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CASE BACKGROUND

Lake Utility Services, Inc., (LUSI or utility) is a Class B
utility located in Lake County. LUSI is a wholly-owned subsidiary
of Utilities, Inc. and provides no wastewater service.

A complaint was received from a customer in August of 1996.
The customer was concerned about the fees she was required to pay
for service. At the time of complaint, the utility had three
schedules of fees ~nd charges for service that differed depending
on the location of the customer’'s residence, The customer’'s
residence was in the texritory approved for LUSI by Order No. PSC-
92-1369-FOF-WU issued November 24, 1992, in Docket No. 920174-WU.
By that order, LUSI's service territory was amended to include
additional territory. The rates and charges for the additional
territory were also established in the aforementioned order.

In the initial investigation of the complaint, etaff found
that the fees the customer was required to pay were appropriate.
Those fees were a plant capacity charge of $569, a main extension
charge of $509, a meter installation charge of $100, and an
Allowance for Funds Prudently Invested (AFPI) charge of $608.09.
After analysis done in the utility’s rate case in Docket 960444-WU,
gtaff determined that the collection of the AFPI from customers in
the territory approved by Order No. PSC-92-1369-FOF-WU may have
been inappropriate. gstaff decided to initiate an infoimal
investigation into the AFP1 charges. Staff sent the utility a data
request relating to its AFPI charges. The utility responded to the
questions. After a few letters of correspondence with the utility,
ataff determined that it was appropriate for the utility to collect
AFPl from the customers in the additional territory pursuant to a
tariff page contained in the utility’s policy section of its
Commission approved tariff. However, the collection of AFPI was to
cease after 106 eguivalent residential connections (ERCs). Staff
believes the utility has collected AFPI from more than 106 ERCs.

The utility reguested that the issue be submitted to the
Commipsioners for a final decision if staff did not reconsider its
position. This recommendation is a result of that request.
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RISCUSSION OF ISSUES

ISSUE 1: Should Lake Utility Services, Inc. be required to relund
Allowance for Funds Prudently Invested (AFPI) collected from
connections beyond 106 ERCa?

RECOMMENDATION: Yes. Lake Utility Services, Inc. should be
required to refund AFPI collected from customers beyond the 106
ERCs approved in its tariff.

STAFF ANALYSIS: In August of 19396, a complaint was received from
a customer about the service availability charges of LUSI. 1In
staff’s initial investigation, it was determined that the service
availability charges and the AFPI the customer was required to pay
were appropriate. However, as a result of analysis done in the
rate case {(Docket No. 960444-WU), staff now believes the AFPI was
inappropriately collected.

LUSI's AFPI charges were first established by Order No. 19962,
issued September B, 1992, in Docket No. 871080-WU for the utility’s
Crescent Bay Subdivision. The purpose of the AFPI charge was to
provide for a return on the plant which had been prudently
constructed but exceeded the needs of the customers in the early
years of development. The charge was to be in effect until the
utility reached the capacity of 106 ERCs. Per the approved tariff,
the charge stopped escalating at 80% design capacity (85 ERCa).

By Order No. PSC-92-1369-FOF-WU, LUSI's service territory was
amended to include additional territory. The rates and charges for
the additional territory were also established in the
aforementioned order. The order indicated that the rates and
charges approved in the utility’s tariff for the Crescent Bay
system would be the same for the additional territory. For service
availability purposes, the charges approved for the additional
territory were the plant capacity charge of $569 per ERC, the main
extension charge of §506 per ERC, and the meter installation
charges by meter size including a charge of $100 for a 5/8 x 3/4
inch meter. Those charges would serve to increase the utility's
level of Contribution-in-aid-of-Conastruction (CIAC).

In response to the order, the utility filed several tariffs
sheets for the territory amendment. One of the tariff pages was
Third Revised Sheet No. 26.0 (Attachment 1) which shows the service
availability schedule of fees and charges for the additional
territory approved by Order No. PSC-92-1369-FOF-WU. On thie tariff
page the only charges shown were the plant capacity charge, main
extension charge, and meter installation charges as inscribed in
the order. Nowhere on the schedule of fees and charges tariff page
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for the additional territory did it mention AFPI. Therefore, staff
believed the AFPI was only applicable to the Crescent Bay
Subdivision.

Staff wrote the utility a letter on September 8, 1997
indicating that the AFPI was applicable only to connections in the
Crescent Bay Subdivision and only up to 106 ERCs. Staff indicated
that anything collected outside the aforementioned parameters
should be refunded. Staff defined the Crescent Bay Subdivision to
be the territory approved in the utility's original certificate
pursuant to Order No. 18605, issued December 24, 1987, in Docket
No. B871080-WU. The letter further stated that Order No. PSC-52-
1369-FOF-WU did not address AFPI. Therefore, it was not intended
to be collected from the additional territory.

In the utility’'s response, it stated that the AFPI was
appropriate because Order No. PSC-%2-1369-FOF-WU made an all-
inclusive reference to the rates and charges set forth in the
Crescent Bay tariff, and it did not exclude any of the rates and
charges. It further explained that staff’s interpretation of the
AFPI being only for 106 ERCs is out of context. The utility stated
that the Commission wae aware that the rates and charges would
apply to more than 106 ERCs and that additional investment was
involved in serving the BERCa. The utility requested that staff
reconsider its preliminary statement that the AFPI was only
intended for the Crescent Bay Subdivision and only up to 106 ERCs
and recognize that the intent of Order No. PSC-92-1369-FOF-WU was
that all of the rates and charges applicable to Crescent Bay were
to be applicable to connections and customers in the additional
territory. The utility further requested that staff recognize that
LUSI had properly collected AFPI from connections in the additional
territory.

staff responded by letter dated January 27, 1998 to the
utility that it did not agree nor recognize that the intent of the
order was that all of the rates and charges were applicable to the
additional territory. However, upon further review of the
utility’s entire tariff, staff recognizes that Third Revised Sheet
No. 27.3 (Attachment 2) contained in the utility’'s policy section
of the tariff does reference the AFPI for the Crescent Bay
Subdivision and the additional territory approved in Order Nc. PSC-
92-1369-FOF-WU. Third Revised Sheet No. 27.3 refers to Sheet Nos.
25.1 - 25.1A (Attachment 3A and 3B) for a schedule of applicable
AFPI charges which are the Crescent Bay Subdivision service
availability schedule of fees and charges. Staff believes that the
inclusion of AFPI for the additional territory in the policy
section was an oversight during the tariff approving process.
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The utility also requested that staff find that LUSI has
properly collected AFPI from connecticns in the additional
territory. Staff believes that LUSI has properly collected AFPI
from the additional territory in accordance with Third Revised
Sheet No. 27.3. However, the utility has collected AFPI for
connections over the number approved in ite tariff. The utility
was to continue collecting AFPI until the utility reached design
capacity of 106 ERCs. Specifically, Sheet Nos. 25.1 and 25.1A
states:

The above Allowance for Funds Prudently Invested (AFPI)

will stop escalating when the utility is serving
85 ERCs which is currently projected to occur in December
1990. AFPI will continue to be collected until the
utility reaches design capacity, which is 106 ERCs. This
is currently projected to occur in December, 15351.

Staff expressed in its letter dated January 27, 1998 that it
recognized that the utility does have a tariff authorizing the
collection of the AFPI in the additional territory. However, the
utility’s tariff for AFPI was approved only for 106 ERCs. Pursuant
to Section 367.091(2), Florida Statutes, each utility’'s rates,
charges, and custrmer service policies must be contained in a
tariff approved by and on file with the Commission. Further,
Section 367.091(3), Florida Statutes provides that a utility may
only impose and collect those rates and charges approved by the
Commission for the particular class of service involved and a
change in any rate schedule may not be made without Commission
approval. The collection of the AFPI charge for the 107th ERC and
above is not consistent with the Commission approved tariff and the
statute. Therefore, staff believes that the utility should refund
the AFPI collected beyond the 106th ERC.

By letter dated February 19, 1998, the utility responded to
staff's letter of January 27, 1998. The utility acknowledged that
Third Revised Sheet No. 27.3 makes the AFPI charge in Sheet Noa.
25.1 - 25.1A applicable to the additional territory. However, the
utility believes the 106 ERCe only applies to the Crescent Bay
Subdivieion and not the additional territory. The utility’s
reasoning is that the 106 ERC limitation is only mentioned and only
applies to the Crescent Bay Subdivision because the title on both
Sheet Nos. 25.1 and 25.1A read as followsa:

SERVICE AVAILABILITY SCHEDULE OF FEES AND CHARGES
Crescent Bay Subdivision

Therefore, using the utility’s logic, any fees and charges on that
schedule would be limited to Crescent Bay and not the additional
territory. Pollowing this argument, the title on Third Revised
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Sheet No. 26 filed in conjunction with the territory amendment
reads as follows:

SERVICE AVAILABILITY SCHEDULE OF FEES AND CHARGES
This schedule applies to the additional territory approved by
Order No. PSC-92-1369-FOF-WU for which no other schedule applies

Therefore, it would rppear that only the fees and charges contained
on Third Revised Sheet No. 26 apply to the additional territory.
Nowhere on the aforementioned tariff sheet does it list AFPI as a
charge applicable for the additional territory.

Further, it is evident from the utility's letter dated
February 19, 1998 that the utility believes that there is no
limitation on how many ERCs it can collect AFPI from in the
additional territory. When the utility addressed the 106 ERCs in
its letter dated September 27, 1997, it explained that the AFPI
along with the other rates and charges were developed based on the
assumption that there would be no future expansion anticipated and
with the purpose of providing a full return on the projected
investment to serve 106 ERCs. The utility further explained that
the Commission was aware that additional investment would be
involved in the serving of the ERCs in the additional territory and
that the rates and charges would apply to more than 106 ERCa. This
is totally out of context with the concept of the AFPI charge. An
AFPI charge is design to allow a utility the opportunity to recover
a fair rate of return on the portion of the plant facilities wi.ich
were prudently constructed, but exceed the amount necessary to
serve current customers. In order to determine that charge per
ERC, the net investment im divided by the specific number of ERCs
remaining until build-out. If the utility wanted to recover a fair
rate of return for additional investment and additional ERCs, it
should have requested that new AFPI charges be established at that
time in September 1991.

The above discussion of the utility’s reasoning on the 106 ERC
limitation only substantiates staff’s belief that the AFPI charge
was never intended for the additional territory. It is only as a
result of the tariff sheet (Third Revised Sheet No. 27.3) found in
the policy section of the utility’'s tariff that gives it authority
to collect the AFPI from the additional territory. Staff believes
that portion of the tariff sheet approving the AFPI for the
additional territory was an oversight in the tariff approving
process. However, pursuant to Section 367.091(3), Florida Statutes
each utility’s rates, charges, and customer service policies must
be contained in a tariff approved by and on file with the
Commission. Since the AFPI charge is in ite tariff for the
additional territory, etaff concedes that it appropriate.
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Nonetheless, the tariff specifically states that the AFPI charge
was only for 106 ERCs.

The utility provided in a response dated July 21, 1997 that it
had collected 5134,995.98 for AFPI as of December 1996. Based on
staff's calculation, if the utility collected all of the AFPI at
the higher charge of $608.09, for the 106 ERCs, it should have
collected no more than $64,457.54. Further, by dividing the total
amount collected, $134,995.98, by the maximum AFPI charge, $608.09,
it appears the utili:y has collected AFPI from at least 222 ERCs.
The zgidnnc- i{s far more than the 106 ERCs for which the AFPI was
inten .

Staff is recommending that the utility refund the AFPI
collected over the tariff approved 106 ERCs. The utility should be
required to provide a refund plan for review within 20 days of the
effective date of the order. The refund plan should include the
names of all customers from whom the utility collected AFPI, the
date the AFPI was paid, and the amount of AFPI paid. Staff should
be given administrative authority to approve the refund plan. Once
the refund plan is approved, the refund should be administered
according to Rule 25-30.360, Florida Administrative Code.
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ISSUE 2: Should the docket be closed?

RECOMMENDATION: The docket should be closed if no person, whose
interest are substantially affected by the proposed action, files
a protest within the 21 day protest period, upon staff's
verification that the utility has completed the required refund.
(VACCAROQ)

STAFF ANALYSIS: If a protest is not received within 21 days of
issuance of the Proposed Agency Action order, the order will become
final. This docket should be closed upon staff’s verification that
the utility has completed the required refund.
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RTTACHMENT 3A
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ATTACHMENT 3B
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