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r•e •e=e••• 
Section 367.081 (4) (b), Florida Statutes, provides that the 

approved rates of any utility which receives all or any portion of 
its utility service from a governmental authority or from a wate r 
or wastewater utility regulated by the Commission and which 
redistributes that service to its utility customers shall be 
automatically increased or decreased without hearing, upon verified 
notice to the C~ssion 45 days prior to its implementation of the 
increase or decrease that the rates charged by the governmenta l 
authority or other utility have changed. 

On December 12, 1995, after a public hearing, the Pasco County 
Board of County C0111111issioners approved a rate change for all 
customers encOiftPassing the period of January 1, 1996 through 
September 30, 1999. As a result of this rate change, the rates for 
all bulk water and/or wastewater customers were decreased effective 
January 1, 1996. On December 20, 1995, the Commission staff 
received from Pasco County copies of the notices it sent t o 
utilities regulated by the Florida Public Service Commission (PSC), 
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advising the utilities of the bulk water and/or wastewater rate 
change. There are nine PSC regulated utilities which purchas e 
water and/or wastewater from Pasco County. According to the 
notice, Pasco County extended the January 1, 1996 effective date 
until April 1, 1996 in order to allow the utilities sufficient time 
to contact the Commission and/or incorporate the new charges into 
its rate structure. 

The bulk water and/or wastewater rate change approved by Pasco 
County qualifies for a pass-through rate adjustment for PSC 
regulated utilities pursuant to Sec tion 367.081(4) (b ) , Florida 
Statutes. Section 367.081(4) (e), Florida Statutes, provides that 
a utility may not adjust its rates under this subsection more than 
two times in any 12 month period. Therefore, on March 29, 1996, 
staff sent letters to the nine .affected utilities regarding the 
Pasco County rate change advising them that because Pasco County 
approved two rate changes in 1996, the utilities had the option of 
using the pass-through statute to adjust their rates accordingly. 
Specifically, staff informed the utilities that one of the rate 
changes could be filed as a pass-through in conjunction with an 
index and the other pass-through adj ustment could be filed 
separately to be effective for October 1, 1996. 

To date, only three of the nine (Utilities Inc. of Florida, 
Bet.mar Utilities, Inc. and Jasmine Lakes Utilities Corporation) 
have filed for a pass-through rate reduction. Another utility, 
Virginia City Utilities, Inc. (Virginia City) had a staff assisted 
rate case in Docket lfo. 960625-IIU, through which the county' • 
decreased rates were incorporated. The five utilities which have 
not filed a pass-through rate reduction are: Hudson Utilities, 
Inc., d/b/a Hudson Bay Company {Hudson); Forest Hills Utilities, 
Inc. (Forest Hills); Mad Hatter Utility, Inc. (Mad Hatter or MHU); 
Aloha Utilities, Inc. (Aloha); and Southern States Utilities, Inc. 
(SSU). By Order No. PSC-96-1226-FOF-WS, issued September 27, 1996, 
in Docket No. 960878-WS, each of these five utilities were ordered 
to show cause in writing why their rates should not be adjusted, 
effective April 1, 1996, to reflect the reduction in purchased 
water and/or wastewater costs to bulk water and/or wastewater 
cust ome rs in Pasco County. Order No. PSC-96-1226 -FOF-WS also 
required the utilities to file the information required by Rule 25-
30.425(1) (a) through (f), Florida Adainietrative Code, along with 
a calculation of the rate reduction. 
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on OCtober 17, 1996, Poreat Hilla filed ita reaponse to t he 
show cauae order. In ita reaponae, Poreat Hilla requeated a waive r 
of that provieion of the Order requiring it to file the information 
required by Rule 25-30.425(1) (a) through (f), Florida 
Administrative Code, along with a calculation of the rate 
reduction. This will be diecussed further in Iaaue No. 1. 

Forest Hills Utilitie~, Inc. is a Class 8 water and wastewat e r 
utility providing water and wastewater service in Pasco County. As 
of December 31, 1995, the utility served 2,204 water customers and 
1, 085 wastewater customers. The utility had gross operating 
revenues of $477,556, and reported operating income of $26,471 f o r 
the water system. The wastewater system had revenues total i ng 
$210,688 and a net operating loss of $30,546. The utility serves 
an area that has been designated by the Southwest Florida Water 
Management District as a water use caution area. The purpose o f 
this reca..endation is to determine whether Forest Hills' ra tes 
should be adjusted to reflect the reduction in purchased wate r 
costs. 
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DJCRIIQW or''"' 
IS8JJI 1: Should Forest Hilla Utilities, Inc.'s request for a 
waiver of that provision 8et forth in Order No. PSC-96-1226-FOF-WS 
requiring the utility to file the information required by Rule 25-
30.425(1) (a) through (f), Florida Administrative Code, along with 
a calculation of the rate reduction, be granted? 

: No, Forest Hills Utilities, Inc.'s request for a 
waiver abould be denied. Pursuant to <mler No. PSC-96-1226-f'OF-WS, 
the utility should have filed the infor.ation required by Rule 25-
30.425(1) (a) through (f), Florida Administrative Code, along with 
a calculation of tbe rate reduction. Staff recommends that the 
Commission reach a decision regarding the proposed decrease baaed 
on the information preaently available. (REYES) 

stArr 'I!'·JIIIt As stated earlier, on OCtober 17, 1996, Forest 
Hills filed its responae to Order No. PSC-96-1226-FOF-WS, issued 
Bepte~r 27, 1996, in Docket No. 960178-WS. Order No. PSC-96-
1226-POF-WS required Forest Hilla to show ~auae in writing why its 
rates should not be adjusted to reflect the reduction in purchased 
bulk water and/or wastewater costa in Pasco County. 

In its written reapon8e to tbe show cause order, Forest Hills 
contends that tbe aecODd ordering paragraph of Order No. PSC-96-
1226-POF-WS, which requires each utility to file the information 
required by Rule 25-30.425(1) (a) through (f), Florida 
Administrative Code, along with a calculation of the rate 
reduction, is contrary to the Com.ission•s decision at agenda and 
tbe filing of that inforution prior to a determination of what, if 
any, rate reduction is appropriate is pre.ature and a waste of the 
utility's ti•, resources, and consulting fees. FUrther, the 
utility requests a waiver of that provision of the Order until such 
time as a determination is made as to the amount, if any, of a rate 
reduction for the utility's systema. 

When this issue was first addressed by the Com.ission at the 
September 3. 1996 Agenct. Conference, llUCh discuasion centered 
around the alleged i..ateriality of the proposed decreases. A 
review of the tape of that agenda conference indicates that the 
Coalftission waa concerned about spending valuable time and resource's 
on these proposed reductions when they may in fact be immaterial. 
This concern cul•inated in the Commission•• decision to r~•ire 
each of the affected utilities to show cause Why their rates should 
not be reduced. The C011aiasion decided to formally require the 
utilities to ~rovide this information rather than having staff 
informally confer with the utilities to determine the materiality 
of the proposed decreases. It is clear from the Commission's 
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ditcn&llion at agenda that the COftlmiaaion intended for ita show 
GiUie order to elicit the necessary information from the utility 
wh~Gh would allow the materiality of the proposed decrease to be 

~Y~luated. That infor.ation is set out in Rule 25-30.425(1) (a) 
throuth (f), Florida Administrative Oode. Staff believes the Order 
correctly reflects the Ccanieaion'a decision to require the utility 
co file the information which would substantiate its immateriality 
allegations. Accordingly, staff believes that the utility should 
have filed that information in accordance with the terms of the 
Order. 

Order No. PSC-96-1226-POF-WS clearly states, •For purposes of 
determining whether a rate adjuat .. nt is appropriate, each utility 
1hall file the information required by Rule 25-30.425(1) (a) through 
(f), rlorida Administrative Code, along with a calculation of the 
rate decrease.• Forest Hills has failed to provide this 
1nforution in ita response to the show cause order. Instead. 
Porelt Hilla si~ly .akes the same legal arguments and unsupported 
Mlltgationa it did at the September 3, 1996 Agenda Conference. 

The utility has bad a~le opportunity to either voluntarily 
1~1e .. nt the decrease or to provide documentation to support its 
allttationt of i..ateriality. When staff first ~ aware of the 
bulk rate decrease by Pasco County, staff i-.ediately advised each 
of the affected utilities of the option of using the pass- through 
1tatute to adjust ita rates. Forest Hilla failed to respond. 
rurthermore, at the September 3, 1996 Agenda Conference, Forest 
HUll raiHCI an alleg•tion of iaaateriality, but failed to provide 
•nr docu .. ntation or other evidence which would support that 
al ogation. Finally, Forest Hilla hal failed to provide any 
IUpportint docu-.ntation in ita response to the show cause order. 
ltaff believes that the three opportunities provided to the utility 
to either voluntarily reduce ita rates or to provide the CO..iaaion 
with documentation which would support its allegation of 
iftllllteriaUty are .are than adequate. There.fore, staff recommends 
Chat the Ocr isaion deny the utility's request for a waiver of that 
provi1ion of the Order and recommends that the Com.isaion reach a 
aeciaion regarding the proposed decrease baaed on the information 
protontly available. 
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ISSQB 2: Does the Commission have the authority to reduce Fores t 
Hills Utilities, Inc . 's rates to reflect a reduction in purchased 
water and/or wastewater coats? 

fRIIMRY pm ••TI(II: The Coanisai on has the authorit y to reduce 
Forest Hilla Utilities, Inc.'s rates to reflect a reduct i on I u 
purchased water and/or wastewater costs only if the utility meets 
or exceeds the minimum of its authorized range of return on equity . 
(REYES) 

ALIMP'I'I pm I QTI(II: Yea, the Commission has the authority t o 
reduce Forest Hilla Utilities , Inc .'s rates because Section 
367.081(4) (b), Florida Statutes, requir~ a utility ' s rates t o be 
reduced to reflect a reduction in purchased water and/or wastewater 
costs. (RBYBS) 

PBIIMIX I'Dft' JR'·DII: The utility asserts in its response that it 
disagrees with the proposition that the Commission has the 
statutory authority to require a decrease in rates of a regulated 
utility ba8ed upon a decrease in the coat of bulk service received 
from a govern.ental provider. The utility further asserts that i t 
does not believe the Commission may reduce rates under Section 
367.081(4)(b), Florida Statutes, or any other statutory sect ion 
without first determining that overearnings exist. 

Section 367 . 081(4) (b), Florida Statutes, provides in part : 

The approved rates of any utility which 
receives all or any portion of its utility 
service from a governmental authority or from 
a water or wastewater utility regulated by the 
Commission and which rediatributea that 
service to ita utility customers shall be 
automatically increased or decreased without 
hearing, upon verified notice to the 
Commission 45 days prior to ita i~lementation 
of the increase or decrease that the rates 
charged by the governmental authority or other 
utility have changed . (emphasis added) 

This statute establishes a procedure by which certain 
operating costa incurred by wat,er and wastewater utilities are 
passed through to the utility's cuatoaera without further action by 
the Ca.iasion. The statute mandates that the utility's rates 
shall be auta.atically increased or decreased upon verified notice 
to tbe Commission . 
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The language in Section 167.081 (4) (b) , Florida Statutes, 
clearly and unambiguously addresses both decreases and increases . 
In prior decisions, the Ca..isaion baa found that rate reductions 
associated with decreases in the rates for purchased water and/or 
wastewater service are appropriate. In these cases, however, the 
utility initiated the proceeding. By Order No. 11026, issued July 
26, 1982, in Docket No. 820264 -w, the Coaniaaion approved a 
reduction in the rates for Florida Water Service, Inc . to pass
through a decrease in the pu1chaaed water rate charged to Florida 
Water service, Inc. by ita supplier, Village of Palm Springs. In 
addition, by Order No. 20728, issued February 13, 1989, in Docket 
NO. 890049-SU, the CO..iaaion approved a rate reduction for Hudson 
Utilities, Inc. using the limited proceeding statute to pass
through a reduction in the coat of purchased sewage treatment by 
Pasco County. 

Noticeably absent froe this statute ia any language vesting 
the C~iaaion with discretion in the implementation of pass
through increa .. a or decrea .. a. Specifically, the statute states 
that the utility' a rates •shall be automatically increased or 
decreased without hearing ... • • Section 367.081(4) (b), F!~rida 
Statutes. Therefore, the COIIIIIliaaion has no discretion to deny 
pass-through increa .. a or decrea .. a once notice ia given to the 
Co..iaaion. This interpretation is supported by the statute's 
legislative history which indicates that the legislature intended 
to allow utilities to pass increased coats on to conau.era sooner 
than the law in effect at that time allowed. SB 297, 6th Leg., 
Spec. and 2nd Seas., 1910 Fla. Seas. Law Ch. 80-99 (enacted). 
Obviously, the goal was to keep the utility whole by providing a 
mechanism whereby the utility could recoup certain increased costa 
without resort to a rate case. 

The statute further provides that the rates shall be 
automatically increased or decreased upon verified notice to the 
Com.ission 45 days prior to ita implementation of the increase or 
decrease. The statute i• unclear because it does not specify 
whether the utility's initiation of the pass-through process is 
.. ndatory or per.iaaive. 

The utility has argued that decreases should only be required 
in the event that the utility is overearning at the tiM the 
decrease occurs. Wbile staff agrees that decreases should be 
i~lemented when a utility ia overearning, aa stated earlier, staff 
believes a .ore restrictive interpretation of the statute is 
requ.ired. 
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It is a basic tenet of statutory construction that statutes 
will not be interpreted so as to yield an absurd result. kit 
Dorsey y. State, 402 So . 2d 1178 (Fla. 1981) . The practical 
application of pri .. ry staff's interpretation of the statute is to 
reduce the utility's rates to reflect the reduction in purchased 
water and/or wastewater costa so long aa the utility is not 
underearning. Staff recognizes that an interpretation which would 
re~Ji re a utility that is underearning to reduce rates when certain 
decreases occur is not practi cal because such an action serves only 
to preserve an undesirable situation. Arguably, t he customers of 
such a utility benefit by the utility retaining the revenue stream 
and in doing 80 aitigating ita loss position. Not only does this 
reduce financial pressure on the utility, but it may al110 forestall 
future rate proceedings. 

However, when the utility is within ita authorized range of 
return, staff believes that the utility should have no discretion 
in its initiation of decreases and any reduction should be passed 
through. If a utility is already earning within ita authorized 
range, decreasing rates in accordance with the decrease in costs 
will leave the utility in the same earnings position and will 
benefit cuata.era through a rate reduction. In fact, a reduction 
in coats without a corresponding reduction in revenues could 
conceivably result in creating an overearninga situation. In any 
event, if a utility within its authorized range does not decrease 
ita rates cOIIIIDenaurate with ita decrease in costa, the utility 
clearly gains and the customers clearly lose. If the utility does 
implement a corresponding decrease in rates, the utility is no 
worse off from an earnings stand point and the customers receive 
the benefit of the reduction in purchased coats to which they are 
rightfully entitled. Prom a policy perspective, this is a 
preferred re•ult because it is fair, just, and equitable. 

As to the Commission's authority to require regulated 
utilities to decrease their rates, contrary to the utility' s 
assertions, staff believes that the Ca..ission is vested with the 
authority to order a reduction in rates when the utility fails to 
initiate a decrease pursuant to Section 367.081(4) (b), Florida 
Statutes. Section 367.011(2), Florida Statutes, vesta the 
Commission with the exclusive jurisdiction over each utility with 
respect to ita authority, service, and rates. Section 367.121, 
Florida Statutes, provides that the ec-iasion shall have the power 
to prescribe fair aad rea110nable rates and to do all things 
necessary or convenient to the full and ca.plete exercise of its 
jurisdiction and the enforcement of ita orders and requirements. 
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Staff aleo believe• that the Commission may address such 
decrease• in a limited proceeding purauant to Section 367.0822(1), 
Florida Statute•. Section 367.0822 (1) , Florida Statutes. 
specifically allow• the Commission on its own motion to require a 
rate adjuat .. nt if a matter is within its jurisdiction. Clearly, 
the Commiaaion haa exclusive jurisdiction over each regulated 
utility with respect to rates. see Section 367.011(2), Florida 
Statutes. Furthermore, Section 367.0822, Florida Statutes, 
provides that if the issue of rate of return is not apecifically 
addreaaed in the limited proe•eding, the Commission may adjust 
rate• so long as the adjuat.ant does not effect a change in the 
utility's last authorized rate of return. Paaa-through increases 
and decrea .. a have no effect on a utility's earning• becauae the 
change in revenue equals the change in expenae. In other words, 
paaa-through inc~..e• ~ decrease• are earning• neutral, and the 
utility's rate of return ia not affected by a paaa-through 
adjuat~~~ent. Therefore, the Ca-iaaion may properly order auch 
pasa-through adjuat•nta pursuant to Section 367.0822, Florida 
Statutes. Purtben10re, staff notea that the Coaaisaion has 
previously ordered a paas-through rate reduction in a limited 
proceeding. See Order No. 20728. 

Ba.ad on the foregoing, staff believe• that it ia appropriate 
for the On iaaion to require pasa-through decreases in the event 
that the utility .aets or exceeds the •inimu. of its authorized 
range of return on equity to reflect the reduction in purchaaed 
water and/or wastewater coats to bulk water and/or wastewater 
cuatomers in Pasco County. 

aLXfM!Irl Ill" IIILXIJI: For the sake of brevity, the atatute has 
not been reatated here. For purpoHs of clarification, the 
difference bet-*«n staff's primary and alternate reecw•endations is 
that alternate staff believes that paas-through decreaHa ahould be 
required regardlesa of the utility's earnings level. 

8ection 367.081(C)(b), Florida Statutes, provides that the 
rates shall be auta.atieally increaaed or decreaaed •upon verified 
notice to the Ccr n iuion 45 days prior to ita i~~pl~tation of the 
increaae or decreaae .. . . • Abeent any diacretionary language, 
the statute can be interpreted as giving riee to an iNplied duty on 
the part of the utility to provide the Commission with verified 
notice and to ·initiate auch increase• and decreases when they 
becocne effective. As it relates to passing through increased 
costa, this duty coincides with the utility's reaponsibility to 
keep itself whole, thereby maintaining its own financial viability. 
Further, a8 it relates to passing through decreased coats, this 
duty provide• symmetry within the statute and recognizes that the 
consumers, not the utility, •re entitled to the benefit• of such 
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decreases. Failure to pass-through the decreased costs to the 
consumer would result in a windfall to the utility. 

Furthermore, such a non-discretionary interpretation of the 
atatute is in keeping with the overall purpose of Chapter 367, 
Florida Statutes, which is to vest in one entity, the Flo:-ida 
Public Service C~iasion, exclusive jurisdiction over the rates 
charged by investor-owned utilities and the duty to set just, fair, 
and reasonable rates. As re~nized by the court in GTE Fla. Ipc. 
y. Clark, 668 So.2d 971, 972 (Fla. 1996), •utility ratemaking is a 
matter of fairness. Equity requires that both ratepayers and 
utilities be treated in a ai•ilar unner. • Any interpretation 
which suggests that the utility has discretion in initiating any 
decreases would be in direct contravention of that goal because, as 
a profit seeking entity, the utility will invariably request 
recognition of pass- through increases but not decreases. 
Accordingly, it is not fair or equitable to only recognize pass
through increa .. a without recognizing the pass-through decreases. 
FurthentOre, such a discretionary grant of authority would be in 
direct opposition to the Commission's exclusive jurisdiction to set 
rates. 

It could be argued that a utility earning less than a fair 
rate of return or within ita authorized range should not be 
required to .. ke an adjustment to reflect a decrease. In fact, 
Forest Hilla argues that such a reduction cannot be ordered without 
the C~iasion first making a deter.ination that failure to pass
through the decreaae will cause the utility to overearn. However, 
such an argument is si~ly without merit because, as stated in the 
pri .. ry analysis, pass-through increases and decreases have no 
effect on a utility's earnings because the change in revenue equals 
the change in expense. In other words, paaa-through increases and 
decreases are earnings neutral, and the utility's rate of return is 
not affected by a pass-through adjust .. nt. Therefore, the utility 
will be in the same relative position after the pass-through 
increase or decrease. In fact, Order No. 11026 states in part, •we 
believe a careful reading of the statute and rule indicates that 
the intent is to leave the utility in the aame relative position 
after the decrease when the law has been c0111plied with. • 

Support for such an arguMnt might be baaed upon Section 
367.081(4)(c), Florida Statutes, which requires a utility to affirm 
under oath that i~l ... nting a change under this aubaection •will 
not cause the utility to exceed the range of its last authorized 
rate of return on equity . • However, such an argument would be 
misguided because it fails to recognize the earnings neutrality of 
pass-through adjust .. nta as explained earlier. Price ind~:::ea, 

which are authori•ed purauant to Section 367,081(4) (a), Florida 
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Statutes, may cause a utility to overearn, but paas-throughs will 
not cause overearninga given their earnings neutrality. Therefore, 
such an argument regarding Section 367.081(4) (c), Florida Statutes, 
does not provide support for an interpretation of utility 
discretion in the initiation of pass-through rate adjustmentA, but 
•rely evidences a latent Ulbi9Uity in thi8 aub8ection. Therefore, 
to re.alve this latent alllbiguity, the intent of paragraph (c) must 
be read aa pertaining only to the index provision in paragraph (a) 
and not the pass-through provision in paragraph (b). Furthermore, 
any citation to the legislative history of Section 367.081(4), 
Florida Statutes, which .. y suggest that paas-through8 are not in 
fact earnings neutral does not change the reality of the dynamics 
of pass-through& but instead merely evidences the legislature's 
oversight of the earnings neutral nature of paaa-througha. 

A review of the legislative history provides no evidence that 
the foregoing statutory interpretation ia in conflict with the 
legislative intent. In fact, the legislative history ia directed 
alaoat exclusively at the ability of the utility to pass-through 
increased coats. Aa stated earlier, it appears that the 
legislature's .. in focus was on providing the utility a mechanism 
whereby certain increaeed costa could be passed on to the utility's 
customers more quickly. Little mention was made of pass-through 
decreases, which leads to the conclusion that decreases were not 
the legislature' a focal point. It is only logical that the 
legislature would focus ita conc:ern on increases given the dynamics 
of a capital econo.y whereby prices are continually increasing and 
very aeldOil clecreaae. However, this should not in any way be 
interpreted aa evidence of legislative intent to vest utilities 
with the ability to reap a windfall at the expense of the public . 

A8 stated earlier in the pri .. ry rec01111endation, staff 
believes that contrary to the utility's assertions, the Commission 
is vested with the au~hority to order a reduction in rates when, as 
here, the utility fails to cocnply with Section 367.081 (4) (b) , 
Florida Statutes. Furthen~ere, aa previously explained, staff 
believes that the c~iaaion .. y address such decreases in a 
limited proceeding pursuant to Section 367.0822(1), Florida 
Statutes. 

Baaed on the foregoing, staff believes that Section 
367. 081(4) (b), Florida Statutes, requires a utility's rates to· be 
reduced to reflect a reduction in purchaeed water and/or wastewater 
coats. Staff further believes that, contrary to the utility• s 
assertions, the Commission does have the authority to require 
Forest Hilla to reduce ita rates to reflect the reduction in 
purchased water costa to bulk water customers in Pasco County. 
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I''PI 3: Should Forest Hills Utilities, Inc.'s rates be reduced to 
reflect a reduction in purchased water costs to bulk water 
customers in Pasco County? 

.. •.• . . ~ . No. Regardless of the Commission's vote in Issue 
1, the reduction in purchased water cost will not change the 
utility's rates. Therefore, no reduction should be required. 
(JOHNSON, MCCASKILL) 

"'!' '!'I!JJI: On April 1, 1996, Pasco County reduced its water 
rate from $2.31 to $2.18. On October 1, 1996, the rate was 
decreased from $2.18 to $2.15. As a result, Pasco County's rate 
was reduced by $0.16 on a prospective basis. 

Forest Hills chose not to reduce its water rates to reflect 
the reduced cost of purchased water. The utility states that for 
1995, it purchased only 188,000 gallons of water from Pasco County 
and that when these purchases are multiplied by Pasco County's 
reduction in charges for water effective October 1, 1996, the 
resulting reduction in costs is less than $30 on an annual basis 
and would have no effect on rates even if made. 

As previously stated in Issue 1, the utility did not file the 
information required by Rule 25-30.425(1) (a) through (f), Florida 
Administrative Code, and the calculation of the rate reduction. 
However, staff was able to determine the reduction based on the 
utility's annual report and the information filed in the utility's 
response. According to the 1995 annual report, the total water 
pumped and purchased was 162,654,000 gallons; however, only 188,000 
gallons or .001156 percent of this amount was purchased from Pasco 
County. The utility sold a total of 149,976,000 gallons of water. 
Based on this information staff calculated an annual revenue 
reduction of $31. 50 ( 188 x $0. 16/ (. 955) ) , or a • 0002 decrease 
($31.50/149,976) in the utility's existing rates. Staff, 
therefore, agrees with the utility's assertion that the reduction 
will have no effect on rates even if made. Therefore, staff 
recommends that no reduction be required. Staff's calculation of 
the reduction is reflected on Schedule No . ·1. 

Staff notes that Forest Hills may be presently overearning. The 
utility's last authorized rate of return was established as 15.87% 
in Docket No. 810176-WS, Order No. 10721, issued April 19, 1982. 
According to the utility's 1995 annual report, the utili t y's 
achieved rftte of return is a negative 1. 25\, with an achieved 
return on equity of a negative 6.36\ on a total company basis. 
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But, it appears that on a stand-alone basis the utility i s 

overearning in the water system division. For 1995, the utility' s 
achieved rate of return for the water system vas 11.46\, with an 
a chieved return on equity of 20.48\. However, the utility is 
earning less than its authorized rate of return in the wastewater 
system. For 1995, the utility's achieved rate of ret urn vas a 
negative 31.89t, with an achieved return on equity of a negative 
71.09\, Staff believes that a utility should be required to reduce 
its rates to reflect a reduction in the cost of purchased wate r i f 

the utility is overearning. However, as previously stated, t he 
purchased water reduction in this case wi ll have no effect on rates 
even if undertaken. Therefore, staff recommends that no reduction 
be required at this time. Staff will, however, review t he 
utility's 1996 annual report for overearninq, and if necessary, a 
separate docket will be opened to address the issue of any 
potential overearnings for this utility. 
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ISSUI t: Does the Commission have the authority to require Forest 
Hills Utilities, Inc. to refund excess purchased water costs 
collected from April 1, 1996 to the effective date of the new 
rates? 

: Yes, the Commission has the authority to require 
Forest Hilla Utilities, Inc. to refund excess purchased water coats 
collected free April 1, 1996 to the effective date of the new 
rates. (UYBS) 

STAPF IIILJIII: Forest Hills argues that even if the Commission 
determines that it has the authority to require such reductions, 
the Oommiaaion .may not require a retroactive reduction in rates to 
the date of the decrease in coats. Forest Hills contends such 
action would plainly constitute retroactive rateuking and is 
contrary to law. 

Staff believes that such a reduction would not constitute 
retroactive rat...ting. Retroactive ratemaking only occurs when a 
new rate ia applied to prior consumption. Sec Citizcpe of State y. 
fublic lorvise Q ie1ion, 448 S0.2d 1024 (Fla. 1984); Qulf Pqwor 
co. y. Cre•fl, tlO So. 2d 492 (Fla. 1982) . 

If the Cclmmission determines that the decrease should have 
been passed through by the utility when it became effective and 
requires the utility to implement the pass-through decrease with an 
effective date of April 1, 19.96, the Commission's action does not 
constitute retroactive ratemaking. Because the utility failed to 
pass-through the decreased costa when they became effective, the 
utility will have collected rates free its eustoeers to which it 
was not lawfully entitled. '11le cuatoeers are entitled to a refund 
of the excess rates they have been charged by this utility . 
Ordering a refund of these excess charge• does not constitute 
retroactive rate.aking in staff's opinion . 

•This is not a case where a new rate is requested and then 
applied retroactively.• QTE Fla. Inc. y. Clark, 668 So. 2d 971, 
972 (Fla. 1996). Any refund required in these circumstances would 
be designed simply to return to the customers the excess charges 
which the utility was not entitled to collect. Failure to require 
a refund results in an inequity to the customers and a windfall to 
the utility. Such a result is in direct contravention of the 
legislative mandate that rates should be fair, just, and 
reasonable. 

- 14 -
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The utility further argues that pass-through decrea.es may not 

be given a retroactive effective date because pass-through 
increases have historically only been applied prospectively. 
However, a retroactive application of decreases is supported by 
policy considerations, vhereas a retroactive application of 
increases is not. 

Pass-through decreases should be applied retroactively because 
the responsibility of notifying the Commission of a pass-through 
rate adjustment lies vith utility and not the customer. If 
decreases are only applied prospectively, the utility vill receive 
a vindfall in the fora of excess revenue& vhich vill neceasarily 
accompany any delay in notifying the COftlllission of a decrease. 
This creates an incentive for the utility to forestall recognition 
of the pa88-through adjustment for as long as possible. Increases, 
on the other hand, should only be applied prospectively because the 
utility's cuat~rs 11.ust be given notice .and an opportunity to 
adjust consU~~Ption before the adjustment is imple~~ented. This 
result also serves to provide an incentive for the utility to 
i..ediately i~l ... nt increases, thereby preventing the utility's 
financial viability free being eroded by increased purchased coats. 
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IIIQI 1: Should Forest Hills Utility, Inc . be required to refund 
excess purchased water costs collected from April 1, 1996 t o the 
effective date of the new rates? : 

: No, Forest Hills Utilities should not be required 
to refund the $31. SO windfall resulting from the reduction in 
purchased water expense. (JOHNSON) 

'ft" 'R'QII: The amount of revenue potentially subject t o 
refund in this case is $31 . 50 on an annualized basis. This is the 
amount of reduced expense that results from the reduction in 
purchased water costs from Pasco County. As noted in Issue 3, this 
amount would only translate to a $0.0002 rate reduction; therefore, 
staff has recommended that no rate reduction is necessary. 

Staff believes the rate reduction issue and the question of 
refunds are separate issues. However, in this case the conclusions 
are the same, i.e., that no refund should be made. 

A hypothetical example could be constructed that would make 
the total dollars in question much larger but still not be large 
enough to effect rates. In such a case either a refund or some 
adjustment such as a one time credit to CIAC could be made. In the 
instant case, it would most likely be more costly to account for it 
than to simply recognize it as immaterial. 

In rate setting, it is not possible to exactly achieve the 
revenue requirement because the gallons consumed and rounding rates 
to the penny does not allow that level of precision. Staff 
calculates rates as close as possible to the revenue requirement 
(the difference may not exceed 1\), and the customers or the 
utility receive the benefit of that imprecision. Generally, staff 
considers these amounts to be immaterial, and no further adjustment 
need be made. In this ease, an expense has decreased, and the 
utility enjoys the benefit of that decrease. However, staff views 
$31.50 over the course of a year to be an immaterial amount and in 
the same vein as rounding errors. Therefore, staff recommends that 
no refund or other adjustment be made. Staff will review the 
utility's annual report for 1996 and future years to assure that 
overearning is not taking place. 
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• 
lllpl 1: Should this docket be closed? 

• • • ... • • t 'I .• Upon expiration of the protest period, if a timely 
protest is not received from a substantially affected person, the 
docket should be closed. (REYES) 

!II!! '!''!Ill: Upon expiration of the protes t pe r i od, i f a time ly 
p rotest j s not r eceive d from a s ubst.ant iaJJ y a l Cected pe r son, t he 
docket should be closed. 
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• ICHfDI..U NO. 1 

PUM GAll OIUGI! PAIS 1HROUGH CAI.ClUliONI J 
lfiUI.:HME:OWAlllt CALCULATION _______ w_aTER 

PURCHASED WATER COSTS ANNUALIZED AT OLD RATE 

PURCHASED WATER COSTS ANNUALIZED AT NEW RATE 

LESS ACTUAL PURCHASED WATER COSTS 
(OlD RATE • $2.31, NEW RATE • $2.15, GAL. PUR. 188,000) 

DIVIDED BY EXPANSION FACTOR FOR RAFS 

DECREASE IN PURCHASED WATER COSTS 
DIVIDE BY GALLONS WATER SOLD 

DOLLAR CHANGE TO GALLONAGE CHARGE ONt. Y 

- 18-

• (434.28) 

404.20 

$ ___ (30.08) 

____ 0.955 

(31 .50) 
149,988 

s ___ (0.0002) 
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