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DIRECT TESTI~JY Of HARSHALL WILLIS 

PLEASE STATE YOUR NAME AND ADDRESS? 

Harshall Willis. 2540 Shumard Oak Blvd .. Tallahassee. Florida 32399· 

0850. 

\MAT IS YOUR OCCUPATION? 

r am the Bureau Chief of the Bureau of Economic Regulation 1n the 

Division of Water and Wastewater of the Florida Public Service 

Coom1ss1on . 

\/HAT ARE YOOR R£Sp()jSIBILITIES AS OIIEf Of THE BUREAU Of ECOIOIIC 

R£GULATION? 

As the Bureau Chief. I am responsible for supervising three supervisors 

12 of the three sect·1ons of my bureau I am responsible for supervising 
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a variety of professionals which u'IClude certified publ1c accountants . 

professional engineers. economists and regulatory andlysts . Hy bureau 

is responsible for the processing of all rate cases. staff assisted rate 

cases. limited proceedings. tariff f1l1ngs. serv1ce availability cases 

and other miscellaneous filings through the PM process and through 

litigation ...nen necessary As such I am extremely familiar with all 

aspects of a rate case . 

ARE YOU A CERT I f'l EO P\JBLI C ACCOUNl ANT? 

Yes . I am a certified public accountant licensed by the State of 

Florida and have been since 1980. 

HAVE YOU EVER TESTIFIED AS AN EXPERT? 

Yes . 1 have testified In over f1fty cases before the Florida Publi c 

Service Corrm1SS1Cln and the Division of AdmlmHratlve Hearings . I nave 
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testfffed as 1n expert 1n the area of acc~nt1ng. 1ncomes taxes. cost 

of capital. ut111ty ratemak1ng and regulation and regulatory poliCy 

In addi t ion to testifying. 1 nave also t aught utili ty ratemaking at the 

Nat ional Assocfat1on of Regulatory Ut111ty Comnssloners Eastern Utility 

Rate Seminars . I have al so t aught many Internal courses W'lthln the 

FPSC. In addition. I ha1.-e been a speaker on many occasions on water and 

wastewater 1ssues at the National Assocuuon of Regula tory Ut 111ty 

COimfssloners Staff Subcorrnfttee on Accounts meetings 1n both t he open 

and closed sessions . Also. I was the only non-lawyer Invited to speak 

at the Dist r ict Court of Appeal ·Public Service CommiSSion Seminar In 

June of 1981. W!ere I present ed a bas1c course In utl11ty ratemaklng to 

the Honorable Judges of the florida 01 stnct Courts of Appea 1 I ar.t 

also the author of the Class A. 8 and C 1996 NARUC Unlfonn System of 

Accounts for Water and Wastewater Ulll1t1es I also co-authored the 

1984 HARUC Um form Syst l!lll of Accounts for Water and wastewater In 

addition. I aRl frequently called by other state regulatory ut1l1ty 

com1 ssi ons. county re9u 1 a tory authonues as we 11 as ut1l1t1es bot h 

1ns16e and outside the State of Florida to ~lscuss practice or policy 

1ssues that they are confronting . 

~ LOOG HAVE Y()J W()R)(ED FOR THE C()fliSSIOO' 

Over twenty-one years 

I.'HAT IS THE PURPOSE Of YOOR TESTI~Y? 

The purpose of lilY testlrony Is t o el(j)la1n the Allo.~ance for Funds 

Prudently Invested. CO!'I!Olly referred to as AFPI what AFPI IS <leSign<'d 

to acc~11sh . ho.~ the AfPI charges <~rc calculated and . f1nally, t o 
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address the apparent over colltction of AfPI charges by Lake Utlllty 

Services. Inc. or LUSI. 

WHAT IS THE ALLOIIANCE Ftf! FUNOS PRUDENn Y INVEST£07 

Since 1983. AFPI has been avai lable to prov1de a means for utilit1es to 

recover previously unrecoverable carrying costs associated wlth non-used 

and useful plant. AfPJ is a mechanism 'fttlich allo.~S a utility the 

opportumty to earn a fa i r rate of return on prudently invested plant 

which is deternined to be non-used and useful and therefore exch.ded 

from rate base and recovery through the utlllty ·s serv1ce rates . AfPI 

1s a one t 1me charge. col lected from new cOMectlons within a des1gnated 

service area or system. at the tlme of each des ignated custoner·s 

1nit1al connection to the ut ility·s system. Tne chargo IS calculated 

to include the accumulated carry1ng costs on non·used and useful planl 

up to the point tn time that each des1gnated new customer connects to 

the system. 

HeM ARE AfPI CHARGES CALCULATED? 

Generally. plant re lated carrying costs associated Wl th non·u~:-1 and 

useful plant. that have been deterun ned to be prudent may be Included 

1n AFPI charges . Typical components normal ly Included 1n AFPI charges 

are : 

1. A return on 1nvestment 1n non-used and useful plant . 

2. Depreciation expense. 

3. The tncome tax effect on the return on invest~t . 

4 Property taxes associ ated with non-used and usefu l plant . 
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kly operation and maintenance ~es detenalned to be non· 

used and useful. and 

The c~nded earmngs on the acc\J!Ulated charges tor the 

prior year·s return on plant Investment 

()lee all caJ1)011entS have been 1dent1fie<l . t he f1rst year·s AFPI char9es 

are calculated by dwldlng the sum of individual components by the 

number of anticipated future customers . The resulting annual charge 

represents the ~t of 1611'elrtlursed costs per customer 1ncurre<l by the 

utility. One·twelfth of the annual charqe w11l be collected froa new 

custoners comectlng 1n the first month of the year Two·twelfths w111 

be collected 1f serv1ce Is begun 1n the second rronth of the year. and 

so forth . The calculation IS repeated to Include expenses proJected 

through the end of flve years or another JuStified perlod of time . 

WHEN WERE lllE AFPI CHARGES IN QUESTION APPROVED rOR lAK[ UTILITY 

SERVICES . INC.? 

8y Order No 19962. ISSued Septeat>er 8. 1988. In floc~ nt No 871080·WU . 

the CorllSSIOO approved AFPI charges tor LUSI to be charged 1n the 

ut1l1ty"s Crescent Bay Subdlv1S100 I have at tached Order 110 19962 as 

Exhibit HWW-1 The purpose of the AFPI charge was to prov1de a return 

on the plant winch had oeen prudently constructed but excl'eded the nt-eds 

of custorers in t he early years of devel~t As stated 1n the order. 

the AFPI charge was to be in effect untll the utility re.sched the 

capacity of 106 ERCs. whtch was forecast to occur in 1991 If you look 

at Pagr I through 5 of Schedule 7 of Order 140 19962. you will see that 
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the AFPI charge IS ca leu late<! on the costs of the Cresent Bay system 

only. 

WHY DID THE CQt11SSI~ PLACE THE 106 ERC RESTRICTIC»> C»> THE ca.LECTICJI 

Of AFPI OIARGES! 

The AFPI cmrges were based upon a calculated rate base for the Crescent 

Bay Subdivision In an original certificate docket . Thi s rate base was 

based upon projections and was used as a tool for establishing Lust ·s 

original rates for the Crescent Bay Subdtv1s1on. The 106 ERC 

restr1ct1on was placed on the collection of AFPI charges because t hat 

was t t- e tota I IUiber of ERCs the uti lny was des 1gned to eventually 

s~r . ~ . To allow the collect ion of AFPI from more than 106 ERCs would 

allow a double recovery of a poruon of the noo·used and u'.dul costs 

WHV WOULD THAT DOUBLE RECOVERY OCCUR? 

It would occur because once the 106 ERCs are connected. 100' or the 

ut111ty s costs are then belnQ recovered "hrouqh serv• e rates If the 

Comrnlssl~ ~re to allow the collection of aore AFPI t har9es than 106 

ERCs . the uttltty 1000ld be recover1ng a portHln of the same cost tw1ce 

once through service rates and once through the AFPI charge 

WHY IO.lCJfT THE AFPI CHAAGES DEVELOPED FOR THE CRESEPIT BAY SUBDIVISICJI 

BE APPLICABLE TO OTHER SERVICE AREAS OF LUSI? 

Because the AFPI rates that were calculated were based only upon the 

22 non·used and useful costs associated wHh the Cresent llay ~ubdtvlston . 

23 Costs for service areas can vary greatly especially due to theI r 

24 1ndlvldual contribution levels For the AFPI charge to be applicable 

25 to any other service area the non·used and us~ful costs and proJections 
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of the other service areas would have to be taken into account in the 

AFPI calculation 

WHY WERE AFP! CHARGES SET IN THE OR IGINAL CERTIFICATE OOCKET? 

P-5 stat ed In Order No. 19962. the AFPI charges were des1gnt'd to provide 

for a retum on the plant which was prudently conHructed. but exceeded 

the needs of the custaners in the early years of development The order 

further stated that the charges should be In effect until the utility 

reaches capac1 ty. ~~lch Is 106 ERCs . It was estimated that th is h~ld 

occur in December. 1991 . This language Is also contained In LUSI 's 

approved tari ff ~heet No. 25. 1·25 1·A which ts referred to by tariff 

Sheet No. 27 .3. 

IIHEN OtO LUSt MEND ITS TERRITORY TO INCLUO£ ADDITIONAL SERVICE 

TERRITORY? 

By Order No. PSC·92·136g·FOf·WU. ISSued Noveroer 24 . 1992 . LUSt's 

territory was amended to Include additiona l terr1tory. The order stated 

that the rates and chllrges approved 1n the ut 11 i ty' s tan ff for Crescent 

Bay system would be the sa.1e for the additional territory. For service 

ava1labll1ty purposes . the charges approved were the plant capaci ty 

charge of SS69 per ERC . the ma1n extension charge of S506 per EPC. and 

the meter Installation charges by meter s1ze Including a charge of S!OO 

for a 5/8 x 3/4 inch meter Staff Witness JoAnn Chase further discusses 

t he or1g1nal and rurendment process . and the spec1f1c circumstances 

surrounding LUSI's certHicatton process and the amendment of LUSI ' s 

territory. 

• 6 • 
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WERE THE~ ~T WERE APmJVED IN mJER I() _ PSC·92-!369-FOf.I(U AlSO 

INCLlllED A/10 APPAOVED IN LUSI 'S TARIFFS? 

Yes . In response to the order. the utility f1led several tariff sheets 

for the territory amendment . One of the tar l ff sheets. Tlllrd Revised 

Sheet Ho . 26.0 contained the service availab1l1ty schedule of fees and 

charges for the addit ional territory approved by Order No. PSC-92·1369· 

FOF·WU. This tariff sheet only conta1ned the plant capacllv charge. 

main extens1oo charge. and meter 1nstallat1on charge as 1nscnbed In the 

order. No where on t hls schedule of fees and charges tariff sheet for 

the addt t 1ooal terrltory were AFPI charges lllefltioned However . upon 

further review of the approved tanff on f11e w1t h the Comnsslon . rr.y 

staff discovered that these AFPI Charges were addressed on Th1rd Revised 

Sheet No. 27.3. contained 1n the utillty ·s pollcy section Th~rd 

Revised Sheet No 27.3 refers to Sheet l~s . 25.1 · 25 lA for a schedule 

of appl1cable AFPI charges The AFPI charges contained on Sheet Nos 

25.1 • 2S. lA are for the Crescent Bay subdivlslon Although I bel1e~e 

that this was an oversight dunng t he tan ff approva 1 process. the AFPI 

charges apparent ly apply to the additional terntory nonetheless 

\fiAT IS THE RELEVNICE OF lHE INCLUSICJI OF AFPI CAARGES Ill lHE UTILITY'S 

APPROVED TARIFFS, 

Pursuant to Section 367 .091!2). Florida Statutes. each utility ' s rates. 

charges . and customer service policies must be contalncQ In the tariff 

approved by and on f11e wl th the Collin Iss ion Further. Sect 1on 

367_091(3). Florida Statutes. provides that a ut ility may only Impose 

and collect those rates tnd charges approved by the ComnlSSlon for the 

- 7 -
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particular class of servi ce involved and a change 1n any rate schedule 

may not be made without Commission approval . 

IF IT IS DETERMINED THAT Tij£ AFPI CHARGES APPROVED FOR THE CRESCENT BAY 

SUBDIVISION SHOULD ALSO APPLY TO THE NEW AHENDED TERRITORY. SHOULD THE 

106 ERC f ':STRICTION ALSO APPLY? 

Yes. If the utility wanted to lift the 106 ERC restr1ct1on. LUSt should 

have come before the Commission and applied for new AfPl charges . To 

do otherwise would be in vtolatlon of Sect1on 36l.091<3l. Flor1da 

Statutes . This recalculation then could have included the additional 

non-used and useful plant and the addi t ional anticipated future 

customers . Once that was done. the AFPl charge would then accurately 

reflect the non-used and useful portion of pl~nt for both serv1ce areas 

combined . as well as the projected growth for the er.t1re territory of 

14 both service areas. In my opini on. 1l appears that the utility wants 

15 to pick and choose when a tariff appl1es and when 1t doesn ' t . LUSI 

16 

17 

18 

19 Q. 

20 

21 A. 

22 

wants to rely on the tariffs to show that it can collect AFPI from the 

addltl onal territory but chooses to ignore the 106 ERC restr ict ton 

tncluded in the same tariffs . 

HOW DID STAFF BEC()1E AWARE or TtiE APPAREtll OVER COLLECTION OF AFPI 

CHARGES BY LUS!? 

In August of 1996. a c~laint was received from a customer of LUSI 

concerning the fees that she was required to pay 1n order to rece1ve 

23 service . The customer's residence was contatned In the additlonal 

24 territory approved 1n Order No. PSC -92· 1369-FOF-WU. In the 1n1L1al 

25 1nvesttgat1on. my staff found that the fees the customer was required 

. 8 -
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to pay were appropriate. However. during the analySIS of Docket No. 

960444-k\l. my staff deternnned that the collection of AFPI charges fran 

the custcrners in thiS territory may have been in.lppropriate. Therefore. 

I directed my staf' to initiate an informal Investigation 1nto t he AFPI 

charges. 

BASED ~ YOJR STAFF'S ANALYSIS OF COLLECTION OF AFPI CHARGES BY LUSI. 

DO YOU BELIEVE THAT THE UTILITY OVER COLLECTED AFPI CHARGES? 

Yes Based upon the data provided by t he ut111ty. dated July 21 . 1997. 

the utility collected S134.995.9B of AFPI as of December. 1996. If the 

utility had collected all of the AFPI charges at the highest charge of 

S606 .09. which Is highly unlikely, LUSI should have collected no mere 

than S64 .457 .54 . Thus. by d1v1d1ng the total amount collected by this 

highest charge. the utility has collected AFPI charges fran at least 222 

ERCs. Th1s exceeds the maxlrun 106 ERCs fran which LUSI was approved 

to collect . The collection of the AFPI charge for the 107th ERC and 

above 1s not coos1stent w1th the Commission approved tariff and Section 

367 .091(31. Florida Statutes 

IN YOUR OPINION. WHAT SI-OJLD THE Wt11SSIOI1 DO ABOUT LUSI'S 

OVERCOLLECTION OF AFPI? 

In my opinion the Commiss1on should at a mlninun requ1re LUSI to refund 

all collections of AFPI in excess of the 106 ERC restriction. 

IS THE UTILITY CURRENTLY CliARG I NG THE AFP I RATE FOR THE CRESEIIT 6A Y 

SUBOIVISION IN 60TH SERVICE AREAS? 

No. In June of 1996. LUSI filed an appl1cat1on for a rate increase 

which was processed under Docket No. 960444 ·\IU In LhaL docket the 

. 9 . 



1 Conmlss1on issued Proposed Agency Action o.Jrder llo PSC-97-0531-FOF-IIIJ. 

2 which set a unlf01'111 serv1ce rate for a 1l of LUSI ' s systems and 

3 estabhshed a new AFPI rate for the c~ny I have attached the order 

4 as Exhibi t tt(ol -2. LUSI. on April a. 1998. filed a new AFPI tar1ff 

5 pursuant to Proposed Agency Action Order No. PSC-97-0531-FOf-WU The 

6 tariff was approved and became effectiVe on April 15. 1998 The new 

7 AFPI charge IS a uni form charge and IS apphcable to all of LUSI's 

8 service areas which Includes thP service areas from wh1ch the Cresent 

9 Bay Af'PI charges were being collected . The new charge developed from 

10 the pendtng rate case was calculated based on the non-used and useful 

11 plant and prOJections fran all of LUSI's c011il1ned systems Included 

12 w1th1n Its service terntory It was purposply calculated as one charge 

13 because the Commission. by that same order . was establishing a unlfor~ 

14 service rate for all of LUSI's sy~tems 

IS 0 WOULD THE Wt11SSIOII HAVE ESTABLISHED A UHIF~ AFPI RATE IF THE 

16 SERVICE RATES IW> hOT SWI UHif~? 

11 A. Ho If the Comnss1on had estaohshed sep.~rate serv1ce rates per syste~~~ 

18 or sever a 1 un1 fonn rates for grouped syster.~s . the Comml ss ion I ""''I ld have 

19 calculated the AfPI rates based on the same methodology In other 

20 words . H the serv1ce rates had been set for each IndiVIdual system. 

21 t hen AFPI would have been calrulated for each 1nd1v1dual system based 

22 on the non-used and useful costs and proJections for each Individual 

23 systetl If the Cocr.nss1on had arnved at twel ve Individual system 

24 serv1ce rates then there would have been h~lve 1rld1v1dual AfPI rates 

25 calculated as well . 
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DOES THE NEW AFPl CHARGE HAVE AN ERC LIMIT AlSO? 

Yes. Just like the Cresent Say AFP1 limll of 106 ERCs. there was an ERC 

11m1t establ ished In this order IXl page 44 of E.xhlblt tt-.'11·2. the 

COfll'lllsslon established a lim1t of 1.080 ERCs for the Treatment Plant 

AfPI chan)e l'ld 977 ERCs for the Olstnbutlon System AFPI charge . These 

AFPI charges. like the Cresent Bay Subd1v1slon AFPI charge. cannot be 

collected af ter the ERC limi t has been reached . 

DOES THAT CONCLUDE YOOR TESTII'OlY? 

Yes. It does . 

• 11 • 



EXHIBIT NO: MWW- 1 

WITNESS : !QRSBALL W. WILLIS 

DOCKET NO. 980483-WU 
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UFOU: Till! FLORIDA P\IIILIC SEJIVICl COIIICUSION 

I n re : Application Of LAX& UTILITY 
SEWVICI$ , IIC. for on o r lolno l wat e r 
certlflcau In !Au C<>unty, !'lorida. 

) 
) 
) ________________________ ) 

DOCXET 110 . 
011>0 110. 
I!.IUI:D: 

171010-NU 
lt96l 
1-1-11 

Tbe f ollowiov Ca.oU aa lonora partic i pated In the dlapotltl.~ 
of thlt a.ttter : 

PTI! IIIOIOLI, Cha lraan 
ntOW.S II. ILUI> 

GDAl.D L. CUJrTD 
.70101 T , IIDIIDOI 

IIICICAEL llcl. WILIOJI 

IOT'B or noroup MI!CX MjilOI 

O!QIR IIJAfwiiHIP2 BAIII A!D CHARatJ 

8Y THE COIIXIIS I OJI : 

IIOTICl h btoreby 9lvoft by tho Florida Public 5er•lce 
C:O.Oiallon that tbe action dhcllUed heroin h prellralnary In 
n ature a nd wi ll beco• f lntl unl••• a peraon vhoae interoat• 
a re a11batantl 111y affected fllo1 a petition f or Corrao! 
proceecUnq pur-auaol t o Rule l~-2J~Olt~ P'l .:»rld• Adalnlu. rttiYa 
COde . 

ltckoroyoG 

Oft OCtober 14 , 1917, LIU Utility lor•lc.. . Inc. (Liko 
UtUit::r o r Utility) filed an appll ca tlol\ wltb thh Co-lulon 
tor a certlflcate to operate 1 ve t er uti llty in t.ak.e County, 
!'lorida. ly Order No. 1160!, l11ued oec-r 14, 1U7. LI IW 
Utility VI I vranted COrtlf l c a t o ao. 416-N. The Cert l f lc1to waa 
oranted prior to tbe aatablil~at of 1nltia1 ra t ea and cherqea 
ao Lake Utllit7 coulcS aec ure 1 con1truction per•l\ trc. t~• 
Oopa rtment of !nvlro ... nt o l Reeul ot lon (l>!l). 

Leke Utll lty propo••• t o provl4e wa ter ae rvlce to 106 
aln;le faaJly realdencea, eonatltutlnt tbe Creacent B-ay 
Subcllvlalon In Lou COunty. Tho dealen c apacity of the Na ter 
IJ'It- Ia opproalaa t oly 37,100 eallon• per dty . Tht ay>t.,. It 
ea:pec:ted to re•c.h c aptcity ln appro &l .. tely four yee ra whh tht 
flrat cu..at.a..r coAAattiAt to tbe ayat- ln June . 1911. Ito 
f~ture «apenalo• 11 an~lclpated. 

lttte tnQ Cbtrqea 

lD eatablla blf'l9 tbe ratea tor t .bl a Utility. "'' a re alto 
eacabliablnt 1 tetura on equley of 11. • 2·\ ,. u.ai~9 tb• current 
leverate r orau.l e, aut.boc l aeC b)' OrCSec Mo. 19'711, laaue4 Jul)' 
U, 1911. ftle retvrn on aqvlty h belne oatabllehed tor oi l 
future purpo ... , I UCh &a AIUDC, lnterl• r a tea &D4 tta aavln;t. 

Tb4l Utility aubaltted profo~ acho4ulo1 of rate b••• · 
ope r atlnt loc~ an4 c:apltal at r·ucture . Tb111 ache4ulea vere 
uaed to calculate tbe revan~• r•qutr ... ot and lcitl t l ra tea . 

Tbe proforaa ra te baae ••• adjt.aattld t o lftcluda the 
adjiiO-to to til• UtllltT'• oatluted colt o r conatructlon . 
Theae •djua~Dtl ... ,. b•a.-4 on 1 re•t- of lnvolcea provided 
by tile UtUit:r f o r work uaocloted Nltb tho octuel conotructlon 
of t.be wac.er eyat- a..:td tr ••~at plent. Accua.lated 
deprechtl ... all4 ec..-IIUd uortlutlon of c:ontrlbutlono-ln­
lld-of-couttuctlon (CIAC) .,.,, odjuned to c:o11fo.. to tho 
c~l•aloo appro•ed depre cle tlon rat e1 for each eccount. We 
uaed tbe 111 of 0 • II .. thod or calcvlotiDCJ vor k lno c aplul 
beCe YI• tJw .,..t_ ta n.ol yet ln oper a tion aad 1 bal anc.e abeet 

OXIM'i t~."Z:t.-~.'.1! 
094Vl w-e rm 



01DP .o. IHU 
OOCXII .0. 171010-MU 
•• , . J 

woo oot • • • lloblo t o c a lcul a t e work l nt c apita l ua lnt our 
proforro4 boiiDCO a boo t M t bo4. 

b t e b aaa 11 not be l ft9 t o r·u 1Jy ea tabU a he d a t t hl a tl ... 

Tbe projectloea • •• bll loo u•e4 only •• • t.ool t or ea t ablt ahlnv 
lait h l u t a . wblcb h couhtont v ltb c-lu lon policy 1n 
orl t l ao l certif icate oppl!catlona . C& l cvlatlon of ro t e boa• 
IPf."elr a oo lc:Mchale ItO. 1, wltb our adju ataenta appea rlno on 

~~- .... J . 

Upoa ,..,.1_ of t.be prolonu aehaOul e o f ope r etlon• 
auba1tto4 a.,. tloe Ut ll lt'J', vo ro4ueo4 tho aala ry of t ho p lant 

operator to COAlo~ t o tba •••r•e• aa: · r.r tor a D operator of a 
plut of Ula olae , buo4 011 Oatl froe c-lu lon rou c ue 

orO.ro . W. 1110 .Oj uat o4 Oep rocht l on u ponu t o r e fl ect tbo 
Ull o f eo.a1aoloo appro•.O Ooproelat lon ro t oa . 

l nca.a t uea aiWS retul atory llln ... nt fMI h a ve been 

e atcv h t eil a t tloe 11'111 o f vro u re• oAuo f oua.4 appropriate. 
,_ appro•rll to opora tlnt r,ovo nuo Ia do t o .. lnod t o be U l. ~02 . 

wbieb oil ova 1 M t Inc- of U . lf7, roproa•ntlnt • II. 11\. 

re·t .ar-n o n r a t e bate . TtM lc-.•• Ou le o t Ope r a t lou appe ar& on 
&cbedvle ~. 1, wlth our adjue~nta on Schedul e • o. 4 . 

~~ rroto~ acbe Oul e o f Ceplta l St r ucture . aa aubmlt t ed by 

t be Util tr, baa beeo aoj ua~e4 to re tle 't t he corre ct •~unt or 
cvat.c.er depoalu. '!'be oa.lr other adjuataeat waa to r ecoac11• 
tloe C&plul ltrvcturo to rate baao . Tho Capita l Struc ture . 
vtaich re'lecta • • o.ert ll r a t e of re tt.un ot 11.19\ . appe a rs on 

Jebedulo Ito . 5. 

'fbe r e t ea aet f ortb belov a r e c a lcvl t t e d ualnQ the beae 
t ac l licy c.tt.a rt• r a t e e truc=t ure aftd a r e b eeeCS upoft the r e • eoue 
requl,.--t ot l l l .tJ$ for water ae rvlce . We tin.CS lbeae r a t.ta 
to be • •proprlate . 

' ' ' ' r a ellltz Cb• tt• 

~~·· " )/C" 

y•llor••t c''f!' per .o 6 e a oa.) 

511" " J/4 " 
J/4" 

1" 
1 lll" 

J• ,. 
·-

y•112fall "'If' per • 0 t• oa.a) 

!!6II! 

BoaiOtij!~f~l!'r•lco 

Uti llty 
r ropoa t O 

• 14.10 

I I.U 

C!tn'A:MJ!*" 
Utility 
PtpROttf 

• 14.10 
u.u 
JS.JS 
70.50 

lU.IO 
U5. 60 
Ul . 50 

I l.U 

Co.aiaalon 
Appr o•sd 

I U.lO 

• 1 . 4 ) 

Co..laa ion 
appro•t4 

I U . lO 
11 .0~ 
ll.n 
n . ~o 

101.60 
20l. )0 
lll. ~0 

• 1.0] 
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Tba approved rateJ ahAll be effect'~• t or .. te r r eadlnqa on 
or after tllirtr oa,.. rr- the etrect i .. oau of tbio oroer It 
no proteat 11 tt-ly tlleO. Tile Utility .. u t il e a n<l have 
approved en oritine l tar i ff prior to 18PI.-.Atlnt the new catea 
anO ch.lrvea . Cbarvu other t ban 110ntllly anwlce roua aboll 
boca.. effective on the effective date of tbl a Orde c. 

T!le u•lll ty f lle4 u rvlce ava i lability cha rv .. conalotln9 
of pl ant c apecttr, ••ln e&ttna lon . and .. t e r lnat a llatlon 
cbarv .. . Pol lOWin9 are tbe cbar9ea propooad bJ the Utility anO 
tllooe approved bp tlla eo..loalon: 

Plant Capacity Cba rte pe r &at • 

ttei• h t ..,. ion '" per cac• 
( COtlnect t.o Ll nel Contt ruc;tH 

bp U.. utlllty) 

Meter lnsta lla llon Feea: 
S/1" a l/4" 

1" 
I 11'1" 

l" 
AbOVI z• 

• Equivalent tealdentl a l Connection 

otlltty 
rtopottO 

'U4 

S S06 

S Ul 
liS 
U l 
<U 

A.ctu a l Coat 

c-atu lon 
Appro¥td . ,., 

I SO& 

' 100 
I U 
JIG 
400 

Actua l Coat 

Tbt propoaed ,..ter· lna t e llat lon t••• heve been adjuate4 to 
r.-o• • certe in H .... ila, r operly included . Tb• c:o • t ot aeOOlea . 
wb.lcb a re connected Ito the uta, baa been r..o••CS aM t he 
u tluted labor tt- 'tO illltlll -Un 1111 been redwcad. The 
Utili ty Included tbe coat of two nl,~o on the -tu. one on 
t.be Utility" a aide an4 one on tbe cuat-r • o a ide of t he 
.. t e e. The coati ba• • ~en adjuated to a llow on ly one ••l•• on 
t..be Utll lt--y• a a ide or t he - t er . 110 ad,UitMn\.1 h e ve been a e CSe 
to tbe re,ueate4 u ie eateu lon cba roe . Tbe .,tl ant c t pacl tY 
charv• baa beoeA l acr••••d ao t-hat tbe CJAC lev• 1 ..,hen the 
.,..t .. raacllao copeci~ wil l bo approa t .. t e ly 74\ . 

Tbe c-1- CIAC Cllorte pe r Eat I a Sl .l7S. AAI , -., on 
acbs1»le lo. 6 , U •••• c.ba t911 wl ll ruult 1ft • CIAC le•e l at 
0..19D c epeclty of approal~te ly 7J\ . Which o pproache a the 
urv•t lnel or CIAC cont-lot ad bp aula zs-lo.sao. Florida 
~nlatrotive COde. 

Tbe O't lllty <e9"alta<l on Al lowance for rundl Prude nt ly 
J Dveate4 (APJJ) to be cbaroed to all cu•t~r• t or aervt ce e t • 
n.w loca tloD. Tbe AIPI la a one tl.. cba ro• dea loned to 
pro•i4a f o e a return o n the plant vh loh l a p rucHntly 
c:outruct.ef!, t»ut e.&.e-M41 tM needa ot ~be cua to .. ra ln the 
ea rl7 ,.._. ra of CS•••lo,.nt . The chart•• abou l d be ln ettect 
llAtll t.be utility raoabaa c a peclty . wb lch II 106 IDCo. It lo 
aat l uted that tbll dll occur In oac-r. lftl. H-ver. t he 
dur,. a bov ld atop - c olot l no when t he utili t)' ruch.. 10\ 
c apacl tJ' (It IICa) bee-Iva• the r et ea t or ••r•lce e re deaitfted 
to al l ow t.M u tllltr ~ earD a retura oa ln•ea t , .. nt a t ttsat 
c opecl ty ln.l. lt h projected that the Utilit y will ruch 
10\ of capacity io O.c ba r. ltto . 

The 88DU8t ot tU ch art• l a baae4 on t.be ctu.e fut ure 
cuat-.r-a coneect t..o tile ,,.,~._ ooraall)' colnclcUnt v tt.h th• 

. I 
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pa,..at of the 11tvice availab1 U t y cb• r911. Tbe c:h• r9e 
pro•ldu tor ua f ull coot o t c a rryino the u c uo phnt to 
locl~O. a fair return oa the uD4eprec1ata4 l nvaat .. nt and 
l llllllol Clep rachtlon . The collection of c arrrlno chorou or e 
reportr4 1 1 r"uue end included lo tbe revenue C'J Cl a at.~ not 
c ap1teltaed : t..berefore . r .. ulatory •••••aMnt f111 a re inc l uded 
lo tbe c a !Cillotloo. Ollr colcuhtloD of the Allowance for hln4J 
Pru4aDtiJ 1a YUt114 II re flect114 on klledvle llo. 1. Tl>e .,,.tblr 
chllrte per DC b reflec ted on paoe ~ of the SChedule. 

10 con,WICtloD with lu aa rYlce uolhl>llltr policy, tile 
UtilitY r~•ted 1 t ua ra nt..O revenue Cblttl tor wa t e r aervice 
-mtc:h woulO ~nc• v 'hen a lot t a ,urch11ed aDd continue unt 11 
•tn~cturu on the CSewelope4 property a re cc>a~l e t.ed and eervice 
l a lottl • t•4. The chart• la dealvned to reco•er certain f i a ed 
aapeDaaa lnC\Irred II)' tM uHllt1' vblcb will not 1>1 reconre:S 
,,_ aall tlnv ra t e payera . Thh h unlike AFPJ In that tho 
guara.ntHO , ... -. na ctt•rv• 11 Ceatgned to reco~•r fl a•CS 
upenaea , wta.r••• AIPJ i a 4ea l vne4 to recover 1 r eturn on 
prudent to•ut.ent oot. neede4 to aerve current cuato-era . 14 
u pl a loed previoualy. ve ad,uated the Uti ltty• a ea~naea: 
therefore , t .be tue ranteed revenue cha rt• la lover than 
racuertll4 II)' tbe Utility . Ita t lnd the chorqe ohown below to 1>1 
oppro,rlate. Aloo abovn Ia tbe cboroe requeoted by tba Utility. 

Nota r ( .. r EJC/Montb) 

utllltr 
Propottd 

117.10 

Coe.l at ton 
aeeroweq 

S 14.21 

Tbe c alculation of th4 chart• per ERC la ahown on Schedule NQ . 

•• 
ltatt A4•1aory Bulletin (IAI) ... lJ, aecond Re•lood, 

eDCOe r l9e vttlltlea t o eat abllah c.!a.art•• to recovea it t costa 
tor l.Dltlal COD.Dectlon. ooraal recouectlon. viol a tion 
recoanectlon aDd pr .. iaea vtalt ln lieu of dlaconnectlon. Tha t 
lo\l pro•lCStto tvldanca to utllltlea ao to tbo tr..-• or costa 
typlc:t llr recovered in eacJt aerW"lce charge •• well •• 
acc.ptable levela of cbargea . 

TM utUlty• • propoa od cborqea -•e DOt otyled after 5All 
110. u. &peciflcally, • te •lolotlon raconnectlon and pr-ta .. 
•lil t c.Urt•• ar e bigh«" t then thoae contained ln tb• SAl end 
tbe Utllltr II raqueatlno bloher cborve• f or work ..-rror ... o 
efter nor..l worklnt boura. The Utlllty baa not provided 
autflclaot coat juatlflcotloo to aupport the propoood ch oroeo. 

·-- 1>11-. Utllltr. ora tl>l 
a lone with the cl>org01 propo .. d 
caarv.. fouDd to be appropria t e 

the 
the 

eo-i•a10DI 

m.l 
laltlal CoDDe<tloo 
Jloraal aaco~U~Ktlon 
9loletloft a.conAaCtloo 
Pt.-Ja .. 91alt (Ia lieu 
of dlacoanectloo) 

1 10.00 
1~.00 
10 00 
u .oo 

IU.OO 
10.00 
z~ .oo 
20.00 

c:o..Jea lon 
Appro••O 

I U . OO 
n .oo 
n.oo 
10. 00 

no. util i ty raqveated Utat It 1>1 all- to collect the 
f o11ovlov laitla l depooltao 
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"'ttr 1111 

5tt• • )/4 . 
t• 

1 1/2. ,. 

Bttldtntl tl 

• 50.00 
50.00 .,,. .,,. 

ii.D? ttl Strvict 

• 50.00 
to . oo 

uo .oo 
150 . 00 

The reqvtltad ~poalt for Lbe r ealdentl a J cuat~ra 
epproa t .. t•• t.be ...,.ct.ed ••• r •t• chart• for valtr ••r•tc:e tor 
two b1lll119 per lo4a . ... f hd tbo obo•o .S.poah lovolo to bo 
t•••oaable &Ad ~ are. t~refo re , eppro•ed. 

lt lo, tbero roce . 

OIDDJID by tile Plotlda "'bile S.rvlce Co-In ion tbot LaiLo 
Utility s.cvlc oa, IDC .. roa t Office lloa 716, Clo roaont. Florida 
32711, i a he r ebY. eutborSaed t o cba ree tbe r1t11 end chervea •~t 
forth ln t bo body o r tbla Orde r. Tbo oaonthly aorvleo ratoa 
ahtll bl effectS•• t o r Mter rta41nge o.., or aft.t r thirty daya 
troa tbo ottoctlvo date of thl a Orde r . lt I a fYrthor 

OaDD.JZ) that tbe eh trt•• · otbe:r tba..n 80fttbly ae rvtce r a tea, 
a pproved hereto 1hall btCD 1 tffectlve oo tbe effective da te of 
tb l a Orde r. It to further 

OIDiaiD thlt tbo cvot~r dopoalto oot forth In tho body o f 
tbh Order aco hereby approved a n4 oboll bee- offoctllfo on 
tbo o f foctlvo date Of tbll Order. ll l o fYrthor 

OIDDJID thlt tile Utlllt1 ohall f llo and h .. o opprovo4 on 
o r ltlnol torUr prlor to l•pl-ntlnt tho r otoo and chart•• 
opprovod boroin. It I a further 

o.Dnm tha t tbe ceturn oo "vlty of 11 . 41\ . eatebllahed 
berela, aUll be uaa4 for a ll future pur-po aea . aucb •• ATUOC. 
loteria r • t •• • a4 taa •••lnoa . It l a f urt.ber 

oa.o:a.m tlut "he provlaloaa oc thi a orcser. l aaued •• 
protoaed • oaacr actloD. aball beco.e Cin•t unl••• an 
a ppropriate petltloe h tho t o .. preacrlbod ID aut o n-lZ.OH. 
l'lorldo A411.1olatntlvo Code. Ia rocohod by tbo Director of tn• 
Dhlaloo of bcor:da oad ao,..r tlDO. at l>la oHico located o t 101 
caot Golneo au .. t, Tollolulao01, rlorldo llltt-0170. 17J' tho 
cloao of ~IDOaa oa lepto.ber 2t, ltll , I t I a f yrth•r 

O.aDZUil tbat It I>O tl•lr petition Ia lllod objoctlnv to 
the propoaed 19eAC'J' act loa provla l ona of tbia 0""• '. Docket tto. 
171010-WU oboll bo cloald. 

IT OIDP of tho Flor ida "'bile lorvlco c-halon. 
t .. ll &.&Jt.... d 11 O( 1Jff11111 I !II 

(IC AL) 

A.LC 

Dlvlalon or a.cordo ond loportlnt 
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!OtiC£ or f\l!'!1tQ PJ!9CIIIU!!CH 0! .Jtli)ICIN, !JV1p 

The rlorldl l'vbllc ler~lce CO..Uaalon Ia requ ired b7 
6eetlon U0.5f(4), Plorldl ltatutea (UU). • • oMnded b7 
Chapter 17-U$, leetloa 6 , r.-• ot Florida (1U7), to ftOt tty 
partie• or • .., o&talalatratl•e beariDO or 'ud l c:lol •••1- of 
c-iealoo oroe·<e tbll lo •••liable UDdlr leetlona UO . $7 or 
U0.61, FlorlOo ltltUtb, II veil II the proc:eduru aDO tl­
lllliU tllat epply. fth aotlc:e abouiO DOt be c:oiUtrued to -•n 
all requnu tor ea ldlllnhtratl" bUrl09 or 'udlc:lll r..-1-
vlll be oraot.O or reeult Ia tbe relief eooollt . 

Tile ec:tloo propoaed bereiD h prellAlnorr In nature aDO 
viU 110t be: o effec:the or final, e1eept u prt'•lded b7 llule 
n-22.029, Florida -lnhtrothe Co6e. Ally perao n vho .. 
eubetentlll l .otereeta ere a ffected b7 tbe action propo .. d b7 
thla order IMJ file 1 petition for 1 forul proc:eed lno, •• 
prowl- by lblle l5-U,03t(4), Plo rldo Adalnlat rotiYe C04a, In 
the to,. pro• I- b)' lblle U-U.OU(7)(o) aDO (C), rl o r I do 
Adaloletretl" Oode. fth pelltloD ... t be rec eived b7 the 
Director, Dl•hloa of llec:Orde aDO aeportlnt 1\ hll of tl c:e a t 
101 lilt GalMI ltr .. t, Talhhu .. , tlor!Oo )1Jtf·0170, b7 the 
c:lou or bouiMio oo lept-r n. lUI. I a the oll .. .,c:e of 
auc:b e petltloo, tbh order eboll bee- erfec: tln lept-r 
)0, Ull, u provl- b7 lblle U-ll,OH(6), rloriOo 
Adalctatcalt .. Code. aad •• reflected ln a •~b~equent order . 

AI>Y objec:t.oo o r proteot filed Ia tbll Ooc: ket llelo re the 
laauanc:e dati of tbh order h C:O"flMred abandoned unleu It 
utlaflea the foreooloo c:oDOillooa and Ia ''""''" vlthln tbe 
apec:ltled proteat period . 

If thla order bee ... , flnol ond affective on lepta~r 10. 
lJII, ..., porty ~•reely affected uy requea t j udicial rewlew 
1>1' the FloriO. la.pr- Court lo tbe c:o11 o f on e l ectric:, 011 01 

telepiiOM utUity or b)' the rtrn Dlatrlct Court of Appeal In 
tJM c.••• of • waLar or eeww r vtl lhy b7 ti lint 1 not lee ot 
appea l vl~b tbe Director, Dhhloo of aec:oula on4 .. portln9 aDO 
tlllJ>9 I COPJ Of U• DOtiCI Of orpeol on4 tbe fl llno fee wi th 
~be o.,ropdate -rt. Tbh Ul DO .,.t be c-leted v llbln 
tbiftJ (JO) daya of tile effec t he dote of thl o order , puroua nt 
to 1>111 t . UO, Florida &uleo o f ~pelhte Proc:.dure . Tile 
aotlc:e or oppeal .,.t 1>1 In the to.. epec:ltled In aule 
t.JOO(e), Plorldl lull8 Of Appellate Procedu re . 
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cumpthH• 

Ut lll tr Plo~t I~ Str¥1.-

1) lo ro11~t .toft's 14$vstod pl t~t 
eon •~• adjus-~tl to eos of 
doSIP' ~apot1~. 

Atcuoul ttad Oopreclotlon 

21 lo Nl1 tet 1t1a ortoct of tl>o ad.lvs-•t 
Ndt to tl>o con of utlllt)' Phnt In 
S.rvico and appllutton of c-1u lon 
approood doprocl' tlon rttts. 

Colll~~Oftl·f-lkf-<OIIItniCliOII 

31 16 l'tl1oct &toft 11 NC-ndtd adJulllltnt 
to- vtillt,y .._,ltd """'' ' nolll~lltt,r 
C1llf90U 

~oe..-lltod "'"""httiOII of CIA!: 

tl lo rtfloet tht appllcotlon of tooatoaton 
op~d O.proclotlon ratts. 

~ortlno Ctpltal Allowonco 

5) lo ronoct Ult ctlculttloo of"""'"' 
ctpltal uslno clio 1/8 o1 ~ .u.oa. 

s 1) ,111 

! Z.lfl 

l{)l , 1l0) 

s , .. ,, l 

S t4JO l 
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OCX:lO NO. 811080-IN 
stHrtiUl£ NO •• 

LMt UTILITY stlftlC£l, 1..:. 
AllJUSlliOITS 10 stHtDIU CT OPCIATIOIIS 

11 lo adjust Slllr1U 1nd lla~s to • 
ltftl C8111161m •rt reuonablt 
~Y suff: 

Otpr!(l l t l on £zpt~st 

21 To ... non t1>t ••• of c-tnlon 
IPP"'""d dtpr.clatlon r.t111. 

lttemte lU.I$ 

Jl to nntrt suH • u lcvl ot ton of suu 
t nd ft61rt1 t...- t&an at tnt rtQIIIJUd 
., .. ..,. l tvth 

Opttt t1 flO a.verwe-J 

'l To at.juJI tilt NqwiUO op~ratl~ 
Inc- Ul t o 1 lt"l ""'ell will a llow 
tilt utili~ tilt opport<~nf·I'J' to u m 1 
11 .1 r. ovtra 11 rau of f"' 'tUr-n,. 

Taaes Othtr ThAft Jn<~ 

5! To rtnott tilt dKTUit o f ropull\ory 
auts581nt '"' reltt.d to tnt o.cr·tau 
tn oparath; ,... .. .,.,. 

J rc•• l aa:!l 

61 lo r·tnoct suff ' a t~le>~lotton of suu 
and lt61rt l fnc.- uua at till I"'C-n61d 
oporat1 ~ rtvtnut! ""' 

s (),509) 
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EXHIBIT NO: MWW- 2 

WITNESS: MARSHALL W. WILLIS 

DOCKET NO. 980483-WU 

DESCRIPTION: ORDER NO. PSC-97-0531-FOF-WU 1 

NOTICE OF PROPOSED AGENCY ACTION 
ORDER APPROVING I IN PART I AND 
DENYING, IN PART, INCREASED RATES 
AND CHARGES . 
(PAGES 1-72) 



BEFOR£ TH£ FLORIDA PUBLIC SERVICE COMMISSION 

In re: Application !or rate 
increase and !or increase in 
service availability ch1tr9es in 
Lake County by Lake Utility 
Services, Inc. 

DOCKET NO. 9604 44-WU 
ORDER NO. PSC-97-0531-FOr-wu 
ISSUED: MAY 9, 1997 

The f ollowing Commissioners participated 1n tho disposition o! 
this matter: 

JULIA L. JOHNSON, Chairman 
J. TERRY DEASON 

JOE GARCIA 
DIAN£ K. KIESLING 

~QTICE Of PBOPQSEp AGENCY ACTION 
080£8 APPRQYlHG, IN PART. AND QEHXING, IN PARI. 

INCR£ASED BAttS AND CHABG£:S 

BY THE COMMISSION: 

NOTICE lS H£R£8X GIVEN by the flor ida Public Service 
Collllllission that the action discussed herein is prelim1n1ry i r. 
nature and will become final unless a peraon whose interests are 

substantially a!tected tiles a petition for a formal proceeding, 
purauant to Rule 25-22 . 029, florida Administrati~o Cod~. 

BACKGROUNQ 

Lake Uti lity Services, Inc., (LUSI or utility) is a Class 8 
utility located in Lake County. LUSI is • wholly-owned subsidiary 
ot Utilities, Inc. and provides no wastew•ter service. The service 
area is composed ot ei9hteen aubdiviaiona. which ere served by 
twelve water planta. All o! the plants are basically pump and 
chlorinate with hydropneumatic tanks. Thera are ten plants in the 
South Clermont Region. I n this reqion there are 9roups of two 
(Oranges-Vistas), three (Clermont 1-Amber Hill-Lake Bidqe Club) and 

four (Highland Point-Crescent Bay-Creacent Weat-Lake Crescent 
Hills) interconnected plants with one atand-alono plant (Clermont 
II ) . The other two plants (Lake Saundera and four Lakes) are 
outside thi1 area. The =inimum filin9 require=enta (HrRsl tiled in 
this docket indica te that the aervice area contained a total of 915 

' 

DO~t!~f" T li H"'~tP.-O.'T£ 

014674 K~Y -9:ft 
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this docket indicate that the service area contained a total of 915 
customers at the end of 1995. Accordin9 to the St. Johns River 
Wne.r ~ag-nt Oirtrict (SJRWKO), LUSI il in a water con•ervation 
area. 

On December 24, 1987, LUSI was 9ranted Original Certificate 
No. 496-W by Order No. 18605 in Docket No. 871080. On February 20, 
1991, by Order No. 24139, in Docket No. 900906-WU, we transferred 
all Utilities, Inc. of Florida systems in Lake County to LOSI. 

By Propoled Agency Action (PAA) Order No. PSC-9~-1228-FOF-WU , 

issued on October 5, 1995, in Docket No. 950232-WU, we approved a 
limited proceeding to re•tructure rate• and ordered the utility to 
supply nece11ary information re9ardin9 its service availability 
policy within 90 daye. However, on October 26, 1995, LUSI 
protested the order. On Harch 4, 1996, LOSI filed an offer of 
settlement. 

By Order No. PSC-96-0504-AS-WU, we accepted the settlement 
proposal. In the aettlement, LQS• a9reed to file this current rate 
case (Docket No. 9604 44-WU) and propose uniform rates and uniform 
service availability char9ea for all of its operation• in Lake 
Count y, except · for Four Lakes and Lake Saunders Acres. As part of 
the settl-nt, the utility stipulated to the use of "Staff' a 
Proposed Rate Structure (Revised)• in Docket No. 950232-WU, for the 
purpose of calculatin9 inter a rates. Therefore, the rates 
included in •suLf Propoaed Rate Structure (Revised) •, pursuant to 
Order No. PSC-96-0504-AS-WU, became LUSI's current approved rates 
immediately prior to any interim adjustment in this rate case. 

The utility reported adjusted test year operating rvvenues of 
$313,946 for ita water operations for 1995. The utility has never 
had a full rate case; therefore, there i• no previously established 
rate of return on equity. 

The utility filed this application for a rate increase on 
June 3, 1996. We notified the utility of several deficiencies in 
the filinQ. Those deficiencies were corrected and the official 
filing date was eatablilhed as July 9, 1996. The utility's 
requested test ye.r for both interilll and final rates is the 
historical period ended December 31, 199~. Also, the utility 
reque1ted that this case be proces1ed using the PAA procedure 
pursuant to Section 367.081(8) , Florida Statutes. 
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OUALITX OF SQVlC£ 

Our evaluation of the overall quality of service provided by 

the utility ia derived fr0111 three separate components of water and 

wastewater operations: quality of the utility's product; operatin9 

condit ione of the utility's plant• and facilitiea; and customer 

satisfaction. We abo conaider aanitary aurveys, outatandinQ 

citations, violations, and conaent orders on file with tho 

Department of Environmental Protectic!l (OEP) and Coun\.y Health 

Depart=ent over the precedin9 three year period. DEP and health 

department officials ' input as well as customer comments are also 

considered . 

LOSI's water treaem.nt facilities consist o! twelve plants. 

The plants are all the aac~e type (plllllp and chlorinate with 

hydropneumatic tanks) with the exception of the Oran9es, Clerm~nt 

II and Lake Saunders which also add polyphosphate. 

Qyalitv o( the Prgduct 

At the cuatomer meetin9 held on Septe=ber 4, 1996 in Jenkin• 

Auditorium, approximately 120 cuatomera attended. A lar9e 

p ... rcentage of · these cuatomera indicated that the water quality 

varied, and health con~erna were expressed. Although the product 

has met atandarda, we concur with O£P enginearin9 that due to the 

layout of the diatribution aystem both hi9h and low chl~rine levels 

are occurring in the system. 

Af.ter reviewing. the HFR c~laint loqs, we requested more 

current complaint loqs. We reviewed the system maps and aurveyed 

a number of cuatomera, aa a reault we a lso requested the service 

area flushinq schedule. LOSI indicated there was no reqular 

flush i ng, and it was done •• needed. Although the product as 

tested met standards, OEP enqineerin9 agreed with ua that a 

scheduled flushing prOIJram was noede~ to insure the water quality. 

The utility aubmitted a fluahinQ prOIJr&m to ua on Hov-=Der 20, 

1996. Wa avree with DEP engineer• that this prOIJr&m should result 

in a higher quality and more conaiatent product. 

Operating Cgnditions 

We conducted a field inspection of all LUSI tacilitiea on 
September 3 and 4, 1996. In addition, DEP inapected the facilitiea 

on October 22 and November 7 of 1996. A number o! aU.nor 
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deficiencies were noted. We believe that utility chan9es in 

mana9e111ent and maintenance practices will eliminat e these 

deficiencies and minimize auch occurrences i n tho future. 

It is obvious fr0111 t•atimony 9iven at the customer service 

hearin9 and numerous customer phone calla throu9hout the system 

that customer satisfaction is lacking. Of the customers at the 

service hear ing, twe,nty testified durin9 the course of the three 

· hour meetin9. Cust011111ra indicated problema with chl orine content 

(low a nd hi9hl , aediment and aervJ c e problema. A nwnber of 
cuat0111e.ra spou to staff engineers during the recess and after t he 

meeting, expressin9 product and aervice problems. In addition we 

polled appro11imately f orty customers with a large majority 

expressing product and/or service problems. 

We su99ested a number of actions to improve this area : 

utility presentations for home owner associations, i f requested; 

utility monitorin9 of new construction in the service area; a nd 

utility initiation of a proactive system flush in9 program. 

Surrgn§ry 

We f ind that the quali ty of the product is marginal at best, 

the operating condi t ions of the plants have no majbr deficiencies, 

and the customer satisfaction is poor. However, we note tha t the 

utility has totally cooperated with ua in seekin9 workable 

solutions to all the aforementioned problems. Changes made by t ho 

utility should improve all of tha1e areas. Commission staff shall 

monitor the utility's performance over the remainder of 1997. 

BAR BAS£ 

Our calculation of the appropriate rata base for the purpose 

of this p roceed.in9 ia depicted on Schedule No. 1-A, a nd our 

adjustments are itemized on Schedule No. l-B. Those adjustments 
which a re sel f-explanatory or which are es1entially mechanica l in 

nature are reflected on those schedules wi thout further discussion 

in the body of this Order. The major ad justments are di s cussed 

below. 
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Plant i n Seryieo 

The utility's MFR8 indicate average utility plant in service, 

average accumulated depreciation and depreciation expense f or the 

teat year are $1,946,058 $131,754 and $62,453, respectively. In 

Audit Exception No. 3 of the Commiaaion Staff Audit Report, the 

staff auditor proposed numero~s adjus~ants to reduce LUSI 's 

utility plant in service tor lack of documentation support, 

misclassified organization costa and capitalized expenses. For the 

purposes of discussion, we shall address these topioa separately. 

Lack o( Supporting posumontotion 

The utility recorded capitalized time ot $273 !or vella and 

sprin;a for Preston cove Water Plant and capitalized time of $898 

for vella and treat=.nt equipment for South Clermont Mater Plant. 

The staff auditor found that there vera no such physical attets in 

these t wo water plants . Therato.re, we have reduced utility plant 

in service by $1,171. 

The utility recorded a total ot $16,923 to several plant 

accounts for !lighland Point Water Plant without providino any 

aupportino documentation. The utility abo did not record pl~nt 

equipment and ~ters tor $9,920. Therefore, we reduced utility 

plant in service by $7,003. 

The utility recorded a total of $50,000 to its plant accounts 

tor Oranoe Water Plant, but it only haa support tor $42,254 of that 

amount. Therefore, we reduced utility plant in service by $7,746. 

The utility recorded a total of $4,918 t o ita plant accounts 

tor Amber Hill Water Plant without providing any aupportino 

documentation. Plant equipment which had an ori;inal cost of 

$12,614 vaa r.eorded at $9,903. The staff auditor discovered that 

plant aaaets of $1,720 vera not recorded on the utility's books. 

Therefore, we reduced utility plant in service by $487. 

The utility recorded a total of $86,406 to ita plant account• 

for the Lake Saunders Acres Water Plant. However, only $58,463 was 

supported by the original docwaentation. Therefore, we removed 

$27,943 from utility plant in service. 

The Four Lakes Water Plant vea oriqinally certificated under 

the nama of L. Neal Smith Otilitiea and than aold to LUSI in 1990. 

By Order No. 23839, ieaued on December 7, 111110, in Docket No. 
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900645-WU, we approved the transfer of facilit~ea. In the Order, 
we stated that rate base could not be established at the time of 
sale because there vas not sufficient info~tion and no original 
coat study vas conducted. Further, we indicated that an original 
cost atudy waa nacaaaary when LOSI'a rate base vas establiahed in 
an up-coming rate caae The current docket ia LOSI'a firat rate 
case, and the utility did not perform an original coat study for 
this case. Furthez:DOre, LOSI baa no recorda to establish the 
original cost of the Four Lakes Water Syatem as of April of 1990. 
By Order No. 10994, i aaued on July 14, 1982, in Docket No. 810063-
ws, ve granted a certificate, aat rate base and approved rates and 
service availability char;e for L. Heal Smith Utilitiea. The staff 
auditor determined that plant in service for Four Lakes Water Plant 
should ba the same as it vas in December 31, 1981, when L. Neal 
Smith Utilities' rata base vas established by the Commission in 
Order No. 10994. Baaed on the foregoing, we increased utility 
plant in service by $48,732. 

Accounting Inatru=tion 2(A) , Uniform System of Accounts 
adopted by the National Association of Regul atory Utility 
Commissioners (NARUCI atataa that it is the utility's 
responsibility to furnish ita accounting recorda in such a manner 
to allow ready identification, analysis and verification of all 
facta relevant thereto. We find it appropriate to make the 
Ioregoing adjustments to disallow the unsupported amount of utility 
plant in service and to recognize $48,732 in Fou~ Lakes' plant in 
service. Accordingly, accumulated depreciation and test year 
depreciation expense shall ba adjusted. These adjustments are 
discussed in detail later in this Order. 

HisslasJifitd Orgaoi&etion Coato 

Tho utility recorded a total of $12,171 aa organization coats 
from 1989 to 1991. Tha•e expanses included legal faaa of $1,573 
tor the sale and tr~fer of LUSI'a atock to Otiliti .. , Iuc ., legal 
fees of f9, 453 for the subsequent consolidation of Utilities Inc . 
of Florida and LOSI • a operation in Lake County and capitalized 
executive time of $1,144 for the consolidation. 

In ita response to the Audit Report, the utility argued that 
the $12,171 aaaociated with the aale of stock and the transfer of 
certificate vaa the coat of forming the corporation, namely, LUSI, 
which vaa approved by us in Order No. 24139. We issued two orders 
related to t .he sale of stock and transfer of certificate. 
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By Order No. 21304, i .. ued on June l, 1989, in Docket No. 

890334- WO, we approved the aale and transfer of 11111jority atock 

ownership of LOSI to Otilitiea, Inc. In the Order, ve stated that 

t.he sale of c"" on atocJc to Utilities, Inc. would not alter LOSI ' a 

aaaeta and liability accounta, and the rate base balance. 

By Order No. 24139, iaaued oo February 20, 1991, in Docket No. 

900906-WO, ve did not approve, but acknovled;ed the corporate 

reorqanbation of LOSI 'a opera tiona in Lake County. OUr dechion 

vaa baaed on the tact th.at the reorqanization would not attect 

either the rates and char;ea, or the 11111na;oment, operations o r 

cu1tomer service provided by the utilities. 

In accordAnce with MAROC Onitorm System of Accounts, the 

or;anintion account 1hall include all tees paid to federal or 

state vover~nt tor the privile;e of incorporation and 

expenditure• incident to or;&nizin; the corporation and puttinq it 

into r .. dineaa to do buaineaa. Note A to the Or;anization Account 

clearly atatea that thia account •hall not include expenees in 

connection with the authorization, issuance and sale of capital 

stock. Note B to the Orqanization Account further indicates that 

where charqea ~re made t o thia account for expenses incurred in 

mert;~ers, consolidAtions or reorqanizations, the &IDOunta previously 

included herein or in aimdlar accounts in the booka of the 

companies concerned ahall be excluded !rom this account. 

The expenses diacuaaed &bo~e shall not be recorded as 

or;anization costa tor thaae reuons: (1) it vas not appropriate to 

treat theae expanaea aa or;anization cost, because LUSI vas already 

incorporated and in business when the sale of atock took place; (2) 

no expenses previously included in LUSI's orqanization account have 

bean removed; and (3) the expenau should be borne by the 

stockholders of LOSI's parent utility because the purchase of LUSI 

throut;~h the transfer of stock ia not the ratepayers' decision, nor 

has LOSI demonstrated how the customers have benefited from this 
transaction. Because thaae expenses are directly associated with 

the chaniJe of ovnerahip of LOSIto Utilities, Inc., they should be 

recorded on Otilitiea, Inc.'• books rather than on LUSI'a books. 

When LUSl applied for an amendment to extend ita certificated 

territory in February, 1992, an objection to the application vas 

tiled by the City of Cler.ont baaed on the city's belief that the 

requested extenaion of territory vaa in confli:t with the City'• 

a pproved comprehanlive plan . ln September, 1992, the City of 

Clermont info~d ua that ita City Council had voted to withdraw 
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its objection to LUSI 'a applic:ation. The total legal tees and 

regulatory c~aaion expenaea incurred by the utility to defend 

its position during 1992 amounted t o tS7,369. The utility recorded 

these expenaea in the 'rganization account •• they were incurred. 

Although theae expenae1 are non-recurring, it is clear that they 

were not incurred for or9anizing the corporation and putting it 

into readine1a to do bu1inea1. Therefore, theae expenses ahsll be 

appropriately accounted for a• ~egulatory eoa=i11ion expense a nd 

amortized over five yean 1tarting December of 1992. Accordingly, 

utility plant in aervice ahall be reduced by tS7,369 and test year 

operation and maintenance expen•• ahall be increased by $11,474. 

The related adjuatment to aocu=uleted depreciation is addressed 

later in thia Order. 

The utility recorded capitalized executive time o! $7 , 007 to 

the organization account in 1994. Bec:au.. LUSI wu already 

incorporated and in bu,ineaa prior to 1994, and there wea no on­

going conatruc:tion t or which the utility could capitalize executive 

time, we reduced organization coat by $7,007. 

The utility made a payment o! $1,000 to a developer in 1988, 

and trana!erred thia amount to tbe organization account in 199S. 

•he utility did not provide d~ntation to aupport recording thia 

payment aa organization coat1 therefore, we ramoved this payment. 

T~e utility received a fS,OOO advance from Ueilities, Inc. o! 

Florida in 1988 and recorded it as Undistributed Water P:anl in the 

same year. In 199S, thia balance was tranaterred to the 

organization ac:c:ount. Because the utility did not provide any 

support as to why thia amount ahould be booked as organization 

cost, we removed it. 

Adjuatmenta totaling S82,S47 aha1l be made to utility plant in 

aervice due to the utility' a aiaclaaaiticat ion ot expena11a •• 

organization coat. Accordingly, aceu=ulated depreciation and teat 

year depreciation expenae ahall be adjuated. Thea• adjuatmenta are 

diacuaaed in de~il later in thia Order. 

Cepi[tliJtd Qptretipn end Hatntenenco (06M l &xpenaoa 

The utility capitalized an expanae of $1,170 aaaociated with 

repairing a atarter tor ita pumping equipment in 1988. The 

utility alao capitalized total expenaea of f1,786 aaaociated with 

repairing a generator in 1992. The repair coat J neither increaaed 

the efficiency nor extended the uaetul lite of the generator . 
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Because these expense• 
expensed aa incurred. 
service by $2,956. 

vera normal and recurring, they ahall be 
Therefore, ve reduced utility plant in 

I n 1987, the utility capitalized total expenses of $4,995 to 
the plant accounts of ita Creacaot Bay Water Plant. Thia i ncluded 
$341 for repairing a pump gear drive, $4,200 for the conatruction 
of an irrigation aystem located at the entrance of the Crescent Bay 
Subdivision, and $454 (10 percent of $341 and U, 200) charged by 
Hr. R. E. Oswalt, the developer of the Crescent Bay Subdivis ion, 
tor his supervision of these two projects. The repair coat of the 
gear drive and Hr. Oswalt • s labor cost were noi'I!Ull recurring 
~intenance expenaes t o LUSI, and, therefore, should be expensed aa 
incurred. The Crescent Bay Subdivision 's irrigation system vas not 
part of the utility's water aystllD and, therefore, any costa 
rel ated to the construction shall be appropri ately treated as non­
utilit y expanaea . Baaed ~n the foregoing, we reduced the utility's 
plant in service by $4,995. 

The utility capitalized total expenaea o f $2,199 incurred by 
its employee, Mr . Harry Zimmer, t or a Florida trip in 1989. There 
was no indication aa to what thia trip waa related, and the utility 
di' not p rovide any support to justify the capitalization of this 
amount. Therefore, we reduced the utility ' s plant i n aervice by 
$2,198. 

Aa such, the fore going adjustments tota l ing $10,1 48 shal l be 
made to utility plant in service due to the utility 's incorrect 
capitaliution of O'H expenses . Accordingly, accumula t ed 
depreciation and t est yaer depreciation expense shall be adjusted, 
as discussed later in this Order. 

Cgnclus i gn go Plant in Stryice 

Ba•ed on the reaaona diacuaaed above, the average uti lity 
plant in service shall be r educed by $103 ,440 tor wa t er due to 
misclauHication and lacll: ot supporting documentation . The 
related adjuatmenta to a ccumulate d depreciation and deprecia tion 
are di acuased l a t er in thi s Order. 

Ut ility Lfod 

LUSI' s HFR. show l and and land rights of $:l,730. In Audit 
Exception No. 2, the atatf' auditor revealed that the ut ility 
recorded land f or only one of ita twelve water treatment planta. 
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The staff auditor obtained !roca the Lake County Courthouae the 

original warranty deed for each ayatem at the t~, the land waa 

first devoted to utility aervice . Baaed on the documentary stamp 

tax on each deed aa filed wit.b the Lake County Property Appraiaer'• 

Office, the staff auditor calculated the orig1nal coat• tor all 

utility land to be $4,087. Accounting Instruction No. l3A of the 

NAROC Uniform Syatem of l.:counts requ.irea thlt all amounu included 

in the accounta for utility plant acquired as an opera ting unit or 

system, ahall be atated at the coat incurred by the penon who 

first devoted the property to utility aervice. 

Baaed on the foregoing, we find that the total coat of utility 

land when firat devoted to public use waa $4,078 and, therefore, 

the utility' s land and land riqhte shall be increased by S357. 

Horgin Booont 

In reviewing the achedulea filed by the utility, it wae noted 

that all lll&rgin reserve requests were exactly 20 percent o! 

existing plant (240,00' gallons per day (GPO)), and there waa no 

documentation to support these values. When we requested work 

papers, the utility submitted a new margin reaerve raqueat for 

70,264 GPO with aupporting documentation. 

We notified the utility of the reduction in the diatribut ion 

system from the requested 100 percent used and uaetul. The utility 

did not request margin reserve for the diatribution eyate~. 

Hovev3r, the calculation ahovn in acheclule f-9 of the MER& eupporte 

• m4rgin reserve value of 101 ERCs estimated yearly growth. 

£xet35iye Onaccounttd tor Mater 

Unaccounted !or water io the difference between water pumped 

and treated and the amount of water sold (revenue producing). Some 

unaccounted for water ia acceptable for line tluahing and plant 

use. Ten percent of total water pumped ia an acceptable level o! 

unaccounted for water. Any amount of unaccounted for water above 

ten percent· 1a conaidered exce .. ive. Thia atandard wu applied to 
each syetem or interconnected ayatem on a caee by caee baaJa (three 

stand alone planta and three interconnected groupe). One plant 

(Clezmont I) and one Group (Clermont I-Amber Hill-Lake Ridge Clubl 

had no unaccounted !or water. The exceaaive amount& o! unacc ounted 

for water by ayat .. are: Orangee-Viatae/ 2,057 GP01 Highland Point­
Creacent Bay-Creacent Weet-Lake Crescent Hilla/ 16,744 OPOI Lake 
Saunders/ 782 GPD1 and four Laltea/ 3, 795 GPO. When the total 
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amount, 23,378 GPO, ia divided by the average daily consumption, 
361,981 GPO, the resultant ia an adjustment factor of 0.06458 or 
6.458 percent, which ~ults in adjustmente of $2,587 and $461 for 

purchased power expense and chemical expense, respectively. 

Used and psoful 

We found the followinq errors in the original uaed and uaeful 
values provided in the HFRs: (1) the flow data uaed to calculate 

t he maximum daily f low for interconnected plants waa not from the 
aUla day1 12) the fire flow a llowances f or interconnected plants 
were incorrectl (3) the margin reserve value was not supported; (4) 

the excessive unaccounted for water was not in t he calculation1 and 
(5) there waa no lot count information for t .he distribution ayatem. 

The utility requested an extension of time in order to provide 

more accurate flow data, a more detailed aet of mapa and aupport 

tor the margin reserve valuea. During thia extension and a second 
that followed, the utility waa told that the transmission mains 
which served to interconnect plants would be considered 100 per ~ent 

used and useful if the dollar value with supporting documenta were 
provided. This was never done. 

At the end of the second extension, the utility submitted 
revi :::ed plant uaed and uaeful calculation•. Theae calculations 
contained changes in plant capacities. At that po1nt we contacted 
OEP for the plant permit capacities. The following plant used and 
useful calculations were made uaing those D&P permitted capacities 
along with all other corrected data. 

Motor plant. 

Baaed on our cal culations, the appropriate used and ua~ "ul 
percentages for LOSI'a water plants are: 67 .83 percent (Clermont I, 
.1\:Qber Hill, Lake JUdge Club) 1 100 percent (Clermont II ) ; 37.97 
percent (Oranges, Vistaa)l 54.76 percent (Highland Point, Crescent 
Bay, Crescent West, Lake Creacent Hilla) 1 36.48 percent (Four 
Lakea); and 41.03 percent (Lake Saunders). 

Storage 

The hydro tanka are the amalleat poa1ible tanka for adequate 
performance and, therefore, are 100 percent uaed and ueetul. 
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piatribution Sytttm 

The distribution system calculation was derived from actual 
lot counts of the entire service area . Based on our calculations, 
the appropriate uaed and uaeful percentaqea for LUSI'a alstribution 
system axe: 0. 73 percent (Clermont I, Amber Hill, L4ke Ridqe 
Club); 0.58 percent (Clermont II); 0.37 percent (Oranqe, Vistas); 
0. 41 percent (Hiqhland Point, Cresce nt Bay, Crescent West, Lake 
Crescent Hilll )l 0.91 percent (Lake Saunders); a nd 0.86 percent 
(Four Lakes) . 

Imputation ot Contributions in Aid gf Conatryction 

CCIACl fgr Water Supplv and Stgrage Svoto·m 

In 1987, the utility entered i nto a water system construction 
aqreement with the developer of the Viataa Subdivision. The term 
of this aqreement stated that Utilities, Inc. o f Flcrids aqreed to 
"an initial cash pey.ant of $16,500 at such time aa ~he water 
:supply and ltOUi' system aa described herein ia c.omplete and 
operational and providinq service thereby" . The utility recorded 
$16,500 as Undistributed Water Plant in 1987 and transferred this 
amount to Tran.miasion and Distribution Kaina in 1995. In Audit 
Exception No. 3, the staff auditor indicated that no proof of 
?ayment by the utility vaa provided to support this entry on the 
utility' a booke. The utility, in iu response to the Audit 
Report, argued that the purchase aqreement, which acted aa an 
invoice, nated that LOSI vaa purchasing the water supply and 
storaqe ayatem for $16, 500. Although the purchase agreement 
specifies the duties and obliqations of the two parties, it cannot 
be solely relied upon aa proof of payment without other 
collaboratin9 evidence. FrOID merely lookinq at the purchase 
a9r eement, we cannot determine the date of payment or even if a 
payment waa made. Nonetheless, we find that $16,500 was a 
reasonable price for the water supply and storaqe ayatem which is 
cuxrently in use. 

In conclusion, we do not find that the utility haa provided 
doc\llllentation sufficient to determine the price, if any, the 
utility paid for this system in 1987. Baaed on the foreqoing, we 
have iq)uted CIAC for the egraement pr...ce o f U 6, 500 for the 
Vistas' water supply and storage system. Accordingly, we have 
increased accumulated amortization of c.AC and CIAC amortization 
expenaee by $3,506 and $413, reepectively. 
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Addi tional Ad1uatmtnta t o CIAC 

The utility'a HrRa ahov a CIAC balance of $881,203, baaed on 
a aimple avera;e. Audit Exception No. 12 of the Audit Report 
revealed that the utility ' a boob contained nwuroua recordin; 
errore due to llliaclulitieations and unrecorded advances made by 
developera. The ataff auditor ' s review of the utility ' • ;eneral 
l ed;ers, CIAC led;era, Developer/Purchaae A;reements and Billin; 
Reqisters for CIAC add.itiona, indicated that the proper balance of 
CIAC a~ould be $1,049,652 baaed on a 1imple avera;e. 

ln its r esponse to the Audit Report, the utility did not 
disa;ree with the method and procedure• used to reeatablish the 
CIAC balance for the utility. However, the utility provided two 
argument• re;arding the adjuatmenta to CIAC. LUSI'a firat argument 
vas that if an adjuatment ia made to increase Cl~C by $48,363 for 
Lake Saundera water plant, the utility's plant acquisi~ion 

adjustment should be remo•ed to avoid double accounting. We will 
address this ar~t when diacussin; the accounting treatment for 
the ne;ative acquisition adjultment later in thi• Order. 

LUSI'a aecond dia•;reement with the CIAC adjuatment ia that it 
is improper to increaae CIAC by $65,050 !or the Creacent West water 
plant based on Order No. 22303, iaaued on December 12, 1989, in 
Docket No. 890335-WU. In order to tully diacuss this, the 
following additional background inform.tion regarding the purchase 
of the Creacent Wes t facilities is neceaaary. 

On J1nuary 25, 1989, Otilitiea, Inc. of Florida (OlF), (LUSI 'a 
predecessor), filed an application with us ! or aJilendment of 
Certificate No. 383-W to include 70 acres of territory in the 
Crescent West Subdivision (CWS), which was a new subdivision in 
Lake COunty. lfe i .. ued Order No. 21555 on June 17, 1989, in Docket 
No. 890335-WO, ;rantin; OIF' s ... ndment o! certificate and 
requiring the uniform application o! ratea and char;•• previously 
authorized in OIF ' a Lake County t ariff. 

OIF filed a Motion for Reconaidaration of Order No. 21555. 
OIF stated, in its motion, that Order No. 21555 incorrectly stated 
the money tranaactiona between UIF and cws. ln Order No. 22303, 
isaued on December 12, 1989, we corrected the dollar amount of the 
tranaactiona and eatabliahed the ori;inal coat of the water 
facilities purchaaed by OlF from the developer of CWS at $109,300. 
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The order alao reflected the purc:Mse price paid by OIF to the 
deve::.oper as $44,250, and CIAC u $65,050. OIF did not appeal that 
Order. 

In this current case, LOSI argued thet the CIAC reported in 
Order No. 22303 may not have been attributed to the plant in 
queation. Further, the utility should not be penalized for the 
CIAC collected by ano~har entity that previoualy owned similar 
assets. The utility concluded that an adjustment to CIAC !or Order 
No. 22303 is not proper. 

The utility has not indicated which entity, it believes, 
collected the CIAC before UIF purchased the Crescent West water 
plant. Further, the utility has not provided any evidence which 
shows that wa erred in our prior order. Rega~dlesa, the time for 
any such appeal of that order haa lono ainca expired. 

The langua;e re;ardin; the amount of ClAC in Order No. 22303 
is clear and unambiguous. Aa such, our adjuac=ent !or the Crescent 
West tac.ilitiea 11 appropriate. Fur:ther, we !ind that other 
adjuatmenta propoaed by the ataff auditor to CIJ\C are appropriate 
and reaaonable. Accordingly, we have increased Clt.C by 5169,449 
based on a simPle average. The related edjuaem.nts to accumulated 
a=or tizatlon o! Clt.C end Clt.C amortization expenae ere diacuased 
later in this Order. 

Imputotign of CI&C on Htrgin Rtocryc 

OUr determination of uaed end useful plant includes a mar;in 
reaerve for anticipated cuatomer growth pattern•. This margin 
reserve repreaenta the number of cuatomer £RCs expected t o be 
connected during the eighteen =ontha following the teat year. It 
has been our practice to only recognize the utility'• net 
invaatment in the margin reaerve in rete base and to impute CIAC 
for the additional £RCa included 1n the margin reserve. 

However, by Order No. PSC-96-1320-FOF-WS (the Southern States 
O~ilities, Inc. final rate caae order in Docket No. 950495-WS, 
i .. ued on October 30, 1996), we decided to impute only 50 percent 
ot the amount of Cit.C attributed to the margin reserve. We found 
that the total amount imputed would not be colla..;ted at the 
beginning of the mar;in reaerve period, rather that it would be 
avera;ed over the lite of such period. lfe find that for the 
current caae, it ia appropriate to .alta the adjustment f or SO 
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percent of the imputed &&ount. This is consistent with our other 
recent decisions . (See a lao Order No. PSC-96-1338-FOF-IfS, !a sued 
on Novm::ber 7, 1996, 1n Docket No. 931036-lfS, and Order No. PSC-97-
0223-FOF- IfS, issued on Feb-uary 25, 1997, in Docket No. 951258- lfS. ) 

For the water tr .. tmtnt plant, the number of ERCa included in 
ZMrgin reserve is 131. For the water distribution ayltem, the 
number of £RCa ia 101 as discussed earlier in this Order. In this 
case, the utility is proposing to change it.a plant capacity 
charges; therefore, ve have applied the nev capacity charges in 
calculating the i~utetion. As diacuaaed later in this Order, ve 
have approved plant capacity and main ext•oaion fees of zero and 
$223, respectively. As aucb, an imputation of CIAC on the margin 
reserve 1a only necuaary for the dhtribution system. 

Based on SO percent of the imputed CIAC on the margin reserve, 
ve have increased CIAC ,.nd accumulated aJDOrthation o! CIAC by 
$12,480 and $168, respectively, for water. Additionally, we have 
increased teat yea r amortiz•tion expense by $33C for water . 

Acsumulo t od poprociotion and Amorti;ation of CIAC 

In ita HFRa, the utility indicated that a ccumulated 
depreciation and depreciation expense vere $131,754 and $62,453, 
respectively. According to Audit Exception No. 1, accW:~uleted 

depreciation at December 31, 1994, as ahovn in Schedule A-9 of the 
HFRa, vas not in agreement with the general ledger. The utility 
alao stated, in ita HFRa, that depreciation expense and ac~ulated 

depreciation were calCulated on a consolidated basis. Schedule A-9 
of the HFRs did not show accumulated depreciation for utility plant 
by primary e ccount. 

Our review of the utility's depreci1tion schedules indicated 
that depreciation vaa not recorded correctly. The achedulea ahoved 
th•t during aome years, the .nnual amount of depreciation expenae 
would decrease even when net plant increased. Also, there were 
years 1n vh~ch more accumulated depreciation vas removed than the 
original book coat of the plant retired. We find that the 
depreci ation methodo logy vas not syatematic and did not follow any 
clear pattern, including a consistent •pplication ot deprec1.tion 
rates. Thue i nconeiatencies indicated that the ballnce of 
accumulated depreci•tion in the HFRa or the general led9er balances 
vera not reliable and that determining accumulated depreciation 
associated with unsupported or miaclaaai!ied pl•nt v•• impoaaible 
baaed on the utility's books. 
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Therefore, the only option available waa to completely 

recalculate accumulated depreciation by primary account based on 

the auaitor'a adjuated plant b4lancea for all the yeara prior to 

and including the test )aar. We uaed a composite rate of 2.50 

percer~ for depreciation prior to the teat year, which wae commonly 

u.aed before the guideline ratea took effect in 1984. For the teat 

year, we applied the guideline ratea according to Rule 25-30.140, 

Florida Adminiatrative Code. Since we were unable to determine 

exactly what ratea the utility uaed and rate baae haa not been 

previously established, ve find it reasonable to apply theae 

depreciation rates in thie aituation. The utility ahall, however, 

use the gu!deline depreciation rates on a going-forward basis. 

Baaed on the foregoin.g, the appropriate balance of accumulated 

depreciation, on a aimple average baeis, ia $187,877. This results 

in an increaae of $56,123 to the utility'a balance as shown in the 

Mf"Rs. Accordingly, the proper depreciation expense is $50,325, 

which reau.lta in a reduction of $12,128 to the utility ' a requeated 

amount. 

Aa diacueaed earlier in thie Order, we have also recalculated 

total CIAC baaed on the original purchase/developer agreements. 

Consistent with the -thodoloqy ueed to detecaino accumulated 

depreciation, we recalculated accumulated amortization of CIAC 

using a 2.5 percent rate prior to the teet year and a compoeite 

guideline rate of 2.7 percent tor the test year. ' The utility, in 

its Hf"Rs, uaed a composite rate of 3.10 percent to amortize CIAC. 

The appropriate balance of acc:umulatod amortization of CIAC ia 

$124,739, baaed on a simple average. Therefore, we have increaaed 

accumulated amortization of CIAC by $15,309 . Test year 

amortization of CIAC expenae ia $28,341 ueing tho aame guideline 

rates for depreciation expenae. Even though our adjuetmenta to 

CIAC end aCM!!I!!•lated amortization are both increases, the test year 

balance of amortization reeult• in a dee reaae. This ia a combined 

result of an increase in CIAC with a decreaeo i n tho amortization 

rate. Therefore, we have dect"eaeed CIAC amortization expenee by 

$6,258. 

The utility also attached to it• reaponae t o tho Audit Report 

a computer 9enerated achedule which ahow11 the ori9inal coat of 

$24,786 and accumulated depreciation of $17,474 a11aociated with 

busineu uae for the utility automobile•. Although depreciation 

expenaea for theae autceobilea were included in the teat year 

expenses in ita HF'JI.a, the ori9inal coat an·l the accumulated 

depreciation were neither recorded by the utility on ita books nor 



ORDER NO. PSC-97-0531-FOF-WO 
DOCKET NO. 960444-WU 
PAGE 17 

reflected in its MFRa. It ia the utility's duty to furnish ita 
accounting records in such a aan.ner to allov our ready 
identification, analysis and verification of all facta relevant 
thereto. Lacking any original documentation from the utility, we 
find that it is inappropriate to adjust the balances of utility 
plant in service and accumulated depreciation. 

Nega~iye Acquisition Ad1uotment 

The utility's ~ contain a negative acquisition ad just=ent 
of $70,169 in connection with the utility's acquisition o f Lake 
Saunders' water facilities in 1991. In that transaction, the 
utility paid $10,000 f or all water facilities which had a plant 
coat of $86,406 and record.ed the difference bet wean the book value 
and the purchase price as a negative acquiaiticn adjustment. When 
questioned by the ata!f auditor regarding the justification of 
recording thia adjun.aent, the utility reaponded to Staff Data 
Request No. 13, indicating that we have not approved a negative 
acquieition adjustment and no extraordinary circum.tancea exist to 
necessitate such an adjustment. Baaed on his review of the 
utility 's general ledger, c~c ledger and the Purchase Agreement, 
the steff audi~or believed that the difference between the purchase 
price and the coat of the water facilhies should be properly 
recc..rded as C~C. However, the utility only has support !or 
$58,463 out of a total $86,406 of plant assets. Baaed on the 
foregoing, we find that the proper amDunt of CIAC·is $48, 463. 

In its response to the Audit Report, the utility agreed with 
the increase to CIAC by $48,463 as long as the negative acquisition 
adjustment would be removed to avoid double accounting. As such, 
we have made an adjuat.lllent of $70,169 to remove the incorrectly 
recorded negative acquisition adjust.lllent. We have made 
corresponding adjustments of S7,095 and $2,175, respectively, to 
remove the accU.IIIUlated amortization of acquisition adjuat.lllent and 
test year amortization expense. We have previously reflected the 
adju3tment to increase C~C by 5 48,463 earlier in this Order. 

Adytncco for Cpnttruction 

The utility's HDa ahov a zero balance tor advances tor 
construction. Audit Exception No. 12 o! the Audit Report revealed 
that the utility's bookl contained n~roua recording errors due to 
lllisclauifications and unrecorded advances made by developers. 
Based on our review of tha utility's general ledgers, C~C ledgers, 
developer/purchase agreamenta •nd billing regiatera for CIAC 
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additions, ve have ude an adjustment to reflect a balance o f 
$376,255 t or adTanoaa tor construction. The utility indicated, in 
its reaponae to the Audit Report, that the balance of deterred 
income taxea should be adjusted in accordance with the proposed 
adjustment to advuu:ea. OUr adju.stment to deterred incOIIMt taxea ia 
discussed in detail as follows in this Order. 

Deferred Incqme Taxea 

As diacusaed previoudy, the utility tailed to record any 
advances for construction due to the numerous recording errors. 
When we revi eved the utility ' s balan~a o! debit deferred income 
t&xes, it was apparent that the utility did not calculate thh 
number appropriately. Although we dilagree with the utility's 
method of calculating the deterred income taxes, we tind that the 
amount ot acCUIDII.lated cle!erred incOIIMt taxes reported in the HFR.s 11 
close to the correct balance based on our adjustments to CIIIC. 
However, the C1AC balance, did not include the i.nc~ t&x effect of 
our adjustment to advances tor construction. As such, we increased 
debit deferred income taxea by $127,927. 

Working Capital 

Rule 25-30. 433 (2), r lorida Administrative Code, requires Class 
B utilitiea to use the !omula method (1/B of operation and 
maintenance expenses ) !or calculating the ~orkinq capital 
allowance. The utility has calculated its workinq capital 
allowance pursuant to this rule. We heve made adjustments t o 
operation and maintenance expenses as discussed later in this 
Order . Baaed on the adjusted balance of operation and maintenance 
expenses, we find that the appropriate workinq capital allowance 
! or the utility is $26,575. 

Tess; Xtar Rtt;t Btso St!Z!!l\frv 

Baaed on our adjUitmenta ond the use of o silllple average 
method, we find that the averaqe rate ba•e is $61,913 !or water . 

COST OF·CAPITAL 

OUr calculation of the appropriate cost of capital, including 
our adjustmenta, t. depicted on Schedule No. 2. Those adjua~nta 
which are aelf-.xplanatory or which are eaaentia1ly mechanical in 
nature are reflected on that echedule without further diecuaaion in 
the body of this Order. The major adju1tment1 are diaou1sed below. 
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Return on Equity 

Based on the components of the adjusted capital structure, as 
shown on Schedule No. 2, the equity ratio for the utility is 44.10 
percent. Osino the current leverage formula established by Order 
No. PSC-96-0729-FOF-WS in Ooc~t No. 960006-WS, issued on Kay 31, 
1996, the appropriate return on common equity is 11.61 percent. 
The appropriate range for the return on common equity is 10. 61 
percent to 12 . 61 percent. 

Cost ot Capitol 

The overall rate of return is baaed upon applicbtion of our 
practice and iti derived a• shown on Schedule No. 2. Based upon 
adjustments made herein, we find the overall coat of capital to be 
9.26 percent, wi th a ranoe of 8.92 percent to 9 .59 percent. 

NET OPEftATING INCQM£ 

Our calculation of net operating income is depicted on 
Schedule No. 3-A, and our adjustments are itemized on Schedule No. 
3-B. Those adjustments which are self-explanatory or which are 
essentially mechanical in nature are reflected on those schedules 
withc>ut further dbcuuion in the body of this Oz:der. The major 
adjustments are discussed below. 

Operating Reycnuoo 

The first adjustlltent to operating revenue relates to Audit 
Exception No. 10. According to Audit Exception No. 10, tho utility 
recorded allowance for funds prudently invested (AFPI) as a por~ion 
of its miscellaneous revenues. AFPI is considered below the line 
revenue and should not be recorded in revenue for ratem.aking 
purposes. Therefore, we have decreased test year operating 
revenues by $32,912. 

The second adjustment to operating revenue relates to Audit 
Exception No. 12. In this exception, the staff auditor revealed 
that the utility erroneously included $35,000 of advances for 
construction in tho test year miacellaneous revenue. Aa auch, we 
have reduced the teat year operatinQ revenue by $35,000. 

The third adj~tm.nt to operating revenue 
E-2 (Revenue at Present and Proposed Rates). 
include billa for ita Lake Saunders Acres 

relat es to Schedule 
The utility did not 
subdivision in its 
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Schedule £-2 and, also, the schedule contained a formula error. All 

a result, revenue et present rates was understated. The utility 

sent a revised Schedule £-2 in a data request dated September 19, 

1996. However, Schedu~e B- 1 (Schedule of Water Net Operatin9 

Income) was not revised to reflect the corrections. Therefore, we 

have increased teat year operatin9 revenue by $10,765. 

Based on the bil1in9 audit of LOSI'a operatin9 revenues, wa 

t:ind that the appropriate calculated meter water revenue is 

$252,749. We applied the utility's existin9 tariff rates to the 

billing determinants per the billin9 audit. We find that the 

appropriate billin9 determinants a r e 9, 350 customer bills and 

215,002 ~llion 9allons for consumption. Based on the utility's 

revised Schedule £-2, its metered l!leter revenue was $251,104. 

Therefore, we made a final adjuatmant of $1,645 to increua 

operatin9 revenue. We a leo find that the appropriate miscellaneous 

revenues are $5,580 for new customer char9a, $75 for Non-Sufficient 

FUnds check char9e, and $60 tor cut-off char9e. 

Baaed on the fore9oing, we have 
555,502 to reduce operatin9 revenues. 
~r• shown on Schedule 3-B. 

lNlde a net adjuatment of 
The individual adjustme•.ta 

Operation and Hointenonct fOiHl &xQftnpoo 

The Audit Report revealed that adjustments ~re necessary to 

reduce the utility's test year O•H e.xpensea. These adjustments are 

i n the followi.n9 areas: 

Non-utility Insurans;t Prcmf\tms 

As revealed in Audit &xception No. 6, the utility recorded 

$7,651 ae allocated insurance expanses for general liability for 

the twelve months ended December 31, 1995. According to the 

utility, life insurance policies were purchased for 7erioua 
employees and officers of its parent utility. The utility, in its 

response to Staff Data Request No. 31, stated that t .he beneficiary 

of all the policies is Water Service Corporation (WSC), a non­

profit entity which distributes all costa and income to each 

Utilities, Inc. subsidiary. The utility fuzther stated that the 

proceeds would flow to the ratepayers and offset any detrimental 

affect of the unexpected absence of key personnel. wsc also 

purchased fiduciary liability insurance policies tor its directors 
and pendon fund. The utility, i .n ita ruponse t o the Audit 

Report, ariJUed that thU expense ahould be recovered a• an ongoin9 
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business expense because moat corporations carry similar insurance, 
which ia a cost of attaining talented individuala for these 
positions. 

Pursuant to the MAROC Uniform Syatam of Accounts !or Class B 
utilities, premiums for life insurance on officers and employees 
where the utility is beneficiary ere non-utility expen1es. 
Therefore, theee expenses •re recorded •below the line• •• non­
utility expenses in Account No. 426 - Hiacellaneou• Non-utili ty 
txpen .. a. Since WSC, a subaidiary of Utilities, Inc., is the 
beneficiary of the,. life ineu.rance policies, the cost of these 
polic:Lu shall be recorded to Account No. 426. The f iduciary 
liability in1urance policie• f or director• and pension fund were 
purchued to protect the 11141111bers of the board of directora and 
mana;ement in the event that mismanagement Ukes plica. Although 
the utility might l-ave purchased thue liability policiu tor 
attaining kay personnel, it failed to •how how coats for these 
typal of insurance ere justified in re;ulated industries and what 
direct benefits these types of insurance provide to the ratepayers. 
It ia the utility's burden to prove that theso expenses are 
justified and reasonable. As s uch, we find that costa for 
management liability in.urance are not appropriate expenses to be 
recovered throu;h customer rates. 

Bofundeblt Se;urity Qtpgtit 

Audit exception No. 8 indicates that the ut:Llity recorded $275 
f or a refundable membership fee for e lectric 1ervice as 
miscellaneous 0 ' H expenses for the year endod December 31, 1995. 
We find that a refundable deposit is not an expense, and thlt it 
will be returned to tbe utility at some time in the future . AI 
such, we have reduced teat year 0 ' H expanaea by $275. 

Non-Toat Xtar &xpcnott 

Audit Exception No . 9 indicate• that the utility recorded a 
total of $705 in purchased power expanse and $46 in materials and 
s upplies expense for the teat year without providin9 any aupportin9 
documentation. The utility erqued, in ita response to the audit, 
that recordin9 these expenses vas an error that occurred in the 
accrual process, end did not reault from a lack of aupportin; 
documentation. Accordin9 to Rule 25-30.450, Fl~rida Administrative 
~e. the utility 1a required to maintain ita accounting recorda in 
s uch a manner to allov ready ident ification, analysis and 
verification of all facta relevant thereto. ReQerdleaa ot the 
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utility's argument that it is an accrual error as opposed to an 

unsupported entry, ve believe that the supporting docu=entation tor 

this amount should have been provided to the staff auditor. Aa 

auch, ve have reduced 0'" ~ense• by $751. 

Conclusion on OiH grpenttl 

Based on the foregoing, ve have reduced 0'" expensee by $1,767 

to disallow non-utility insurance, a refundable security deposit, 

and unsupported operating expenses. 

pyrchased Power and Cbomis•ls 

The appropriate repression amount as discussed later in this 

Order is 17,030, 454 gallons. ~en this amount is divided by the 

test year consumption and multiplied by 100 percent, the result is 

an adjuetment !iqure of 7.37 percent. Baaed on the !oregoinq, we 

~de adjustments of $2,762 and $492 to purchased power and 

chemicals, respectively. 

Bote case Exptnae 

The utility's requested provision for rate case charqea 
includes thru CQI!I(>Onents: a provision to recover current rate C41se 

costs throuqh Commission hearing ($9,,000); a provision to recover 

rate C41Ce charqes from a prior limited proceedinq i $15,943)1 and a 

provision to recover corporate f ormation axpenses ($1 ,223). Thia 

results in a total requested amount o f $111,066 to be amortiled 

over 4 years, or $27,767 in annual rate case expense amorti~ation. 

We requested t .hat the utility supply us with the current rate 

case expense amount, supporting documentation, and an estimate to 

c~plete the PAA proceeding. That information waa provided along 

with the utility' a revised actwal rate case expense and supporting 

documenta tion for the liaited proceeding. In our review of this 

documentation, ve found several areas where adjustments or 

corrections of error are necessary. &ach of the three provisions 

are discussed separately below. 

pgcktt No . 960f4t-WU «Current Batt Caael 

The utility initially requested $94,000 in rate case expense 

for the current rate case but modified ita re~eat to $39,725. We 
find it appropriate to approve $39,645 in rate case expense, as 

discu,ued below. 
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Filing Fet: The ucility' a revised request for total race 
caae expenae omitted $2,000 of the $3,000 race caae filing fee 
originally paid to ua. The $3,000 fee included $2,000 tor the 
race caae and $1,000 tor the service availability portion ot 
the filing. It appeara that the utility was confuaed as to 
which &IIIOunt related to the rate case. In addition co the 
filing r .. for the race caae ($3,000), the utility paid $1,000 
for the filing fee for the limited proceeding. The 
appropriate filing t .. tor the rate case as atated above ia 
$3,000, with an additional $1,000 tot the limited proceeding. 

Wot:tr Se.aiso Corporation l WSCl • a Accounting Fees: The 

utility originally eacimated ita accounting feea to be 
$22,000. In ita reviaed request, the utility reported that 
$24,735 waa actually incurred and $2,900 remained to proceas 
the caae through tte PAA process, for a total of $27,635. 
These charc;es relate to WSC, which is abo a wholly-owned 
subaidiary of Otilitiea, Inc., LUSI's parent utility. The 
accounting feet of $24,735 were incurred by the wsc employees 
to process tbia rete case. The utility provided time sheets 
to support $22,707 incurred by Kr. Hark Kramer, but did not 
provide time aheeu for $2,028 incurred by Kr. Carl Wenz. 
Upon our request, the utility agreed to provide Hr. Wenz'a 
time aheecs. We did not receive thia documentation. It is 
fully the utility'• burden to juatify its sequeated costs, 
wi th no exceptiona made for rate caae expense. Floride Power 
Corp y. Crcsae, 413 So. 2d 1187, 1191 !Fla. 19821. Therefore, 
we have reduced accounting fees by $2,028. 

We reviewed supporting documentation for all other rate 
case expenses actually incurred aa of November 8, 1996 and the 
utility ' a utimate to coaplete this case through PAA. Tt.e 
utility originally eati8ated ita legal fees to be $60,000 in 
its MFRa. In ita reviaed requ•at, the utility reported that 
$3,459 was actually incurred and •3,950 ramained to proceas 
the caae tnrough the PAA proce .. , for a total of $7, 409 . In 
ita MFRa, the utility originally eatimated ita ~iacellanaous 
expenses to be $10,000. In ita revised reque&t, the utility 
reported that $2,801 waa actually incurred and $880 r.mained 
to procesa the caae through the PAA procesa, for a total of 
$3,681. We find tbaae expenaea and eatt..tea are reaaonable. 
However, we do not believe it ia reaaonabl ... to estimate 
expenae through c._suion hearing, becau.e aucb a dachion h 
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premature at this time. Based on the foregoing, we find that 
the appropriate ~unt of rate case expense to process this 
case through PAA is $39,645. 

pocket No. 950232-HU «Prior Limited Proccodinal 

By PAA Order No. PSC-96-1228-FOF-WU in Docket No. 950232-WU, 
issued on Oct ober 5, 1995, we approved LOSI • s application for 
limited proceeding and restructuring water rates. I n the order, we 
stated that the utility would have the opportunity in this current 
docket to request recovery of the rate case expense incurred in the 
limited proceeding. Me further stated that it would be appropriate 
to approve only those costa incurred up to the issuance of the PAA 
order, because the recovery of additional expense for a possible 
hearing would be revi•ited. Although that order was protested by 
LUSI and a settlament vas ultimately approved by us in Order No. 
PSC-96-0504-AS-WU, it still addressed our intent to allow recovery 
of those costs in this current docket. To the extent that the 
utility has supported those costs in this proceeding, i• is 
appropriate to consider them. 

The utility originally requested the recovery of total rate 
case expense of $15,843 in ita MFRs for the limited proceeding. In 
its revised request, the utility reported that S21,134 was actually 
incurred. The utility's requeat included all expenaes to complete 
PAA and subsequent expenses in connection with the protest of the 
PAA order. 

Wat:ttr Stryis;t Cerpprotioo <WSC J '3 Acc;gunting Foc3: In 

ita revised request, the utility included accounting feea of 
$11,272 incurred by MSC employees to process the limited 
proceeding. Ms. Patty Cuddie charged $1,428 for her service 
of thirty-four hours. Our review of Hs. Cuddle ' s time sheets 
tor 1995 indicated that none of theae hours were related to 
thia proceeding. Eighteen o! a t otal of thirty-four hours 
were allocated to LOSI for an AFUOC proceeding and the rut of 
the hours were allocated for her time reaponding to a 
Commission information request not associated with ~his 

proceeding. These costs. are normal recurring operati:-ag 
expenses, and we find it inappropriate to recover these 
expenses through this docket. Therefore, we have reduced 
accounting rate case fees by Sl,428. 
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.. 

We have reviewed supporting documentation t or all other 
rata case expenaes actually incurred tor this limited 
proceedin9. Th .. e expenses included $6,410 ot legal tees and 
$452 of miscellaneouo expenses. We alao included the 
appropriate filing tee ot $1,000 tor the limited proceeding, 
as discussed above. Me believe these expenaea are reasonable 
and appropr iate. Baaed en the toregoin9, we find that the 
appropriate rate c.ae elq)ellae tor this limited proceedin9 is 
$17,706. 

Corporate Formation (Undpckcttd l 

In ita HFRs and revised request, the utility included $1,223 
ot unamortized rate case expenses associated with the corporate 
form.tion of LUSI. Durin9 our field audit, t he utility provided a 
summary sheet which liated the namea of the three WSC employees 
that worked on this corpotate chan9e, and the correapondin9 hours 
they spent and the hou.rly rates they charged. However, the summary 
sheet neither indicated to what rate case theae expenses were 
associated nor stated why theae expenaea should be recovered 
throuqh this instant rate case. 

In a data request dated October 15, 1996, we asked the utility 
to provide more detailed information re9ardin9 ita request tor the 
recovery of these expenaea, but the utility never responded to 
these questions. However, the utility did include time sheets !or 
two of the three employees when it aubmitted time sheets to support 
accountinQ fees for the instant rate case. Theee time sheets ~id 
not provide additional information. 

We find that the time aheete, with no further description ot 
work performed, do not j uatify these expenses u rate ca1e or other 
requlatory commission expenae. FUrther, it is impoaa1b1e for us to 
analyze the reasonableness of the expense without knowing to what 
the expenae is attributed. Baaed on the forego1nq, we have removed 
$1,223 from rate c.ae expense for the requested corporate formation 
coats. 

summorv 

Baaed on the foregoin9, we find that the appropriate amount ot 
rate c.ae expenae ia •57,351. Thia reau1ts in an annual expense of 
$14,330. Therefore, we have reduced the amount requested in the 
HFRa for rate case amortization by $13,429. 
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Payrgll ond Property taxoa 

Au4it Exception No. 7 indicates that the utility capitalized 

operator aal ari as ot $18,955 without removinQ payroll taxa5 
assoeiate4 with thaae aalariea tram teat year other than income tax 

expenaaa. The auditor calculated payroll taxes associated with the 

capitalized aal ariea to be $1,532 and proposed raducinQ teat year 
payroll taxaa by thia amount. In ita response to tho audit, the 
utility UQ\Ied t .hat aalariea were eapitalhed properly uaing a 
capitalized rata tor operators. This rat e includes salary, payroll 

taxes and benefits. 

The natt a uditor calculated t otal payroll taxes for t he 

utility 's employeea by using a ct ual aalariea and appropriate 

payroll tax rates. AccordinQ to the aud1tor's calculat ion, the 
$8,988 ·included in the HFRs f or payroll taxes ia based on total 

salaries including the capitali zed portion f or operators. Because 
capitallz.ecl costs have already bean added t o the plant, no further 

adjustment to plant is necaasary. To elimin•• • double-recovery of 
this amount, we have reduced payroll taxaa by Sl,532. 

In addition, Audit Exception No. 5 indicate• that the utility 
recorded real estate property taxes which vere aasessed on non­
utility real estate property. The leQal ducription of this 
property on the tax bill doea not m.tch tho l e qal description of 
any real eatate property owned by the utility. Th~ utility did not 

provide any other evidence to aubstantiata the r~cord1ng of this 
aLiount on ita books. It is the utility's burden to support a~l 

entries uda on ita books; therefore, ve reduced real estate 
property taxea by $1, 481. 

Texoa Qther Than Insgmt 

The utility included total personal property a nd r~al estate 
taxaa of $14,211 in ita HFR.a . However, the utility did not 
allocate any property taxaa to non-used and useful plant. The 
utili t y requested that the total $14,211 in taxes other then income 
taxa• be conaiderad used and uaaful. Rule 25- 30. 433(5), Florida 
Admlniatra tiva Code, atataa that property tax expenae on non-used 
a nd useful plant ahall not be allowed. In its reaponae to a an 
Audit Data Raquaat, the utility provided a s chedule which showed 
ita calculation ot non-uaed and usef ul peraonal property and real 
eatau uxea . Wa reviewed thh schedule and aQreed with tho 
utility that real eatata taxes on the utilit'/ land are 100 percent 
uaed and useful. However, va find it appropriate to calculate non-
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used and useful personal property taxes using the rec011111ended 
balances for non- used and uaeful plant, organizational cost and 
land and land rights contained in the staff audit. AI diacuued 
previously in thia Order, the proper amount of teat year personal 
property and real estate taxes is $12,750. Me recalculated the 
non-u#ed and useful personal property taxes, reaching a total of 
$3, 038. Therefore, ve reduced teat year taxes other than income by 
$3,038. 

Too; Xear Operating lncgmt 

Based on the adjuatDenta ~de herein, the teat year operating 
income before any provision for increased revenues is negative 
$8,103 for water . This repruenta a negative achieved rate of 
return of 13.09 percent for water. 

Based upon our review of the utility's books and records and 
based upon the adjuatments discuaaed above, we Und that the 
appropriate annual revenue requirement for this utility is 
$281 , 670. This revenue requir-nt represents an annual increase 
in revenue of $23,226 (8. 99 percent) . This revenue requirement 
will allow the utility -to recover ita operating expenses and will 
allow it the opportunity to earn a 9.26 percent return on its 
investment. 

RATES AND MT£ STRUCTURE 

A comparison of the utility ' s original rates, interim rates, 
requested rates, and final approved rates is shown on Schedules 
Nos. 4-A through 4-D. Our specific findings aa to the utility's 
rates and charges are set forth ~low. 

Ooitorm Bate Strueturt 

LUSI is currently c:omprued o f twelve facilities located 
throughout Lake County. In thia docket, LOSI has requested a 
uniform rate structure for all of these facilities . 

As e result of how this utility waa formed over time, LOSI 
currently appliea three different rate structures to ita aervice 
areas in Lake County. (See Attachment AJ An explanation of the 
background of thia utility' a growth will help explain how thia 
situation evolved. 
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Baskgrgund o f Ratti and Charges 

Several ot the tacilitiea that era now a part of LUSI were 

originally ovned by Otilitie a Inc. of rlorida (OlF). In 1982, 

Utilitiea, Inc . o. floricS. purchased Three Seasons Development 

Corporation. By Order No. 11459, inued December 27, 1982, in 

Docket No . 820281- W, we ;ranted OIF Ce rtificate No . 383-W and 

authorized OIF to begin cha r;in; the rates in ef fect for Three 

Seasons Development Corporation t o the Clermont I area. In 1987, 

in three aeparate .-ndlllent docketa (Ooclcet Nos. 870057-W, 870998-

wu and 870999-WO), OIF' a requ.,ts to include the Amber Hills 

Su.bdividon and Hi;hland Point Subdivisiona, t he Oran;es 

Subdivision and the Lake Ridge Club Subdiviaion wi thin ite 

certiticated territory were granted. lfhen th.,e requeats were 

granted, OIF waa given the authority to char;e the same rates ea 

those authorized i n OIF' s Lake County tariff. (See Orders Nos. 

18469, iasued November, 24, 19871 end 18508 , iseued December 8, 

1987). 

We amended Ulf'a certificate 1911n in 1S88 and in 1989. By 

Order No . 19482, iaaued June 10, 1988, in Docket No . 880549-WU, OIF 

was granted ita requeat to include Clermont II, the Vistas I a nd 

t he Vistas II. By Order No. 21555, isaued July 17, 1989, in 

Docket No. 890335-WO, we granted UIF's request t o provide aervice 

to the Creacent West Subdivision. Similar to OIF' s previous 

amendment requeste, OIF waa granted the authori ~y to charge the 

customers in the new territory the rates authorized in UI F's Lake 

County tariff. 

In 1987, by Order No. 18605, issued December 24, 1987, in 

Docket No. 871080-WU, we ;ranted LUSI its ori;inal certificate 

(Certificate No. 496- MI tor the Crescent Bay Subdivision, a new 

development. Conliatent with the way original rates are 

establiahed, the or i gina l ratea and charqes for LUSI were baJed on 

projected data at 80 percent of buildout. Thel8 rates were 

approved in Order No. 19962, i aaued September 8, 1988. 

We amended LUSl 'a certificate in 1990. By Order No. 23839, 

isaued December 7, 1990, in Docket No. 900645-WO, we approved a 

transfer of facilities from the Four Lakea ayatem to LUSI. ln this 

docket, LOSI waa given the authority to continue charging the 

exist ing rates approved tor Four Lakes. 
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On February 20, 1991, LOSI and UIF were combined in a 
corpon~e reorfJaniu.~ion. By Orde.r No. 24139, isaued February 20, 
1991, in Cocke~ No. 900906-WD, OIF'a ce~ificate vas canceled a nd 
LOSI • s cert.ificate vu .-nded to include the territory previoualy 
authorized for OIF. After the reorganiza~ion, we granted LOSI two 
more amendments. The fir• -• approved by Order No. 24957, issued 
Auqust 21, 1991, in Docket No. 900989-WU, incorporated the Lake 
Creacent Hilla Subd.ivhion. ln thia docket, LUSI vaa given the 
authority to charqe the ratea and chargee that applied to the 
facilitiea once owned by OIF. The aecond, approved by Order No. 
PSC-92-1369-FOF-WU, iaaued November 24, 1992, in Docket No. 920174-
WO, granted additional territory (~he South Clermont Region) a nd 
allowed the utility to charge the ratea in effect for the Crescent 
Bay Subdiviaion, which are the aamo rates ~hilt were originally 
approved for LOSI in Order No. 19962. 

LUSI's last acquiaition occurred in 1991. By Order No. 25286, 
issued November 1, 1991, ve approved the trans fe r of Lake Saunders 
Acres to LOSI. We granted LOSI the authority to charge the rates 
in effect for the Creacent Bay Subdiviaion by Order No. PSC-93-
1092-FOF-WO, issued July 27, 1993 , in Docket No. 910760-WU. 

fUnc;ignol 8clationsb1p 

In dete~ning LUSI'a rate atructure ve muat firs t determine 
whether LOSI's Land and facilitiea are !unc~i~nally related. 
Section 367.021(11), Florida St•tutes, atates that the definition 
of a uti.lity ayatem •may include a combination of functionally 
rela~ed facilitiea and land." Specifically, Florida courta have 
held that: 

Florida lev ..• allows uniform rates for only 
a utility ayatem that is co=poaed of 
tacilitiea and land functionally related in 
the providing of water and vaatewater aervice 
to the public 

Citrua County y. Sgyth•ro Stat•• Utiliti•• · tog., 6S6 So. 2d 1301, 
1309 (Fla. 1st DCA 1995) 

In Citrus Coun;y, ~he court dete~ned that the evidence di~ 
not aupport uniform ra~e• abaen~ a ahoving that the u~ility'a 

facili~iea •vere operationally in~.;rated, or functional ly rela~ed , 

in any aspect of utility aervica other than fiacal management. • 
l.Q. at 1310. Conahtent with the daciaion in Ci;rua Coun;y, we 
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have evaluated the operational relation11hip between 
facilities i n Lake County in making a determination of 
uniform rates are appropri ate. 

LUSI' s 
whether 

LOSI's representatives maintain that ten of the 12 facilitie• 
owned by LOSI w_ll ultimately be interconnected. Nine of the 10 
facilities are currently connected in three groups. The utility ill 
planning to interconnect Clermont II with Clermont I, which is in 

Group I, and eventually interconnect all ten tacili ties. Due to 
their location, there are no pl ana to interconnect Four Lakes and 
Lake Saunders. 

ln addition, the tacilitiu 0\onad by LUSI are ai.m.Uar in silo. 

The capacities of the facilities range in size from .0504 MGD to 
• 72 HGD. The average capacity ia . 393 HGD, and eight of the 

facilities have a capacity near this siz:e. Further, they all have 
the same t ype of treatment - pump and chlorinate. 

Although LOJI's operators have primary assiqn=ents to 

particular plants, all of LUSI ' a operators are shared on a routine 
beais t o replace other operator s within the facilities in cases of 
illness, vacations and em.rgencies. ~tar hours, a single operator 
ia on call for all tecilities, including those in Seminole and 
Orange Counties . LOSI's meter readers rotate between the various 
service areas on a monthly basis. As a result, the readers are 

familiar with the entire system. Thia allows · the utility to 
temporarily replace meter readers in cases of illness, vacations 
a nd emergencies as well as when a meter reader terminates his or 
her employment. Equipment is routinely shAred between the 
facilities, including groundB maintenance equipment, dump trucks, 
trailers, pumps used in main breaks, trenchers, back hoes and a 

trailer-mounted portable generator. 

Baaed on the foregoing, we find that LUSI's facilities and 
land are functionally related and constit ute a ainglo systen~. 

Therefore, consistent with the Citrus Couptv decision, we find that 
a uniform rate can be implement•~ t or this utility. This finding, 
however, does not necaaaitate the implementation of a uniform rate 
structure. The following discusses why we find that a uniform rate 

is appropriate tor LOSI. 

Appropriate R•t• 9tructurt 

The rate restructuring docket that preceded the instant docket 
resulted trc:a concerns ot the utility end thia Comm.i .. ion that 
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neiqhboring .ratepayers that are interconnected hllve different water 
r a tes. The transcr ipt s ! rOlla the custocer service hear ings in the 

rate r estructuring docket and the instant docket indicate thllt the 
customers have l i kewi 1e been concerned about t he disparity in the 
r ates and service a vailability charqes. We f ind that uniform ra t e s 

are the belt 1olut ion !or =ltiqating the disparity. 

Because LOSI 11 co=pri1ed ot facilitie s once owned by t wo 
different utilities, a review of the tariff 1hows no consietency in 

rates since t he reorgani~ation. As discus ued in the background 
section, r ates have hiltorically been a1aiqned to new acquisitions 
on an arbitr ary basis baaed on eirller existing rates ot the 
acquired subdivision or the rates in e ! !ect for some other area 
served by LOSI. This is the first case wherein we a re attempting 

to set cost based r ates for this utility. Attachment A seta forth 
the rates of each facility and indicates which t acilitie5 are 
currently interconnected. As shown in this at tachment, different 
rates are applicable even within service areas that have been 

interconnected. It it evident that Ule current rete groupings uke 
no logical aense and necessitate a change. 

Several advantages of uniform rates have been recognized by 
expens u. water and wastewater utility requlation. Onifor~a rates 
lower administrative and regulatory costa, ~rove rate and revenue 
stability a.nd ensure af!ordabili ty tor customers of very 8111111 
water systems. AI shown in Attachment A, moat o~ LUSI's service 
areas have fewer than 7S customers. Though uniform r a tes may not 

provide significant econaaies of scale by themselves, they 
encourage regionalization of utilities, which eventually leads to 
economies of scale. In addition, uniform rates allow the utility 
to provide economical service to all customers, regardless of the 
CUitom&r'a location. Oniform rates also prevent rate shock, reduce 
rate case expense, and help promote water conservation. 

As shown in Attach!Mnt A, the majority of the service areas 
ware billed under the same rate structure prior to this ca1e. As 

a result of the interim rate incr .. se in this docket, uniform rates 
have been in place tor all systema except tor !Alee Saundera Acres 
and Four Lake1. Accordingly, with the exception of these 
facilities, cu•tomers are already under a uniform rate structure. 
Allo, as d.iacu1sed urlier, tha long ranqe plana of this utility 
include an interconnection of ten of the twelve facilitie1. The 
t act that Lake Saunder• Acres and Four Lakes facilitie• will not be 
interconnected to the r-ininq taciliti., should not preclude 
these facilities froa receiving the benefit of uniform rates. 
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In addi~ion, LOSI ia operated by WSC. Aa the employer of all 
personnel for every Otilitiea, Inc. aubaidiary, WSC provides LOSI 
access ~o a lar;e group of human resources. Thia group includes 
experts in conatruction, engineering, accounting, d•~a processing, 

billing, regulation and customer aervice, allowing LOSI t o secure 
expertise and experience in e coat effective manner. 

FUrther, O~ilitiea, Inc. has national purchasing power and 
negotiates prices th•t result in lower costs to the ratepayers. 

Examples of national contr•cta include insurance, vehicles, 
chemicals, and metera. Inaurance policiea for Utilitiea, Inc. 
provide coverage for all facilitiea in Florida. The reduced 
premium5 that result from the consolidated policies benefit the 

customers since theae premiums would be greater on a stand alone 
baais. 

Utilities, Inc. ia also responsible tor raising all capital 
for its subaidiLZiea, including LUSI. LOSI adopta the Utili t i es, 

Inc. capital atructure to dete~ne the overall cost of capital. 
The primary benefit to the customers of auch ~ s~ruc~ure ia ~he 
reduced coat of debt. If LOSI were a a~and alone utility, it would 

no~ be able to. aecure debt a~ the lower rates it enjoys as a result 
of being a part of a larger, combined entity. 

Tho vay LUSI is arranged :from an operational and financ ial 

standpoint supports the notion that customers of '11 subdivisions 
benetit from tbo consolidation •Of these efforts. A uniform ra~o 
properly reflects the way the utility is operated and managed. 
Therefore, we find that a uniform rate atructure is appropriate. 

Boproaaion Ad1uatmtnt 

In ita original tiling, the utility requuted an overall 
conaumption reduction (repression) edjuacment of 96,900,000 
gallona1 however, no aupport waa provided tor the adjua~ent. In 
a data requeat da~ed September 20, 1996, ve aaked the utility to 
provide, tor each service area in which it provides service, the 
aaount of the projected conaumption reduction, aeparated by 
C\latc:aer claaa and -ter eize, and provided in incrementa :>f 1,000 
gallons. We also aaked tbe utility to provide the do~nt•tion, 
vorkpjjpera, atudiea and analyses used to derive the requeated 
repreaaion adjustment. 
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In a reeponee dated October 18, 1996, tho utility cited its 
experience in the utility ~in••• and the high average conau=ption 
in one of their ayateme aa the impetue !or requesting the 
repression adjustmen~. Specifically, the utility stated in part: 

We are baaing our consumption reduction on our 
experience in the utility bulinue of over 
thirty ye&ra and a recent atudy performed by 
the Nationel Raguletory Reeearch Inetitute 
released in September of 1994 .. . • No where elee 
in our c:Qa~pany ia coneu=ptl.on at tho level 
that exieta in Clermont I ' II, Amber Hill, 
Highland Point, The Orangea, Lake Ridge Club, 
The Vietaa, Creecent Weet and Lake Crescent 
Hilla. The average residential customer uees 
in excoee of 29,000 gallone per month .•.• The 
average rea.dantial c:uetomer in Creacent Bay, 
Lake Saundeu Acree, Preston Ccve and South 
Clermont Region average monthly coneumption o! 
under 10,700 gallone .... theee areas are quite 
einilar in c:haracter .... Tho only eignificant 
difference between the two areas ie the 
current level of ratee ..•. 

We note that the above-referenced responee diacueees average 
consumption per month. However, the utility bill) bi-monthly, eo 
the above-referenced average conau=ption figures actually represent 
two months of conaumption. The utility further etatee: 

In fact, according to a etudy of the Southwest 
Florida te.nag-nt (eic) Dietrict, price 
elaeticity vae found to exiet as high as -0.9. 
ln Charles Hove and E. Earl Whitlatch, "User­
Specific: Water Demand Elaeticitiee,• ... found 
the price elaeticity tor reeidential domeetic 
irrigation demand to be -1.57 in the eaetern 
pnited Statea •••• The propoeed ratea repreeent 
approxilllately a 17U increue in rates to 
thoee aubdiYiaions in group one reforred to 
above. With an elaaticity of -0.9 consumption 
would be expected to decline by over 100\. 
Obvioualy thie 11 impoeaible, so a floor muet 
be aecertained when the rate• become 
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ine~aatic . One could argue that the •floor• 

is t he consumption in group two, or 10, 700 

gallons per month. However, to provide a 
conserva~ive estimate, we uaed 12,000 gallons . 

Based on our review of the Slff1(HO study's results, we note that 

residential price elasticity values ranged from -. 01 to -.57, 

rather than the -.01 to - 0 .9 aa stated in the utility's r esponse. 

The utility included in ita response a revised HFR Schedule £-2 

(Revenue Schedule at Preaent and Proposed Rates) , wherein the 

repreuion adjua~nt vas reviaed t o 94,868,436 gallons . However, 

the utility did not provide the requeated work:papeca o r other 

documentation to eupport ita proposed ad justment. In response to 

our follow-up request dated November 1, 1996, the utility provided 

copies o f HER Schedule £-14 (Billing Analyaia Schedule) that had 

been modified to reflect projected (repreasion-adjusted ) bills and 

consumption in 1,001> gallon incrementa. 

By comparing the data contained in the above- referenced 

responae to that which vas contained in the utility's tiling, we 

where able t o construct workpapera that indicated at which 

consumpt ion l~vela the utility expects repression t o occur. This 

analysis ia conaiatent with how the utility provided the 

inf ormAtion. For example, each rate group ia comprised of service 

areas charging the aame rates wi thin that group. The utility's net 

overa11 con.su:mption adjuac-nt totaled ne9ative 94,-968,000 gallons. 

In making ita adjustments, the utility aasumed that only one o t its 

rate groups will experience repressed con•umption, while the other 

t wo rete groups will experience increased cons umption. I n 

addition, the utility s tated that it assumed repression would occur 

in the residential claaa only. 

Thia case repreaenta only the second instance 1n which a water 

utility has requeated that ve gnnt a repreaaion adj ostment . 

Therefore, 1n order to present a thorough analysis o! the utility ' s 

requeat, a diacussion of the merits of repression adjustments in 

general is warranted, •• vall a a discussions o! the utility • a 

r equeat a nd our adjuacment. 

Gtnerel ptaeuaaion Btpardinq Boproaaign end Price tlaaticity 

The term •price elasticity• refers to the rela t i onship between 

water uae and water price. Price elasticity measur es the 

percentage change in the quantity demanded resultin9 from a one 
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vercant change in price, all other factors held constant. For 
example, if a water price increase of one percent leads too 0.2 
percent reduction in water uae, price elasticity would be negative 
0. 2. In other worda, there is an inverse relationship between 
price and the quantit • ~ad. Tbia 1a the fiut lAw of de.:z~and. 
The te.DII •repra .. ion• refer,. to the expected reduction in quantity 
demanded resulting frcm an increase in price. Conversely, the term 
• stimulation• refers to the expected increase in quantity demanded 
resulting from a decrease in price. Ignoring price elasticity in 
rate design analysis creates the potential for both revenue 
instability and revenue shortfalls. Furthermore, if rata ltructure 
is substantially modified or if a large rate increa•e is 
implelDented, revenue shortfalls can ba e1pecially problematic. 
Therefo:a, we find it appropriate to conlider the utility's 
requested repression adjustaent in this proceeding. 

The Otili~v 1 1 Btqutstcd Beprtasion Ad1uatmtnt 

We have several araaa of di1agreament with both the util1cy's 
methodology and ita support tor calculating its requested 
repression adju•tmant. Fir•t, regarding the •pacific• of LUSI's 
requested adju,tmant, the average bi-monthly consumption in rate 
group one 1• approxi.llataly 29,000 gallons. The utility a•sumed 
thac in this rate gro~p, 1,236 billa out of 2,921 total re•identiel 
tills will repres• their usage by 115,606,000 gallon• •• a result 
of the rate change. CUriously, LOSI's proposed billing analy1is 
indicates that the l, 236 bills and the related con•U~~~Ption o! 
115,606,000 gallon• would be spread to usage incrementa of 26,000 
gallons or le1a, but that there would be no repre1aion in the range 
from 27,000 gallons to 39,000 gallons. We question the rationale 
of making tha adjustment in this manner. 

We also question the utility's assumption that stimulation 
will occur in the other two rata group•. The utility'• proP'sed 
final rate• for rata groupe tvo and three are greater than the 
corresponding rates prior to the approval of interim rates. 
Therefore, LOSI' a aaaUIIII)tion that a price 1ncreaaa will lead to an 
increase in the quantity demanded re1ulta in a positive 
relationship, which violates the first law of demand. In fact, the 
utility also recognizes the ~leuaibility of the occurrence of 
etimulation in thil c~,•: 

Our consumption adju8t.11ant attempted to be 
consarvati ve and suggest an a 1era;e 
consumption of 12,000 gallons throughout the 
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region. Obviou.ly this vould require usage t o 

increaae v i th increaaed rates . . . vhich is 

highly unlikely. (Response to Data Request 

Dated Septembe.r 20, 1996, No. 2) 

Although represaion ia a valid concept ! o r consideration i n 

this case, we find that the utility 'a methodology of calculating 

its requested repreaaion adjunment ia flawed and unaupported. 

However, the utility'• fl.awed methodology does not preclude us from 

approving an adjuatment. 

Approycd Repression Ad1yopmcnt 

I n a n ftttempt to quantify the relationship between revenue 

increases and conaumption impacts, our ata!f created a database o f 

all water utilities that were granted rate increaaee or decrea11es 

(excluding indexea and paaa- throughe) between January 1, 1990 and 

December 31, 1995 . Thia database contains utility-spe~i fic 

inf ormation !ron the applicable ordera, tariff pages and the 

utili t ies' annual reports for the year• 1989 through 1995. Severa l 

utilitiee were excluded from the analysis , typically due to the 

l ack of conau:ption data. Data from the remainin9 67 utilities 

form~~ the basis t or the !ollovi~g analys is. 

The estimated average increase in annua l bills ! c r rate group 

one rangoa !rom $20 to $82. We then isolated those utilities in 

the dat&ba•e vhich underwent the s- type o! rate structure change 

as propoaed in t hia caae; that i s el1minating gallons included in 

the base charge. There are ten utilitiea in thia c.a tegory. Next, 

t hose o! the ten utilitiea that had a revenue requirement increase 

per meter equivalent between $20 and $82 were fur t her i solated, 

narr owing the number of utilities to ex&mine down t o five. 

The average monthly conaumption per meter equivalent for theae 

five utilitiea vaa calculated !or .both the year prior to that 

utility ' s rate change and the year aubaequent to the rate c hange. 

The change in average 1110nthly conaumption per meter equivalent 

during tha't ttm. period tor theae five utilitiea was then 

calc ula t edt tbe reaulting percantage changea are 0 percent, 

negative 9 percent, negative 13 percent, negative 15 perce nt and 

negative 17 percent tor the f ive utilities vhoae param.tera match 

thoae of LOSI. The utility with 0 percert change in average 

conaumption appeara to be anomaloua, aa t he other tour utilitiea 
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all exhibited fairly significant consumption reduction:; caused by 
the revenue requl.relllent increues. Based on the rttmAJ.ning values, 
we find that a conservative prediction of LUSI' s anticipated 
consumption reduction in this rate group is negative 10 percent. 

As discussed earlier, this case represents only the second 

instance in which a water utility has requested that we grant a 
repression adju•tment; and, ae such, there is no established, 
previously-approved methodology to calculate an appropriate 

adjustment. Until there ue approved methodologies in place, we 
believe it is appropriate 1:0 err on the side of caution when 
considering the magnitude of our adjustments . Therefore, 
consistent with adjustJDent• made to the billing audit, we have 
increased the test year consumption in rat~ group one by 669,541 

gallons, resulti ng in total teat ye.ar consumption tor that ute 
group of 170,030,454. Therefore, we tind that the appropriate 
repression adjustment is 17,030, 454. 

Because of the rate increase, repression may be expected in 
the remaining two rate groups as well. However, there are three 
considerations that persuade ua not to consider repression 
adjustments !or these two rate groups. Firat, the average 
c~nsumption per bi-monthly bill for rate groups t wo and three are 
10,696 gallons and 9, 924 gallons, respectively. The avera~e 

consumption levels tor each of these two rate groups are less than 
'0 percent of the corresponding average bi-monthly consumption in 
the first rate group, and indicate a higher percentage of 
nondiscretionary use coapared to the bi-monthly average consumption 
in rate group one of 29,000 gallons. Second, nondiscretionary 

usage tends to be relatively inelastic, indicating less of a 
propensity for cuat~era to repress consumption. 

Finally, the total consumption in rate groups two and three 
represents only 17 percent of total residential consumption, so a 
repression adju.~t in these groups would not ·be signifi cant with 
regard to mitigating potential revenue instability or revenue 
shortfall concerns. In addition, as discussed above, we find it 
appropriate at thb time to err on the aide of caution when 
calculating our adjustment. Consequently, we find that no 
repression adjustment is appropriate for rate groups two and three. 

Unfortunately, there is little i nformation regarding how 
commercial/general service customers respond to water price. In 
addition, because these custC~Mrs make up such a heterogeneous 
group, it is difficult to quantify what the group's price 
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elaaticity ia. In the inatant case, consumption by qeneral aervice 

customers repreaents a very small percentage (approximately five 
percent) o! hiatoriQl teat period consumption, and the 
correspondinq r epression adjustment would not have a significant 

impact on r evenue instability or revenue shortfall concerns. 
Therefore, condat ent with the utility ' s methodoloqy, we excluded 

the qener al aervice class from our repreaaion adjustment 
calculation. 

Finally, in order to moni t or the et!ect o! the approved 
revenue il'lcreaae on customers • consumption, the utility shall 

c~ile bi-monthly reports containinq the number o! customer bills, 
the qallons billed and the revenues billed. This info~tion 
should be provided by aervice area, customer claaa end meter aize. 

Theae bi-monthly reportl ahall be f iled every four months, tor a 
period of two yeara, commencinq on the first billinq cycle in which 
the revised rates go into effect. 

Aperoeriatc Bat•• 

The pe~nent ratea requested by the utility are desiqned to 
produce annual revenue a of $447,182 tor water. The requested 
revenues ropreaent an increase of $133,236 or 42.44 percent for 
water service. The final ratoa approved tor the utility are 
deaigned to produce annual operatinQ water revenues of $275,955 
which ia an increase of $23,226 or 9.19 percent~ This increase 
excludes miscellaneous aervice revenues. 

When determdninq the appropriate rates, we must first 
dete~ne the allOQtion of the components included in tho approved 
revenue requirement. Thaao components are allOQted based upon tho 
relation to fixed and variable costs. Costs directly related to 

gellonaqe are allocated 100 percent to the qallonaqe cha=qa. This 
ia alao true for the fixed coats. A majority of the coaponenta 
must be split or allocated between the baa• facility and the 
qallonaqe charqea. LUSI did not provide any documentation or 
juatification in ita tiling to determine ita proposed allocation of 
revenue requirement. 

Therefore, we relied upon our past practice• and allocat ions. 
We !irat allocated all variable costa directly to the gallonaqe 
charqaa. When the reiDai.ning component a were allocated baaed upon 
standard alloQtions, the reaulta did not make aenae. We then 
applied the principle• of conaervation and revenue atability. The 
qoal was to achieve a gallonaqe charge aa cloae to one dollar as 
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poasible. To achieve ~his, we allocated the remaininq revenue 
requirement cocponanta on a 35/65 split between the b:ae facility 
and qallonaqa cb&r9ea. When thia split was applied, the approved 
charqas tor a 5/8 x 3/4 inch mater are $8.06 for the base facility 
charqe and $0.99 tor the qallonaqe charqe. These charqes encouraqe 
water conservation, as well as, promotes revenue stability. 

The approved rates shall be affective for service rendered on 
o~ after the ata:ped approval date ~f the tariff pursuant to Rule 
25-30.475(1), Florida Administrative Code, provided the customers 
have received notice. The utility shall tile and have staff 'a 
approval of revised tuitt sheets. The utillty shall also file and 
have approval ot a proposed custoaer notice, pursuant to Rule 25-
22.0407(10), Florida Administrative Code, prior to ~lementinq the 
new rates. The utility shall provide proof of the date notice was 
qivan within 10 daya after the date of notice. 

Stotutory four-Xcar B•t• 8edutt1gn 

Section 367.0816, Florida Statutes, requires that tho :~tes be 

reduced illmadiately following the expiration of the four year 
period by the amount of rate caae expense previously authorized in 
the rates. The reduction shall reflect the rU>Oval o! revenues 
associated with the ~ortization of rata caae expense qroaaad-up 
for regulatory aaaea~nt fees, which is $15,014. The removal of 
rate case experu~e re~ul~a in the reduction of rates as indicated on 
Schedule No. 5. 

The utility shall file revised tariff sheets no later than one 
1110nth prior to the actual data of the required rate reduction. The 
utility shall also file a proposed customer notice aettin? forth 
the lower rates and the reason tor the reduction. If the utility 
filaa this reduction in conjunction with a price index or paas­
~rough rate adju.aa.nt, aeperate data shall be filed tor the price 
index and/or pass-through increase or decreasa, and for the 
reduction in the rates due to the amortized rate case expense. 

Refund of Interim Ratot 

By Order No. PSC-96-1187-FOF-MO, iaaued on Sept~r 23, 1996, 
the utility's proposed rates vera suspended and interim water rates 
were approved subject to refund, purauant to Sections 367. 082, 
Florida Statutes. The w1ter interim r1venue wa1 baled upon 
rev1nuaa of $399,013, reaultin9 in an increase of $85,067, or 27.10 
percent. 
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Accordinc;~ to Section 367.082, Florida Statutes, any refund 
should be calculated to reduce the rate of return of the utility 
durinQ the pendency of the proceedinQ to the same level within the 
ramjle of the newly authorized rate of return. Adjustments m.ade in 
the rate caae teat period that do not relate to the period interim 
rates are in effect shall be removed. Examples of theae 
adjustments include an attrition allowance and rate ease expense, 
which are recovered only after final rates are established . 

In this proceedinc;~, the test period for establishment of 
interiJD and final rates vas the historical twelva months ended 
December 31, 1995. The approved interiJD rates did not include any 
provisions for eonaideration of our adjustments in operatinQ 
expenses or plant. The interiJD increal8 vas deaic;~ned to a llow 
recovery of actual interest coats, and the floor of the last 
authori zed ranc;~e for equity earninc;~e. The cpproved interim rates 
included miscellan~ous service revenues of $73,607 which should 
have been removed. As d.Ucuued earlier in this Order, $67,912 of 
the miacellaneoua service revenuea vera misclaaaified. The 
utility'a interim increase excludinQ miscellaneous service revenue 
should have been $85,067, a 35.39 percent increase. Since the 
miscellaneous 'service revenues were not removed, vo only qranted 
the utility an interim increase of $65,132, a 27.10 percent 
increase. S.sed on the forOQoing, we only qranted interiJD revenues 
of $311,186. 

To establish the proper refund amount, we calculated a revised 
interim revenue requirem.nt utilizinq the same data used to 
establish final rates. Rate ease expense was excluded, because it 
was not an actual expense durinq the interim collection period. 
UsinQ the principles diacuaaed above, the interim revenue 
require~~tent for the interim collection period ia $266,406 for 
water. This revenue level is leas than the interim revenue which 
was Qranted in Order No. PSC-96-1187-FOF-WU. Alao, thia revenue 
level is less than the revenue actually qranted. Therefore, the 
appropriate refund of interim rates is 14.66 percent. 

The utility shall refund l4. 66 percent of water revenues 
collected under interim rates. The refund ehall be made with 
intereat in accordance with Rule 25-30.360(4), Florida 
Administrative Code. The utility shall ~reat any unclaimed refunde 
aa C~ pursuant to Rule 25-30.360(8) , Florida Administrative COde. 
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Stryico Ayailtbility Cbergos 

The rates for LOSI have historically been auiqnad to new 

acquisitions on an arbitrary basis baaed on either existing rates 

of the acquired •~division or the rates in effect f or some other 

area served by LOSI. M a result, the utility has a dhparity in 

service availability charges. Thera currently exist tvo different 

service availability charges for the subdivisions of this utility. 

The service availability chargee differ within an interconnected 

group . For example, Crescent Bay is interconnected with Highland 

Point, Crescent West and Lake Crescent Hilla1 however, Crescent 

Bay's service availability charges di'fer from the other three with 

in the interconnected group. Since the group is interconnected, 
they are essentially one system. Therefore, we find it 

inappropriate tor custo.era to pay different service availability 

chargee tor the same service. For this reason and also for the 

reasons outlined in our diacuuion of LUSI' 1 appropriate rate 

structure, ve fil.d unifol"'ll service availability charges 

appropriate. 

Pursuant to the settlement agreement approved in Order No . 
PSC-96-0504-AS~WU, the utility agreed to propose uniform service 

availability charges. In the HFRa, the utility proposed, for all 

of its territory, a plant capacity charge of $600 per ERC and also 

a $600 main extension charge per ERC. The utility's charges were 

calculated basad on it efficiently serving 1,250 ERCs, i t currently 

serving 937 £RCa, and ita having 313 ERCs to build-.;,ut. The 

ut~lity indicated that the number of ERC1 that it can efficiently 

serve vas taken from its most recent annual report (year ending 

Dec~r 1995). 

Baaed upon our calculations using the utility's combined plant 

capacitia1 less fire flova and ma~day demand (HOD) provided in 

the HFRa, ve detel"'llined that the utility can 1erve 2,681 ~RCa at 

designed capacity. Due to the large discrepancy in the number of 
ERCe the utility can efficiently serve, ve requested reviled 

calculation of &RCe at design capacity. 

On February 20, 1997, the utility provided rev had 

calculations of ite service availability charges using our 

methodology for the calculation of ERCa at design capacity. I n 

these revisions, the utility changed the plant capacities of three 

of ita eyateJIUI. The utility provided docum.ntation for the 
chengee. However, at leeet one OEP permit hed expired on December 

31, 1991. At this point, ve contacted OEP for the permitted plant 
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capacities. OUr calculations of the ERCa at design capacity are 

based on the plant capacity data provided in our analyda of used 

and useful and are ehovn on Attachment c. Also in its revised 

calculations for aarvica availability charQaa, tha utility ramoved 

a $460,000 grant received from the State of Florida Department of 

Environm.ntal Protect~on to extend mains to citizens with ethylene 

dibromide contaminant• in their privata valls. The utility stated 

that acceptance of money vas naceaaary to c0111pleta the project, 

which it did not anticipate undertakinQ in the f oreseeable future. 

Further, the utility stated that the deciaion to extend the mains 

should not hamper the utility's ability to c&lculata 1 reasonable 

service availability charQe baaed on the investment and 

contributions to aerva customers vi thin the utility' a service 

territory. We diaaqrea vith the removal of the grant. By removing 

the grant, the aarvica availability charges calculated would yield 

a contribution level hiqhar than the 75 percent max.imum required by 

Rule 25-30.580 (1) (a), Florida Administrative Code. 

The utility revi~ ita service aveilability schedule but did 

not revise ita application or request. The utility• s revised 

service availability charqe was $540 per ERC. However, we were 

unable to determine the a llocation for the plant capacity charqe 

and the main extension charge . We contacted the utility on or 

about March 5, 1997 in order to determine the allocation o f the 

charges. The utility indiceted ita revised plant capacity charge 

was $270 per ERC and the main extension wes $270 per ERC. 

Pursuent to Rule 25-30.580(1) (b) , Florida Administrative Code, 

the minimum amount of CIAC should not be leas than the percentage 

ot such facilities and plant represented by the water transmission 

and distribution and sewage collection systems. We find that the 

utility's minimum contribution level is 62.87 percent. The 

utility' a cc:cbined water ayatcns are 57.12 percent contributed (net 

CIAC to nat plant) vhich is below the minimum contribution level 

required by statute. In order to bring the utility to ita minimum 

contribution level by statute, we have calculated a charge of $76 

per ERC. However, pursuant to Rule 25-30.580 (l) (a), the maximum 

&J~~ount of contributions in aid of construction, nat of 

amortization, should not axcaad·75 percent of the total ori~ina 

cost, nat of accumulated depreciation, of the utility faciliti~~ 

and plant when the facilities and pllnt are at their d .. ignad 

capacity. Basad upon our celculation in Schedule No. 6-C, in order 

for the utility to achieve a 75 percent contribution laval, its 

maximum charge should be $223. Therefore, we find that $223 shall 

be allocated to the main extension charge and there ahall be no 
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plant c.paci ty cbarga, aince by Rule 25-30. 580 (l) (b) , Florida 
Adminiatrative Code, the ainimum amount of contribution• in aid of 
construction should not be leas than the percentage ot such 
facilities and plant repreaented by the water transmission and 
distribution and sewage collection ayatems. 

Tha utility's proposed unitoca mater installation charqea are 
the same as the meter inatallation currently approved t o r Amber 
Hi11, Clermont I and II, Crescent West, Highland Point, Lake Rid9e 
Club, The Orange., The Vistas I and II, and Lake Crescent Hilla. 
In order to r~in consistent with uniform rates f or this utility, 
we find that the eharqea are just and reasonable for al l of the 
utility ' s territory. 

LOSI' s approved a'Jrvice availability charqea are shown on 
Schedules Nos. 6-A and 6-8. Therefore, the tariffs filed on June 
3, 1996 for service availability chargea ahall be denied as filed. 
The utility's currant aervice availability tariff sheets, which a re 
Fifth Reviaed Sheet No. 25.0, Oriqinal Sheet No. 25.1, First 
Revised Sheet No . 25.1-A, Orig i nal Sheet No. 25.2, and Third 
hevised Sheet No. 26. 0 ahall be canceled within thirty days of our 
vote. All oth~r tari ff 1heet1 that reference the ch1r9es on those 
sheets shall be amended a ccordingly. The utility ahall file 
revised t ariff sheets within thirty days of the effective date of 
this Order, which are consiltent with our vote. Staff s hall have 
admi.niatrative authority to approve t.he revised tariff 1heets upon 
expiration of the protest period and ltaff'a verification that the 
tariffs are consistent with our decision herein. If revised tariff 
sheets are filed and approved, the service availability charges 
shall become effective f or connections made on or after the stamped 
approval date of the reviaed tariff sheets pursuant to Rule 25-
30. 475(2), Florida Admi.niatrative Code. 

AJloy anse tor Fynda Prydently Ipyeactd fAFPil 

All previously diacuaaed in this Order, we made lllllterial 
adjuat=.nta t o remove the portion of the utility plant which is not 
aervin9 c urrent cuatcaera. We find t ha t the utility shall ba 
allowed to recover a rea1onable rate of return on ita investment in 
the non-used and useful plant tbrouqh AFPI chargee. All stated in 
Rule 25-30.434(1 ) , Florida ~iatrative Code, an AFPI charge ia 
desiqned to allow a utility the opportunity to recover a fair rate 
of r e turn on the portion of the plant facilitiu which were 
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prud~ntly constructed, but exceed the UIQunt necessary to serve 

current cunomera. Tho AFPI charge includes a rate of return, 

depreciation, property texoa and regulatory aaseaament fees on this 

additional plant capacity. 

We have CAlculated AFPI charges in accordance with Rule 25-

30. 434, Florida Administrative Code. The cost of qualifying assets 

are the amounts of non-ueod and useful investment leas accumulated 

depreciation. Tho not investment is di-idod by tho number of ERCa 

remaining until build-out. The per ERC allowancu tor rate o! 

return, income taxoa, property taxoa, and depreciation expense are 

calculated to arrive at a per ERC carrying cost for tho non-used 

and useful investment. We have calculated separate AFPI charges 

tor the water treatment plant and the water diatribution ayatem. 

In this case, tho amount of qu.alifying auets is the tall-out o! 

our non-used and useful calculation. Based on the adjuatod non­

used and useful percentages, wa have calculated the amount of 

qualifying aasete and oxponaoa aaaociatod with theae assets. The 

qualifying assets for tho water treatment plant and the water 

distribution ayatom are $145,276 and $392,698, raspectiV&ly. Based 

upon our calculation, tho futuro ERCs for the water treatment plant 

~nd distributi~n ayst~ are 1,080 and 977, respectively. 

Our calculation provides an AFPI charge for a five year period 

beginning · January, 1996, and ending December, 2000. Attar 

December, 2000, the utility shall be entitled to collect AFPI tor 

t he designated emount of ERCs, but tho charge shall remain fixed a t 

the December, 2000 amount. When 1,080 and 977 £RCa tor the water 

treatment plant and diatribution ay1tom, raapoct ivoly, are 

collected, the AFPI charges shall cease. The utility shall bear 

the additional coat of carrying the excels plant after that dste. 
Schedule 7 attached to thia Order providoa t ho •pacific 

charges and tho detail calculations behind each approved charge. 

A separate achedulo is attached tor both tho water treatment plant 

and the dietribution oyetom. 

Rule 25-30.434(4), Florida Administrative Code, states that 

the beginning data for a ccruing tho AFPI charge ahall agree with 

the month following tho and of telt year that wae used to establish 

the amount of non-uaad and useful plant. Since tho teat year tor 
thJ.a docket is the year ended December 31, 199'i , the utility' a 

beginning date tor accruing tho AFPI charge is January 1, 1996. 

f'urther, that aaction atatoa that it any connection• are made 

between tho boginni.ng date and the effective date of tho charge , no 



ORDER NO. PSC-91-0531-FOF-WU 
DOCKET NO. 960444-WD 
PAGE 45 

AFPI will be collected from those connections. However, LUSl 

currently has an AFPI tariff in effect. Th~ea prinr eharves shall 

remain effective until they are canceled or the designed number of 

£RCa have paid the charves. 

The utilil::y ahall file revbed tariff sheeta within thirty 

days of the effective date of the order iaaued in thia caae, which 
are consistent with ouE vote herein. Upon tilllely receipt and 

staff's verification that the tariffs are consistent with the our 

dec.ision, ata!f aball have ad:lliniatrative authority to approve the 

revised tariff sheets. If no protest b filed and the revised 

tariffs are approved, the char;ea shall become effective for 

connections made on or after the ata.mped &pproval date of the 

revised tariff sheets pursuant to Rule 2S 30. 415(2), Florida 

Administrative Code. Further, all of l.USI' s prior tariff charvea 

for AFPI ahall be canceled on the same date as the approved AFPI 

tariffe become effective. If the utility !ails to file or 

incorrectly ! ilea the tariffs, we shall readdreaa this matter in 

the future. 

We have recently beco=e aware that LUSI may have incorrectly 

collected AFPI .c.harves tor some of its customers. However, at this 

tu- we do not have sufficient information to determine it thi .. in 

fact baa occurred, and if ao, in what lllllOunt. We shell investivate 

this further and readdEeaa this matter in the f uture i f we f i nd 

that a problem does exist. 

otHQ ISSUES 

Utility B00ko and Rooprda 

Commission rulea are very spec ific re;arding utilities' books 

and recorda and provisions relating to the burden of proof f or 

audit purpoaea. Rule 25-30.115, Florida Adm.ininrativa Code, 

states that water and waatewater utilities shall maintain their 
accounts and recorda in conformity with the 1994 NARUC Uniform 

Systems of Accounta. Rule 25-30.450, Florida Administrative Code, 

requires that the utility must be able to support any eehedula 

aubmitted, as wall aa any adjustments or allocations relied on by 

the utility. Thia rule further indicates that documents supporting 

a rate !ilin9 ~t be or;anized in a systematic and rational maru~ar 
so aa to enable eommsaaion peraonnal to verify the achadulaa in an 

expedient manner and llli.n~ UIOunt of time. 
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The Audi~ Report shows ~ha~ LOSI's books and records are not 

in compliance wi~ ~he above men~ionad rules. Audit Excap~ion No. 

1 reveal• that ~e u~ili~y· s boob, records and Hf'Ra did not enable 

Ca~~~~.hsion personnel ~o ,..rity ~he schedule• 1n an axpedien~ manner 

and wi~h the minimum amount of time. The followin; violations of 

~he fore;oin; rule• occurred: accumulated depreciation at December 

31, 1994, as 1hown in Schedule A-9 of the HFRa, is not in a;ra«mant 

wi~h the general led;er1 many additions to plant in service ware 

not supported by proper doc-ntation, invoices and canceled 

checks; plant in •ervice vas aiscla•si!ied on several different 

occasional the utility did not record itR CIAC and advances tor 

con•truction properly/ and there van davaloper/purchue a;reemanta 

but no le~qers tor advano.s tor con1truction1 and revenues were 

misstated in the HFRa due to miaclaaai!icationa. 

The•• viola~iona a!te~ed the balance• of all major rate base 

components and ~he utility's telt year operating income. For this 

reason, the intocmation and schedules in the utility's HFR• also 

lacked inte;rity. Becau•• the utility'• books and record• wer~ 

maintained in tuch poor condition, it vas extremely time-consuming 

and difficult to calculate rate bale and the revenue requirement. 

Given the statutory time requirement t or a rate case, the •taft 

auditors had t o make tremandou1 efforts to review prior Commiaaion 

ord.Jrs, review the original doc=entation and examine the ledgers 

t o recalculate and recreate the correct balances tor the above 

areas. Specifically, ~· auditora recalculated plant in aervice 

and accumulated depreciation tor all thirteen water plants. CIAC, 

accumulated amortization of CIAC and advances tor conatruction were 

also recalculated tor all thirteen water plants. In addition, a 

significant amount of t~ val •pent recalculating non-uaed and 

useful plant and accumulated depreciation t or the six groups ot 

interconnected water plants. 

Baled on the tore;oin;, we find that the utility's inabilicy 

and l eek ot ra•pon1ibility to .. intain ita books and recorda in a 

manner required by ~ia C• lesion ha• not only demanded an 

unreasonable amount of Commission re1ourcea to procesa this case, 

but would have also prevented ua !rom completing this caae within 

the atatutory five-month timetr ... , had the utility not granted two 

extensions. The excessive use of liaited Comnla1ion resource• to 

support a utility's bookkeeping responsibilities io not fair and 

rea1onable to other utilities paying regulatory ••ae•.ment tees and 

maintaining their book• and recorda •• required by our rulea. 
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Utilities, Inc., the p&rant utility of LUSI, ovnr a number of 
water and wastewater utilitiea under our juriadiction, in addition 
to those in other s~taa. WSC uinta ina the boo Ita and recorda for 
all of Utilitiaa, Inc.'a aubaidiariee. In the tvo moat recent rata 
cases filed by Otilitiae, Inc.' a aubaidhries in Florida, Lake 
Placid Utilities, I nc. an i Utilities, Inc. of Florida, we found 
that the books and recorda ware not in compliance with the NARUC 
Uniform System of Accounu. (See Order No. PSC-95- 05H-FOf'-WS, 
issued on Hay 9, 199S in Docket No. 951027-ws and Order No. PSC- 96-
0910-FOF-WS, iuuad on July lS, 1996 in Docket No. 940911-WS, 
respectively). At tbia time, we are performino compliance audita 
on Lake Placid Otilitiee, Inc., Utilities, Inc. of rlorids, and 
Hid-County Services, Inc. Theee audita are scheduled to be 
completed as of July 31, 1997. 

Compliance with the NAROC Uniform Syatem of Accounts and the 
above stated COID!asion rule continues to be a problem t or Dany o f 
Otilitiae, Inc.•e aubaidiariea . Since ~• are in the process of 
performing compliance aud'ta for the above mentioned utilities, we 
will wait until the reaulta of those audita to determine it show 
cause procaedinqa are naceaaary. If ao, subsequent dockets wil l be 
opened to addreaa our concerns re;arding those utilities. 

We believe that the maqnituda and pervaaivenaaa of tl.e 
problems that exiet with LOSI'a booka and recorda and the reasons 
discussed above could warrant a ahow causa at this' tima. However, 
since t:hia ia the tint caaa where we fully reviewed LUSI' • 
records, we believe that it ia reasonable to allow the utility the 
opportur'lity to bring ita booka into compliance before we initiate 
enforc-nt proceedings. We believe that it reasonable for LOSI to 
bring ita recorda into compliance by January 31, 1998. FUrther, 
Utilities, Inc. ia hereby placed on notice that all of ita Florida 
utilities owned and/or purchased in the future that are under our 
jurisdiction ahall becx.a in c:c:aplianoe and/or continue to maintain 
their books and recorda in compliance with our rulea and the NARUC 
Uniform Sy1t.ma of Accounts. Other than the companies previously 
cited for non-compliance, the remaining Utilities, Inc. commiaeion 
regulated utilitiea ahall be given until January 31, 1998 t~ bring 
their book• and recorda into compliance vi th the NARUC Uniform 
Syatem ot Account• and Ru~a 25-30.~50, Florida Adminiatrativa Coda . 

The additional Florida aubaidiariaa are Alafaya Utilities, Inc., 
Miles Grant Water and Sever Co., Tierra Verda Utilities, Inc., and 
Otilitiea Inc. of Longwood. 
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If, at the end of aforementioned period, any of these 

Commiasion regulated aubsidia.ries fai l t o be in aubstantial 

c~liance, we shall iPndiately initiate proceedin<Js requirin<J the 

utility to ahov cauae Wily a fine should not be imposed. To e nsure 

that all the Otilitiea, Inc. aubsidiarie• are placed on notice, 

each ahall be provided a copy of this Order. f')rther, if the 

parent utility purchaaes any additional companies under our 

j urhdiction, the parent utJ.lity ahaU timely notify ua if the 

purchased utility'a books are not in c~liance wi t h MAROC. The 

utility shall then request a reasonable amount of time necessary to 

bring the books and recorda into c~pliance. 

If a protest ia not received wi thin the 21 day prote•t period, 

this Order shall become final. This docket shall be closed at the 

conclusion of the protest period, i t no protest is f iled, and upon 

staff's approval of the revised tariff sheets. 

Based on the fore<Join<J, it is 

ORDERED by the Florida Public Service Commission t hat the 

application by Lake Utility Services, Inc . for inc reased ratea and 

chargee f or water aervice i s hereby approved, in part, and denied, 

in part, aa set f orth in the body of t his Order . It i: further 

ORDERED that each of the findings ~de in the body o f this 

Order is heraby approved in every respect. I t is• furthar 

ORDERED that a ll ~ttere contained in the schedulea and 

attachmenta attached hereto are by reference incorporated herein. 

It is furthe r 

ORDERED that in order to monitor the effect on customer 

consumption of the revenue increase resulting from the repression 

adjustment approved herein, Lake Ot ility Services, Inc. shall file 

bi-monthly reporta every four montha, as set forti. in the body of 

thia Order . It ia further 

ORD&RiO that the rate• approved herein ahall be effective t or 

service rendered on or attar tbe atamped approval data on the 

revised tariff abeeta, purauant to Rule 25-30. 475, Florida 

Administrative Code, pr ovided the cuatomer• have received notice. 

I t is further 
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ORDERED that prior to ita implementation of the rates approved 
herein, Lake Ut ility Services, Inc. shall s ubmi t and have approved 
a proposed customer notice to its customers of the rates and 
reasons therefore. Tbe notice vill be approved upon staff ' a 
veritieation t .hat it u condatent vith our decision herein. It is 
further 

ORDERED t hat prior to ita impl ementation of the rat es approved 
herein, Lake Utility Servi ces, Inc. shall submit a nd have approved 
r evised tariff pa9ea . The revised tariff pages will be approved 
upon staff's verif ication that the pa9e1 a r• consistent with our 
decision herein and that the proposed customer notice is adequate. 
It is further 

ORDERED that Lake Utility Services, Inc. shall provide proof 
that the customers have received notice vithin 10 days ol the date 
of the notice. It ia further 

ORD£R£D that the rates shall be reduced at the end of the 
four-year rate ease expense amortization period, consistent with 
ou1 decision herein. Lake Utility Services, Inc. shall file 
revised tariff sheets no later than one month prior to the ac tual 
date of the reduction and shall file a customer notice. I t is 
further 

ORDERED that Lake Utility Services, Inc. a~all refund with 
interest, calculated pursuant to Rule 25-30.360, Florida 
Administrative Code, the additional water revenues collected 
subject to refund aa sat forth in the body of this Order. It is 
further 

ORDERED that Lake Utili ty Services, Inc. shall make the refund 
to customers of record aa of the date of this Order pursuant to 
Rule 25-30.360 , Florida Administrative Code . It is further 

ORDERED that Lake Utility Services, Inc. shall treat any 
unclaimed ref~ aa contributions in a id of construction pursuant 
to Rule 25-30.360{8), Florida Administrative Coda. It is further 

ORDERED that Lake Utility Services, Inc.'s tariffs filed on 
June 3, 1996 for service availability charges are hereby denied. 
Lake Utility Services, Inc.'s current service availability charge 
tariffs aball be canceled within thirty CS.ya of our dechion 
herein, and all other tariffs sheets which ref,renoe the charges on 
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Lake Utility Services, Inc' s service availability charge tariffs 

shall be amended a ccordingly. It ia further 

ORDERED that the service availabil ity and allowance for funds 

prudently invested c .. er;es approved herein shall be effective for 

.service rendered on or after the stamped approval date on the 

revised tariff s heets, pursuant to Rule 2S-30. 47S, Florida 

Administrative Code. It is further 

ORDERED that prior to i ts implementa'Cion of the service 

availability and allowance for f unds p rudently inves ted charges 

approved here.in, t.ke Otility Services, Inc. s hall s ubmit and have 

approved revised tariff pages. The revised tariff pages will be 

approved upon ttaff's verification that tho pages are consistent 

with our decision herein. I t is f urther 

ORDERED that all of Lake Utility Services, Inc . 'a prior tariff 

charqes for allowan~ tor funds prudently invested shall be 

canceled on the tame dates that the approved allowance for f unds 

prudently i nvested tariffs become effective. It is further 

ORDERED that Lake Utility Services, Inc. and Ut ilities, I nc. ' a 

current and future C~ssion regulated aubtidiaries shall maintain 

their books and recorda in compliance with t .he NAROC Uniform System 

of Accounts and Commission rules, as set forth in the body o! this 

Order. It is further • 

ORDERED that the provisions of this Order, iuued as proposed 

agency action, shall become f inal and effective unless an 

appropriate petition, in the form provideo by Rule 25-22.036, 

Florida Administrative Code, is received by the Director, Division 

of Records and Reporting, 2S40 Shumard Oak Boulevard, Tallahassee, 

Florida 32399-0BSO, by the close o f business on the date set f orth 

in the "Notice of Further Proceedings or Judicial Review• attached 

hereto. It i s further 

ORDERED that in the event this Order becomes tinal, this 

Docket shall be c losed. 
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By ORDER ot the Florida Public Service Commission, this ith 
day ot MAY· liil· 

BLANCA S . BAYO, Director 
Division o f Records and Report i ng 

(SEAL) 

TV 
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NOTICE OF FUBTH£8 PRQCE&QINGS OR JUDICIAL R&yiEW 

The Florida Public Se'CVice Commission is required by Section 
120.569 (ll, Florida Statutes, to notify parties of any 
administrative hearing or judicial r eview of COimlission orders that 

is available under Sections 120.57 or 120.68, Florida St atutes, as 
well as the pr ocedures and tiDe limits that apply. This not ice 

should not be construed to mean all requests for an administrative 
hea=ing or judicial review will be granted or result in the relief 

sought . 

Mediation may be available on a 
mediation is conducted, it does not 
interested person's r ight to a hearing. 

case-by-case basis. I! 
affect a substantially 

The action proposed herein is preliminary in nature and will 

nc.t become effective or final, except as provided by Rule 25-
22.029, Florida Administrative Code. Any person whose s ubstantial 
interests are affected by the a ction proposed by this order may 

file a petition tor a formal proceedin9, 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 
petiti~n must be received by the Director, Division of Recorda and 
Reporting, 2540 Shumard Oak Boulevard, Tallahassee, Florida 32399-
0850 , by the close of busineas on Hoy 30. 1997. 

ln the absence of such a petition, this order shall become 
effective on the day aubsequent to the above date as provided by 
Rule 25-22.029(6), Florida Administrative Code. 

Any objection or protest tiled in this docket before the 
issuance date of thia 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 IIIAY 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, D~vision of Records and 
Reporting and filing a copy of the notice ot appeal and tho t iling 
fee with the approprhte court. This tiling must be completed 
within thirty (30) days of the effective date of this order, 
pursuant to Rule 9.110, Florida Rules ot Appellate Procedure. The 
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lev,..,., ... , CHARGE PER EftC 
ILE'IIEl. Of' CJAC. AT OESION C»N:iiTY 

CJAC. AT OESIOH C»N:iffY 

!REQUE::sTl:O a-MOE~ ERC 
ILE'IIEl. Of' CJAC. AT OESIOH C»N:iiTY 

CJAC. AT DUiaH CAPN:iffY 

lr.a~~.,. ~oa ~!ftC 
ILE'iiEl. Of' CJAC. AT DDIGH C»N:iiTY 

CJAC. AT OESIOH C»N:lrt 

IWoot.IUM CHARGI! PM·:!'.IlC 
CJA.C. AT OUIQH C»N:iiTY 

$1 ,144,706 
54,017 

$1,142,111 
1117.117 
ms.1~ 

$1 ,111,570 

S1 ,UIO.tn 
82.17% 

s1.on,421 
$124.124 
$847,517 

57.12% 
5443,») 

1,010 

11 

$1 .075 
146.41% 

1,81U7l 

U40 
101.21% 

1,12&,Q27 

178 
S:UT% 
8M,12& 

1223 
75.00'41 
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LM! UTlUTY &VMCf!S, INC. 
DOCKET NO. M04U WU 

111folmdon ~ ... :t.d 

1. ~ofQo -..,g~ 

2. Nurnbef of l'ut.n CuiDfMI 

3. Annuel Dip• I ': I- -
• . Alletofft.un 

5. Woojgl*'<l eo.t of~ 

e. I!4IMY P.-nt 

7. fllderlllnc:ome Ta Rala 

• Slalillnoome T• Rlilil 

II. AMulll PI'DI*IY Ta 

1 0. ()Ill( co. 

11 Dep• ' 'o•Ralaof ....... 

12. TettY-

' 

' 

' 
' 

TrtllrMnl P1llnt 

145.271 ' 
1.ot0 ERC 

•.see s 

11.35" 

•.03" 
O.:WSII 

3-4.110" 

5.~ 

a20 s 

0 I 

2.7.,. 

111115 

SCH!DUIZ 7·1 
Cet.MSSION APPROV!.O 

T rarwml. & 01101. 

mna 

11n !RC 

11,710 

II.~" 

•. 03" 
O.:WSII 

- :w.~ 

5.~ 

U11 

0 

2.7.,. 

111115 



11 !I ~ ~~ ~~~ I li I! II ~~ ~~~ ~~ ~~ i 111 f f ; ·· !I t.lf ~ ..., ~ 5. 

· ~ i r iff q ~I i I . 
. .., 
"'eft . 010 
01 . ... . ..., 

I i( ~ •• 10 

!~ 
- .. .. .. .. I ~~ ' 

.. 
I 

~ 

• = " ·• ~--~ " I f 
... 
I 

• ~ 5 ~J ~ i ~~ i~ . ~.~: ! 

l fi : ~~ I f[ I fl 1 ,. t 
~ ;I ! I• f ~J PI I f !La 

fJ ~ I ~ f I 
'12 .. .. .. .. .. • I ~ 

I ~ - t; ... ~i~ &liil op~ :.. t:s ~ 8 00 j '#'# 
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~ UTIJTY avtVICU. INC. 
OOCI<ETNO. 140441 wu 

• c , •. 

AJc ·-·~~ ... ,. a · -~ ~i 
c-·c )CI,c.,,-ie..tlire-MC: :~ - : -:..~ 

eo.t of Qos'fM ~ • ll2.t8$ 

DMded IJy,...... !ftC; t77 

eo.IIERC: • 401 ... 

......., IJyft.-ot~ ·~ 
,.,.,... AetJm Per ERC: • l7.58 

~Aedl :• oln~ • 1.12 

(Amuool De;>n I too o !l~ I rsa 
per ERC Tmee ...... of R-) 

Fedonl Ta A.til: 34.~ 

Ell.cllve a.ta Ta Rlllot: lAJl" 

T*Tal'bdl: 37~ 

~Taxon Ram: n~ 

(£q.ltt " 1m. Tct Riollt) 

Pf c •'*" a Fot T a:-- 20.83% 
(Ta on Raftii{I ,Taeol Ta "*ll 

SCHEDUl.E 7·28 
COMMISIIOH 
N'PftOV'ED 

WATI;It TIW~ II 110ft & OISlftBJTlON IIYSTEM 

AtwUif DIPechl ·~· ' 11 .710 

,......EitC'a: en 

~Dip. eo.t per !RC; ' lUI 

~Po ;t"JTa~: s 2.211 

FUU.ERC.: en 

~Prop. Taper !.ftC: ' 2II 

' 

w~ eo. ot £4\Uiy. 4 .03% 

DMded by ...... of Ram; 8.35" 

"otEqU!yln~ 43.1~ 

OhrC:O. s 0 

Fo.ani!JtC's: t77 

eo.tper~; s o.oo 
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LAI<E UTlUTY SIIMCO. H:. 
DOCKET NO. ..:M4 4 th\J . 

~ ?~~- ~ ••• • .......... 1 -, .... 
C:6= ' 1 tiC..,.ec:.L"-PCNrY.-: 

~ 

, ... 
I.Wd\nlod Ollet c.-: • 0.00 $ 
~ """-~ Doow , 1 ' 4.23 
~PI ;a~Ta: 0,71 

So....,~Nru/A E ;1- ' ue $ 
~~Ill Pilot Yew; 0.00 

Total~ l!llpe.~ • ue I 

Ram on e.., • • • • C4.nWJt Yew. 0.47 
"-Un on 1!: J 1 I u Pilot Y..: 0.00 
~on Ptlnt C4.nWJt Yew. 12.61 
e.nirJgl Pl'l* Yer. 0.00 C«npcMMd...,.... hill Pilot Yew. 0.00 

Total~ &rmgc I 12.58 • Ear'*'GJI e.., I e6ol1 ,_ fot Ta: 1.21 

~ ltaq.ftd to'""' l!aliiOE • 15.21 • R.-...ltaq.ftd to F....s E ; 4.11 

Soiblatll: . s 20.20 • 
OMded by , - tor R"'JJ ' 7 1 0.1154 

'"-"*"' .. . 
I!.RC ~Co.! tot I Y..: • 21.11 • 

SCHEOUI.E 7 ·:lA 
COMMISSION APPROVE 

WATER 'IMA'NENT PLANT 

1117 '"' lett 2000 

0.00 • 0.00 • 0.00 s 0.00 
4.23 4.23 4.23 4.23 
0.71 0.71 0.71 071 

4M I 4M I 4.1111 s .... 
4." 1.17 14M 11.15 

U7 s 14.111 • 11.115 $ 24.114 

0,47 0.47 0.47 0 47 
O.A1 o.n I.AO 1.87 

12.11 11.7t lUI tOM 
12.61 28.A1 - 41AO 58.21 

1.11 2.47 3.&1 us 

28.41 4 1.10 58.21 71.5t 
1.21 1.21 1.21 1.21 

l1.Jl • 50.31 • 70..41 • fUl 
1.17 14M """ 24.14 

4UO • 45.27 • to.A3 $ 117.51 
0.151 0.156 O.HS O.tSS 

----
4).11 ' et.l! ' ..... ' 12l.IO 
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LNal UTIUTY SEIMC«S, INC. 
DOCI<ETNO. IICMUWU 

- .............. "'' 
I•''' . ........,.,. a lllt)r ··.w.r 

.Ciiiill ',,.,i:-1.-.CI!C~'*Piif"'f.' I 

1tle 

~otweo.a: • 0 .00 

~hni*Dtpl I loit 11.Jt 

u..t..ICied PI ; 1~ T 111C 2.27 

&ibeolllll.Wunded lwuA ~: • 14.28 
~El; I Ill flltot'(..-. 0 .00 

TaaHJnuldld~o- n · • 14.211 

Ratun ,.., EJ' I 7 I I OnWIIY..-. 1.» 

Rnsn an Elipel Pltot '(..-; 0.00 
~an PWt ClnWil Y..-. 37.61 

e.mg. Pn*Y..-. 0.00 

Compalnl ~ hm Pltot Y..-. 0.00 

T at8l Cou; a lld~ • 37.51 

~ Elipel•• Fectcw IotTa: 1..21 

~~-fiN~ • 45M 
R-A.oqried W fiN Elrp IF I I 1: 14.211 . 
~ • 61.71 

OMcled bV ,_for lttg~Wnty O.t56 ..... ,,.., .. 
ERC ~ ea.t for 1 Y..-. • IU2 

.~ 

• 

' 
$ 

• 
• 

• 

• 

&a1EDU1.l: 7-38 
COMMISSION APPROVE 

··~ < • 

~1~(J1'L.,.If .~,..,..,& ~.S'fSTBI 
~ "' 

1111 1tM 1nt 2000 

0.00 • 0 .00 • o.oo • 0 .00 

11 ... 11 ... 11 ... 11 ... 

2.27 2.27 2.27 2.27 

14..21 • 14.211 • 14.211 s 14.211 
14.211 28.51 •z.n 57.02 

21.51 • 42.7T • 57.02 • 71.21 

1.» 1.» 1.» 1.» 
1.)) 2.417 • ~.00 5 .33 

38M 35.34 3U2 33.10 
37.61 71.U 12'-27 17 • . 11 

3.51 7.3S 11.12 18.21 

71.1t 124.27 174.11 228.12 
1..21 1..21 1..21 l.l1 

-
t5.AO • 150.27 • 210.55 s 21$.71 
21.51 42.7T 57.CZ 71.21 

1:D.t1 • 1tl.a. • ~.51 • ,.7 ... 
O.MI O.t55 0.156 0.156 

121.75 s 202.14 $ 210.11 • 384.31 

. 
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LAKE l1TlUTY SERVICES, INC. 
OOCI<ETNO. 1180444 WU 

111M 

WATER TREATMENT PlNn' 
.1-..ry 1.711 
Fetlrualy U3 
Match 5.211 
Aprl 7,05 
May 8.111 
JvM 10.58 
.My 12..3.t 
AAigult 14.10 
$eplllmbel 15.17 
Oc:IDber 17.113 
Nowmber 1U8 
Oectmber 21.15 

111M 

TRANSMISSION & OISTRJ. 
January &.2:1 
Feilruar( 10.A2 
Mwc:ll 111.83 
Apt 20.14 
t.Wy :ze.os 
JuM na 
Jutt M.A7 
AAigult .., .. 
S.plil!olbet 41.18 
OQobti 12.10 
November SU1 
o.c.nber 12.62 

1K7 

23.D5 
2.4..84 
2111.14 
211.n 
30.82 
32.52 
34.A1 
38.30 
3820 
40,01 
.tUII .., ... 
tm 

118.12 
n .n 
78.33 
54.83 
10.53 
11.13 

101.n 
107.34 
112..84 
111.54 
12.4.14 
12-.75 

.. 

, ... 111Kl 2000 :ZOO I 

-
45.12 70.54 f'T.DII 123.10 
.t7.111 72.7.t IIU2 123.10 
50.00 7.t.83 101.711 123.10 

IZ.OJ n.n 1~.18 123.10 

54.a7 711.32 1011.53 123.10 
58.11 11.52 1011.8$ 123.10 
51.15 83.71 111.211 123.1C. 
10.111 85.11 11U3 123.10 
112..23 11.10 1111.00 1Zl.10 
IU7 110.30 \.11.38 123.10 
• .31 I2.AI 120.n 123.i0 
IUS 14.81 123.10 123.10 

,.., 111111 2000 :ZOOt 

-
1$$.78 201.14 217.20 3114.:JI 
14U1 215.,. 214.21 3114.31 
147.14 221.85 301.23 3114.U 
153.11 221.15 301.25 3114.31 
15e.l1 234.85 315.27 384.31 
115.14 2.41 .111 2;Z:U« MUll 
171.17 247M S211.30 ,...,. 
171.01 254.17 5311.32 3114.31 
114.0. 218061 3"3.34 3114.31 
1110.a7 217.17 350.l5 3114.31 
111.10 m.ea SS7.37 3114.11 
202.14 210.18 3114.31 3114.31 

Not TheAFP!c:Ntge•-~IMU end ......... COI • rdli'DN olbef)1 ,2000. 
The ~ C8(l c:cr6lue 1D co1ec11 h eo~ r c:fllllve l..,. a1 ERe. po 'J ..,, "' ,_ 011o . ,.," 
'-been edlied. 
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Lake Utility Set licealac. (LUSI) 
Dock.et No. 960444 WU 

Total Plant Capacity (GPD) 
Leaa Fire Flow 

Max Da.y Demand 

NumberERC. 
Max. Da.y Dema.nd/ERC 
Deaign Capacity On E!UA) 

B\li.ldout fl o! ERC. 
leaa ClllTellt ERe. 

Fut ure ERe. 

Future ERC. 
Growth iD ERCa per year 

Y eara to buildout 

4,716,000 

1,968,000 

937 
2,100 
2,017 

2,017 
937 

l.Q89 

1,080 
101 

11 

ATI'ACHMENT C 

-·~·-..... 
.. . 

• ' 
" 
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