CHOCTAWHATCHEE ELECTRIC
COOPERATIVE, INC.

Post Office Box 512
DeFuniak Springs, Florida 32435

Phone 850.892.2111
TollFree 800.342.0990
Fax 850.892.9560

Web www.chelco.com

July 7, 2005

Blanca Bayo

Director

Division of the Commission Clerk and Administrative Services
Florida Public Service Commission

2540 Shamard Oak Boulevard

Tallahassee, Florida 32399-0850

Dear Ms. Bayo,

Enclosed please find a revised line extension policy for Choctawhatchee Electric
Cooperative Inc. (“CHELCO”). CHELCO is modifying its line extension policy to
better reflect the costs contained in its base rates. The policy is designed to give
customers an allowance that is supported by CHELCO’s base rates while ensuring that
new customers also make some contribution to the fixed, or “backbone”, costs of the
distribution system. Therefore, we are proposing that customers receive a line
extension allowance that represents a portion, but not all, of the distribution costs
supported through base rates. If the allowance represents all of the distribution costs
supported by base rates, then the marginal revenue received from the customer
through base rates would only cover the line extension costs and would make no
contribution to other fixed costs. Under this scenario, current customers on
CHELCO’s system would receive no benefit, and perhaps could be harmed, from
growth on the system.

CHELCO’s new line extension policy will help ensure that new customers receive a
reasonable line extension allowance without being subsidized by current customers.
Our proposed policy will also help mitigate upward pressure on base rates due to
growth on the system. Because the new policy ensures that the revenue received from
new customers also make some contribution to CHELCO’s fixed costs, all ratepayers
receive some benefit from growth.

Cost Support for the New Line Extension Policy

CHELCO’s new line extension policy provides each customer with an allowance
toward the cost of a line extension that is based on 2.5 times the customer’s expected
net revenue (total revenue less purchased power). The cost of a line extension is the
total cost of extending facilities to serve a customer excluding the cost of a standard
meter, service line, and transformer. A standard meter, service line, and transformer
will be provided by CHELCO at no additional charge to the customer. If a portion of
the cost of the line extension is for system upgrade purposes, those costs will also be
excluded when determining the amount of the customer’s contribution.

For small general service and residential customers the 2.5 times net revenue
allowance was converted to a dollar amount to make the administration of the policy
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manageable for these customers. These customers will receive $625.00 per customer
toward the cost of a line extension. The customer will make a contribution toward any
costs above $625.00.

The policy for large customers and developments will use the straight 2.5 times net
revenue test to determine the customer allowance. We chose not to convert the
revenue test to a dollar amount for these customers because of the diversity seen
within this group. Large customers and developments can vary significantly with
respect to the size of their load and the cost of extending distribution facilities to
provide service.

The 2.5 times net revenue used in the policy was determined through a revenue
requirement analysis, which is shown in Attachment A. The revenue requirement
analysis is used to determine the amount of investment that can be supported through
base rates. The analysis indicates that CHELCO’s base rates would support an
investment up to 4.54 times a customer’s annual net revenue. In order to ensure that
the revenue from a new customer makes a contribution to CHELCO’s fixed costs, or
“backbone” system, an allowance of 2.5 times net revenue was selected. This will
help ensure that current customers are not subsidizing new customers.

Attachment B shows how the 2.5 times revenue was converted to a dollar amount for
use in the line extension policies applicable to small general service and residential
customers. In the analysis, we calculated net revenue per customer for small general
service and residential customers. From that revenue we removed the cost of meter
reading, billing, and the carrying cost associated with the meter, service line, and
transformer. The remainder is revenue that would be available to cover the cost of a
line extension. We applied the 2.5 times revenue amount to the remaining revenue to
calculate the equivalent dollar amount of construction allowance that is supported by
base rates, resulting in a allowance of $625.00 per customer.

CHELCO’s Board of Directors approved the line extension policy contained in this
filing at its board meeting on May 26, 2005. CHELCO’s new policy will ensure that
new customers receive a reasonable line extension allowance without being subsidized
by current customers, will help mitigate upward pressure on base rates due to growth
on the system, and will ensure that the revenue received from new customers also
make some contribution to CHELCO’s fixed costs. We believe that the proposed
policy is fair, just and reasonable and is in the public interest. CHELCO, therefore,
respectfully requests that the Commission approve the policy included in this filing
and make it effective September 1, 2005.

Respectfully submitted,

q& S o
J. E. Smith
CEQ and General Manager
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SECOND REVISED SHEET NO. 5.1
CANCELING FIRST REVISED SHEET NO. 5.1

NAME OF UTILITY CHOCTAWHATCHEE ELECTRIC COOPERATIVE, INC.

Electric Line Extension Policy

Residential and Non-Demand General Service

A line extension, for purposes of this policy, shall include all incremental capital costs
associated with connecting a new customer to the delivery system, excluding the cost of a
standard transformer, service line (the connection between the transformer and the
meter), and meter.

(A) Extensions to Single Customers

(1) Choctawhatchee Electric Cooperative, Inc. in extending service to a
permanent customer that will be served pursuant to its Residential Rate RS
or General Service Non-Demand Rate GS shall charge a contribution in

aid of construction (“CIAC”) on the cost of providing service in excess of
$625.00.

(2) If, within a 5 year period, additional customers take service (i.e.
transformer, service line and meter) from the original line extension, but
not laterals or extensions there from, the original applicant shall be
refunded the lesser of the original contribution or $625.00 for each
additional customer taking service, up to the amount of the original
applicant’s contribution. In no event shall the original applicant be
refunded an amount greater than the initial CIAC. The original applicant
must continue to own the property for which service was requested to be
eligible for refunds. It is the responsibility of the applicant to request
refunds from the Cooperative.

(B)  Multiple Applications for Service

(1) When two or more applications result in the applicants receiving
permanent service from the same extension, the amount of extension
installed at no charge shall be the number of applicants times $625.00.

Issued by: James E. Smith .
CEO and General Manager Effective: September 1, 2005



THIRD REVISED SHEET NO. 5.2
CANCELING SECOND REVISED SHEET NO. 5.2

NAME OF UTILITY CHOCTAWHATCHEE ELECTRIC COOPERATIVE, INC.

(Continued from Sheet No. 5.1)

(2) If, within a 5 year period, additional customers take service (i.e.
transformer, service line and meter) from the original line extension, but
not laterals or extensions thereof] the original applicants shall be refunded
an equal share of $625.00 or the amount of the original contribution,
which ever is less, for each additional customer taking service, up to the
amount of the original applicant’s contribution. In no event shall the
original applicants be refunded an amount greater than their initial
contribution. The original applicant must continue to own the property for
which service was requested to be eligible for refunds. It is the
responsibility of the applicant to request refunds from the Cooperative.

(©) Electric Extension to a Development

(1) When service is requested to a development prior to actual construction or
occupation of the project, CHELCO shall charge a CIAC based on an
estimate of expected net revenue from the number of lots that CHELCO
expects to be occupied at the end of five years from the date of
construction. Net revenue is the annual expected revenue from a customer
less the purchase power costs associated with serving that customer.

If the cost of extending service to the development is less than 2.5 times
the estimated annual net revenue, no CIAC is required from the developer.
If the cost of extending service to the development is greater than 2.5
times the estimated annual net revenue, the developer shall be required to
make a CIAC toward the total installed cost of extending service. The
developer’s CIAC shall be determined by subtracting from the cost of
extending service, an amount equal to 2.5 times the estimated annual net
revenue determined above.

(2) Any and all line extension contracts and agreements between CHELCO,
and any developer existing as of the effective date of this policy shall
remain in effect unless cancelled by either party in accordance with the
terms of the existing agreement.

Issued by: James E. Smith
CEO and General Manager Effective: September 1, 2005



SECOND REVISED SHEET NO. 5.3
CANCELING FIRST REVISED SHEET NO. 5.3

NAME OF UTILITY CHOCTAWHATCHEE ELECTRIC COOPERATIVE, INC.

(Continued from Sheet No. 5.2)

(D)  Extension to a Condominium or Apartment Building

(1) When service is extended to a Condominium or Apartment building,
CHELCO shall charge a CIAC based on an estimate of expected net
revenue from the number of units that CHELCO expects to be occupied at
the end of five years from the date of construction. Net revenue is the
annual expected revenue from a customer less the purchase power costs
associated with serving that customer.

If the cost of extending service to the condominium or apartment building
is less than 2.5 times the estimated annual net revenue, no CIAC is
required from the developer. If the cost of extending service to the
condominium or apartment building is greater than 2.5 times the estimated
annual net revenue, the developer shall be required to make a CIAC
toward the total installed cost of extending service. The developer’s CIAC
shall be determined by subtracting from the cost of extending service, an
amount equal to 2.5 times the estimated annual net revenue determined
above.

)] Extension to a Non-Residential Structure

(1) When service is extended to a non-residential structure (which includes,
but is not limited to, electric fences, water pumps, sheds, hunting camps,
and fish camps), the applicant will make a CIAC equal to the total
installed cost of extending service.

(2) If, within a S year period, additional customers take service (i.e.
transformer, service line and meter) from the original line extension, but
not laterals or extensions there from, the original applicant shall be
refunded the lesser of the original contribution or $625.00 for each
additional customer taking service, up to the amount of the original
applicant’s contribution. In no event shall the original applicant be
refunded an amount greater than the initial CIAC. The original applicant
must continue to own the property for which service was requested to be
eligible for refunds. It is the responsibility of the applicant to request
refunds from the Cooperative.

Issued by: James E. Smith
CEO and General Manager Effective: September 1, 2005



FIRST REVISED SHEET NO. 5 4
CANCELING ORIGINAL SHEET NO. 5.4

NAME OF UTILITY CHOCTAWHATCHEE ELECTRIC COOPERATIVE, INC.

(Continued from Sheet No. 5.3)

General Service Demand and Large Power

CHELCO, in extending service to a permanent customer that will nof be served
pursuant to Residential Rate RS or General Service Non-Demand Rate GS shall
charge a CIAC equal to the total installed cost of extending electric service to the
customer. After the initial 30 months (2.5 years) of service, CHELCO shall perform
a revenue test to determine what amount, if any, of the original contribution that will
be refunded to the customer. CHELCO shall refund to the customer an amount equal
to the customer’s actual net revenue during the initial 30 months of service, up to but
not exceeding the customer’s original CIAC. The customer’s actual net revenue shall
be determined by subtracting purchase power costs from the customer’s total bill
before taxes for the first 30 months.

If the customer requesting service has similar existing facilities in other locations that
would allow CHELCO to accurately forecast the customer’s annual net revenue,
CHELCO may not collect the full cost of the extension prior to the customer
receiving service. Instead CHELCO would perform a revenue test to determine the
amount of the initial CIAC. If the cost of extending service to the customer is less
than 2.5 times the customer’s estimated annual net revenue, no CIAC is required from
the customer. If the cost of extending service to the customer is greater than 2.5 times
the customer’s estimated annual net revenue, the customer shall be required to make a
CIAC toward the total installed cost of extending service. The customer’s CIAC shall
be determined by subtracting from the cost of extending service, an amount equal to
2.5 times the customer’s estimated annual net revenue.

However, in the event that the full cost of extending service is not collected prior to
the customer taking service, CHELCO will, at the end of the initial 30 months of
service, perform a revenue test to determine if a CIAC will be required from the
customer. If the initial cost of extending service to the customer is less than the
customer’s actual net revenue for the first 30 months, no additional CIAC is required
from the customer. If the cost of extending service to the customer is greater than the
customer’s actual net revenue for the first 30 months, an additional CIAC may be
required from the customer. The additional CIAC, if any, shall be determined by
comparing the Contribution amount determined by applying 2.5 times the estimated
net revenue when the customer initially took service, and the contribution amount
determined by examining the customer’s actual net revenue for the first 30 months of

Issued by: James E. Smith
CEO and General Manager Effective: September 1, 2005



ORIGINAL SHEET NO. 5.5

NAME OF UTILITY CHOCTAWHATCHEE ELECTRIC COOPERATIVE, INC.

(Continued from Sheet No. 5.4)

service. If the contribution amount determined from the customer’s actual net
revenue is greater than the contribution amount determined using the customer’s
estimated net revenue, the customer shall make an additional CIAC equal to the
difference in the contribution amount determined from the customer’s actual revenue
and the contribution amount determined from the customer’s estimated revenue. In
no case shall any of the customer’s initial contribution be refunded.

Issued by: James E. Smith
CEO and General Manager Effective: September 1, 2005



CHELCO

Present Value
Revenue Requirement Analysis

Capital Structure:

Weighted Adjusted

Amount Percent Rate COC Tax Rate Rate

Debt $ 18,444,444 39.47% 7.00% 2.76% 0.00% 2.76%
Preffered Equity 0 0.00% 0.00% 0.00% 0.00%
Common Equity $ 28,286,190 60.53% 7.00% 4.24% 4.24%
$ 46,730,634 7.00% 7.00%



CHELCO

Present Value
Revenue Requirement Analysis
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Attachment B

Page 10of3
CHELCO
Determination of Line Extension Amount
Provided Without Contribution From Customer
Residential and General Service
General
Residential Service Combined

Estimated Residential Revenue From Proposed Rates $ 34,319,039.15 $ 4,704,795.48 $ 39,023,835
Less: Purchase Power Cost $ 21,409,202.19 $ 3,172,450.62 $ 24,581,653
Net Revenue $ 12,909,836.96 $ 1,532,344.86 $ 14,442,182
Average Number of Customers 28,246 3,273 31,519
Average Non-Fuel Revenue Per Customer $ 457.05 $ 468.18 $ 458.20
Less: Average Annual Meter Reading and Billing Cost $ 39.98 $ 39.98 $ 39.98

Carrying Cost on Meter, Service, & Transformer $ 167.52 3 170.65 $ 167.85
Average Net Revenue Per Customer $ 249.54 $ 257.55 $ 250.37
Amount Times Net Revenue Rate will Support 4.54 4.54 4.54
Amount Times Net Revenue Selected to Ensure Contribution to Fixed Cost 2.50 2.50 2.50
Cost of Line Extension Provided With No Contribution v $ 623.85 $ 643.87 $ 625.93

[Line extension Calc no meter,service trans]Line Ext Calc
7/7/2005 12:39 PM Page 1



Attachment B
Page 2 of 3

CHELCO
Determination of Average Residential Meter Reading & Billing Expenses

902 Meter Reading Expenses 3 301,289
903 Records and Collections $ 970,167
Total $ 1,271,455
Cost-of-service Allocation to Residential 0.88824
Residential Allocation $ 1,129,358
Average Number of Customers 28,246

Annual Cost of Meter Reading and Billing 3 39.98



Attachment B

Page 3 of 3
CHELCO
Determination of Carrying Costs on
Meter, Service, and Transformer
Residential and General Service
Gen General
Res Residential Ser Service
Allocator Allocation Allocator Allocation Combined
368 Line Transformers Demand $ 6,398,706 0.81461 $ 5,212,450 0.10478 $ 670,456 $ 5,882,906
368 Line Transformers Customer $ 6,475,954 0.89299 $ 5,782,962 0.10346 $ 670,002 $ 6,452,964
369 Services $ 9,805,448 0.88162 $ 8,644,679 011238 $ 1,101,936 $ 9,746,615
370 Meters $ 1,880,022 0.9388 $ 1,858,844 0.04809 $ 95,219 $ 1,954,064
Total $ 24,660,130 $ 21,498,935 $ 2537614 $ 24,036,549
Average Number of Customers 28,246 3,273 31,519
Average Cost of Tranformer, Service, and Meter $ 761.13 $ 775.32 $ 762.60
Annual Carrying Charge Rate (From Levelized Calc) 22.01% 22.01% 22.01%

Annual Revenue Requirement $ 167.52 3 170.65 $ 167.85



