the 
inclusion of CIAC in taxable income for the tax year. 
CIAC tax impact monies received during the tax year that 
are in excess of the actual amount of-tax expense that is 
attributable to the receipt of CIAC, together with 
Interest earned on such excess monies held in the CIAC 
Tax Impact Account must be refunded on a pro rata basis 
to the parties which made the contribution and paid the 
tax impact amounts during the tax year. (Ord-kr No. 16971, 
at page 3 . )  

This could be interpreted to mean th at we will look at the receipt 
of CIAC as an isolated tax event,, or that a tax liability must be 
m e d  on the oyerall jurisdictional return. However, si"nce the 
taxation of CIAC in isolation can only produce a tax liabilitv. the 
former interpretation makes no sense- because there is no way 'that 
a refund could occur. Accordingly, we believe that the intent was 
to consider the entire tax picture. 

Fifth, Mr. Elliott argued that the application of a refund 
policy could become discriminatory due to potential fluctuations in 
CIAC collections from year to year. We agree that the potential 

nY for such I1discriminationt1 exists. ,However. we do not f-t a 
Such discremi- either u v  or U e l v  to b e "unfairly 
discriminatory,11 especially since any refunds will be based upon a 
kational and measurable basis - the utility's tax liability. 

Finally, we note that the testimony of Mr. Charles deMenzes in 
this regard. Mr. deMenzes is the owner of Tradewinds Utilities, 
Inc. (Tradewinds), a small utility with NOLs  that collects the 
gross-up. It appears from Mr. deMenzes' testimony that Tradewinds 
has a large percentage of nonused and useful plant and is having 
difficulty borrowing from banks. Mr. deMenzes was unequivocal 
about his desire to retain the gross-up as a trade-off for 
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Tradewinds' N O L s ,  in order to pay for operating expenses and 
expansion. Although we are sympathetic to Mr. deMenzesI plight, 
the gross-up does have a specific purpose - payment of the tax 
liability associated with the collection of CIAC. There are other 
mechanisms available from this Commission to allow utilities in 
poor financial condition to earn a rair ra€e of return. 

-- 

Based upon the evidence of record and our discussion above, we 
find that all gross-up amounts in excess of a utility's actual tax 
liability resulting from its collection of CIAC should be refunded 
on a pro rata basis to those persons who contributed the taxes. 
Since a number of the utilities referred to in Order No. 21436 had 
NOLs and/or ITCs to offset CIAC-related income for 1987, they must 
refund gross-up amounts collected for 1987. 

Notwithstandins the above, it appears from the record that 
some of t h o  N OLs and IT& used to offset taxes by OrderAo,.2.1436 
Gere below-the-line items. These amounts were taken from the CIAC 
gross up reports required by Order No. 16971. Accbrdingly, to the 
extent these utilities can denon strate that their losses-or ITCz 
w"hp 1 ine items, w w  be used-& ,sSXset_-_C_I_A_C 
-income. These utilities should, therefar: f ile amended reports to 

-file& This suggestion would 
for 1988 and 1989 gross-up reports that have been filed. We also 
grant Staff administrative authority to process refunds of the 
gross-up based upon NOLs and ITCs for those years. 

- 1 < '  a T , q  TTpq w m  ' a rec 

As for El Agua Corporation, Petitioners argue that its tax 
losses resulted from book/tax timing differences and that, to 
require it to refund contributed taxes would transfer the benefits 
of these book/tax timing differences from the ratepayers to the 
contributor. We do not agree. The book/tax timing difference 
would be accounted for through deferred tax accounting, regardless 
of whether or not a refund was required. Accordingly, it is not 
the book/tax timing difference, but the immediate benefit of 
converting the loss into cash that is actually being transferred 
from the utility back to those who contributed the cash. 

With regard to Canal Utilities, Inc., Petitioners argue that 
its tax credits derive from ITC carry-forwards and that requiring 
it to offset CIAC-related taxes against the ITCs would transfer the 
benefits of the ITCs from the ratepayers to the contributors. This 
argument belies the fact that, as with the book/tax timing 
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differences discussed above, the ITCs would be normalized, for 
regulatory purposes, regardless of whether the refund is required 
or not. Again, the only benefit being transferred is the ability 
to convert ITCs into cash on hand. 

Confiscation Without Due Process? 

Finally, Petitioners argue that Order No. 21436 confiscates 
their property without due process of law. In this regard, we 
first point out that Order No. 21436 was protested and that the 
matter was considered at a Section 120.57(1) , Florida Statutes, 
hearing. Since Order N o .  21436 was protested, it became a legal 
nullity and cannot confiscate Petitioners' property. In addition, 
since it was considered in the context of an evidentiary hearing, 
Petitioners' due process rights have been protected. 

Further, in a broader sense, offsetting C a C  income by N O L s  
and/or I T C s  does not confiscate Petitioners' property. Petitioners 
will use these tax benefits on their tax returns regardless of the 
Commission's treatment. A l l  we are doing by requiring a refund is 
recognizing this fact. 
c 

As already discussed, we believe that Petitioners really 
object to the fact that, by recognizing the actual tax transaction, 
they will be denied the opportunity to convert their losses and 
ITCs into cash on hand. Although our treatment will result in the 
consumption of these tax benefits for regulatory purposes, since 
contributions are now depreciable in any event, these benefits will 
be returned to the utilities as increased cash flow through 
depreciation over time. This would be recognized in ratemaking 
through deferred taxes. Accordingly, we do not believe that 
requiring the offset of N O L s  and ITCs confiscates Petitioners' 
property in any sense of the term. 

CONCLUSIONS OF LAW 

1. This Commission is vested with jurisdiction over the gross-up 
of CIAC by the provisions of Sections 367.081, .091, .101, and 
.121, Florida Statutes. 

2 .  The gross-up charges and conditions established herein are 
just and reasonable. 
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3 .  CI m e  requirem ---ties I .  0f-t AC ~ G Q W  

rs- W& ref- amounts of qross- Ebove-the-line NOLs 
up collected in e x c a e i r  actual, iurisdictional tax 

'es resulting from their collection of CIAC, do not 
=%%%e their property without just or fair compensation or 
violate their rights to due process. 

. . .  

Upon consideration of the foregoing, it is, therefore, 

ORDERED by the Florida Public Service Commission that each of 
the findings contained in the body of this Order are approved in 
every respect. It is further 

ORDERED that all matters discussed in the body of this Order 

ORDERED that no utility may gross-up CIAC without first 

are expressly incorporated herein by reference. 

obtaining the approval of this Commission. 

It is further 

It i's, further 

ORDERED that any utility that is currently grossing-up CIAC 
shall file a petition, in accordance with the provisions of this 
Order, for continued authority to gross-up no later than October 
29, 1990. It is further 

ORDERED that utilities shall follow the accounting procedures 
prescribed in the body of this Order whether they gross-up or not. 
It is further 

ORDERED that utilities that do gross-up shall record the 
gross-up in a separate subaccount. It is further 

. .  ies that had below-the-line l o s e s  m- 0- th at aJ.J u t u t  
ITC 
&only above-the-line NOLs and ITCs, with a reconciliation to - 
the amounts originally filed. 

1987, 1988, or 1989 shall file amended gross-up reports to 

It is rurther 

ORDERED that any gross-up amounts collected in excess of a 
utility's actual tax liability resulting from its collection of 
CIAC, as set forth in the body of this Order, shall be refunded on 
a pro rata basis to the contributors of those amounts. It is 
further 
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ORDERED that Staff is hereby granted administrative authority 
to process refunds of the gross-up related to NOLs and ITCs for the 
years 1987, 1988, and 1989. 

By ORDER of the Florida Public Service Commission, this 
day of O C T O B E R  , 1990 .. 

( S E A L )  

RJP 

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAT: REVIEW 

The Florida Public Service Commission is required by Section 
120.59(4), Florida Statutes, to notify parties of any 
administrative hearing or judicial review of Commission orders that 
is available under Sections 120.57 or 120.68, Florida Statutes, as 
well as the procedures and time limits that apply. This notice 
should not be construed to mean all requests for an administrative 
hearing or judicial review will be granted or result in the relief 
sought. 

Any party adversely affected by the Commission's final action 
in this matter may request: 1) reconsideration of the decision by 
filing a motion for reconsideration with the Director, Division of 
Records and Reporting within fifteen (15) days of the issuance of 
this order in the form prescribed by Rule 25-22.060, Florida 
Administrative Code; or 2 )  judicial review by the Florida Supreme 
Court in the case of an electric, gas or telephone utility or the 
First District Court of Appeal in the case of a water or sewer 
utility by filing a notice of appeal with the Director, Division of 
Records and Reporting and filing a copy of the notice of appeal and 
the filing fee with the appropriate court. This filing must be 
completed within thirty (30) days after the issuance of this order, 
pursuant to Rule 9.110, Florida Rules of Appellate Procedure. The 
notice of appeal must be in the form specified in Rule 9.900 (a), 
Florida Rules of Appellate Procedure. 
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BEFORE TltE FLORIDA PUBLIC BBRVICE COM4ISSION 

NOTICE OF STAFF WORRSIIOP 

TO WATER AND WASTEHATER UTILITIES 

M D  

ALL INTERESTED PERSONS 

RE: VNDOCRETED 

)10aNSIIOP ON OROBO-UP OF 
CONTRIBUTIONS IN AID OF C O N S T R ~ I O N  

Issuedl Auqust 4. 1995 

NOTICE is hereby iven that tha Staff of the Florida 
Public Service Comriss!on will conduct a rorkehop, in the 
above-reEerenced matter, to which all persons are invited, at 
tlie following timo and placet 

Auguet 30, 1995, 9r30 a.m. 
Room 171 
Betty Easley Conference Center 
4075 Eeplanade nay 
Tallahaeeee, FL 32399-0850 

PVRWSG 

The purpose oE thls workshop Is to discuse the current 
practicee of the Conmieeion employed In dealing with the 
taxability of contributions in aid of conetruction (CIAC) and 
to discuas viable alternatives. A cop of relevant queetions 
Ate attached to focue the diecueeIon at the workehop. 
Workehop participants should review the attached questions and 
be prepared to comment on and/or discuss them. 

Partlae who wlsh to comment, but cannot attend the 
workehop are encouraged to file comments with the Divieion of 
Records and Reporting, 2f40 Shumard Oak Boulevard, 
Tallahaeeee. Florida 32399-0850, on or before Auguet 23. 
1995, epecifically referencing "Undocketed cfAC Uroee Up 
Workshop. ' 

Any pereon requiring acronrnodation at this workehop due 
to a phyeical impairment should call the Division of Records 
and Reporting at (904) 413-6770 at least five calendar days 
prior to the workellop. Persons who ate hearing or epeech 
impaired sliould contact the Florida Public Service Comnieeion 
using the Florida Relay Service, which can be reached at (Boo) 

~. 955-8771 (TDD). 

NOTICE OF WORKSHOP 
VNDOCKETED 
PAUE 2 

CcneraUnf omat ion 
The purpoee of this workshop in to review and discuss the 

Cmieeion's current practicee for treating the taxability of 
CIAC. Participante are encouraged to ehare their ideae and 
concerne about the current method of treatment afforded the 
utilitiee and to discues alternativee to the current 
treatment. The following queetione are poncd in order to 
focue the direction of the workehop In an organized manner. 

I. PURPOSE OF GROSS-UP OF COHTRIBUTIOIIS It1 A I D  OF 
CONSTRUCTION (CIAC) 

A .  Should CIAC groes-up keep the utility w h o l e  I n  
relation tor 

1. The taxes actually paid on the ClAC? 

2. The tax effect of the CIAC7 

11. AUTHORITY TO UROSS-UP 

A .  Should the Comiaeion continue to allow utllitice 
to qroee-up CIAC? 

0 .  If m o ,  ehould qroee-up be permieeive or required? 

C. I f  groen-up is permlasive, should the Commission 
require the utilitiee to meet certain criteria to 
qroee-up? For example: 

1. Should the utility be a taxable entity. 1.e.. 
a company that filee an 1120 federal and F1120 
state iticome tax return? 

2. Should groee-up apply to only C I n c  that wag 
made taxable by the Tax R e f o r m  nct of 1986 
~ T R A  ' 861  1 

3. Is there an nctaal tax liability due to the 
collection oE CIAC? 

a. How ehould the Commlenlon define above 
and below the line? 

. .  

6 
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b. Bhould the liability be measured on a 
total company basis or an above the line 
basie? 

c. If liability is calculated on an above 
the line basie, how should the 
information on the actual tax return, 
i.c., revenues, expensee, tax loeeee 
(current, carry-backe and carry-forwardel 
and credits againat the incone tax be 
allocated to above the line operatione? 

1. What effect should amended returns 
have and when should it be 
recognized7 

d. Should the cash flow requirements of the 
utility during the time cxnc ie to be 
collected be considered a criteria? 

i. If a utility will incur a tax 
liability 09.0 result of collecting 
CIhc, but the utility has the 
ability to pay all or a portion of 
the taxee, ehould the utility be 
allowed to groee-up or be required 
to fund all or a portion of the 
taxes iteelff 

ii. If the utility has a parent or 
affiliate that can fund the CIhC 
taxee, should the utility be allowed 
to groee-up? 

e. Should the utility's ability to go into 
the financial markets to get inveetor 
eources of funds in lieu of groee-up be 
coneidered a criteria? 

i. How ehould the utility's ability to 
go into tlie financial matkete be 
rncasuredf 

Bhould the utility's wllllngneee to 
go into the financial markete be 
coneidercdf 

ii. 

iii. Should the utility's interest 
coverage be considered? 

flnancing be coneidered? 
iv. Should alternative methods of 

f .  What ie tlie effect on exietlng utility 
earnings and cuetomet tatee if the 
utility doee not collect groes-up? 

4 .  1s there an ltcm(s) you would like to eee 
eliminated from the above-referenced lint. I 6  
there an item(s) you would like to w e  sddcd 
to the above-referenced list 7 I f  eo, pleaee 
indicate what the itema ate. 

D. llow frequently should a utility prove ite 
entitlement to gross-up? 

E. If gross-up is permissive. ohould criteria be based 
on historic data, projected data, ot a combination 
of hietoric and projected data? 

1. For how many years should the utility be 
requited to provide information? 

111. HETIIOD OF OROSS-UP 

A .  I f  groee-up is collected, what method should be 
used: net preeent value (NFVI groes-up, full 
gtose-up or some other method? I f  eome other 
method, what? 

1. should the eame method apply to all 
contributote of the eame utility? 

a. Should the Commieeion allow ptoject- 
speclflc groee-up? 

' 1  

b. Hhould CIAC trsneactlone with affiliatee 
be treated differently? 

i. ff eo. how ehould they be treated? 

collected be a factor? 
c. Should the relative amount of CIAC to be 
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1. If so, how should the amount to be 

2. Ehould the utility be permitted to change 
methods? 

a. If so, should Btaff be given 
administrative authority to reduce the 
amount of gross-up collected? 

b. Should the utility be required to meet 
all of the original criteria to increaee 
the amount of gross-up collected? 

What fotmula or formulae should be used when groes- 
up is collected? 

1. Should the first year's depreciation be 
coneldered In determining the amount of groes- 
up to collect? 

2. Mow should the first year'. depreclation be 
determinedr 

1. 8hould the half year's convention OL 
other convention be used? 

i1. Sllould the utility be required to uee the 
m e t  liberal method of available tax 
depreciation? 

3. Should the eanm formula apply to both plant 
and cash contributions? 

What is the appropriate tax rate to uee in the 
formula? 

collected by consldered? 

8 .  

1. 

I V .  RETENTION OR REFUND OF GROSS-UP 

A .  1s there ever excess gross-up? 

8. l low should excess gross-up bc measured? That is: 

1. Should the excees be determined on nn nbove 
the line baeie? If not, h o w  ehould it be @ determined? 

CkP 
0' 

2. Bhould the exceon be meaeured by what is on 
the actual tax return for the year? 

a .  What effect. I f  any. should amended tax 
returns have and w h e n  eliould they be 
recognized? 

b. What effect. i f  any, should NOL9 
(current, carry-back and carry-forward1 
have? 

3. l low ehould what le on the tax return be 
allocated to above aiid brlou the line 
operations? 

a. Wlmt effects do uRed and useful 
adjustments have. if any? 

tlow should the depreciation taken on the b. 
. t a x  return be treated? 

1. l low should first ysar'e depreciation 
be treated? 

11. How ehould aubnequsnt year'e 
depreciation be treated? 

111. What is the best eource of 
information to use In determfning 
the amount of cash converted to 
aueete, for uee In calculating fitet 
year'e depreciation benefits to the 
developer? Tax return? Annual 
Report 7 

l low should revenuee and expeneee that are 
treated differently on the booke and the 
tax return be treated? 

i. How should amortization of debt/bond 
ieeue cost6 be treated' 

c. 

l l .  l l o w  ehould ahbve-the-llne and belou- 
the-1 Jtie interent expriisr be 
calculated? 
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C. 

D. 

E. 

F. 

0.  

iii. l low ehould the state emergency 
excise tax be treated in the refund 
calculation? 

d. Hor should m t e r  tees and similar 
revenues be treated? . 

e. Is the level of expense set in the 
utility's last rate case relevant? 

f. Is the disallowance of an expense in the 
utility's last rate case relevant? 

9. When a utility is sold, how should gains 
or loeses be treated for refund purpoees? 

i. Should the state income tar effect 
of the gain or loee be above-the- 
line? 

1. For purposes of gross-up refunds. h o w  should 

I f  there Is excess gross-up. should the utility be 
required to refund the excess? 

1. 10 there an amount below which something other 
than a refund is appropriate? If so, what is 
the amount? 

2. llow should uneconomic cash refunds be treated? 

Should refunds be mnde i n  accordance wlth Rule 2 5 -  
30.360. Florida Administrative Code? If not, how 
ehould the intereet be calculated? 

Should the refunds be made to the original 
contributore? 

Should the refunds be made to the ratepayers? 

l l o w  should the C ~ ~ ~ ~ S S I O I I  verity refunds? 

l low ehould unclaimed refunde be treated? 

the tax rate be calculated? 

1. Should unclaimed refunde be credited to CIAC 
or turned over to the State as abandoned 
property? 

1. )low should refunds that hare been made be treated, 
if at all. in calculating the amount of subsequent 
refunde? 

1. When the refunds were ordered by the 
Co"ission7 

2 .  When made by the utility but not ordered by 
the CommIssIon? 

V .  ESCROW ACCOUNT 

A .  

8 .  

C. 

D. 

E. 

I '  F. 

Should the gross-up monies be placed in an escrow 
account until used to actually pay taxes to tht 
Internal Revenue Service (IRS) or Department of 
Revenue (DOR) 7 

1. Should the groee-up monies be used to pay 
cost8 related to the eacrow account? 

2 .  Should the escrow account require Comnlssion 
approval for the withdrawal of funds? 

If so. should the escrow account be interest 
bearing? 

What records should be kept of the escrow account? 

1. At a mlnlmum, should the utility provide 
documentation that the account liaa been 
opened? 

What reporte, if any. should the utlllty file wlth 
t lie Conmi ss I on 1 

When Co"lseioll7 should t h e m  records be made available to the 

If there is not enough money in the escrow account 
for refunds. h o w  ehould ahortaqrs t r r  t l w  encrow 
account he trrrrtcd? 

i 
h 

t 
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VI. RATEMAXINO TREnTMENT OF OROSS-UP 

A.  Who should receive the benefit of tax depreclatlon 
taken on contributed assets? 

1. llow ehould that benefit be provided? 

8 .  llow eliould the tax on tax be treated? 

C .  llow should groms-up ba treated in a rats came? 

1. How should use of NOLO for gross-up or in paet 
rate cases be recognized? 

V I I .  ACCOUNTINQ FOR GROSS-UP 

A .  What journal entries should be used to account for 

In the year of receipt of gross-up? 

groee-up? 

1. 

1 .  In subeequcnt ysare? 

3. For refunde? 

8 .  Slmuld CtAC that is not grossed-up be identified on 
the utility'e booke? 

B I I I .  ALTERNkTIVES TO QROSS-UP 

A .  Whet alternatives are there to grose-up of ClAC7 

B. In determining whether there should be gross-up, 
ehould the Commieelon consider the utlllty'e 
wlllingnees to uac OK seek alternstivcs to groee- 
UP? 

Should the gross-up of CIAC for canh contrlbutions 
be a component of the total eervice avsllablllty 
charge, thus elinlnating the separate groee-up 
amount? 

D. Should refutlds be detemlned over a three to five 
year period. rather than on an atinual basis? 

c .  

% K\ 
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Jurledictlon le vested In thin Commiaslon prirauant to 
Chapter 367. Florida Statutce. The workshop w i l l  be governed 
by the provieione of that Chapter and Chapter# 25-22. 2 5 - 9  srrd 
25-30, Florida Admlnletrntlve Code. 

By DlRECTfON of the Florida Publlc Servlce Commleeloti, 
thlm It11 day OC Auqwt , 1995. 

5 .  
1 %  

B W c A  9 .  8 ~ ~ 6 ,  Dlrector v 
Dlvislon of Records and Reporting 

( S E A L )  

LnJ 



EXHIBIT RCN-11 



Commission CIAC Gross-up Workshop 
Position on New Issues Raised in the 
WorkshoR Notice of August 4, 1995 

-. 
Notice/ 
Issue 

Reference Posit ion 

11, c/ 3 (a) Above and below the line should be defined in the same 
manner used by the Commission in rate case cost of service 
proceedings. In other words, above the line taxable income 
for CIAC gross-up purposes should be identical to taxable 
income calculated in a cost of service proceeding. 

Above the line allocation would be as follows: 
I 

1. 

2 .  

3 .  

4 .  

Revenues would consist of those operating revenues 
recognized on an above the line basis for rate case 
proceedings. 

Above the line expenses would consist of those expenses 
recognized in the company's last rate case and embedded 
in the revenue requirement. Disallowed expenses, non- 
used and useful expenses, or expenses which, on their 
face, would not be allowed in a rate case proceeding 
should be classified below the line. 

Tax losses would be based on an analysis of the above 
the line or below the line expenses causing such losses. 

As known, the only credit available against income tax 
would be any investment tax credits which have been 
carried forward from 1986. The 1986 Tax Act eliminated 
Investment Tax Credits (ITC) and provided for their 
phase out. To the extent any such credits still exist, 
they should be allocated above and below the line based 
on the used and useful percentages existing in the tax 
year such credits are used. This makes sense because 
the ITC originated as a percentage of the cost of plant 
constructed. 

Amended returns should have no effect on previous year's 
CIAC gross-up refund reports, unless the amended return is 
to correct errors in revenue or expenses as originally 
filed. We propose that in such cases, the effect be 
recognized to contributors in the year of the return 
amendment, but only if material. Returns amended for 
carrybacks of losses should have no effect on previous years 
gross-up refunds. 

II,C,3(d),(ii) A parent or affiliate which can afford the CIAC tax should 
not be forced to gross-up. The Commission has no 
jurisdiction over a parent or affiliate and must look at the 
financial situation of a utility on a stand-alone basis. 

1 



Notice/ 
Issue 
Reference . Position 

1ItC,3(d),(ii) Also, if a parent or affiliate funded the tax on CIAC, the 
rate payers would be forced to pay higher rates to cover a 
return on the investment in taxes. 

(cont. ) 

II,E 

II,E,l 

I11 ,A, 1 (a) 

III,A,l(b) 

In general, the application to gross-up should be based on 
historic data, along with a reasonable projection of 
expected CIAC and related tax effect. It is very costly and 
time consuming to project future above and below the line 
income. Such projections are not necessary to evaluate the 
need to gross-up. Rather, the impact of actual tax return 
information experienced in the future can be handled in the 
annual gross-up reports filed with the Commission., 

No specific requirement should be imposed. As noted above, 
the company should provide historic data plus an estimate of 
future CIAC and the tax effect. Any additional information 
should be provided at the option of the utility in order to 
make its case for the need to gross-up. 

No. Project specific gross-up would lead to charges of 
discrimination between developers and individual customers 
paying gross-up. 

No. As known, there are only approximately 21 or 2 2  
utilities in the state which have authority to gross-up. 
Almost all of them are "purevv utilities and the number of 
companies with developer affiliates is probably very small. 
To avoid discrimination among contributors, all CIAC 
transactions with affiliates and non-affiliates should be 
treated the same. 

III,A,l(b),(i) They should not be treated differently. 

III,A,l(c) Possibly. It would depend on the financial condition of the 
company and the cumulative amount of small contributions 
collected each year. 

On a case by case basis. If the cumulative amount of CIAC 
contributed by individuals is small, in relation to the 
total amount collected each year, it may be appropriate to 
waive gross-up on individual contributions. 

III,A,l(c),(i) 

III/A/ ( 2 )  Yes, with the approval of the Commission. 

III,A,2(a) Only if Staff and the utility are in agreement, 

III,A,2(b) Yes. However, we are aware of only one Utility in the state 
that is using present value gross-up. All of the other 
companies are using the full gross-up method and would have 
no basis on which to increase gross-up. Therefore, this 
issue appears to have very limited applicability. 

2 



Notice/ 
Issue 

Reference Position . 
III,B,2 First year's depreciation should be based on the new 

depreciation shown on the tax return on Form 4562, which is 
related to property contributions or property paid for with 
CIAC. 

111,B,2, (i) 

III,B,2, (ii) 

For consistency, whatever convention has been used on the 
previous years tax returns should be used. 

No. Again, the principal of consistency with the previous 
practices of the utility should be followed. 

IV,B,2 Yes. This is the only basis on which the tax bepefit of 
depreciation can be based. Any other treatment would 
produce a @Iphantom" tax benefit, which does not exist. 

IV, B, 2 (a) See position on Issue II,C,3(c) , (i). 
IV,B,2(b) Current above the line NOL's and carryforwards should be 

used to reduce taxable CIAC, as is current practice. 
Carrybacks will have no effect, since they are either below 
the line or have already been used to the contributor's 
benefit in reducing taxable CIAC in the refund calculation. 

See position on Issue II,C,3(c) and Exhibit A. 

Used and useful depreciation on invested property should be 
classified above the line. Non-used and useful depreciation 
on invested property, as well as prior year's depreciation 
on contributed property, should be classified below the 
line. To do otherwise will flow-through all the tax 
depreciation benefits on CIAC property to the contributor 
and result in discrimination. See Exhibit B. 

IV, B, 3 (b) , (i) First year's depreciation on contributed property or assets 
constructed with contributed cash should be used to reduce 
taxable CIAC and the amount of gross-up required. This 
treatment gives the tax benefit of first year's depreciation 
to the contributor, in accordance with the findings of the 
Commission in Order No. 23541. 

Subsequent year's depreciation on contributed assets should 
be classified below the line. Such treatment results in 
non-discriminatory treatment - among contributors and 
preserves the benefits of such depreciation for the rate 
payers. 

The tax return is the primary source of this information. 
However, Staff also needs to look to the company's financing 
practices. For example, property contributions almost 
always show up on the tax return, if they are in service by 
the end of the tax year. However, cash CIAC is often used 
to service debt and is not converted to assets. The Annual 

IV,B,3 (b) , (ii) 

See Exhibit B for an illustrative example. 

1V,B,3(b),(iii) 

3 



Notice/ 
Issue 

Reference . Position 

IV,B,3(b) , (iii) Report is the least reliable source of information, since it 
is frequently different from the depreciation schedule used 
to prepare the tax return. 

(cont. ) 

IV, B 1 3 1 C This issue is puzzling. All differences between book and 
tax are shown on Schedule M-1 of the return. Generally, 
these timing differences relate to depreciation and 
amortization of CIAC, meter fees, and CIAC as revenue. The 
book treatment is not relevant, since we are dealing with an 
analysis of the tax return and a determination of the tax 
effects applicable to CIAC and gross-up. 

This cost should be treated as a below the line expense, 
consistent with the treatment of this expense in cost of 
service proceedings. 

Iv,B,3(c) , (iii) The state emergency excise tax should be classified as a 
below the line item, consistent with rate making treatment 
in cost of service proceedings. To our knowledge, state 
emergency excise taxes have never been allowed in the cost 
of service tax provision, since they are based on 
accelerated depreciation. 

I 
IVIB, 3 (c) I (i) 

Meter fees, guaranteed revenues, AFPI, and non-utility 
revenues should be classified below the line. This is 
consistent with the treatment of such revenue in cost of 
service proceedings. 

Yes. See Exhibit A. 

Yes. See Exhibit A.  

When the utility is sold to a governmental entity, the gain 
or loss should be classified as a below the line item, 
consistent with the Commission's lack of jurisdiction on 
such sales. We assume that this issue relates to the sale 
of a utility to a governmental entity and that the utility 
ceases to be regulated. In those extremely infrequent 
instances where a utility sells an operating system and 
continues to be regulated by the Commission, the treatment 
of the gain or loss in a cost of service proceeding should 
be followed. We are not aware of any instance where this is 
applicable to any of the companies currently grossing-up. 

IV,B,3(g) I (i) The gain or loss should be net of tax and, in almost all 
cases, will be below the line for the reasons set forth 
above in response to Issue IV,B,3(g). 

IV,C,l Yes, but a specific amount cannot be specified. Any 
decision needs to be case-specific and based on the 
circumstances. For example, a $500 refund is generally 
inappropriate. However, if that $500 refund only goes to 2 
contributors, then it would be hard to justify not making a 
refund . 

4 



Notice/ 
Issue 

Reference . Posit ion 

IV,C,2 

IV, F 

IV,G 

Uneconomic cash refunds should be credited to CIAC, in 
accordance with past Commission practice in gross-up refund 
and rate case proceedings. 

Refunds should not normally be made to rate payers. The 
refunds belong to the original contributor. In the case of 
a defunct developer, in which there is no successor in 
interest, a refund to the home buyers/rate payers may be 
appropriate. 

The Commission should verify refunds in a cost efficient and 
expeditious manner. This can be accomplished througb a desk 
audit of the information filed by a utility concerning the 
refund. Such information would consist of a list of all 
persons receiving a refund, the amount of refund and 
interest refunded, computation of interest, and copies of 
the checks sent to each contributor. We see no need to 
provide copies of the front and back of cleared checks to 
verify that a refund was made. If, for some reason, Staff 
desires to see cleared checks, this should be done on sample 
basis only. 

IV,H and IV,H,l Unclaimed gross-up refunds should be treated as all other 
unclaimed refunds. As known, rate case refunds which remain 
unclaimed are not turned over to the State as abandoned 
property, but are credited to CIAC. 

IV, I The refund of CIAC gross-up should have no effect on the 
calculation of subsequent refunds. Such refund amounts 
should be treated as a below the line expense which would 
not effect subsequent refund calculations. 

Yes. Such costs normally are bank charges which are part of 
the cost of maintaining an escrow account. Such charges are 
usually immaterial in relationship to the total escrow 
account balance. 

No. Currently, companies may withdraw escrow account funds 
to make quarterly estimated tax deposits without Commission 
approval. The only other withdrawals that are made are 
transfers to the operating account upon issuance of a 
Commission Refund Order. We see no reason to obtain pre- 
approval of the Commission t o  withdraw funds to make 
quarterly tax deposits or comply with a Refund Order. 

Companies should be required to keep bank statements of the 
escrow account and to be able to show the amount of 
deposits, interest, withdrawals, and ending balance each 
year 

We have no objection to providing the Commission with 
documentation that an interest-bearing escrow account has 
been opened. 

5 



Notice/ 
Issue 

Reference . Position 

V,D and V I E  The information relating to the escrow account is currently 
a requirement of the report on gross-up collections and 
proposed refunds filed annually with the Commission. 
Presumably, the Commission has the right to audit the escrow 
account at any time. 

v1,c 

VI,C,l 

VI1,A 

VII,A,I 

The utility is responsible for making the refunds determined 
by the Commission, regardless of where the funds will come 
from. In the unlikely event that there is a shortage in the 
escrow account, for refund purposes, the companyfs other 
cash resources must be used to make the refund. 

the Commission for gross-up, three balance sheet accounts 
are created. First, a deferred tax asset is created to 
recognize the tax effect of CIAC treated as income on the 
tax returns. The second account is contributed taxes which 
represents the net unamortized balance of all gross-up 
collected. In a rate case, the deferred tax asset and 
contributed tax account will offset each other and have no 
effect on cost of service. 

Under the normalization method of accounting prescribed I by 

The third account arising from gross-up is a deferred tax 
liability which recognizesthe tax effect of accelerated and 
CIAC depreciation on the tax return. In a rate case, this 
balance will be recognized as zero cost capital in the 
capital structure. 

An alternative to treating the deferred tax liability as 
cost-free capital is available which also gives the benefit 
of gross-up collections to the rate payer. As mentioned 
above, the contributed tax account reflects all gross-up 
collected, net of any refunds ordered by the Commission. 
This account, like CIAC, will not self-amortize. If this 
account is amortized over the life of utility assets, the 
resulting income could be classified above the line, thus 
reducing the revenue requirement. 

In summary, we believe that in rate cases, the effect of 
gross-up should either be recognized as zero cost capital, 
or the amortization of contributed taxes should be treated 
as above the line income for the benefit of the rate payer. 

Only above the line NOL's should be used to reduce taxable 
cIAC, thus benefitting the contributor. NOL's in past rate 
cases have never received any rate case recognition. To the 
extent a company has had NOL's which would cause a utility 
not to pay any income tax, no provision for income tax  has 
been included in cost of service. We do not understand the 
reference to past rate cases in this issue. 

See Exhibit C. 

See Exhibit C. 
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Notice/ 
Issue 

Reference . Posit ion 

VII,A,Z See Exhibit C. 

VI1 , A, 3 See Exhibit C. 

VI1,B Yes. Non-grossed-up CIAC should be identifiable in the 
company's books and records. 

VII1,C The gross-up should not be combined with service 
availability charges to result in one charge. Such 
treatment would unduly complicate accounting for gross-up, 
since it would need to be separated for potential refund 
purposes and accounting under the normalization method. 

VIII, D Yes. 
five years. 
not want to wait this long to receive a potential refund. 

It would make sense to look at refunds every three to 
However, a contributor, in any given year, may 

7 



Commission Workshop on CIAC Gross-up 
Basic Principles Used to Determine Above and Below the Line 
Treatment of Revenue.and Expense on a Utility's Tax Return 

Since 1987, my firm has used the principles set forth below to determine 
above and below the line taxable income or loss in the preparation of gross- 
up refund reports for our clients. The Commission has generally accepted 
these principles in the refund orders issued for our gross-up clients. I 
believe these principles are in accordance with the intent of Order 
No. 23451, dealing with jurisdictional net operating losses. 

1. The aim of above the line and below the line classification 
is to compute, as close as is practical, net taxable income 
or loss on a regulated basis, consistent with a utility's , 
last rate case and Commission policy and practices used to 
determine cost of service on a jurisdictional basis. 

Above the line items are those types of revenues and expenses 
reported on the tax return which have been recognized by the 
Commission in a company's previous cost of service (rate) 
proceeding and, thus, are imbedded in a utility's service 
rates. This treatment is necessary since the taxable 
operating revenues realized through such rates provides 
recovery only of those previously approved expenses. To do 
otherwise would violate the basic accounting principle of the 
"matching concept. 

2 .  

3. The amount of expenses qualifying for above the line 
classification should reasonably relate to the amounts 
allowed in a company's last rate case, or amounts which would 
reasonably be expected to be approved in service rates, if a 
utility were in a current rate proceeding before the 
Commission. 

4. Below the line items are those revenues and expenses which 
have not been recognized in a previous cost of service 
proceeding in kind or amount, and are not imbedded in the 
company's rates. Thus, the taxable revenue realized is not 
providing recovery of such expenses. 

5. The amount of expenses qualifying for below the line 
classification consists of actual expenditures for items not 
considered or disallowed in a company's last rate case. 
A l s o ,  expenses unreasonably in excess of previously allowed 
expenses would qualify for below the line treatment, if such 
excess expenses would reasonably be expected to be disallowed 
in a current rate proceeding before the Commission. 

Exhibit A 
R. C. Nixon 
Cronin, Jackson, Nixon & Wileon, CPA'e 
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Cynt staff p m  
Above the line taxable Income before CIAC 

and tax deprecldlon on ClAC 

Comparison of Gross- up Refund Computations 
Current Staff Proposal vs. Existing Practice per Order No. 23541 

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 

Depreciation on taxable CIAC: 
Year 1 
Year 2 
Year 3 
Year 4 
Year 5 
Year 6 
Year 7 

Adjusted taxable Income (loss) before ClAC 
Taxable CIAC 

Adjusted above the line taxable income 

Net taxable CIAC 
Marginal tax rate 
Tax on ClAC 
Fador for gross-up 

Gross-up required for tax effect 
Actual gross-up collected ($500,000 x .6033) 

Refund required per Staff 

Existing practice 
Taxable ClAC 
First year depreciation on ClAC 

Net taxable ClAC 
Marginal tax rate 
Tax on ClAC 
Factor for gross - up 
Gross-up required for tax effect 
Actual gross-up collected 

Refund required 

18,750 36,095 33,385 30,885 28,565 26,425 24,400 
18,750 36,095 33,385 30,885 28,565 26,425 

18,750 36,095 33,385 30,885 28,565 
18,750 36,095 33,385 30,885 

18,750 36,095 33,385 
18,750 36,095 

18,fSO 
18,750 54,845 88.230 119,115 147,680 174,105 198,505 

31,250 (4,845) (38,230) (69,115) (97,680) (124,105) (148,505) 
~ , o o o  500.000 500,Ooo 500,000 500,Ooo 500,000 500,000 

$531,250 $ 495,155 $ 461,770 $ 430,885 $402,320 $ 375,895 $ 351,495 

$ 481,250 $ 481,250 $ 461,770 $ 430,885 $ 402,320 $ 375.895 $ 351,495 
0.3763 0.3763 0.3763 0.3763 0.3763 0.3763 0.3763 

181.094 181,094 173,764 162,142 151,393 141,449 132,268 
1.6033 1.6033 1.6033 1 .6033 1.6033 1.6033 1.6033 

290,349 290,349 278.596 259.962 242,728 226,786 212,065 
301,650 301,650 301,650 301,650 301,650 301,650 301,650 

$ 11,301 $ 11,301 $ 23,054 $ 41,688 $ 58,922 $ 74,864 $ 89,585 

$5oo,OOo $soo,o0o $500,OOo $m,o0o $soo,o0o $500,000 $500,OOo 
(18,750) (18,750) (18,750) (18,750) (18.750) (18,750) (18,750) 

481,250 481,250 481,250 481.250 481.250 481,250 481,250 
0.3763 0.3763 0.3763 0.3763 0.3763 0.3763 0.3763 

181,094 181,094 181,094 181,09& 181.094 181,094 181.094 
1.6033 1.6033 1.6033 1.6033 1.6033 1.6033 1.6033 

290,349 290,349 290,349 290,349 290.349 290,349 290.349 
301,650 301.650 301,650 301,650 301.650 301,650 301,650 

$ 11,3Ola $.. ., 11,301; 1 1,301- $ 11,301 



I. 

11. 

Comparison of Gross-up Refund Computations 
Current Staff Proposal vs. Existing Practice per Order No. 23541 . 
JissumDtions 

1. company has average above the line taxable income of $50,000 before 
depreciation on taxable CIAC. 

2. Company receives $500,000 of depreciable CIAC in each of the next 
seven years. 

3. CIAC is depreciated using MACRS 20-year rate with half-year 
convention. 

4. Marginal tax rate is 37.63 percent. I 

Observations and Conclusions 

1. 

2 .  

3. 

4. 

5 .  

Staff proposal is a flow-through method. Not only first year's tax 
depreciation on CIAC, but depreciation benefits on CIAC are 
utilized in the same way (above the line) to benefit contributors of 
CIAC rather than rate payers. 

Contributors in Year 1 receive a refund of $11,301, while those in 
Year 7 receive a refund of $89,585, due solely to the flow-through 
of the tax benefits of depreciation on prior years' CIAC. The Staff 
proposal is clearly discriminatory between contributors and between 
years. 

Giving the contributors the tax benefits of depreciation through 
increased gross-up refunds would invalidate the normalization 
process which returns such tax benefits (exclusive of those on first 
year depreciation) to the rate payor. See accompanying journal 
entries for accounting for full gross-up (Exhibit C). 

Contributor receives a windfall under Staff proposal. First, 
contributor (developer) recovers CIAC and gross-up in the price of 
homes sold and a tax deduction (benefit) on his return. This 
conclusion was reached on Page 21 of Order No. 23541 and is 
reiterated on Page 18 of Commission Order No. PSC-93-1207-FOF-WS in 
the Gulf Utility Company case and on Page 28 of the Commission's 
Appellate Brief in that case currently pending before the First 
District Court of Appeal. Second, the Developer recovers 
depreciation benefits on his contribution on the contributions 
of contributors from previous years. 

Under the current Staff proposal, the contributors, in the long run, 
get the tax benefit twice. Once in the write-off of the price of 
the homes sold, and secondly, through the refund of those gross-up 
monies as depreciation accrues. Since there is only one tax benefit 

Exhib i t  B 
R .  C .  Nixon 
Cronin, Jackson, Nixon C Wilson, CPA's 
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Comparison of Gross-up Refund Computations 
Initial Staff Proposal vs. Existing Practice per Order No. 23541 . 

available to be passed on, either through the flow through to the 
contributors or normalization to the general body of rate payers, 
the general body of rate payers effectively pay twice. Once in the 
price of their homes, and again through the failure to obtain the 
normalized depreciation benefits. The benefit can go either to the 
rate payers, as required in Commission Order No. 23541, or to the 
contributors, but not to both groups. 

6 .  The existing normalization practice required by Order No. 23541 is 
All contributors are treated equally year-in non-discriminatory. 

and year-out. ! 

E x h i b i t  B 
R .  C .  Nixon 
Cronin, Jackson,  Nixon & Wilson, C P A ' s  
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Accounting Entries for Full Gross-up 
In Accordance with Order No. 23541 and FASB 109 

AssumDtions: 

1. $100,000 of depreciable CIAC received. 

2. $60,333 of gross-up received, marginal state and federal rate of 
37.63 percent. 

3. The $60,333 of gross-up represents the following: 
State and federal tax on CIAC ($100,000 x .3763) 
Tax on tax effect of gross-up ($60,333 x .3763) 

$37 , 630 
22,703 

Total gross-up $60,333 

4. Twenty-year ACRS, half-year convention, tax depreciation rate. 

5. Forty-year straight line book depreciation and amortization rate for 
CIAC. 

6. No CIAC or other income received in Year 2 or subsequent years. 

Journal entries: 

1. 

2. 

3. 

4 .  

Year 1 

Cash (CIAC tax escrow) 
Contributed plant 

CIAC 
Contributed taxes 

To record receipt of CIAC and gross-up 

Deferred tax asset (tax on CIAC and gross-up) 

To record deferred tax on CIAC and gross-up 
Deferred tax expense (current benefit) 

Contributed taxes 

To adjust tax on tax effect in current year 
Deferred tax asset 

Income tax expense ($60,333 - $2,262) 
Contributed taxes ($100,000 x .0375 x .3763) 
Deferred tax expense (current provision) 

($2,262 X .3763) 
Income tax payable 
Contributor refund payable 

contributor 
To record current expense and refund due to 

Debit Credit 

$ 60,333 
100,000 

$100,000 
60,333 

60,333 
60,333 

22,703 
22 , 703 

58 , 071 
1,411 

851 
58,071 
2,262 

E x h i b i t  C 
R .  C .  Nixon 
Cronin, Jackson,  Nixon t Wilson,  CPA'e 
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Accounting Entries for Full Gross-up 
In Accordance with Order No. 23541 and FASB 109 

Journal entries: 

5. 

6. 

7. 

a .  

Deferred tax expense (current provision) 
Deferred tax asset 

To record current year reversal of deferred 
tax asset ($100,000 x 2.5% x .3763) 

Deferred tax expense (current provision) 
Deferred tax liability ($1,411 - $940) 

To record tax effect of book/tax timing 
difference - depreciation 

Contributed taxes ($36,219/40) 

To record amortization of contributed taxes 
Amortization of contributed taxes 

to income over the life of contributed asset 

Income tax payable 
Contributor refund payable 

Cash (CIAC tax escrow) 
To record payment of taxes and contributor 

refund 

Year 1 T ax Pr ovision 
Income tax expense $ 58,071 
Deferred tax expense (benefit) (59,482) 
Deferred tax expense 940 

Deferred tax expense 471 

Net tax provision $ 
Year 1 benefit to rate payor s 905 

2 of 3 

Debit Credit 

$ 940 
$ 940 

471 
471 

I 

905 
905 

58,071 
2,262 

60,333 

Current payable 
Tax on CIAC and gross-up 
T a x  e f f e c t  o f  

amortization of CIAC 
Tax effect of book/tax 

depreciation difference 

Above the line income - 
amortization of 
contributed taxes 
(Note 1) 

Exhibit C 
R .  c. Nixon 
Cronin, Jackson, Nixon & Wilson, CPA'e 



Accounting Entries for Full Gross-up 
In Accordance with Order No. 23541 and FASB 109 

Journal entries: 

1. Income tax refund receivable 
($100,000 x .07219 x .3763) 

To record current tax expense (benefit) 
Income tax expense (benefit) 

2. Deferred tax expense (current provision) 
Deferred tax asset 

tax asset ($100,000 x 2.5% x .3763) 

3. Deferred tax expense (current provision) 
Deferred tax liability ($2,717 - 940) 
timing difference - depreciation 
Amortization of contributed taxes 

To record second year amortization of 
contributed taxes to income 

To record second year reversal of deferred 

To record second year tax effect of book/tax 

4. Contributed taxes ($36,219/40) 

5. Cash 
Income tax refund receivable 

To record receipt of tax refund 
Note: Assuming no other income, the Company 

could only carryback losses for three years 

Debit Credit 

$ 2,717 
$ 2,717 

940 
I 940 

1 , 777 

905 

2 , 717 

905 

2 I 717 

year 2 Tax Pr ovision 
Income tax expense (benefit) $ (2 , 717) Refund receivable 
Deferred tax expense 940 Tax effect of CIAC 

amortization 
Deferred tax expense 1,777 Tax effect of book/tax 

depreciation difference 

Net tax provision 

Year 2 benefit to rate payor $ 905 Above the line income - 
amortization of 
contributed taxes 
(Note 1) 

Note (1) : Under this method of normalization, receipt of taxable CIAC has no 
impact on the jurisdictional book tax provision. Cost of service is 
reduced by above the line amortization of contributed taxes or a net 
deferred tax liability, which would be recognized as zero cost capital in 
a rate proceeding. 

Exhibit C 
R .  C .  Nixon 
Cronin, JackBon, Nixon C Wilson, C P A ‘ s  
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FLORIDA PUBLIC SERVICE COMMISSION 

Capital Circle Office Center 0 2540 Shumard Oak Boulevard 
Tallahassee, F l o r i d a  32399-0850 

April 18, 1996 

TO : 

FROM : 

R E :  

. .  DIRECTOR, DIVISION OF 

DIVISION OF WATER & WASTGWATER (MCCASKILL 
DIVISION OF AUDITING C 
DIVISION OF LEGAL SERVICES ( 

/ '  
DOCKET NO. 960397-WS - REXIEW OF THE COMMISSION'S POLICY 
CONCERNING THE COLLECTION AND REFUND OF CIAC GROSS-UP 

AGEXDA: APRIL 30, 1996 - REGULAR AGENDA - PROPOSED AGEXCY ACTION - LNTGRESTED PERSONS MAY PARTICIPATE 

NONE - CRITICAL DATES: 

SPECIAL INSTRUCTIONS: I:\PSC\WAW\WP\960397 .RCM 

CASE BACKGROUND 
... 

The Passage of the Tax Refo-m Act of 1986 (Act), effective 
January 1, 1987, m d e  C o n t r i b u t i o n s - i n - A i d - o f - C o n s t r u c t i o n  (CLAC) 
tzxible inccme. To address this chage, the Comkssion issued 
several orders. in PAA Order No. 16971, issced on December 18, 
1985, the Comdssion granted the Florida Waterworks Association's 
(FWWA's) agplication for emergency approval of ameaded service 
avaiiability policies with modifications. That order, among other 
things, allowed utilities to collecc from contributors an amount 
equal to the tax impact of CIAC, set forth a gross-up formula, 
required filing of annual CIAC tax impact reports, and required a 
refund of exzess moEies collected. 

3y ?AA Order No. 21266, issued Yay 22, 1989, this Commission 
proposed to zstzblish guidelhes to zontroi the collection of the 
gross-up. Xowever, cn June 12, 1989, Order No. 21266 was protested 
by FWWA and 14 water/wastewater utilixies. A l s o ,  by PAA Order Nc. 
21436, the C"ission proposed to r f '~l l i=e a number of utilizies tc 
r e f - ~ n d  anoL;=lts cf t h e  gross-up C O I - S C Z ~ ~  or mks adjuscsants to 
L ~ e i r  degreciation reserves. TaFs C - ~ - Y  -&=- was a l s o  prxescez. 

- -  
t. 



DOCKET NO. 960397-WS 
DATE: APRIL 18, 1996 

In the ordering paragraphs, the Order stated: 

Ordered that any gross-up amounts collected in excess of 
a utility's actual tax liability resulting fromits collection 
of CIAC, as set forth in the body of this Order shall be 
refunded on a pro rata basis t o  the contributors of those 
amounts. 

In the body of the order, t h e  Commission recognized that 
abcve-the-line Net Operating Losses (NOLs) and Investment T z x  
Credits ( I T C s )  shall be used to calculate the actual tax liability. 
The3 in order after order after that, the authorization to continue 
gross-ur, of CIAC was made continqent upon coqliance with Orders 
Nos. 15971, issued December 18, 1986, and 23541 issued October 1, 
1,050, and all matters discussed in those orciers were expressly 
incorporated therein by reference. 

For the last year, several apglications for gross-up authority 
and refund calculations have been held up peading the outcome or' 
the Conmission Workshop on CIAC Gross-up. Staff is now seekfncr 
pi5ance - on how to Droceed on those  pending applications. 

At the Codssion Workshop on November 29, 1995, the utilities 
prqosed an alterzate plan for the treatment of CIAC Gross-up acd 
staff is considering this plan. If staff does agree to recommend 
a change, the issue to be addressed is how does the change affect 
all gross-up to date. Specifically, may the Dending refunds be 
calculated -c--- or handled by using tnis new methodology. 
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DATE: APRIL 18, 1996 

DISCUSSION OF ISSUES 

ISSUE 1: Should the Commission's policy concerning the collection 
and refund of CIAC gross-up be revisited? 

RECOMMENDATION: Yes, the Commission's policy concerning the 
collection and refund of CIAC gross-us should be revisited. 
(MCCASKILL, CAUSSEAUX) 

STAFF ANALYSIS: By Order No. 16971, issued December 18, 1986, the 
Commission granted approval for water and wastewater utilities to 
amend their service availability policies to meet the tzx irqact on 
contributions-in-aid-of-construction (CIAC) resulting. from the 
amendment of Section 118(b) of the Interxal Raveme Code. This 
order also contained a gross-up formula. Order No. 23541, issued 
October 1, 1990, after a f o m l  hearing, ordered utilities 
currently grossing-up CIAC to file a petition for continued 
authority to gross-up and also ordered thac no utility may gross-up 
CIAC without first obtaining the approval of this Commission. The 
order-stated that at a minimum, each utility should be able to 
demonstrate that a tax liability existed and that sources of funds 
were not zvailable a: a reasonable cost. nrther, the order stated 
that a utility may demonstrate such need by filing the following 
information: (1) Dernonstraticn of an actual tax liability on a 
a t e 8 ,  zbove-the-line basis, (2) Cash flow statement, (3) 
Statement of interest coverage, ( 4 )  Statenent of Mte-mative 
FinaEcing, ( 5 )  Justification for Gross-up, (6) Cross-up Method 
Selected (full gross-up or neL present value) and (7) Proposed 
Tariffs . Order No. 23541 also modified the gross-up formula 
contained in Orcier No. 16971. Both orders prescribed the 
accounting and regulatory treatments for the gross-up and ordered 
that CIAC t& imDact monies received during tne tax year that were 
in excess cf the-actual amount of tax expense that was attributable 
to the receist of the CIAC, tqether with interest ea-rned on such 
excess monies held in the CIAC Tax Impact Account, must be refunded 
on a pro  rata basis to the parties which made the contribution and 
gaid the tax inpact amounts during the tax year. In addition, 
Order No. TSC-32-0961-FOF-WS, issued Septnmber 9, 1992, clarified 
the provisions isl Orders Nos. 15971 and 23541 for the calculation 
of refunds of gross-up of contributions-in-aid-of-construction. 

Staff believed that applications for gross-up authority a d  
refcEd calculations were being processed In acc3rZance wich the 
srovisions or' Orders Ncs. 23541 E_n_d TSC-92-396i-?OP-WS. Eowever, 
st the aqen,ca cmferrnce cn my la, 1,095, ir? c5e I .  rzfund case cf 
2aEal 'JtilI:lis, ac., Docket No. 5410E3-WS, the zcili:y raised tke 
Tdes t ion  D? w k s = l e r  z r  EC'L stsff's ~ S K ~ C C  of c~,,,,atinc r e f -~ rcs  
wzs scctr=,,--l ZD :?= repirimez=s C Z  c)ri?r Nc. &::4: tn,c c5z 

- 

t 

- -.,: 
e - -  
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Comission's previous practice. Specifically at issue was the 
treatment of depreciation of CIAC after the first year; i.e., 
whether subsequent years' depreciation should be included above- . 
the-line or below-the-line. St'aff had included subsequent years' 
depreciation on CIAC above-the-line; however, the utility contended 
that in previous CIAC gross-up refund dockets, subsequent years' 
depreciation had been included below-the-line. Thus, the utility 
contended t3at staff's refund calculation was contrary to the 
provisions of Order No. 23541 axd the Commission's previous 
practice. Also at issue was the appropriate level of review 
necessary to grant authority or process a refund, offsetting of 
above-the-line NOLs and ITCs with CIAC income, the requirement of 
refunds of excess collections of CIAC gross-up,'and the differing 
interpretations given to past decisions of the Commission. a 
result of these issues, among others, staff was directed to hold 
workshops to discuss the current practices of the Commission 
employed i n  dealing with the taxability of CIAC and to discuss 
viable alternatives. Staff was also directed to consider the need, 
if any, to change the Commission's current poilcy.  Processing of 
CIAC gross -up dockets have been held in abeyance pending resolutioE- 
of these issues. 

The first workshop was held on August 30, 1995, with staff, 
industry representatives and other interested parties. Staff 
compiled a list of relevant questions for discussion at the 
workshop a d  solicited responses from the industry. A subsequent 
workshop was held on November 29, 1995 before the full Commission, 
in which the responses received in the first workshop were 
presented and discussed. Also provided ac that workshop was a 
summary of the responses and positions take-? at the August 30, 
1995, workshop. While most participants tend to agree that a 
gross-up of CIAC is necessary, opinions differed as to its 
application. 

M r .  Paul Freeman of Southwest Florida Capital Corporation, a 
developer, believes that if a gross-up is allowed, the net present 
value method should be used because the ratepayer is whole and the 
develoger is paying the actual cost of the contribution. M r .  
Xobert Nixion, on behalf of the Florida Waterworks Association and 
several utilities currently utilizing or interested in the 
Commission's policy on gross-up of CIAC submitted a proposal in 
which the full gross-up method is used. This proposal is curreEtly 
under review by staff. 

'Jnder this groposal, refun& to ccnzributors, annual 
r e p r t i n g ,  a d  the gross-ur, escrcw accomt (all of wnich are 
rqclired by 2r6er Xc. 23541) arb elhinated. 2 addition, it is 
2z:Gcsed =ha: ap~llca=lo~s Z D  Sross-Lp shculd 3c liberally g r a c e d ;  
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that 100% or' gross-up is 
ratepayers; and that a methoc 

returned to the general body of 
of accounting be adopted wdch does 

the followinp: (1) Contributed taxes are amortized to above-the- 
line income as a direct benefit to ratepayers. (Contributed tax 
amortization increases operating income and decreases revenues); 
( 2 )  Has no imsact on rate base, balance sheet, or income statement 
over tht usefxl life of contributed assets; ( 3 )  The tax benefits to 
the utility are equal to the benefits given back to the ratepayers 
and (4) The deferred tax liability is treated as zero cost capital. 

- -  

Staff bslieves that consistent with the purpose of Orders Nos. 
16971 and 23541, any gross-up method enployed should enable 
utilities to meet the tax impact resulting from the inclusion of 
CiAC in gross income. The majority of the workshop participants 
believe thzt while each utility should make its own decision on 
whether to gross-up and the method to use (full gross-up, Net 
present value gross-up,  or no gross-up), full gross-up would best 
enable utilizies to meet the tax impact of CIAC. Xowever, because 
of differing inte-rpretations of Orders Nos. 16971 and 23541 and 
their applicazion, staff believes that if a gross-up is allowed, 
one of the irsjor issues to be resolved is what accour?ting and 
regulato-ry trtztment for the gross-up would achieve the purpose or' 
Orders Nos. 16371 and 23541. More importantly, staff believes that 
if a tax liaility is created, i t  s u  1 be dete-mined what 
adjustments are -0 income- to calculate the tax Liability- 
(2-f-fsetting of above: the-line-NOLs ang-kES. wSLh--CIAC into-me) azld 
also,'-it- should be-dete-mined if refunds of excess collections of 
- 
gross-up should be required. 

Based on the above, staff recommends that the Commission's 
policy concerning the collection and refund of CIAC gross-up should 
be revisited to determine what changes, if any, should be made to 
accomplish the intended purpose of CLAC gross-up as established in 
Orders Nos. 15471 and 23541. in addition, staff will consider ways 
to si-lify che process and viable alternatives to the gross-up. 
Upon staff I s  cmgletion of its review of the proposals and comments 
offered by che workshop participants, staff will make a 
recommendation to the Commission concening whether the 
Commission's czrrzzt policy regarding the collection and refund of 
CIAC gross-up should be changed. 
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ISSUE 2 :  Pending a change in policy, if any, should all CIAC 
gross-up cases continue to be processed under the provisions of 
Orders Nos. 16791 and 23541? 

RECOMMENDATION: Yes, based on the principle of administrative 
finality, any change to the policy set out in those orders should 
be Fade prospectively. Therefore, any current CIAC gross-up cases, 
or any CIAC gross-up cases filed prior to any change in policy, 
should be processed under the provisions of Orders Nos. 16791 and 
23541. (JmC-ZR) 

STAFF ANALYSIS: Order No. 23541 was issued October 1, 1990, after 
a formal hearing. That order concluded that gross-up amounts 
collected in excess of a utility's actual tax liability resulting 
from its collection of contributions-in-aid-of-constmction (CIAC) 
shall be refunded on a pro rata basis to the contributors of those 
amounts. In the body of the order, actual tax-l$-bl/lity was to be 
calculated using above- the-line net operating l=_INOLs) and 

u i  orders granting the investment tax---cre~ts--ss) . 
authorization for sross-up appear to expressly refer to Orders Nos. 
16971 (this order rrr'erred to actual tax amout of tax eqense) and 
23541, and all inatters in these two orders were expressly 
incorporated therein in any orders graating gross-up authority. 

The Cor@...slon does not --- have a rule on the approDr iat.e msthod 
hnw to determine if qross- ,to calculate qross-lrm o f CIAC, a 

ug authority is warrant.22, emine how re fund of 
should be calculated. The Commission has, however, 

Disnt policy for all o ~ e s e - d e t - = - ~ r i ~ ~ ~ s b y - t ~ e  developed -1 
in So uthem Be I1 issuance of the above-referemd orders. 

Teleohone and TelearaDh Co. v. Florida Public Se mice Co "is s ion, 
443 So. 2d 92 ( I l a .  19831, the Florida Supreme Court considered the 
emerging policy of :he Comission as to whether to allow charitable 
contributions as eqenses and noted that there was some 
inconsistency between 1977 and 1981. However, the Court concluded 
that although rulemaking might have been better, the Comission is 
not required to institute a rulemaking proceeding every time a new 
policy is develope8, and that the change in policy did not amount 
t o  an arSicraiT or capricious act. 

A l s o ,  Subsections 120.535 (1) !a) 1. and 2 . ,  Florida Statutes, 
recognize tha: where the agency has not had sufficient time t o  
acquire the Iaowledge and experience reasonably neccssa-q to 
address a s'LbC=me=t by r u l ~ A i n 5 ,  or whert matters src not 
sufficiezsly risoi-Jed to e~lable tke agemy :o aderess a stateneat 

r~?1s-m&ci?,c, chez r~lzwking m y  not be "ftas lb le  axd 

M a -  up 

- 
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issuance of Orders Nos. 16971 (issued December 18, 1986), 23541 
(issued October 1, 1990), and PSC-92-0961-FOF-WS (issc=d September 
9, 19921, aad many other orders, and, also, through its workshops 
held on August 30, 1995 (a staff workshop), and Nove-nber 29, 1995 
(a full Commission workshop), that mattzrs were neither ' 

sufficiently resolved, nor had the Commission qathered sufficient 
knowledge and experience to address the issue of CIAC qross-up in 
xemaking. Staff now believes that the Commission has g a t h e m  
s'uchxwledge and eqerience. 

However, pmding the final outcome of ar,y rdemaking process, 
staff faces the question of how to process tne current CIAC gross-  
up cases that are either already filed or will be filed prior ca 
the issuar,ce or' any rule. For the collectio-.: of azy gross-up of 
CIAC to Bate, Orders Nos. 16971 and 23541 were and still are in 
effect, ar,d specifically require that all gross-cp 13 excess of the 
liability related to the collection of CIAC be refuxied. Zursuant 
t o  the principle of administrative finality, orders of 
adxlinistrative agencies, like the courts, must eventually pass o u t  
of the agercy's control and become final and m lozger subject to 
modification. nowever, the courts have recognized that 
adninistracive agencies do have inheri?,t power to rtcomi6er final 
orders which arc still under their control, but such inherect 
authority to modify is a limited one. Sea, Pemles Gas Svstern v. 
Mason, 187 So. 2d 335, (Fla. 1966). The Florida COUZ'LS do 
recognize that awnistrative agencies decide issues accoreing to 
a public interest that often changes with time and so do allow ths 
agencies a very linited ability to modify based cn this p&lic 
interest. Xowever, Orders Nos. 16971 and 23541 were issued over 
five years ago, a-qd have lor,g since passed from tkis Commissioc's 
control (in P P O D ~ ~ S  Gas, four years was too long). 

-c 

P l s o ,  while rules may be given retroactive effect in some 
circumstaxcts, it is generally allowed only where tne ru l e  embodies 
previously estajlished policy. See, UDfohn Healthcare Services, 
Inc. v. DeDt. of Health and Rehabilitation Services, 496 So. 2d 147 
(Fla. 1st DCA 1986); and, Jordan v. DeDt. of Professional 
Ramlation, 422 S. 2d 450 (Fla. 1st DCA 138e). In the case at 
hand, the Co-ssion has stated that th2 funds colltcted over and 
above the actual t u  lia3ility shall be refunded. Therefore, until 
the policy is eszzbllshed otherwise, m y  new r ~ l e  should be applied 
prospectively only. 

Althou5.h the Commission ~y zh?ar,ge its solicy, s t a E E  
n i ~ +  i n  c -,?Fr Yc. 

2 3 5 4 1  shoGld be srcs2ective o~ly. 13 now chaste =he solicies, ar", 

:a ~ h e  ~ Z Z S C :  ~f rhc zko\-c-::12-1111e NCLs  azd I Y s  would 50 acai,-,sr 

recommencs that any change from thesrocechazes se r  

allow t%- ,,,c - - - < ' 2  _ _ _ _ _  :y ZD keer, all of che CIAC ~zess-up wLt,iocz reGar5 
m 

- -  

- 7 -  
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Order 
Order 
qross - 

No 
No 
UP 

. 23541. When the contributors made their contributions, 
~ ~~ . 23541 was in effect and any payment or conrribution of 

was made with those restrictions and requirements validly 
in place. Tnerefore, it would not appear to nake any difference 
whether the order requiring refunds for any ?articular utility has 
already bsen issued. Orders Nos. 16971 and 23541 affect all those 
that have applied (and will continue to affect any future 
applications) untii the policy of offsettins the effect wit$-- 
&bovcthe-line NOLs and IFCs is offikially cbanged - whether by 
order or adoption of a rule.  

Base2 on all of the above, staff recommends that, until the 
Conmission indicates its change in ?olicy, the requirnments of 
Orders Nos. 16971 and 23541 should be met in the collection of CIAC 
gross-up acd the ordering of refunds. Although the Co-dssion m y  
change this policy, staff believes that any such change should be 
made prossectively only. Therefore, staff recommends that all 
pending CLAC gross-up cases, and m y  such cases filed prior to axy 
c3ange in Folicy, if there is a change, should continue to be 
grocessed pursuant to Orders Nos. 16971 and 23541. Any change, if 
and when fihally appxved, should be efftctive far cases filed from 
*I drat poht forward. 

- 3 -  
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ISSm 3: Should this docket be closed? 

RECOMMENDATION: No, this docket should remain open pending a final 
determination on a change in policy, if any. ( JAEGER) 

STAFF ANALYSIS: Staff is currently reviewing the Commission's 
Dolicv on the collection and refund of CIAC gross-up in conjunction 

4 

with proposals and cormneats received at the Commission workshcps. 
Upon compietion of its review, staff will make a recommendation 
concerning a change in policy, if any. Therefore, this docket 
should remain open pending a final detednation in this matter. 

- 9 -  

.. 
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North n. Myam wmy. Inc. 
k u l y s h  d Above the Lkre ( A n )  and Ehbw the Line (BTL) Treatment d Operating Expenses In Grossup R.porb 

Before and Mer Staff Change in Policy in 1996 (1) 

AllrrSWch.np. In Poky - pad-1995 
Aflnnmt A n  in 

G v  
R m  

LM!!GL 

1992 

Year 

1993 
1994 

1990 
1991 
1992 

1990 
1991 
1992 
1993 
1994 
1995 

1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 

!!!!ma 

1991 

1992 

1993 

b t 7  1994 

5 
F 
.A 

.E 
-k 

BTL In Co. 
G r o u u p  

Report 

15.ooo 
1 5 . m  

4.800 
9,675 

28.241 

35.847 
35.847 
78.380 

24.688 
14.058 
10,988 
1 1,299 

1 1 9 . m  

475.123 

578.392 

PSC94044SFOFSU A 
$ 38.114 YeS Yes 04/13/94 

pscsB1394-FoFsu B 
1 1 m  

psc97MwI7-FoF-su C 
011M197 

112.338 
78.838 
82.498 

Y.S 
YeS 
YeS 

Yes Psc94o444-FoF-ws D 
YeS 0 1 1 1 m  
YeS 

No 
No 
No 

pscsgo319As-ws E 
m3198 

YOS 
YOS 
Yes 

Y8!3 
YeS 
YeS 
YeS 
YeS 

YOS PSC-71 -FoF-WS F 
Y e  06109193 
Yes 
YeS 
YeS 

Y.r 
Yes 
Yes 
Y e  

YOS 

pSC-961626-FoF-WS G 
12107/98 (Note 4) 

YO¶ 
Yes 
YOS 
Yes 

Yes 

Y9S 

YeS 

Yes PSC-94-0443-FOFSU H 
04/13/94 

Y e  

526.459 

613.141 

PSC-974XJ62-FoFSU I 
01117l97 (N& 5) 

Yes 

YO¶ 

YOS 

Yes 

1 d 2  



North Ft Myers Utility, Inc 
Analysis of Above the Line (ATL) and Below the Line (BTL) Treatment of Operating Expenses in Gross-up Reports 

Before and After Staff Change in Policy in 1996 (1) 

Ndes: (1) Prior to lQ96, Staff and Commission policy, as reflected in Orders disposing of gross-up, was to allocate operating 
expenses ATL or BTL on a cost of service basis. This was consistent with Order No. 23451, to determine, as nearly as possible, 
the jurisdictional net operating losses (NOLs) on the tax retums, on a stand alone basis. 

This procedure w m  complicated and unwieldy, since each gross-up refund filing mounted to a "mini" rate case This difficutty 
was recognized In Docket No. 960397-WS in the Notice of Workshop issued August 4, 1995 Although two workshops were held, 
no official decisions were made and the Docket was closed in 1996 At about the same time, Staff began a new policy which 
greatly simplified their analysis of NOLs for gross-up purposes, Under this policy, all expenses reported in the Annual Reports 
ATL were used as a substitute for determining ATL expenses on the tax retums for gross-up purposes. 

The purpose of this schedule and supporting information is to demonstrate that a change in policy and practice actually occuned 

of refunds. 
(2) Eagle Ridge first leamed of the change in Staff policy in a letter dated February 15, 1996, showing Staffs calculation 

(3) Staffs original calculation of refund was in accordance with policy prior to 1996 See letter and calculation (Exhibit C) 
from Ms. Jena Price dated February 28, 1994. However, no action on these refunds was taken until 1996, when refunds for 1993 
to 1995 were also considered. By a letter dated October 22, 1996 (Exhibit C), the new Staff policy is stated for the first time for 
Forest Utilities, Inc. 

(4) Even though policy changed for most gross-up reports processed after 1995, Gulfs Order contained a number of BTL 
expenses which were classified above the line for Annual Report purposes. 

companies prior to 1996. 
(5) Every gross-up refund Order issued to date for North Ft. Myers Utility has reflected the ATL-BTL policy in effect for all 



BEFORE TBB FLORIDA PUBLIC SERVICB COIWSSION 

In Re: Disposition of ) DOCKET NO. 940157-SU 
contribution-in-aid-of- ) ORDER NO. PSC-34-0449-FOF-SU 
construction (CIAC) gross-up ) ISSUED: April 13, 1994 
funds collected by EAGLE RIDGE ) 
UTILITIES, INC. in Lee County. ) 
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The following Cdsoioners participated in the disposition of 
this matter: 

J. TERRY DEMON, Chairman 
SUSAN r .  CLARK 

JULIA L. JO€INSON 
DIANE K .  KIESLING 
LUIS J. LAWDO 

POTICE or =SED 
QRDER F V R E F U N D  NOT REQYXRW 

BY TEE COHMISSION: 

NOTICE IS BEWBY GIVEN by the Florida Public Service 
Commission that the action discummed herein is preliminary in 
nature and will become final unless a person whose interests are 
substantially affected files a petition for a formal proceeding, 
pursuant to Rule 25-22.029, Florida Admhistrative Code. 

BA" 

The repeal of Section 119(b) of the Internal Revenue Code 
resulted in making contributions-in-aid-of-construction (CIAC) 
gross income and depreciable for federal tax purposes. In Order 
No. 16971, issued December 19, 1996, the Comlssion authorized 
corporate utilities to collect the groom-up on CIAC in order to 
meet the tax hnpact resulting from the inclusion of CIAC as gross 
income. 

Ordors Nos. 16971 and 23541, issued Deoember 18, 1996, and 
October 1, 1990. rospectively. require that utilitics rxii~ii~~lly f i l a  
information which would be used to determine the actual state and 
federal income tax liability directly attributablo to the C I A C ,  and 
whether a refund of the gross-up i n  appropriate for any given year 
for which gross-up was in effect. These orders also required that 
all gross-up collections for a tax year which axe in excess of a 
utility's actual tax liability for the same year resulting from its 

ORDER NO. PSC-94-0449-POF-SU 
DOCRET NO. 940157-SU 
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collection of CIAC should be refunded on a pro rata basis to those 
persons who contributed the taxes. 

In Order No. 23541, the C d s s i o n  determined that any water 
and wastewater utility already collecting the gross-up on CIAC and 
wishing to continue collecting the gross-up, had to file a petition. 
for approval with the C d s a i o n  on or before October 29, 1990. 
Eagle Ridge Utilities, Inc. (Eagle Ridge or utility) filed for 
authority to continue to gross-up on December 11, 1990. By Order 
N o .  25436, issued December 4 ,  1991, this Commission granted Eagle 
Ridge authority to continue to gross-up using the full gross-up 
formula. 

On September 9, 1992, v8 issued Proposed Agency Action Order 
No. PSC-92-096l-FOF-US, which clarified the proviaions of Orders 
N o s .  16971 and 23541 for the calculation of refunds of gross-up of 
CIAC. On September 14, 1992, we issuedorder No. PSC-92-0961A-FOF- 
US. That Order ibcluded the generic calculation form. 

8 

. . 

In cmplianc6, with Order No. 16971, Eagle Ridge filed its 
1990, 1991 and 1992 annual CIAC reports regarding its collection of 
gross-up for each year. By letter dated January 14, 1994, our 
Commission Staff submitted its preliminary refund calculation 
numbers to Eagle Ridge. 

By letter dated February 2, 1994, Eagle Ridge responded that 
it agreed with Staff's preliminary calculations. In addition, 
Eagle Ridge stated that it anticipated that the cost to refund the 
excess gross-up collected, which was minimal. would probably exceed 
the amount to be refunded; no, Eagle Ridge requested that for 1990 
and 1992, it be allowed to book the refund monies to CIAC rather 
than making individcal refunds. Using the method adopted in Order 
No. PSC-92-096l-FOF-WS, we have calculated the gross-up raqutred to 
pay the tax liability resulting from the collection of t-nxilh1.e CIAC 
by grossing-up the net taxable CIAC amount. Our decisions 
regarding Eagle Ridge's refunds are addressed below. 

A t w a u m w - U P  

Our calculations, taken from the information provided by Eagle 
Ridge in ita annual gross-up reports, are reflected in Schedule No. 
1, attached hereto. A sununary of each year's refund calculation 
follows. 

I 

less 
Eagle Ridge's 1990 CIAC report indicates that it had been in 

a taxable position on an above-the-line basis prior to the 
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inclusion of taxable CIAC and gross-up. Therefore, all taxable 
CIAC received would be taxed. The report indicates that a total of 
5160,401 of gross-up collections has been received, with the first 
year's depreciation of $2,292 associated with $267,198 in taxable 
CIAC. W e  used the 37.63% combined mar inal federal and state tax 
rates, which represent the maxi" comb?ned tax rates, to calculate . 
the tax impact. Based on the above, we calculate a refund of $574 
for 1990. 

Eagle Ridge originally rtated that no refund would be 
appropriate in its 1990 gross-up report. tlowever, after reviewing 
our calculations, Eagle Ridge has agreed that a refund of $574 is 
appropriate. 

Eagle Ridge collected gross-up funds from 21 separate 
individuals or entities during 1990. We agree that the 
administrative costs will exceed the individual refund amounts, and 
w e  find it appropriate to allow Eagle Ridge to credit its CIAC 
account for the excess collections. 

IXLl 

Eagle Ridge asserts that no refund for 1991 is appropriate. 
We agree that a refund of gross-up collections for 1991 is not 
appropriate. The 1991 CIAC report indicates that Eagle Ridge was 
in a taxable position on an above-the-line basis prior to the 
inclusion of taxable CIAC and gross-up. Thereforb, all taxable 
CIAC received would be tax8d. The report also indicates that a 
total of $53,950 gross-up collections has been received. No first 
year's depreciation was deducted because no depreciable assets were 
added in 1991. Ne used the 
37.63% combined marginal federal and state tax rates as provided in 
the 1991 CIAC report to calculate the tax effect. Based on the 
above, M calculate that Eagle Ridge required more in gross-up to 
pay the tax impact than it has collected. Therefore, we find that 
no refund for 1991 is necessary. 

Et92 
Initially, Eagle Ridge stated that a refund of $328 for 1992 

was appropriate. Now, however, Eagle Ridge has proposed crediting 
CIAC for this amount since the administrative costs of making the 
refund will exceed the refund amount. 

We have calculated a refund of gross-up collection8 for 1992 
of $323, excluding interest. The'1992 CIAC report indicates that 
Eagle Ridge was in a taxable position on an abovoLthe-line basis 
prior to the inclusion of taxable CIAC and gross-up. Therefore, 

Taxable CIAC of $89,960 wan received. 

3y. , 

$ =  
d- 
L- 

all taxable CIAC received would be taxed. The report indicates 
that a total of $31,713 of gross-up collections has been received, 
with the first year's depreciation of $564 associated with $52,592 
in taxable CIAC. We used the 37.63% combined marginal federal and * - 
state tax rates as provided in the 1992 CIAC report to calculate 
the tax effect. Baded on the above, we calculate that Eagle Ridge 
has collected $323 more in gross-up than was required to pay the 
tax impact. 

Eagle Ridge collected the gross-up funds from 8 separate 
individuals or entities during 1992. W e  agree that the 
administrative costs will exceed the individual refund amounts, and 
we find it appropriate to allow Eagle Ridge to credit CIAC for the 
excess collections. 

According to its 1992 annual report, Eagle Ridge is 87.23% 
contributed, which is in excess of the 75% maximum amount of 
contribution level established by Rule 25-30.580(1)(a), Florida 
Administrative Code. After a credit to CIAC of $097, Eagle Ridge 
will be 87.27% contributed. While Eagle Ridge appears to be over 
contributed, we do not find that the .04% increase is material. 

Based on the foregoing, it is therefore, 

ORDERED by the Florida Public Service Commission that Eagle 
Ridge Utilities, Inc., in lieu of making refunds, shall credit its 
contributions-in-aid-of-construction account by $897 to reflect the 
total excess gross-up collections for 1990 and 1992. It is further 

ORDERED the provisions of this Order are issued as proposed 
agency action and shall become final, unless an appropriate 
petition in the form provided by Rule 25-22.029, Florida 
Administrative Code, is received by the Director of the Division of 
Records and Reporting at 101 East Gaines Street, Tallahassee, 
Florida 32399-0870, by the date set forth in the Notice of Further 
Proceedings below. It is further 

ORDERED that, in the event no t h l y  protrst la received, this 
docket shall be closed. 

By ORDER of the Florida Public Service Commission, this 

' 

I 

day of EELLh. J.224. 

( S E A L )  

BLnNCA S. BAYO, Director 
Division of Records and Reporting 

by: h 
Chief, Bureau bf Records 
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The Florida Publia Service C d s s i o n  18 required by Section 
120.59(4), Florida Statutes, to notify parties of any 
administrative hearing or judicial review of Commission orders that 
is available under Sections 120.57 or 120.68, Florida Statutes, as 
well as the procedures and tiae 1 M t s  that apply. This notice 
should not be construed to mean all requests for an adm-tnistrative 
hearing or judicial review will be granted or result in the relief 
sought. 

The action proposed herein is preliminary in nature and will 
not become effective or final, except as provided by Rule 
25-22.029, Florida Adafnistrative Code. Any person whose 
substantial interests are affected by the action proposed by this 
order may file a petition for a formal proceeding, as provided by 
Rule 25-22.029(4), Florida Administrative Code, in the form 
provided by Rule 25-22.036(7)(a) and (f), Florida Administrative 
Code. This petition must be received by the Director, Division of 
Records and Reporting at his office at 101 Eaat Gainas Street, 
Tallahassee, Florida 32399-0870, by the close of business on 
Hay 4 .  1994. 

In the absence of such a petition, this order 'shall become 
effective on the day subsequent to the above date as provided by 
Rule 25-22.029(6), Florida Administrative Code. 

Any objection or protest filed in this docket before the 
issuance date of this order is considered abandoned unless f.t 
satisfies the foregoing conditions and in renewed within the 
Gpccified protest period. 

If this order becanes final and effectire on the date 
described above. any party adversely affected may request judicial 
review by the Florida Supreme Court in the case of an electric, gas 
or telephone utility or by the First District Court of Appeal In 
the case of a water or waatewater utility by filing a notice of 
appeal with the Director, Division of Records and Reporting and 
filing a copy of the notice of appeal and the filing fee w i t h  the 
appropriate court. This filing must be completed within thirty 
(30) days of the effective date-of this order, pursuant t o  Rule 
9.110, Florida Rules of Appellate Procedure. The notice of appeal 
must be Ln the form specified in Rule 9.900(a), Florida Rules of 
Appellate Procedure. 

I 

. .  



. .  ORDER NO. 
DOCICET NO. 940157-SU 
PAC-5 6 

. EAGLE RIDGE UTILITIES, r x .  
SOURCE: (Line references are fm CIAC Reports) 

CALCUUTED 62OSS-UP REFUND 

1990 199 1 1992 1,093 
v---- -- __.- 

91.798 f 0 1 iom 1120. LIne 30 (Line 15) 5 4 3 , 1 2 5  f 151,885 f 
2 Less CIAC (Line 7) 
3 h s  6ross-up ca l l ec td  (Line 19) 
1 Add F i r s t  Year's Dept on CIAC (Line 81 
5 Add/Less Other E3e.s (Lines 20 & 21) (3,017) (1,932) 

6 
7 Adjusted Income Before CIAC and 6ross-up S 24,801 f 
8 
9 Taxable CIAC (Line 7) 3 267.198 5 
10 
11 Tuable CIAC Resulting i n  a Tax Liability S 267.198 5 

(267,198) (89,960) (52.592) 0 
(160,401) (53,950) (31,713) 0 

2.292 0 564 0 
(582 1 0 

6,043 5 7,475 f 0 

89.960 f 52.592 S 0 

89,960 f 52,192 $ 0 
0 (564 ) 0 

89,965 f 52.028 f 0 

-I__ --- 

12 k s s  f i r s t  years lepr. (Line 8 )  (2 .292)  -- ---- --I 

* 13 
1: Net Taxable CIAC 3 264,906 f 
15 tw ined  marginal stcte and fecrrai tax rcrc 
16 
!7 Ne+, I n c a  tax on CUC 3 99.684 f 
18 LESS ITC Realized 

0 
19 
20 net Incane Tax f 99,684 f 33.852 f 19.578 $ 

21 hpansion Factor for S~SSS-UD taxes 1.503334936 1.603334936 1. EE334936 1. 603336936 
22 
23 Ems-uo Required b pay tax effect 
24 Less CIAC 6mss-?lp cal lectd (Line E) (160.401) (53.950) (31.713) 

25 
26 REFUND (uclming interest) s (574) f O f  (323) f 

28 

30 

37.63: 37.63% 37.63% 37.63% 
----a ----I--- - ----- ----I ------ 

33,852 f 19,578 f 0 
0 O 0 . o  

--- 

- 
-_I_ ---- 

f 159.827 5 54.276 f 31.390 5 0 

-. 0 

0 
- -  ----- ~ 

27 -_I-- 

tp TOTAL REFUND f (897) 
_I____c 



J , - - f E S  L CARLSTEDT. C.P.A. 
JOHN H. CRONIN, JR, C.P.A. 
ROBERT H. JACKSON, C.P.A. 
BRENDA W. McBARRON, C.P.A. 
ROBERT C NIXON. C.P.A. 
HOLLY M. TO W N E R  C. P. A. 
JAMES L WILSON, C.P.A. 

Cronin, Jackson, Nixon & Wilson 
CER T I N E D  PUBLIC A CCOUN TA N TS, P.  A I 

2560 GULF-TO-BAY BOULEVARD 
SUITE 200 

CLEAR W A T E R  FLORIDA 316254419 
(813) 7914020 

TELECO PIER 
(813) 797-3602 

September 2 4 ,  1993 

Officers and Directors 
Eagle Ridge Utilities, Inc. 

As requested, we have prepared the accompanying Special Report 
of Eagle Ridge Utilities, Inc., consisting of Schedules No. 1 
through No. 3 .  This report is intended solely for use in 
fulfilling certain reporting requirements related to collection of 
tax impact charges on contributions in aid of construction, for the 
year ended December 31, 1992, to be filed with the Florida Public 
Service Commission. We have not audited or reviewed this Special 
Report and express no opinion or any other form of assurance on it. 

CRONIN, JACKSON, NIXON & WILSON 



Eagle 'Ridge Utilities, Inc. 
Above and Below the Line Taxable Income (Loss) 
For the Taxable Year Ended December 31, 1992 

(Unaudited) 

Line 
No. 

Above the line taxable income 
Gross receipts/sales (line IC) 
Deductions: 
Bad debts (line 15) 
Taxes (line 17) 

Other deductions (line' 26) 
.Depreciation (Schedu1.e NO. 3) 

s 266,814 
838 

14 , 940 
31,289 

212,836 

8 259,903 

Taxable income before CIAC 9 6,911 

10 
11 
12 
13 

CIAC: 
Taxable CIAC (line 10) 
Gross-up (line 10) 
Interest on gross-up (line 5) 

52,592 
31 , 713 

582 

14 84,887 

Above the line taxable income 15 91,798 

16 
17 
18 

Below the line taxable income 
Interest (line 5) 
Other income (line 10) 

1,675 
7,248 

19 8,923 

20 
21 
22 
23 
24 
25 
26 
27 

' Deductions: 
Depreciation (Schedule No. 3) 70,693 
Other deductions (line 26) : 

CIAC refunds 16 , 667 
Contract services - engineering 21,074 
Contract services - management fees 15,000 

Net loss on disposition of property (line 9) 2,040 
Interest (line 18) 7,693 

28 133,167 

29 Below the line. taxable loss (124,244) 

30 Total taxable loss (line 30) s (32,446) 

Note: All line references are to Form 1120, Page 1, attached to this 
"bit RM-13 
q e  8oCrZ+L lf report. 

Schedule No. 2 

31 
32 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In Re: Dieposition of groee-up 1 DOCKET NO. 961077-SU 
funds collected by Eagle Ridge ORDER NO. PSC-96-1394-FOF-SU 
Utilitiee, Inc. in L e e  County. 1 ISSUED: November 20, 1996 

The following Commieeionere participated in the diepoeition of 
thie matter: 

.. - 

SUSAN F. CLARK, Chairman 
J. TERRY DEASON 

JOE GARCIA 
JULIA L, JOHNSON 
DI& K. KIESLING 

BY THE COMMISSION: 

NOTICE IS HEREBY GIVEN by the Florida Public Service 
Commieeion that the action diecueeed herein ie preliminary in 
nature and will become final unleee a pereon whoee intereete are 
adversely affected files a petition for a formal proceeding, 
pursuznt to Rule 25-22.029,' Florida Administrative Code. 

BACKGROUND 
The repeal of Section 118(b) of the Internal Revenue Code 

(IRC) reeulted in making contributione-in-aid-of-conetruction 
(CIAC) grose income, and depreciable, for federal tax purpoeee . By 
Order No. 16971, ieeued Decenber 18, 1986, this Commieeion 
authorized corporate utilities to collect a CIAC tax groee-up in 
order for those utilities to pay the tax liability resulting from 
their receipt of CIAC. 

In Order No. 23541, we determined that any water and 
waetewater utility already collecting the groee-up on CIAC and 
wiehing to continue collecting the groee-up, had to file a petition 
for approval with the Commieeion on or before October 29, 1990. 
Eagle Ridge Utilitiee, Inc. (Eagle Ridge or utility) , filed for 
authority to continue to groee-up on December 11, 1990. By Order 
No. 25436, ieeued December 4 ,  1991, Eagle Ridge was granted 
authority to continue to groee-up ueing the full groee-up formula. 

By Orders Noe. 16971 and 23541, we required utilities which 
groee-up to file annually the information needed for: (1) a 
determination of the utility's etate and federal income tax 
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liability directly attributable to receipt of CIAC for that year; 
and (2) a determination of whether a refund of groes-up chargee 
collected during that year ie appropriate. Theee orders required 
that a utility refund on a pro rata basis the grose-up chargee 
collected each year which exceeded the utility'e actual above-the- 
line tax liability attributable to CIAC for the eame year. 

By Propoeed Agency Action (PAA) Order No. PSC-92-0961-FOF-WS' 
ieeued September 9, 1992, ae amended by Order No.  PSC-92-096lA-FOF- 
WS, ieeued September 14, 1992, we clarified the refund calculation 
-provieion8 of Ordere' N o s .  1697I-and 23541. No protest to that PAA 
Order was filed, and the action taken therein became final. 

On March 29, 1996, Docket No. 960397-WS wae opened to review 
the Commis~ion'e policy concerning the collection and refund of 
CIAC gross-up. Workehope were held and comment6 and propoeale were 
received from the industry and other interested parties. By Order 
No. PSC-96-0686-FOF-WSt ieeued May 24, 1996, we directed our etaff 
to continue processing CIAC groee-up and refund caees pureuant to 
Ordere N o s .  16971 and 23541; however, we also directed our staff to 
make a recommendation to the Commieeion concerning whether the 
Commission's policy regarding the collection and refund of CIAC 
should be changed upon our etaff'e completion of ite review of the 
proposals and comments offered by the workshop participants. 

Eovever, on August 1, 1996, Congress paeeed The Small Businese 
Job Protection Act of 1996 (The Act) and the President eigned The 
Act on August 20, 1996. The Act provided for the non-taxability of 
CIAC collected by water and wastewater utilities effective 
retroactively for amounts received after June 12, 1996. As a 
result, on September 20, 1996, in Docket No. 960965-WS, Order No. 
PSC-96-1180-FOF-WS was issued to revoke the authority of utilities 
to collect gross-up of CIAC and to cancel the respective tariffs 
.unlese, within 30 days of the issuance of the order, affected 
utilities rtqueeted a variance. Based on the above, there was no 
longer a need to review our policy to dete-mine any changes and on 
September 16, 1996, we voted to close Docket No. 960397-WS. 
However, ae eatabliehed in Order No. PSC-O6a6-FOF-WSl all pending 
CIAC grose-up refund casee are etill being processed pureuant to 
Orders Nos. 16971 and 23541. 

Eagle Ridge ie a Clnes B wastewater utility providing service 
to 606 customere in Lee County. According to its 1995 annual 
report, the utility reported operating revexues of $338,486 and a 
net operating lose of $53,052. 
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In compliance with Order8 Noe. 16971 and 23541, Eagle Ridge 
filed ita 1993 and 1994 annual CIAC reporte regarding ita 
collection of groee-up for each year. By letter dated June 18, 
1996, our etaff eubmitted preliminary refund calculation numbers to 
the utility. By letter dated July 22, 1996, the utility reeponded 
that it did not agree with our etaff'e preliminary calculations. 

Specifically, the utility dieagreed with etaff'e claeeifying 
-theentire amount of ita vagement feee ae above-the-line expenee. 
Aleo, the utility believee that $16,104, the coete aeeociated with 
preparing the utility'e groee-up reporte ehould be deducted from 
the refund due to the contributors. We find that the contributor 
ehould not be held responsible for the legal and accounting charges 
incurred by the utility in determining whether he is entitled to a 
refund. Although these costs are incurred to eatiefy regulatory 
requiremente, the requeet for a reduction to the contributor'e 
refund amount ie not the appropriate place to eeek recovery of 
these fees. The utility may eeek recovery of theee expeneee in a 
rate caee proceeding. 

We have calculated the groee-up required to pay the tax 
liability resulting from the collection of taxzble CIAC by 
groeeing-up the net taxable CIAC amount, in accordance with the 
method adopted in Orders Noe. PSC-92-0961-FOF-WS and PSC-96-0961A- 
FOF-WS. Ueing Eagle Ridge'e annual groee-up reports, we have made 
a refund calculation for each of the years Eagle Ridge collected 
CIAC and the grose-up, 1993-1994, and we find that refunds are due. 
Our calculations are reflected on Schedule No. 1, which ie attached 
hereto and by reference incorporated herein. A eummary of each 
ye~r's calculation follows. 

1993 

The utility propoees that no refund is appropriate for 1993. 
However, we find that a refund of $14,589 ie appropriate. 

In its filing, the utility claeeified $30,135 of its 
management fees ae above-the-line expenee and $26,459 as below-the- 
line expenee. We have claeeified the entire $56,594 as above-the- 
line expense. The utility explains that rates for the utility were 
originally set in 1985, and that we approved only an annual expenee 
of $7,500 for management and adminietrative services by Order No. 
14133, ieeued February 27, 1985. Adjusting the $7,500 figure to 
reflect customer growth and to reflect the change in the Coneumer 
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Price Index (CPI), the utility calculated an above-the-line 
management fee of only $30,135. = B O ,  the utility noted that it 
had an operating loee of $62,373 in 1993. 

In reeponee to what the utility ha8 etated above, we note that 
the utility'e annual report for 1993 ehowe management fees to be 
$56,594. In reviewing the utility'e annual report to determine 
whether it was overearning, the entire amount of $56,594 wae 
comidered to be utility related and ueed and ueeful. For annual 
report review purpoeee, thie expenee wae included and coneidered 
when-determining the utility'e-net income; therefore, we find that 
the $56,594 w g e m e n t  fee ehould be included ae an above-the-line 
expenee in calculating the utility's taxable income. 

Further, the utility etatee that it had an operating loes  of 
$67,593 in 1993. We find that the utility'e operating loee ehould 
not determine whether the management fees ehould be claesified ae 
an above or below-the-line expenee. The utility had the option of 
filing for a rate caee, but chose not to do eo. 

Based on the above, we have adjueted management fees to 
reflect $56,594 as above-the-line expense. Thie adjustment to 
management fees changed the utility's reported above-the-line 
taxable income of $3,440 to an above-the-line 108s of $23,019. 
Order No. 23541 requires that CIAC income be netted against the 
above-the-line l o se ;  therefore, not all of the CIAC collected would 
create a tax liability. The utility's CIAC report indicates a 
total of $158,366 in taxable CIAC was received, with $5,195 being 
deducted for the first yearis depreciation, resulting in CIAC of 
$151,371. When this amount is netted against the above-the-line 
l o s e  of $23,019, the amount of taxable CIAC resulting in a tax 
..:ability is $130,152, instead of the $153,171 as calculated by the 
utility. Using the 37.63% combined marginal federal and state tax 
rate as provided in the 1993 CIAC Report, we calculated the tax 
effect to be $78,525. The utility collected $93,114 of grose-up 
moniee; therefore, a refund of $14,589 1s required for 1993. 

u 
The utility propoees that no ref-md ie appropriate for 1994. 

However, we find that a refund of $5,655 is appropriate. 

In its filing, the utility classified $26,214 of its 
management fees as above-the-line txpenee and $23,786 a8 below-the- 
line expenee. Baeed on the eame reaeoning a8 etated above, we have 
claeeified the entire $50,000 of management fees ae above-the-line 
expense. This adjuetment to management fees change8 the utility'e 
reported above-the-line taxable income of $15,516 to an above-the- 
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line taxable loes of $8,019. Order No. 23541 requires that CIAC 
income be netted against the above-the-line loee; therefore, not 
all of the CIAC collected would create a tax liability. The 
utility'e CIAC report indicatee a total of $127,684 in taxable CIAC 
wae received, with $3,407 being deducted for the firet year'e 
depreciation, reeulting in CIAC of $124,277. When this amount ie 
netted againet the above-the-line-taxable loee of $8,019, the 
amount of taxable CIAC resulting in a tax liability ie $116,007, 
inetead of the $124,277 ae calculated by the utility. Using the 
37.63% combined marginal federal and etate tax rate ae provided in 

- the 1994 CIAC Report, we calailated the tax effect to be $69,990. 
The utility collected $75,645 of groee-up moniee; therefore, a 
refund of $5,655 ie required. 

The refunds for both the years 1993 and 1994 ahall be 
completed within 6 monthe of the effective date of the order. 
Within 30 &ye from the date of the refund, the utility ehall 
eubmit copies of canceled checke, credite applied to monthly bille, 
or other evidence that verifies that the utility hae made the 
refunde. Within 30 daye from the date of the refund, the utility 
shall also provide a liet of unclaimed refunde detailing the 
contributor and the amount, and an explanation of the efforte made 
to make the refunde. 

Upon expiration of the proteet period, the docket ehall remain 
open Bending completion and verification of the refunde. Our staff 
shall be given adminieErative authority to cloee the docket upon 
verification that the refunds have been made. 

Baeed on the foregoing, it is 

ORDERED by the Florida Public Service Commieeion that Eagle 
Ridge Utilities, Inc., ehall refund contributione-in-aid-of- 
construction groee-up frrnde in the amount of $14,589 for 1993, and 
in the amount of $5,655 for 1994. It ie further 

. 

ORDERED that the provieione of thie Order are ieeued as 
propoeed agency action and ehall become final, unleee an 
appropriate petition in the form provided by Rule 25-22.029, 
Florida Administrative Code, ie received by the Director of the 
Division of Recorda a d  Reporting, 2540 Shumard Oak Boulevard, 
Tallahaseee, Florida 32399-0850, by the cloee of businees on the 
date set forth in the "Notice of Further Proceedings or Judicial 
Review" below. It ie further 

ORDERED that all mattere contained in the echedule attached 
hereto are by reference incorporated herein. It is further 
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ORDERED that the refunde required herein must be completed 
within six months of the date of thie Order and that Eagle Ridge 
Utilitiee, Inc., ohall eubmit copies of canceled checks, credits 
applied to monthly bille, or other evidence verifying that the 
refunds have been made within 30 daye of completion of the refund. 
It ie further 

ORDERED that within 30 day0 of completion of the refund, Eagle 
Ridge Utilities, Inc. , ehall provide a list of unclaimed refunds 
detailing the contributor and the amount, and an explanation of the 
rfforte made to make the refunds. It ie further 

ORDERED that the docket shall be closed upon expiration of the 
protest period, if no timely protest is filed, and upon our staff's 
verification that the refunde have been made. 

By ORDER of the Florida Public Service Commission, this 20th 
day of November , 

BLANCA S . BAY6, Director 
Division of Record8 and Reporting 

This is a facsimile copy. A signed 
copy of the order may be obtained by 
calling 1 - 9 0 4 - 4 1 3 - 6 7 7 0 .  

( S E A L )  

SOME (OR ALL) ATTACHMENT PAGES ARE NOT ON ELECTRONIC DOCUMENT. 

RRJ 

Commissioner Deason dissented on the issue of allowing the 
utility to offset the adminietrative coets of the refunds and the 
costs of the gross-up reports against the actual amount refunded. 
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NOTICF! OF FURTHER P R O W I N G S  OR JTJDICIMi PFVIW 

The Florida Public Service Commieeion ie required by Section 
120.59(4) , Florida Statutee, to notify partiee of any 
admirdetrative hearing or judicial review of Commiseion orders that 
ie available under Section8 120.57 or 120.68, Florida Statutee, ae 
well a8 the procedures and time limit8 that apply. Thie notice 
ehould not be construed to mean all requests for an adminiet.rative 
hearing or judicial review will be granted or reeult in the relief 
eought . 

* -  s -  - , *  

The action propoeed herein is preliminary in nature and will 
not become effective or final, except as provided by Rule 
25-22.029, Florida Admini8tratiVe Code. Any pereon whoee 
eubetantial intereete are affected by the action propoeed by this 
order may file a petition for a formal proceeding, as provided by 
Rule 25-22.029(4), Florida Administrative Code, in the form 
provided by Rule 25-22.036 (7) (a) and (f 1 , Florida Adminietrative 
Code. Thie petition muet be received by the Director, Division of 
Records and Reporting, 254 0 Shumard Oak Boulevard, Tallahaesee , 
Florida 32399-0850, by the close of busineee on December 11. 199 6. 

In the absence of euch a petition, thie order ehall become 
effective on the day eubeequent to the above date as provided by 
Rule 25-22.029(6), Florida Administrative Code. 

b y  objection or protest filed in thie docket before the 
ieeuancc date of this order ie considered abandoned unless it 
eatiefies the foregoing conditions and is renewed within the 
specified proteet period. 

If this order becomes final and effective on the date 
described above, any party eubstantially affected may request 
judicial review by the Florida Supreme Court in the caee of an 
electric, gae or telephone utility or by the First District Court 
of Appeal in the caee of a water or waetewater utility by filing a 
notice of appeal with the Director, Divieion of Record8 and 
Reporting and filing a copy of the notice of appeal and the filing 
fee with the appropriate court. Thie filing muet be completed 
within thirty (30) day8 of the effective date of thie order, 
pureuznt to Rule 9.110, Florida Rules of Apgellate Procedure. The 
notice of appeal must be in the form epecified in Rule 9.900(a), 
Florida Rules of Appellate Procedure. 
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ll SCHEDULE NO. 1 

1 Fonn 1120, Line 30 n,rnF! 15) 
2LesEcLAc(Line7) 
8 Lees Gross-up collected (L ine 19) 
4 Add First Year's Depr on CIAC (Lme 8) 

224,074 $ 
(158,366) 
(93,114) 

5,195 

192,633 
(E 7,6 84) 

(75,645) 
8,407 

0 
9 Taxable C U C  (L ine  5 )  
10 Less first years depr. &me 8) 
11 
12 Adjusted Income XAdr CUC 
13 Less: NOL Carry Fcward 
14 
15 Net Taxable CUC 
16 Combined MargrPal state & federal tax rates -- i q  
d l  

18 Net Inrmne tax on CLK 
19 bss ITC Eiealhd 
20 
2 1  Net I w m e  Tax 
22 ~ a n 6 i o n  Factor for p s - u p  taxes 
23 
24 (3rOes-u~ Required to pay tax effect 
25 Less CIAC Gross-up collected (Line 19) 
26 
27 (OVER) OR UNDER COLLECTION 
28 

-. 
, t  
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HOLLY U. TO W N E R  C. P.A. 
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2560 GULF-TO-BA Y BOULEVARD 
SUITE200 

CLEAR WATER. FLORIDA 34625419 
(813) 791-4020 

TEtECO PIER 
0 1 3 )  797-3602 

July 29, 1994 

Officers and Directors 
Eagle Ridge Utilities, Inc. 

As requested, we have prepared the accompanying Special Report 
of. Eagle Ridge Utilities, Inc., consisting of Schedules No. 1 
through No. 4 .  This report is intended solely for use in 
fulfilling certain reporting requirements related to collection of 
tax impact charges on contributions in aid of construction, for the 
year ended December 31, 1993, to be filed with the Florida Public 
Service Commission. We have not audited or reviewed this Special 
Report and express no opinion or any other form of assurance on it. 

CRONIN, JACKSON, NIXON & WILSON 



Eagle Ridge Utilities, Inc. 
Above and Below the Line Taxable Income (Loss) 

(Unaudited) 
For the Taxable Year Ended December 3 1 ,  1 9 9 3  . 

Line 
No. 

10 

11 
1 2  
1 3  
1 4  
15 

1 6  

1 7  

1 9  
2 0  
2 1  
22  

i a  

23 
24 
2 5  
2 6  
27  
2 8  

2 9  

30 

31 

above the line taxable income 
Gross receipts/sales (Line 1) 
Deductions: 
Bad debts (Line 1 5 )  

Other deductions (Line 2 6 )  

.- Depreciation (Schedule No. 3 )  
.- Taxes and licenses (.f,ine'17) 

Above the line loss before C I A C  

Taxable CIAC (Line 10) 
Gross-up (Line 10) 
Interest on gross-up (Line 1 5 )  

Above the line taxable income 

Below the line taxable income 

Interest (Line 5) 
Other income (Line 10) 

Income: 

Deductions: 
Depreciation (Schedule No. 3 )  
Other deductions (Line 2 6 ) :  

Interest (Line 1 8 )  
State income taxes (Line 1 7 )  

Contract services - management fee 

Below the line loss 

Total taxable income 

$ 2 8 1 , 6 2 7  

1 , 1 8 5  
22  , 3 0 6  
15  , 7 9 5  

2 5 0 , 3 6 0  

2 8 9 , 6 4 6  

( 8 , 0 1 9 )  

1 5 8  , 3 6 6  
93 , 1 1 4  

808 

2 5 2 , 2 8 8  

2 4 4 , 2 6 9  

2 ,438 
9 , 9 9 0  

1 2 , 4 2 8  

76 ,534  

1 5  , 000 
1 , 0 8 3  
6 , 7 2 3  

9 9 . 3 4 0  

( 8 6 , 9 1 2 )  

$ 1 5 7 , 3 5 7  

schedule No. 2 



JAMES L. CARLSTEDT. C.P.A. 
JOHN H. CRONIN. JR., C. P.A. 
ROBERT H. JACKSON, C. P.A. 
BRENDA W. McBARRON, C.P.A. 
ROBERT C. NIXON, C. P.A. 
HOLLY M. TOWNER, C.P.A.  
JAMES L WILSON, C. P.A. 

Cronin, Jackson, Nixon & Wilson 
C E R  TI FIE D PUBLIC A CCO U i t '  TA h' TS, P. A ,  

.- .- 

2560 bUI . t - I 'O-BA Y BOl'l.l.'l A R U  
.YU17'E 200 

CLEAR II 'A TER. FLORIDA 34625-1419 
1813) 791-4020 

l'tLECOPI1:'H 
(813) 797-3602 

June 30, 1995 

Officers and Directors 
Eagle Ridge Utilities, Inc. 

As requested, we have prepared the accompanying Special Report 
of Eagle Ridge Utilities, Inc., consisting of Schedules No. 1 
through No. 3 .  This report is intended solely for use in 
fulfilling certain reporting requirements related to collection of 
tax impact charges on contributions in aid of construction, for the 
year ended December 31, 1994, to be filed with the Florida Public 
Service Commission. We have not audited or reviewed this Special 
Report and express no opinion or any other form of assurance on it. 

CRONIN, JACKSON, NIXON & WILSON 



Eagle Ridge Utilities, Inc. 
Above and Below the Line Taxable Income (Loss) 
For the Taxable Year Ended December 31, 1994 

(Unaudited) 

Line 
No. 

10 

11 
12 
13 
14 
15 

16 

17 
18 
19 
20 
21 
22 

23 
24 
25 
26 
27 
28 
29 

30 

31 

32 

33 
34 

Above the 1 ine taxable income 
Gross receipts/sales (Line 1) 
Deductions: 
Bad debts (Line 15) 
Taxes and licenses (Line 17) 
.- Depreciation (Schedule No, 3) 

- Other deductions (Line' 26) 

Above the line income before CIAC 

Taxable CIAC (Line 10) 
Gross-up (Line 10) 
Interest on gross-up (Line 15) 

Above the line taxable income 

Below the 1 ine taxable income 

Interest (Line 5) 
Other income (Line 10) 

Income : 

. Deductions: 
Depreciation (Schedule No. 3 )  
Other deductions (Line 26) : 
Contract services - management fee 
Miscellaneous non-utility 

Interest (Line 18) 
State income taxes (Line 17) 

s 326.460 
164 

17 , 815 
21,047 

280,704 

319,730 

6,730 

127 , 684 
75,645 

981 

204,310 

211,040 

4 , 528 
8,580 

13, io8 

78,923 

15,000 
3,037 
1,731 
6,574 

105,265 

Below the line loss 192,157) 

Total taxable income 118,883 

Note: All line references are to the 1994 Federal Income Tax Return 
attached to this report. 

EVhjbj-+ rZcrJ-13 

Schedule No. 2 
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as. Jeria ?rice 
Division of Wat r 

W OFFICES 

ROSE, SUNDSTROM & BENTLEY 
A RRTNERSHIP INUYWYQ CRWEsslONIL n96oc8-s 

2646 BWRSlONE PINES DRIVE 

fULIH*SSEE. FLORIDA 32301 

W) IR7.6555 

- 

March 21, 1994 

V I A  EAND DELfVERy 

nd Wastewater 
Fleritla Public Service Comniission 
101 East Gainas Street 
Tallahassee, FL 32399-0850 

Re : Forest Utilities, Inc. 
1990 through 1992 CIAC Gross-up Reports 
Pur File No. 25052.03 

Dear Jena: 

Attached is a letter from Bob Nixon, dated March 17, 1994, 
intended to respond to the inquiries contained in Mr. Hill’s letter 
of February 28, 1994. I believe Mr. Nixon’s letter adequately 
responds to all the questions raised by Mr. Hill’s letter. 

After review of Mr. Nixon‘s letter, if you have any further 
questions, please let me know. 

Sincerely, 

Fm/lts 
Enclosure 
cc: R o b o h  C .  Nixon, C.P.A. 

Ms. Judy Mallett 
Mr. David Swor 



State of Florida 

Commissioners: 
J. TERRY DUSON,  CHAIRMAN 
SUSAN F. CLARK WASTEWATER 

DIANE K, KIESLING DIRECTOR 

DTVISION OF WATER & 

JULTA L, JOHNSON CHARLES HILL 

LUIS J. LAUREDO (904) 485-8482 

February 28, 1994 

Mr. F, Marshdl Deterding 
Rose, Sundstrom & Bentley 
2548 Blairstone Pines Drive 
Tallahassee, Florida 32301 

8 -  

* -  

SUBJECT: 1990 through 1992 CIAC Reports for Forest Utilities, Inc. 

Dear M r. Deter ding: 

We have received the ClAC gross-up reports filed for each year 1990 through 
1992. Orders Eo, 16971 and 23541 require that any gross-up amounts collected in excess 
of a utility's actual tax liability resulting from its collection of CIAC, shall be refunded on 
a pro rata bask to the contributors of those amounts. A copy of our preliminary analysis 
of the refund calculation is attached. This calculation is consistent with the calculation 

. adopted by the Commission in Order No, PSC-92-0961-FOF-WS. 

Please provide the calculation of the combined Federal and State tax rate which is 
reported in the 1990 CIAC report at 32.04%. Also, there was no first year's depreciation 
included in the 1990 and 1991 CIAC reports and the tax returns indicate that there was an 
increase in depreciable plant, Please provide the omitted depreciation for the above 
mentioned years. 

For 1990, how much of the taxable CIAC, $19,375, was cash and how much was 
property? If ail of the CIAC was cash, please indicate how none was converted to 
depreciable property when the tax return indicates that there was an increase in depreciable 
property. Likewise for 2931, ClAC of $29,375 was reported, please break out the amount 
that is cash and the amount that is property. Again, the 1991 tax return reports an increase 
in depreciable property, please show bow much cash was converted into depreciable 
property. 

Lastly, here appears to be a discrepancy in Schedule M-1 of the 1992 tax return and 
the ClAC reported in the supporting schedules, please provide a reconciliation. If the utility 
disagrees with the enclosed calculations, alternative or corrected amounts with their 
supporting documentation sbould be provided no later than March 2-8, 1994, Should you 

"- KCEJ -13 pw 22-04 1 2 3 -  
FLETCHER BUILDING 101 EAST GAINES STREET TALLAHASSEE, I% 32399.0850 

An Nf i rmal lvc  hc~ton/P'~~il Opprlunily Fmploycr 



have any questions, please contact Ms. Jena Price in our office. 

Sincerely, \ /  

Charles H. Hill, Dirictor 
Division of Water and Wastewater 

CHH\JMP\mp 

CC: Division of Auditing and Financial Analysis (Causseaux) 



Forest Utlljtles, Inc.  
SOURCE: ( L i n t  refrrcnces are frm! CIAC Reports) 

STAFF CALCULATED GROSS-UP REFU 

1 Form 1120, Lfnc 36 (Ljnrr 15) s 81,685 $ llY,/4Y $ b7,  b87 
2 Less CIAC (Line 7)  (18,375)  (29 ,375)  (11,250) 

4 Add First Ye&).'# Depr on CJAC ( I l ne  8) 0 0 496 

6 
7 Adjurttd Inca" Biforrr CIAC and Gross-up $ 49,035 S 64 ,871  $ (19,709 
8 
9 taxable C I A C  (L ine 7)  5 19,375 $ 29 ,375  S 1 1 , 2 5 0  

3 Lema Growup collected ( L i n e  IQ) (12 ,121)  (19 ,159)  (7,038) 

5 Add/Lers Other Effeet.8 (Lines 2C & 21) (1,134) (344)  (186) 
---.-.-I--.. ....-------. ------------ 

10 .- 
11 t a x a b l e  CIk Rasultlng i n  a fax L i a b i l i t y  $ '19,375 S 29 ,375  $ 11 ,250  
12 Lers fltrt years depr. (Line 8) 0 0 ( 4 9 6 )  
13 
14 Net Taxable ClAC s 19,375 $ 29,375 S 10 ,754  
15 Comblntd rmrgfnal state and federal t s x  rate 32.04% 37 I 63% 37,63% 
16 
17 Net Income t a x  on CIAC $ 6 , 2 0 8  $ 11,054 S 4 , 0 4 7  
18  Less IfC Realtzed 0 0 0 
19 
20 Net Income Tax t 6,208 S 11,054 $ 4 , 0 4 7  
21 Expansion Factor f o r  gross-up t a x e s  1.471453796 1.603334936 1.603334936 

23 Gross-up Required to pay t a x  e f f e c t  s 9,135 $ 17 ,723  $ 6,409 
24 Less CIAC Gross-up collected (Line 19) (12 ,121)  (19,159) ( 7 , 0 3 8 )  
25 

I-*--------- ------_----- ---_-_--_-I- 

....-..----- ------------ --------___- 

------------ ------_l---. .....------. 

------------ ------------ --------_--- 22 

--.I -...--.- ------------ --------__-- 
26 PROPOSED REFUND (exc1udir;p i n t e r e s t )  $ (2 ,986)  $ (1,436) S ( 549) 
2 7  
28 
29 TOTAL REFUND 
30  



state of Florida 

Commissioners: 
SUSAN F. CLARK, CHAIRMAN 
J .  TERRY DEASON 
JULIA L. JOHNSON 
DIANE K. KIESLING 
JOE GARCIA 

DIVISION OF WATER & 
WASTEWATER 
CHARLES HILL 
DIRECTOR 
(904) 413-6900 

October 22,1996 

Mr. Robert C. Nixon 
Cronin, ,Jackson, Nixon & Wilson 
2566 Gulf-To-Bay Boulevard Suite 200- 
Clearwater, Florida 34625-4419 

I 

Re: 1990 through 1995 CIAC Gross-up Reports for Forest Utilities, Inc. in Lake 
County 

Dear Mr. Nixon: 

We have reviewed the CIAC gross-up reports as fied for years 1989 through 1994 
for the above referenced utility. Orders No. 16971 and 23541 require that any gross-up 
amounts coUected in excess of a utility's actual tax liability resulting from its collection of 
CIAC, shall be refunded on a pro rata basis to the contributors of those amounts. A copy 
of our preliminary analysis of the refund calculation is attached. This calculation is 
consistent with the calculation adopted by the Commission in Order No. PSC-92-0961-FOF- 
ws. 

The difference between staffs calculation and the utility's is the first years 
depreciation expense calculated for 1990 and 1991. The utility included first years 
depreciation expense for the years 1992 through 1995 on CIAC collected. Staff determined 
the "depreciation rate by using the average of the depreciation taken in the years 1992 
through 1995. By correspondance dated hiarch 17,1994, the utiiiry addressed this issue of 
no first year depreciation on CIAC for 19% and 1991. Therefore, it is not necesssary for 
the utility to respond again on the issue of fmt  year depreciation of CIAC. 

Another difference in staffs calculation, is that all salary and wages expense for 
employees was considered an above-the-line expense in our calculation. In the CIAC report 
this expense was titled below-the-line compensation for officers. Why is it appropriate to 
allocate a portion of the salaries and wages expense for employees below-the-line? In the 
annual report theskexpenses are considered above-the-line for regulatory purposes and are 
use for setting rates. 'It appears that the utility has collected gross-up in excess of the 
amount of taxes related to the collection of taxable CIAC. 

CAPITAL CIRCLE OFFICE CENTER 0 2540 SHUMARD OAK BLVD 0 TALLAHASSEE, FL 323994850 



Letter to Mr. Nixon 
October 22, 1996 
Page Two 

Based upon our review, it appears Forest Utilities, Inc. should refund $26,337for 1990-95. 
If the utility disagrees with staffs calculations, alternative or corrected amounts along with 
supporthg documentation should be provided no later than November 19, 1996. 

Should you have any questions, please do not hesitate to call me at (904) 413-6984. 

Sincerely, 

u v  
Cheryl Johnson 
Regulatory Analyst N 

CJ:tyg(A:NIXON .LTR) 
Enclosures 
cc: Mr. F. Marshall Deterding, Attorney 

Division of Water and Wastewater (Hill) 
Division of Legal Services (Jaber) 
Division of Auditing and Financial Analysis (Romig) 



FOREST UTILITIES, INC. 
DOCKET NO. 961237-SU 

F m  1120, Llne 30 (Une 15) 
Less ClAC (Limt 7) 
Less Grossup dledsd (Llne 19) 
Add Fhst Yeah Depr on ClAC (Llne 8) 

Addness other Effects (Unes 20 & 21) 

Adjusted l m  Befors ClAC and Gmrs-up 
8 
9 Taxable ClAC (Line 7) 

10 Less first years depr. (Une 8) 
11 
12 Adjusted Income A h  ClAC 
13 Less: NOL Carry Fonrvard 
14 
15 NetTaxabbClAC 
16 Combined Marginal stab & federal tax ratas 
17 
18 Net l m  tax on ClAC 
19 Less ITC Realized 
20 
21 N e t l m T a x  
22 Expansion Factor for grobwp taxes 
23 
24 Gross-up Required to pay tex enbd 
25 Less ClAC Groskup collected (Line 19) 
26 
27 (OVER) OR UNDER COLLECTION 
28 
29 
30 TOTAL YEARLY REFUND 
31 
32 
33 PROPOSEDREFUND ( 
34 

STAFF CALCULATED GROSS-UP REFUND 
21-od-96 

1990 1991 1992 1993 1994 I' "1995 

s 76,865 S 104.074 $ 39,446 s 191,808 s (36,J3w s 26,401 
(19.375) (29,375) (1 1,250) (1 25.924) ~5.1644) (25,936) 
(12,121) (1 9.1 59) (7.038)/ (82,747) (3.287) (3.128) 

d l 6  --- 1 pm-3 496 4,652 258/ 973 L- 

(1,134) (344) (1M) 0 0 0 

s 45.051 $ 56.433 s 21.468 $ (12,211) s (45.055) S (1,690) 

s 19,375 S 29.375 S 11.250 s 125,924 $ 5,164 S s (816) S (1,237) S (496) s (4,652) S (2W s 
s 18,559 S 28.138 s 10.754 $ 109,061 s (40.149) S 
s o s  o s  o s  o s  o s  
s 18.559 S 28.138 S 10,754 $ 109,061 s o s  

s 5,946 S 10,588 S 4,047 s 41,040 $ o s  

s 5.946 S 10,588 s 4.047 s 41.040 S o s  
1.471453796 1.603334937 1.603334937 1.603334937 1.603334937 

s 8,749 s 16.976 $ 6,489 $ 65.801 $ o s  

32.04% 37.63'h 37.63% 37.63% 37.63% 

0 .  0 0 0 0 

(12,121) (1 9.1 59) (7.038) (82,747) (3.287) 

s (2.183) S (549) s (16.946) S 

25.936 
(973) 

23,273 
0 

23,273 
37.63K 

8.758 
0 

8.758 
1.603334937 

14.042 
(3.128) 

(3,287) S 0 

(327 ) 0 



Cronin, Jackson, Nixon & Wilson 
C E R TI Fl ED PUBLIC A CCO UN T A  N TS, P. A ,  

3OHN H. CRONIN, JR, C.P.A. 
ROBERT H.  JACKSON, C.P.A. 
ROBERT C. NIXON. C. P.A. 
JAMES L WILSON, C. P.A. 
HOLLY M. TOWNER, C.P.A. 
JAMES L CARLSTEDZ C.P.A. 

2560 GULF-TO-BA Y BOULEVARD 
S U I T E  200 

CLEAR WATER, FLORIDA 34625-4419 
18/31 791-4020 

TELECOPIER 
(813) 797-3602 

February 5, 1992 

Officers and Directors 
Forest Utilities, Inc. 

As requested, we have prepared the accompanying Special Report 
of Forest Utilities, Inc., consisting of schedules one through 
four. This report is intended solely for use in fulfilling certain 
reporting requirements related to collection of tax impact charges 
on contributions in aid of construction, for the year ended 
December 31, 1990, to be filed with the Florida Public Service 
Commission. We have not audited or reviewed this Special Report 
and express no opinion or any other form of assurance on it. 

C d ,  
CRONIN, JACKSON, NIXON & WILSON 



Forest Utilities, Inc. 
Schedule of Above and Below the Line Taxable Income 

For the Taxable Year Ended December 31, 1990 
(Unaudited) 

Line 
No. 

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 
26 
27 
28 
29 
30 

31 

32 

33 

Above the line taxable income 
Gross receipts/sales (line la) 
Deductions: 

Compensation of officers (line 12) 
Salaries & wages (line 13c) 
Taxes, excluding state income & excise (line 17) 
Interest (Schedule No. 3)(line18) 
Depreciation (Schedule No. 3)(line 21b) 
Employee benefit programs (line 25) 
Other deductions, excluding non-utility (line 26) 

Taxable income before CIAC 
CIAC: 
Taxable CIAC 
CIAC gross-up 
Interest earned on CIAC gross-up 

Above the line taxable income 

Below the line taxable income floss) 

Interest (line 5) 
Other non-utility (line 10) 

Income: 

Deductions: 
Compensation of officers (line 12) 
Taxes - state income & excise (.line 17) 
Interest (Schedule No. 3)(line'18) 
Depreciation (Schedule No. 3)(line 21b) 
Other deductions - non-utility (line 25) 

Below the line taxable income (loss) 

Total taxable income (line 30) 

1990 

$448,640 

36,000 
57 , 729 
34 , 900 
10,433 
18,347 

. 8,008 
234,188 
399,605 

49,035 

19 , 375 
1,134 

32,630 

12,121 

81,665 

1,546 
790 

2,336 

4,800 
-. - 2,175 

19 , 697 
16,050 

819 
43,541 

(41,205) 

$ 40,460 

Note: All line references relate to page 1 of the federal tax return 
34 attached to this report. 

Schedule No. 2 



Cronin, Jackson, Nixon & Wilson 
C E R TI F l  El> P U B L I C A CC'O U N TA N TS. P. A .  

JOHN H .  CRONIN, J R . ,  C. P.A. 
ROBERT It. JACKSON. C. P.A. 
ROBERTC. NIXON, C.P.A. 
JAAiES L WILSON. C.P.A. 
HOLLY M. TOWNER. C.P.A. 
J A M E S L  CARLSTEDT. C.P.A. 

25011 (illl.F-TO*BA )' BOULEVA R I )  
SUITE 200 

CLEA RIVATER. FLORIDA 34625-4419 
18/31 791-4020 

TEL ECO PIER 
(813) 797-3602 

October 16, 1992 

Officers and Directors 
Forest Utilities, Inc. 

As requested, we have prepared the accompanying Special Report 
of Forest Utilities, Inc., consisting of Schedules No. 1 through 
No. 4. This report is intended solely for use in fulfilling 
certain reporting requirements related to collection of tax impact 
charges on contributions in aid of construction, for the year ended 
December 31, 1991, to be filed with the Florida Public Service 
Commission. We have not audited or reviewed this special Report 
and express no opinion or any other form of assurance on it. 

CRONIN, JACKSON, NIXON & WILSON 



Line 
No. 

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 
26 
27 
28 
29 

30 

31 

32 

33 
34 

Forest Utilities, Inc. 
Schedule of Above and Below the Line Taxable Income 

For the Taxable Year Ended December 31, 1991 

Above the line taxable income (loss) 
Gross receipts/sales (line la) 
Deductions: 
Compensation of officers (line 12) 
Salaries and wages (line 13c) 
Taxes, excluding state income and excise (line 17) 
Interest (Schedule No. 3) (line 18) 
Depreciation (Schedule No. 3 )  
Employee benefits programs (line 25) 
Other deductions, excluding non-utility (line 26) 

(line 21b) 

Total deductions 

Taxable income before CIAC 
CIAC: 
Taxable CIAC 

Interest earned on CIAC gross-up 
CIAC gross-up 

Total CIAC 

Above the line taxable income (loss) 

Below the line taxable income (loss) 
Income: 
Interest (line 5) 
Other non-utility (line 10) 

Total other income 

Deductions: 
Compensation of officers (line 12) 
Taxes - state income and excise 
Interest (Schedule No. 3) (line 18) 
Depreciation (Schedule No. 3 )  (line 21b) 
Other deductions - non-utility (line 26) 

Total other deductions 

Below the line taxable income 

Total taxable income (line 30) 

(loss) 

S481.28 9 

48 , 000 
63 , 369 
43,313 
5,435 

17 , 526 
15,517 

.'223,258 

416,418 

64,871 

29,375 
19 , 159 

344 

48,878 

113,749 

4 , 980 
1,002 

5.982 

9 , 675 
2,972 

31,967 
25,231 
1,577 

71.422 
(65.440) 

S 48.309 

Note: All line references refer to page 1 of the Federal Tax Return 
attached to this report. 

Schedule No. 2 



Cronin, Jackson, Nixon & Wilson 
CERTIFIED PUBLIC ACCOUNTANTS,  P .A .  

JAMES L C A R U T E D Z  C.P.A. 
JOHN H. CRONIN, JR, C.P.A. 
ROBERT H. JACKSON, C.P.A. 
BRENDA W. McBARRON, C. P.A. 
ROBERT C. NIXON, C.P.A. 

JAMES L WILSON, C. P.A. 
nou Y M. TO WNER c. P.A. 

.- ._ 

2560 GULF-TO-BAY B O U L E V A R D  
SUITE 200 

CLEAR W A T E R  FLORIDA 34625-4419 
(813) 791-1020 

TELECOPIER 
(813) 797-3602 

3 -  

November 1, 1993 8 -  

Officers and Directors 
Forest Utilities, Inc. 

As requested, we have prepared the accompanying Special Report 
of Forest Utilities, Inc., consisting of Schedules No. 1 through 
No. 4 .  This report is intended solely for use in fulfilling 
certain reporting requirements related to collection of tax impact 
charges on contributions in aid of construction, for the year ended 
December 31, 1992, to be filed with the Florida Public Service 
Commission. We have not audited or reviewed this Special Report 
and express no opinion or any other form of assurance on it. 

CRONIN , JACKSON , NIXON & WILSON 



Forest Utilities, Inc. 
Schedule of Above and Below the Line Taxable Income 

For the Taxable Year Ended December 31, 1992 

Line 
No. 
1 
2 
3 
4 
5 
6 
7 

9 
10 
11 

a 

12 

13 
14 
15 
16 
17 

18 

19 

20 
21 
22 
23 
24 

25 

26 
27 
28 

. 29 
30 
31 

32 

33 

34 

35 
36 

Above the line taxable income floss) 
Gross receipts/sales (line la) 
Deductions: 
Compensation of officers (line 12) 
Salaries and wages (line 13c) 
Repairs (line 14) 
Taxes 
Interest (Schedule No. 3) (line 18) 

Other deductions, excluding non-utility (line 26) 

.- Depreciation (Schedule NO. 3) (line 21b) 
- Employee benefits programs (line 25) 

$ 486,225 

60 , 000 
73 , 378 
12 , 633 
47 , 322 
11,196 
24,070 
11,087 

197,326 

Total deductions 437,012 

Taxable income before CIAC 
CIAC: 
Taxable CIAC 
CIAC gross-up 
Interest earned on CIAC gross-up 

49,213 

11,250 
7 , 038 

186 

Total CIAC 18,474 

Above the line taxable income 67,687 

Below the line taxable l o s s  
Income : 
Interest (line 5) 
Capital gain - sale of securities (line 8) 
Other non-utility (line 10) 

3 , 255 
11,483 
1,314 

. Total other income 16,052 

Deductions: 
Compensation of officers (line 12) 
Interest (Schedule No. 3) (line 18) 
Depreciation (Schedule No. 3 )  (line 21b) 
Other deductions - non-utility (line 26) 
Refund - prior year's gross-up (line 26) 

28,241 
30,470 
24 , 652 
1,049 

40,873 

Total other deductions 125,285 

Below the line taxable loss (109,233) 

Total taxable loss (line 30) > (41,546) 

Note: All line references refer to page 1 of the Federal Tax Return 
attached to this report. 
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State of Florida 

Commissioners: 
SUSAN F. C W K  
J. TERRY DEASON, CHAIRMAN 
JULIA L. JOHNSON 
DlAETE K KESLING 
LUIS J. LAUREDO 

DMSION OF WATER & 
WASTEWATER 
CHARLES HILL 
DIREmOR 
(904) 488-8482 

#ulbIu Berbice QCommiMon 

January 14, 1994 

Mr. F. Marshall Deterding 
Rose, Sundstrom & Bentley 
Post Office Box 1567 
Tallahassee, Florida 32302-1567 

Subject: 1990 through 1992 CIAC Reports for Aloha Utilities, Inc. 

We have reviewed the CIAC gross-up reports as filed for each year 1990 through 
1992 for the above referenced utility. Orders No. 16971 and 23541 require that any gross-up 
amounts collected in excess of a utility’s actual tax liability resulting from its collection of 
CMC, shall be refunded on a pro rata basis to the contributors of those amounts. A copy 
of OUT preliminary analysis of the refund calculation is attached. This calculation is 
consistent with the calculation adopted by the Commission in Order No. PSC-92-0961-FOF- 
ws. 

Staff‘s calculations differ from the utility’s in two areas. First, staff has removed the 
interest earned on the gross-up escrow account in determining the above-the-line taxable 
income prior to taxable CIAC consideration. Second, the utility has calculated an “effective” 
tax rate of 39.50% for 1990 and 1991. The maximum combined marginal federd and state 
tax rates result in a tax rate of 37.63%, which staff has employed. 

The amounts included in OUT calculation were taken from the annual CIAC gross-up 
reports filed by the utility. Staff believes the utility has collected gross-up in excess of the 
amount of taxes related to the collection of taxable CIAC in 1991. The information 

, indicates the gross-up required in years 1990 and 1992 exceed the amount of gross-up 
collected, and no refund would be required. 

Based upon our review, it appears Aloha Utilities, Inc. should refund $6,216 
(excluding interest) for 1991, for the amount of over-collected gross-up. The utility does not 
propose a refund for any year, 1990 through 1992. If the utility disagrees with the enclosed 
calculations, alternative or corrected amounts with their supporting documentation should 

E%hibi$ RCd--)3 
3 4 0 4  12-3. 

FLETCHER BUILDING 101 EAST GALNES STREET TALLAHASSEE, FL 32399-0850 
An “ n a t i v e  ActionEaual Oamrtunitv Fninlovcr 



.- . 

Mr. Deterding 
Page 2 

be provided no later than February 15, 1994. 

Should you have any questions, please contact Mrs. Sherri S. Meador in our office. 

.. 
CHH/SSM/ssm 

Sincerely, 
r7 

Charles H. Hill, Director 
Division of Water and Wastewater 

cc: Division of Auditing and Financial Analysis (Causseaux) 



ALOHA LZILITIES, I N C .  
SOURCE:  (Line references are fran C I A C  Reports) 

STAFF CALCULATE0 GROSS-UP R E F U N D  

1990 1991 1992 1993 ------------ ------------ ------------ ------------ 
1 Form 1120, Line 30 (Line 15) $ 1,020,053 ,$ 1,964,380 $ 733,089 $ 0 
2 Less C I A C  (Line 7) (608,545) (1,116.535) (331,525) 0 
3 Less Cross-up collected (Line 19) (359,492) (669,921) (177,703) 0 
4 Add First Year's Depr on CIAC (Line 8) 8,942, 16,474 4,857 0 
5 Add/Less Other Effects (Lines 20 & 21) (5,635) (5,441 1 0 0 
6 
7 Adjusted Incane Before CIAC and Gross-up $ 55,323 $ 188,957 S 228,718 S 0 
8 
9 Taxable C I A C  (Line 7) $ 608.545 $ 1,116,535 $ 331,525 $ 0 
10 

------------ ------------ ------------ ------------ 

11 Taxable C I A C  Resulting i n  a Tax Liability $ '608,545 $ 1,116,535 $ 331.525 $ 0 
12 Less f i r s t  years depr. (Line 8) (8,942) (16,474) (4.857) 0 
13 
14 Net Taxable C I A C  $ 599,603 $ 1,100,061 $ 326,668 $ 0 
15 Canjined marginal s ta te  and federal t a x  rate 37.63% 37.63% 37.63% 37.63% 
16 
17 Net Income t a x  on C I A C  $ 225,631 S 413,953 $ 122.925 $ 0 
18 Less ITC Realized 0 0 0 0 
19 
20 Net Incane Tax $ 225,631 $ 413,953 $ 122,925 $ 0 
21 Expansion Factor f o r  gross-up taxes 1.603334936 1.603334936 1.603334936 1.603334936 
22 

------------ ------------ ------------ ------------ 

------------ ----__------ ------------ ------------ 

------______ ----____---- ------------ ------------ 

------------ ------------ ------------ ------------ 
23 Gross-up Required t o  pay t a x  effect $ 361,762 $ 663,705 $ 197,090 $ 0 
24 Less C I A C  Gross-up collected (Line 19) (359,492) (669,921) ( 177,703) 0 

26 PROPDSED REFUND (excluding interest)  5 0 s  (6,216) $ o s  0 

------------ ----___----- ------------ ------------ 25 

27 
28 
29 T G T L  iiEFUN0 s (6,216) 
30 
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Cronin, Jackson, Nixon & Wilson 
CERTIFIED PUBLIC ACCOUNTANTS, P.A. 

JOHN H. CRONIN,  J R . ,  C .P.A.  
ROBERT H .  J A C K S O N .  C .  P.A. 
ROBERT C.  NIXON,  C .  P.A. 
JAMES L WILSON,  C. P.A.  
HOLLY M. TOWNER. C.P.A.  
JAMES L C A R L T T E D f .  C.P.A.  

2560 GL!LF-TO-BA Y B o u L E i  A RI) 
SL:ITL ?no 

C L E A  RII'ATER. FLORIDA 3462.(-4419 
1813) 791-4020 

TEL ECO PI ER 
(813) 797-3602 

January 20, 1992 

Officers and Directors 
Aloha Utilities, Inc. 

As requested, we have prepared the accompanying Special Report 
of Aloha Utilities, Inc., consisting of schedules one through 
three. This report is intended solely for use in fulfilling 
certain reporting requirements related to collection of tax impact 
charges on contributions in aid of construction, for the year ended 
December 31, 1990, to be filed with the Florida Public Service 
Commission. We have not audited or reviewed this Special Report 
and express no opinion or any other form of assurance on it. 

CRONIN, JACKSON, NIXON & WILSON 



Aloha Utilities, Inc. 
Schedule of Above and Below the Line Taxable Income 

For the Taxable Year Ended December 31, 1990 
(Unaudited) 

Line 
No, 

1 
2 
3 
4 
5 
6 
7 
0 
9 

10 
11 
12 
13 

D D  ' c me 
Gross receipts/sales (line 1) 
Deductions: 
Compensation of officers (line 12) 
Salaries and wages (line 13c) 
Bad debts (line 15) 
Rents (line 16) 
Taxes (excluding state income and excise) (line 17) 

- mterest (line 18) 
Depreciation (Schedule No. 3) (line 21b) 
Employee benefits (line 25) 
Other deductions (line 26) 

14 Taxable income (loss) before CIAC 
15 CIAC : 
16 Taxable CIAC (line 10) 
17 CIAC gross-up (line 10) 
18 Interest on CIAC gross-up (line 10) 
19 

1990 

71 , 508 
275,763 
13 , 521 
10,439 

300,970 
39 , 162 

182,249 
164 , 300 

1,602,577 
2,660,489 

46,381 

608 , 545 
359,492 

973,672 
5 0 635- 

20 Above the line taxable income 1,020,053. 

21 Below the 1 ine taxable income (loss) 
22 Income: Interest (line 5) 7,292 
23 Deductions: 
24 Compensation of officers (line 12) 112 , 3 3 8  
25 Taxes - state income and excise (line 17) 44 , 882 
26 Depreciation (Schedule No. 3)(line 21b) 93 I 967 

251,187 27 

28 B e l o w  the line taxable income (loss) ( 2 4 3  892) 

29 Total taxable income (line 30) $ 776,158 

30 Note: Line references noted above relate to page 1 of the attached 1990 
31 federal income tax return of Aloha Utilities, Inc. 

Schedule No. 2 



Cronin, Jackson, Nixon & Wilson 
CERTIFIED PUBLJC A C C O U N T A N T S ,  P .A.  

JOHN H.  CRONIN, JR.. C. P.A. 
ROBERTH. JACKSON, C.P.A.  
ROBERT C. NIXON, C.  P.A. 
JAMES L WILSON, C. P.A. 
HOLLY M. TO WNER. C. P.A. 
JAMES L CARLSTEDT, C.P.A. 

2560 CL'LF-TO-BAY BOlLEI'4RD 
SL'ITE 200 

CLEAR W.4 TER. FLORIDA 344.25-1419 
(813) 791-4020 

TELECOPIER 
(813) 797-3602 

October 15, 1992 

Officers and Directors 
Aloha Utilities, Inc. 

As requested, we have prepared the accompanying Special Report 
of Aloha Utilities, Inc., consisting of Schedules No. 1 through 
No. 3 .  This report is intended solely for use in meeting certain 
reporting requirements related to collection of tax impact charges 
on contributions in aid of construction for the year ended 
December 31, 1991, to be filed with the Florida Public Service 
Commission. We have not audited or reviewed this Special Report 
and express no opinion or any other form of assurance on it. 

CRONIN, JACKSON , NIXON & WILSON 

. .  



Aloha Utilities, Inc. 
Schedule of Above and Below the Line Taxable Income 

For the Taxable Year Ended December 31, 1991 
(Unaudited) 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 

14 
15 
16 
17 
10 
19 

20 

21 
22 
23 
24 
25 
26 
27 
20 
29 

30 

31 

32 
33 

Above the line taxable income 
Gross receipts/sales (line 1) 
Deductions: 
Compensation of officers (line 12) 
Salaries and wages (line 13c) 
Bad debts (line 15) 
Rents (line 16) 
Taxes (excluding state income and excise) (line 17) 
Interest (line 18) 
Depreciation (Schedule No. 3) (line 21b) 
Pension and profit sharing (line 24) 
Other deductions (line 26) 

Taxable income before CIAC 
CIAC : 
Taxable CIAC (line 10) 
CIAC gross-up (line 10) 
Interest on CIAC gross-up (line 10) 

S2,792.057 

116,825 
291,901 

5,650 
15,125 

351,829 
38 , 953 
76,454 

209,472 
1,513,365 
2,619,574 

172,483 

1,116 , 535 
669,921 

5,441 
1,791,897 

Above the line taxable income 1,964,380 

Below the line taxable income f l o s s )  
Income: Interest (line 5) 

Meter fees (line 10) 

Deductions: 
Compensation of officers (line '12) 
Taxes - state income and excise (line 17) 
Depreciation (Schedule No. 3) (line 21b) 

12 , 135 
24,671 
36,006 

70,838 
99,053 

116,386 
294,277 

Below the line taxable income (loss) (257,471) 

Total taxable income (line 30) $1,706,909 

Note: Line references noted above relate to page 1 of the 
1991 federal income tax return of Aloha Utilities, Inc. 

Schedule No. 2 



JAMES L CARLSTEDT. C.P.A. 
JOHN H. CRONIN, JR, C. P.A. 
ROBERTH. JACKSON, C.P.A. 
BRENDA W. McBARRON, C.P.A. 
ROBERT C. NIXON, C. P.A. 
H O U  Y M. TO W N E R  C. P.A. 
JAMES L WILSON, C. P A .  

Cronin, Jackson, Nixon & Wilson 
CER TIFIED PUBLIC A CCOUNTA N TS, P.A . 

2560 GULF-TO-BAY BOULEVARD 
SUITE200 

CLEAR WATER, FLORIDA 346254419 
(813) 7914020 

TELECOPIER 
(813) 797-3602 

September 2 4 ,  1993 

Officers and Directors 
Aloha Utilities, Inc. 

As requested, we have prepared the accompanying Special Report 
of Aloha Utilities, Inc., consisting of Schedules No. 1 through 
No. 3 .  This report is intended solely for use in meeting certain 
reporting requirements related to collection of tax impact charges 
on contributions in aid of construction for the year ended 
December 31, 1992, to be filed with the Florida Public Service 
Commission. We have not audited or reviewed this Special Report 
and express no opinion or any other form of assurance on it. 

CRONIN, JACKSON, NIXON & WILSON 



Line 
No. 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 

13 
14 
15 
16 
17 

18 

19 
20 
21 
22 
23 

24 
25 
26 
27 
28 
29 

30 

31 

32 
33 

34 
35 

a 

Aloha Utilities, Inc. 
Schedule of Above and Below the Line Taxable Income 

For the Taxable Year Ended December 31, 1992 
(Unaudited) 

Above the line taxable income 
Gross receipts/sales (line 1) 
Deductions: 

Compensation of officers (line 12) 
Salaries and wages (line 13c) 
Rents (line 16) 
.Taxes (excluding state-income and excise) (line 17) 
Interest (line 18) 
Depreciation (Schedule No. 3) (line 21b) 
Pension and profit sharing (line 24) 
Other deductions (line 26) 

Taxable income before CIAC 
CIAC : 
Taxable CIAC (line 10) (Note 2) 
CIAC gross-up (line 10) 

Above the line taxable income 

Below the line taxable income (loss) 
Income : 
Interest (lir,e 5) 
Meter fees (line 10) 

Deductions: 
Loss on plant abandonment (line 9) 
Compensation of officers (line 12) 
Taxes - state income 
Depreciation (Schedule No. 3) (line 21b) 

Below the line taxable loss 

Total taxable income (line 30) 

$3,085,695 

121,002 
336,963 
20,413 

394 , 165 
12 , 270 
82 , 841 

211,781 
1,682,399 
2,861,834 

223,861 

331,525 
177,703 
509,228 

733,089 

2 , 113 
25,635 
27,748 

229 , 978 
16 , 790 

138,093 
467,359 

a2 , 498 

(439,611) 

Notes: (1) Line references noted above relate to page 1 of the 
1992 federal income tax return of Aloha Utilities, Inc. 

(2) Taxable CIAC includes $2,141 improperly classified as 
interest on CIAC gross-up per the 1992 tax returns. 
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BEFORE THE FLORIDA PLIBLIC SERVICE COEIMISSION 

In re :  DhpO8itiOn of CKET NO. 971529-WS 
contribution-in-aid-of- PSC-98-0319-AS-WS 
conrtruction grow-up fundrr February 23, 1998  
collected by Aloha Utilitiee, 

The following Commioeionero participated i n  the diepoaition o f  
t h i o  matter: 

NOTICE io hereby given by the Florida M l i c  Service 
Commimoion that the act ion dircumred heroin i r  prelldrury Fa 
nature a d  will become final u n l c o o  a pereon whooc interertr are 
mubmtaritially affected f i les  a petition for a f o r m 1  proceeding, 
purruant to Rule 2 5 - 2 2 . 0 2 9 ,  Florida Adxninietrative Code. 

BACKOROUND 

Aloha Utilities, Xnc. IAloka or u t i l i t y )  i r  a Clam A utility 
providing aervico to approximately 11,030 water and 1 0 , 5 5 4  
wartwater curtomera in Pasco County. According to i t 0  1 9 9 6  annual 
report, operating rcvonucm vcro $1,885,752 f o r  water and $2,811,605 
for wastewater. The ut i l i ty  reported net operating income o f  
$ 9 4 , 2 5 4  for the water syrtem and $407,422 for the waotswatcr 
aye t em. 

. A0 a rarult of the repeal o f  8eetion llB(b1 of the Internal 
Revenue Coda, contributionr-in-aid-of-conmtruction (CIAC) became 
gross income urd ware depreciable f o r  federal tax purpomsm. In 
Order No. 16971, imaued December 18, 1986,  we authorized corporate 
utilities to collect the grow-up oa CIAC in order t o  meet the t a x  
impact maulting frcm the inclwion of CIAC am gross income. 
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Ordsro Noe. 16971 and 23541, imsuod December 18 ,  1986 and 
October 1, 1 9 9 0 ,  rerpectivoly, require that u t i l i t i a e  usnually file 
information which would bo uoed to determiae the actual state  and 
federal income tax liability directly attributable t o  the CIAC. 
The infomation would a100 determine whether refund. of groro-up 
would be appropriate. Thaea orders alro required that all -088-up 
collectioar for 8 tax year, which .re in exceab o f  a utility's 
actual tax liability fo r  tho oame ye=, rhould be rofunded on a pro 
r8t8 bad.  t o  thoma permoam who contributed the t r x e o .  

In Order No. 23541,  we requirad any wotor and waotavater * 

ut i l i ty  already collecting the grorr-up on CIAC m d  wishing t o  
.continuo, t o  f i l o  a petition for a p p r m l  with the Commlooion OA or 
kfore Octobor 29, 1990. Aldsrr f i l e d  for authority t o  contiaue to 
grorr-up M December 28, 1990. By Orderbio. 15526,  ierued December 
24, 1991, we granted Aloha'r petit ion €or continuad groos-up 
authority usiag the f u l l  grorr-up fol.mula. 

On Soptaarber 9 ,  1992,  w e  h u e d  Propored Agoncy Action Order 
(PAN No. PSC-92-0961-FoF-W9, vhich c l a r i f i e d  the provisiono of 
Orderr Nor. 16971 urd 23541 for the calculation of  rtfuadr of 
grora-up of CIAC. On Beptember 1 4 ,  1992, PAA Order No. PSC-92- 
0961A-FOF-W8 w a m  iraucd. Thir order included Attachment A which 
r e f l e c t s  the gentric c8leulrtion form. No protertm were f i l e d ,  m d  
there Ordcrr became f i n r l .  

On March 29, 1996, we opened Docket No. 960393-WS t o  review 
our pol i cy  concerning the co l l ec t ion  and refund of CIAC grooo-up. 
Yorkrhops were held and coarmoatr m d  proporalm wore received from 
the indumtry m d  other i a tersr ted  partiem. By Order No. PSC-96- 
0686-FOF-W9, iorued m y  24, 1996,  we directed our a t o f f  to review 
tho proporrlm urd corainantr offered by the uorkrhop participantr and 
mako a rocommendation concoming whether OUT pol i cy  regarding the 
collection and refund of CIAC rhould be changed. In addition, we 
directed our ata f f  t o  conoidor m y 8  to rimplify the procemo and 
d e t s d n e  whether there were viable alternative8 t o  the groes-up. 
Pending t h i r  reviaw, we dirootod our rtaff to continue proceroing 
CIAC gtomo-up refund caeci purruant t o  Orders Nor. 16971 and 23541.  

Rowt~or, tb Small Burinoer Job Protection A c t  of 1936 (The 
Act)  war rigasd into l a w  01) Auguot 20, 1996. The Act provided for 
the non-taxability of CIAC collected by water rad waeteuater 
u t i l i t i e r  effective ratro8ctivdy for lolountr received 8fter June 
12, 1 9 9 6 .  Am a remalt, on 8eptembor 20 ,  1996,  in Docket No. 
960965-W8, we issued Order NO. 03C-96-1180-FOF-WS rmmking the 
authority of u t f l i t i c o  t o  collect groee-up of CIAC m d  canceling 
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the reapectivo t a r i f f s  unlems, within 30 days of the iesuance of 
th8 Ordar, offactad utilitiem repue8ted a Mzrianee. 

Since there vao no longer a ar8d to review our policy on the 
gromo-up of CIAC, M clo8ed Docket N o .  960397-W8, by Order  N o .  PSC- 
96-1253-FOF-15, iaruod Octobor 8 ,  1996. Howver, am .#tlblished in 
Order No. PSC-96-0686-FOF-WS, all pending CIAc groro-up refund 
CIOOQ are being proceased purmuant to  Order. Nos. 16971 and 23541. 

Tho diopoeition of groee-up fundo collected by tho u t i l i t y  in  
1990-1992 Ura handled in Docket No. 940356-US and Order lo. PBC-94- 
0444-FOP-U8 LI88 i88ued 8ccordingly. The purpome of t h i n  docket i m  
.to..addroan the dimponition.of groma-up fuada tollacted by the 
utility from 1993 to 1996, and to .&cam8 the utility" proposal 
t k t  50 percent of i t r  legal and accounting costs bo offmot againot 
the refund mount.  

In compliance with Order. Hoe. 16971 Md 23541, Aloha f i l e d  
i t#  1993 through 1996 uanual CIAC report, regarding itm collection 
of groao-up f o r  each year, By letter dated November 1 4 ,  1997, our 
8taff mubmitted prs1hhaz-y rmfund cdcuhtion number8 t o  th8 
utility. By letter dated December 22 ,  1997, the utility stated 
that ~hilr thry do not qY.8 with ataff'a w e - t h e - l i a o  
clamnific8tion o f  o f f i c e r e '  malariea, they 8cceptsd  the otaff'm 
refuad calculationo for 1993-1996. 

Our r e f u d  calculatioae are baoed on the method adopted i n  
Ordor No. PSC-92-0961-FuF-W3. The 8djumtnt.nt8 hrve h e n  explrinod 
in the body o f  thin Order i a d  are  reflected on the rchcciulc 
a t tached  to thir Order. A muuunary of each y e a r ' s  refund 
calculation f ollowr . 

1993 
. The utility propomto that no refund ie appropriate .  Ye agree 

that  8 refund of grora-up collcctian8 for 1993 i m  not appropr ia te .  

The 1993 CIAC report indicator the utility uam in 8 taxable 
position on .R rbovs-the-lino baala prior to the inclueion of 
tuuble CIAC urd groeo-up. Therefore, d l  of tho taxable CZAC 
received would be taxed. The report ind ica te .  o to ta l  o f  $553,643 
in talubla CIRt vas received, w i t h  $7,651 being doducted €or the 

PAGE 5 



9046564029 

ORDER NO. PSC-98-0319-A9-W9 
DOclcFT No. 971529-WS 
PAQE 4 

f i r e t  year'. depreciation. Using the 37.63 percent cabined 
marginal foderal 8nd .tat8 tax rates am providod in the 1993 CIAC 
report, w e  calculate  net income t w o s  t o  be $ 2 0 5 , 4 5 7 .  When t U a  
mount i o  multiplied by the axpanmion factor for grooo-up taxom, 
the amount of grorm-up required to pay the tax e f f e c t  on the CIAC 
i o  calculated to be $ 3 2 9 , 4 1 6 .  

la December, 1992, Aloha received and booked $26,010 of 
property CIAC from Heritage Lake Development. Such CIAC war 
included ae iacome on Lkc 1991 tax r o t m  urd the 1992 gromo-up 
refund report filed with the Commirrion. However, the rehted 
grosr-up of $13,327 v u  not roce iwd and booked until J m ,  
-1993. Therefore, the grosa-ip mount collected i n  1993 has been 
8d)usted to properly match 1993 CIAC with tho r e h t o d  1993 groms-up 
collectionr. A8 8 rosult, t& uaount of grow-up collected by the 
utility in 1993 i 8  $327,570. The utility roquired more in gro8r-up 
t o  pay the tax Impact than the utility collected; therefore, no 
refund i s  arcesaary. 

1994 

Tho u t i l i t y  propooee that 110 refund i o  appropriate. We agree 
that 8 refund of grosm-up callectiono for 1994 is not apprepriatm. 

The 1 9 9 4  CIAC report lndic8tO8 the utility wa. h a  a tuubla 
pomition on 8.n above-the-line brclio prior t o  the fnclurion of 
tiuublc CIAC and grorm-up. Therefore, a l l  of the taxable CIAC 
rscoived would be taxed. Tho report indicate8 8 tota l  of 
$ 1 , 3 0 1 , 3 7 0  in taxable CIX waa received, with $15,192 being 
daducted for ttu first ymar'i depreciation. Ueing the 37.63 
percent combined marginal federal and Otate tax rater am provided 
in the 1 9 9 4  CIAC ropart, wo calculate net income taxte  t o  be 
$ 4 8 3 , 9 9 9 .  When t h i r  amount i o  multiplied by the exponeion factor 
for grose-up taxee,  tho amount of groea-up required to pay the tax 
effoct on the CIAC io calculated to be $775,996. The utility 
collectod $762,413 of grosa-up modem. The u t i l i t y  required more 
ia groom-up t o  pay the tax impact than tho utility c o l l e c t e d ;  
.thtroforo, no refund i a  necemmuy. 

1995 

The utility proporeo that no refund i o  8ppropriata. Wo agrmm 
that a rofund of ~ T O O O - U ~  collections f o r  1995 ir not appropriate. 

The 1995 CIAC report indicates tho utility w a n  in a taxable 
pwition on an abow-the-line baoir prior to the inclurion of 

P a  6 
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taxable CIAC and groms-up. Therefore, a l l  of the  taxable CIAC 
received would bo taxed. Tho repor t  indicatao a total of  $401,761 
i n  taxable CIAC wao raceivod, with $7,043 being deducted for t he  
firat year ' .  depreciation. Wring t h e  37.63 percent c d i n e d  
m u g b l  federal and state tax rate6 as provided in tha 1995 CIAC 
report, we ca lcu la te  net income foxes t o  be $146 ,532 .  When thio 
&mount fs multiplied by tho expramion f8c to r  f o r  groom-up tmcea, 
the amount of gromm-up rogulred t o  pay tho  t a x  af fect  QA t he  CIAC 
i r  calculated &o be $238,147. The u t i l i t y  co l loc fed  $735,421 of 
gromo-up monieo. The u t i l i t y  required mora i n  groeo-up to pay the 
tax impact than tho u t i l i t y  collected; therefore,  no refund i o  
m C G m D w .  

.I 

1 9 9 6  

The u t i l i t y  propooea that m refund f m  appropriato. Yo agroe. 

The 1996 CIAC report indioatoo the u t i l i t y  was i n  8 taxable 
pomition on an above-the-line bario pr io r  t o  the  inclumioa of 
taxable CIAC and grose-up. Therefore, a11 o f  t he  t d l e  CIAC 
received vould be taxed. Tha rapor t  indicate0 a t o t a l  of $454,632 
i n  t u u b l a  CIAC vag received, with $17,065 being deducted for t he  
firmt yaar'r dtpraciotioh. Wing the  37.63 percant combined 
marginal federal urd state tax rater 8. provided i n  the 1996 CIAC 
report, ve ca lcu la te  net income taxem t o  be $164,656.  When t h i o  
amount i r  multiplied by the expanmion factor f o r  g-romm-up t ~ t a o ,  
the amount of grosra-up required to pay t h e  tax e f f e c t  on the CIAC 
i m  calculated t o  be $ 2 6 3 , 9 9 9 .  Tho u t i l i t y  collected $ 2 6 6 , 6 5 8  of 
groro-up m n i o o .  Therofora, the utility co l l ec t ed  $ 2 , 8 5 9  more i n  
groaa-up than VU required t o  pay the tax impact. 

However, t h e  utility provided documentation for legal m d  
accounting faeo of $6,100, and raquemtod that 5 0  percent of theoa 
f t e o  be offmet againmt any over collection. A reviow of theoe 
e o r t o  8hovm that all of the Iogrl and accounting fear eubmitted by 
the utility are directly aaoociatsd with preparing tho  required 
reporto and calculating the tax a f f e c t ,  urd, t h u m ,  arm legitimate 
.expenmea. Fifty percent of t b i m  amount i r  $ 3 , 0 5 0 .  We have 
conmadored on oeverrl occrmionm &ha quemtaon of whether ruoh ua 
o f f r e t  rhould be allouod purmuaat t o  the order, govmFnixag CIAC 
grorr-up. See: Order No. P8C-S7-0647-FOF-9U, ibmuod June 7, 1 9 9 7 ,  
i n  Docket No. 961077-8U; Order lo. PSC-97-0657-A9-W8, immuad Zune 
9, 1997 in Docket No. 961076-US; and Order No. P8C-97-0816-FOF-WS, 
irrued July 7, 1997 in Docket No. 970275-US. la these orderm, we 
accepted the ut i l i ty ' .  mettlement progooolm that 50 percent of the 
legal u rd  accounting coot8 be offmct aga ia s t  the refund amount. 
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As in the other caoeo referenced above, we find that 
acceptance of the rettlament propoaal would avoid the mubetantid 
coot rmrociated with a hearing, which may in fact exceed the amount 
of the legal and accountiag coot. to ba recovered. We further note 
that the actu8l cooto 8r.ociat.d with making the rofunda h8ve not 
been included in theoc calculation. and will be aboorbed by the 
utility. Moroover, we balieve the utility'. rettlament proporal io 
a reasonable "middle ground". Therefore, while not 8dopting the 
Utilaty'm poaitioa, w e  f ind i t  8pproprirte t o  accept Alaha'r 
rattlment gropoool . 

Although 50 porcent o f  tho utllity'r legal and accountiag f*eo 
.equals $ 3 , 0 5 0 ,  only $ 2 , 8 5 9  of-thim mount i o  neceroary to of fac t  
the warcollection of $ 2 , 8 5 9 .  When the logal urd accounting faer 
of $ 2 , 0 5 9  fe o f f o e t  againot the overcollection of $2,859, thart is 
nothing l e f t  to refund, and no refund i o  required for 1996. 

Booed on all the above, no refund i 8  required for the y e r r o  
1993 through 1996. 



FILE No. 143 02/25 '98 10:35 1D:ROSE W S T R I M  8 BENTLEY 9046564029 

ORDER NO. PSC-98-0319-AB-WS 
DOCKET NO. 971529-W9 
PAOE 7 

@on expiration of the ptotoot period, i f  a timely protoot is 
not rece ived from a oubotantially affected pereon, thir docket 
Shall be clooed.  

88sed on the foregoing, it i o  

ORDEaEp by the Florida Public BarvIcm Couuuiorion that the 
request of Aloha Utilitior, Inc., t o  offrot f i f t y  percent of the 
legal and aCOounting fooo 8gainrt m y  Overcolloctioam i o  accepted. 

. 1 t . h  further 

ORDERED that the provirionr of thir Order, irrued PI proposed 
agency action,  ahall become final and offective unless an 
appropriate petition, i n  tho fona provided by Rule 2 5 - 1 7 . 0 3 6 ,  
Florida Administrative Code, i o  rtceivod by the Director, Didmion 
of Rocordr urd Reporting, 2540 BhurPud Oak Boulevard, T d h h a m O O O ,  
Florida 31399-0850 ,  by the cloac of buoinses on the dato #et forth 
in the .Notice of Auther Procoedingr or Judic ia l  Review' attached 
hereto. I t  i s  further 

OBDEbcEp that PO refund. arm required for tho collection of 
grosm-up on Contributiono-in-Aid-of-Conmtnxtion for the yearo 1993 
through 1 9 9 6 .  It i m  further 

OBDEREO that thn schedule attached to t h i o  Order i r  
incorporrttd i n t o  and made a part of this Order. 

Docket ohall  bo cloecd. 

I t  i o  furthor 

ORDEFUD that i n  the w e n t  thir Order bacomem finol, this 

P A G E 9  
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By ORDER of the F l o r i h  Public Service Comicmion thio 
d.Y of akzuua!, L 2 S .  

/a / 
B L A N a W r * c t  O t  

b 

Divirion of ReCQrdr  and Reporting 

.. 
( S E A L )  

Thio i m  a facmimile copy. A oigned 
copy of the ordor may be obtained by 

, '  calling 1-650-413-6770. 

RR J 

The Florida Public Bervice Cotmiorion i m  required by Bec t ion  
l20.569[1), Florida Statutes, to notify part i eo  of any 
admiaiatrativs hearing ar judic ia l  rev iw  of C d r e i o x a  orderr that 
i o  available under Sactione 120.57 or 120.68, Florida Strtutem, ao 
well a@ the procad~w.8 and t i m e  limit. that r p p l y .  Thir noticm 
mhould not be conetrued to mean all raquoota for an obainietr8tivo 
hearing or judicial  rtviow will bo g n n t o d  or rorult in tha relief 
.ought. 

Mediation DDIY be available on a same-by-care barie. I f  
mediation ie conducted, it dote not affect a oubstantially 
in t t rc r ted  permon'r right to a hearing. 

The action propomed herein i r  preliminary lb natura and will 
not become effective or final, except ae provided by Rule 25-  
2 2 . 0 7 9 ,  Florida Adminiatrativw Code. Any peraon whome ruboturtial 
~ i n t t r o s t ~  ate  affuctmd by the action propored by thim order MY 
f i l e  a petition for a fama1 proceeding, a8 provided by Rule 25- 
2 2 . 0 2 9 ( 4 ) ,  Florid. Mminirtrativr Code, fa the f o m  provided by 
Rulo 25-22.036 ( 7 )  (a) a d  (f I ,  Florida Adminfrtrativa Code. This 
petition muet be received by the Director, Oivirion of Records m d  
Reporting, 3540 Bhumrd oak Boulevard, Toll.kirsseo, Florida 32399- 
0850,  by the cloma of burineoo on 

PAGE 10 
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In  the abocnce of such a petition, t h i o  order rhall become 
effcctive on the day oubmoquent: to the above date am provided by 
Rule 2 5 - 2 2 . 0 2 9 ( 6 ) ,  Florida Admidotrotive Code. 

Any objection or prottrt filod i n  this docket before tho 
ioruance date of thio order i m  conoidared abandoned u l e o o  it 
mathfit0 the forogoing condition8 and i r  ronevsd v i th in  the 
mpecified proteet period. 

If t h i m  order becomer final and effective on tho date 
dtrcribed above, any party rubrtanthlly affected may requcet 
judicial review by the Florida Bupr-e Court i n  the case of an 
.elwtric, gar or tolaphone ut$lity'or by the Firmt D i r t r i c t  Court 
of Appeal in the eaeo of a water or notewater utility by f i l ing I 
aotice of apporl with the Director, Divirion of Rteorb and 
Reporting m d  filing a copy of tho not ics  o f  appeal and thm filing 
fee with the appropriate court.  T h h  f i l ing w s t  be completed 
within thirty (30) days of the ef fec t ive  date of t u n  order, 
purmuant t o  Rule 9.110, Florida Ruler of Appellate Procedure. The 
notice of appeal must be in tho fozm rpocified i n  Rule 9 . 9 0 0 ( 0 ) ,  
Florida Ruler of Appellate Procodure. 

pF)(;t 11 
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gloha U t i 1  t em, Inc 
OVRCE : t ~ i n e  rcfcrcncea 

1993 1994 1995 1996 

i Net ~ncomc TU 6 205 4 6  483 S i  $ 1 4 8  5 3  S 1 6 4  6 5 i  2 Expamaion Factor for I. 6d3333 1.663334 1.6d3334 1 .603334  
2 



Commissioners: 
SUSAN F. CLARK, CHAIRMAN 
J. TERRY DEASON 
JULIA L. JOHNSON 
DLANE K. KIESLING 
JOE GARCIA 

DMSION OF WATER & 
WASTEWATER 
CHARLES HILL 
DIRECTOR 
(904) 4134900 

#ubIu 6erbke CammisiEsion 

November 14, 1997 

Mr. F. Marshall Deterding 
Rose, Sundstrom & Bentley 
Post Office Box 1567 
TallahasGe, Florida 32302-1567 - . 

Re: 1993, 1994, 1995 and 1996 CIAC Reports for Aloha Utilities, Inc. 

Dear Mr. Deterding: 
... 

We have reviewed the Special Reports of Aloha Utilities, Inc. consisting of 
Schedules Nos. 1 through 4. A copy of our preliminary analysis of the refund calculation 
is attached, This calculation is consistent with the calculation adopted by the Commission 
in Order No. PSC-924961-FOF-WS. For 1993-19%, staffs calculation of Above the line 
taxable income (Schedule No. 2) differs from the utility’s because of the following 
adjustments made: 

1993 
The utility’s 1993 annual report shows $151,385 as the amount for Officers 

Compensation, therefore, staff has increased Officers Compensation by $23,215 to reflect 
the amount stated in the utiliry’s annual report Depreciation has been adjusted by $7,651 
to reflect First year’s depreciation as above the line. As a result, Above the line taxable 
income per staffs calculations is $1,117,308. 

1994 
The utility’s 1994 annual report shows $167,998 as the amount for Officers 

Compensation, therefore, staff has increased Officers Compensation by $39,828 to reflect 
the mount stated in the utility’s annual report. Salaries and wages has been decreased 
by $35,100 to reflect the amount stated on the utility’s tax return. Depreciation has been 
adjusted by $15,192 to reflect First year’s depreciation as above the line. As a result, 
Above the line taxable income per staffs calculations is $2,130,594. 

m 
The utility’s 1995 annual report shows $179,881 as the amount for Officers 

Compensation, therefore, staff has increased Officers Compensation by $61,822 to reflect 
the mount stated in the utility’s annual report. The utility’s 1995 annual report shows 
$224,542 as the amount for Employees Pensions and Benefits, therefore, Pension and profit 

CAPITAL CIRCLE omrr CENTER 0 z40 SHUMARD OAK BLVD TALLAHASSEE, FL 32399-0850 



Letter to Mr. Deterding 
November 14, 1997 
Page 2 

sharing has been increased by $15,811 to reflect the entire amount as above the line. 
Depreciation has been adjusted by $7,043 to reflect First year’s depreciation as above the 
h e .  As a result, Above the line taxable income per staffs calculations is $869,363. 

m 
above the line. 
$1,530,948. 

Depreciation has been adjusted by $17,065 to reflect First year’s depreciation as 
As a result, Above the line taxable income per staffs calculations is 

Based upon our review, we agtke. that Aloha does not owe a refund for 1991-1995 
and an offset of the legal and accounting fees against the proposed refund amount results 
in no refund being required for 1996. If the utility disagrees with staffs calculations, 
alternative or corrected amounts along with supporting documentation should be provided 
no later than December 14, 1997. 

If you should have any questions, please do not hesitate to contact me. 

Sincerely, L 

/Jackie G i fch r i s t 
Regulatory Analyst 

Enclosure 

cc: Division of Auditing and Financial Analysis (Causseaux) 
Mr. Robert C. Nixon 



SCHEDULENO 1 

COMMISSION CALCULATED GROSS-UP REFUND 

Aloha Utilities, Inc. 
SOURCE: &me references are from CIAC Reports) 

1 Form 1120, Line 30 (Line 15) 
2 Leas CIAC (Line 7) 
3 Less Qross-up Collected (Line 10) 
4 Add First Year's Depr on CIAC (zme 8) 
6 Add/Less Other Effects ( h e s  20 & 21) 
6 
i Adjusted Income Before CLAC and Gross-up 
8 
9 Taxable CIAC (Line 7) 
10 Less first years depr. (Line 8) 
11 
12 -4djusted Income After CIAC 
13 Less: NOL Carry Forward 
14 .* 

15 Net Taxable CIAC 
16 Combined Marginal state & federal tax rates 
17 
18 Net Income tax on CIAC 
19 Less ITC Realized 
20 
21 Net Income Tax 
22 Expansion Factor for gross-up taxes 
23 
24 Gross-up Required to pay tax effect 
25 Less CIAC Gross-up Collected (Line 19) 

Less 1992 Gross-up Collected in 1993 
Adjusted 1993 Gross-up Collected 

26 
2i (OVER) OR UNDER COLLECTION 
28 
29 TOTAL YEARLY REFUND 
30 Offset of Legal and Accounting Fees 
31 
32 
33 
34 PROPOSED REFUND (excluding interest) 

1993 1994 1995 1996 
............................................................................ 

$ 1,117,308 $ 2,130,594 $ 869,363 $ 1,530,948 
(553,643) (1,30 1,3 7 0) (401,761) (454,632) 
(34 1,497) (762,4 1 3) (235,42 1) (266,858) 

7,651 15,192 7,043 17,065 
(1,779) (1,455) (968) (1,05 5) 

............................................................................ 
228,040 $ 80,548 $ 238,256 $ 825,468 $ 

$' 553,643 $ 1,301,370 $ 401,761 454,632 
s (7,651) $ (15,192) $ (7,043) (1 7,065) 

$ 774,032 $ 1,366,726 $ 632,974 $ 1,263,035 
S O $  O $  O $  0 

545,992 $ 1,286,178 $ 394,718 $ 437,56G $ 
37.63% 37.63% 37.63% 37.63% 

S 205,457 $ 483,989 $ 148,532 $ 164,656 
0 0 0 0 

5 203,457 $ 483,989 $ 148,532 $ 164,656 
1.6033349 1.6033349 1.6033349 1.6033349 

S 329,416 $ 775,996 $ 238,147 $ 263,999 
(34 1,497) (762,413) (235,421) (266,858) 
13,927 

(327,570) 

............................................................................ 

............................................................................ 

............................................................................ 

............................................................................ 

............................................................................ 

............................................................................ 
s 1,846 $ 13,583 $ 2,726 $ (2,859) 

O $  O $  O $  (2,859) 
3,050 

$ 

$ 191 

$ O $  O $  O $  0 

................... 



JAMES L CARLSTEDZ C.P.A. 
JOHN H. CRONIff, J R ,  C.P.A. 
ROBERT H.  JACKSON, C.P.A. 
BREh'DA W. MrBARRON. C. P.A. 
ROBERTC. NIXON, C.P.A. 
H O U  Y M. TO WNER C. P.A. 
JAMES L WILSON, C. P.A. 

Cronin, Jackson, Nixon & Wilson 
CERTIFIED PUBLIC A C C O U N T A N T S ,  P . A .  

.. , -  

2560 GULF-TO-BAY BOLILt'l'.4RD 
SUITE 200 

(813) 791-4020 
TEL ECO PIER 

CLEAR WA TER, FLORIDA 346254419 

(813) 797-3602 

August 4, 1994 

Officers and Directors 
Aloha Utilities, Inc. 

As requested, we have prepared the accompanying Special Report 
of Aloha Utilities, Inc., consisting of Schedules No. 1 through No. 
4 .  This report is intended s o l e l y  for use in fulfilling certain 
reporting requirements related to collection of tax impact charges 
on contributions in aid of construction, for the year ended 
December 31, 1993, to be filed with the Florida Public Service 
Commission. We have not audited or reviewed this Special Report and 
express no opinion or any other form of assurance on it. 

e- +d& 
CRONIN, JACKSON, NIXON & WILSON 



Line 
No. 

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 
26 
27 
28 
29 
30 

31 

32 

33 

Aloha Utilities, Inc. 
Schedule of Above and Below the Line Taxable Income 

For the Taxable Year Ended December 31, 1993 
(Unaudited) 

w o v e  the line taxable income 
Cross receipte/sales (Line 1) 
Deductions: 

officers compensation (Line 12) 
Salariee and wages (Line 13c) 
Bad debts (Line 15) 
Rents (Line 16) 
Taxee (Line 17) 
Interest (Line 18) 
Depreciation (Schedule No. 3; Line 2 1 b )  
.Employee benefit programs. (Line 25) 
Other deductions (Line 26) 

. 

53,645,73 1 

128 , 170 
368,313 

3,243 
26 , 059 

428,992 
13 , 058 
59 , 293 

241 , 333 
2,126,015 

3,394,476 

Taxable income before CIAC 251,255 

CIAC : 
Taxable CIAC (Line 10) 
CIAC gross-up (Line 10) 
Interest earned 

553 , 643 
341 , 497 

1,779 

896,919 

1,148,174 Above the line taxable income 

Below the line taxable income llossl 
Income: 

Interest (Line 5) 
Meter fees (Line 10) 

Expenses : 
Compensation of officers 
Taxes - State income 
Depreciation (Schedule No. 3; Line 21b) 

Below the line taxable loss 

Total taxable income (Line 30) 

13 , 286 
31,367 

44,653 

35 , 847 
49 I 331 
160,641 

245,819 

(201,166) 

$ 947,008 

Note: Line reference shown above refer to page one of the 1993 Federal income tax 
return of Aloha Utilities, Inc. 

Schedule No. 2 



JAMES L CARLSTEDZ C.R.4. 
JOHN H. CRONIN, JR, C.R.4. 
ROBERTH. JACKSON, CRA. 
ROBERT C NIXON, C.PA. 
HOLLY hi. TOWNER, CRA. 
JAMES L WILSON, C P A  

Cronin, Jackson, Nixon & Wilson 
CERTINED PUBLIC A CCOUNTA N TS, P. A. 

2560 GULF-TO-BAY BOULEVARD 
SUITE 200 

CLEARWATER, FLORIDA 346254419 
(813) 791420 
FACSIMILE 
(813) 797-3602 

December 13, 1996 

Officers and Directors 
Aloha Utilities, Inc. 

As requested, we have prepared the accompanying Special Report of 
Aloha Utilities, Inc., consisting of Schedules No. 1 through No. 4. This 
report is intended solely for use in fulfilling certain reporting 
requirements related to collection of tax impact charges on contributions 
in aid of construction, for the year ended December 31, 1994, to be filed 
with the Florida Public Service Commission. We have not audited or 
reviewed this Special Report and express no opinion or any other form of 
assurance on it. 

CRONIN, JACKSON, NIXON €I WILSON 



Line 
No. 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 

13 

14 

15 
16 
17 
18 

19 

20 

21 
22 
23 
24 
25 
26 

27 
28 
29 
30 

31 

32 

33 

34 
35 

a 

Aloha Utilities, Inc. 
schedule of Above and Below the Line Taxable Income 

For the Taxable Year Ended December 31, 1994 
(Unaudited) 

Dove the 1 ine taxable income 
Gross receipts/sales (Line 1) 
Deductions: 
Officers' compensation (Line 12) 
Salaries and wages (Line 13) 
Bad debts (Line 15) 
Rents (Line 16) 
Taxes and licenses (Line 17) 

Depreciation (Line 21b) 
Employee benefit program (Line 26) 
Other deductions (Line 26) 

- "Interest (Line 18) - ' -  . 

Taxable income before CIAC 

CIAC : 
Taxable CIAC (Line 10) 
CIAC gross-up (Line 10) 
Interest earned (Line 5) 

Above the line taxable income 

Below the line taxable income ( l o s s )  

Interest (Line 5) 
. Meter fees (Line 10) 

Income: 

Expenses : 
Compensation of officers (Line 12) 
Taxes (Line 17) 
Depreciation 

Below the line taxable loss 

Total taxable income (Line 30) 

53,733,084 

128 , 170 
402,783 

4 , 223 
20,707 

429,404 
12,466 
56 , 578 

218,705 
2,374,772 

3,647,808 

85,276 

1,301,370 
762 , 413 

1,455 

2,065,238 

2,150,514 
- 
.-. 

12 , 549 
44.43% 

56,980 

35,847 
111,989 
188,990 

336,826 

(279,846) 

$1,870,668 

Note (1): Line references noted above refer to page 1 of the 1994 
Federal income tax return of Aloha Utilities, Inc. 

Ehb1- I  RW-13 

Schedule No. 2 
p c q  5904- /23. 



JAMESL CARLSTEDZ C.F!A. 
JOHN H .  CRONIN, JR, C.F!A. 
ROBERT H. JACKSON, C J A .  
ROBERT C NIXON, C.PA. 
HOLLY M. TOWNER C.R.4. 
JAMES L WILSON, C P A  

.. 

Cronin, Jackson, Nixon & Wilson 
CER TIFJED PUBLIC A CCOUNTA N TS, P. A .  

2560 GULF-TO-BAY BOULEVARD 
SUITE 200 

CLEARWATER, FLORIDA 346254419 
(813) 791 4 2 0  
FACSIMILE 
(813) 797-3602 

December 13, 1996 

Officers and Directors 
Aloha Utilities, Inc. 

As requested, we have prepared the accompanying Special Report of 
Aloha Utilities, Inc., consisting of Schedules No. 1 through No. 4 .  This 
report is intended solely for use in fulfilling certain reporting 
requirements related to collection of tax impact charges on contributions 
in aid of construction, for the year ended December 31, 1995, to be filed 
with the Florida Public Service Commission. We have not audited or 
reviewed this Special Report and express no opinion or any other form of 
assurance on it. 

CRONIN, JACKSON, NIXON & WILSON 



Aloha Utilities, Inc. 

For the Taxable Year Ended December 31, 1995 
(Unaudited) 

Schedule of Above and Below the Line Taxable Income 

Line 
No, 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 

Above the 1 ine taxable income 
Gross receipts/sales (Line 1) 
Deductions: 
Officers' compensation (Line 12) 
Salaries and wages (Line 13) 
Bad debts (Line 15) 
Rents (Line 16) 
Taxes and licenses (Line 17) 
Interest (Line 18) 
Depreciation (Line 21b) 
Pension and profit sharing (Line 24) 
Employee benefit program (Line 26) 
Other deductions (Line 26) 

14 

15 Taxable income before CIAC 

16 CIAC: 
17 Taxable CIAC (Line 10) 
18 CIAC gross-up (Line 10) 
19 Interest earned (Line 5) 

20 

21 Above the line taxable income 

22 Below the line taxable income (loss) 
23 Income: 
24 Interest (Line 5) 
25 Meter fees (Line 10) 
26 Gain on asset disposal (Line 9) 
27 
28 - * -  

29 
30 
31 
32 
33 

34 

35 

36 

Expenses : 
Compensation of officers (Line 12) 
Taxes and licenses (Line 17) 
Depreciation (Line 21b) 
Pension and profit sharing (Line 2 4 )  

Below the line taxable loss 

Total taxable income (Line 30) 

S3.991.972 

118,059 
340,400 
11,272 
20,906 

457,847 
14,359 
67 , 736 

115,867 
92 , 864 

2,436,773 

3,676,083 

315,889 

401,761 
235,421 

968 

638,150 

954,039 

13,008 
28,073 
1.208 

42,289 

62 , 569 
40,855 

215,067 
15.811 

334.302 

(292,013) 

9 662.026 

g%hblt w-13 
f q f e  61 o n 2 4  
Schedule No. 2 



ATTACHMENT 1 
Page 1 of 8 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

- 
In Re: Disposition of ) DOCKET NO. 930216-WS 
Contributions-in-Aid-of- ) ORDER NO. PSC-93-0871-FOF-WS 
Construction (CIAC) Gross-Up ) ISSUED: June 9, 1993 
Funds Received by GULF UTILITY 
COMPANY in Lee County. ) 

1 

The following Commissioners participated in the disposition of 
this matter: 

.. 
'J. TERRY DEASON, Chairman 

THOMAS M. BEARD 
SUSAN F. CLARK 
JULIA L. JOHNSON 
LUIS J. LAUREDO 

NOTICE OF PROPOSED AGENCY A C T I O N  
ORDER REOUIRING REFUND 

NOTICE IS HEREBY GIVEN by the Florida Public Service 
commission that the action discussed herein is preliminary in 
nature and w i l l  become final unless a person whose interests are 
adversely affected files a petition for a formal proceeding, 
pursuant to Rule 25-22.029, Florida Administrative Code. 

-Backaround 

The repeal of Section 118(b) of the Internal Revenue Code 
(IRC) resulted in making contributions-in-aid-of-construction 
(CIAC) gross income and depreciable for federal tax purposes. By 
Order No. 16971, issued December 18, 1986, .this Commission 
authorized corporate utilities to collect a CIAC tax gross-up in 
order for those utilities to pay the tax liability resulting from 
their receipt of CIAC. 

In Order No. 23541, issued October 1, 1990, we ordered all 
water and wastewater utilities which were collecting the CIAC tax 
gross'up and which wanted to continue do so to file a petition for 
approval of same on or before October 29, 1990. Gulf Utility 
company (Gulf or utility) filed a petition, and by proposed agency 
action (PAA) Order No. PSC-92-0742-FOF-WS, issued July 30, 1992, we 
proposed authorizing Gulf to continue to gross-up. However, 
Southwest Florida Capital Corporation protested that Order, so that 
matter proceeded to an administrative hearing. Since no final 
decision has been made in that case, the question of whether Gulf 
will be allowed to collect the gross-up on a prospective Sasis is 
yet to be resoled. 
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ORDER NO. PSC-93-0871-FOF-WS 
DOCKET NO. 930216-WS 
PAGE 2 

- 
By orders Nos. 16971 and 23541, we required utilities which 

gross-up to file annually the information needed for (1) a 
determination of the utility's state and federal income tax 
liability directly attributable to receipt of CIAC for that year 
and (2) a determination of whether a refund of gross-up charges 
collected that year is appropriate. These orders required that a 
utility refund on a pro rata basis the gross-up charges collected 
each year which exceeded the utility's actual above-the-line tax 
liability attributable to CIAC for the same year. 

By PAA Order No. PSC-92-0961-FOF-WS, issued September 9, 1992, 
as amended by Order No. PSC-92-0961A-FOF-WS, issued September 14, 
1992, we clarified the refund calculation provisions of Orders Nos. 
16971 and 23541. so the 
action tdken therein became final. 

No protest to that PAA Order was filed, 

. Gulf is a class A utility providing water and wastewater 
service in Lee County. According to its 1991 annual report, Gulf 
had $1,484,296 in operating revenue and $44,650 in net operating 
income for its water system and had $660,570 in operating revenue 
and $44,650 in net operating income for its wastewater system. 

Refund Calculetions For Years 1987 Throucrh 1991 

In compliance with Order No. 16971, Gulf filed annual CIAC 
gross-up reports for 1987 through 1991. By letter dated April.10, 
1991, Gulf amended its CLAC reports for 1987, 1988 and 1989. In 
response to some of our staff's preliminary refund calculations 
sent to Gulf on March 1, 1993, Gulf submitted copies of a special 
report containing Gulf's proposed refund calculation on April 7, 
1993. O u r  calculations are reflected on Schedule No. 1, which is 

calculations differ with Gulf's in two respects. attached hereto and by reference incorporated herein. O U r  

First, in calculating net taxable CIAC, Gulf reduced the 
amount! of taxable CIAC by the first year's depreciation only for 
years where there was above-the-line income exclusive of CIAC and 
gross-up. If there was an above-the-line loss, Gulf included the 
first year's depreciation in the loss, but did not subtract it from 
taxable CIAC to compute net taxable CIAC, apparently on the theory  
that the loss already included a reduction for the depreciation. 

We believe it is appropriate to separately account f o r  the 
first yeax's depreciation on taxable CIAC when calculating above- 
the-line income or loss, thus excluding all effects of gross-up 
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- 
from that calculation, and to subtract the first year's 
depreciation from taxable CIAC when calculating the amount of net 
taxable CIAC. This is done so we can isolate the above-the-line 
income or loss as if CIAC gross-up were not a factor. The full 
gross-up formula, which Gulf used for the years in question, takes 
into account the first year's depreciation using a half-year 
convention. Depreciation is an expense which reduces the amount of 
taxable CIAC and the amount of taxes due. 

We note that our calculation of nettaxable CIAC agrees with 
Gulf's for each year except 1988. For that year, Gulf shows an 
above-the-line l o s s  of $76,885. That amount, however, includes 
$99,700 in first year depreciation associated with taxable CIAC. 
As is shown in our calculation on Schedule No. 1, Gulf would have 
$22,815 in above-the-line income when depreciation is added in. 
Therefore, no reduction to the amount of taxable CIAC should be 
made in 1988 for-an above-the-line loss. 

Our second disagreement with Gulf 's calculations concerns the 
tax rate. Gulf used a combined effective state and federal tax 

0961-FOF-WS, we adoDted, and we. ha ve c-~ tlv used, the 
rate which it calculated from its returns. Bv Ord 

combined federal and state t a l  
We have used the"combined SI 

the net amount of  taxable C-1 ' 1 in fact be taxed 
combined rates and not at the effective rates. - 

We note that Gulf's proposed effective tax rates are higher 
than the combined federal and state tax rates for each year except 
1987. In 1987, the federal tax rate was 46% for the first six 
months and 34% for the last six months. We calculated the average 
of the two combined federal and state rates and arrived at e 
combined federal and state tax rate of 43.3%; Gulf's effective 
federal and state rate for 1987 was 42.10%. 

er No. PS (2-92- 

rates. 

- 

&cording to Order No. 23541, all gross-up amounts in excess 
of a utility's actual tax liability resulting from its collection 
of CIAC in a year should be refunded on a pro rata basis t o  those 
persons who paid the gross-up that year. According t o  our  
calculations, Gulf has a refund obligation for each year, 1987- 
1991. A summary of each year's calculation follows. 
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The utility calculated a $18,624 refund for 1987; we 
calculated a $5,708 refund. The 1987 CIAC report indicates that a 
total of $275,502 of gross-up charges were collected and that the 
first year's depreciation on CIAC was $7,479. The utility had an 
above-the-line loss of $100,334 prior to consideration of taxable 
CIAC and associated depreciation. We reduced the amount of taxable 
CIAC to account for this above-the-line l o s s  and used the 43.301 
combined federal and state tax rates to calculate the net income 
t a x  on CIAC. We then compared the gross-up required to pay the tax 
to the gross-up charges collected. The $5,708 difference is the 
amount of the refund. The amount does not include t h e  accrued 
interest from December 31, 1987, to the date of refund which must 
also be refunded. 

The utility calculated a $26,658 refund for 1988; we 
calculated a $49,212 refund. The 1988 CIAC report indicates that 
a total of $1,407,307 of gross-up charges were collected and that 
the first year's depreciation on CIAC was $99,700. Gulf had above- 
the-line income of $22,815 for the year. We used the 37.63% 
combined federal and state 'tax rates to calculate the net. income 
tax on CIAC. We then compared the gross-up required to pay the tax 
to the gross-up charges collected. The $49,212 difference is.the 
amount of the refund. The amount does not include the accrued 
interest from December 31, 1988, to the date of refund which must 
also be refunded. 

- 1989 

. The utility calculated a $37,670 refund for 1989; we 
calculated a $45,309 refund. The 1989 CIAC report indicates that 
a total of $1,328,581 of gross-up charges were collected and that 
the fhst year's depreciation on CIAC was $39,437. Gulf had above- 
the-line income of $192,702 for the year. We used the 37.63% 
combined federal and state tax rates to calculate the net income 
tax on CLIC. We then compared the gross-up required to pay the tax 
to the gross-UI, charges collected. The $45,309 difference is the 
amount of the refund. The amount does not include the accrued 
interest from December 31, 1989, to the date of refund which must 
also be refunded. 
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- 1990 

The utility calculated a $25,677 refund for 1990; we 
calculated a $32,462 refund. The 1990 CIAC report indicates that 
a total of $1,021,526 of gross-up charges were collected and that 
the first year's depreciation on CIAC was $60,146. Gulf had above- 
the-line income of $120,292 for the year. We used the 37.63% 
combined federal and state tax rates to calculate the net income 
tax on CIAC. We then compared the gross-up required to pay the tax 
to the gross-up charges collected. The $32,462 difference is the 
amouqt of the refund. This amount does not include the accrued 
interest from December 31, 1990, to the date of refund which must 
also be refunded. 

1991 

The utility calculated a $114,402 refund for 1991; we 
calculated a $120,447 refund. The 1991 CIAC report indicates that 
a total of $665,291 of gross-up charges were collected and that the 
first year's depreciation on the CIAC was '$24,630. The utility had 
an above-the-line loss of $177,642 prior to consideration of 
taxable CIAC and associated depreciation. We reduced the amount of 
taxable CIAC to account for this above-the-line loss and used the 
37.63% combined federal and state tax rates to calculate .the net 
income tax on CIAC. We then compared the gross-up required to pay 
the tax to the TOSS-up charges collected. The $120,447 difference 
is the amount of the refund. This amount does not include the 
accrued interest from Decexnber 31, 1991, to the date of refund 
which must also be refunded. 

Conclusion 

Based upon the foregoing, Gulf is hereby required to refund on 
a pro rata basis to all persons who paid gross-up charges in a 
given year $5,708 for 1987, $49,212 for 1988, $45,309 for 1989, 
$32,462 for 1990, and $120,447 for 1991, plus accrued interest 
through the date of the refund. The refunds must be completed 
within six months of the date of this Order. Gulf shall submit 
copies of canceled checks, bills which have had credits applied to 
them, or other evidence which verifies that the refunds have been 
made within 30 days of completion of the refund. 
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Based on the foregoing, it is, therefore 

ORDERED by the Florida Public Service Commission that the 
provisions of this Order are issued as proposed agency action and 
shall become final, unless an appropriate petition in the form 
provided by Rule 25-22.029, Florida Administrative Code, is 
received by the Director of the Division of Records and Reporting 
at his office at 101 East Gaines Street, Tallahassee, Florida 
32399-0870, by the date set forth in the Notice of Further 
Proceedings below. It is further .. 

ORDERED that, as set forth hereinabove, Gulf Utility Company 
is hereby required to refund on a pro rata basis to all persons who 
paid gross-up charges in a given year $5,708 for 1987, $49,212 for 
1988, $45,309 for 1989, $32,462 for 1990, and $120,447 for 1991, 
plus accrued interest from the date of collection through the date 
of'the refund. It is further 

. 

ORDEXED that the refunds required herein must be completed 
within six months of the date of this Order and that Gulf Utility 
Company shall submit copies of canceled checks, bills which have 
had credits applied to them, or other evidence verifying 'hat the 
refunds have been made with* 30 days of completion of the refund. 
It is further 

ORDERED that all matters contained in the schedule attached 
hereto are by reference incorporated herein. It is further 

ORDERED that the docket will be closed upon expiration of the 
protest period if no timely 

. By ORDER of the Florida 
of June, 1993. 

i 

protest is filed: 
- 

Public Service Commission this 9th day 

Division v' f ecords and Reporting 

( S E A L )  

MJF 
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NOTICE OF FURTIIER PROCEEDINGS OR JUDICIAL REVIEW 

The Florida Public Service Commission is required by Section 
120.59(4), Florida Statutes, to notify parties of any 
administrative hearing or judicial review of Commission orders that 
is available under Sections 120.57 or 120.68, Florida Statutes, as 
well as the procedures and time limits that apply. This notice 
should not be construed to mean all requests for an administrative 
hearing or judicial review will be granted or result in the relief 
sought. 

The action proposed herein is preliminary in nature and will 
not become effective or final, except as provided by Rule 
25-22.029, Florida Administrative Code. Any person whose 
substantial interests are affected by the action proposed by this 
order may file a petition for a formal proceeding, BS provided by 
Rule 25-22.029(4), Florida Administrative Code, in the form 
provided by Rule 25-22.036(7) (a) and (f), Florida Administrative 
Code. This petition must be received by the Director, Division of 
Records and Reporting at his office at 101 East Gaines Street, 
Tallahassee, Florida 32399-0870, by the close of business on June 
30, 1993. 

In the absence of suct;' a petition, this order shall become 
effective on the day subsequent to the above date as provided by 
Rule 25-22.029(6), Florida Administrative Code. 

4 .  

Any objection or protest filed in this docket before the  
issuance date of this order is considered abandoned unless it 
satisfies the foregoing conditions and is renewed within the 
specified protest period. 

If this order becomes final and effective on the date 
described above, m y  party adversely affected may request judicial 
reviev by the Florida Supreme Court in the case of an electric, gas 
or telephone utility or by the First District Court of Appeal in 
the case of a water or wastewater utility by filing a notice of 
appeal with the Director, Division of Records and Reporting and 
filing a copy of 'be notice of appeal and the filing fee with the 
appropriate court. This filing must be completed within thirty 
(30) days of the effective date of this order, pursuant to Rule 
9.110, Florida Rules of Appellate Procedure. The notice of appeal 
must be in the form sgecified in Rule 9.900(a), Florida Rules of 
Appellate ,Procedure. 
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S C S X X L E  NO. 1 

.. 
6ULF LITILITT COHPANY 
SOURCE: (Line references are  f a  CIAC Reports) 

1 i o n  1120. 'Line 30 (Line 15)  
2 Less CIAC (Line 7) 
3 Less Gross-go :ollected (Line !O) 
4 Add First Year's Oepr on CIAC 
5 Add/Less Other Effects (Lines 20 h 2 1 )  
6 
7 Adjusted Incme $efor? CIAC and 6nss-uo 
8 
9 Taxable C!AC (Line 7) 

10 
11 Taxable CIAC Resuitlng i n  a Tax Liaoi l i ty  
i2 Less f i r s t  years depr. (Line 8 )  
13 
14 Net Taxaole CIAC 
LS Efiecsive state  and feoeral tax ra te  
16 
17 Net Incvne :ax an CIAC 
18 Loss ITC 2e.l izea 
I9 
20 Net I n c a e  Tax 
21 *ansion Factor for  gross-up :axes 
22 
?3 Grcss-go ilaguired t o  pay :ax effect  
24 Less C:AC Gross-uo cnllecred (Line 19) 
25 
26 PROPOSED R E N N O  
27 
20 
29 TOTAL RiTdIIO 
:0 

(Line 8 )  

$ 

(excl udi ng i ntzres; ) 

COWISSION ULtLlUTED 6i?OSS-ilP RENHO 

!987 sa0 ------- ---- 
f 63i.346 f 3.364.665 

(461.100) ( 2  .?so. 680) 
(27s .  502) (1,407,307) 

i I 479 99, 700 
(4.557) 316,437 

-I----- ----- 
S (100,334) 3 22.815 3 192. iO2 f 

s 461.100 f 2.350,630 J 2.166.402 J l.S9,4i4 J !.105.325 



Cronin, Jackson, Nixon & Wilson 
CERTIFIED PUBLIC A C C O U N T A N T S ,  P . A .  

JAMES L CARLSTEDT, C.P.A. 
JOHN H. CRONIN, JR.* C.P.A. 
ROBERT H .  JACKSON, C.P.A. 
BRENDA W. McBARRON, C.P.A. 
ROBERT C. NIXON, C. P A .  
HOLLY M .  TOWNER C.P.A. 
JAMES L WILSON, C.P.A.  

2560 GULF-TO-BA Y BOULEI'ARLI 
SUITE 200 

CLEA RIVATER, FLORIDA 3462S-4419 

TELECO PIER 
(813) 791-4020 

(813) 797-3602 

April 7, 1993 

Officers and Directors 
Gulf Utility Company 

As requested, we have prepared the accompanying Special Report of 
Gulf Utility Company, consisting of Schedules No. 1 through No. 8 .  This 
report is intended solely for use in fulfilling certain reporting 
requirements related to the collection of tax impact charges on 
contributions in aid of construction, for the five years ended 
December 31, 1991, to be filed with the Florida Public Service 
Commission. We have not audited or reviewed this Special Report and 
express no opinion on it. 

CRONIN, JACKSON, NIXON & WILSON 



GuH Utility Company 
Schedule of Proposed Gross-up Refunds 

For the Years 1987 through 1991 
(Unaudited) 

Above the line taxable Income (loss) (Schedule No. 2) (1) 
Taxable ClAC (Schmdule No. 2) (2) 
First year deprecbtion on ClAC 
Net taxable ClAC 
Effectiw state and fedora1 h x  rate (Schmdulr No. 3) 

Actupl tax on ClAC 
Expansion lacla for gross - up (3) 

Gross- up requ1;Od 
Grow-up collected (Schedule No. 2) 

Gross-up (refund) deficiency 

1987 1988 1989 1990 1991 

N/A E (202,272) 
461.100 2,350,680 2, t 66,402 1.699.474 1,105,326 

$ (107,813) S (76,665) N/A 

(39,437) (60,146) 
353.287 2.273,795 2,126,965 1,630,328 90 3,054 
42.10% 37.78% 37.77% 37.79% 37.8996 

148,734 859,040 803.355 619,502 342,167 
1.7271 1.6072 1.6069 1.6075 1.6100 

256.878 1,380.649 1,290,911 995.849 550.889 
275,502 1,407,307 1,326,58 1 1,021,526 66 5,29 1 

d 118.624) LA2ZHZl  LUJAAUl 

Refund Summary 

1987 E 18,624 
1988 26,658 
1989 37.670 
1990 25.677 
1991 1 1  4,402 

Total refund proposed (4) $ 223.031 

Notes: (1) Firel year depreciation le included in loeses for 1987, 1998, and 1991, Company had Income in 1989 and 1990. 

(2) Taxable ClAC by year I6 summarized as follow6: 
1987 1988 1989 1990 1991 

Plant capacity charges $ 401.881 S 678,847 f 1.075.424 E 601.827 E 485,750 
Waler property 56.841 575.243 4 46,26 9 466.327 1 58,936 
Sewer property 1,095,965 629,043 460,011 646,370 

.Other 2,378 625 (3,661) 277 629 

Total t 461. 100 4XSLWL UJ§MQL S 1.699. 4 7 4  sJJQXm 

(3) 1 
1 - Effedive t a x  rate 

(4) Proposed refund will be made on a pro-rata basis, plus accrued interest to lhm date of refund. 

Schedule No. 1 



GULF UTILlTY COMPANY 
TAXABLE INCOME RECONCILIATION 

DECEMBER 31, 1987 
' ABOVE AND BELOW THE LINE 

INCOME 

GROSS RECEIPTS 
INTEREST - I  

OTHER INCOME: 
CONNECTION FEES ( 1) 
WATER UNES/HM)RANTS/FvlAINS/SERVl CE S 
SEWER MAINS/LIFT STATIONS/LINES 
OTHER CIAC 
TAP INS & METER INSTALLATIONS 
JETnNG &JACK & BORE FEES 
PERMITS 
NET GAIN (LOSS) SECTION 4797 
SALES TAX INCOME 
CIAC AMORTIZATION 
OMER ClAC AMORTIZATION 
RATE CASE AMORTIZATION 
TAX IMPACT FUNDS ClAC 

TOTAL INCOME 

DEDUCTIONS 

OFFICERS COM PEN SAT1 0 N 
SALARIES & WAGES 
BAD DEBTS 
RENTS 
TAXES 
INTEREST 
DEPRECIATION 
PENSION & PROFIT SHARING 
EMPLOYEE BENEFIT 
OTHER DEDUCTIONS: 

- 

, AMORTIZATION 
PURCHASED WATER & POWER 
CHEMICALS 
MATERIALS & SUPPLES 
CONTRACTUAL SERVICES 
TRANSPORTATION MEALS & ENTERTAINMENT 
INSURANCE 
METERS & METER INSTALLATION 
REGULATORY ASSESSMENT FEE 
SLUDGE REMOVAL 
RATE CASE COSTS 
SERVICES 
MISCELLANEOUS AMORTIZATION - 
MISCELLANEOUS 

TOTAL DEDUCTIONS 

TAXABLE INCOME 

(1) P l a n t  c a p a c i t y  c h a r g e s  

TOTAL ABOVE BELOW 

1 ,I 52,548 1,152,548 0 
5,055 0 5,055 

0 
401,881 0 401,881 

56,841 0 56,841 
0 0 0 

2,378 0 2,378 
51,362 51,362 0 
7,680 7,680 0 
2,460 2,460 0 

(1,476) 0 (1,476) 
9 0 9 

77,247 77,247 0 
0 0 0 
0 0 0 

0 275,502 275,502 

2,031,487 1,291,297 740,190 

131,232 
195,423 

0 
17,063 

106,482 
139,944 
308,758 
51,775 
15,348 

131,232 
195,423 

0 
17,063 
69,912 36,570 

289,653 19,105 
32,046 19,729 
15,348 

139,944 0 

3,687 3,687 0 
100,015 100,015 
74,586 74,586 
93,286 93,286 
76,413 76,413 0 

62,487 62,487 0 

2,286 2,286 0 

7,853 0 7,853 
46,633 46,633 

28,879 28,879 
1,031 1,031 

0 0 
15,302 0 15,302 
36,246 19,186 17,060 

1,514,729 1,399,110 11 5,619 

S c h e d u l e  No. 2 
Page 1 of 5 



. I  GULF UTILITY COMPANY 
TAXABLE INCOME RECONCILIATION' 

:ABOVE AND BELOW THE LINE 
DECEMBER 31, 1988 

INCOME 

- GROSS RECEIPTS 
INTEREST 
OTHER INCOME: 
CONNECTION FEES ( 1) 
WATER LINES/HYDR ANTS/M AI NSlSERVl CE S 
SEWER MAINS/LIFf STATIONS/LINES 

' ' * OTHER ClAC 
' , TAP INS & METER INSTALLATIONS 
* JETIlNG & JACK & BORE FEES 

PERMITS 
. AMORTIZATIQN PURCHASED BOND DISCOUNT 

. SALES TAX INCOME 
ClAC AMORTIZATION 
OTHER ClAC AMORTIZATION 
RATE CASE AMORTIZATION 
TAX IMPACT FUNDS ClAC 

TOTAL INCOME 

DEDUCTIONS 

, OFFICERS COMPENSATION : SALARIES &WAGES 
* ' :  BAD DEBTS - ':RENTS 

* '  TAXES 
' INTEREST 

DEPRECIATION 
PENSION 81 PRORT SHARING 
EMPLOYEE BENEFIT 

. OTHER DEDUCTIONS: 
AMORTIZATION 
PURCHASED WATER & POWER 
CHEMICALS 
MATERIALS & SUPPLES 

* CONTRACTUAL SERVICES 
' *  TRANSPORTATION MEALS & ENTERTAINMENT 

- 

INSURANCE 
METERS & METER INSTALLATION 
REGULATORY ASSESSMENT FEE 
SLUDGE REMOVAL 
RATE CASE COSTS 
SERVl CE S 
LEGAL 
SEWER 
MISCELLANEOUS AMORTIZATION 

. MISCELLANEOUS 

TOTAL DEDUCTIONS 

TAXABLE INCOME 

(1) Plant capacity charges 

TOTAL ABOVE BELOW 

1,404,986 1,404,986 0 
89,447 0 89,447 

575,243 0 

87,616 87,616 0 .  
10,200 10,200 0 .  
4,410 4,410 0 

4 0 4 
77,247 n,247 0 
7,651 0 7,651 
21,051 21,051 0 

1,407,307 0 1,407,307 

I .' 
678,847 0 678,847 ' 

575,243 . . - .. .. 
I .  

1,095,965 0 1,095,965 
625 0 625 . 

8,811 0 8,811 

1,605,510 3,863,900 5,469,410 

135,982 
204,186 

199 
16,062 
31 0,784 
21 6,845 
41 0,254 
45,718 
24,313 

135,982 
204,186 

199 
16,062 
107,579 
1 1  9,026 
341,093 
24,725 
24,313 

. .  
' _. 

0 4 . .  . 
0 
0 

203,205 : 
97,819 
69,161 
20,993 

0 

0 6,343 6,343 
128,652 0 
105,394 0 

127,431 127,431 0 .  
11,449 0 11,449 

38,819 38,819 0 .  

51,635 51,635 0 .  

8,430 8,430 0 . . .  
20,729 20,729 0 

21 6 0 21 6 e,  

128,652 
105,394 

0 74,212 74,212 

0 

0 
0 

0 

56,857 56,857 

27,757 27,757 
4,290 4,290 

37,096 37,096 

41,092 21,585 19,507 

2,104,745 1,682,395 422,350 

%- 
6 885 3,441,550 31364*665-=-lL = 0 I -~I 

E$bbrf ((d-fi Schedule No. 2 1 
0 f ) i Q 0 7 %  & 124 Page Of 



GULF UTILITY COMPANY 
TAXABLE INCOME RECONCIUATION 

DECEMBER 31, 1989 
1 ABOVE AND BELOW THE LINE 

INCOME 

GROSS RECEIPTS 
INTEREST 
OTHER INCOME: 
CONNECTION FEES ( 1 ) 
WATER LINES/HYDRANTS/MAlNS/SERVICES 
SEWER MAINSLIFT STATIONS/LINES 

TAP INS & METER INSTALLATIONS 
JETTlNG &JACK & BORE FEES 
PERMITS 

. OMERCIAC 

* AMORIZATION PURCHASED BOND DISCOUNT 
SALES TAX INCOME 
ClAC AMORTIZATION 
OTHER ClAC AMORTIZATION 
RATE CASE AMORTIZATION 
TAX IMPACT FUNDS CIAC 

TOTAL INCOME 

DEDUCTIONS 

OFFICERS COMPENSATI 0 N 
SALARIES &WAGES 

' BAD DEBTS 
RENTS 
TAXES 
INTEREST 
DEPRECIATION 
PENSION & PROFIT SHARING 
EMPLOYEE BENEFIT 

- 

OTHER DEDUCTIONS: 
AMORTIZATION 
PURCHASED WATER & POWER 
CHEMICALS 
MATERIALS & SUPPLES 
CONTRACTUAL SERVICES 
TRANSPORTATION MEALS & ENTERTAINMENT 
INSURANCE 
METERS & METER INSTALLATION 
REGULATORY ASSESSMENT FEE 
SLUDGE REMOVAL 
RATE CASE COSTS . 
SERVlCES - 
LEGAL 
SEWER 

. MISCELLANEOUS AMORTIZATION - 
. MISCELLANEOUS 

TOTAL DEDUCTIONS 

TAXABLE INCOME 

(1) Plant capacity charges 

TOTAL ABOVE BELOW 

1,721,080 1,721,080 
542,547 0 542,547 

1,075,424- 0 1,075,424 
448,269 0 448,269 
646,370 0 646,370 

0 (3,661) 
0 

(3,661) 
72,781 72,781 
6,960 6,960 0 
3,810 3,810 0 

77,247 77,247 0 
0 0 
0 0 0 

149,061 0 149,061 
182 0 182 

0 1,328,581 1,328,581 

6,068,651 1,881,878 4,186,773 

147,746 
246,595 

1,472 
14,343 

325,838 
821,897 
500,549 

0 
91,085 

6,239 
135,091 
132,619 
63,627 

163,145 
12,127 
51,772. 
40,205 

1,800 
4,490- 

0 
29,091 

0 
0 

147,746 
246,595 

14,343 
183,296 142,542 

171,037 650,860 
242,291 258,258 

1,472 0 

0 
91,085 

6,239 0 
135,091 
132,619 
63,627 

163,145 

51 ,773 
40,205 0 

1,800 
4,490 

0 0 
29,091 0 

0 
0 

0 12,127 

29,952 0 29,952 
56,324 43,423 12,901 

2,876,008 1,728,613 1,147,395 

3,192,643 153,265 ' 3,039,378 
r 



GULF UTILITY COMPANY 
TAXABLE INCOME RECONCIUA~ION 

. 'ABOVE AND BELOW THE LINE 
' DECEMBER 31,1990 

INCOME 

GROSS RECEIPTS 
INTEREST 
OTHER INCOME 
CONNECTIONFEES (1) 
WATER UNES/HYDRANTS/MAINS/SERVlCES 
8oNER MAINSLIFT STATIONSlLMES 
OTHER m c  
TAP INS & METER INSTALLATIONS 
JETllNG &JACK & BORE FEES 
PERMITS 
AMORTIZATION PURCHASED BOND DISCOUNT 
SALES TAX INCOME 
ClAC AMORTlZATION 
NET GAIN (LOSS) SECTION 4797 
RATE CASE AMORTIZATION 
TAX IMPACT FUNDS ClAC 

TOTAL INCOME 

DEDUCTIONS 

OFFICERS COMPENSATION 
8ALARIEs WAG& 

' BAD DEBTS 
RENTS 
TAXES 
INTEREST 
DEPRECIATION 
PENSION & PRORT SHARING - 
EMPLOYEE BENEFIT 
OTHER DEDUCTIONS 
AMORTIZATION 
PURCHASED WATER & POWER 
CHEMICALS 
MATERIALS & SUPPLES 
CONTRAClUAL SERVICES 
TRANSPORTATION MEALS & ENTERTAINMENT 

' INSURANCE 
METERS & METER INSTALLATION 

' REGUATaY ASSESSMENT FEE 
SLUDGE REMOVAL 
RATE CASE COSTS 
SERVICES 
LEG4L 
SEWER 
MISCELLANEOUS AMORTIZATION 
MISCEWNEOUS 

TOTAL DEDUCTIONS 

TAXABLE lh'COME 

(11 Plant capacity charges 

... . 
. .  . .  . - .  

TOTAL ABOVE BELOW 

1,923,793 1,923,793 
553,085 0 553,085 

601,827 0 601,827 
468,327 0 468,327 
629,043 0 629,043 

277 0 277 
47.742 47,742 0 
5,640 5,640 0 
1,440 1,440 0 

100,42a 0 100,42a 

77,247 77,247 0 
0 0 0 '  

175 0 175 

1,021,526 0 1,021,526 
0 0 

5,430,550 2,055,862 3,~4,6aa 

165,364 
323,654 

4,519 
4.003. 

297,133 

658,881 
0 

1 12,055 

791,682- 

165,364 
316,384 7,270 ' 

4,519 0 
4,003 

164,349 132,784 
180,266 61 1,416 
262,809 396,072 

0 
112,055 

6,467 6,467 0 
148,731 148,731 
159,397 159,397 
89.841 89,841 

207,895 192,023 16,872' 
15,321 0 15,321 - 
67,191 67,191 

33,469 33,469 . . .. 
5,327 5.327 

36,437 36,437 0 ':.... a ' 

0 0 0 ,, . ~ -  

0 0 0 ' .  

0 0 
0 0 
0 0 

. . 7.. 

. .  

. .  

64,811 53,609 11,202 ". .  

3,192,178 2,002,241 1,189,937 . . 

2.238.37P.. 53,621 2.184.751 :. ... 

. .  



GULF UTILITY COMPANY 
TAXABLE INCOME RECONC I Ll ATION 
ABOVE AND BELOW THE LINE 
DECEMBER 31, 1991 

tNCOME 

GROSS RECEIPTS 
INTEREST 
OTHER INCOME: 
CONNECTION FEES (1 1 
WATER LINES/HYDRANTS/MAINS/SERVICES 
SEWER MA1 N S/LIFT STAT1 ONS/LINES 
OTHER CIAC 
TAP INS & METER INSTALLATIONS 
JETTING & JACK 81 BORE FEES 
PERMITS 
AMORTIZATION PURCHASED BOND DISCOUNT 
SALES TAX INCOME 
CIAC AMORTIZATION 
NET GAIN (LOSS) SECTION 4797 
RATE CASE AMORTIZATION 
TAX IMPACT FUNDS ClAC 

TOTAL INCOME 

DEDUCT1 ON S 

OFFICERS CO M P EN SAT1 0 N 
SALARIES & WAGES 
BAD DEBTS 
RENTS 
TAXES 
INTEREST 
DEPRECIATION 
PENSION & PROFIT SHARING 
EMPLOYEE BEN EFlT 
OTHER DEDUCTIONS: 
AMORTIZATION 
PURCHASED WATER & POWER 
CHEMICALS 
MATERIALS & SUPPLIES 
CONTRACTUAL SERVICES 
TRANSPORTATION MEALS & ENTERTAINMENT 
INSURANCE 
METERS & METER INSTALLATION 
REGULATORY ASSESSMENT FEE 
SLUDGE REMOVAL 
RATE CASE COSTS 
SERVICES 
LEGAL 
SEWER 
MISCELLANEOUS AMORTIZATION 
MISCELLANEOUS 

TOTAL DED UCTlO N S 

TAXABLE tNCOME 

(1) Plant capacity charges 

TOTAL ABOVE BELOW 

2,144,867 2,144,867 
438,540 0 438,540 

485,750 0 485,750 
158,936 0 158,936 
460,OI 1 0 460,011 

629 0 629 
36,366 36,366 
3,360 3,360 
685 685 

32,870 0 32,870 
0 0 

77,247 77,247 
0 0 
0 0 

665,291 0 665,291 
, 

4,504,552 2,262,525 2,242,027 

187,799 
355,017 
3,699 
3,315 

301,505 
980,064 
764,907 

0 
141,914 

187,799 
337,420 17,597 
3,699 
3,315 

244,293 57,212 
481,500 498,564 
234,981 529,92 6 

0 
141,914 

12,247 
3,456 

603 603 
158,022 158,022 
193,533 193,533 
94,804 94,804 
202,440 190,193 
21,681 18,225 
59,309 59,309 
24,575 24,575 
39,205 39,205 
8,703 8,703 

0 
0 
0 
0 
0 

48,880 42,704 6,176 

3,589,975 2,464,797 1,125,178 

914,577 (202,27 2) 1 , 1 16,849 



' GULF UTILITY 
TAXABLE INCOME RECONCILIATION 
SUPPLEMENTAL SCHEDULES 

SAIARIES 81 WAGES 
TOTAL WAGES 

' DISALLOWED WAGES 
ABOVE THE LINE WAGES 

INTEREST EXPENSE 
INTEREST EXPENSE 
INTEREST ALLOWED 

!, 3 

BELOW THE LINE INTEREST EXPENSE 

STATE INCOME TAXES 
ABOVE THE LINE TAX EXPENSE 

Schedule  No. 8 
Page 1 of 2 

MISCELLANEOUS - 
TOTAL PER TAX RETURN 
DIRECTORS FEES 
BUSINESS PROMOTION EXPENSES 

MISCELLANEOUS AMORTIZATION 
PER TAX RETURN 
ENVIROGRO WRITE OFF 
RECALCINING FACILTY WRITE OFF 

KEOHANE COSTS 
ABOVE THE LINE TOTAL 

. OTHER AMORTIZATION 

1987 1988 1989 1990 

195,423 204,186 246,595 323,654 

195,423 204,186 246,595 31 6,384 
(7,270) 

139,944 21 6,845 821,897 791,682 
(1 39,944) (1 19,026) (171,037) ( 180,2661'- 

b 0 97,819 650,860 61 1,416 

(361570) (2031205) (1 83;296) (1 32,7841. 
142,542 164,349 

36,246 41,092 56,324 64,811 
(9,000) (6,000) 0 0 
(8,060) (13,507) (1 2,901) (1 1 ,202y  
19,186 21,585 43,423 53,609 

15,302 21 6 29,952 0 
(20,442) 
(9851 0) 

(21 6) 
(1 5,302) 



GIJLF UTILITY 
TAXABLE INCOME RECONCILIATION 
SUPPLEMENTAL SCHEDULES 

1991 

SALARIES &WAGES 
TOTAL WAGES 
DISALLOWED WAGES 
ABOVE THE LINE WAGES 

TAX EXPENSE 
TOTAL TAXES 
STATE INCOME TAXES 
ABOVE THE'LINE TAX EXPENSE 

MISCELLANEOUS 
TOTAL PER TAX RETURN 
DIRECTORS FEES 
BUSINESS PROMOTION EXPENSES 

355,017 

301,505 

48,880 

(6,176) 
42,704 

S c h e d u l e  No. 8 
Page 2 of 2 



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

NO. 980943-WS 
RDER NO. PSC-98-1626-FOF-WS 

December 7, 1998 

In re: Disposition of 
contribution-in-aid-of- 
construction (CIAC) gross-up 
funds collected by Gulf Utility 
Company in Lee County. 

The following Commissioners participated in the disposition of 
this matter: 

JULIA L. JOHNSON, Chairman 
J .  TERRY DEASON 
SUSAN F. CLARK 

JOE GARCIA 
E. LEON JACOBS, JR. 

NOTICE OF PROPOSED AGENCY ACTION ORDER 
PEOUIRING REFUNDS FOR THE YEARS 1992 THROUGH 1994, 

BUT NO REFUNDS FOR THE YEARS 1995 AND 1996 

BY THE COMMISSION: 

NOTICE is hereby given by the Florida Public Service 
Commission that the action discussed herein is preliminary in 
nature and will become final unless a person whose interests are 
substantially affected files a petition for a formal proceeding, 
pursuant to Rule 25-22.029, Florida Administrative Code. 

BACKGROUND 

Gulf Utility Company (Gulf or utility), is a Class A utility 
providing service to approximately 7,282 water and 2,584 Wastewater 
customers in Lee County. According to its 1997 annual report, the 
utility reported gross operating revenues of $2,068,756 and 
$1,556,271 for water and wastewater, respectively, and net 
operating income of $108,751 for water and net operating income of 
$278,885 for wastewater. 

As a result of the repeal of Section 118(b) of the Internal 
Revenue Code, effective January 1, 1987, contributions-in-aid-of- 
construction (CIAC) became gross income and were depreciable for 
federal tax purposes. Therefore, by Order No. 16971, issued 
December 18, 1986, we authorized corporate utilities to collect the 
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gross-up on CIAC in order to meet the tax impact resulting from the 
inclusion of CIAC as gross income, 

Orders Nos. 16971 and 23541, issued December 18, 1986 and 
October 1, 1990, respectively, require that utilities annually file 
information which would be used to determine the actual state and 
federal income tax liability directly attributable to the CIAC. 
The information would also determine whether refunds of gross-up 
would be appropriate. These orders also required that all gross-up 
collections for a tax year, which are in excess of a utility's 
actual tax liability for the same year, should be refunded on a pro 
rata basis to those persons who contributed the taxes. However, 
the Small Business Job Protection Act of 1996 (The Act), which 
became law on August 20, 1996, provided for the non-taxability of 
CIAC collected by water and wastewater utilities effective 
retroactively for amounts received after June 12, 1996. 

The disposition of gross-up funds collected by the utility for 
1987-1991 was handled in Docket No. 930216-WS, Order No. PSC-95- 
0508-FOF-WS, issued April 25, 1995. The purpose of this Order is to 
address the disposition of gross-up funds collected by the utility 
for 1992-1996. 

PEFUND REOUIREMENT 

In compliance with Orders Nos. 16971 and 23541, Gulf filed its 
1992-1996 annual CIAC reports regarding its collection of gross-up. 
By letter dated October 6, 1998, our staff submitted preliminary 
refund calculation numbers to the utility. On October 21, 1998, 
the utility filed a response indicating that it agreed with our 
staff's preliminary calculations, and that a refund of $40,469 was 
appropriate for 1992-1996. . I  

We have calculated the gross-up required to pay the tax 
liability resulting from the collection of taxable CIAC by 
grossing-up the net taxable CIAC amount, in accordance with the 
method adopted in Order No. PSC-92-0961-FOF-WS. Our calculations, 
taken from the information provided by the utility in its gross-up 
report, are reflected on the schedule attached to this Order. A 
summary of the 1992 through 1996 refund calculation follows. 

1992 
The utility's 1992 CIAC report indicates that the utility was 

in a taxable position on an above-the-line basis prior to the 
inclusion of 
taxable CIAC 
of $528,301 

taxable CIAC and gross-up. Therefore; all of the 
The report indicates a total 

in taxable CIAC was received, with $4,886 being 
received would be taxed. 
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deducted for the first year's depreciation. Using the 37.63 
percent combined marginal federal and state tax rate as provided in 
the 1992 CIAC Report, and applying this rate to the net $523,415, 
we calculate an income tax effect of $196,961. When this amount is 
multiplied by the expansion factor for gross-up taxes, the amount 
of gross-up required to pay the tax effect on the CIAC is 
calculated to be $315,794. The utility collected $321,518 of 
gross-up monies; therefore, a refund of $5,724 is required. This 
amount does not include accrued interest which must be refunded 
from December 31, 1992 through the date of the refund. 

The utility's 1993 CIAC report indicates that the utility was 
in a taxable position on an above-the-line basis prior to the 
inclusion of taxable CIAC and gross-up. Therefore, all of the 
taxable CIAC received would be taxed. The report indicates a total 
of $957,765 in taxable CIAC was received, with $18,803 being 
deducted for the first year's depreciation. Using the 37.63 
percent combined marginal federal and state tax rate as provided in 
the 1993 CIAC Report, and applying this rate to the net $938,962, 
we calculate an income tax effect of $353,331. When this amount is 
multiplied by the expansion factor for gross-up taxes, the amount 
of gross-up required to pay the tax effect on the- CIAC is 
calculated to be $566,508. The utility collected $578,151 of 
gross-up monies; therefore, a refund of $11,643 is required. This 
amount does not include accrued interest which must be refunded 
from December 31, 1993 through the date of the refund. 

The utility's 1994 CIAC report indicates that the utility was 
in a taxable position on an above-the-line basis prior to the 
inclusion of taxable C I A C  and gross-up. Therefore, all of the 
taxable CIAC received would be taxed. The report indicates a total 
of $1,469,031 in taxable CIAC was received, with $38,301 being 
deducted for the first year's depreciation. Using the 37.63 
percent combined marginal federal and state tax rate as provided in 
the 1994 CIAC Report, and applying this rate to the net $1,430,730, 
we calculate an income tax effect of $538,384. When this amount is 
multiplied by the expansion factor for gross-up taxes, the amount 
of gross-up required to pay the tax effect on the CIAC is 
calculated to be $863,210. The utility collected $886,312 of 
gross-up monies; therefore, a refund of $23,102 is required. This 
amount does not include accrued interest which must 
from December 31, 1994 through the date of the refund 

be refunded 
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The refunds, for the years 1992-1994 shall be completed within 
6 months of the effective date of this Order. Within 30 days from 
the date of the refund, the utility shall submit copies of canceled 
checks, credits applied to monthly bills or other evidence that 
verifies that the utility has made the refunds. Within 30 days 
from the date of the refund, the utility shall also provide a list 
of unclaimed refunds detailing contributor and amount, and an 
explanation of the efforts made to make the refund. 

The utility's 1995 CIAC report indicates that the utility was 
in a taxable position on an above-the-line basis prior to the 
inclusion of taxable CIAC and gross-up. Therefore, all of the 
taxable CIAC received would be taxed. The report indicates a total 
of $1,110,304 in taxable CIAC was received, with $35,635 being 
deducted for the first year's depreciation. Using the 37.63 
percent combined marginal federal and state tax rate as provided in 
the 1995 CIAC Report, and applying this rate to the net $1,074,669, 
we calculate an income tax effect of $404,398. When this amount is 
multiplied by the expansion factor for gross-up taxes, the amount 
of gross-up required to pay the tax effect on the CIAC is 
calculated to be $648,385. The utility collected $617,226 of 
gross-up monies; therefore, no refund is required for 1995. 

' 

1996 

The utility's 1996 CIAC report indicates that the utility was 
in a taxable position on an above-the-line basis prior to the 
inclusion of taxable CIAC and gross-up. Therefore, all of the 
taxable CIAC received would be taxed. The report indicates a total 
of $546,906 in taxable CIAC (through June 12, 1996) was received, 
with $8,235 being deducted for the first year's depreciation. Using 
the 37.63 percent combined marginal federal and state tax rate as 
provided in the 1996 CIAC Report, and applying this rate to the net 
$538,671, we calculate an income tax effect of $202,702. When this 
amount is multiplied by the expansion factor for gross-up taxes, 
the amount of gross-up required to pay the tax effect on the CIAC 
is calculated to be $324,999. The utility collected $320,647 of 
gross-up monies; therefore, no refund is required for 1996. 

CLOSING OF DOCKET 

Upon expiration of the protest period, if a timely protest is 
not received from a substantially affected person, this docket 
shall remain open pending completion and verification of the 
refunds. The docket may be administratively closed upon our 



ORDER NO, PSC-98-1626-FOF-WS 
DOCKET NO. 980943-WS 
PAGE 5 

staff's verification that the refunds have been made, and there are 
no unclaimed refunds. 

Based on the foregoing, it is 

ORDERED by the Florida Public Service Commission that Gulf 
Utility Company shall refund excess gross-up of contributions-in- 
aid-of-construction in the amounts of $5,724 for 1992, $11,643 for 
1993, and $23,102 for 1994. It is further 

ORDERED that no refunds are required for 1995 and 1996. It is further 

ORDERED that the provisions of this Order, issued as proposed 
agency action, shall become final and effective unless an 
appropriate petition, in the form provided by Rule 28-106.201, 
Florida Administrative Code, is received by the Director, Division 
Of Records and Reporting, 2540 Shumard Oak Boulevard, Tallahassee, 
Florida 32399-0850, by the close of business on the date set forth 
in the "Notice of Further Proceedings or Judicial Review" attached 
hereto. It is further 

ORDERED that the schedule attached to this Order is 
incorporated into and made a part of this Order. It is further 

ORDERED that the refunds shall be carried out as set forth in 
the body of this Order. It is further 

ORDERED that Gulf Utility Company shall refund accrued 
interest from December 31, 1992, for the 1992 refund, from December 
31, 1993, for the 1993 refund, and from December 31, 1994, for the 
1994 refund, through the date of refund, for gross-up of 
contributions-in-aid-of-construction collected in excess of the tax 
liability. It is further 

ORDERED that, pursuant to Orders Nos. 16971 and 23541, all refund amounts shall be refunded on a pro rata basis to those 
persons who contributed the funds. It is further 

ORDERED that the refunds required herein shall be completed 
within six months of the effective date of this Order, and that 
Gulf Utility Company shall submit copies of canceled checks, 
credits applied to monthly bills or other evidence verifying that 
the refunds have been made within 30 days of completion of the 
refund. It is further 

ORDERED that within 30 days of completion of the refund, Gulf 
Utility Company shall provide a list of unclaimed refunds detailing 
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the contributor and the amount, and an explanation of the efforts 
made to make the refunds. It is further 

ORDERED that the docket shall be administratively closed upon 
expiration of the protest period, if no timely protest is filed by 
a substantially affected person, and upon our staff’s verification 
that the refunds have been made, and there are no unclaimed 
refunds. 

By ORDER of the Florida Public Service Commission this 7th 
day of pecember, 3998. 

BLANCA S .  BAYO, Director 
Division of Records and Reporting 

By: S /  K av Flvnn 
Kay Flynn, Chief 
Bureau of Records 

This is a facsimile copy. A signed 
copy of the order may be obtained by 
calling 1-850-413-6770. 

( S E A L )  

RRJ 

., 
NOTICE 0 F FURTHER PROC EEDINGS 0 R JUDICI AL REVIEW 

The Florida Public Service Commission is required by Section 
120.569(1), Florida Statutes, to notify parties of any 
administrative hearing or judicial review of Commission orders that 
is available under Sections 120.57 or 120.68, Florida Statutes, as 
well as the procedures and time limits that apply. This notice 
should not be construed to mean all requests for an administrative 
hearing or judicial review will be granted or result in the relief 
sought. 

Mediation may be available on a case-by-case basis. If 
mediation is conducted, it does not affect a substantially 
interested person’s right to a hearing. 

The action proposed herein is preliminary in nature. Any 
person whose substantial interests are affected by the action 
proposed by this order may file a petition for a formal proceeding, 
in the form provided by Rule 28-106.201, Florida Administrative 
Code. This petition must be received by the Director, Division of 

&h I hi+ W - 1 3  
p a  & * O W  
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Records and Reporting, 2540 Shumard Oak Boulevard, Tallahassee, 
Florida 32399-0850, by the close of business on December 28. 1998. 

In the absence of such a petition, this order shall become 
effective on the day subsequent to the above date. 

Any objection or protest filed in this docket before the 
issuance date of this order is considered abandoned unless it 
satisfies the foregoing conditions and is renewed within the 
specified protest period. 

If this order becomes final and effective on the date 
described above, any party substantially affected may request 
judicial review by the Florida Supreme Court in the case of an 
electric, gas or telephone utility or by the First District Court 
of Appeal in the case of a water or wastewater utility by filing a 
notice of appeal with the Director, Division of Records and 
Reporting and filing a copy of the notice of appeal and the filing 
fee with the appropriate court. This filing must be completed 
within thirty (30) days of the effective date of this order, 
pursuant to Rule 9.110, Florida Rules of Appellate Procedure. The 
notice of appeal must be in the form specified in Rule 9.900(a) , 
Florida Rules of Appellate Procedure. 

Gulf Utilit Com any 
SOURCE: ( ~ i X e  re5erences are from 

1992 1993 *I994 B 
1Form 1120, Ljne 30 (Line 15) 

578,151 1866,312 2Less CIAC (Line 7) 
3 Less Gross-up Collected (Line 321,518 4Add First Year's Depr on CIAC 4,886 18 , 803 38 , 301 

$ [ g 8 $ ; $ 6 ;  8 $ 1 [957,j65 678 5; $ 215402468 $ 

5 Add/Less Other Effects (Lines (2 1 347) (4,984) (4 1 348) m 
6 
7Adjusted Income Before CIAC and $ 145,26i $ 156,469 $ 182,211 $ 
8 
9Taxable CIAC (Line 7) 
1Less first years depr. (Line 8) 
1 
1 Ad 'usted Income After CIAC 
;Lezs: NOL Carry Forward 

528 01 9 7 7 5 1 469 03 

668,683 
8 ( 4 , d 6 )  8 (lf,sof) 8 (38,361) 8 

ItO95,4j 8 1,612,9g 8 L W  8 . o f  - 
1 
1Net Income tax on CIAC 
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- 1 L e s s  I T C  R e a l i z e d  0 0 0 0 0 
4 

2 2 N e t  Expansion Inqome Factor Tax for gross-up $ 1.6033349% 196 96i 1.6033349% 353 331 1.6033349% 538 38i 1.6033349% 404 39i 1.603334936 202 702 
2 
2 G r o s s - u  R e  uired to pa tax $ 315,794 $ 566,SOS $ 863,216 $ 648,385 $ 324 999 
? L e s s  CFAC cross-up collected (321,518 (578,151 (886,312 (617,226 (320, b47) 

- - 4,352 - 
2 T O T A L  YEARLY REFUND $ (5,724) $ (11,643) $ (23,102) $ O $  0 

- $ (5,724) $ (11,643) $ (23,102) $ 31,155 $ - - - 2 ( O V E R )  OR UNDER COLLECTION 
2 

I- 

$& 



Cronin, Jackson, Nixon & Wilson 
CER TINED PUBLIC A CCOUNTA NTS, P. A. 

JAMES L CARLSTEDT. C.P.A. 
JOHN H. CRONIN, JR, C.P.A. 
ROBERTH. JACKSON, C.P.A. 
BRENDA W. McBARRON, C.P.A. 
ROBERT C. NIXON, C.P.A. 
HOLL Y M. TO WNER, C. P. A. 
JAMES L WILSON, C.P.A. 

2560 GULF-TO-BAY BOULEVARD 
SUJTE 200 

CLEAR WATER, FLORIDA 346254419 
(813) 791-4010 

TELECOPIER 
(813) 797-3602 

March 29, 1994 

Officers and Directors 
Gulf Utility Company 

As requested, we have prepared the accompanying Special Report 
of Gulf Utility Company, consisting of Schedules No. 1 through No. 
6 .  This report is intended solely for use in fulfilling certain 
reporting requirements related to collection of tax impact charges 
on contributions in aid of construction, for the year ended 
December 31, 1992, to be filed with the Florida Public Service 
Commission. We have not audited or reviewed this Special Report and 
express no opinion or any other form of assurance on it. @-++,v- 

CRONIN, JACKSON, NIXON & WILSON 



Gulf Utility Company 
Schedule of Above and Below the Line Taxable Income 

Tax Year Ended December 31 , 1992 
(unaudited) 

Above the line taxable income 
1 Gross receipts/sales 
t Meter, tap fees and miscellaneous ClAC not 

J Deductions: 

7 subject to gross-up 

Compensation of officers 
Salaries and wages 
Bad debts 

.. Rents 
Taxes 
interest (Schedule No. 3) 
Depreciation (Schedule No. 5) 
Employee benefrts 
Other deductions excluding amortization, meals 

and entertainment, and engineering 

y Above the line income before CIAC 

<IAC: Taxable ClAC 
Gross-up collections 

Total above the line income 

Below the line taxable income floss) 
income: 

interest income 

Deductions: 
Amortization of bond issue costs 
Taxes 
Interest (Schedule No. 3) 
Depreciation (Schedule No. 5) 
Other deductions: 

Miscellaneous amortization 
Meals and entertainment 
Engineering 

Tohl below the line loss 

Total taxable income 

$ 2,618,804 

43,487 

2,662,291 
184,221 
317,332 

2,690 
3,952 

271,261 
522,513 
302,298 
166,388 

738,789 
2,509,444 

152,847 

528,301 
321,518 
849,819 

1,002,666 

$ 343,591 

6 , U  
19,398 

435,289 
477,964 

603 
2,045 

22,040 
963,683 

(620,092) 



JAMES L CARLSTEDZ C.P.A. 
JOHN H. CRONIN, JR.# C. P.A. 

BRENDA W. McBA RRON, C. P.A. 
ROBERT C. NIXON, C. P.A. 
HOLLY M. TOWNER C.P.A. 
JAMES L WILSON, C.P.A. 

ROBERT ti. JACKSON, C.P.A.  

Cronin, Jackson, Nixon & Wilson 
' CERTIFIED PUBLIC ACCOUNTANTS, P . A .  

.. 

2560 GL'LF-TO-BA Y B O U L E V A R D  
SUITE 200 

(813) 7914020 
TEL ECO PI E R 

CLEAR WA TER, FLORIDA 34625-4419 

(813) 797-3602 

September 26, 1994 

Officers and Directors 
Gulf Utility Company 

As requested, we have prepared the accompanying Special Report 
of Gulf Utility Company, consisting of Schedules No. 1 through 
No. 6. This report is intended solely for use in fulfilling 
certain reporting requirements related to collection of tax impact 
charges on contributions in aid of construction for the year ended 
December 31, 1993, to be filed with the Florida Public Service 
Commission. We have not audited or reviewed this Special Report 
and express no opinion or any other form of assurance on it. 

C R O N I N ,  J A C K S O N ,  N I X O N  & W I L S O N  



Line 
No. 

7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 

Gulf Utility Company 
Schedule of Above and Below the Line Taxable Income 

For the Year Ended December 31, 1993 

Fbove the line taxable income 
Income: 

4 
Operating revenue (line IC) $2,821 , 54 1 
Meter, tap fees, and miscellaneous CIAC 

40,490 
2,862,031 

T o  r3 not subject to gross-up (1) 

Deductions: 
Compensation of officers (line 12) 
Salaries and wages (line 13c) 
Bad debts (line 15) 
Rents (line 16) 
Taxes (line 17) (2) 
Interest (line 18, Schedule No. 3) 
Depreciation (line 21b, Schedule No. 4) 
Employee benefit programs (line 25) 
Other deductions (line 26, Schedule No. 5) 

18 Above the line income before CIAC 
19 CIAC : 
20 Taxable CIAC 
21 Gross-up collections 
22 

230,264 
294,390 

1,994 
3,479 

288 , 534 
483 , 329 
278,462 

846,178 
2,578 I 317 

151,687 

283,714 

957,765 
578,151 

1,535,916 

1,819,630 23 Total above the line income 

24 Below the line income (loss) 
25 Income: 
26 Interest (line 5) 
27 Capital gains (line 8 )  
2 8  

324,704 
36,037 

360,741 

29 Deductions: 

32 Depreciation (line 21, Schedule No. 4) 435,858 

30 Taxes (line 17) (2) 56,980 
31 Interest (line 18, Schedule No. 3) 557,030 

33 Other deductions (line 26, Schedule No. 5) 103 , 277 
34 Amortization of acquisition adjustment (line lo) 8,904 
35 1 162,049 

36 Total below the line loss (801,308) 

37 Total taxable income $1,018,322 

Schedule No. 2 
Page 1 of 2 

A A O P  an rS 17. 
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Line 
No. 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 

a 

18 

22 

Gulf Utility Company 
Above and Below the Line "Other Deductionst1 

For the Year Ended December 31, 1993 

pescriDtion: 
Fuel for power produced 
Purchased power 
Chemicals 
Material and supplies 
Contractual services - 
"engineering 

Contractual services - 
accounting 

Contractual services - legal 
Contractual services - other 
Sludge removal 
Transportation expense 
Insurance 
Regulatory expense 
General expense 
Meter services 
Gross-up refunds 
Engineering development 
Meals and entertainment (80%) 
Amortization (franchise fee) 

Total Above Below 
0 the r It  the the 

peductions Line 1,ine 

$ 323 
199,230 
iai,oo5 
77,984 

$ 323 
199,230 
i8i1005 
77,984 

3 , 370 
28,100 

12 , 625 
19,254 
81,065 

21,945 
58 , 502 

138,439 

18,431 

$ 89,373 
11,827 
2 I 077 

154 

S 949,455 $846,178 $103,277 



JAMES L. CARLSTEDT C.RA. 
JOHN H. CRONIN, JR., C.RA. 
ROBERTH. JACKSON, C J A .  
ROBERT C. NIXON, CPA. 
HOLLY M .  TOWNER, C.RA. 
JAMES L WILSON, C.??A. 

Cronin, Jackson, Nixon & Wilson 
C E R TI FI E D PI/ BLIC A CCO U N TA h TS. P. A .  

2560 GULF-TO-BAY BOULEVARD 
SUITE 200 

CLEARWATER, FLORIDA 3 4 6 2 5 4 1 9  
(813) 791 -4020 
FA CSIMI L E 
(813) 797-3602 

November 15, 1995 

Officers and Directors 
Gulf Utility Company 

As requested, we have prepared the accompanying Special Report 
of 'Gulf Utility Company, consisting of Schedules No. 1 through 
No, 6. This report is intended solely for use in fulfilling 
certain reporting requirements related to collection of tax impact 
charges on contributions in aid of construction for the year ended 
December 31, 1994, to be filed with the Florida Public Service 
Commission. We have not audited or reviewed this Special Report 
and express no opinion or any other form of assurance on it. 

-/!/&A 
CRONIN, JACKSON, NIXON & WILSON 



* f )  

Gulf Utility Company 
Schedule of Above and Below the Line Taxable Income 

For the Year Ended December 31, 1994 -90 9 3  
/ Q < ) b R +  

1 0 7 . 1 . 9  W 
Line 
No. 

1 
2 Income: 

Operating revenue (line IC) 
Rate case amortization (line 10) 
Meter, tap gees, and miscellaneous CIAC 
not subject to gross-up (Note 1) - 

$3,065,578 
17 , 038 
65,168 

3,147,784 

8 
9 
10 
11 
12 
13 
14 
15 
16 
17 

Deductions: 
Compensation of officers (line 12) 
Salaries and wages (line 13c) 
Rents (line 16) 
Taxes (line 17) (Note 2) 
Interest (line 18, Schedule No. 3) 
Depreciation (line 21b, Schedule No. 4) 
Employee benefit programs (line 25) 
Other deductions (line 26, Schedule No. 5) 

241,893 
373,796 

3,428 
299,695 
479 , 511 
314,766 
180,624 

1,030,847 
2,924,560 

Above the line income before CIAC 18 223,224 

19 
20 
21 
22 

CIAC: 
Taxable CIAC (line 10) 
Gross-up collections (line lo) 

1,469,031 
886,312 

2,355,343 

Total above the line income 23 2,578,567 

24 
25 
26 
27 
28 
29 

Below the line income (loss) 

. . Interest (line 5) 
Income : 

Engineering and prior years' amortized 
gross-up (line 10) 

329 , 908 
31,272 

361,180 

30 
31 
32 
3 3  
34 
35 
3 6  

Deductions: 
Taxes (line 17)(Note 2) 
Interest (line 18, Schedule No. 3) 
Depreciation (line 21, Schedule No. 4) 
Other deductions (line 26, Schedule No. 5) 
Amortization of acquisition adjustment (line 10) 

104 , 323 
484,926 
500,579 
19,612 
8,904 

1,118.344 

37 Total below the line loss 1757,164) 

38 Total taxable income _$1,82L403 

Schedule No. 2 
Page 1 of 2 



Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 

14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

24 

Gulf Utility Company 
Above and Below the Line "Other Deductions1! 

For the Year Ended December 31, 1994 

pescriDtion: 
Purchased water 
Sludge Removal 
Fuel for power produced 
Purchased power 
Chemica 1 s 
Material and supplies 
Contractual services: 
Engineering 
Accounting 
Legal 
Other 

Total Above Below 
0 t h er the the 

Deductions Line Line 

$ 7 , 704 
28 , 123 

154 
194,345 
165 , 952 
94 , 370 
6,936 

43 , 203 
16 , 552 

173,790 
240,481 

$ 7 , 704 
28,123 

154 
194 , 345 
165 , 952 
94 , 370 
6,936 

43 , 203 
16 , 552 

173,790 
240,481 

Transportation expense 30,112 30,112 
Insurance 80,143 80,143 
Regulatory and general expense 81,805 81,805 
Amortization - engineering and 
permits 9 , 117 $ 9,117/ 

Meter services 107 , 658 107 , 658 - 
Construction period interest 1,261 1,261 
Gross-up refunds 7,363 7 , 363 
Amortization (franchise fee) . 154 154 
50% of Meals and entertainment 1,717 1,717, 

$1,030,847 $ 19,612 

Schedule No. 5 



JAMES L. CARLSTEDf C . M .  
JOHN H.  CRONIN, JR., C.R.4. 
ROBERT H.  JACKSON, C.PA 
ROBERT C. NIXON, C J A .  
HOLLY M. TOWNER, CJA.  
JAMES L. WlLSON, C J A .  

1. 

Cronin, Jackson, Nixon & Wilson 
CER TINED PUBLIC A CCOU N TA N TS, P. A .  

2560 GULF-TO-BAY BOULEVARD 
SUITE 200 

CLEARWATER, FLORIDA 34625419 
(813) 791-4020 
FACSlMlLE 
(813) 797-3602 

December 13, 1996 

Officers and Directors 
Gulf Utility Company 

As requested, we have prepared the accompanying Special Report 
of Gulf Utility Company, consisting of Schedules No. 1 through 
No. 6 .  This report is intended solely for use in fulfilling 
certain reporting requirements related to collection of tax impact 
charges on contributions in aid of construction for the year ended 
December 31, 1995, to be filed with the Florida Public Service 
Commission. We have not audited or reviewed this Special Report 
and express no opinion or any other form of assurance on it. 

CRONIN , JACKSON, NIXON & WILSON 



Line 
No. 

8 
9 
10 
11 
12 
13 
14 
15 
16 
17 

Gulf Utility Company 
Schedule of Above and Below the Line Taxable Income 

For the Year Ended December 31, 1995 
j>,!bd A I 5 ,by /?dH 
8L%, $5 7 ’? d *”” 
337v5 - UT713 e 

@eve the line taxable income 
Income : 
Operating revenue (line IC) 
Rate case amortization (line 10) 
Meter, tap fees, and miscellaneous CIAC 
not subject to gross-up (Note 1) 

Deductions: 
“Compensation of officers (line 12) 
Salaries and wages (line 13c) 
Rents (line 16) 
Taxes (line 17)(Note 2) 
Interest (line 18, Schedule No. 3) 
Depreciation (line 21b, Schedule No. 4) 
Employee benefit programs (line 25) 
Other deductions (line 26, Schedule No. 5) 

55. oaa 
3,307,175 

290,759 
397 , 855 
13,601 

331,814 
528 , 101 
425,027 

1,087,709 
3,293,211 

218 , 345 

18 Above the line income before CIAC 13,964 

19 CIAC: 
20 Taxable CIAC (line 10) 
21 Gross-up collections (line 10) 
22 

1,110,304 
617,226 

1,727,530 

23 Total above the line income 1,741,494 

24 Below the line income ( l o s s )  
25 Income: 
26 . Interest (line 5) 
27 Engineering and prior years’ amortized 
28 gross-up (line 10) 
29 

353 , i i a  

40,345 
393,463 

30 Deductions: 
31 Taxes (line 17)(Note 2) 62 , 106 
32 Interest (line 18, Schedule No. 3) 387,663 
33 Depreciation (line 21, Schedule No. 4) 557 I 714 

8,904 
34 
35 Amortization of acquisition adjustment (line io) 
36 1,032,155 

Other deductions (line 26, Schedule No. 5) 15,768 

37 Total below the line loss 1638,692) 

38 Total taxable income $1,102.802 

Schedule No. 2 



Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 

13 
14 
15 
16 
17 
18 
19 
20 
21 
22 

23 

Gulf Utility Company 
Above and Below the Line "Other Deductionstt 

For the Year Ended December 31, 1995 

pescriDtion: 
Sludge removal 
Purchased power 
Fuel for power produced 
Chemicals 
Material and supplies 
contractual services: 
Engineering 
Accounting 
Legal 
Other 

Transportation expense 
Insurance 
Regulatory and general expense 
Amortization - engineering and 
permits 

Meter services 
Construction period interest 
Gross-up refunds 
Amortization (franchise fee) 
50% of Meals and entertainment 

Total Above Below 
0 th er It the the 

Deduct ions Line Line 

$ 67,759 
209 , 977 

646 
164 I 8 5 1  
96,817 

17 , 430 
41,670 
36 , 931 

176,937 
272,968 

23,035 
81,945 
80 , 874 
9 , 117 

88 , 837 
1,261 
3 , 208 

154 
2,028 

$ 67,759 
209 , 977 

646 
164 , 851 
96 , 817 
17 , 430 
41,670 
36 , 931 

176,937 
272,968 

$ 9,117 
8 8  , 837 

1,261 
3 , 208 

154 
2,028 

$1,103,477 $1,087,709 S 15,768 



JAMES L. CARLSTEDT C P A .  
JOHN H .  CRONIN. JR.? C.PA. 
ERIC M. DOAN, C.PA. 
ROBERT H .  JACKSON, C.PA. 
BRENDA HI McBARRON, C J A .  
ROBERT C. NIXON, C.PA 
TRACY A. RIZZO, C .PA 
HOLLY M. TOWNER, C.PA. 
JAMES 1. WILSON, C P A .  

Cronin, Jackson, Nixon & Wilson 
CERTIFIED PUBLIC ACCOUNTANTS,  P.A.  

2560 GULF-TO-BAY BOULELARD 
SUITE 200 

CLEARWATER. FLORIDA .7.776.(419 
(813) 7 9 1 4 2 0  
FA CSIMIL E 
(813) 797-3602 

February 2 4 ,  1998 

Officers and Directors 
Gulf Utility Company 

As requested, we have prepared the accompanying Special Report 
of Gulf Utility Company, consisting of Schedules No. 1 through 
No. 6. 

This report is intended solely for use in fulfilling certain 
reporting requirements related to collection of tax impact charges 
on contributions in aid of construction for the year ended 
December 31, 1996, to be filed with the Florida Public Service 
Commission. 

We have not audited or reviewed this Special Report and 
express no opinion or any other form of assurance on it. 



Line 
No. 

1 
2 
3 
4 
5 

- 

6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 

Gulf Utility Company 2 3 5 7 9  
Schedule of Above 8 Below the Line Taxable Income (Loss) 

For the Year Ended December 31,1996 
(Unaudited) 

37017 - I / O W  -- 

Above the line taxable income 
Income: 

Gross receiptdsales (Line 1 c) 5 

Meter, tap fees 8 miscellaneous ClAC not subject to gross-up (Note 1) 

Deductions: 
Compensation of officers (Line 12) 
Salaries 8 wages (Line 13) 
Rents (Line 16) 
Taxes 8 licenses (Line 17)(Note 2) 
Interest (Line 18)(Schedule No. 3) 
Depreciation (Line 21 b)(Schedule No. 4) 
Employee benefit programs (Line 25) 
Other deductions (Line 26)(Schedule No. 5) 

Above the line loss before ClAC 

$ 3,344,627 
31,447 

3,376,074 

179,661 
517,297 
59,565 

349,313 
567,724 
344,581 
232.722 

1,101,337 
3,352,200 

23.874 

17 
18 
19 
20 

CIAC: 
Taxable ClAC (Line 10) 
Gross-up collections (Line 10) 

546,906 
320,647 
867.553 

21 

22 
23 
24 
25 
26 
27 

28 
29 
30 
31 
32 
33 
3 4  

35 

36 

Above the line taxable income 

Below the line taxable loss 
Income: 

Interest (Line 5) 
Amortzation of engineering 8 prior years gross-up (Line 10) 
l a x  loss on disposal of assets 

Deductions: 
Officers salary (Mann) 
Taxes & licenses (Line 17)(Note 2) 
Interest (tine 1 B)(Schedule No. 3) 
Depreciation (Line 21 b)(Schedule No. 4) 
Other deductions (tine 26)(Schedule No. 5) 

Below the line taxable loss 

Net taxable loss 

891,427 

247,960 
52,815 

(32,3 12) 
268,463 

29,856 
5,720 

348,474 
797,209 
188,343 

1,369,602 

(1.1 01.1 39) 

$ (2 09,7 1 2) 



Line 
No. 

7 
8 
9 
10 
11 
12 
13 

14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

24 

25 

Gutf Utility Company 
Above & Below the Line Other Deductions 
For the Year Ended December 31, 1996 

(Unaudited) 

Sludge removal 
Purchased power 
Fuel for power purchased 
Chemicals 
Materials & supplies 

Contractual sewices 
.. 

Engineering 
Accounting 
Legal 
Testing 
Other 

Transportation expense 
Insurance expense 
Regulatory 8 general expense 
Amortization of debt issue costs 
Meter sewices 
Construction period interest 
Amortization - engineering & permits 
Rate case costs 
Amortization of franchise fees 
50% of meals 8 entertainment 

Total 
"Other" Above Below 

Deductions the Line the Line 

$ 45,196 $ 45,196 
243,909 243,909 

332 332 
185,084 155,541 $ 29,543 (1) 
122,263 122,263 

24,947 24,947 
42,589 42,589 
24,587 24,587 
85,236 85,236 

108,729 108,729 
286.088 286,088 

22,321 
74,250 
74,456 

8,517 
68,464 

1,261 
58,170 
97,730 

154 
1,485 

22,321 
74,250 
74,456 

8,517 
68,464 

1,261 
58,170 
97,730 

154 
1,485 

$ 1,289,680 $ 1,101,337 $ 188,343 

Note (1): Remove chemicals for corrosion control disallowed in Order No. PSC-97-1544-FOF-WS 



BEFORE TftE FLORIDA PUBLIC SERVICE COMMISSION 

In Re: Disposition of ) DOCUET NO. 910158-SU 
Contributions-in-Aid-of- ) ORDER NO. PSC-94-0443-FOF-SU 
Construction (CIAC) Gross-UP ) ISSUED: April 13, 1994 
Funds Collected by NORTB FORT ) 
HYERS UTILITY, INC. in Lee 1 
County ) 

1 

The following C d s s i o n e r s  participated i n  the disposition of 
this matter: 

J .  TERRY DEASON, Chairman 
SUSAN P. C W  

JULIA L. JOHNSON 
DIANE X. XIESLING 
LUIS J. WUREDO 

or ~ ~ ~ p o s e o  
ORDER FIND1 NG REFWD NOT BEQYJ BGP 

NOTICE IS EEREBY dIWh8 by the Florida Public Service 
Conmission that the action discussed herein is preliminary in 
nature and will become final unless a person whose interests are 
adversely affected files a petition for a formal proceeding, 
pursuant to Rule 25-22.029, Florida Administrative Code. 

l!a&Kmd 

The repeal of Section 118(b) of the Internal Revenue Code 
(IRC) resulted in making contributions-in-aid-of-construction 
(CrAc) gross income and depreciable for federal tax purposee. By 
Order No. 16971, issued Dacenber 18, 1986, this Conmission 
authorized corporate utilities to collect a CIAC tax gross-up in 
order for those utilities to pay the tax liability resulting from 
their receipt of CIAC. 

In Order NO. 23541, the C d s s i o n  determined that any water 
and wastewater utility already collecting the gross-up on CIAC and 
wishing to continue collecting the gross-up, had to file a petition 
for approval with the Codssion on or before October 29, 1990. 
North Fort Hyers filed for authority to continue to gross-up on 
December 27, 1990. By Order No. PSC-92-0251-?0f-SU, issued April 
27, 1992, North Fort Uyers was granted authority to continue to 
gross-up using the full gross-up formula. 

ORDER NO. PSC-94-0443-FOF-SU 
DOCKET NO. 940158-SU 
PAGE 2 - 

By Orders Nos. 16971 and 23541, we required utilities which b 
gross-up to file annually the information needed for (1) a 
determination of the utility's state and federal income tax 
liability directly attributable to receipt of CIAC for that year 
and (2) a determination of whether a refund of gross-up charges 
collected during that year is appropriate. These orders required 
that a utility refund on a pro rata basis the gross-up charges 
collected each year which exceeded the utility's actus1 above-the- 
line tax liability sttributable to CIAC for the same year. 

By Proposed Agency Action (PAA) Order No. PSC-92-0961-FOP-US, 
issued September 9, 1992, as armndedby Order No. PSC-92-0961A-FOP- 
US, issued Septembez 14, 1992, we clarified the refund calculation 
provisions of Order3 Nos. 16971 and 23541. No protest to that PAA 
Order was filed, sc the action taken therein became final. 

North Fort Hyers is a class B wastewater utility providing 
wastewater service to 2,556 customers in Lee County. According to 
its 1992 annual report, North Fort Hyers had $686,547 in operating 
revenue and a net operating loss of $204,452 for the wastewater 
system. 

Befund u-w For T w  1990 -0 uoh 1991 

In compliance with Order No. 16971, North Fort Hyera filed 
annual CIAC gross-up reports for 1990 through 1991. Using North 
Fort Hyers' annual gross-up reports, we have made a refund 
calculation for each cf the years North Fort Hyers collected CIAC 
and the gross-up, 1990-1991. and we find that no refunds are due. 
our calculations are reflected on Schedule No. 1, which is attached 
hereto and by reference incorporated herein. A cumnary of each 
year's calculation follows. 

LpeQ 

North Fort Hyers' 1990 CIAC report indicates that the utility 
was in a taxable position on an above-the-line basis prior to the 
inclusion of taxable CIAC and gross-up. North Fort Hyers' 1990 
CIAC report indicatss that a total of $109,206 in CIAC gross-up 
charges was collected, and the first year's depreciation on the 
CIAC was $10,608 associatedwith $282,885 in taxable CIAC. We used 
the 37.63a combined federal and state tax rates to calculate the 
net income tax on CIAC. Since the utility required more in qross- 
up to pay the tax impact than was collected, no refund is 
necessary. 



L 

ORDER NO. PSC-94-0443-TOr-SU 
DOCltET NO. 940158-SU 
PAGE 3 

U2l 
North Fort Myers' 1991 CIAC report indicates that the utility 

was in a taxable position on an above-the-line basis prior to the 
inclusion of taxable CIAC and gross-up. North Fort Myers' 1991 
CIAC report indicates that a total of $66,812 in CIAC gross-up 
charges was collected, with no first year depreciation deduction 
because no depreciable assets were added in 1991. Taxable CIAC of 
5137,768 was collected. We used the 37.63t combined federal and 
state tax rates to calculate the net income tax on CIAC. Since the 
utility required more in gross-up to pay the tax impact than was 
collected, no refund is necessary. 

Based on the foregoing, it is, therefore, 

ORDGRGD by the Florida Public Service Commission that North 
Fort Myers Utility, Inc., 18500 Tucker Lane, North Fort Myers, 
rlorida 33917, is not required to refund any c n c  gross-up funds 
collected for the period 1990 through 1991. 

ORDERED that the provisions of this Order are issued as 
proposed agency action and shall become final, unless an 
appropriate petition in the form provided by Rule 25-22.029. 
Florida Administrative Code, is rmcoived by the Director of the 
Division of Records and Reporting at his office at 101 East Gaines 
Street, Tallahassee, Florida 32399-0870, by the date set forth in 
the Notice of Further Proceedings below. 

ORDERED that the docket should be closed upon expiration of 

By ORDER of the Florida Public Service Conrnission this 

Xt is further 

It is further 

the protest period if no t h l y  protest is filed. 

day of u, depI. 

*CA S. BAIO. 
Division of Reco 

( S E A L )  

MSN 

ORDER NO. PSC-94-0443-FOP-SU 
DOCKET NO. 940158-SU 
PAGE 4 

PXIcE OF OR J U I U I A L  WLEl l  
The Florida Public Sertrice C d s s i o n  is required by Section 

120.59(4), Florida Statutes, to notify parties of any 
administrative hearing or judicial review of Commission orders that 
is available under Sections 120.57 or 120.68, Florida Statutes, as 
well as the procedures and time limits that apply. This notice 
ehould not be construed to mean all requests for an administratlve 
hearing or judicial review will be granted or result in the relief 
sought. 

The action proposed herein is preliminary in nature and will 
not become effective or final, except as provided by Rule 
25-22.029. Florida Addnistrative Code. Any person whose 
substantial interests are affected by the action proposed by this 
order may file a petition for a formal proceeding, as provided by 
Rule 25-22.029(4), Florida Administrative Code, in the form 
provided by Rule 25-22.036(7)(a) and (f), Florida Administrative 
Code. This petition must be received by the Director, Division of 
Records and Reporting at his office at 101 East Gaines Street, 
Tallahassee, Florida 32399-0870, by the close of business on 
play 4 .  1994. 

In the absence of such a petition, this order shall become 
effective on the day subsequent to the above date as provided by 
Rule 25-22.029(6), Florida Administrative Code. 

Any objection or protest filed in this docket before the 
issuance date of this order is considered abandoned unless it 
satisfies the foregoing conditions and is renewed within the 
specified protest period. 

If this order becomes final and effective on the date 
described above, any party adversely affected may request judicial 
review by the Florida Supreme Court in the case of an electric, gas 
or telephone utility or by the First District Court of Appeal in 
the case of a water or wastewater utility by filing a notice of 
appeal with the Director, Division of Records and Reporting and 
filing a copy of the notice of appeal and the filing fee with the 
appropriate court. This filing must be completed within thirty 
(30) days of the effective date of this order, pursuant to Rule 
9.110, Florida Rules of Appellate Procedure. The notice of appeal 
must be in the form specified in Rule 9.900(a), Florida Rules of 
Appellate Procedure. 
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FLORIDA PUBLIC SERVICE COMMISSION 41 
Fletcher Building 

1 0 1  East Gaines Street 
Tallahassee, Florida 32399-0850 

M E M O R A N D U M  

March IO, 1994 

: DIRECTOR, DIVISION OF RECORDS AND REPORTING 

FROM : DIVISION OF WATER AND WAGTEWATER (ME?4DOR, 

TO 

DIVISION OF LEGAL SERVICES (NASH) rqrl 
,. 

RE :- UTILITY: NOR- FORT MYERS UTILITIES, INC. -. 
DOCKET NO.: 940158-SU 
COUNTIES: LEE 
CASE: DISPOSITION OF GROSS-UP FUNDS COLLECTED 

AGENDA : MARCH 2 2 ,  1994 0 REGULAR - PROPOSED AGENCY ACTION 0 

PARTIES MAY PARTICIPATE 

CRITICAL DATES: NONE 

RECOMMENDATION FILE NAME: I:\WP\WAW\940158.RCM WAW 

CASE BACKGROUND 

The repeal of Section 118(b) of the Internal Revenue Code 
(I.R.C.) resulted in making contributions-in-aid-of-construction 
( C I A C )  gross income and depreciable f o r  federal t a x  purposes. In 
Order No. 16971, issued December 18, 1986, the Commission 
authorized corporate utilities to collect the gross-up on C I A C  in 
order to meet the t a x  impact resulting from the inclusion of CIAC 
as gross income.. 



KET NO. 940158-60 
MARCH 10, 1994 

In Order No. 23541, the Commission determined that any water 
and wastewater utility already collecting the gross-up on CIAC and 
wishing to continue collecting the gross-up, had to file a petition 
for approval with the Commission on or before October 29, 1990. 
North Fort Myers Utilities, Inc. (North Ft. Myers or utility) filed 
for authority to continue to gross-up on December 27, BY 
Order No. Psc-92-0251-FOF-SU, issued April 27, 1992, North Ft. 
Myers was granted authority to continue to gross-up using the full 
gross-up formula. 

On September 9, 1992, this Commission issued Proposed Agency 
Action Order No. PSC-92-0961-FOF-WS, which clarified the provision 
of Orders Nos. 16971 and 23541 for the calculation of refunds of 
gross-up of CIAC. On September 14, 1992, Order Nb. PSC-92-0961A- 
FOF-WS, was issued which included Attachment A which reflects the 
generic calculation form. No protests were filed, and the Order 
became final. 

North Ft. Myers is a Class B wastewater utility which provides 
wastewater service to 2,556 customers in Lee County. According to 
their 1992 annual report, operating revenue os $686,547 was 
reported. The utility reported a net operating loss of $204,452 
for the wastewater system. 

1990. 

PISCUSSION OF ISSUES 

JSSUE 1: 
refund excess gross-up collections for 1990 and 1991? 

RE": No, the utility required more gross-up than was 
collected in each year: therefore, no refund is necessary. 

STAFF ANAL YSIS: In compliance with Order No. 16971, North Ft. 
Myers filed its 1990 and 1991 annual CIAC reports regarding its 
collection of gross-up for each year. By letter dated January 14, 
1994, staff submitted their preliminary refund calculation numbers 
to the utility. 

By letter dated February 1, 1994, the utility responded that 
they agreed with staff's preliminary calculations. 

Staff has calculated the gross-up required to pay the tax 
liability resulting from the collection of taxable CIAC by 
grossing-up the net taxable CIAC amount, in accordance with the 

Should North Fort Myers Utilities, Inc. be required to 

(MEADOR, McCASKILL) ., 
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method adopted in Order No. PSC-92-0961-FOF-WS. 

m A L  GROSS-UP REFUND AMOUNTS 

Based upon the foregoing, staff has calculated the amount of 
refund per year which ,is appropriate. Our calculations, taken from 
the information provided by the utility in its gross-up reports 
filed each year are reflected on Schedule No. 1. A summary of each 
year's refund calculation follows. 

1990 
a .  

The utility proposes that no refund is appropriate. 

Staff agrees that a refund of gross-up collections for 1990 is 
not appropriate. The 1990 C I A C  report indicates the utility was in 
a taxable position on an above-the-line basis prior to the 
inclusion of taxable C I A C  and gross-up. Therefore, all taxable 
C I A C  received would be taxed. The report indicates a total of 
$109,206 gross-up collections were received, with the first year's 
depreciation of $10,608 associated with $282,885 in taxable CIAC.  
Staff has used the 37.63% combined marginal federal and state tax 
rates as provided in the 1990 C I A C  Report to calculate the tax 
effect. Based upon the foregoing, staff calculates that the 
utility required more in gross-up to pay the tax impact than was 
collected: therefore, no refund is necessary. 

1991 

The utility proposes that no refund is appropriate. 

Staff agrees that a refund of gross-up collections for 1991 is 
not appropriate. The 1991 C I A C  report indicates the utility was in 
a taxable position on an above-the-line basis prior to the 
inclusion of taxable C I A C  and gross-up. Therefore, all taxable 
C I A C  received would be taxed. The report indicates a total of 
$66,812 gross-up collections were received. No first year's 
depreciation was deducted because no depreciable assets were added 
in 1991. Taxable C I A C  of $157,768 was received. Staff has used 
the 37.63% combined marginal federal and state tax rates as 
provided in the 1991 C I A C  Report to calculate the tax effect. 
Based upon the foregoing, staff calculates that the utility 
required more in gross-up to pay the tax impact than was collected: 
therefore, no refund is necessary. 

3 
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ISSUE 2:  Should t h e  docket be closed? 

RECOMMENDATION: Yes. (MCCASKILL, NASH) 

STAFF ANALYSIS: If a t imely protes t  is no t  f i l e d ,  upon expirat ion 
of the  protest  period, processing of t h i s  docket i s  complete and 
t h e  docket should be c losed.  

4 
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S c h e d u l e  N G .  1 

I Form 1120, L ine  30 (Line 15) $ 437,441 f 275,322 f o s  0 
2 Less C I A C  (L ine  7) (282,885) (157,768) 0 0 
3 Less Gross-up co l l ec ted  (L ine  19) (109.206) (66,812) 0 0 
4 Add F i r s t  Year's Depr on C I A C  (L ine  8)  10,608 0 0 0 
5 Add/Less Other E f fec ts  (Lines 20 & 21) 0 0 0 0 

7 Adjusted I n c m  Before C I A C  and Gross-up f 55,958 f 50,742 f 0 4  0 

9 Taxable C I A C  (L ine  7 )  f 282,885 f 157,768 f o s  0 

11 Taxable C I A C  Resuj'ting i n  a T tx  L i a b i l i t y  f 282,885 f 157.768 $ o s  0 
12 Less f i r s t  years depr.  (L ine  8 )  (10.608) 0 0 -. 0 

14 Net Taxable C I A C  3 272,277 S 157,768 f O f  0 
15 Cmbinea marginal s t a t o  and iedcr.1 t a x  r a t e  . 37.63% 37.63% 57 .63X 37.63% 

17 Net Income t a x  on C I A C  $ 102,458 S 59,360 S 0 4  0 
18 Less I T C  Real ized 0 0 0 0 

20 Net Income l a x  4 102,458 5 59.368 5 O S  0 

23 titoss-up Requi'red t o  gay t a x  effect  S 164,274 f 95,187 5 o s  0 
24 Less C I A C  Gross-up c o i i e c t e i  (L ine  19) (109.206) (66.812) 0 0 

26 PROPCSED REFUND (cxc. di n5 i n t e r e s t )  4 O f  o s  o s  0 

------------ ------------ ------------ ------------ 6 

8 

10 

------------ ------------ ------------ ------------ 13 

------------ ------------ ------------ ------------ 16 

------------ ------------ ------------ ------------ 19 

.?1 Expansion Factor f o r  gross-u3 tcxes  1.603334936 1.603334936 1.603234936 1.603334936 

-2 ------------ ------------ ------------ ------------ 

------------ ------------ ------------ ------------ 25 

27 -========e= PI===Lllll=S r .===*SXP==O =II====t==== 

28 
29 TOTAL REFUND 
30 

-5- 
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May 5, 1992 

Officers and Directors 
North Fort Myers Utility, Inc. 

As requested, we have prepared the accompanying Special Report 
of North Fort Myers Utility, Inc., consisting of Schedules No. 1 
through 4 .  This report is intended solely for use in meeting 
certain reporting requirements related to collection of tax impact 
charges on contributions in aid of construction for the year ended 
May 31, 1991, to be filed with the Florida Public Service 
Commission. We have not audited or reviewed this Special Report 
and express no opinion or any other form of assurance on it. 

CRONIN, JACKSON, NIXON & WILSON 



Line 
No. 

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 
26 

27 

28 
29 
30 
31 
32 
33 

34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 

46 

47 

North Fort Myers Utility, Inc. 
schedule of Above and Below the Line Taxable Income (Loss) 

For the Taxable Year Ended May 31, 1991 
(Unaudited) 

U o v e  the lin e taxable income Iloe~L 

teeting and depreciation (line 2) 

Grose receiptsjeales (line IC) 
Cost of goods sold, excluding security, engineering, and 

Grose profit (line 3) 
Deductions: 

Salaries and wages (line 13c) 
Rents (line 16) 
Taxes (line 17) 
Interest (line 18)(Schedule No. 3) 
Depreciation (line 2la)(Schedule No. 3) 
Other deductions (line 26): 
Miscellaneous 
Insurance 
Professional fees 
Off ice 
Uniforms 
Auto 
Telephone 
Other 

Taxable income (loss) before CIAC 
CIAC : 

Taxable CIAC (line 10) 
Taxable grose-up (line 10) 

Total above the line taxable income 

Below the line taxable income I ~ O S B )  
Income : 

Interest (line 5) 
Net gain (loss) (line 9) 
Other income (line 10) 

Deductions: 
Compensation of officers (line 12) 
Interest (line 18)(Schedule No. 3) 
Depreciation (line 2la)(Schedule No. 3) 
Other deductions: 

Amortization 
Travel and entertainment 
Professional fees 

Cost of goods sold (line 2): 
Security 
Engineering 

Total below the line taxable income (loes) 

Total taxable income (lose) (line 28) 

1991 

$ 593,835 

f 192,238) 

401,59 7 

78,627 
8.861 

33;217 
77,282 

105  I 679 

2 , 1 6 1  
16 I 958 
20,000 
4,574 
1,356 
3,952 
3,674 

6.247 

45,350 

194) 

282,885 
- - u L a 5  

392,O 91 

437,441 

73 , 388 
99 

(217,424) 

I143 937) 

130,000 
1,118,489 
3481 886 

27,939 
208.137 

D 

,$ I1 700,330) 
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January 29, 1993 

Officers and Directors 
North Fort Myers Utility, Inc. 

As requested, we have prepared the accompanying Special Report 
of North Fort Myers Utility, Inc., consisting of Schedules No. 1 
through No. 4 .  This report is intended solely for use in 
fulfilling certain reporting requirements related to collection of 
tax impact charges on contributions in aid of construction, for the 
year ended May 31, 1992, to be filed with the Florida Public 
Service Commission. We have not audited or reviewed this Special 
Report and express no opinion or any other form of assurance on it. 

& - - 3 f i + + ~ ~  

CRONIN, JACKSON, NIXON & WILSON 



North Fort Myers Utility, Inc. 
Schedule of Above and Below the Line Taxable Income 

For the Taxable Year Ended May 31, 1992 
. (Unaudited) 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

a 

25 
26 
27 
28 

29 

30 
31 
32 
33 
34 
35 

Fbove the line taxable income 
Gross receipts/sales (Line IC) 
Cost of goods sold (Line 2): 
Cost of labor (Schedule A, Line 3 )  
Uti 1 it ies 
Repairs & maintenance 
Supplies 
Engineering & testing 

Deduct ions : 
Salaries & wages (Line 13c) 
Rents (Line 16) 
Taxes (Line 17), excluding officers payroll 
Interest (Line 18, Schedule No. 3) 
Depreciation (Line 21b, Schedule No. 3 )  
Other deductions: 
Insurance 
Auto expense 
Accounting 
Telephone 
Uniforms 
Miscellaneous 
Office expense 

Above the line taxable income (loss) before CIAC 
CIAC (Line 10) 
Gross-up (Line 10) 

Total above the line taxable income 

Below the line taxable income 

Engineering & testing 
Security 

Interest income (Line 5) 
Cost of goods sold (Line 2): 

s 626,487 

120,041 
61,030 
54,888 

950 
2,500 

239.409 

104,974 
7,123 

74,034 
24,275 
60,366 

19,058 
3,634 

2,411 
2,878 
7,741 
9,842 

336.336 

20,000 

157,768 50g742 J' 
66.812 

224,580 ,,' 

21.420 

140,436 
12,018 

152.454 

Schedule No. 2 
Paqe 1 of 2 



North Fort Myers Utility, Inc. 
Schedule of Above and Below the Line Taxable Income 

For the Taxable Year Ended May 31, 1992 
(Unaudited) 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 

13 

14 

15 
16 

Deductions: 
Officers salaries (Line 12) 
Taxes - officers payroll (Line 17) 
Interest (Line 18, Schedule No. 3 )  
Depreciation (Line 21b, Schedule No. 3) 
Other deductions: 
mort izat ion 
Travel & entertainment 
Accounting 
Legal 
Telephone 

156 , 928 
6,190 

1,163,561 
307 , 723 

1 , 002 
21,454 
43 , 721 

234 , 582 
3,000 

1,938,161 

Below the line taxable income ( l o s s )  (2,069,195) 

Total taxable income (loss) (Line 28) $(1,793,873) 

Note: All line references relate to North Fort Myers Utility, Inc., 
Form 1120, pages 1 and 2. 

.. 

Schedule No. 2 



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In Re: Disposition of groee-up 1 DOCKET NO. 961263-SU 

Myere Utility, Inc. in Lee ISSUED: January 17, 1997 
funds collected by North Fort ) ORDER NO. PSC-97-0062-FOF-SU 

County 1 

The following Commieeionere participated in the dieposition of t i  

thie matter: 

SUSAN F. CLARK, Chairman 
J. TERRY DEASON 

JOE GARCIA 
JULIA L. JOHNSON 
DIANE K. KIESLING 

.. 

BY THE COMMISSION: 

NOTICE IS HEREBY GIVEN by the Florida Public Service 
Commieeion that the action diecueeed herein ie preliminary in 
nature and will become final unleee a pereon whoee intereete are 
eubetantially affected files a petition for a formal proceeding, 
pursuant to Rule 25-22.029, Florida Adminietrative Code. 

BACKGROUND 
North Ft. Myere Utility, Inc. (NFMCI or utility) is a Claee A 

waetewater utility providing service to approximately 4,966 
cuetomere in Lee County. According to it13 1995 annual report, the 
utility reported groee operating revenues of $1,493,279 and a net 
operating lose of $131,325. 

AB a result the repeal of Section l l S ( b )  of the Internal 
Revenue Code, contributione-in-aid-of-conetruction (CIAC) became 
groes income and were depreciable for federal tax purpoeee. By 
Order No. 16971, ieeued December 18, 1986, we authorized corporate 
utilitiee to collect the groee-up on CIAC in order to meet the tax 
impact resulting from the inclueion of CIAC as groee income. 

Order Noe. 16971, ieeued December 18, 1986, and 23541, ieeued 
October 1, 1990, require that utilitiee annually file information 
which would be ueed to determine the actual etate and federal 
income tax liability directly attributable to the CIAC. The 
information would a180 determine whether refunds of groes-up would 
be appropriate. Theee order8 require that all groee-up collection8 



ORDER NO. PSC-97-0062-FOF-SU 
DOCKET NO. 961263-SU 
PAGE 2 

for a tax year, which are in exceee of a utility's actual tax 
liability for the eame year, should be refunded on a pro rata basis 
to thoee pereone who contributed the taxee. 

By Order No. 23541, thie Commieeion required water and 
waetewater utilitiee that wiehed to continue collecting groee-up on 
CIAC to file a petition for approval. By Order No. 25532, ieeued 
December 24, 1991, we granted NF'MU authority to continue to groee- 
up ueing the fullgroee-up formula. By Order No. PSC-92-0130-FOF- 
WS, ieeued March 31, 1992, we granted Sunray authority to continue 
to droee-up using the full groee-up formula. On September 9, 1992, 
this Commieeion ieeued Propoeed Agency Action Order No. PSC- 92 - 
0961-FOF-WS, which clarified the provieione of Ordere Noe. 16971 
and 23541 for the calculation of refunds of groee-up of CIAC. 
Order No. PSC-92-0961A-FOF-WSI ieeued on September 14 , 1992 , set 
forth the generic calculation form. 

By Order No. PSC-96-0686-FOF-WSI ieeued May 24, 1996, we 
directed our etaff to continue proceeeing CIAC groee-up and refund 
caeee pureuant to Order Noe. 16971 and 23541. We a l e 0  determined 
that further study of the policy and poeeible alternatives ehould 
be pureued. However, The Small BUeineBe Job Protection Act of 1996 
(The Act) eigned into law on Auguet 20, 1996, significantly changed 
the treatment of CIAC. The Act provided for the non-taxability of 
CIAC collected by water and waetewater utilities effective 
retroactively for amount8 received after June 12, 1996. As a 
reeult, on September 20, 1996, in Docket No. 960965-WS, by Order 
No. PSC-96-1180-FOF-WSI we revoked the authority of utilitiee to 
collect groee-up of CIAC and canceled the reepective tariffs unleee 
affected utilitiee requeeted a variance. 

PISPOS ITION OF CIAC GROSS-UP " D S  FOR 1992 AND 1 9 93 

As established in Order No. PSC-96-O686-F0F-WSl all pending 
CIAC groee-up refund caeee ehall be proceeeed pureuant to Order 
Noe. 16971 and 25341. In compliance with Ordere Nos. 16971 and 
23541, NFMU filed its 1992 and 1993 annual CIAC reports regarding 
ite collection of groee-up for each year. We calculated the groee- 
up required to pay the tax liability reeulting from the collection 
of taxable CIAC by groeeing-up the net taxable CIAC amount, in 
accordance with the method adopted in Order No. PSC-92-0961-FOF-WS. 

NFMU'e 1992 CIAC report indicated that the utility wae in a 
taxable poeition on an above-the-line baeie prior to the inclueion 
of taxable CIAC and groee-up. Therefore, all of the taxable CIAC 
received would be taxed. The report indicated a total of 
$1,129,778 in taxable CIAC for that year, with $5,794 being 
deducted for the firet year,e depreciation. Ueing the 37.63 percent 
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combined marginal federal and etate tax ratee as provided in the 
1992 CIAC Report to calculate a tax effect of $422,955. When this 
amount is multiplied by the expaneion factor for groee-up taxee, 
the amount of groee-up required to pay the tax effect on the CIAC 
is $678,139. The utility collected $563,410 of groee-up monies. 
Becauee the utility required more in groee-up to pay the tax impact 
than the utility collected, we conclude that no refund is 
necessary. 

As to 1993, the utility received taxable CIAC of $409,690. We 
deducted $20,008 for the first year'e depreciation, reeulting in 
net taxable CIAC of $389,682. The utility'e 1993 CIAC report 
indicated that the utility operated at a 1088 before the inclueion 
of CIAC in income. Order No. 23541 require8 that CIAC income be 
netted against the above-the-line loas; therefore, not all of the 
CIAC collected would create a tax liability. When CIAC in the 
amount of $389,682 ie netted against the calculated l oes  of 
$56,189, the amount of taxable CIAC resulting in a tax liability ie 
$333,493. We ueed the 37.63 percent combined marginal federal and 
etate tax ratee ae provided in the 1993 CIAC Report to calculate 
net income taxee of $125,493. When this amount is multiplied by 
the expaneion factor for groee-up taxee, the amount of groee-up 
required to pay the tax effect on the CIAC ie calculated to be 
$201,207. The utility collected $191,017 of groee-up moniee. The 
utility required more in groee-up to pay the tax impact than the 
utility collected. Therefore, we conclude that no refund ie 
neceeeary for 1993. 

In ita filing, the utility did not make a deduction for firet 
year'e depreciation, and indicated that it did not believe that 
firet yearla depreciation ehould be deducted. We were not 
pereuaded by the utility'e argument. Depreciation is an allowable 
deduction for federal tax purpoeee, which the utility claimed on 
ita federal tax returns in determining taxable income. 
Depreciation is an integral part of the determination of taxable 
income, which ehould be calculated by reducing the amount of 
taxable CIAC collected in each year by the amount of first yearls 
depreciation deduction taken by the utility. By definition, CIAC 
chargee are intended for plant and are to be utilized for the 
acquisition, or conetruction of utility property, and therefore, 
the CIAC collected will be converted into property and, thue, 
depreciated. To the extent that caeh CIAC ie ueed and useful, 
firet yearle depreciation exists because the caeh either paye for 
a prior inveetment made by the utility or it provides for new plant 
in the year it ie received by the utility. Baeed on the foregoing, 
firet yearle depreciation wae included in our calculation of the 
net taxable amount of CIAC. 
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If a timely protest is not filed by a eubstantially affected 
person within the proteet period set forth below, this docket shall 
be cloeed. 

Baeed on the foregoing, it is 

ORDERED by the Florida Public Service Commiesion that North 
Fort Myere Utilities, Inc. , is not required to refund any CIAC 
gross-up funds collected in 1992 and 1993. It ie further 

'. ORDERED that the provisions of this Order ieeued ae proposed 
agency action shall become final, unless an appropriate petition in 
the form provided by Rule 25-22.029, Florida Adminietrative Code, 
is received by the Director of Records and Reporting, at 2540 
Shumard Oak Boulevard, Tallaha88eeI Florida, 32399-0863 , by the 
date set forth in the Notice of Further Proceedings below. 

By ORDER of the Florida hrblic Service Commieeion, this 17th 
day of Januarv, W .  

BLANCA S .  BAY6, Director 
Division of Record8 and Reporting 

by:/e/ Kav F l m  
Chief, Bureau of Records 

Thie ie a facsimile copy. A signed 
copy of the order may be obtained by 
calling 1-904-413-6770. 

( S E A L )  

ME0 
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POTICE OF m R  P R O W I N G S  OR J U D I W  REVIEW 

The Florida Public Service Commieeion is required by Section 
120.59(4), Florida Statutee, to notify parties of any 
administrative hearing or judicial review of Commieeion orders that 
ie available under Sections 120.57 or 120.68, Florida Statutee, ae 
well as the procedure8 and time limite that apply. Thie notice 
should not be conetrued to mean all requests for an administrative 
hearing or judicial review will be granted or result in the relief 
eought . 

4 .  

The action propoeed herein is preliminary in nature and will 
not become effective or final, except as provided by Rule 
25-22.029, Florida Administrative Code. Any person whose 
eubetantial interests are affected by the action proposed by this 
order may file a petition for a formal proceeding, as provided by 
Rule 25-22.029(4), Florida Administrative Code, in the form 
provided by Rule 25-22.036 (7) (a) and (f 1 ,  Florida Adminietrative 
Code. Thie petition must be received by the Director, Division of 
Records and Reporting, 2540 Shumard Oak Boulevard, Tallahaeeee, 
Florida 32399-0850, by the close of business on Februarv 7 .  199 7 .  

In the absence of such a petition, thie order ehall become 
effective on the day subeequent to the above date as provided by 
Rule 25-22.029(6), Florida Administrative Code. 

Any objection or proteet filed in thie docket before the 
issuance date of this order is considered abandoned unlese it 
satisfies the foregoing conditione and ie renewed within the 
specified protest period. 

If this order becomes final and effective on the date 
described above, any party substantially affected may request 
judicial review by the Florida Supreme Court in the caee of an 
electric, gas or telephone utility or by the First Dietrict Court 
of Appeal in the caee of a water or wastewater utility by filing a 
notice of appeal with the Director, Division of Records and 
Reporting and filing a copy of the notice of appeal and the filing 
fee with the appropriate court. Thie filing must be completed 
within thirty (30) days of the effective date of this order, 
pursuant to Rule 9.110, Florida Rules of Appellate Procedure. The 
notice of appeal must be in the form specified in Rule 9.900(a), 
Florida Rules of Appellate Procedure. 
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JAMES L WILSON, C.P.A. 

July 11, 1994 

Officers and Directors 
North Fort Myers Utility, Inc. 

In accordance with your request, we have prepared the 
accompanying Special Report of North Fort Myers Utility, Inc., 
consisting of Schedules No. 1 through No. 6. This report is 
intended solely f o r  use in fulfilling certain reporting 
requirements related to collections of tax impact charges on 
contributions in aid of construction (CIAC), for the fiscal year 
ended May 31, 1993, to be filed with the Florida Public Service 
Commission. We have not audited or reviewed this Special Report and 
express no opinion or any other form of assurance on it. 

CRONIN, JACKSON, NIXON & WILSON 



North Fort Myers Utility, Inc. 
Schedule of Above and Below the Line Taxable Income (Loss) 

Year Ended May 31,1993 

le i n c o m  
Gross receipts/sales (line l c )  
Cost of goods sold (line 2, Schedule A): 

Cost of labor 
Utilities 
Repairs & Maintenance 
Supplies 

Other above the line income: 
Miscellaneous service income (Statement 1) 
Amortization of pre 1987 ClAC (Note 1) 

Gross above the line profit , 

Deductions: 
Salaries b wages (line 13c) 
Rents (line 16) 
Tstes (line 17, Schedule No. 3) 
Interest (line 18, Schedule No. 3) 
Depreciation (line 21b, Schedule No. 3) 
Other deductions (line 26, statement 2, Schedule No. 4) 

Above the line income before ClAC 
ClAC (line 10, statement 1, note 1) 
ClAC gross-up (line 10, note 1) 

Total above the line taxable income 

Behw the line taxable income (lossl 
Income: 

Deductions: 
Interest (line 5) 

Cost of goods sold (line 2, Schedule A) 
Security 
Engineering & testing 

Officers compensation (line 2) 
Taxes (line 17, Schedule No. 3) 
Interest (line 18, Schedule No. 3) 
Depreciation (line 21 b, Schedule No. 3) 
Other deductions (line 26, statement 2, Schedule No. 4) 

Bebw the line income (loss) before NOL deduction 
Bebw the NOL deduction (see previous years filings) (line 29c) 

Total bebw the line taxable income (loss) 

Total taxable income (loss) (line 30) 

Note (1): A breakdown of 'Other Income' shown on line 10 and statement 1 of the tax return is 
8s folbws: 

ClAC f 1,129,778 
ClAC gross-up 563,410 
Amortization of pre 

1987 ClAC 58,481 

Miscellaneous 6,099 
I ,  

f 789,047 

158,536 
83,338 
33,524 
7,838 

283,236 
505,811 

6,099 
58,481 
3/0,597- 

150,135 
7,123 

70,528 
19,083 

180,031 
92,816 

519,116 

50,675 2:::z 
1.743.863 

52.789 

700 - 
136,791 - 
166,144- 
18,364 

760,532 
258,538 
171,48& 

, I  1;:;m 
(3.748.464) 

f (2,004,601) 

Total (line 10) f 1,757,768 

An line references relate to page 1 of the Federal income tax return. Statement references relate to documents attached to 
and filed with the Federal tax return. 

Schedule No. 2 



North Fort Myers Utility, Inc. 
Schedule of Above and Below the Line "Other Deductions" 

Year Ended May 31,1993 

Above the line "other deductions" 
Insurance 
Repairs 8 maintenance 
Accounting 
Telephone 
Uniforms 
Miscellaneous 
m c e  expenses 8 bank charges 

.. 

Below the line "other deductions" 
Accounting 
Legal 
Telephone 
Travel 8 entertainment 
Amortization (loan costs) 

Total "other deductions" 

$ 33,737 
8,177 
20,000 
2,400 
4,317 
15,250 
8,935 

92.816 

4 1,433 
97,294 
3,173 
20,894 
8.694 

171.488 

$ 264,304 



J A M E S L  CARLSTEDf,  C.P.A. 

ROBERT H. JACKSON, C.P.A. 
BRENDA W. MrBARROh! C. P.A. 
ROBERT C. NIXON,  C.P.A. 
HOLLY M. TOWh’ER C. P A .  
JAMES L WILSON, C. P. A. 

J O H X  n. CRONIN,  J R ,  c. PA.  

Cronin, Jackson, Nixon & Wilson 
CER Tl FiED PUBLIC R CCO U N  TA N TS* P. A .  

2360 GL’LF-TOO-BA Y B O U L E V A R D  
S L‘I TE 200 

CLLA R W A  TER. FLORIDA 31625-4419 
(813) 791-4020 

TELLCOPI E R 
(813) 797-3602 

F. Marshall Deterding, Esq, 
Rose, Sundstrom & Bentley 
2548  Blairstone Pines Drive 
Tallahassee, FL 32301 

April 7, 1995 

BY FEDERAL EXPRESS 

Re: North Fort Myers Utility, Inc. - 1994 CIAC Gross-up 
Refund Report for Fiscal Year Ended May 31, 1994 

Dear Marty: 

As requested, I have enclosed seven copies of the PSC CIAC 
gross-up refund report of North Fort Myers Utility, Inc. for the 
fiscal year ended May 31, 1994. 

Also, I have enclosed two copies of the state and federal 
income tax returns. 

As you will note, no refund is proposed, since the Company 
under collected gross-up by approximately $22,000. 

Please contact me if you have any questions. 

Very truly yours, 

CRONIN, JACKSON, NIXON & WILSON 

Robert C. Nixon 

RCN/amp 

Enclosures 

cc: J. Boley (w/encl.) 
T. Reeves (w/encl.) 
J. Schenkman (w/encl.) 



North Ft. Myers Utility, Inc. 

Fiscal Year Ended May 31, 1994 
Schedule of Above and Below the Line Taxable Income (Loss) 

Line 
No. 

Above the 1 ine taxable income 
Gross receipts/sales (Line IC) 
Cost of goods sold (Line 2, Schedule A, Statement 3): 

Cost of labor 
utilities 
Repairs and maintenance 
Supplies 

$ 1.026.290 

226,931 
70,904 
20,250 
25,634 

343.719 

682,571 Gross profit 9 

Deductions: 
Salaries and wages (Line 13a) 
Repairs and maintenance (Line 14) 
Rents (Line 16) 
Taxes and licenses (Line 17)(Schedule No. 3) 
Interest (Line 18)(Schedule No. 3) 
Depreciation (Line 21b)(Schedule No. 3) 
Other deductions (Line 26)(Schedule No. 4) 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

132 , 419 
6,233 
7,123 

90,291 
167 , 745 
216,672 
118,277 
738,760 
(56,189) 

409,690 
191,Ol 7 
600,707 

CIAC 
Gross-up 

20 
21 
22 

Total above the line taxable income 544,518 23 

24 
25 
26 
27 
28 

Below the line taxable income (loss) 
Income : 

Interest (Line 5) 
Miscellaneous (Line 10, Statement 1) 

33 , 504 
5.226 

38.730 

Deductions: 
Cost of goods sold (Line 2, Schedule A, 

Officers compensation (Line 12) 
Taxes (Line 17) (Schedule No. 3) 
Interest (Line 18)(Schedule No. 3) 
Depreciation (Line 2lb)(Schedule No. 3) 
Other deductions (Line 26)(Schedule No. 

Security 
Engineering and testing 

29 
30 
31 
32 
33 
34 
35 
36 
37 
38 

Statement 

4 )  

3) : 
682 - 

221,749 ' 
179 , 888' 
18 , 870 

1,082 , 815 
256,954 
176.073 

1.937,03& 

f 1,898,301) Total below the line tax loss 39 

Total taxable income (loss) (Line 28) 
(1,353,783) (1,368,646) Below the line net operating loss deduction.(Line 29c) 

40 
41 

Total taxable income (loss) (Line 30) $12,722,429) 42 



North Ft. Myers Utility, Inc. 
Schedule of Above and Below the Line "Other Deductions" 

Fiscal Year Ended May 31, 1994 

Line 
No. 
1 Above the line "Other deductionst1: 
2 Insurance 
3 Accounting 
4 Telephone 
5 Office expense and bank charges 

6 Total above the line "Other deductionsll 

7 
8 
9 

10 
11 

Below the line "Other deductions": 
Accmmting 
Legal 
Travel and entertainment 
Amortization 

12 Total below the line "Other deductionsll 

13 Total "Other deductions" 

$ 52,901 
30,000 
12 , 951 
22,425 

118,277 

18 , 317 
122 , 553 
19,533 
15,670 

176,073 

$294,350 



EXHIBIT RCN-14 



i' 

Line 
No. 

1 
2 
3 

4 
5 

6 
7 

8 
9 

10 
11 

12 

13 
14 
15 
16 

North Fort Myers Utility, Inc. 
Amended Income Taxes on ClAC & Proposed Gross-up Refund 

For the Fiscal Year Ended May 31, 1995 

As Revised 
01 109197 Adjustment (1) As Amended (1) 

Total above the line taxable income $ 085,396 $ 60,409 $ 945,805 
Less: Gross-up collected (Schedule No. 2) (338,017) (1 7,414) (355,431) 

First year's depreciation on ClAC (22,120) (22,120) 

Net taxable CIAC (1) 547,379 20,875 568,254 
Combine federal & state income tax rate 0.3763 0.3763 0.3763 

Income tax on CIAC 
Tax expansion factor for gross-up 

205,979 7,855 213,834 
1.6033 1.6033 1.6033 

Gross-up required to pay tax on ClAC 330,246 12,594 342,840 
Actual gross-up collected (338,O 1 7) (1 7,414) (355,431) 

Under (over) collection of gross-up (2) (7,771) (4,82 0) (12,591) 
Less: Offset of 50% of legal 8 accounting fees 8,926 8,926 

Net under (over) collection of ClAC $ (7,771) $ 4,106 $ (3,665) 

Notes: (1) The fiscal 1995 tax retum was amended to include $28,865 of ClAC and $17,414 of gross-up 
as additional taxable income associated with amounts contractually due as accounts receivable. Also, 
first year's depreciation on ClAC was included on this schedule consistent with Staffs prior adjustments, 
See Schedule No. 2. 

17 
18 accounting fees. 

(2) The Company overcollected $3,665 of gross-up after reduction for 50% of legal and 

Schedule No. 1 
Amended 



North Fort Myers Utility, Inc. 
Amended Schedule of Above 8 Below the Line Taxable Income (Loss) 

For the Fiscal Year Ended May 31, 1995 

Line 
No. - As Filed Adjustments As Amended 

1 
2 
3 
4 

Above the line taxable income 
Gross receiptdsales 
Miscellaneous (Line 10, Statement 1; Schedule No. 3) 

$ 1,334,763 $ 1,334,763 
9,175 

1,343,938 
9,175 

1,343,938 

5 
6 
7 
8 
9 
10 

Cost of goods sold (Line 2, Schedule A, Statement 3): 
Cost of labor 
Utilities 
Repairs & maintenance 
Supplies 

254,751 
11 3,061 
21,798 

254,751 
113,061 
21.798 

23,448 
413,058 

23,448 
413,058 

Gross profit 11 930,880 930,880 

12 
13 
14 
15 
16 
17 
18 
19 
20 

Deductions: 
Salaries 8 wages (Line 13) 
Repairs 8 maintenance (Line 14) 
Rents (Line 16) 
Taxes 8 licenses (Line 17)(Schedule No. 3) 
Interest (Line 18)(Schedule No 3) 
Depreciation (Line 21 b)(Schedule No 3) 
Other deductions (Line 26)(Schedule No. 3) 

121,226 
12,770 
7,123 

106,982 
201,845 
380,765 $ 

121,226 
12,770 
7,123 

106,982 
201,845 

(1 4,130) 366,635 
142,940 142,940 
973,65 1 (14,130) 959,521 

Above the line taxable income before ClAC 21 (42,771) 14,130 (28,641) 

590,150 28,865 619,015 
338,017 17,414 355,431 
928,167 46,279 974,446 

885,396 60,409 945,805 

22 
23 
24 

ClAC (Line 10; Schedule No. 3) 
Gross-up (Line 10; Schedule No. 3) 

25 Total above the line taxable income 

26 
27 
28 

Below the line taxable loss 

Interest (Line 5) 
Income: 

37,412 37,412 

29 
30 
31 
32 
33 
34 
35 
36 
37 
38 

Deductions: 
Cost of goods sold (Line 2, Schedule A, Statement 3): 

Secunty 
Engineering 8 testing 

Ofiicer's compensation 
Taxes (Line 17)(Schedule No. 3) 
Interest (Line 18)(Schedule No. 3) 
Depreciation (Line 21 b)(Schedule No. 3) 
Other deductions (Line 26)(Schedule No. 4) 

140 140 
18431 1 184,511 

199,940 199,940 
15,479 15,479 

724,929 724,929 
254,265 14,130 268,395 
161,218 161,218 

1,540,482 14,130 1,554,612 

39 Total below the line taxable loss (1,503,070) (1,517,200) 

(617,674) 46,279 (571,395) 
(2,2 1 5,483) 87,551 (2,127,932) 

$ (2,833,157) $ 133,830 $ (2,699,327) 

40 
41 

Total taxable income (loss) (Line 28) 
Below the line net operating loss deduction (Line 29c) 

Total taxable income (loss) (Line 30) 42 

Ea,b,k -1 4 Schedule No 2 

Qabl 2. & 31 Amended 



North Fort Myers Utility, Inc. 
Above and Below the Line Taxes, Interest & Depreciation 

For the Fiscal Year Ended May 31, 1995 

Line 
No. 

(A) Taxes 
(1 1 P w e r t v  taxe S 

Total property taxes 
Composite non-used & useful percent (Schedule No. 5) 
Below the line property taxes 

$ 16,552 
36.12 % 
5,982 

(2) Pavroll taxes 
Officer's salary subject to social security tax 
Payroll tax rate 

111,120 

6,889 
6.2 % 
- 

10 
11 
12 

Officer's salary subject to Medicare tax 
Medicare tax rate 

179,888 

2.608 
1.45 % 

Total below the line payroll taxes 13 9.497 

14 
15 

Below the line taxes 
Above the line taxes 

15,479 
106.982 

16 Total taxes $ 122,461 

17 
18 

(B) Merest 
Total long-term debt $ 10,596,227 

19 
20 

Rate base 
Less: Customer deposits 

$ 2,367,013 
(80,78 0) 

Rate base supported by long-term debt 21 $ 2,286,233 

$ 8,309,994 22 Long-term debt in excess of rate base 

23 
24 
25 

Percentage excess 
Interest expense, net of $2,356 interest on customer deposits, 

plus amortization of loan costs 

78.24 % 

$ 924,418 

Below the line interest expense 
Above the line interest expense 

26 
27 

724,929 
201,845 

28 Total interest expense $ 926,774 

Efi,b,+ kwd4 Schedule No. 3 
Page 1 of 2 
Amended 

3 o f 3 1  



North Fort Myers Utility, Inc. 
Above and Below the Line Taxes, Interest & Depreciation 

For the Fiscal Year Ended May 31, 1995 

Line 
No. 

(C) Deprec iation 
(1) Net de!) reciation 

Total depreciation per Line 21b 
Less: Depreciation on pre-1987 ClAC assets (1) 

$ 686,749 
(51,719) - 

Net depreciation expense included on return 
Less: Depreciation on prior years contributed property 

First year's depreciation on ClAC 

635,030 
(38,967) 

___-. (22,120) 

5 
6 
7 

__ $ - 573,943 Net depreciation - 8 

9 
10 
11 

(2) Above & below the line depreciation 
Net depreciation on invested property per above $ 573,943 
Composite used & useful percentage (Schedule No. 5 )  63.88 .. Yo 

Above the line depreciation 
Below the line depreciation 

366,635 
- 268,395 

12 
13 

14 Total net depreciation $ 635,030 - 

15 
16 

Notes: (1) "Other income," on Line 10 and Statement 1, consists of the following: 
As Amended As Filed Adjustment ___ - -  

17 
18 
19 

Taxable CIAC $ 590,150 $ 28,865 (2) $ 619,015 
Taxable gross-up 338,017 17,414 (2) 355,431 
Amortization of pre-1987 ClAC assets 51,719 51,719 

20 
21 

979,886 46,279 1,026,165 
9,175 9,175 __ - . .. - Miscellaneous income 

22 $ 989,061 $ 46,279 $ 1,035,340 -. 

(2) Adjustment to recognize 1995 ClAC accounts receivable into income. 23 

Schedule No. 3 
Page 2 of 2 
Amended 



North Fort Myers Utility, Inc. 
Schedule of Above & Below the Line "Other Deductions" 

For the Fiscal Year Ended May 31, 1995 

Line 
No. 

8 

9 
10 
11 
12 

13 

14 

Above the line "Other deductions": 
Insurance 
Accounting 
Telephone 
Miscellaneous expense 
Contract services 
Office expense & bank charges 

Total above the line "Other deductions" 

Below the line "Other deductions": 
Legal 
Travel & entertainment 
Amortization of plant retirement 

Total below the line "Other deductions" 

Tot a I "0 t her deduct ions" 

$ 69,921 
39,970 

9,810 
1,734 
3,058 

18.447 

142,940 

128,509 
12,094 
20,615 

161,218 

$ 304,158 

Ehhl -k  -I+ Schedule No. 4 
04 31 Amended QW 5 



North Fort Myers Utility, Inc. 
Schedule of Rate Base & Composite Non-Used & Useful Percentage 

For the Fiscal Year Ended May 31 , 1995 

Line 
No. 

I. Rate b ase 
Utility plant in service 
Land 
Non-used & useful plant (1) 
Accumulated depreciation 
ClAC (net) 

$ 10,836,618 
252,453 

(3,249,8 77) 
(1,595,804) 
(3,876,377) 

7 Rate base $ 2,367,013 

8 Note (1): Non-used & useful plant was calculated as follows: 

9 
10 
11 

(A) Treatment plant 
Peak average month flow (September, 1994)(mgd) 
Divide by plant capacity (mgd) 

0.862 
2.000 

12 
13 

Percent used & useful 
Percent non-used & useful 

43.10 Yo 
56.90 - 

14 Total 100.00 Yo 

15 
16 
17 

(B) Deepwell 
Peak average month flow to deepwell (January, 1995)(mgd) 
Divide by deepwell capacity (mgd) 

0.285 
2.000 

18 
19 

Percent used & useful 
Percent non-used & useful 

14.25 Yo 
85.75 

100.00 Yo 20 Total 

21 
22 
23 
24 
25 
26 

(C) I" unts non-used & use ful 
Treat men t 

$ 5,484,667 
Deepwell 

$ 925,774 Total plant costs 
Accumulated depreciation 
Net plant 
Percent non-used & useful 

(983,331) (1 22,722) 
4,501,336 803,OB 

56.90 Yo 85.75 % 

27 Net non-used & useful plant $ 2,561,260 $ 688,617 

28 Total net non-used & useful plant $ 3,249,877 

cwh,b,+ ~(JJ  & Schedule No. 5 
Page 1 of 2 

(&$$ b o f  Amended 



North Fort Myers Utility, Inc. 
Schedule of Rate Base & Composite Non-Used & Useful Percentage 

For the Fiscal Year Ended May 31, 1995 

Line 
No. 

1 
2 
3 

4 

5 
6 
7 

8 

9 

II. Comp osite non -used & us eful percentage 
Total plant costs per above 
Percent non-used & useful 

Amount non-used & useful 

Total non-used & useful plant costs 

Divide by total depreciable plant 
($3,120,776 + $793,851) 

Composite non-used & useful percentage 

Composite used & useful percentage 

$ 5,484,667 $ 925,774 
56.90 % 85.75 %I 

$ 3,120,776 $ 793,851 

$ 3,914,627 
$ 10,836,618 

36.1 2 Yo - 

63.88 Yo 

k&,b,i fm -14 Schedule No. 5 
Page 2 of 2 fw 7 OC 3' Amended 



Line 
No. 

7 
8 

9 

10 
11 
12 
13 
14 
15 

16 
17 
18 

North Fort Myers Utility, Inc. 
Income Tax on CIAC and Proposed Gross-up Refund 

Fiscal Year Ended May 31, 1995 

Total above the line taxable income (Schedule No. 2) $ 885,396 
Less: Gross-up collected (Schedule No. 2) (338,017) 

Combined Federal and State tax rate .3763 
Income tax on CIAC 205,979 
Tax expansion factor for gross-up 1.6033 

Net taxable CIAC (1) 547 , 379 

Gross-up required to pay tax on CIAC 
Actual gross-up collected 

Under (over) collection of gross-up (2) 

330,246 
(338.017) 

s (7.771) 

Notes: (1) The Company did not receive any contributions of physical 
property during the fiscal year. Increases in contributed property 
resulted entirely from the acquisition of existing systems and their 
historic cost basis. Therefore, no adjustment for first year 
depreciation is made. Plant additions were funded through increases 
in Company debt. 

(2) The Company overcollected $7,771 of gross-up before 
reduction for legal and accounting fees of $9,351. As a result, no 
refund is proposed. 

Schedule No. 1 
(Revised ) 



North Fort Myers Utility, Inc. 
Schedule of Above and Below the Line Taxable Income (Loss) 

Fiscal Year Ended May 31, 1995 

Line 
No. 

1 Above the line taxable income 
2 Gross receipts/sales (Line IC) $ 1,334,763 
3 Miscellaneous (Line 10, Statement l)(Schedule No. 3) 9,175 
4 1,343,938 

5 Cost of goods sold (Line 2, Schedule A, Statement 3): 
6 Cost of labor 254 , 751 
7 Utilities 113 , 061 
a Repairs and maintenance 21 , 798 
9 Supplies 23,448 

10 413,058 

11 

12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

Gross prof it 

Deductions: 
Salaries and wages (Line 13) 
Repairs and maintenance (Line 14) 
Rents (Line 16) 
Taxes and licenses (Line 17)(Schedule No. 3) 
Interest (Line 18)(Schedule No. 3) 
Depreciation (Line 21b)(Schedule No. 3) 
Other deductions (Line 26)(Schedule No. 4) 

Above the line taxable income before CIAC 

22 CIAC (Line 10, Schedule No. 3) 
23 Gross-up (Line 10, Schedule No. 3) 
24 

25 Total above the line taxable income 

26 
27 
28 

29 
30 
31 
32 
33 
34 
35 
36 
37 
38 

39 

Below the line taxable income (loss) 
Income : 

Interest (Line 5) 

Deductions: 
Cost of goods sold (Line 2, Schedule A, 

Officers compensation (Line 12) 
Taxes (Line 17)(Schedule No. 3) 
Interest (Line 18)(Schedule No. 3) 
Depreciation (Line 21b)(Schedule No. 3) 
Other deductions (Line 26)(Schedule No. 

Security 
Engineering and testing 

Total below the line tax loss 

930,880 

121,226 
12 , 770 
7 , 123 

106,982 
201,845 
380,765 
142,940 
973,651 
(42,771) 

590 , 150 
338.017 
928,167 

885,396 

37.412 

Statement 3) : 
140 

184 , 511 
199,940 
15,479 

724 , 929 
254 , 265 

4) 161,218 
1,540,482 

(1,503,070) 

40 Total taxable income (loss) (Line 28) (617 , 674) 
41 Below the line net operating loss deduction (Line 29c) (2,215,483) 

42 Total taxable income (loss) (Line 30) s(2.833.157) 



North Fort Myers Utility, Inc. 
Actual and Estimated Accounting Fees to 

Process Gross-up Refund Reports for 
the Fiscal Year Ended May 31,1995 

invoice Out-of-Pocket 
Cronin, Jackson, Nixon 8 Wilson Date Fees Expense Total 

June, 1996 
April, 1996 

07/16/96 $ 840 $ 40 $ 880 
05/24/96 1,115 1,115 

Total actual expense 1,955 40 1,995 

Estimate to complete: 
Respond to Staff letter, Review 
Staff Recommendation and 
PAA Order - R. Nixon 
10 hours @ $1 50 

Total actual and estimated expense 

1,500 50 1,550 

$ 3,455 $ 90 $ 3,545 



JAMES L CARLSTEDZ C.f?A. 
JOHN H. CRONIN, JR., C J A .  
ROBERT H. JACKSON, C.f!A. 
ROBERT C. NIXON, C.RA. 
HOLLY M. TOWNER, C.R.4. 
JAMES L WILSON, C.k?A. 

Cronin, Jackson, Nixon & Wilson 
CER TlFlED PUBLIC A CCOU N TA N TS, P. A .  

2560 GULF-TO-BAY BOULEVARD 
SUITE 2W 

CLEAR WATER, FLO RI D A  34625441 9 
(813) 791 -4020 
FACSIMILE 
(813) 797-3602 

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 

Fort Myers, FL 33902 
P.O. Box 2547 

I N V O I C E  

July 16, 1996 

For professional services rendered during 
June, 1996, as follows: 

1. 

2 .  

3 .  

4 .  

Preparation and review of the 1996 
Indexed Rate Adjustment 

Prepare response to PSC staff calculation 
of gross up refunds for fiscal years ended 
1992 and 1993 

Preparation of gross up refund report for 
f i s c a l  year ended May 31, 1995 

Telephone, postage and copies 

Total 

P551 

$ 532.50 

1,120.00 c-. 840.00 .: 
39.51 1 

$2,532.01 



JAMES L. CARLSTEDT; C X 4 .  
JOHN H. CRONIN, JR, C.R.4. 
ROBERT H. JACKSO.V, C R A .  
ROB&RT C. NIXON, C.PA. 
HOLLY M .  TOWNER C J A .  
JAMES L WILSON, CPA. 

Cronin, Jackson, Nixon & Wilson 
CERTIFIED PUBLIC A CCOUNTA NTS, P . A .  

2560 GULF-TO-BAY BOULEVARD - - -  SUITE 200 
CLEARWATER, FLORIDA 346254419 

(813) 791-4020 
L. FA CSIMIL E . *: 

- 4  

!:-.' :r 
..* x -  

(813) 797.3602 

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P.O. Box 2547 
Fort Myers, FL 33902 

I N V O I C E  

May 24, 1996 

For professional services rendered during 
April, 1996, as follows: 

1. Preparation and review of the 1995 Psc 
Annual Report 

2. Partial billing for preparation of the 1995 
gross-up refund report 

3. Telephone, Federal Express charges, and copies 

Total 

#551 

$2 , 750.00 

1 , 115.00 
93.00 

$3,958.00 



WORTH FORT mER8 UTILITY, INC. 
1995 GrOo.-Up C 0 8 t 8  

ACTUAL ATTO RNEYS FEES AND COSTS THROUGH NO VEMB E R 30. 1 9 9 6 :  

Billing out -of 
Date Faes Pocket 

Uvoice  Number 

I'Hbt C 

Total 

1 5 2 5 2 *  07/16/96 $ 60.00 $ 7.33 $ 67.33 
15780* 10 /14 / 9 6 270.00 123.40 393.40 
16089, 11/19/96 150.00 181.23 331.23 
16218* 12/23/96 4 3 5 . 0 0  428 .74  8 6 3 . 7 4  

Total expense through 11/30/96 $ 9 1 5 . 0 0  $ 7 4 0 . 7 0  $ 1 , 6 5 5 . 7 0  

Eetimated to complete*+ $ 3 , 8 5 0 9  00 $ 300.00 $ 4 . 1 5  0 .  D O  

Total Actual and 
Estimated Expenees $ 4 ,  765. O Q  $4 1 04 0 * 7 0 $ 5 - 9 0  5 . 7 0  

*Pro rata coat allocation 

* *  Review and aseist in responee to additional Staff inquiries; obtain and 
review Staff Recommendation; prepare for and attendance at Agenda Conference; 
correspondence and reparting to client re: same; review order and reporting 
to client; f i n a l  report to client a f t e r  protest and appeal period. 

Eetimated 2 2  hours  to complete Q $175 per hour = $3,850 + Costs $300 f o r  
total of $4,150. 



f I L E  No, 896 01/08 ‘97 16:24 1D:ROSE SUNDSTROn 8 BENTLEY 9046564029 

F E  1. I 8 S . m J s J e  

NORTH PORT MYERS UTILITY, INC 

PAGE 3 

INVOICE # 1 5 2 5 2  
JULY 16, 1 9 9 6  
FILE # 16319-0029 

I 
I 

I 
1 

3 PAGE 
---.--------.------------*---------------------------.------------------------- 

FINALIZE AND PA% ALL. 
RESEARCH AND DRAFT DEVELOPER AGREEMENT 
FOR GREAJE MONK 

0 6 / 2 7 / 9 6  MSF 

ITH THE CON 
CRA REBUILD 

, 
1 

I RELATIVE TO VARIOUS MATTTRS. 

WXLL1.W E SUNDSTROM 5 . 7 0  i 3 5 j - C o  1,710.00 I I 
I 
I 
i 
I 

MARTIN S FRIEDMAN 11.40 

DAREN L SHI?PY 

? , 4 0  350.00 
5 . 3 0  753.00 
6.90 1,035.00 

JOHN R JENXINS 
F HARSHALL DETZRDIXG 

I 31.43 
4,71@. 00  

LCNG DISTANCE CALLS 
FEDERAL EXPRESS 
TZLECOPIE.9 
PHOTOCOPIES 
MISCELLANEOUS EXPENSE 

TOTAL COSTS .3CIV.ViCE2 

TCTAL STATSMSZI? 



FILE No. 896 01/08 '97 16:25 ID:ROSE SWDSTRON 8 BENTLEY 
9046564029 PQGE 4 

NORTH PORT MYERS UTILITY, INC 
P 0 BOX 2 5 4 7  
PORT MYERS, FL 33902 INVOICE # 15780 

OCTOBER 1 4 ,  1 9 9 6  
FILE # 16.319-0029 

HATTER MISCELLANEOUS LEdAL ADVICE 

30.00 09/0.3/96 FMD ATTEND PSC AGENDA CONFERENCE AND MAKE 0 I 2 0  ARGUHENTS RE: CANCELLATION OF GROSS-UP 
TARIFFS AND REQUIRED REFUNDS OF 
POST-JUNE l2TH COLLECTIONS AND ARGUHENTS 
RZ: INTEREST CALCULATION, 

WISHER OF PFM RE: ARBITRAGE REBATE 
REPORT AND INVESTMENT ADVTCE RZ: BOND 
PROCEEDS. 

LETTER TO PSC CLERK REGARDING SAME. 

REPORT; INTRA-OFFICE CONFERENCE 
REGARDINC.  SAME. 

O ~ ! O s , / r J F +  J R J  ATTEND MEETINGS WITH CLIENT AND LAVON 2.00 300, O D  

J'>! : 5 /  5 6  HSF REVIfW EXECUTED WASTEWATE3 AGREEMENT AND 0 - 3 0  45.00 

19/1'!96 MBF OBTAIN AND R E V I r d  PERC-SIX 1995 ANN!JilL 0 I 5 3  7 5 . 0 9  

l P / ' 2 4 . ' 3 f i  2107 

* 

DRAPT LETTEIi TO C L I E N T  X: SAYE AND RE: 
RZQVIRZMENTS OF ORDER; TSLEPWQNZ CDNFJR- 

\ -CE WITH TONY REEVES RS: GROSS-UP.  
Q,!:li,;=i 

CHUCK HILL AND FILE TAX RETURNS TO CLERK 
WITH COVER LETTER. 

4 6 3 . 4 9  



FILE No. 896 01/08 '97 16:25 1D:ROSE SWDSTROn 8 BENTLEY 9046564029 PhGE 5 

PLE*GE REFER rP INVOICE NUMOER 
WHEN REH~RINO 

NORTH FORT NYERS UTILITY, I N C  

INVOICE I 15780 
OCTOBER 1 4 ,  1 9 9 6  
FILE # 16319-0029 

2 PAGE 
_-_______-______________________________-.----_---------------.-_.- ------------- 

LONG DISTANCE CALLS 7 6 , 2 1  
TRAVEL EXPENSL 367 .00  

COPY OF ANNUAL REPORT 7 . 4 0  

TELECOPIER 2 6  I O 0  
PHOTOCOPIES 6 5 . 0 0  

TOTAL C O S T S  ADVANCED 

TOTAL STATEMENT 

m a s z  REFER TO TNVOICB I WHEN R E M I T T T N ~  

/c"" S1,124.61 



'- . 

NORTH PORT MYERS UTTLITY, INC 
P 0 BOX 2 5 4 7  
FORT MYERS, FL 33902 

PUGE 6 

INVOICE I 1 6 0 8 9  
NOVEHBER 19, 1 9 9 6  
IILE # 16319-0029 

I 



PAGE 7 FILE No. 896 01/08 '97 16:s ID:ROSE WDSTROn 8 BENTLEY 9046564029 

CLEME R E F E R  TO INVOICE NUMPER 
WHEN R 6 m i n i w  

' NORTH FORT MYERS UTTLTTY, TNC 

INVOICE ? 16089 
NOVEMBER 1 9 ,  1 9 9 6  
P r m  t 163'19-0029 

TOTAL COST3 ADVANCED 

TOTAL STATEMENT 
1,0.3.3.00 

$1, U 7 0 . 0 0  
I 

P L E A S E  REFER To INVOICE I )  WHEN REMTTTlNO 



NORTH IORT MYERS UTILITY, INC 
P 0 BQX 2547 
FORT MYERS, ?L 33902 i 

PAGE 8 

P&ASE REFER rP INMlCE NUMOER 
WHEN REMTTTINO 

INVOICE # 16218 
DGCMBER 23, 1996 
FILE # 16319-0029 

MATTER HIBCELLANEOUB LEGAL ADVICE 

11/04/96 JSB TELEPHONE CONFERENCE WITH TONY REEVES 0.40 RE: POLLUTION REMEDXATION INSURANCE 
PROPOSAL. 

P6C WHO TELEPHONED REGARDIffG LAZY DAYS; 
11/05/96 HSF TELEPHONE CONFERENCE WITH MS. XANDER AT 0880 

TELEPHONE CONIERENCE WITH HR, REEVES 
REGARDING VARIOUS MATTERS; LETTER TO MS. 
XANDER. 
TELEPHONE CONFERENCE W I T H  TONY REEVES 11/05/ 9 6  JSB 0.90 
RE: POLLUTION INSURANCE PROPOSAL. 

1 1 / 6 6 / 9 6  HSF LETTER TO PSC CLERK REGARDING XINSER OIL 0,40 
COMPANY DEVELOPER AGREEMENT; LETTER TO 
HS. BOLEY REGARDINC: CHANCE IN BAD CHECK 
CHARGE LAW. 

AGREEWENT AND LETTER TO P S C  CLERK 
11/21/ 96 llSF REVIEW COMMUNITY DENTAL DEVELOPER 0,90 

E. 19K -. ppr 
E 1 / 2 1 ! 9 6  FHD T E L G  :&EREPICE WITH STAFF RE: 1.40 NEEDED INPORMATfDN ON GROSS-UP AND 

INSTALLMENT PAYMENTS OF CIAC AND 
GROSS-UP AND TIMING OF SAME; TELEPHONE 
CONFERENCE WTIH BOB NTXOH A N D  PAUL 
DECHARIO RE: SAME: INTRA-OFFICE 

11/21/96 FHD CONFERENCE RE: SAME AND REVIEW TARIFF. 
11!?2/96 FHD 

n.00 
I I 5 5  TELEPHONE CONFERENCE WITH BOB NIXON; 

CONFERENCE CALL WITH HR. N I X O N  AND TONY 
REEVES RE: RESPONSE TO STAFF INQIIIRY ON 
GROSS-UP; INTRAdOFFICE CONFERENCE RE! 

P MARSHALL DCTERDINC 2 . 9 0  43.5. Or) 
JENNTFER S BRUBAHER I, 30  1 7 5 . 5 0  

slas. ( ~ 7  
4.35 (3 
1-75 5v 

5 . 7 0  

! 

54,OO 

120 * 00 

121.50 

60 # 00 

4 s .  00 

---zx\ 
i 



NORTH FORT MYERS UTILITY, INC 

INVOICE # 16218 
DECaBER 23, 1 9 9 6  
?ILE # 16319-0029 

835 .  SO 
LONQ DI8TANCE CALLS 
FEDERAL EXPRESS 
TRAVEL EXPENSE 
TELLCOPIER 
PHOTOCOPIES 

TOTAL COSTS ADVANCED 

TOTAL STATEMENT 

1 2 4 . 8 9  
1 6 . 5 5  

450 .00  
2 9 . 0 0  

2 2 2 . 2 5  

8 4 2 . 6 9  

$1 I 6 7 8 . 1 9  

PLEASE REFER TO INVOICE 0 WHEN REMITTINQ 



JAMES L. CARLSTEDZ C.FA. 
JOHN H. CRONIN, JR., C.F!A. 
ROBERT H .  JACKSON, C.FA. 
ROBERT C. NIXON, C J A .  
HOLLY M .  TOWNER, C.f?A. 
JAMES L WILSON, CXA. 

Cronin, Jackson, Nixon & Wilson 
CERTIFIED PUBLIC A CCOUNTA N TS, P.A. 

Ms. Jackie Gilchrist 
Regulatory Analyst 
Division of Water & Wastewater 
Florida Public Service Commission 
2540 Shumard Oak Boulevard 
Tallahassee, FL 32399-0850 

2560 GULF-TO-BAY BOULEVARD 
SUITE 200 

CLEARWATER, FLORIDA 3 4 6 2 5 4 1 9  
(813) 791 4020 
FACSIMILE 
(813) fp7-3602 

January 9, 1997 

BY FEDERAL EXPRESS 

Re: 1995 CIAC Gross-up Report for North Fort Myers Utility, Inc. 
(Fiscal year ended May 31, 1995) 

Dear Ms. Gilchrist: 

On behalf of our client, North Fort Myers Utility, Inc., I am 
responding to your letter dated December 10, 1996. 

North Fort Myers Utility, Inc. disagrees with Staff's computation of 
excess gross-up collected of $33,409. The Company believes that the 
appropriate excess collected (as revised) is $7,771, before consideration 
of legal and accounting expenses incurred in connection with this matter. 
The difference appears to be related solely to Staff's imputation of 
first year's depreciation on CIAC of $33,331, with which we disagree, and 
the revision discussed in further detail below. 

The Company believes that the imputed CIAC depreciation benefit does 
not exist for the following reasons: 

1. All plant additions were funded through increases in 
Company debt, including refinancing of previously 
incurred debt. 

2 .  Staff's belief that cash CIAC should be used to pay off 
the Company's debt is unfounded, since there is no 
Commission rule or policy requiring a specific use of 
cash CIAC collections. 

In addition, Staff's position ignores the reality of 
the Company's financial state of affairs and its use of 
debt to fund plant additions. 



Ms. Jackie Gilchrist 
January 9, 1997 
Page Two 

The amount of cash CIAC collected during fiscal year 
1995 was not enough to pay interest on outstanding 
debt, much less any principal. Thus, Staff's belief 
simply could not occur or result in any tax benefit 
attributable to the receipt of cash CIAC. 

Staff's estimate of first year's depreciation on CIAC 
is greater than the first year's depreciation shown on 
Form 4562, attached to the return previously filed with 
the Commission. 

3 .  

Also, you asked for the dollar amount of contributed property 
resulting from acquisitions of existing systems. During the fiscal year, 
North Fort Myers acquired $206,675 of CIAC resulting from acquisitions of 
existing systems. 

On Schedule No. 3 of the Company's filing, interest expense of 
$924,418 was used to determine the amount of below the line interest 
expense. You asked for the gross amount of interest on customer deposits 
and the amount of amortization of loan costs. The gross amount of 
interest on customer deposits was $2,356, and the amount of amortization 
of loan costs was $25,212. The net interest expense on Schedule No. 3 
was determined as follows: 

Interest on long-term debt $750,150 
AFUDC (17,109) 
Short-term line of credit 166,165 
Customer deposits 2,356 
Amortization of loan costs 25.212 

926,774 
(2,356) Less: Interest on customer deposits 

Net interest expense $924 I 418 

Additionally, you asked how much interest was earned during the 
fiscal year on the gross-up escrow account. Such interest earnings 
amounted to $1,462. 

I have revised the Company's originally proposed refund to include 
$9,175 of miscellaneous income as above the line income. Such income was 
determined by the Utility to be miscellaneous service revenue from 
reconnect fees and, as such, should be classified above the line. The 
Utility filed a corrected Regulatory Assessment Fee to correct the 
misclassification. As a result, I have enclosed revised Schedules No. 1 
and 2 which result in a revised over collection of gross-up of $7,771, 
before reduction for legal and accounting expense. 



Ms. Jackie Gilchrist 
January 9, 1997 
Page Three 

Finally, the Company believes that the legal and accounting expenses 
incurred to file and process the 1995 gross-up refund report should 
offset the revised excess gross-up collected of $7,771. Actual and 
estimated accounting fees to process this report total $3,545, while 
actual and estimated legal fees total $5,806, resulting in total expense 
of $9,351. Since such total expenses exceed the revised excess gross-up 
collected, no refund is required. 

Please contact me if you have additional questions concerning this 
matter. 

Very truly yours, 

CRONIN, JACKSON, NIXON & WILSON 

Robert C. Nixon 

RCN/apf 

cc: F. M. Deterding, Esq. (w/encl.) 
T. Reeves (w/encl.) 



JAMES L. CARLSTEDT, C.PA. 
JOHN H. CRONIN, JR., C P A .  
ROBERT H. JACKSON, C.PA. 
ROBERT C. NIXON, CXA.  
HOLLY M. TOWNER, C.I?A. 
JAMES L. WILSON, CXA.  

Cronin, Jackson, Nixon & Wilson 
CERTIFIED PUBLIC A CCOUN TA N TS, P. A .  

2560 GULF. TO-BAY BOULEVARD 

CLEARWATER, FLORIDA 34625-4419 
(813) 791-4020 

(813) 797-3602 

SUITE 200 

FACSIMILE 

June 1 8 ,  1996 

Officers and Directors 
North Fort Myers Utility, Inc. 

A s  requested, we have prepared the accompanying Special Report 
of North Fort Myers Utility, Inc., consisting of Schedules No. 1 
through No. 5 .  This report is intended solely for use in 
fulfilling certain reporting requirements related to collection of 
tax impact charges on contributions in aid of construction, for the 
year ended May 31, 1995, to be filed with the Florida Public 
Service Commission. We have not audited or reviewed this Special 
Report and express no opinion or any other form of assurance on it. 

Q-+*/+vfU& 
CRONIN, JACKSON, NIXON & WILSON 



Line 
No. 

1 
2 
3 
4 
5 
6 

7 
8 

9 

10 
11 
12 
13 
14 
15 

16 

North Fort Myers Utility, Inc. 
Income Tax on CIAC and Proposed Gross-up Refund 

Fiscal Year Ended May 31, 1995 

Total above the line taxable income 
Less: Gross-up collected (Schedule 
Net taxable CIAC (1) 
Combined Federal and State tax rate 
Income tax on CIAC 
Tax expansion factor for gross-up 

Gross-up required to pay tax on CIAC 
Actual gross-up collected 

(Schedule No. 2) $ 876,221 
(338,017) No. 2) 
538,204 

.3763 
202,526 
1.6033 

324,710 
(338,017) 

Under (over) collection of gross-up (2) 

Notes: (1) The Company did not receive any contributions of physical 
property during the fiscal year. Increases in contributed property 
resulted entirely from the acquisition of existing systems and their 
historic cost basis. Therefore, no adjustment for first year 
depreciation is made. Plant additions were funded through increases 
in Company debt. 

(2) The Company proposes a refund of $13,307. 

Schedule No. 1 



North Fort Myers Utility, Inc. 
schedule of Above and Below the Line Taxable Income (Loss) 

Fiscal Year Ended May 31, 1995 

Line 
No. 

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 
26 
27 
28 

29 
30 
31 
32 
33 
34 
35 
36 
37 
38 

39 

40 
41 

42 

Fbove the line taxable income 
Gross receipts/sales (Line IC) 
Cost of goods sold (Line 2, Schedule A, Statement 3): 

s 1,334,763 
254,751 

Utilities 113 , 061 
Repairs and maintenance 21,798 
supplies 23,448 413,058 

Gross profit 921,705 

Cost of labor 

Deductions: 
Salaries and wages (Line 13) 
Repairs and maintenance (Line 14) 
Rents (Line 16) 
Taxes and licenses (Line 17)(Schedule No. 3) 
Interest (Line 18)(Schedule No. 3) 
Depreciation (Line 2lb)(Schedule No. 3) 
Other deductions (Line 26)(Schedule No. 4) 

Above the line taxable income before CIAC 

CIAC (Line 10, Schedule No. 3) 
Gross-up (Line 10, Schedule No. 3) 

121,226 
12 , 770 
7,123 

106,982 
201,845 
380,765 
142,940 
973,651 
f 51,946) 

590,150 
338,017 
928,167 

Total above the line taxable income 876,221 

Below the line taxable income (loss) 
Income : 

Interest (Line 5) 37,412 Miscellaneous (Line 10, Statement 1) (Schedule No. 3) 9.175 
46,587 

Deductions: 
Cost of goods sold (Line 2, Schedule A ,  Statement 3): 

140 Security 
Engineering and testing 184,511 

Officers compensation (Line 12) 199,940 Taxes (Line 17)(Schedule No. 3) 15,479 
Interest (Line 18)(Schedule No. 3) 724,929 
Depreciation (Line 2lb)(Schedule No. 3) 254,265 
Other deductions (Line 26)(Schedule No. 4) 161,218 

1,540,482 

Total 

Total 
Below 

Total 

below the line tax loss (1,493,895) 

taxable income (loss) (Line 28) (617,674) the line net operating loss deduction (Line 29c) (2,215,483) 

taxable income (loss) (Line 30) S (2,833,157) 

k%hbl+ w-14 Schedule No. 2 
p a  ZbOf31 



North Fort Myers Utility, Inc. 
Above and Below the Line Taxes, Interest, and Depreciation 

Fiscal Year Ended May 31, 1995 

Line 
No. 

1 
2 
3 
4 
5 
6 

7 

9 
10 
11 
12 
13 
14 

15 

16 
17 

18 

19 
20 

21 
22 

23 

24 

25 
26 
27 
28 

29 
30 

31 

a 

(A)  Taxes 
(1) proDertv taxes 

Tbtal property taxes 
Composite non-used anL useful percent 

(Schedule No. 5) 
Below the line property taxes 

Officers salary subject to social 
security tax 

Payroll tax rate 

(2) pavroll taxes 

Officers salary subject to Medicare tax 
Medicare tax rate 

Total below the line payroll taxes 

Below the line taxes 
Above the line taxes 

Total taxes 

(B) Jnterest 
Total long-term debt 

Rate base 
Less: Customer deposits 

Rate base supported by long-term debt 

Long-term debt in excess of rate base 

Percentage excess 
Interest expense, net of $2,356 interest on 
customer deposits, plus amortization of 
loan costs 

Below the line interest expense 
Above the line interest expense 

Total interest expense 

$ 16,552 

36.14% 
5.982 

111,120 
6.2% 

6,889 
179 , 888 

2,608 
1.45% 

9,497 

15 , 479 
106,982 

S 122,461 

$10,596,227 

$ 2,367,013 
(80,780) 

s 2.286.233 
s 8.309.994 

78.42% 

S 924.418 

724 , 929 
201,845 

$ 926,774 

Schedule No. 3 
Page 1 of 2 



North Fort Myers Utility, Inc. 
Above and Below the Line Taxes, Interest, and Depreciation 

Fiscal Year Ended May 31, 1995 

Line - No. 

1 (C) peweciation 
2 (1) pet demeciation 
3 Total depreciation per Line 21b $ 686,749 
4 Less: Depreciation on pre-1987 CIAC assets (1.) (51.719) 

5 
6 
7 

635 , 030 Net depreciation expense included on return 
Less: Depreciation on prior years 
contributed property (38,967) 

8 Net depreciation 5 596,063 

9 (2) Above and below the line depreciation 
10 Net depreciation on invested property 
11 
12 
13 (Schedule No. 5) 63.88% 

per above $ 596,063 
Composite used and useful percentage 

14 
15 

Above the line depreciation 
Below the line depreciation 

380,765 
254,265 

5 635,030 16 Total net depreciation 

17 Note (1) : "Other income" on Line 10 and Statement 1 consists of the 
18 following: 

19 
20 
21 
22 
23 

Taxable CIAC $590,150 
Taxable gross-up 338 , 017 
Amortization of pre-1987 CIAC assets 51,719 

Miscellaneous income 

24  Total 

979,886 
9,175 

$989,061 

Schedule No. 3 
Page 2 of 2 



North Fort Myers Utility, Inc. 

Fiscal Year Ended May 31, 1995 
Schedule of Above and Below the Line "Other Deductions1' 

Line 
No. 
1 Above the line "Other deductionsn: 
2 Insurance 
3 Accounting 
4 Telephone 
5 Miscellaneous expense 
6 Contract services 
7 

a Total above the line "Other deductionsv1 

Office expense and bank charges 

9 Below the line "Other deductionstt: 
10 Legal 
11 Travel and entertainment 
12 Amortization of plant retirement 

13 Total below the line "Other deductions1t 

14 Total "Other deductionsf1 

$ 69,921 
39,970 
9,810 
1,734 
3 I 058 

18.447 

142,940 

128,509 
12 , 094 
20,615 

161,218 

$304,158 

Schedule No. 4 
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North Fort Myers Utility, Inc. 
Schedule of Rate Base and Composite Non-Used and Useful Percentage 

Fiscal Year Ended May 31, 1995 > 

Line - No. 

7 

8 

9 
10 
11 

12 
13 

14 

15 
16 
17 
18 

19 
20 

21 

22 
23 
24 
25 
26 
27 

28 , 

29 

I. Pate base 
utility plant in service 
Land 
Non-used and useful plant (1) 
Accumulated depreciation 
CIAC (net) 

$10,836,618 
252 , 4 5 3  

(3,249,877) 
(1,595,804) 
(3,876,377) 

$ 2,367,013 Rat e base 

Note (1): Non-used and useful plant was calculated as follows: 

( A )  Treatment Dlant 
Peak average month flow (September, 1994)(mgd) .862 
Divide by plant capacity (mgd) 2.000 

Percent used and useful 
Percent non-used and useful 

43.10% 
56.90 

100.00% Total 

(B) peeDwell 
Peak average month flow to deepwell 

Divide by deepwell capacity (mgd) 
(January, 1995) (mgd) 

Percent used and useful 
Percent non-used and useful 

.285 
2.000 

14.25% 
85.75 

100.00% Total 

(C) Fm ounts non-used and useful 
Treatment Deepwell 

Total plant costs $5,484,667 $ 925,774 
Accumulated depreciation (983,331) f 122,722) 
Net plant 4 , 501,336 803 , 052 
Percent non-used and useful 56.90% 85.75% 

Net non-used and useful plant $2,561,260 $ 688,617 

Total net non-used and useful plant $3.249.877 

Schedule No. 5 
Page 1 of 2 



North Fort Myers Utility, Inc. 
Schedule of Rate Base and Composite Non-Used and Useful Percentage 

Fiscal Year Ended May 31, 1995 

Line 
No. 

1 
2 
3 

4 

5 
6 
7 

8 

9 

11. ComDosite non-used and useful Dercentaae 
Total plant costs per above $5,484,667 $ 925,774 
Percent non-used and useful 56.90% 85.75% 

Amount non-used and useful $3,120.776 $ 793,851 

Total non-used and useful plant costs 

Divide by total depreciable plant 
($3,120,776 + $793,851) $ 3,914.627 

$10,836,618 

Composite non-used and useful percentage 

Composite used and useful percentage 

36.12% 

63.88% 

t\chi b1-c W- I +  

Schedule No. 5 
Page 2 of 2 

p q  31 o c 3 1  
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EXHIBIT RCN-15 



Line 
No. 

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 

- 

North Fort Myers Utility, Inc. 
Amended Income Tax on ClAC 8 Gross-up Required to Pay Tax 

For the Year Ended May 31, 1996 

Above the line taxable income 
Less: Contributed property not grossed-up 

Gross-up collected 

Net taxable ClAC 
Less: First year's depreciation of ClAC 

ClAC associated with systems not grossed-up 

Net taxable ClAC for gross-up 
Combined Federal 8 State tax rate 

Income tax on ClAC 
Tax expansion factor for gross-up taxes 

Gross-up required to pay tax on ClAC 
Actual gross-up collected 

Gross-up under (over) collected 
Less: Offset of 50% of legal 8 accounting fees 

Filed with 
Gross-up 
Report (1) 

$ 1,443,563 

(402,730) 

1,040,833 
(21,863) 

(296,1841 

722,786 
37.63 

271,984 
1.6033 

436,072 
402,730 

33,342 

Net gross-up under (over) collected $ 33,342 

Tax 
Return 

Adjustment 'As Filed" 

$ (253,197)(2) $ 1,190,366 

(402,730) 

(253,197) 787 I 636 
3,136 (3) (18,727) 

296,184 (4) 

46,123 768,909 
37.63 37.63 

17,356 289,340 
1.6033 1.6033 

27,827 463,899 
402,730 

27,827 61,169 

$ 27,827 $ 61,169 

Adjustment 

$ 764,393 (5) 
(477,842) (6) 
(143,374)(7) 

143,177 
(6,469) (8) 

136,708 
37.63 

51,444 
1.6033 

82,480 
143,374 

(60,894) 
9,980 

$ (50,914) 

Tax Return 
Filed 

"As Amended 

$ 1,954,759 

(546,104) 

930,813 
(25,196) 

(477,842) 

905,617 
37.63 

340,784 
1.6033 

546,379 
546,104 

275 
9,980 

$ 10,255 

Notes: (1) The tax return dated 01/08/97, filed with the gross-up report (dated 04/04/97) was a "Draft" and was changed to reflect purchased 
ClAC shown in Note (2) on 02/12/97. This actual return "As Filed was amended on 12/05/97 to include as income all ClAC and gross-up 
contractually due as accounts receivable. 

Reduce income for ClAC acquired with purchased property. 
Remove first year's depreciation on acquired contributed property per Note (1) 
Revise adjustment for ClAC associated with systems not grossed-up 
Increase income for accounts receivable - ClAC recorded as taxable income and revised above the line depreciation 
Remove ClAC associated with contributed systems not grossed-up. 
Increase income for accounts receivable - gross-up recorded as CIAC. 
Increase first year's depreciation on ClAC for amended amounts. 

d 

Schedule No 1 
Amended 



North Fort Myers U t i l i ,  Inc. 
Schedule of Above 8 Below the Line Taxable Income (LOSS) 

For the Year Ended May 31, 1996 

Line 
No. - 
1 
2 
3 

4 

5 
6 
7 
8 
9 
10 
1 1  
12 
13 

14 

15 

16 
17 
18 

19 

20 

21 
22 
23 
24 

25 

26 
27 
28 
29 
30 
31 
32 

33 

34 

35 

36 
37 
38 
39 
40 

ethe- 
Gross receiptdsales (Statement 1 ,  Line l c )  
Cost of goods sold (Statement 1, Une 2; Schedule No. 6) 

Gross proft 

Salaries 8 wages (Statement 1 ,  Line 13) 
Repairs 8 maintenance (Statement 1, Line 14) 
Bad debts (Statement 1, Line 15) 
Rents (Statement 1, Line 16) 
Taxes (Statement 1 ,  Line 17; Schedule No. 3) 
Interest (Statement 1 ,  Line 18; Schedule No. 3) 
Depreciation (Statement 1 ,  Line 21 b; Schedule No. 3) 
Other deductions (Statement 1 ,  Line 26; Schedule No. 4) 

Deductions: 

Filed with 
Gross-up 

Report 

$ 1,637,154 
(464,353) 

1,172,801 

78,293 
1,062 
2,840 
7,123 

159,904 
226,819 
488,494 
236,294 

Tax 
Return 

Adjustment 'As Filed' 

f 1,637,154 
(464,353) 

1,172,801 

78,293 
1,062 
2,840 
7,123 

159,904 
226,819 

2,290 (1) 490,784 
236,294 

Tax Retum 
Filed 

Adjustment "As Amende6 

$ 1,637,154 
(464.353) 

1,172,an 

78,293 
1,m 
2.840 
7,123 

159,904 
226,819 

S (4,724)(2) 486,W 
236.241 

1,200,829 2,290 1,203,119 (4,724) 1,198,395 

Above the line taxable loss before ClAC (28,028) (2,290) (30,318) 4,724 (25,5sq 

€IAG 
Net taxable ClAC additions (Schedule No. 3) 1,068,861 $ (250,907)(2) 817,954 616,295 (3) 1,434.24 
Gross-up 402,730 402,730 143,374 (3) 546,104 

1,471,591 (250,907) 1,220,684 759,669 1,980,353 

Total above the line taxable income 1,443,563 (253,197) 1,190,366 764,393 1,954,799 

the line taxable income 
Income: 

Interest (Statement 1 ,  Line 5) 179,227 179,227 179,227 
Other income (Statement 1, Line 10; Schedule No. 3) 10,560 10,560 10,560 

189,787 1 89,787 189.781 

Cost of sales (Statement 1, Line 2; Schedule No. 6) 186,807 186,807 186,807 

faxes (Statement 1 ,  Line 18; Schedule No. 3) 29,088 29,088 29,068 
Interest (Statement 1, Line 18; Schedule No. 3) 939,934 939,934 939,934 
Depreciation (Statement 1 ,  Line 21 c; Schedule No. 3) 253,568 (2,290) (1 1 251,278 75,522 (2) 326,800 

Deductions: 

Compensation of officers (Statement 1 ,  Line 12) 224,952 224,952 224,952 

Other deductions (Statement 1 ,  Line 26; Schedule No. 4) 317,615 31 7,615 317,615 

1,951,964 (2,290) 1,949,674 75,522 2,025,196 

Total below the line taxable loss (1,762,177) 2,290 (1,759,887) (75,522) (1,835,409) 

688.871 -- $ 119,350 Total tax income (loss) (Statement 1, Line 10) $ 1318,614) 3 ( 250,907) $ (569,521) $ 

Notes: (1) Increawddecrease to above 8 below the line depreciation for removal of first y e a h  depreciation of ClAC acquired in purchase of existing 

(2) Reduction in used & useful above the line depreciation (5490,784 - $486,060) and increase in below the line depreciation per Schedule NO, 3 

(3) To include ClAC and gross-up receivable in income and reclassify per Schedule No. 3. 

system (Schedule No. 3 - $3,136 x ,7303). 

($4,724 + $70,798). 

Schedule No. 2 
Amended 



North Fort Myers Utility, Inc. 
Above & Below the Line Taxes, Interest, and Depreciation 

For the Year Ended May 31 , 1996 

Line 
No. 

1 
2 
3 
4 

5 

6 
7 
8 
9 

10 
11 
12 

13 

14 
15 

76 

17 
18 

19 
20 

21 

22 

23 

24 

25 
26 

27 

A. Taxes 
1. Propertv - taxes 

Total property taxes 
Composite non-used & useful percentage (Schedule No. 5) 

Below the line property taxes 

2. Pavr oll taxes 
Officer's salary subject to social security tax 
Social security tax rate 

Officer's salary subject to Medicare tax 
Medicare tax rate 

Total below the line payroll taxes 

Below the line taxes 
Above the line taxes 

Total taxes 

B. Interest 
Total long-term debt 

Rate base (Schedule No. 5) 
Less: Customer deposits 

Rate base supported by long-term debt 

Long-term debt in excess of rate base 

Percentage excess 

Interest expense, net of $8,343 interest on customer deposits 

Below the line interest expense 
Above the line interest expense 

Total interest expense 

$ 69,869 
26.97 Yo 

18,844 

1 12,620 
6.20 Yo 

6,982 

224,952 
1.45 Yo 

3,262 

10,244 

29,088 
159,904 

$ 188,992 

$ 13,698,237 

$ 2,694,178 
(1 10,649) - 

$ 2,583,529 - 

$ 11,114,708 

81.14 Yo 

$ 1,158,410 

939,934 
226,819 



North Fort Myers Utility, Inc. 
Above 8 Below the Line Taxes, Interest, and Depreciation 

For the Year Ended May 31,1996 

Line 
No. 

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 

26 

27 

. .  
. .  C. m e c i a t i o n  

1. 
Total depreciation per Line 21 b 
Less: Depreciation on pre-1987 ClAC assets (1) 
ClAC depreciation - post-1987 spreto (3) 

Net depredation expense included on retum 
Lecs: Depreciation of prior years contributed property 

First year's depreciation of ClAC 
ClAC depreciation - post 1987 assets (3) 

Net depreciation 

2. Above 8 below the I ine deDreclatipO 
. .  

Net depreciation on invested property, per above 
Composite used 8 useful percentage (Schedule No, 5) 

Above the line depreciation 
Below the line depreciation 

Total above 8 below the line depreciation 

Filed with 
Gross-up Tax Return Tax Return 

Report Adjustment "As Filed' Adjustment "As Amended 

$ 793,781 $ 793,781 $ 793,781 
(51,719) (51,719) (51,719 

$ 70,798 70,798 

742,062 742,062 70,798 812,860 

(21,863) 3,136 (2) (18,727) (6,469) (25,199 
(51,304) (51,3W (51 *w 

(70,798) (70,798) 

$ 668,895 $ 3,136 $ 672,031 $ (6,469) $ 665,562 -- 

$ 668,895 $ 672,031 $ 665,562 
73.03 

488,494 490,784 486,060 
253,568 

-~ 73 03 73 03 

251,270 326,800 

$ 742,062 3 742,062 $ 812,- 

Notes: (1) Other income on Line 10 and Statement 16 consists of the following: 

Cash ClAC additions 
Property ClAC additions 
Gross-up received 
Pre-1987 ClAC depreciation 
ClAC depreciation - post-1987 assets 

Other income 

$ 340,113 $ (1) $ 340,112 $ 616,295 $ 956,407 
728,748 (250,906) 477,842 477,842 
402,730 402,730 143,374 546,104 
51,719 51,719 51,719 

(70,798) (70,7- 

1,961,274 
10,560 10,560 10,560 

1,523,310 (250,907) 1,272,403 688,871 

Total f 1,533,870 f ( 250,907) f 1,282,963 $ 680,871 $ 1,971,834 -- -- 
(2) Reduce first year's depreciation on ClAC for reduction in taxable ClAC for ClAC acquired in purchase of an existing system (Tamiami Village), 

(3) Depreciation on post-1987 ClAC assets included as expense on Line 10 of tax retum per Note (1). 

Schedule No. 3 
Page 2 of 2 

Amended 



North Fort Myers Utility, Inc. 
Schedule of Above & Below the Line "Other Deductions" 

For the Year Ended May 31 I 1996 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 

12 

13 
14 
15 
16 
17 
18 

19 

20 

Above the line "other deductions" (Statement 16) 
Accounting 
Auto expense 
Bank charges 
Contract services 
Customer records & collection 
Insurance 
Miscellaneous 
Office expenses 
Telephone 
Training 

Total above the line "other deductions" 

Below the line "other deductions" 
Amortization of plant retirement 
Christmas expense 
Legal 
Travel & entertainment 
Trustee expense 

Total below the line "other deductions" 

To tal "other deduct ions" 

$ 100,973 
6,475 
1,399 

217 
11,441 
67,025 
16,526 
20,611 

9,373 
2.254 

236,294 

123,118 
325 

151,518 
23,294 
19,360 

317.61 5 

$ 553,909 

Schedule No. 4 
Amended 



Line 
No. 

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 
26 

27 

28 

North Fort Myers Utility, Inc. 
Schedule of Rate Base and Composite Non-used & Useful Percentage 

For the Year Ended May 31 , 1996 

I. Rate base 
Utility plant in service 
Land 
Non-used & useful plant (Ilc) 
Accumulated depreciation 
ClAC (net) 

Rate base 

II. Non-used & useful plant 
A. Treatment plant 

Peak average month flow (October, 1995) mgd 
Divide by plant capacity mgd 

Percent used & useful 
Percent non-used & useful 

B. Deep well 
Peak average month flow to deep well (December, 1995) 
Divide by deep well capacity (mgd) 

Percent used & useful 
Percent non-used & useful 

$ 11,943,550 
303,250 

(2,586,750) 
(2,299,152) 
(4,666 , 720) 

$ 2,694,178 

$ 1.039 
2.000 

51.95 % 
48.05 

100.00~% 

0.700 
2.000 

35.00 % 
65.00 

100.00 % 

C. Amounts non-used & useful 

Total plant costs 
Accum u I a t e d depreciation 
Net plant 
Percent non-used & useful 

Treatment 
$ 5,445,335 

(1,121,301) 
4,324,034 

48.05 

Net non-used & useful plant 

Total net non-used & useful plant 

$ 2,077,698 

$ 2,586,750 

Deep well 
$ 929,523 

(1 46,366) 
783,157- 

65.00 

$ 509,052 



North Ft. Myers Utility, Inc. 
Schedule of Rate Base and Composite Non-used & Useful Percentage 

For the Year Ended May 31, 1996 

Line 
No. 

1 111.  Composite used & useful percentaae 
2 
3 
4 Percent non-used & useful 

Total plant costs, per above 

5 Amount non-used & useful 

6 
7 ($2,616,483 + $604,190) 
8 

Total non-used & useful plant 

Divide by total depreciable plant 

9 Composite non-used & useful percentage 

10 Composite used & useful percentage 

Treatment 
$ 5,445,335 

48.05 

$ 2,616,483 

Deep well 
$ 929,523 

65.00 

$ 604,190 

$ 3,220,673 
$ 11,943,550 

26.97 % 

73.03 % 

Schedule No. 5 
Page 2 of 2 
Amended 



North Fort Myers Utility, Inc. 
Above and Below the Line Cost of Sales 

For the Year Ended May 31, 1996 

Line 
No. 

8 

9 
10 
1 1  
12 

13 

14 

Above the line cost of sales 
Cost of labor 
Other costs (Statement 19): 

Utilities 
Repairs & maintenance 
Supplies 
I nsura nce 

Total above the line cost of sales 

Below the line cost of sales 
Other costs (Statement 19): 

Engineering & testing 
Security 

Total below the line cost of sales 

Total cost of sales 

$ 246,825 

136,483 
52,412 
28,403 

230 

464,353 

186,7 1 3 
94 

186,807 

$ 651,160 

Schedule No. 6 
Amended 



Legal expense 

Accounting expense 

Total 

North Fort Myers Utility, Inc. 
Summary of Legal & Accounting Expense to 

Prepare & Process Gross-up Refund Reports 

1995 1996 Total 

$ 9,655 $ 9,655 $ 19,310 

8,197 10,304 18,501 

$ 17,852 $ 19,959 $ 37,811 



NORTH FORT HYERS UTILITY, INC. 
Logal Fear urd Cortrr Ror Qtoor-Up Diopoeition 1994-1995(I)  

InvQiCB Nu mber 

15252* 
15780+ 
160891 
16218* 
1 6 3 5 6 +  
165231 
16582* 
16705* 
16857 '  
1 7 0 1 5 + '  
17177* 
17342" 
17684' 
17865" 
18051* 

Total Fees & Coste 
Through 11/30/97 

Incurred But Unbilled 
December 1997 
January 1997 

Billing 
Date FeeR 

07/16/96 
10/14/96 
11/19/96 
12/23/96 
0 1 / 2 7 / 9 7  
02/19/97 
0 3 / 2 1 / 9 7  
0 4 / 1 5 / 9 7  
0 5 / 1 4 / 9 7  
06/17/97 

08/15/97 
10/16/97 
11/18/97 
12/11/97 

07/15/97 

60.00 
270.00 
150.00 
435.00 

$ 659.85 
1,661.10 
1,529.50 
1,012.38 
1,055.25 

280.00 
1,524.25 

227.85 
1,610.00 
1,306.80 
1,393.18 

$ 1 3 , 1 7 7 . 1 6  

815.93 

Estimated to Complete to PAA J.750.00 
( i f  unprote8ted) 

Total Actual 
Through PAA 

& Estimated Fees 

1994 (1/2) 9.655.00 

1995 (1/2) 9.655.0 0 

out -of 
Pocket 

7 . 3 3  
1 2 3 . 4 0  
1 8 1 . 2 3  
4 2 8 . 7 4  

$ 164.10 
216.90 
2 6 7 . 8 2  
1 5 2 . 1 4  
97.17 

618.78 
143.75 
28.15 
97.62 

405.35 
268.93 

$ 3,101.49 

265.19 

2 0 0 .  O Q  

Total 

67.33 
3 9 3 . 4 0  
331.23 
863.74 

$ 823.95 

I, 797.32 
1,164.52 
1,152.42 

098.78 
1,668.00 

256.00 
1,707.62 
1,714.15 
J . 5 6 2 . u  

1~87a.08 

S 16,278.65 

1,081.12 

use. 00 



North Fort Myers Utility, Inc. 
Actual and Estimated Accounting Fees to Prepare and 

Process Gross-up Refund Reports 
Fiscal Years Ended May 31,1995 and 1996 

Fiscal Report 

Cronin. Jackson. Nixon & Wilsoa 
bvoice Date 
05/24/96 
0711 6/96 
01/16/97 (it2 to 1995) 
02/19/97 
0311 7/97 
04/23/97 
0611 9/97 (1/2 to each year) 
08/15/97 (1/2 to each year) 
09/12/97 ( l t2 to each year) 
1 111 9/97 ( i t2 to each year) 

Total actual expense to 10/31/97 

Estimate t o complete ( l t2 to ea ch vear): 

amended returns 
R. Nixon - 24.5 hours @ $1 50 
P. DeChario - 44 hours @ $75 
Clerical - 9 hours @ $25 

Review Staff revised calculations and 
discuss with client 8 attorney 
R. Nixon - 3 hours @ $1 50 

R. Nixon - 1 .5 hours @ $1 50 

Revise 1995 8 1996 gross-up reports for 

Review PAA Order 

Phone, copies, Federal Express charges 

Total estimate to complete 

Total actual and estimated accounting expense 

Year Ended 
0513 1/95 0513 1 196 

$ 1,115 
880 
469 

$ 2,492 
1,907 

173 
234 234 
691 691 
166 166 

604 604 - 

6,267 - 4,159 

1,838 1,837 
1,650 1,650 

112 113 

22 5 225 

113 112 
100 100 

4,038 4,037 

$ 8,197 $ 10,304- - 



JAMES L CARLSTEDT; C J A .  
JOHN H. CRONIN, JR, C.RA. 
ROBERT H. I A  CKSO.V, C.R.4. 
ROBERT t NIXON, C.PA. 
HOLLY M.  ?OWNER CRA. 
JAMES L WILSON, C P A .  

Cronin, Jackson, Nixon & Wilson 
CERTI-FIED PUBLIC A CCOUh'TAh'TS, P . A .  

2560 GUL F-TO-BAY BO t'L EVAR D 

CLEARWATER, FLORIDA 34625.4619 

FACSIMILE 
(8131 797.3602 

. T  SUITE200 

. , .  . .  , .  (813) 7914020 
i: &,.' i 1 

I 

Ms. J o  Ann Eoley 
North Fort Eyers Utility, fnc. 
P . O .  Box 2547 
Fort Myers, FL 33902 

I N V O I C E  

For professional services rendered during 
April, 1996, as follows: 

1. Preparation and review of the 1995 PSC 
PDnual Report 

2. Partial billing for preparation of the 1995 
gross-up refund report 

3. Telephone, Federal Express charges, and copies 

Total 

# 5 5 1  

$2,750.00 

(- 1,115.0oJ 
93.00 

$3,958.00 



,--. 

JAMES 1. CARLSTEDZ C . R A  
J0H.V H. CRONIN, JR., C R A .  
ROBERTH. JACKSON, C.k?A. 
ROBERT C. NIXON, C J A .  
HOLLY M .  TOWNER, C.RA. 
JAMES L WILSON, C J A  

Cronin, Jackson, Nixon & Wilson 
C E R T f N E D  PUBLIC ACCOUNTAhTS.  P.A. 

2.564 C U L  F- TO-EA Y BO 1 : L N A  RD 
SUITE 200 

CLEAR WATER, FLORIDA 34625441 9 
(813) 7914020 
FACSIMlLE 
(813) 797-3602 

Ms. Jo Ann Boley 
North Fort Myers Utility, fnc. 
P.O. Box 2547  
Fort Myers, FL 33902 

I N V O I C E  

July 16, 1996 

For professional services rendered during 
June, 1996, es follows: 

1. 

2 .  

3 .  

4 .  

Prepcration and review of the 1996 
Indexed Rate Adjustment 

Prepcre response to PSC staff calculation 
of gross up refunds for fiscal years ended 
1992 and 1993 

8 5 5 1  

$ 5 3 2 . 5 0  

1 , 120.00 
Preparation of gross up refund report for 
f iscal  year ended May 31, 1995 

j $ 5 ’ <  9, Telephone, postage and copies 39.51 .-- 
$2,532.01 Total 



JAMES L CARUTEDZ C J A .  
JOHN H. CRONIN, JR, C.f?A. 
ROBERTH. JACKSON, C.PA. 
ROBERTC. NIXON, C.PA. 
HOLLY hi. TOWNER, C . P A  
JAMES L WILSON, C.PA 

Cronin, Jackson, Nixon & Wilson 
CERTINED PUBLIC ACCOUNTAh’TS, P.A. 

2560 GULF. TO-BA Y BO L‘L E VA R D 
SUITE200 

(813) 791420  
FA CSI MI LE 

. .  .-- CLEARWATER, FLORIDA 3 4 6 2 5 4 1 9  

’ ’> ::.a ..’ L (813) fp7.3W2 
*\ 3 

I N V O I C E  

January 16, 1 9 9 7  

Ms. J o  Ann Boley 
North Fort Myerk Utility, Inc. 
P.O. Box 2 5 4 7  
Fort Myers, FL 3 3 9 0 2  

For professional services rendered during 
December, 1 9 9 6 ,  as follows: 

1. Work related’to the 1994 and 1 9 9 5  gross-up 
refund reports, including response to Staff’s 
calculations 

2.  Telephone charges 

Total 

P 5 5 1  

$ 9 3 5 . 0 0  

3 . 4 3  

$ 9 3 8 . 4 3  



1AME.T L CARLSTEDT; C J A .  
JOHN H .  CRONIN, JR., C J A .  
ERJC M .  DOAN, C J A .  
ROBERT H .  JACKSON, C J A .  
BRENDA M. McBARRON, C.F!A. 
ROBERT C. NIXON, C P A  
HOLLY M. TOWNER, C.F!A. 
JAMES L WILSON, C.PA. 

Cronin, Jackson, Nixon & Wilson 
CER T I N E D  P U BLlC A CCO U N TA h' TS. P. A .  

2560 GULF- TO-BAY BOULEVARD 
SL'/TE 21K, 

CLEAR WATER, FLORIDA 346254419 
(81 3) 791 4020 
FACSIMILE 
(813) 797-3642 

Ms. Jo Ann Boley 
Nor th  Fort Myers Utility, Inc. 
P.O. Box 2547 
F o r t  Myers, FL 33902 

I N V O I C E  

February 19, 1997 

For professional services rendered during 
January, 1997, as follows: 

1. Preparation of 1996 gross-up refund report 
for the fiscal year ended May 31, 1996 

2. Telephone, postage, Federal Express charges, 
and copies 

Total 

# 5 5 1  

$2,412 .SO 

7 9 . 3 0  

52,491.80 



Cronin, Jackson, Nixon & Wilson 
CER TI FlED PUBLIC A CCO UN TA N TS, P. A .  

J A M E S  L CARLJTEDT; CJA. 
J O H N  H.  CRONIN, JR, C.t?A. 
ERIC M. DOAN, C.f!A. 
ROBERT H .  JACKSON, C.PA. 
BRENDA M. McBARRON, C X A .  
ROBERTC. NIXON, C.PA. 
HOLLY M. TOWNER, C J A .  
JAM= L WILSON, CPA. 

'9 ... ... . . -  
i l  . .c? ,'.?- &,  J -. 

I N V O I C E  

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 

Fort Myers, FL 33902 
P.0. BOX 2547 

For professional services rendered during 
February, 1997, as follows: 

1. Preparation of the PSC gross-up refund report 
for the fiscal year ended May 31, 1996 

2. Telephone, postage, and copies 

Total 

2560 GULF-TO-BAY BOULEVARD 
SUITE 2W 

CLEARWATER, FLORIDA 3 4 6 2 5 4 1 9  
(813) 791420 
FA CUM I L& 
(813) fw.Mo2 

March 17, 1997 
I 

P551 

$1,887.50 

19.32 

s1,906.82 



Cronin, Jackson, Nixon & Wilson 
CER Tl N E D  PU EL/ C A CCO U N TA h TS, P. A.  

JAMES L CARLSTEDT, C J A .  
JOHN H .  CRONlh: J R ,  CP!. 
ERIC M .  DOAN, C.P!. 

BRENDA M .  McBARRON, C p ! .  
ROBERTC. NIXON, CPA. 

JAMES L WIUON, CPA 

- _  - 
ROBERTH. JACKSON, C.P!. . .  

'. .--> nouy M. TO W N E ~  CPA. . -, 2' ;i 

'? 

LI 

I N V O I C E  

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 

Fort Myers, FL 33902 
P.0. BOX 2547 

2560 GULF-TO-BAY BOULEVARD 
SUITE 200 

CLEAR WATER, FLORIDA 3 4 6 2 5 4 1 9  
(813) 791-1020 
FA CSlMlL E 
(813) 797.3602 

For professional services rendered during 
March, 1997, as follows: 

1. 

2. 

Final preparation and transmission of 1996 gross-up 
refund report to Mr. Deterding f o r  filing 

Telephone and Federal Express charges 

Total 

# 5 5 1  

$156.25 



.- 

Cronin, Jackson, Nixon & Wilson 
CER TIINED P U B 1  f C A CCO U h  TA h TS, P. A.  

JAMES L CARLSTED7; C J A .  
JOHN H .  CRONIN, JR., C J A .  

’ .T - .- I 
ERIC M .  DOAN, C J A .  ..-I\ /C‘ : -  ROBERTH. JACKSON, C.f?A. ; .  . 
BRENDA M.  McBARRON, CRA. 
ROBERT C. NIXON, C.PA. \e 
HOLLY M .  TOWNER, C.RA. 
U M L S  L WILSON, CPA. 

I .  

ti . !  . . C  7 . :-:. i; 

2564 GULF-TO-BAY BOL’LEVARD 

CLEAR HATER, FLORIDA 34625-441 9 
SUITE 2W 

(813) ;r91-4020 

(813) m.3602 
FA CSl MI L E 

I N V O I C E  

June 19, 1997 

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 

Fort Myers, FL 33902 
P.0. BOX 2547 

For professional services rendered during 
May, 1997, as follows: 

f 1. Work related’ to the 1994 4 and 199 gross-up refund 
reports related to Staff request for information 

2. Telephone charges and copies 

Total 

# 5 5 1  

$ 4 5 6 . 2 5  

1 1 . 8 8  

$ 4 6 8 . 1 3  



Cronin, Jackson, Nixon & Wilson 
CER TI N E D  P U BLlC A CCO U h! TA h TS. P. A .  

JAMESL CARLSTEDZ C.F!A. 
J0H.Y H .  CRONIN, JR., C.EA. 
ERIC M. DOAN, C.E.4. 

BRENDA M. McBARRON, C J A .  
ROBERT C. NIXON, C.PA.  

HOLLY M .  TOWNER, CJA. 
JAMESL WILSON, C.PA.  

.T - -. ROBERT H .  JACKSON, C . F A  :77> c, ' 
' TRACYA. RIZZO, CJA. '\ *e . ..-3 .':- u 

!: :i ' 

2560 CULF*TO.BAY BOL'LEVA R D 
SUITE 200 

(813) 7914020 
FA C S l M l  L E 

CLEARU'ATER, FLORIDA 3.1765-4419 

(813) 797-3602 

I N V O I C E  

August 15, 1957 

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P.O. Box 2547 
Fort Myers, FL 33902 # 5 5 1  

For professional services rendered during 
July, 1997, as follows: 

1. Prepare calculation of gross-up refunds for the 
fiscal years ending May 31, 1995 and 1996, using 
PSC Staff approach to installment gross-up contracts $1,375.00 

2. Telephone charges 5.85 
- 

Total s1,380.85 



, e-. 

JAMES L.  CARLSTEDZ C R A .  

ERIC M .  DOAN, C.RA. 
ROBERT'. JACKSOh'. C . P A .  
BRENDA H! McBARRON, C.PA.  
ROBERT C.  NIXON, C.RA. 
TRACY A. RIZZO, C J A .  
HOLLY M .  TOH'NER, CXA. 
JAMES L.  WILSON, C X A .  

JOHJV H. CRONIh: JR.? C . P A .  

Cronin, Jackson, Nixon & Wilson 
CER T I N E D  PUBLIC A CCOUN TA NTS, P. A .  

2560 GLLF-TO.BAY BOl'LEi 'ARD 
SUITE200  

CLEARWATER, FLORIDA 3376.54419 
(813) 791 -4020 
FA CSlMl L E 
(81.7) 797-3602 

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P.O. Box 2547 
Fort Myers, FL 33902 

I N V O I C E  

November 18, 1997 

For professional services rendered during 
October, 1997, as follows: 

1. Review Staff Recommendation with revised 
calculations of gross-up refunds or the 

discussion of same with Mr. Deterding 
fiscal years ending 199pand 1996, f and 

2. Telephone charges 

Total 

#551 

$1,200.00 

0.39 

$1.208.39 



Cronin, Jackson, Nixon & Wilson 
CER T I N E D  PUBLIC A CCOUN TA h' TS, P. A .  

JAMES L. CARLSTED7; C.i?A. 
JOHN H .  CRONIN, JR., CXA. 
ERIC M.  DOAN, C J A .  
ROBERTH. JACKSON, C.PA. 
BRENDA M.  McBARRON, C.i?A. 
ROBERT C. NIXON, CXA. 
TRACY A. RIZZO, C.i?A. 
HOLLY M .  TOWNER, CJA. 
JAMES L WILSON, C.R.4. 

2560 GULF-TO-BAY BOL'LE\'A R D  
SUITE 200 

CL E A  Rh'A TER. FLORIDA 3.7765-4419 
(813) 791 -4020 
FA CSlMlL E 
(813) 797-3602 

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P.O. Box 2547 
Fort Myers, FL 33902 

I N V O I C E  

September 12, 1997 

For professional services rendered during 
August, 1997, as follows: 

1. Preparation of schedules of accounting expense 
incurred to prepare gross-up refund reports for 
the fiscal years ended May 31, 1995 and 1996 

2. Postage and copies 

Total 

#551 

$325.00 

6.96 



Cronin, Jackson, Nixon & Wilson 
CER TiFiED PUBLlC A CCO U N TA N TS, P. A .  

JAMES L. CARLSTEDT C.PA.  
J O H N  H. CRONIN, JR., C.PA.  
ERIC M .  DOAN, C P A .  
ROBERT H. JACKSON, C.PA.  
BRENDA M. McBARRON, C.PA.  
ROBERT C. NIXON, C J A .  
HOLLY M. TOWNER. C J A .  

2560 GULF- TO- BAY BOULEVARD 
SUITE 200 

CLEAR WATER, FLORIDA 34625-4419 

FACSIMILE 
(813) 791 -4020 

(813) 797-3602 

April 4 ,  1997 

F. Marshall Deterding, Esquire BY FEDERAL EXPRESS 
Rose, Sundstrom t Bentley 
2 5 4 8  Blairstone Pines Drive 
Tallahassee, FL 32301 

Re: North Fort Myers Utility, Inc. - 1996 Gross-up Refund Report 
Dear Marty: 

As requested, I have enclosed seven copies of the 1996 gross- 
Inc., based on the up refund report for North Fort Myers Utility, 

fiscal year ended May 31, 1996. 

Also, I have enclosed two copies of the consolidated income 
tax returns. 

Please contact me if you have any questions. 

Very truly yours, 

CRONIN , JACKSON , NIXON & WILSON 

Robert C. Nixon 

RCN/apf 

Enclosures 

cc: T. Reeves (w/encl.) 



Cronin, Jackson, Nixon & Wilson 
CER TI FIED PUBLIC A CCO U N  TA N TS, P. A .  

JAMES L. CARLSTEDT C.t?A. 
/ O H 9  H .  CRONIN, JR., C.t?A. 
ERIC M .  DOAN, C R A .  
ROBERT H .  JACKSON, C.PA.  
BRENDA M. McBARRON, C.F!A. 
ROBERT C. NIXON, C.F!A. 
HOLLY M. TOWNER, C P A .  
JAMES L WILSON, C P A .  

2560 GUL F-TO-BAY BOULEVARD 
SUITE 200 

CLEAR WATER, FLORIDA 3 4 6 2 5 4 1 9  

FACSIMILE 
(813) 791 -4020 

(813) 797-3602 

April 4 ,  1997 

Officers and Directors 
North Fort Myers Utility, Inc. 

As requested, we have prepared the accompanying Special Report of North 
Fort Myers Utility, Inc., consisting of Schedules No. 1 through No. 6. This 
report is intended solely for use in fulfilling certain reporting 
requirements related to collection of tax impact charges on contributions in 
aid of construction, for the year ended May 31, 1996, to be filed with the 
Florida Public Service Commission. We have not audited or reviewed this 
Special Report and express no opinion or any other form of assurance on it. 

CRONIN, JACKSON, NIXON & WILSON 



Line - No. 

1 
2 

3 
4 
5 
6 

7 
a 

9 
10 

11 
12 

13 

14 
15 

North Fort Myers Utility, Inc. 
Income Tax on CIAC and Gross-up Required to Pay Tax 

For the Year Ended May 31, 1996 

Above the line taxable income 
Less: Gross-up collected (Schedule No. 2) 

Net taxable CIAC 
Less: First year’s depreciation of CIAC 

systems not grossed-up 
CIAC associated with purchase of existing 

Net taxable CIAC for gross-up 
Combined federal and state tax rate 

Income tax on CIAC 
Tax expansion factor for gross-up taxes 

Gross-up required to pay tax on CIAC 
Actual gross-up collected 

(21,863) 

(296.184) 

.3763 

1.6033 

(402,730) 
3x147- 

Gross-up undercollected - 333’L- 
Note: The Company undercollected gross-up by $2*; therefore, no 
refund is proposed. 

Schedule No. 1 



Line - No. 

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 

26 
27 
28 
29 
30 
31 
32 
33 
34 

35 

36 

North Fort Myers Utility, Inc. 
Schedule of Above and Below the Line Taxable Income (Loss) 

For the Year Ended May 31, 1996 

Above the line taxable income 
Gross receipts/sales (Statement 1, Line IC) 
Cost of goods sold (Statement 1, Line 2; Schedule 6) 

Gross profit 

Deductions: 
Salaries and wages (Statement 1, Line 13) 
Repairs and maintenance (Statement 1, Line 14) 
Bad debts (Statement 1, Line 15) 
Rents (Statement 1, Line 16) 
Taxes (Statement 1, Line 17; Schedule 3) 
Interest (Statement 1, Line 18; Schedule 3) 
Depreciation (Statement 1, Line 21b; Schedule 3) 
Other deductions (Statement 1, Line 26; Schedule 4) 

Above the line taxable loss before CIAC 

CIAC 
Net taxable CIAC additions (Schedule No. 3) 
Gross-up 

Total above the line taxable income 

Below the line taxable income 
Income : 
Interest (Statement 1, Line 5) 
Other income (Statement 1, Line 10; Schedule No. 3) 

Deductions: 
Cost of sales (Statement 1, Line 2; Schedule No. 6) 
Compensation of officers (Statement I, Line 12) 
Taxes (Statement 1, Line 17; Schedule No. 3) 
Interest (Statement 1, Line 18; Schedule No. 3) 

$ 1,637,154 
(464,353) 

1,172,801 

78,293 
1,062 
2,840 
7,123 

159,904’ 
226,819 ’ 
488,494’ 
236,294 

1,200,829 

(28,028) 

1 , 068 , 861 
402,730 

1,471,591 

1,443,563 

179,227 
10,560 

189,787 

186,807 
224 , 952 
29,088’ 

939,934 ’ 
Depreciation (Statement 1, Line 21c; Schedule No. 3) 253 , 568’ 
Other deductions (Statement 1, Line 26; 

Schedule No. 4) 317,615 
1,951,964 

Total below the line loss (1,762,177) 

Total tax loss (Statement 1, Line 30) $614) 



North Fort Myers Utility, Inc. 
Above and Below the Line Taxes, Interest, and Depreciation 

For the Year Ended May 31, 1996 

Line - No. 

1 
2 
3 
4 
5 

6 

7 
8 
9 
10 
11 

12 
13 
14 

15 

16 
17 

18 

19 
20 

21 
22 

23 

2 4  

25 

26 
27 
28 

29 
30 

31 

A.  Taxes 
1. ProDertv taxes 

Total property taxes 
Composite non-used and useful percentage 

(Schedule No. 5) 

$ 69,869 

26.97% 

18,844 Below the line property taxes 

2. pavroll taxes 
Officer's salary subject to social security 

tax 
Social security tax rate 

- 
112 , 620 

6,982 
6.20% 

Officer's salary subject to Medicare tax 
Medicare tax rate 

224 , 952 

3,262 
1.45% 

Total below the line payroll taxes 10,244 

Below the line taxes 
Above the line taxes 

29,088 
159,904 

Total taxes & 188.992 
B. Interest 

Total long-term debt $13,698,237 

Rate base (Schedule No. 5) 
Less: Customer deposits 

$ 2,694,178 
(110.649) 

Rate base supported by long-term debt s 2.583.529 
Long-term debt in excess of rate base $11,114,708 

Percentage excess 81.14% 

Interest expense, net of $8,343 interest on 
customer deposits, plus amortization of 
loan costs of $172,740 s 1,158,410 

Below the line interest expense 
Above the line interest expense 

939,934' 
226,819, 

Total interest expense S 1,166,753 

tZKh1bi-C RCAl-15 

Schedule No. 3 
Page 1 of 2 

p q  2 b  04 31 



North Fort Myers Utility, Inc. 
Above and Below the Line Taxes, Interest, and Depreciation 

For the Year Ended May 31, 1996 

Line 
No. 

6 
7 

9 
a 

10 

11 
12 
13 
14 
15 

16 
17 

18 

19 
20 

21 
22 
23 
24 

25 
26 

27 

C. Depreciation 
1. yet depreciation 

Total depreciation per Line 21b 
Less: Depreciation on pre-1987 CIAC 

assets (1) 

$ 793,781 

(51,719) 

Net depreciation expense included on return 742 , 062 
Less: Depreciation on prior years 

contributed property (51,304) 
First year depreciation on CIAC (21,863) 

Net depreciation 

2. Above and below the line depreciation 
Net depreciation on invested property, 

Composite used and useful percentage 
per above 

(Schedule No. 5 )  

Above the line depreciation 
Below the line depreciation 

$668,895 

$ 668,895 

73.03% 

488 , 494- 
253,568, 

-062 

Note (1) : Other income on Line 10 and Statement 16 consists of the 
following: 

Cash CIAC additions 
Property CIAC additions 
Gross-up received 
Pre-1987 CIAC amortization 

Other income 

$ 340,113 
728 , 748 
402,730 
51,719 

1,523,310 
10,560 

Total 

Schedule No. 3 
Page 2 of 2 



Line - No. 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 

a 

12 

13 
14 
15 
16 
17 
18 

19 

20 

North Fort Myers Utility, Inc. 
Schedule of Above and Below the Line "Other Deductions" 

For the Year Ended May 31, 1996 

Above the line "other deductionsv1 (Statement 16) 
Accounting 
Auto expense 
Bank charges 
Contract services 
Customer records and collection 
Insurance 
Miscellaneous 
Office expenses 
Te 1 ephone 
Training 

Total above the line "other deductionsll 

Below the line "other deductionsll 
Amortization of plant retirement 
Christmas expense 
Lega 1 
Travel and entertainment 
Trustee expense 

Total below the line "other deductions" 

Total "other deductionsll 

$ 100,973 
6,475 
1,399 

217 
11,441 
67 , 025 
16,526 
20,611 

2,254 
9,373 

236,294 

123,118 
325 

151,518 
23 , 294 
19,360 

317,615 

553,909 

Schedule No. 4 



North Fort Myers Utility, Inc. 

For the Fiscal Year Ended May 31, 1996 
Schedule of Rate Base and Composite Non-Used & Useful Percentage 

Line 
No. 

7 

8 
9 
10 
11 

12 
13 

14 

15 
16 
17 
18 

19 
20 

21 

22 
23 
24 
25 
26 
27 

28 

29 

I. Pate base 
Utility plant in service 
Land 
Non-used and useful plant (IIc) 
Accumulated depreciation 
CIAC (net) 

$11,943,550 
303 , 250 

(2 , 586,750) 
(2 , 299 , 152) 
(4,666,720) 

Rate base u 6 9 4 , 1 7 8  

11. Non-used & useful Plant 
A. Treatment plant 

Peak average month flow (October, 1995) mgd 1.039 
Divide by plant capacity mgd 2.000 

Percent used and useful 
Percent non-used and useful 

51.95% 
48.05 

D- 1 0 0 . 0 0 %  

B. Deer, well 
Peak average month flow to deep well 

(December, 1995) .700 
Divide by deep well capacity (mgd) 2.000 

Percent used and useful 
Percent non-used and useful 

35.00% 
65.00 

100.00% 

C. Amounts non-used and useful 
Treatment Deer, Well 

Total plant costs $ 5,445,335 $ 929,523 
Accumulated depreciation (1,121,301) (146,366) 
Net plant 4,324 , 034 783,157 
Percent non-used and useful 48.05 65.00 

Net non-used and useful plant 077,698 052 

Total net non-used and useful plant $2,586,750 

Schedule No. 5 
Page 1 of 2 



I North Fort Myers Utility, Inc. 

For the Fiscal Year Ended May 31, 1996 
Schedule of Rate Base and Composite Non-Used C Useful Percentage 

Line 
No. 

1 
2 
3 
4 

5 

6 
7 
8 

9 

10 

111. ComDosite used and useful Dercentaqe 
Treatment Deer, Well 

Total plant costs, per above $ 5,445,335 $ 929,523 
65.00 Percent non-used and useful 48.05 

Amount non-used and useful S2,616,483 $, 604,190 

Total non-used and useful plant 

Divide by total depreciable plant 

Composite non-used and useful percentage 26.97% 

Composite used and useful percentage 73.03% 

($2,616,483 + $604,190) S 3,220,673 
$11,943,550 

Schedule No. 5 
Page 2 of 2 



c 

Line 
No. 

8 

9 
10 
11 
12 

13 

14 

North Fort Myers Utility, Inc. 
Above and Below the Line Cost of Sales 

For the Year Ended May 31, 1996 

Above the line cost of sales 
Cost of labor 
Other costs  (Statement 19): 
Utilities 
Repairs and maintenance 
Supplies 
Insurance 

Total above the line cost of sales 

Below the line cost of sales 
Other costs (Statement 19): 
Engineering and testing 
Security 

Total below the line cost of sales 

Total cost of sales 

$ 246,825 

136,483 
52,412 
28,403 

230 

464.353 

186,713 
94 

186,807 

6%,160 

Schedule No, 6 
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North Ft. Myers Utility, Inc. 
Revised Gross-up Refund 

Fiscal Years Ended May 31 , 1995 and 1996 

Year 
Ended 

0 3 3  1 /96 

Year 
Ended 

0 3 3  1 /95 

Amended above the line loss before ClAC as filed 
Adjustments: 

Reclassify "testing to above the line (ATL) (1) 
Reclassify 40% of General Manager's salary ATL (2) 

$ (28,641) $ (25,594) 

(45,100) 
(56,645) 

(127,339) 
1,434,249 
1,306,910 
(477,842) 

(25,196) 

803,872 

(69,542) 
(45 , 987) 

Revised loss before ClAC 
Taxable ClAC 

(1 44,170) 
61 9,OI 5 
474,845 

Less: ClAC not grossed-up 
First year depreciation on ClAC 

- 
(22,120) 

Net taxable ClAC 
Combined effective tax rate 
Tax on ClAC 
Factor for gross-up 

452,725 
37.63 % 37.63 % 

302,497 170,360 
1.6033 1.6033 

484,993 
(546,104) 

(61,111) 
9,980 

$ (51,131) 

$ 141,613 
26,996 
18,104 

186,713 
(141,613) 

$ 45,100 

$ 141,613 
0.40 

$ 56,645 

Gross-up required to pay tax 
Gross-up collected 

273,138 
(355,431) 

Excess gross-up collected 
Less: 50% of accounting & legal fees 

(82 , 293) 
8.926 

Proposed gross-up refund $ (73,367) 

Total refund both years $ (124,498) 

(1) Tax expenses classified as "engineering & testing": 
General Manager's salary 
Testing 
Plant supplies 

$ 114,969 
46,807 
22,735 

Total classified as "engineering & testing" for tax 
Less: General Manager's salary 

184,511 
(1 14,969) 

Total "testing" reclassified ATL $ 69,542 

(2) General Manager's salary (fiscal year) 
Percentage of time devoted to ATL activities 

$ 114,969 
0.40 

Total related to ATL activities $ 45,987 



North Ft. Myers Utility, Inc. 
Impact of Revising Annual Reports to Reclassify Above the Line (ATL) Expenses to 

Below the Line (BTL) Expenses as Shown on Gross-up Refund Reports 
Calendar Years Ended December 31, 

Ir 

Annual Report 
1994 1995 

Operating income per Annual Reports as filed 

Reclass 60% of General Manager salary BLT (1) 
Reclass officers' salaries BTL (2) 
Reclass legal expense BTL (3) 
Reclass amortization of plant loss BTL (4) 
Reclass deferred tax benefit BTL ( 5 )  

Revised operating income 

Rate base per Annual Reports as filed 

Rate of return: 
Per Annual Reports as filed 

As revised per above 

Authorized rate of return 

Adjustments: 
1. Total "engineering" & testing (A) 

Less: Testing which should be ATL 
General Manager's salary 
Percentage related to BTL activities 

BTL General Manager's salary 

2. Officers' salaries in ATL expenses 

3. Legal expense in ATL expense 

4. Amortization of plant abandonment loss 
in ATL expenses 

5. Deferred tax benefit in ATL income 

(A) Included in Account 735, Contract Services - Other: 

Testing 
General Manager's salary 
Other contract maintenance services 

Total per Annual Report 

$ (254,824) $ (131,325) 

107,058 63,694 
178,430 1 73,907 
152,480 136,418 
19,524 19.524 

(132,288) (1 301098) 
32 5,204 263,445 

$ 70,380 $ 132,120 

$ 2,151,281 $ 3,141,456 

(1 1.85) Yo (4.18) yo 

3.27 Yo 4.21 % 

10.80 Yo 10.80 Yo 

$ 213,669 $ 143,739 
(35,239) (37,582) 
178,430 106,157 

0.60 0.60 

$ 107,058 $ 63,694 

$ 178,430 $ 173,907 

$ 152,480 $ 136,418 

$ 19,524 $ 19,524 

$ (132,288) $ (130,098) 

$ 35,239 $ 37,582 
178,430 106,157 

4,097 9,475 
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Cronin, Jackson, Nixon & Wilson 
CER TIFlED PU B t l  C A CCOUN TA N TS, P. A .  

JAMES L. CARLSTEDT C.F!A. 
JOHN H .  CRONIN, JR., C.PA. 
ERIC M. DOAN, C.RA. 
ROBERT H.  JACKSON, C.RA. 
BRENDA W McBARRON, C R A .  
ROBERT C. NIXON, C.RA. 
TRACY A.  RIZZO, CRA.  
HOLLY M .  TOH'NER, C.RA. 
JAMES L WILSON, C X A .  

F. Marshall Deterding, Esquire 
Rose, Sundstrom & Bentley 
2548 Blairstone Pines Drive 
Tallahassee, FL 32301 

2560 GULF-TO-BAY BOULEI'ARD 
SUITE 200 

CLEAR WATER, FL OR1 D A 33 76.5-441 9 
(813) 7 9 1 4 2 0  . 
FACSIMILE 
(813) 797-3602 

June 8, 1998 

BY FEDERAL EXPRESS 

Re: North Fort Myers Utility, Inc. - Staff Requested Analysis 
of Below the Line Adjustments on Rates of Return Shown in 
Annual Reports 

Dear Marty: 

Enclosed is an analysis of the Annual Report information requested 
by Staff at our last meeting for 1994 and 1995. 

I have reclassified officers' salaries, legal expense, and 
amortization of the plant loss below the line, consistent with the 
treatment we have always given these expenses in all prior gross-up 
reports. As you know, the PSC has issued gross-up refund orders 
accepting this treatment from 1987 through 1993. 

With regard to the General Manager's salary, I have left 40 percent 
of his compensation above the line in recognition that this amount of his 
time is devoted to day-to-day operations. 

The other adjustment relates to reclassification of the deferred tax 
benefit to below the line. As you know, these tax benefits arise from 
interest in excess of rate base, non-used and useful depreciation, and 
other expenses in excess of those being recovered in rates. 

The impact of these adjustments is that the revised rate of return 
is still substantially less than that which is authorized (10.80%). 

Finally, I have enclosed a schedule which shows the impact of these 
adjustments on the proposed gross-up refunds for 1995 and 1996. As you 
will note, these changes result in a refund of $73,367 for 1995 and 
$51,131 for 1996, for a total refund of $124,498. 



I 
F. Marshall Deterding, Esq. 
June 8 ,  1998 
Page 2 

I believe that the enclosed schedules represent a reasonable basis 
for settlement of these gross-up years and would avoid the need for our 
amending the 1994 and 1995 Annual Reports. 

Should you have questions regarding the enclosed schedules, please 
contact me. 

Very truly yours, 

CRONIN, JACKSON, NIXON & WILSON 

Robert C. Nixon 

RCN/apf 

Enclosures 

cc: T. Reeves (w/encl.) 
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. .  

72,499-80 1987 Rul ings  

section 1274(d), rounded to the nearest fu l l  per- 
cent (or, if a multiple of 1/2 of 1 percent, such rate 
shall be increased to the next highest fu l l  percent). 

Rounded to the nearest full  percent, the federal 
short-term rate determined during the month of 
October 1987 is 8 percent. Accordingly, an over- 
payment rate of 10 percent and an underpayment 
rate of 11 percent is established for the calendar 
quarter beginning January 1, 1988. The, rates 
apply to amounts bearing interest during the cal- 
endar quarter. The 1 1  percent rate also applies to  

Period 

. .  

52 12-9-37 

estimated tax underpayments for the quarter and 
for the first 15 days in April. 

Interest factors for daily compound interest for 
annual rates of 1 0  percent and 11 percent \\ere 
published in Tables 4 0  and 41 of Rev. Proc. 83.7, 

Annual interest rates to be compounded daily 
pursuant to section 6622 of the Code that  apply 
for prior periods a re  set forth in the follo\\ing 
table: 

. .  

1983-1 C.B. 973,624,625. 

Dii lyRi ie  T ibk  
Raie in 1.353.3 C.B. 

OVERPAYMENTS AND UNDERPAYMENTS 
anuary 1,1983-June30,1953 .................................. 16% 
uly 1,1983-December 31,1983. .  ............................... 11% 
anuary I ,  1984-June 30,1984 .................................. 11% 
uly 1,1984-December 31 ,1984, .  .......................... .: . . .  11% 
anuarv 1,1985-June 30,1985 .................................. 13% 
uly 1,'1985-December 31 ,198s . .  ............................... 11% 
anuary I 1 9 P b J u n e  30,1986. .  ................................ 10% 

January I ,  1987-March 31,1987 ................................ 
April 1,1987-June 30,1987 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8% 
July 1,1987-September 30,1987 ................................ 8% 
October 1,1987-December 31 ,1987. .  ............................ 9% 

uly 1,  19b-December 31,1986. .  ............................... 9% 

S% 
OVERPAYMESTS . 

Table 22, pg. 605 
Table 17, pg. 600 
Table 4 1 ,  pg. 625 
Table 41, pg. 625 
Table 19, pg. 602 
Table 17, pg. 600 
Table 16, pg. 5 9 9  
Table 15, pg. 598 

Table 14, pg. 597 
Table 14, pg. 597 
Table 14, pg. 597 
Table 15, pg. 598 

ljNDERPAI?dESTS 
Januarv 1,1987-!darch 31,1987 ................................ 9% Table 12, pg. I98 
.4prilI: 1987-June 30,1987 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9% Table 13, pg. :98 
July 1,1987-September 30,1987 ................................ 9% Table 15, pg. 398 
October 1,1987-December 31 ,1987. .  ............................ 10% Table 16, pg. 5 9 9  

DRAFTISG ISFORMATION For further information regarding this re\.enue 
ruling contact hIs. Kossar on (202) 566-3465 (not The principal author of this re\*enue ruling is , . a toll.free call). 

Mary Jane Kossar of the Individual Tax Division. 
. . .  !.., . I . .  . .  
. .  , - : . .  _ .  . . . . .  - 

. I  . .  . .  
I 

. . . . . . . .  -[U6798] Notice 87-82,1.R B. 1987-51, December 3, 1987. 

. . . .  [Code Sec. 1 18 ] . . . . . .  . . .  . . .  
Contributions to corporate  capital: Publ ic  utilities: Construction.-The I n t e r n a l  Revenue  

Service provides guidelines with respect  to t h e  t r e a t m e n t  of cont r ibu t ions  in aid of construct ion 
af ter  the  a m e n d m e n t  of Code Sec. 118 by Sec. 824 of t h e  T a x  R e f o r m  Act of 1986. Back  

* .  . . . . .  
. . . . .  . .  . . . . . .  
. .' . .  

. . .  

. .  . -  . . .  
# , , (  ..... 

. .  . . .  
'. . ' .  

. .  

reference: 7 1185.013. 
This notice provides guidance with respect to  

the treatment of contributions in aid of construc- 
tion after enactment of section 824 of the Tax 
Reform Act of 1986 (the "Act"), Pub. L. NO. 
99.514. 

I .  Background 

Section 118(b) of the Internal Revenue Code of 
1954 (the "1954 Code") provided a special rule 
for contributions in aid of construction received 
by regulated public utilities ("utilities") provid- 
ing certain ser\qices. Under this rule, contributions 
in aid of construction were treated as contribu- 
tions to capital and were therefore excluded from 
gross income under section 118(a). Section 824 of 

7 6798 

the  Act changed t h e  t rea tment  of amounts  
received as'contributionr in aid of construction 
after December 31, 1956, in taxable years ending 
after such date. S e w  section 118(b) of the Inter- 
nal Re\*enue Code of 1986 (the "19% Code") 
expressly provides t h a t  contributions i n  aid of 
construction and other contributions made by a 
customer or potential customer (collectively, 
"CIACs") are not contributions to capital and 
thus a re  not excluded from gross income under 
section 118. Accordingly, such amounts  a re  
required to be included in gross income under 
section 61. 

. 

C1987, Commerce Clearing House, Inc. 
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11. Relocation of Utility Facilities 

The  Internal Re\.enue Service has receivcd 
numerous inquiries regarding the Federal income 
tax treatment under the 1986 Code of fees and 
other amounts recei\ ed by utilities for relocating 
utility facilities ("relocat ion fees"). Frequently, 
utilities are  required to relocate utility facilities 
in ordef to accommodate a public right-ofway. 
For example, a utility line may have to be r e b  
cated in order to allow for the construction or 
improvement of a public highway. Similarly, over- 
head utility lines may be placed underground 
under a governmental program undertaken for 
reasons of community esthetics and public safety. 
In such cases, the utility typically receives, 
directly or indirectly, a relocation fee in reim- 
bursement for the costs of relocating the utility 
fa c i 1 it ies. 

,- . 
' - 8  

. .  
' . . 

transfer to the utility after the house has been 
completed and accepted. 

House Report at €44.45. 

I In contrast, the legislati\,e history to the Act 
provides that the repeal of section 118(b) of the 
1954 Code does not affect transfers of property 
which are  not made inonnec t ion  w t h  tne proti- 
sion of services, including situations where "it is 
G a r l y  shown t h 4  the benefit of ihe D ublic ' as a 

primary mothsating factor in the -.. 

. . . . . . . . . .  
. . . .  I ;:;.:::.* . . . . . .  

. I .  . ' . .  
' .  . , .  . .  

I .  

. .  . .  .. .: . . . . . . . . . . .  . . .  
. . . . . . .  . .  . .  

. . .  . . .  . .  

. .  
. . . . .  . . , .  . : 

Based on the foregoing, the.Federa1 income tax 
treatment of many types ofjelocation fees has not 
been affected by section 824 of the Act. If, for 
example, i t  can ~e mown that a particular pap- 
ment received by a utility does not reasonably 
.relate to the provision of ser\.ices by such utility 

. .  . . . . . . . . . . . . .  . , ..# :: . . . . . . . .  . . . .  2 .: - ;:; . ...<;.-. - 
I .  . . . . . . . . .  ..:- . .  . .  . ;  .. . - - .  . .  .:.e . I .  

t o  or for the benefit of the Derson makinn the . , .  . .  . .  . .  . . . . . .  . . .  
. *: . .  . .  . . , . , - . paymcnt but rather relates t 6  the benefit c? the 

ublic a t  lar e then the avment is not treated as  
; - $ b m 6 E e .  

or example, relocation payments recei\,ed by a 

. . . .  . .  . . . .  . .  , 

. . . . . . . . . .  . . . . . .  . . . . . . . . . . . .  
,: . :-.,.- . . . . .  
. . . . . . . . .  _ .  , . . . .  

' .  1 - . . .  
. . . . .  . . .  

, . . . . . . . . . . . . .  .. - ' ,  . . . . .  . . . . . . . . . . .  . . . . . .  .( ..:. 
' .- - . .  

-. '.. ' ' . *  : , . . . . . .  . . . - . . . . . .  
utility under a government program for placing 
utility lines underground shall not be treated as  
CIACs where such' relocation is undertaken for viewed the exclusion of these amounts  from 

income a s  inappropr ia te  a n d  according]yt  
required that a utility 

purposes of community esthetics and public 
safety and not for the direct benefit of P w r  
z t o _ m e r s _ o f  the-utiliry in theh c a ~ a c i t r  as c y 5  
.tomers. SeeBrown Shoe Co. v. Commissioner. 339 

!eport as  an item of gross income the value of 
any  property, including money, tha t  i t  receives 

. . .  . . . . .  . . . .  
:''.:..,;.. ......... -..-' 

. . . . . . . . . .  . .  

. . .  : :. ;;... . . . . . . .  
: '  , . ;. ':,. .::, ": . 7.. , . .  . .  . .  . . .  . . -  

~. , .  
. . . .  . .  * .  ' . . .  

. " .  : 
- .  

to  proiide, or encourage . . .  the provision of, 'tts.383 (1950) (payments msde by certain com- 
. s p i c e s  to .  or for the benefit of the Derson munity groups a s  an inducement to  location or 

transferring the property. A utility is consid. expansion of taxpayer's factory were held to be 
. ered a s  ha\.ina recei\:ed property to encourage contributions t o  taxpayer's capital because the 
>he provision of iervices if the receipt of the payments were made to benefit the community a t  

' .  . .  p~ large, and  not for services). Similar printp;;; 
services i f  the receipt of the property results in apply where the utility is being reimburse 

, t*ion of services earlier than would be he costs 01 remar ing  u t i ~ i t y T ~ ~  1 o accomino- 
the case had the property not been received, or date  the construction, or expansion of a h i g h Z i 7  
if  the receipt of the property otherwise causes and not for the provision of utility services. 
the transferor to be favored in any way. 

Moreover, taxpayers failing to  meet the criteria 
. for exclusion of relocation fees under section 

118(a) may treat such fees under the provisions of 
section 1031 or 1033 if the conditions of the 
respective section are  otherwise met. 

I n  other cases, how'e\,er, relocaticn fees are 
treated a s  CIACs and included in gross income 
because they relate to  the prwirion of se r \kes  by 
t h e m r  ine W ne;it 01 the Person 
mal ing  the a \ment .  Assume, for example, that a 

another location and is rewired to Dav the utilitv 

c 

. . .  
House Report a t  €44, 

that a 
The legislative history 10 the a]io indicates 

person transferring the property will be consid. 
ered 4s havina been benefitted [from such 
transfer] if he is the person who will receive the 
[utility1 s e r v h .  an o w' ner of tkurom rty that  
Hill recei\,e the services, a former owner of the 

operty that  w1!1 recei\,e the services, or if he 
will rives any  benefit from t h c t  

.~ reuiu- .' Thus, a builder who trans- 
customer -+ o a utility moves its business office to 

, .  ;:.. . . . .  - .  
. . . . . . . . .  .-. 

.>-  ..... - -. , .  , . .  
, ' . .  

. . . .  ... . *  
. .  

. . . . . .  ... 
. I  . . . . . . . .  . a , : .  . . . . . . . . . . . . . . . . . . .  

. .  , . .:: : - ,  . .  
. .  ' .  . ,. - . 

. . .  .. 

. . . . . . . . .  
* . * ._. . .  . . . .  . .  , .  . . ......... 

* ;  . . . . . . .  

. . . . .  . . . . .  . . . .  
: .': -'. . . . . .  , 

. .  ' .  , 
. . . .  . .  . . . . . . . . . .  fers property to a utility in order to obtain I fee to  relocate the utiliiy facilitiedto the ne;* 

provision of the services . . .  despite the fact 

. .  
services for a house that  he was paid to build 
will be considered as  having benefitted from the 

that  the builder may never have had a n  owner- 
ship interest in the property and may make the 

office site. The utility has received the fee a s  a 
prerequisite to the provision of services to  the new 
location, and thus the fee is a CIAC under section 
118(b) and is inc ludedp~rrent lv  in the uti l i ty 's  
income. In  addition, a m a l  estate devel- 

76798 

': il-~ 
87(10) CCH-Standard Federal Tax R e p o n s  
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. .  a n d  since the fee is a Drereau i s i t e u  D r o \ ' i u u  af undecro-rvices to the LLatl. the fee is a 
CIACand current1 included in the utility's gross 
income. - ==e=& 

Similarly, assume that a potential customer of 
I utility is required (either by the utility or by a 
governmental entity) to pay the utility for the 
costs of relocating utility facilities in order to 
obtain access to utility services for a site the 
customer is developing. Since the payment of the 
relocation fees is a prerequisite to obtaining util- 
ity services, the payment is a C1.X and is 
included in the utility's income, regardless of 
whether the particular utility facilities being relo- 
cated are related to the site ihe customer is devel- 
oping. 

Relocation fees a re  treated a s  CI.4Cs and  
included in gross income if such payments relate 
to the provision of services by the utility, regard- 
less of the status or identity of the cuztomer from 
whom the fees are received. For example, assume 

retei\*es a pavment relating to the rrlnca; 
tion or eltension of ut& f a t  iiities t o  a ne U l Y  
constructed (e.g., a public hos. 
pita), civic center, or museum) 
a- i _ o f c o m m u n i t y  a t  
large. Assume also that  D a w  am1 ' 

fee wa>reouir- . . .  1 s e r v k s  
2rJhc ocgtjon fee is a 
_pre,requisiLee-ro. the.pr.cuisinnsf-srr.!:ices to, 
customer, the ke,is.s..CJ&uiirdudedin gross 

-income even thou,gh  awe^ j ~ x c l u s i v e ~  
'engaging in acli\'itiesrorthep.ub!ic beneljt. Simi- 
larly, payments that  are made to a utility a s  a 
prerequisite to  the utility providing new or addi- 
tional services to particular customers are  treated 
as  CIACs and included in gross income because 

. .  
. .  

. .  

. . a  

- 
avments are  a Prerequisite to the uro\.ision 

a c e s  by the utilitv. althoueh a ao\'ernmen- 
tal cntity may be making the p i y m e i t s  in ques- 
tion. 

111. Fair Market Value of CIACs 

A utility shall include in income the amount of 
any cash recei\sed as a CIAC and the fair market 
value of all property received a s  a CIAC. If the 
property received by the utility will be used in the 
provision of utility services, all of the relevant 
facts and circumstances are taken into account in 
determining the fair market value of the p r o p  
t r ty .  Absent unusual circumstances, normally the 
\ d u e  of such property provided to  a utility is the 
"replacement cost" of the property, i t ,  the cost 
that another party \rould incur to construct prop. 

. '. 
, (  . 

52 12-947 

erty that is functionally similar to the subject 
property and thus could replace such subject 
property in the performance of the property's 
intended funct ion.  The  fac t  t h a t  property 
received a s  a CIAC is not -1 he u t ilit y's 
m e  base or cost of sen,ice for reaulaton' account- 
=purposes shall not, in-any manner, affect the 
i f e 1 e r " o n  of the fair market \*slue of the 
*prop&ii%cxis pu&e. See Rev. Rul. 81.Tn; , 
1957.46 1.R B. 8. 

IV .  Other Transactions Qualifying as  CIACs 

J transaction will be t r e a t e d a s p  TTW 
treatment is in act- ,ith the substance of 
the transaction, regardless of the form in which 
S- . For example. a sale 
of property to a utility a t  less ihan its fair marke_t 
\ l E e 7 G t h  fair market value being determined a s  
described in the provisions of section I11 of this 
notice) will be tr- tha t  is taxable to 
the utility to  the extent of the bargain clement in 
the  sale. A lease of property to a utility a t  less 
Iha7i-5 fair market rental value will be treated in 
8 similar manner, with the bargain element inher- 
ent  in each periodic rent payment taxed to  th,e 
utijity a t  the time such payment is made. 

Innddition, a transaction will be treated as  a 
CIAC if the utility effecti\.ely obtains the burdens 
end benefits of 'ownership with respect to  prop. 
erty, although legal t i t le ' to  such property is held 
by- the customer, a overnmental ent i ty ,  or 
a=her,2erson. Transactions + w %-'phportedly 
avoid CIAC characterization through the reten- 
'tion of legal title t o  property b y  a person other 
than a utility will be scrutinized carefully and 
will be treated a s  taxable CIACs to  the utility if ,  
in fact, the utility is, for Federal income tax 
purposes, the  ouner  of the property. Factors 
which suggest ownership of the property by the 
utility include, but are not limited to, (i) whether 
the utility is responsible for maintaining the prop- 
er ty;  (ii) whether the ut i l i ty  effectively has 
unrestricted access to and control of the property; / 
and (iii) whether the utility would bear legal 
liability with respect to  a malfunction of or acci- N. 
dent involving the property. 

Similarly, any  payment to  a utility (whether 
such payment is direct or indirect) will be treated 
as a CIAC if such payment is made to obtain the 
provision of services from the utility and other- 
wise meets the requirements of this notice. Thus, 
for example, a utility will be taxed on a CIAC 
regardless of whether the customer engages the 
services of a n  unrelated contractor to  construct 
t h e  property t o  which the  CIAC relates or . 
whether the customer instead directly Fays the 
CIAC to  the utility with the utility itself assum. 

01987 ,  Commerce Clearing House, Inc. 
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person benefitting from utility services relating to 
the loan (e& a real estate developer, customer, or 
potential customer) will be treated as  a CIAC and 
included in the utility's gross income if the  trans- 
action lacks the economic characteristics of a gen- 
uine loan for Federal income tax purposes. As an 

. .  
' . .  . . 

, .  . .  . .  _ . .  . '  * , . . .  , 
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example, uhere repayment of a "loan" by a util- 
i ty  to the lender is contingent and the contingent 
loan is made to  allow or 10 encourage the utility to 
provide services for the benefit of the person mak- 
ing the loan, the amount received by the utility 
will be treated as  a taxable CIAC. \Vhere a utility 
included the entire amount of such a "loan" in 
taxable income as  a CIAC, repayments of such 
loan by the utility to the lender would normally 
be deductible by the utility when made. 

. .  

, .  . ' . .  . . . .  , . . .  . , ' .  . . . 
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l ing (tb vice, or rate base. This method of accoun 
$ 0  . ' l i s  eaui\,alent to  including 
a CIAC in income in the \.ea=[ receiDt and  
; i P " g - I ~ e n T - c  e reciatrn the re I 4 property in its 
entirety in the same vear. Accordingly, a utility 
using the noninclusion meihod of accounting for a 

kt this treatment is consistent w!ln ihe nonin. 
clusion method of accounting and is necessary in 
order to  carry out the purposes of the normalira- 
tion rules. 

Under the normalization rules, a utility must 
make adjustments to a reserve to reflect the defer. 
ral of taxes resulting from the difference between 
the amount of deureciation used to determine the 
utility's Federal' income tax liability and the 
amount of deDreciation used t o  compute regulated Finally, uhere i genuine loan with a I'belo\r~. 

market" interest rate i s  made from persons bene- tax expense. in the , ical case a r t  of t h e  
fitting from utility services to  the utility, the it , 

interest rate. Seescction / 8 / , ? 7  --- t-x e r 

c e erred (i.e., tax- 
i n  jnCome a L m s t e r  they are 

e enef i t  tha t  t h e  from takeqintp.Q.u.a-&r+the ~eegulatorv account. 
ing method) b e c a u e j r o p e r t y  is deprcGated more 
r a m n .  det  ermining Pcdeei,alcnme tax lia bi!. 
i& in comguitxj!ai>d lax expen.,ce. If a 
utility uses rhe noninclusion meihcd of accounting . provides that  a utility is required to use a normal- for cL4cs, however, CIAC property is depreci. 

ization method of accounting with respect to  pub- a ted less rapidly i n  determining income lic utility property in order to  use the accelerated lax liabjlity than' in computing regulated t a x  
methods Of depreciation under section 168 with 
respect t o  t h a t  property '  U n d e r  s e c t i o n  into account under the regulatory accounting 

r negati\.e deferral, of 168(iX9)(C), a utility not using a normalization method. his method of accounting with respect to public uti l-  . a 1 to  the normaliraiion rules, and 
ye ity property is required to use a method of depre- 5- ~ t i l ~ s o  'ec: 

ciation and  a depreciation period for such for d e f e r ~ d ~ a ~ e s ~ p ~ ~ ~ ~ ~ ~ , e s e r  
property tha t  is the same as  the method and 

pa: 
V. Normalization of CIACs 

Section Of the ,  1986 Code 

expense, a n d  are paid before they are  

, . 

period used by the taxpayer in computing its 
depreciation expense for purposes of establishing 
its cost of service for ratemaking purposes and 
reflecting operating results in its regulated books 
of account. Public utility property is defined in 
section 167(1)(3)(A) a s  property used predomi. 
nantly in the trade or business of furnishing or 
selling various enumerated utility services a t  
r i t es  established or approved by certain govern- 
mental entities, public utility commissions, and 
other similar bodies. Public utility property 
includes property that  is received a s  a CIAC or 
that  is'financed or acquired with the proceeds of 
CIACs. anv  such C-D roperty is 
subject to the normalization rules of sections 167 
ana 168. - 

Under  these adjustments ,  the  amount  of 
deferred tases on the utility's regulated books of 
account is offset or decreased by the prepayment 
of tax resulting from the taxable receipt of the 

cost capital or no-cost c a P u  for r a i  m k i n n  pur- 
f E e s .  ' - 

. .  . . .  , * .::. i, ' 

' , , .. . .  
.. . . I 

. .  : . 

. .  

. . .  . . . . .  ... 
.'., '; . . ;:,':;';-. '> , : 

Z .  . -. 
. ... . ...*.. . . '..t ' 

. . :-. :. . * .#. 

. . _  . .  . . '  . '  
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. .  
* . .  .. , ,  . , .  . . . ., . .  
.,. . .  . . ' .  . , .  .: 

.. . ?  

, .. ... . .. ' . 

. .  . , .  . , .  . . . . . . . , . ,. 
. . .  : ,  . .- . . .  

~ ..! _ ' ~  , -. .' I . . .  -. . . .  . .  
. . .  : .  . , . . . . .  

' . .  

. .  

. .  
. . . .  , .  . , , . , . , ... . .. 

For regulatory accounting purposes, utilities 
fl 1)' ' their 
regulated books of acco- do n 01 include 
CIACs or C1.K propertv in income, cost of ser- 

Further  adjustments are  made IO the reserve 
for deferred taxes when the timing differences 
with respect to CIAC property reverse. This 
occurs as  depreciation is taken into accourlt in 

r 
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72,499-84 

determining Federal income tax liability oter  the 
applicable recoi'ery period prescrlbcd under sec. 
tion 168. A s  the reiersal occurs, ~re\.iouslv & 
taxes N I I I K Z ~ ~  in acc- 
lory a c g u n t i n g  method that \ti11 & I J J L - ~ ~ ~ .  

resulting from the normalization of the CIAC. 
If, in its regulatory accounting for CIACs, a 

utility uses or changes to a m  other than the 
yoninclusion method. the normalization-& 
apply to timing differences determined under the 
regulatory accounting method used by the utlQty. 
f i r  example, if a utility changes to a rehulatorv 

13- 

~ ~ ! l y ~ o  zero, the a- ad-w __-- _-.------.- -- 

1987 Rul ings  52 12.967 

'accounting method under which CIAC p r i d  
tax depreciated over its useful Ilfe, the d e f d  of 

resulting from the normalization of a CIAC taken 
into account under the new method would d T @  
on tne dijference b e t \ r p e n w e g r e c i a t i o n  taken 
in!? a ~ ~ ~ u - " ? . u _ n d _ e r r h e n ~ ~ - m e t ~ ~ e . _ d ~ r e .  
ciajion !akenin!o account i_? determining Federal 
income. -. 

VI. Normalization Rules Not Applicable to 
Certain CIACs 

The normalization rules do not apply to a CIAC 
(or property related thereto) i f  the following con- 
ditions are satisfied: 

( I )  The C1.4C is included in gross income 
solely by reason of the amendments to section 
118(b) of the Code by section 824 of the Act; 

(2) The utility uses the noninclusion method 
of accounting for the C1.4C, 

(3) The Federal income tax attributable to  
the receipt of the CIAC is not taken into 
account in determining cost of senice  for any  
person (other than, perhaps, !he person from 
\!horn the CIAC is received, ie., the "contribu- 
tor"); and 

(4) T& contributor paps the uti l i t  aLaddi .  
tional amount that is w b l s  ' t e d d t o  
indemnifv 'li.~~! for t h e q r e -  
payment ..Sr tax  result^ rrceipt O f  ibe 
CIAC (an a indemnification"^. -_  

the Code and is independent of the existence of an 
indemnification. if,  for example, a utility recei\,es 
a total paj'ment from a contributor of 5160 and 
expends $100 in constructing the CIAC property, 
the utility's depreciable basis in the property is 
$100. Similarly, if a utility receives a total pay- 
ment from a contributor of $100 and expends 
$100 in constructing the CIAC property (with the 
income tax payments pertaining to  the CIAC 
being obtained from other sources), the utility's 
depreciable basis in the property is also $100.' 

The condition of indemnification, necessary in 
order for a payment t o  qualify as  a grossed-up 
CIAC, is required only for the prepayment of tax 
tha t  results from receipt of the CIAC. Thus, the 
amount of the indemnification may be determined 
by reducing the amount of tax attributable to the 
receipt of the C1.4C by the present value of the 
p-s t o  be Cwn ed bv depreciating the 
CIAC property in deterk"ed. 

to such Lax 4~ of the ultimate recipient'of 

(ie., the  contributor, the u t i l i t s .  or the utility's 
-) %matter outside the scope of the 
normalization rules and Federal income tax laws. 

A utility may establish that a n  indemnification 
has occurred ( i )  by reference to a contract or 
agreement in which the contributor and the util. 
i ty  pro\iide for such indemnification, (ii) by refer. 
ence to an indemnification requirement contained 
in a ra te  order issued by a regulatory commiision 
or in the record of a hearing or similar proceedifig 
conducted by such a' commission, or (iii) by any 
other reasonable method or procedure. hloreo\.ei, 
the  Internal Revenue Senice  will not scrutinize 
the adequacy of a n  indemnification in any case in 
which the parties have attempted in good faith t o  
indemnify or reimburse the utility for the prepay- 
ment of tax that results from receipt of the CIAC. 
',' VII.  Accounting Treatment of CIACs By 

Customers 

era " P U V .  
its is n 

t h 5 e  benefits Dertaininn to the c ed-up C1,LC 

In  the case of a CIAC that  satisfies these condi- 

conbbutar)a.rc 
tha t  resubs 

necessary 

'Sectjons 1.461.1(aX1) and  (2) of the  Income 
tiom (a "grossedw" CIAC), neither the utility T~~ ~ ~ ~ ~ l ~ ~ i ~ ~ ~  pro\.jde that  taxpayers using the 

cash and  accrual methods of accounting, respec. 
tively, may not currently deduct the total amount 
of a n  expenditure which results in the creation of 

sect iop l67(I& 41terna'i\ 'e1yi e Instead, such taxpayers are  required to capitalize 
in  lhe same man- such expenditures as  assets and deduct the costs r- of the expenditures o\.er the useful life of the asset other CIACs. Thus, a utTlity may use an a 

ated- of deprrciation under section 168 question, See, e,g,, Re,, R u l ,  70413, 19io.2 
with respect to  its public utility property whether C.-B, 103. 
or not grossed-up CIACs are normalized by the 
utility. The utility's depreciable basis in the CIAC Any taxpayer paying a CIAC to a utility is 
property is determined under other provisions of incurring an expenditure which results in  the cre- 

16798 01987, Commerce Clearing House, Inc. 

nor j tS ratepasers (Other  

from receipt 
Io a grorsed.up CIAC Order lo carry a n  asset having a useful life \yhich extends sub. 
Out  the purposes Of t he  stantially beyond the close of the taxable year, 

may be 
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ation of an intangible asset ha\,ing a useful life 
extending substantially beyond the close of the 
taxpayer’s taxable year. If a taxpayer incurs a 
CIAC ui th  respect to  property used in a trade or 
business and is required to replace the CIAC 
property upon its obsolescence or deterioration, 
the amount of such payment is capitalized and 
deducted on a pro rata basis over the useful life of 
the asset. Jn such a situation, the useful life of the 
intangible asset would correspond to the economic 
life (in contrast to the tax life or recovery period) 
of the public utility property to which the CIAC 
relates. See, e.g., Rev. Rul. 69.229, 1969.1 C.B. 
86. In contrast, i f  the taxpayer incurs a CIAC 
with respect to property used in a trade or buri- 
ness and is not required to  replace the CIAC 
property upon its ohsolescence or deterioration, 
the intangible asset has an indeterminate eco- 
nomic life. In such a case, the taApayer must 
capitalize the payment and is not permitted t o  
amortize the amount of the prepaid asset. See, 
e.g., Rev. Rul. 68-607, 1965-2 C.B. 115. 

In the case of a taxpayer ( e g ,  a real estate 
developer or home huilderl \I ho-incurs-Lj.4cs- 
with r _ e x c & q e r t y  primarily held,for-sale-to 

customers i n  the ordinary course of the ta ipa)er‘s  

e ro Z f Q r  s t l e . . u  s u E f L a - n _ d  
educted when such property and the relatea 

YIIL Transactions not Affected by this Notice 

business, the w-1. c 

ired Tb JSUhddhallsc.arealo 

lRGii-$T~zFs;m.- 

This notice does not apply to  transactions 
which do not invohse CIACs a s  described under 
section 118(b) and this notice. Thus, for example, 
this notice does not apply to “customer connection 
fees” as  defined in section 118(b)(3XA) of the 
1954 Code. (Such connection fees are  currently 
included in gross income by utilities under both 
the 1986 and 1954 Codes)  Similarly, this notice 
does not apply to payments made from utilities to 
h e i r  customers. Thus, for example, this notice 
does not apply to  payments made to  a public 
utility in connection with the supply of electricity 
to such utility by a cogenerating facility under 
the Public Utilities Regulatory Policy . k t  of 1978 
(“PVRP.4”), Pub.  L. Yo. 95-617. No inference is 
inlended herein as to  the treatment of such trans- 
actions. 
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[a 6799) Rev. Rul .  87-129, I R B. 1987-49, 5. 
[Code SK. 995 ) 

Taxat ion  of DISC income to shareholders.-This revenue ru l ing  s e t s  for th  t h e  “base period 
T-bill ra te”  for  t h e  period ending  September  30, 1987, as required b y  sect ion 995(fx4) of t h e  

. -  . .  
Code. Back reference: 1[ 4399R.001. 

Section 995(fXl) 6f the Internal Re\.enue Code 
provides that  a shareholder of a DISC shall pay 
interest each taxable year in a n  amount equal to  
the product of the shareholder’s DISC-related 
deferred tax liabilily for the ):ear and the “base 
period T-bill rate.” Under section 99i(f)(4) of the 
Code, the base period T-bill ra te  is the annual rate 
of interest determined by the Secretary to  be 
equi\.alent to the average. in\-estment yield of 
United States Treasury bills with maturities of 52 
weeks which were auctioned during the one-year 
period ending on September 30 of the calendar 
year ending with (or of the most recent calendar 
year ending before) the close of the taxable year of 
the shareholder. T h e  base period T-bill rate for the 
period ending September 30, 19E7, is 6.49 per- 
cent. 

Pursuant to section 6622 of the Code, interest 
must be compounded daily. 

The table below ‘provides factors for com- 
pounding the base period T-bill rate daily for any  
number of days in the shareholder‘s taxable year 
(including a 52-23 \reeks accounting period) for 
the 1987 base period T.bil1 rate. To  compute the 

87(10) CCH-Standard Federal Tax Reports  

amount‘  of the  interest‘ charge for the share. 
holder’s taxable year, multiply the amount of ihe 
shareholder’s DISC-related deferred tax liability 
(as defined in section 995(f)(2) of the Code) for 

corresponding to the number of days in the share. 

. . .  
: ; - .  .... . .  , . .  . . . . . . .  

. .  . .  tha t ’year  by the base period T-bill rate factor 

holder’s taxable year for which the interest charge 
is being computed. Generally, use the factor for 

. *’ . 
. I  

.... 
, .  365 days. Use a different factor only if the share- 

holder‘s, taxable year from which the interest 
charge is being determined is a short taxable year, 
if the  shareholder uses the 52-53 week taxable 
year, or if the shareholder’s taxable year is a leap 
year. 

For the base period T-bill rates for the periods 
ending in prior years, see Rev. Rul. 86.132, 
1986-2 C.B. 137. 

DRAFTIXG INFORIIATION 

,. . . .’ .. 

., .,, 

The principle author of this revenue ruling is 
David Bergkuist of the office of the .4ssociate 
Chief Counsel (International). For further infor. 
mation about this revenue ruling, contact M r .  
Bergkuist on (202) 566.6457 (not a toll.free call). 

6799 



EXHIBIT RCN-18 



North Fort Myers Utility, Inc. 
Summary of Accounting & Legal Expense to 

Prepare & Process Gross-up Refund Reports through Hearing 
Fiscal Years Ended May 31, 1995 and 1996 

Fiscal Report Year Ended 
05/31/95 0513 1 196 

Accounting - Cronin, Jackson, Nixon & Wilson per Exhibit RCN-18 $ 48,935 $ 51,043 

Legal - Rose, Sundstrom & Bentley per Exhibit MFD-1 

Total 

60,035 60,035 

$108,970 $11 1,078 



North Fort Myers Utility, Inc. 
Actual and Estimated Accounting Fees to Prepare and 

Process Gross-up Refund Reports 
Fiscal Years Ended May 31,1995 and 1996 

Cronin. Jackson. Nixon & Wilson 
lovoice Date 
05/24/96 
07/16/96 
01/16/97 (1/2 to 1995) 
02/19/97 
03/17/97 
04/23/97 
06/19/97 (112 to each year) 
0811 5/97 (1/2 to each year) 
09/12/97 (1/2 to each year) 
11/18/97 (1/2 to each year) 
02/17/98 (1/2 to each year) 
03/16/98 (1/2 to each year) 
04/20/98 (112 to each year) 
06/12/98 (1/2 to each year) 
07/21/98 (112 to each year) 
08/17/98 (112 to each year) 
09/23/98 (112 to each year) 
10/22/98 (112 to each year) 
12/24/98 (112 to each year) 
01/26/99 (112 to each year) 
031 9/99 (1/2 to each year) 
03/22/99 (1/2 to each year) 
04/22/99 (1/2 to each year) 
05/28/99 (112 to each year) 
06/22/99 (112 to each year) 
08/25/99 (1/2 to each year) 

Total actual expense through July, 1999 

Actual unbilled expense: 
October, 1999 - Prepare direct testimony 

Total actual expense to 10/28/99 

Fiscal Report 
Year Ended 

05/31/95 05/3 1/96 

$ 1,115 
880 
469 

$ 2,492 
1,907 

173 
234 234 
691 691 
166 166 
604 604 

3,527 3,527 
387 387 

2,454 2,454 
1,761 1,762 
1,466 1,466 

375 375 
405 405 

1,640 1,640 
338 338 

1,946 1,946 
2,325 2,325 
3,718 3,718 

867 867 
646 646 

1,411 1,410 
83 82 

27,508 29,615 

6.110 6.110 

33,618 35,725 



North Fort Myers Utility, Inc. 
Actual and Estimated Accounting Fees to Prepare and 

Process Gross-up Refund Reports 
Fiscal Years Ended May 31, 1995 and 1996 

Cronin. Jackson. Nixon 8 Wilson 
Estimate to complete: 

Finish direct testimony and Exhibits 
R. Nixon - 35 hours @ $160 
Clerical - 6 hours @ $25 

R. Nixon - 50 hours @ $160 
Clerical - 10 hours @ $25 

R. Nixon - 6 hours @ $160 
Clerical - 1 hour @ $25 

R. Nixon - 16 hours @ $160 
Hotel, meals, travel 

Prepare for and attend hearing 
R. Nixon - 32 hours @ $160 
Clerical - 10 hours @ $25 
Hotel, meals, travel 

with client & attomey 
R. Nixon - 24 hours @ $160 

Review Staff Recommendation and 
conference with client 8 attomey 
R. Nixon - 12 hours @ $160 

client 8 attomey 
R. Nixon - 6 hours @ $160 

Prepare rebuttal testimony and Exhibits 

Answer interrogatories 

Prepare for and attend deposition 

Review transcript, briefs, conference 

Review Final Order and conference with 

Phone, copies, Federal Express 

Total estimate to complete 

Fiscal Report 
Year Ended 

05/31/95 05/31/96 

$ 2,800 
75 

4,000 
125 

480 
12 

1,280 
200 

2,560 
125 
200 

1,920 

960 

480 
100 

' $  2,800 
75 

4,000 
125 

480 
13 

1,280 
200 

2,560 
125 
200 

1,920 

960 

480 
100 

15,317 15,318 

Total actual and estimated expense $ 48,935 $ 51,043 

Note: Estimate to complete is allocated 50% to 1995 and 50% to 1996 



Cronin, Jackson, Nixon & Wilson 
CER TI-FIED PUBLIC A CCO U h'TA.4' TS, P. A ,  

JAMES L CARLSTEDf ,  CRA. 
JOHh' H. CRONlN, JR, C.R.4. 
ROBERT H. JACKS0.Y C.PA. 
ROBERTC.  N l X O N  C-PA. 
HOLLY M .  ?OWNER C.P.A. 
JAMES L WILSON, CPA. 

2560 G L;L F- TO-BAY BO L'L E VAR D 

CLEAR WATER, FL O R l D A  34625.441 5 
- -  c SUITL 2 t t  

,e;> ;c , --  . . * 

(i' . .&\ +,.' i 1 
(813) 791 Jt2G 

(8131 757.3602 

.. . i .. .. , ! * .  \ ,  ' ' .  
FA CSIdHILE i! *d c. 

Ms. J o  Ann Eoley 
North Fort Eyers Utility, Inc. 
P.O. Eox 2547 
Fort Xlyerr, FL 33902 

I N V O I C E  

For professional services rendered during 
April, 1456, as follows: 

1. 

2. 

3 .  

Prepcration and review of the 1995 PSC 
Annual Report 

Particl billing f o r  preparation of the 1995 
gross-up refund report 

Telephone, Federal Express charges, and copies 

Total 

P S 5 l  

$2,750.00 

1 , 115.00 0 
93.00 

33,958.00 



JAMESL. C A R U T f D I :  C . P A  
JOH,V H. CROhlN,  JR., C J A .  
ROBERTH. JACKSON, C.f!A. 
ROBERT C NIXON, CPA. 
HOLLY M. TOWNER, CRA. 
JAMES L WILSON, C.R.4 

Cronin, Jackson, Nixon & Wilson 
CER TINED PUBLIC A CCOUh'TAh' TS. F. A .  

2560 GULF-TO-BAY BOL'LNARD 
,(>,. j-c SUITE 200 

CLEARHXTfR,  FLORIDA 346254419 i: (813) 7914020 
FA CSfMiL E . .  
(813) 797.3602 

I N V O I C E  

July 16, 1556 

Hs. Jo Pan Boley 
Korth Fort Myers Utility, Inc. 
P.O. tiox 2547 
Fort Eyers, FL 33902 

For professionel services rendered during 
June, 1996, 8s follows: 

1. Preperation end review of the 1996 
Indexed Rate Adjustment 

2. Prepere response to PSC staff calculetion 
~ ~. 

of gross up refunds for fiscal years ended 
1992 and 1993 

3. Preperation of gross up refund report for 
f i s ca l  year ended May 31, 1995 

4. Telephone, postage and copies 

Totel 

P 5 5 1  

$ 5 3 2 . 5 0  

1,120.00 

. --' 
$2,532.01 



JAMES L CARLSTEDI; C.F!A. 
J O H h  H .  CRONlh, JR, C J A .  
ROBERTH. JACKSON, C.Ps(. 
ROBERT C. NJXON, C.Ps(. 
HOLLY M. TOWNER, C . P A  
JAMES L WILSON, C.PA. 

Cronin, Jackson, Nixon & Wilson 
CER Tl N E D  PUBLIC A CCO UN TA h' TS, P. A .  

2560 GULF-TO.BAY BOL'LEVARD 
SUITL200 

(813) 7 9 1 4 2 0  
FA CSIMI L E 

..- CLEAR WATER, FLORIDA 3 4 2 5 - 1 4 1 5  . '  
i 

'.,>> ::.a - 1  (813) W7-3#12 

I N V O I C E  

January 1 6 ,  1957 

Ms. Jo Ann Boley 
North Fort Myer; Utility, Inc, 
P.O. B O X  2547 
Fort Myers, FL 33902 $ 5 5 1  

For professional services rendered during 
December, 1996, as follows: 

1. Work related'to the 1994 and 1995 gross-up 
refund reports, including response t o  Staff's 
calculations 

2. Telephone charges 

Total 

$935.00 

3 . 4 3  

$938.43 



JAMES L CARLSTLDT; C.EA 
J O H h  H .  CRONIN, JR., C J A .  
LNC M. DOAN, C.PA. 
ROBERT H .  JACKSON, C.PA. 
BRENDA M. McBARRON, C.PA. 
ROBERT C. NIXON, C . P A  
HOLLY M. TOW'NER, C.PA. 
JAMES L WlUOh', C . P A  

Cronin, Jackson, Nixon & Wilson 
CE R TI N E D  PUBLIC A CCO U N TA h TS, P. A I 

2360 CL'LF-TO*BAY BOULEVARD 
s L'rTE 2w 

CLCA RH'AT&R, FLORIDA 3 4 6 2 5 4 1 9  
(a131 791.1020 

- e . - - *  /r -. .# ' .  - 
I . . .. FA CSlMlLE 
. .  

e .  

a .  I t  I .- (81 3) 797-Mo2 
*,4J 5' ;I a 

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P.O. Box 2547 
Fort Myers, FL 33902 

I N V O I C E  

February 19, 1997 

For professional services rendered during 
January, 1997, as follows: 

1. Preparation of 1996 gross-up refund report 
for the fiscal year ended May 31, 1996 

2. Telephone, postage, Federal Express charges, 
and copies 

Total 4 

# 5 5 1  

$2,412 .SO 

79.30 

s 2 , 4 9 1 . 8 0  



JAMES L CARLSTED7; C J A .  
JOHN H. CRONIN, J R ,  C.F!A. 
ERIC M. DOAN, C J A .  

BRENDA M. McBARROh: CJA. 
ROBERTC. NIXON, C.PA. 
HOLLY M .  ?OWNER, C.PA. 
JAMES L WILSON, C.PA. 

R O B E R T H .  JACKSON,  C.PA. 

Cronin, Jackson, Nixon & Wilson 
CER T I N  ED PUBLIC A CCO U N TA h TS, P. A .  

'? ... . -  
* .  

Z W  Ck'LF*TO*BAY BOULEVARD 
S U I T f  2m 

Cl EA R HA TER, FLORIDA 34625461 9 
(813) 791 4 2 0  
FACSIMILE 
(813) W7-3602 

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P.O. Box 2547 
F o r t  Myers, FL 33902 

I N V O I C E  

March 17, 1997 
I 

For professional services rendered during 
February, 1997, as fo l lows:  

1. Preparation of t h e  PSC gross-up refund report 
for t h e  f i s c a l  year ended May 31, 1996 

2. Telephone, postage, and copies 

Total 

1 5 5 1  

$ 1 , 8 8 7 . 5 0  

19.32 

$ 1 , 9 0 6 . 8 2  



Cronin, Jackson, h'ixon & Wilson 
CER TIINED PUEL/C A CCOUhTAh'TS.  P.A. 

JAMES L CARUTEDI; C.RA 
JOHN H .  CRONIh, JR, CPA. 
ERIC M. DOAN, CPA. 

BRLh'DA M. McBARRON, C p ! .  
ROBERT C. NIXON, CPA. 

JAMES L WILSON, CPJ. 

. ..? 
ROBERTH. JACKSON, C.PA. - 

HOLLY M. TOWNLR CPA. '. . .--> .&I ' 2, ii u 

Ms. Jo Ann Bolev 
North Fort Myerk Utility, Inc. 
P.O. Box 2547 
Fort Myers, FL 33902 

I N V O I C E  

25% GULF-TO-BAY BOULEVARD 
SUITE IIY, 

CLEAR WATER, FLORIDA 3 6 6 2 S 4 1 5  
(813) 791-1020 
FACSIMILE 
(813) ?97-W2 

For professional services rendered during 
March, 1997, as follows: 

1. Final preparation and transmission of 1996 gross-up 
refund report to Mr. Deterding f o r  filing 

2 .  Telephone and Federal Express charges 

Total 

# 5 5 1  

$ 1 5 6 . 2 5  

1 7 . 1 3  

$173.38 



.- . -  

Cronin, Jackson, Nixon & Wilson 
CE R TJ N E D  PUBLIC A CCO U h TA .V TS, P. A.  

JAMES L CARLSTEDT; C J A .  
J O H N  H. CRONlh', JR., CJA. 
ERIC M. DOA,V. C J A .  

BRENDA M. McBARROh', C.RA. 

HOLLY M. TOWNER, C . P ! .  
l A M E S  L WILSON, C P A .  

.c -. :- .- - ,. - . , , ., . . -  . .  ROBERTH. JACKSON, C.F!A. . .  . .  

ROBERT C. N I X O N ,  C.PA.  .*z? . :-A. ii 

a .  G . I  

2560 CULF*TO.BAY BOL'L E VA RD 

CLEAR HATER, FLORIDA 34625-441 P 
S U l T f  2W 

(8131 7914020 
FA CSlMlL E 
(813) 797.3k72 

I N V O I C E  

, June 19, 1 5 5 7  

Rs. So Ann Boley 
North Fort Myers Utility, Inc. 
P.O. Box 2547 
Fort Myers, FL 33902 

For professional services rendered during 
May, 1997, as follows: 

4 Work related' to the 1994 and 199 
reports related to Staff information 

1. gross-up refund 

2. Telephone charges and copies 

Total 

# 5 5 1  

$456.25 

1 1 . 8 8  

$ 4 6 6  13 



Ctonin, Jackson, Nixon & Wilson 
CER TI Fl E D PUBLIC A CCO Uh! T A  A' TS. P. A .  

JAMES 1. CARLSTEDT; C.R.4. 
J 0 H . V  H CRONlh, JR., C.RA 
I R l C  M. DOAN, C.R.4. 
ROBERTH. JACKSON8 C.R.4. 
BRENDA M. McBARRON, C.RA. 
ROBERT C. NIXON, C . P A  

HOLLY M. TOWNER, C.PA. 
JAMES L W l U O N ,  C.PJI. 

. TRACY A. R I U O ,  C.M. 

25bo GULF-TO-BAY B O L ' L f  VARD 
SUITE 201i 

CLEARU'ATfR, FLORIDA 3?765-4419 
(813) 7 9 1 4 2 0  
FA CSI MI L E 
(813) 797-36C2 

X N V O Z C E  

August 15, 1557 

Ms. Jo Ann Boley 
North Fort Myers Utility, I n c .  
P.O. Box 2547 
Fort Myers, FL 33502 R'551 

For professional services rendered during 
July, 1997, as follows: 

1. Prepare calculation of gross-up refunds for the 
fiscal years ending May 31, 1995 and 1996, using 
PSC Staff approach to installment gross-up contracts $1,375.00 

2. Telephone charges 5.85 

Total S 1 , 3 8 0 .  e5 

- 



JAMES L CARLSTEDT; C.RA. 
JOHN H. CRONIN, JR., C . R A  
ERIC M .  DOAh: C J A .  
ROBERTH. JACKSON, C X A .  
BRENDA M .  McBARRON, C J A .  
ROBERT C. NIXON, C X A .  
TRACY A. RIZZO, C J A .  

IAMES L WILSON, C J A .  
HOLLY M .  TOWNER, CXA.  

Cronin, Jackson, Nixon & Wilson 
C ER TI Fl ED PUBLIC A CCO U N TA h TS. P. A .  

2560 GULF.TO-BA~'BOLLE\'ARD 
SL'ITE 2 M  

CLEARHATER, FLORIDA 3.776.5-4419 
(813) 7 9 1 4 2 0  
FACSl.VlLE 
(813) 797-.7602 

I N V O I C E  

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P.O. Box 2547 
Fort Myers, FL 33902 

For professional services rendered during 
August, 1997, as foll'ows: 

1. Preparation of schedules of accounting expense 
incurred to prepare gross-up refund reports for 
the fiscal years ended May 31, 1995 and 1996 

2. Postage and copies 

Total 

September 12, 1997 

f 5 5 1  

$325.00 

6.96 

k331.96 



, --. 

JAMES L. CARLSTEDT, C.RA. 

ERIC M. DOAN, C.RA. 
ROBERT H. JACKSOh', C.F?A. 
BRENDA HI McBARROh', C I A  
ROBERT C. NIXON,  C.R.4. 
TRACY A. RJZZO, C.F?A. 
HOLLY M. TOWNER, C.R.4. 
JAMES L. WILSON, C.P.4. 

J0H.Z' H. CRONltV, JR. ,  C .PA.  

Cronin, Jackson, Nixon & Wilson 
CER TI FlED PU BLlC A CCOUII: TA N TS, P. A .  

. r -  

-. /:- , '. I 

2560 CL'LF-TO.BAYB01 L E \ : 4 R D  
SUITE 201, 

CLEARHA7'ER, FLORIDA 3 2 i b . ( 4 1 / 9  
(813) 791-4020 
FA CSI M I L E 
(81.7) 797-3602 

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P.O. Box 2547 
Fort Myers, FL 33902 

I N V O I C E  

November 18, 1997 

For professional services rendered during 
October, 1997, as follows: 

1. Review Staff Recommendation with revised 
calculations of gross-up refunds or the 

discussion of same with Mr. Deterding 
fiscal years ending 199pand 1998, d and 

2. Telephone charges 

Total 

f 5 5 1  

$1,200.00 

8.39 

$1.208.39 



Cronin, Jackson, Nixon & Wilson 
CERTIFIED PU BLlC A CCOUN TA h TS, P .  A .  

JAMES L. CARLSTEDZ C F A .  
JOHN H. CRONIN, JR.# C.FA. 
ERIC M. D O A N ,  C.FA. 
ROBERT H. JACKSON, C.RA. 
BRENDA W McBARRON, C J A .  
ROBERT C. N I X O N ,  CFA.  
TRACY A .  RIZZO, C F A .  
HOLLY M. TOWNER, C.PA. 
JAMES L. WILSON, C F A .  

251% GULF-TO-BAY BO1 Lt‘ l ’AHI)  
SUITE 2On 

CLEA RH’A TER. FLORIDA .?.?7b.(-4JI (i 
(81.7) 791 -4020 
FA CSI M I L E 
(81.7) 797.3602 

I N V O I C E  

February 17, 1998 

Ms. J o  Ann Boley 
North Fort Myers Utility, Inc. 
P.O. Box 2547 
Fort Myers, FL 33902 

For professional services rendered during 
January, 1998, as follows: 

1. Partial billing for preparation of revised 
gross-up refund reports for 1995 and 1996/ 
due to the filing of amended tax returns 
to include financed CIAC and gross-up 

2. Telephone and postage 

Total 

#551 

$7,046.75 

7.83 

$7,054.58 



Cronin, Jackson, Nixon & Wilson 
CERTIFIED PUBLIC A CCOUN TA N TS, P. A .  

JAMES L. CARLSTEDX C.f?A. 
JOHN H .  CRONIN, JR., C.f?A. 
ERIC M. DOAN, C.f?A. 
ROBERT H .  JACKSON, C.t!A. 
BRENDA W McBARRON, C.t?A. 
ROBERT C. NIXON, C,f!A. 
TRACY A. RlZZO, CJA.  
HOLLY M. TOWNER, C J A .  
JAMES L WILSON, C.F!A. 

;-> . I - -  

-- 
ij 

7 

2560 GULF-TO-BAY BOULEVARD 
SUITE 200 

CLEAR WATER, FLORIDA 33765-441 9 
(813) 791420  
FACSIMILE 
(813) 797-3602 

I N V O I C E  

March 16, 1998 

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P.O. Box 2547 
Fort Myers, FL 33902 

For professional services rendered during 
February, 1998, as follows: 

1. Preparation of revised gross-up refund schedules 
for 1995 and 1996 

2. Telephone, Federal Express charges, and copies 

Total 

#551 

$637.50 

136.68 

$774.18 



JAMES L. CARLSTEDT; C P A .  
JOH,Y H .  CRONIN, JR., C.PA.  
ERIC M. DOAN, C.PA.  
ROBERT H .  JACKSON, C.PA.  
BRENDA H! McBARRON, C J A .  
ROBERT C. NIXON C.PA. 
TRACY A .  RIZZO, C.PA.  
HOLLY M .  TOWNER, C.PA.  
JAMES L WILSON, C.PA. 

Cronin, Jackson, Nixon & Wilson 
C ER TI Fl ED PUBLIC A CCO UN TA h‘ TS. P. A .  

I N V O I C E  

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P.O. Box 2547 
Fort Myers, FL 33902 

For professional services rendered during 
March, 1998, as follows: 

1. 

2. 

3 .  

Partial billing for work completed on the 1997 
PSC Annual Report 

Prepare response to PSC Staff letter with revised 
calculation of gross-up refunds for the fiscal 
years ended May 31, 1995 and 1996 

Telephone, postage, Federal Express charges, and 
copies 

Total 

2560 GULF-TO-BAY BOLLEI’ARD 
SUITE 200 

(813) 791 -4020 
FA CSlMl L E 

CLEAR WATER, FLORIDA 33765-441 9 

(81.7) 797-3602 

April 20, 1998 

#551 

$ 350.00 

4 , 875.00 

32.47 

$5,257.47 



JAMES L. CARLSTEDT C.!?A. 
JOHN H .  CRONIN, JR., C.!?A. 
ERIC M .  DOAN, C P A .  
ROBERT H. JACKSON, C.PA. 
BRENDA W McBARRON, C J A .  
ROBERT C. NIXON, C.f?A. 
TRACY A. RIZZO, C J A .  
HOLLY hi. TOWNER, C.PA. 
JAMES L. WILSON, C.F!A. 

Cronin, Jackson, Nixon & Wilson 
CERTIFIED PUBLIC A CCOUN TA N TS. P. A .  

2.560 GULF- TO-BA Y BO L'L E VA R D 
SUITE 200 

(813) 791-4020 
FA CSIMIL E 

CLEAR H'ATER. FLORl DA 33 765-441 9 

(813) 797-3602 

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P.O. Box 2547 
Fort Myers, FL 33902 

I N V O I C E  

June 12, 1998 

For professional services rendered during 
May, 1998, as follows: 

Conference with PSC Staff in Tallahassee on 
May 21, 1998 

Review revised Staff calculation of gross-up 
refunds and begin analysis of impact on reported 
rate of return for revision of Annual Report 
expense to below the line 

Telephone, copies, and airfare 

Total 

#551 

$1 , 200.00 

2,031.25 

291.54 

$3,522.79 



-. . -. 

JAMES L.  CARLSTEDT C.f?A. 
JOHN H. CRONIN, JR., C .PA.  
ERIC M. DOAN. C.FA. 
ROBERT H. JACKSON, C. f?A.  
BRENDA H! McBARRON, C. f?A.  
ROBERT C. NIXON, C.f?A.  
HOLLY M .  TOY'NER. C. f?A.  
JAMES L. WILSON, C.f?A.  

Cronin, Jackson, Nixon & Wilson 
C E R TI Fl E D PUBLIC A CCO U h' TA h' TS, P. A .  

2.560 GULF-TO-BA 1' BO L'L E L% R D 
SUITE 2W 

CLEAR H'A TER. FL ORlDA S3?6.(-4410 
(813) 791 -4020 
FA CSI.UIL E 
1813) 797-3602 

I N V O I C E  

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P.O. BOX 2547 
Fort Myers, FL 33902 #551 

For professional services rendered during 
June, 1998, as follows: 

Preparation of schedules requested by PSC Staff 
showing achieved rate of return if certain Annual 
Report expenses had been classified below the line $2,906.25 

Partial billing for preparation of 1998 indexed 
rate adjustment (Note: This will not be filed 
until gross-up matter is settled) 562.50 

Telephone, postage, Federal Express charges, and 
copies 2 5 . 5 8  

Total $3.494.33 



JAMES L. CARLSTED'I; C.!?A. 
JOHN H. CRONIN, JR., C.!?A. 
ERIC M. DOAN, C.!?A. 
ROBERT H. JACKSON, C.f?A. 
BRENDA H! McBARRON, C R A .  
ROBERT C. NIXON, C I A .  
HOLLY M .  TOWNER, C.!?A. 
JAMES L WILSON, C.f?A. 

Cronin, Jackson, Nixon & Wilson 
CERTIFIED PUBLIC A C C O U K T A h T S ,  P . A .  

I N V O I C E  

? -  

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P.O. Box 2547 
Fort Myers, FL 33902 

2560 GUL F-T0-BA Y B O 6 1  E VAR D 
SUITE 200 

CLEARH'ATER, FLORIDA 33765-4419 
(813) 791-4020 
FA CSlMl L E 
(813) 797-3602 

For professional services rendered during 
July, 1998, as follows: 

1. Review of PSC Staff's gross-up refund computations 
dated July 1, 1998, and discussion of same with 
Mr. Reeves and Mr. Deterding 

August 17, 1998 

#551 

$750.00 



JAMES L. CARLSTEDT; C.PA. 
JOHN H. CRONIN, JR.7 C P A .  
ERIC M .  DOAN, C P A .  
ROBERT H .  JACKSON, C P A .  
ELIZABETH A.  MAX C P A .  
BRENDA R! McBARRON, C.PA. 
ROBERT C. N I X O N ,  C P A .  
HOLLY M. TOWNER, C.F?A. 
JAMES L. WILSON, C P A .  

Cronin, Jackson, Nixon & Wilson 
CERTIFIED PUBLIC A C C O U N T A N T S ,  P . A .  

Ms. Jo Ann Boley 
North Fort Myers Utility, 
P.O. Box 2547 
Fort Myers, FL 33902 

I N V O I C E  

For professional services rendered during 
August, 1998, as follows: 

2560 GULF*TO-BAY BOULEVARD 
SUITE 2W 

CLEARWATER, FLORIDA 33765-4419 
(727) 793-4020 
FACSIMILE 
(727) 797-3602 

September 23, 1998 

1. Prepare analysis of gross-up refund and rates 
of return if certain operating expenses are 
classified as below the line expenses 

2. Telephone, postage, copies, and mileage (DeChario) 

Total 

#551 

$700.00 

110.36 

$810.36 



.-  

Cronin, Jackson, Nixon & Wilson 
CER Tl Fl E D PUBLIC A CCO U N TA N TS, P. A .  

JAMES L.  CARLSTEDT C.RA. 
JOHN H. CRONI.V? JR., C.RA. 
ERIC M .  DOAN.  C.RA. 
ROBERT H. JACKSON', C.RA. 
ELIZABETH A .  MAX C.RA. 
BRENDA W McBARRON, C.RA. 
ROBERT C. NIXON, C.RA. 
HOLLY M .  TOWNER. C.RA. 
JOHN A .  VANTREASE, C.RA. 
JAMES L.  WILSON, C.RA. 

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P.O. Box 2547 
Fort Myers, FL 33902 

I N V O I C E  

2560 GULF-TO-BAY BOULEVARD 
SUITE 200 

CLEAR WA TER, FLORIDA 33765-441 9 
(727) 791-4020 
FA CSI MI L E 
(727) 797-3602 

October 22, 1998 

#551 

For professional services rendered during 
September, 1998, as follows: 

1. Field work at Utility's offices installing plant 
in service and depreciation schedules on new 
software (DeChario) $2,231.25 

2 .  Work related to the gross-up refund report, 
including analysis of settlement alternatives, 
conferences with Mr. Deterding, and updating 
legal and accounting fees incurred to settle 
gross-up refunds 

'PS ' 4 6  
( 3 , 2 6 8 . 7 5  1 

3 .  Telephone, postage, and copies 54 /50  j 3 2 8 0 t 1 5  L 11.40 ) 
Total $5,511.40 



Cronin, Jackson, Nixon & Wilson 
CER W Ff ED PUBL f C A CCOUN TA N TS. P. A .  

JAMES L. CARLSTEDT; C.F!A. 
JOHN H .  CRONIN, JR., C.I?A. 
ERIC M. DOAN, C.I?A. 
ROBERT H .  JACKSON, C.PA. 
ELIZABETH A .  MAX C.F!A. 
BRENDA U! McBARRON, C.P.4. 
ROBERT C. NIXON, C.F!A. 
HOLLY M. TOWNER, C J A .  
JOHN A .  VANTREASE, C.R.4. 
JAMES L WILSON, C J A .  

Us. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P.O. Box 2547 
Fort Myers, FL 33902 

2560 GULF-TO-BAY BOULEVARD 
SUITE 2~Xl 

CLEAR WA TER, FLORIDA 3 3 7 6 5 4 1  9 
(727) 791-4020 
FACSIMILE 
(727) 797-3602 

I N V O I C E  

December 24, 1998 

#551 

For professional services rendered during 
October and November, 1998, as follows: 

1. Work related to the gross-up refund, including review of 
Staff Recommendation and letter from Public Counsel; discuss Qz 96 
same with Mr. Deterding and Mr. Reeves ;0;50 47) 675.00 

2. Work related to depreciation and CIAC amortization software 
and set up both correct balances (DeChario) 1,650.00 

3 .  Telephone, copies, and mileage 105.31 

Total 52,430.31 



JAMES L. CARLSTEDT: C.PA.  
JOHN H CRONIN. JR., C .PA.  
ERIC M. DOAN, C.PA.  
ROBERT H. JACKSON, C.PA.  
ELIZABETH A MAX C.PA.  
BRENDA W McBARRON, C.PA.  
ROBERT C. NIXON, C.PA.  
HOLLY M .  TOH'NER, C.t?A. 

JAMES L. H'ILSON', C.PA.  
JOHN A .  VANTREASE. C.PA.  

Cronin, Jackson, Nixon & Wilson 
C ER TJFI E D P U E LIC A CCO Uh' TA h' TS, P. A ,  

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P . O .  Box 2547 
Fort Myers, FL 33902 

_ *  ' " .̂ !7 

I N V O I C E  

For professional services rendered during 
December, 1998, as follows: 

1. Work related to the gross-up refunds for 1995 and 1996, 
including review of settlement alternatives, review 
Staff Recommendation; prepare for and attend Agenda 
Conference in Tallahassee on 12/15/98 

2 .  Work related to set-up of depreciation schedules and 
CIAC/Accumulated Amortization (DeChario) 

3 .  Telephone, postage, airfare, and other travel expenses 

Total 

2560 GL'LF. TO.B.4)' BOL'LEL2 RD 
SL'ITE 200 

CL EARHX TER. FLORIDA 3376.i-lllY 
(727) 791 -4020 
FACSIMILE 
(727) 797-3602 

January 26, 1999 

#551 

53,450.00 

2,100.00 

442.68 

$5,992.68 

< z, lOO.~O> 



Cronin, Jackson, Nixon & Wilson 
CE R TI FI E D PUBLIC A CCO U N TA h TS, P. A .  

JAMES L.  CARLSTEDT; C.F!A. 
JOHN H. CRONIN', JR., C.F!A. 
ERIC M. DOAN, C.PA.  
ROBERT H .  JACKSON, C.F?A. 
ELIZABETH A .  MAY, C.RA. 
BRENDA U? McBARRON, C.F?A. 
ROBERT C. NIXON, C.F?A. 
HOLLY M. TOWNER. C.I?A. 

JAMES L.  WILSON, C R A .  
10HiN A .  VANTREASE, C.RA. 

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P . O .  B o x  2 5 4 7  
Fort Myers, FL 33902 

2.560 GC'LF-TO-EA)' BOL'L EI'A R D  
SL'ITE 200 

CLEARNXTER. FLORlDA 33765-4419 
(727) 791-4020 
FA CSlM IL E 
(727) 797-3602 

I N V O I C E  

Februar: 

For professional services rendered during 
January, 1999, as follows: 

1. Prepare schedule showing calculation of indexed revenue 
adjustments for 1997 through 2000; telephone conferences 
with Steve Reilly and Kim Dismukes concerning possible 
settlement of gross-up case; prepare report and back-up 
related to the change in PSC policy concerning above and 
below the line treatment of operating expenses for gross- 
up purposes 

2 .  Federal Express charges, postage, and copies 

Total 

19, 1999 

# 5 5 1  

$4,637.50 

1 2 . 5 4  

$ 4 , 6 5 0 . 0 4  



JAMES 1. CARLSTEDT: C.PA 
JOHiV H .  CRONIN. JR.. C.PA.  
ERIC M .  D0A.V. C.PA.  
ROBERT H .  JACKSOh'. C . P A  
ELIZABETH A .  MAX C.PA.  
BREfiDA HI McBARROh, C P A .  
ROBERT C. NIXON. C P A .  
HOLLY M .  TOH'.L'ER. C.PA.  
JOHN A .  VANTREASE, C.PA.  
JAMES 1. WILSON, C.PA.  

Cronin, Jackson, Nixon & Wilson 
CERTIFlED PUBLIC A C C O U h T A L 2 ' T S .  P . A  

Us. So Ann Boley 
North Fort Myers Utility, Inc. 
P . O .  Box 2547 
Fort Myers, FL 33902 

For professional services rendered during 
February, 1999, as follows: 

1. Revise 1994-1997 PSC Annual Reports to reclassify certain 
O&M expenses below the line 

2. Research of prior gross-up orders for Staff change in 
policy regarding above and below the line treatment; 
prepare schedules and exhibits 

3. Telephone, Federal Express charges, and copies 

Total 

256U G l  LF-TO-BA)  B O 1  L t l A R D  
S l  I T E  2CUi 

CL EA Rii A T E  R FLORIDA .? 3763-&lY 
(727) 7YI-40?0 
FA CSI 41 ILL 
(727) 797-3602 

t- Ala11 
q n ~ @ ~ ~ o i l d l i e i a i i  ner 

March 22, 1999 

#551 

S 492.50 

6,942.50 

247.71 

$7.682.71 



JAMES 1. CARLSTEDT; C.PA.  
JOHN H CRONIN', JR., C.PA.  
ERIC M .  DOAh! C.PA.  
ROBERT H .  JACKSON, C.PA.  
ELIZABETH A .  MAX C.PA. 
BRENDA W McBARRON, C.PA.  
ROBERT C. NIXON, C.PA.  
HOLLY M. TOWNER, C P A .  
JOHN A .  VANTREASE, C J A .  
JAMES L. WILSON. C R A .  

Cronin, Jackson, Nixon 24 Wilson 
CE R TI Fl E D P U BL JC A CCO U N TA h' TS, P. A 

Ms. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P . O .  Box 2547  
Fort Myers, FL 33902 

2560 GULF-TO-BAY BOL'LEVARD 
SUITE ,700 

CLEARH'ATER, FLORIDA 337651119 
(727) 7 9 1 4 2 0  
FA CSIM 1 LE 
(727) 797-3602 

c-Moil 
cjnw@worldner.an.ner 

I N V O I C E  

May 2 8 ,  1999 

For professional services rendered during April, 1999, as follows: 

1. Partial billing for work completed on the 1998 PSC 
Annual Report 

2 .  Review of Arthur Andersen memo on taxation of CIAC 
and letter to Mr. Reeves 

3. Review Staff Recommendation on refund of gross-up 
and conferences with Mr. Reeves and Mr. Deterding 
regarding same 

4 .  Telephone, postage, and copies 

Total 

# 5 5 1  

s 2 1 0 . 0 0  

492.50 

1 , 2 6 7 . 5 0  

2 5 . 4 5  

$1,995.45 

< 210 > 



JAMES 1. CARLSTEEDT C.PA. 
JOHN H CRONIN, JR., C.PA. 
ERIC M .  DOAh’, C.PA.  
ROBERT H. JACKSON. C.PA. 
ELIZABETHA. MAY C.PA. 
BRENDA W McBARRON’, C F A .  
ROBERT C. NIXON, C.PA. 
HOLLY M. TOWNER. C.FA. 
JOHN A. VANTREASE, C.PA. 
JAMES L. WILSON, C.i?A. 

i“ 
Cronin, Jackson, Nixon & Wilson 

C E R T i  Fl ED P U E LiC A CCO Uh! TA h’ TS. P. A .  

2560 GLLF-TO-BAY BOL’LEL’ARD 
SUITE 200 

CL EARHX TER. FLORIDA 3376541  9 
(727) 7914020 
FACSlMlL E 

e-Mail 
cjnw@worldnet.an.ner 

(727) 797-3602 

I N V O I C E  

June 22, 1999 

Us. Jo Ann Boley 
North Fort Myers Utility, Inc. 
P.Q. Box 2541 
Fort Myers, FL 33902 

For professional services rendered during May, 1999, as follows: 

1. Prepare for and attend PSC Agenda Conference on gross-up 
on 05/04/99 

2.  Preparation and review of the 1998 PSC Annual Report 

3. Telephone, Federal Express charges, airfare, and travel 
expense 

Total 

# 5 5 1  

889.25 

S7 534.25 

e 7 1  l.%p 



. -  
, 

JAMES 1. CARLSTEDT C.PA 
JOHN H. CRONI.Vp JR, C.PA. 
ERIC M. DOAN, C J A .  
ROBERT H. JACKSON, C P A .  
ELIZABETH A .  MAX C.PA. 
ROBERT C. NIXON, C X A .  
HOLLY M. TOWNER, C J A .  
JOHN A .  VANTREASE, C.PA. 
JAMES L. WILSON, C J A .  

Cronin, Jackson, Nixon & Wilson 
CERTIFIED PUBLIC A C C O U N T A N T S ,  P.  A .  

MS. JO Ann Boley 
North Fort Myers Utility, Inc. 
P . O .  Box 2547 
Fort Myers, FL 33902 

2564 GUL F-TO-BA Y BOULEVARD 
SUITE 200 

CLEARH’ATER, FLORIDA 337654419 
(727) 791-4020 
FACSIMILE 

c-Mail 
c j n A  worldnci.arrner 

(727) 797-3602 

I N V O I C E  

August 25, 1999 

For professional services rendered during July, 1999, as follows: 

1. Billing f o r  work completed on schedules to track 
components of CIAC receivable 

2. Review PSC pre-hearing procedure order for gross-up 
refund docket 

3. Telephone and postage 

Total 

#551 

5278.80 

s443.94 


