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In ro: Investigation of Acqu;i.•..,tt!on ) 

Adjustment Policy ) 


•_______,_,__c -,_~ ...'iI( 'i~' I'"~ - f:V ( '% "> 

The fOlloWlt\9COmml••l.o11l'rSpart.l.cipated in thedi!Jposition .ot 
this matter: 

THOMAS it. fUtAKD t Chairman 
8·!1'TY ~AstiEY 

BY THE COMJUSSION: 


jn Nov6l't1.ber 11, 1.989,tbe Office of Fublic Counsel (ope) filed 
'l Peti.tlon t.o .Initlate Rulemaxing Proceedinqsor Alternatively to 
I[;sue an Order lnitla.tlnq Investigati.on. ope proposed a specific 
i:l.mendment to Rule .25-30 .. 040(3) (0) 1 f'lot'ida Administrative Code, 
~:-egard.ing the treatment of' CiI.cquls1t.ion adjustments in rate base. 

By Order tic. 22361, issued January 2, 1990. we denied ope's 
request to init.iat.e rulemaking and instead initiated an 
1.nvest igation ·of our policy on acquisition adjustments. As part of 
our investigation,. we requested and received written comments from 
interested persons 2!.nd held an intor'1nal workshop on March 28 I 1990, 
to discuss the commIssion I s current pol icy and ope I s proposed 
chanqes. By proposed agency acti.on (PAA) Order No. 23376 issued 
August. 21, 1990 , we declined to make any changes to our acquisition 
,e'idjllstment polley. On Sept,emher lIt 1990, OPC filed a protest to 
Order No. 23376. Pursuant to Section 120.57(2), Florida statutes, 
we ,:!lifer-dad all partl.es the c)pportunity to be heard on this matter 
at an oral presentation on July 29. 1991. This Order contains our 
final disposit.ion of this proceeding. 

Our pt:)licy on acquisition adjustlllH:'Hl'ts since approximately 198) 
J~'}~:JS beE:l) that, t~bsent. (~,xtra.ol~'di:rl~lry r; ir:'c\"lms'tiflI1ces I the ptlrchase of 
a utility system at a premium or discount shall not affect rate 
ba !se. '!'he p1.Jrpose of t.hi s po 1 i c:y f as stftted in PI\/;. Order No. 
:~337{~', h;,'lS b€H?D to creatf? an ince:nt:ivl:'? for largfS'r ut,.ilitii3s to I 

&""' '" r "t. ~"'I l( j~L ! g ... .,.' .. 
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acquire a.all. troubled utilities. We believe tha.t thts policy has 
done exaotly wat S:I:, w'. d61d,qne4 to do. since its implementation, 
many ••a11 u.tilJ:tl.. bave in tact been acqui.red by larger 
t.rt~ilitl"$, and we have cllaJJgo4 tate ba&e in only a few cases. 

ope chorqe. that the ..elat ionship between rate b"'lse and 
utility 1nv••tHa:t 1. brokE't11 upon tbe sale of a utility« An 
aequh: inq utility .ust tberef()re establish the extent to which its 
own lnvest.C\lntl. prudent. without reqard to the seller's rate base 
or invest.m'U'lt< levltl.,OPC believes that investors 1n the selling 
utility recover ttle.lr invest.ant. through the sale of the utility; 
the buyer *s 1.tlvestllent 1$ represented by the purchase price. By 
not allowing the bUyer to !nero.ae rate base to equal the purchase
price throuqb a ~ltlve acqui8ition adjustment., ope claims, the 
Comlnission is not allowinq the buyer t.o earn a return on imprudent 
1. nvestment, • 

OI)C see!!lS to view pas and negative acquisition 
adjustments somewhat di.fferently. For positive acquisition 

juatments j believes that appropriate standards must. be 
established the buyer show, and for the Commission to 
eva luate ~ the of t,ne i tion at a pra.mium so the sa 

a utili not i.ncrease customer ratetl without any new 
assets bei to util service. But for negati.ve 

lope 1 t.hat the Commission has no 
to automat lly impose an ustment. 

t if the tive acquisition adjustment is not 
buyer. C(:.:.r~mission is creating a myth 1 

the i'lctc.al commi'L'1lent. ta 1 by the bu 
iu'gues ~ is further compounded by the buyer! s 
iation on this leal investment. 

:! 
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South'?rn States 
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Deltona. U 1 ties, 

llCJt 11av(~ the 
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(collect.,lv&ly t the utilt." capanies) make sevel:'al arguments in 
response to ope.. F11:8•., they point out t.bat ope suqqests an 
inconaiatent uhofptU"aJ'fliftprice.. Where a negat.ive acquisition 
adjuatltent partains,. tbe 1nvestmant of tnG utility means the 
purcnaa. p'I'ice pa14 bytft. bUyer, but where a positive acquisition 
adjustment.. is c.cQ1dered., the investment of the utility means the 
l1et, book vfllue, or rate bah, of the seller., The utility companies 
also ar9ue that :tf the coa1ssi.Oll were to adopt ope's View, the 
incentive tiorlargfJr utl1i,tles ,to rescue smalll distressed 

liltie. woul.dbe erased.. FU.rther# the utility companies assert 
that ope's positi..on oonf,l:1<:t. with p.r.lor uncballenqed Commission 
decisions allowing' pOld,tl.ve acquisition adjustments. In 
conclusion, t;be utility companiesalao ar9tl~ that our current 
policy comport.s wit.h our broad autb.ority to interpret and implement 
our statutory a.utbority in a manner whicb best serves the long term 
inter~sts of the rate.payer.... 

tbe polnt of statutory interpretation. we: disagree with 
ope. We not thi.nk that: Section :Ui7.091(Z) (a) I Florida Statutes, 
limits us from i.neludlng in rate base only that which an acquiring 

tlity bas invested int.be SY8t•• , i.e., the purchase price, as 
assert.s. Tb1.s Co_is.ion has conSistently interpreted tIle 

ttinvestment of utilit.y· as COfltt'\ined in section J67.081(2}(a), 
Flor Statut~s to the or 1 cost. of the property when first 
dedi.c.'lt.ed publ servicce, not: in t.he conte>:t. of acquisition 

ustments , but elsewbere fl.S In our current policy on 
isltion j ~ we not deviate from this 

interpretation ncr do we exceed our sta authority_t 

Fur • bas cited no author to support its contention 
t.hat we have mise statute. 

We s.till r.el O\lr current pOli provi a much 
i i ve for buyer earns a return on not 

pr rate base of the acqui 
ut.i.li also rece f i't of ciation on 
the fu 1 Without tbese benefits, large ut 
have no incentive to ire small, trou systems. 

re not by this policy 
not: cha , so 

customers receive 
of service at a 

bene icial cha s: 
utili due to its 

bili t.a 1 t..:.hft';i ab,t" i ty to attract ta 1 f a. 
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reductl¢¥n .m :tile ,~.· •. 411bt d\l~ .tol,t>wer ris)t, the 
eli,tlt1n.Ett,ion:ot.Q:i,lt~fl9(r,,~ltl.?11.#· . the a.bllity t<C) 
mO.k. n"'lul~ tl'te .•btll;~Y ..• to'cnply wit:b the 
Depart••nt of Reg\Il: • .tioltaftdtbe £n:vitonmenta1 
ProtGCtibnAt.·ncy,t'ed~~edCQau auet.c ecolnomies of 
scale .. aml . the .4b1, ...... to .bulk ~ tbe '. ltd~t'oduction()f moretAl, ... Ln 
profea~d,onal. end eltptltrie.ne:.s lIana9_.nt, att4the elim.ination of a 
<!Jeneral dif!tinterbt in utIli-tty operatlons in the C•.$~ of developer
owned syateu .. 

Some utilltiesth&'t aotively acquirlnq troubled utilities 
have found that our polley hes given them the ability to make som.e 
purc.hases at a pre:miua because of ttle balancing' effect created by 
purctu~$es .ada at. it discount.. ThtUJ ,our current pol icy af f ers 
enougb incentive fer utlliti..1&to mak.emultiple purchases at a 
discount &.nd still put-ebaua ill troubled utility tnat can only be 
purchased at a pre:a:lum. 

At the July 29, 1991" oralpresGntat.ions, ope stated that any 
incentlvQ .for acqu.isitiQl1 ShOll be in the form of a higher rate of 

'We do nathelieve t.hat this wou.ld crea.te the necessary 
i.ncE'mtive. To illustra.te t if an acquIred systeln with a net book 
value of $ ; 000 was purchased for $80 t 000 and we raised the 
return on e.quity by 200 ba.sis point.s, a utility with 50% equity 
would benefit after taxes by approximately $470. If the award were 
400 bilS.is points t the incentive after taxes would be approximately 
$940.. We do not think that s is an adequate incentive for the 
acquisition of troubled 

deration foregoing f we conclude th is 
ion of our acqu ustment policy without making 
thereto We note that our staff opened a docket,+ 

;Z-WS,wherein rules en acquisit adjustments will 

ad) 
of 

Service Commission that 
Commissl<rn U.cy on ~"tcquis 

1 • as ibed in the 
It i:,~ turther 

this 

ORDERED tIH'l t. th s t is. closecL 
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.slon required by Section 
1;20.59 (4) ~ Flot".ida Statutes to notify parties of any 

istrative hear or jud review of Commission orders that 

Florida Public 

i.s available unu(!!l' Sect: 120. Dr 120.68, Florida Statutes, as 
W~~ 11 as the t limits that apply. This notice 
should not 00 all requests for an inistrative 
hear! 11 be granted or result in the reI f 

in 

11 i::}; 

the Cc)mmission IS f ina1 action 
reconsideration of the decision by 
ion th the Director, Division of 

fifteen (IS) d of the issuance of 
Ru 25-22.060, Florida 

1 review by Florida Supreme 
ephone utility or the 

th-e <;,ase of a water or sewer 
with the Director, Divisi~n of 

of ice of appeal 
is fili must be 

S on.ler, 

~) .. ~~{)f) (a), 


