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NOTICE OF PROPOSED AGENCY ACTION 
ORDER APPROVING SETTLEMENT PROPOSAL OF 

ALOHA UTILITIES, INC . 

ORDER RESOLVING SHOW CAUSE PROCEEDING 

BY THE COMMISSION : 

NOTICE is hereby given by the Florida Public Service 
Commission that the action discussed herein approving Aloha 
Utilities , Inc . 's offer of settlement and requiring no refund is 
preliminary in nature and will become final unless a person whose 
interests are substantially affected files a petition for a formal 
proceeding , pursuant to Rule 25-22 . 029 , Florida Administrative 
Code . 

BACKGROUND 

Section 367 . 081 (4) (b), Florida Statutes , provides that the 
approved rates of any utility which receives all or any portion of 
i ts utility service from a governmental authority or from a wa ter 
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 Commission 45 days prior to its implementation of the 
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increase o r decrease that the rates charged by tbe governmental 

authority or other utility have changed . 

On December 12, 1995 , after a public hearing, the Pasco County 

Board of County Commissioners approved a rate change for all 

customers encompassing 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 staf: 

received from Pas co County copies of the notices it sent to 

utilities regulated by the Florida Public Service Commission (PSC ) , 

advising the utilities of the bulk water and/or wastewater rate 

change . There are nine PSC regulated utilities which purchase 

water a nd/or wastewater from Pasco County . According to the 

notice , Pasco County extended the January 1, 1996 effective date 

until April 1, 1 996 in order to allow the utilities sufficient time 

t o 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 Section 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 , 

s taff sent letters to the nine affected utilities regarding the 

Pa sco 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 o ther pass- through adjustment could be filed 

separately t o be effective for October 1, 1996 . 

Only three of the nine (Utilities Inc . of Florida , Betmar 

Utilities, Inc. and Jasmine Lakes Utilities Corporation) filed for 

a pass-through rate r eduction . Another utility, Virginia City 

Utilities, Inc. (Virginia City) had a staff assisted rate case in 

Docket No. 9 60625-WU, through which the county ' s decreased rates 

were incorporated . By Order No. PSC - 96-1226-FOF-WS, issued 

September 27 , 1996 , in Docket No. 960878-WS, the remaining five 

utilities, Hudson Utilities , Inc . , d/b/a, Hudson Bay Company 
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(Hudson ) ; Forest Hills Utili ties, Inc . (Forest Hills) ; Mad Hatter 
Utilities, Inc . (MHU ) ; Alo h a Uti l i ties , I nc . (Aloha or utility ) ; 
and Southern States Utilities , Inc . (SSU) were ordered to show 
cause in writing why their ra tes sho u l d not be a d justed , effective 
April 1, 1996 , t o reflec t the reduction in purc hased water and /or 

wastewater cost s to bulk water and/or wastewater customers in Pasco 
County . Order No. PSC-96-122 6-FOF-WS a l s o required the utilities 
to file the informatio n r e quired b y Rule 25- 30 .4 25(1 ) (a) th r ough 
(f), Flo rida Administ ra t ive Code, a long with a calculation of Lhe 
rate reduction. By Or der No . PSC- 97 - 0458-FOF-SU , issued Apri l 22 , 
1997, in Docket No . 9 61 417- SU , we ordered that no refund wa s 
appropriate for Hudson Utilities, Inc . Further , by Order No . PSC-
97-0457-FOF-WU, issued Apri l 22 , 1 997 , i n Docket No . 961428 - SU , we 
ordered that no reduction in r at e s was r equired for Forest Hills . 
However, to date, no decis i on has been made in the cases of MH U, 
Aloha , and SSU. 

On October 17, 1996, Aloha filed i ts response to the show 
cause order. In its res ponse , Aloha requested a waiver of that 
provision of the order requiring it to file the info rmation 
required by Rule 2 5 - 30 .4 25(1) (a) through (f) , Florida 
Administrative Code, along with a calculation of the rate 
reduction. In a dditio n, t o the extent t hat we propose to require 
a refund for a system other t han Alo ha Gardens water system and to 
the exten t we propose t o re t r o a c tively apply any reduction based 
upon the reduced cost of pu r c hase d wa t e r, Aloha requested a hearing 
in order to address the l egal and f actual issues underlying any 
such proposed reductio n. 

At the April 1 , 1997 age nda c o nference , after much discussion , 
we deferred this item t o a l l o w add i t iona l time for review of the 
settlement proposal offered by the utili ty in its October 17 , 1996 
response to the show cause o rder . In addition , the utility was 
required to provide separate rate ba se a nd net ope r ating income 
statement information f o r 1995 for its Aloha Gardens and Seven 
Springs water and wastewater systems, in order f or us to determ1ne 
the achieved rate of return separate l y for each s ystem . On April 
16, 1997 , the utility provided a revised settlemen t p r oposal which 
included rate base and operating income s tatement calculations for 
the Aloha Gardens wat er and wastewa t e r systems f or 1995 and act~al 
1 996 purchases of water from Pasco County fo r the Aloha Gardens 
water system. 
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Aloha is a Class A water and wastewa t er u t ility providing 
service in Pasc o County. The u t i l i t y c o nsists of two distinct 
service areas , Aloha Gardens and Seve n Sp rings . These ser vice 
areas are physically divided by U. S . Highwa y 19, the major 

north/south highway through Pinellas and Pa sco Counties . According 
to Aloha's 1995 annual report, the utility serves a pproximately 
10,710 water and 10 , 207 wastewater customers fo r bot h service 
areas. The utility ' s gross annua l o pe ratin g r evenue for both 
service areas was $1 , 755 , 3 87 and $ 2 , 236 , 585 f or the wate r and 
wa stewater sys tems , respectively . The utility r eported net 
operating revenue of $8 5 , 106 for the water system and $6 , 758 for 
the wastewater system . 

REQUEST FOR WAIVER 

In its written respo n se to t he show cause o rde r , Al o ha 
c ontends that the seco nd orde ring pa r ag r aph of Order No . PSC - 96-
1226-FOF-WS, which requires e ach u tili ty to file the information 
required by Rule 25-30 . 425( 1 ) (a) t h rough (f ) , Florida 
Administrative Code , alo ng wi th a calcula tio n of the r ate 
reduction , is contrary t o the ou r decision at agenda and the filing 
of that information prior to a d e termi nat i on of what , if any , r at e 
reduction is appropriate is premature and a waste of the utility ' s 
time, resources , and consulting fees . Further , the utility 
requested a waiver of t hat provi s i on o f the Order until such time 
as a determination is made as t o the amount , if any , of a rate 
reduction for the utility's systems . Howe ver , because we were able 
to obtain the necessary and pertinen t information from other 
independent sources, we find tha t t h is issue is now moot , and a 
decision regarding the utility's r e ques t is no longer r equi r ed . 

THE UTILITY ' S OFFER OF SETTLEMENT 

Aloha operates the Seven Spr i ngs wa t er and wastewater s yste ms 
and the Aloha Gardens wa ter and wastewate r s ystems . These s ystems 
operate under separate sets of rates and t o tally s epa r ate phys i c a l 
operations within Pasco County . As stated e ar l ier , on October 17 , 
1996, Aloha filed its response to Order No . PSC- 96- 1226- FOF-WS . I n 
its response , the utility provided a narrative assessment o f each 
system, proposing to reduce its rates for the Aloh a Gard e ns wa ter 
system on a prospective basis. No reduc tion was proposed f o r t he 
Seven Springs water and Aloha Garde ns wastewater systems . The 
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Seven Springs wastewater system does not purc.hase any bulk 
wastewater treatment from Pasco County . 

The utility asserts in its response that it disagrees with the 
proposition that this Commission has the statutory authority to 
require a decrease in rates of a regulated utility based upon a 
decrease in the cost of bulk service received from a governm~ntal 
provider. The utility further asserts that it does not believe 
this Commission may reduce rates under Section 367 . 081 (4 ) (b ) , 
Florida Statutes, or any other statutory sect~on without first 
determining that overearnings exist. 

We believe, however, that this Commission 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. We further believe that it is appropriate for this 
Commission to require pass- through decreases in the event that the 
utility meets or exceeds the minimum of its autho rized range o f 
return on equity to reflect the reduction in purchased water and / or 
wastewater costs to bulk water and/or wastewater customers in Pasco 
County . This is consistent wit h our decisions in the cases of 
Hudson Utilities, Inc. , Docket No . 961417 - SU , Order No . PSC-97 -
0458- FOF-SU and Forest Hills Utilities, Inc. , Docket No . 961428-SU , 
Order No . PSC-97-0457- FOF-WU , both issued April 22 , 1997 . 

In the absence of the utility filing the information required 
by Rule 25-30.425 (1) (a) through (f) , Florida Administrative Code , 
we originally used information obtained from the Pasco County 
Utility Department (Pasco County) and the utility ' s 1995 annual 
report to develop an approximate calculation of the reduction . As 
stated earlier, at the April 1 , 1997 agenda conference, we deferred 
this item to allow additional time for review of the settlement 
proposal offered by the utility in its October 17 , 1996 response to 
the show cause order . In addition , the utility was required to 
file separate rate base and net operating income statements for its 
Aloha Gardens and Seven Springs water and wa stewater systems for 
1995 in order for us to determine the achieved return on equity 
separately for each system. 

On April 16, 1997 , the utility filed a revised settlement 
proposal which included actual purchased water costs for the Aloha 
Gardens water system for 1996 and a rate base and net operating 
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income statement f o r the Aloha Gardens water and wastewater system . 
Based on the informatio n pro vided , we were able to determine the 
utility's achieved return o n equ ity f o r each system for 1995 . Our 
analysis of each of the sys t ems is s et f orth below . 

Seven Springs Wate r System 

The utility d i d not p r ovide an y new o r updated information on 
this system in its April 16, 1997 sett lement proposal . However , in 
its October 17 , 1996 response , t h e ut i lity presented the following 
arguments regarding why its r ate s should not be reduced for the 
Seven Springs system . According t o the utility , the Seven Springs 
water system purchases o nly a s ma l l portion of its water from Pasco 
County . The uti l ity stated that in 1995 the utility ' s purchases 
increased to 61 mi llio n gallo n s f or t he calendar year , by far the 
highest level e ver purchase d by t h e ut il i ty . Further , the utility 
stated that as a result of t he a ddition of t wo additional source of 
supply wells by the Seven Sp ring s water system in late 1995 , the 
utility purchased only 2 , 086 , 000 gallons of water from Pasco County 
in the first e i ght mon t hs o f 1996. The utility expected the 1996 
level of purchased water t o be c ont inued on a p r ospective basis . 
In addition, the utility stat ed t h at on an annualized basis Aloha , 
therefore, will purchase no more than appr o x imately 3 million 
gallons of water from Pasc o County yearly . 

The utility also stated that even with the reduction in water 
costs effective October 1 , 1996, ($ . 16 f r om the rate in effect in 
1995) the total impact of the reduction at 3 million gallons a year 
will be only $480 on an annual basis. The utility stated that the 
reduction under any such pas s - t hroug h , therefore , would be so 
immaterial as not to affect rates at all and su r ely cost more to 
process t han the total reduction t o be passed-through . 
Furthermore , the utility stated that it should be noted that the 
cost of water purchased from Pasco County has ne ver been r ecognized 
in the rates of the Seven Springs water s ystem . Finally , the 
utility stated that the interconnection was made only in recent 
years in order to allow for emergenc y purchases during peak 
periods, but those purchases were antic i pated to be immaterial on 
a going forward basis because o f the addition of t wo new supply 
wells in late 1995. Based on these facts , the uti l ity stated that 
no pass-through reduction of purchased wate r costs for the Seven 
Springs water system was appropriate . 
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As previously stated, in the absence of the utility filing the 
information required by Rule 25 - 30 .4 25 (1) (a) through (f) , Florida 
Administrat i ve Code , we used information obtained from Pasco County 
and the utility ' s 1995 annual report to develop an approximate 
calculation of the reduction . We calculated the decreased cost in 
purchased water using the most recent purchases from Pasco County 
for the twelve month period October , 1995 to September , 1996 . For 
the period October , 1 995 to March , 1996 , the utility purchased 
5 , 104 , 000 gallons of water , and for the period April 1 , 1996 , t o 
September , 1996, the utility purchased 3 , 632 , 000 gallons of water 
from Pasco County. Therefore , for the period October , 1995 to 
September 1996, the utility purchased a total of 8 , 736 , 000 gallons 
of water from Pasco County . We did not have consumption data for 
the period October , 1995 to September , 1996; therefore , we used the 
total gallon s of water sold during 1995 as a reasonable proxy . The 
utility ' s 1995 annual report indicates that 730 , 584 , 000 gallons of 
water was sold during 1995 . 

On April 1, 1996, Pasco County ' s bulk water rate was reduced 
from $2.31 ~o $2 . 18 per thousand gallons . On October 1 , 1996 , the 
rate was further reduced to $2 . 15 . Therefore , on a prospective 
basis , Pasco County 's bulk water rate wa s reduced by $ . 16 . We 
calculated the decrease in purchased water cost to be the 
difference in the purchased water cost at the old rate (5 , 104 x 
$2 . 31 plus 3,632 x $2.18 ) , or $19 , 708 ; and the purchased water cost 
at the new r ate (8 , 736 x $2 . 15) , or $18 , 782 . As a result , the 
decrease i n purchased water cost was calculated to be $926 . The 
decreased purchased water cost was then divided by the expansion 
factor for regulator y assessment fees ( . 955) to determine the total 
decrease of $970 . The revenue decrease wa s divided by the gallons 
of water sold ($970/730 , 584) to determine the dollar decrease to 
the gallonage charge of less than $ . 01 , or $ . 001 per thousand 
gallons of water sold. Our calculation is shown on Schedule No. 1 . 

As sta t ed earlier, we believe that a utility's rates should be 
reduced to reflect a reduction in purchased water and/or wastewater 
costs in the event that the utility meets or exceeds the minimum of 
its authorized range of return on egui ty . This system ' s last 
authorized rate of return on e quity was established as 10%, by 
Order No. 9278, issued March 11 , 1980 , in Docket No . 7707 20-WS . 
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The utility ' s 1995 annual report reflects an a~hieved rate of 
return of 9.91%, with an achieved return on equity of 12 . 73% , on a 

combined system basis for Aloha ' s water systems for 1995; however , 
this information was not provided separately for each water system . 

At the April 1, 1997 agenda conference , we required the utility t o 
file separate rate base and net income statements for the Seven 
Springs system in order for us to determine its achieved rate of 
return on equity. On April 16, 1997 , the utility provided a 

separate rate base and net income calculation for the Al oha Gardens 
water system. Howeve r , this information was not provided for the 
Seven Springs water system. But, by comparing the separate 
information provided for the Aloha Gardens water system to the 
combined system total in the utility ' s 1995 annual report , we were 
able to determine that the Seven Springs water system achieved a 
rate of return of 10.07% for 1995. Based on this rate of return , 
the utility's achieved return on equity wa s calculated to be 
13.10%. 

Since the utility ' s achieved return on equity exceeds the 
minimum of its authorized range of return on equity , a reduction in 
rates wo uld be required. However, we find that the calculated 
reduction of $970 is immaterial and will have no effect on rates 
even if implemented. Therefore, we hereby approve the utility ' s 
s ettlement proposal that no reduction be required for the Seven 
Springs water system . 

In addition , we note that the utility states that the cost of 
water from Pasco County has never been recognized in the rates of 
Seven Springs. While it appears that there has not been a rate 
proceeding in which the Pasco County purchased water costs have 
been included in the rate calculation, we believe that to the 
extent that the utility is earning its authorized rat2 of return on 
equity for the Seven Springs water system, those costs are 
effectively being recovered through the utility ' s rates. Further, 
since it appears that the utility may be exceeding the range of its 
last authorized rate of return on equity for this system, we will 
review the utility ' s 1996 annual report to determine if a reduction 
should be made in the overall rates for the utility . 
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Aloha Gardens Water System 

In its October 17, 1996 response, the utility stated that the 
Aloha Gardens water system purchases approximately 2/3 of its water 
from Pasco County . In addition, the utility stated that during 
1995, the utility experienced a return of 5 . 5% on its rate base . 
Further, the utility stated that because the Aloha Gardens water 
system has a relatively small rate base , the cost r eduction on an 
annualized basis for purchased water would result in a $16 , 000 
savings based on 1995 purchases . The utility, therefore, stated 
that while the utility believes that the pass- through statute does 
not authorize this Commission to require such a reduction, the 
utility does agree that there is a potential for overearnings in 
1996 as a result of this decrease in costs . Finally , the utility 
stated that it is apparent, however, that some portion of this 
reduced costs will only bring the utility closer to , or up to , its 
authorized rate of return ; however, in order to avoid responding to 
detailed inquiries and litigation in this matter and the costs 
occasioned thereby, the utility is willing to reduce rates on a 
prospective basis only for the entire cost reduction based upon the 
1995 purchases of water in its Aloha Gardens water system . The 
utility stated that this would constitute a reductio n of 
approximately $16,000 to $18 , 000 in annual reven~e. 

In its April 16, 1997 settlement proposal , the utility revised 
or updated its proposed offer of settlement based upon actual 
information for 1996 . The utility provided actual 1996 purchases 
of water from Pasco County and a calculation of the actual 1996 
costs savings from April 1, 1996 to December, 1996 and the 
annualized cost savings resulting from the reduced cost to the 
utility of the purchased water . In addition , the utility provided 
a rate base and net income statement calculation for the Aloha 
Gardens water system. The information showed that the utility 
purchased 105,638 , 000 gallons of water from Pasco County i n 1996 . 
On April 1 , 1996 , Pasco County ' s bulk water rate was reduced from 
$2 . 31 to $2 . 18 per thousand gallons . On October 1, 1996, the rate 
was further reduced to $2.15. The utility calculated the proposed 
reduction of $17,701 by multiplying the total thousands of gallons 
purchased {105 , 638) by $.16, the difference in the old purchased 
water rate and the new rate {$2 . 31 - $2.15 ) . The result wa s a 
reduction of $16, 904 . This amount was then ad justed for regulatory 
assessment fees at 4 . 5%, resulting in a total reduction of $17 ,7 01 . 
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The utility sold 142 , 122,000 gallons of water . As a r esult , the 
proposed r ate decrease was calculated to be S. 12 per thousand 
gallons ($17,701/142 , 122) . We agree with the utility ' s 
calculation. Our calculation is reflected on Schedule No. 2 . 

As stated previ ously, we believe that a utility ' s rates should 
be reduced to reflect a reduction in purchased water and/or 
wastewater costs in the event that the utility meets or exceeds the 
minimum of its authorized range of return on equity. This system ' s 
last authorized rate of return on equity was established as 10 ~ by 
Order No . 9256 , issued February 20, 1980 , in Docket No . 790027 -WS . 
The utility ' s 1995 annual report ref lects an achieved rate of 
return of 9 . 91%, with an achieved return on equity of 12 . 73%, on a 
total company basis for the water systems for 1995 ; however, this 
information was not provided separately for each water divisio n . 
However, as previously stated , at the April 1 , 1997 agenda 
conference , we required the utility to file a separate rate base 
and net income statement for the Aloha Gardens water system in 
order to determine its achieved rate of return on equity. This 
information was provided in the utility ' s Apri l 16, 1997 settlement 
proposal. The information provided indicates that the Aloha 
Gardens water system achieved a rate of return of 5 .4 5% for 1995. 
Based on this rate of return, we calculate that the utility 
achieved a return on equity of 2 . 52%. Because the utility does not 
meet or exceed the minimum of its authorized range of return on 
equity, no reduction would be required. 

However , as previously stated, the utility indicated that the 
water system, while earning below its authorized rate of return, 
has the potential to overearn with even relatively small changes i~ 

expenses because of its small rate base . Therefore, in order to 
avoid responding to detailed inquiries and litigation in this 
mat ter and the costs occasioned thereby, the utility propo ses to 
reduce the Aloha Gardens ' water rates by the entire cost reduction 
of $17,701 or $ . 12 per thousand gallons on a going-forward basis . 
The utility was not able to provide detailed 1996 information for 
the Aloha Gardens water system at this time to determine the actual 
amount of overearnings for 1996. That information wil l be provided 
in the filing of the utility's 1996 annual report on May 30 , 1997. 
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We have reviewed the info r mation p rovided b y _the utility in 
its April 16, 1997 s ettleme n t p ropos al and concur with the 
utility ' s calc ulatio n o f cos t s a vings and the rate reduction . We , 
therefore , find it appropri a te t o approve the utility ' s settlement 

proposal to reduce t he r a t es f o r the Aloha Gardens water system by 
$17 , 701 or $ . 1 2 per thousand ga l l o n s o n a going-forward basis . 

In addition to a djusting its water rates , the utility shall 
file revised t arif f sheets along with a proposed customer notice 
r e flec ting the a ppropriate rates and the r eason for the reduction . 
The rates shall b e effective f o r service r endered as of the stamped 
appro val date o n the tarif f sheets prov ided the customers have 
received notice . The tariff s heets shall be approved upon staff ' s 
verif ication t hat the tariffs are consistent with our decision and 

that the cus t omer notice is adequate . The utility shall provide 
proof of the date notice was given within 10 days after the date of 

the notic e. 

If the effec tive date of t he new rates falls with in a regular 
billing c ycle, t he i nitial bills at the new rates may be prorated . 
The old c harge s ha l l be p rorated based on the number of days in the 
billing cycle befo r e t he effect i ve date of the new rates . The new 

charge shall be pro rated based on the number of days in the billing 
cycle on or after the e f f ective date of the new rates . In no event 
shall the rates be effective for service rendered prior to the 
stamped appro va l da te . 

Aloha Gardens Wastewa te r System 

The utility did not pro v ide updated information for this 
system in i t s settleme nt prop os al of April 16 , 1997 . However , the 
utility stated in it s October 17 , 1996 response thcs t the Aloha 
Gardens wastewater sys t e m pu r c hases all of its wastewater t r eatment 
from Pasco County; however, t ha t system is operating at a 21 % loss 
for calendar year 1995 . In additio n , the utilit y stated that even 
with the reduction in cos t s o c c a sioned b y the r ed t..ced cost of 
purchased wastewater treat me nt , t he system will still operate at a 
4% loss on a prospect ive b a s i s . Further, the utility stated that 
not only is the util i ty no t a c h ieving its authorized rate of 
return , it is not even breaki ng even a nd will not break even based 
upon the reduc tion in c osts of purchased wastewater treatment from 
Pasco Co unty. Finally, the utility stated that the rates 
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established for this utility are presumed reasonable until 
demonstrated otherwise , and the utility stated that neither the 
pass-through mechanism or any other mechanism can serve to r educe 
a utility's rates so that it is kept in the same loss position as 
existed prior to a reduct i on in costs . Additionally, the utility 
stated that this cannot be the conclusion reached by this 
Commission either as a result of the reading of the plain wording 
of the pass-through or other statutory sections of Chapter 367 or 
of general regulatory theory . Therefore , based on the above facts , 
the utility stated that no negative pass-through is appropriate for 
the Aloha Gardens wastewater system . 

As previously stated, in the absence of the utility filing the 
information required by Rule 25- 30 . 4 25 ( 1) (a) through (f) , Florida 
Administrative Code , we used information obtained from Pasco County 
and the utility's 1995 annual report to develop an approximate 
calculation of the reduction. Using the most recent purchases from 
Pasco County for the twelve month period ended December 31 , 1995 , 
we have calculated the decreased cost in purchased wastewater 
treatment. Fo r the period ended December 31 , 1995 , the utility 
purchased 188 , 230 , 000 gallons of wastewa ter treatment from Pasco 
County. The utility sold 188 , 230 , 000 gallons of wastewater 
treatment for the same time period . On April 1 , 1996 , Pasco 
County ' s bulk wastewater rate was reduced from $3 . 11 to $2 . 20 . On 
October 1, 1996, the rate was increased to $2 . 23 . Therefore , on a 
prospective basis, Pasco County ' s bulk wastewater rate was reduced 
by $.88 . 

We have calculated the decrease in purchased wa stewater 
treatment cost to be the difference in the purchased was tewater 
treatment cost at the old rate (188 , 230 x $3.11) and the purchased 
wastewater treatment cost at the new rate (188 , 230 x $2 . 23) . As a 
result , the decrease in purchased wastewater treatment cost was 
calculated to be $165,642 ($585 , 395 - $419 , 753). The decreased 
purchased wastewater treatment cost was then divided by the 
expansion factor for regulatory assessment fees ( . 955) to determine 
the total decrease of $173,447 . The revenue decrease was divided 
by the gallons of wastewater treatment sold ($173 , 447/1 88 , 230) to 
determine the dollar decrease to the gallonage charge of $ . 92 . 
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We believe that a utility ' s rates should be reduced to reflect 

a reduction in purchased water and/or wastewater co~ts in the event 
that the utility meets or exceeds the minimum of its last 
authorized range of return on equity. This system ' s last 

authorized rate of return on equity was established as 12 . 69%, with 
a range of 11.69% to 13.69%, by Order No . PSC-92 - 0578-FOF- SU , 
issued June 29 , 1992, in Docket No . 910540-SU. The utility's 1995 
annual report reflects an achieved rate of return of . 73% , with an 
achieved return on equity of a negative 8 . 29%, on a total company 
basis for the wastewater systems for 1995 ; however, this 
information was not provided separately for each waste.,.later system . 

However , as previously stated , at the April 1 , 1997 agenda 
conference, we required the utility to file a separate rate base 
and net income statement for the Aloha Gardens wastewa te r system in 
order to determine its achieved return on equity . This information 
was provided in the utility's April 16, 1997 settlement proposal . 
The information provided indicates that the Aloha Gardens 
wastewater system achieved a negative rate of return of 21 . 14% for 
1995 . Based on this rate of return, we calculate that the ut1lity 
achieved a negative return on equity of 58 . 04% . Therefore , because 
the utility does not meet or exceed the minimum of its authorized 
range of return on equity, we find that no reduction is necessary . 
Further , we note that even if no reduction is made , based on 1995 
data, the system's overall rate of return would be 7 .1 0% , with a 
6 . 29% return on equity . As such, the utility still would not meet 
or exceed the minimum of its authorized rate of return on equity , 
and no reduction would be appropriate. 

Based on the above , we find it appropriate to approve the 
utility ' s settlement proposal that no reduction be required for the 
Aloha Gardens wastewater system . 

REFUND 

The amount of revenue potentially subject to refund for the 
Seven Springs Water system in this case is $970 on an annualized 
basis . This is the amount of reduced expense that results from the 
r eduction in purchased water costs from Pasco County . As noted 
earlier, this amount would only translate to a $ . 001 rate 
red uction ; therefore , we have determined that no rate reduction is 

necessary . 
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We believe the rate reductio n i s sue and the q uestion of 
refunds are separate issues . However , i n this case ·the conclusions 
are the same, i.e., tha t no refu nd shou l d be made . 

A hypothetical example could b e constructed that would make 
the total dollars in ques t ion mu ch la r ge r but still not be large 
enough to effect rates . In such a case , either a r efund or some 
adjustment such as a one t i me c redit to CIAC could be made . In the 
instant case, it would mos t likel y b e more costly to account for it 
than to simply recognize it a s immaterial . 

In rate setting, it i s not possib le to exactly achieve the 
revenue requirement because the gallons consumed and rounding rates 
to the penny does no t al low t hat level of precision . We calculate 
rates as close as possible t o the r evenue requirement (the 
difference ma y not exceed 1 %) , and the customers or the utility 
receive the benefit of t hat i mp r ecision . Generally , we consider 
these amounts t o be immate ri a l , a nd no further a djustment need be 
made. In this case , an e x pens e has decreased , and the utility 
enj o ys the benef i t of that decrease . Howe ver , we v iew $970 over 
the course of a year t o be a n immaterial amount and in the same 
vein as rounding errors ; the r efore , we find that no refund is 
appropriate. We wil l rev iew the utility ' s annual r eport for 1996 
and future years to assure that o verea rn ings is not occurring . 

The Aloha Gardens water and wastewater system earned less than 
the minimum of its las t a ut ho r ized ra te of return on equity . 
Therefore, we determi n e d that no reduction was appropriate ; 
accordingly, we find that no refund is appropriate . 

CLOS I NG OF DOCKET 

Upon expiration of the prote st period , if a timely protest is 

not received from a subs tantially affected per son , and upon 
verification that the utility has r e du c e d i ts r a t es to reflect t h e 
reduction in purchased water c o s ts t o b u l k water c ustome r s in Pa sco 
County and upon the utility's fi ling of a nd staff ' s a pproval of the 
proposed customer notice and the r evised tar iff sheets , this docket 
shall be closed. 

Based on the foregoing, it i s 
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ORDERED by the Flo rida Public Service Corrunission that the 
offer of settlement of Aloha Utilities, Inc . proposi~g no reduction 
in rates for the Seven Springs water system to reflect the decrease 
in purchased water costs to bulk water c ustomers in Pasco County is 
hereby approved . It is further 

ORDERED that the offer of settlement of Aloha Utilities , Inc . 
proposing no reduction in rates for the Aloha Gardens wastewater 
system to reflect the decrease in purchased wastewater costs to 
bulk wastewater customers in Pasco County is hereby approved . It 
is further 

ORDERED that the offer of set tlement of Aloha Utilities , Inc . 
to reduce the rates for the Aloha Gardens water system on a 
prospective basis by $17,701 or $ . 12 per thousand gallons of water 
is hereby approved . It is further 

ORDERED that the rate decrease approved herein shall be 
effective for service rendered on or after the stamped approval 
date of the revised tariff sheets . It is further 

ORDERED that, prior to implementation of the rate decredse 
approved herein , Aloha Utili ties, Inc . shall submit a proposed 
customer notice explaining the decreased rates and the reaso ns 
therefor . It is further 

ORDERED that , prior to the implementation of the rate decrease 
approved herein , Aloha Utilities, Inc. shall submit and have 
approved revised tariff sheets . Th e revised tariff sheets will be 
a pproved upon staff's verification that they are consistent with 
this Corrunission ' s decision and that the proposed customer notice is 
adequate. It is further 

ORDERED that each of the findings made in the body of this 
Order is hereby approved in every respect . It is further 

ORDERED that all matters contained in the schedules attached 
hereto are incorporated herein by reference. It is further 

ORDERED that the provisions of this Order , issued as proposed 
agency action, shall become final and effective unless an 
appropriate petition, in the form provide d by Rule 25-22 . 036 , 
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Florida Administrative Code , is received by the Director , Division 
of Records and Reporting , 2540 Shumard Oak Boulevard, Tallahassee , 
Florida 32399- 0850 , by the close of business on the date set forth 
in the "Not i ce of Further Proceedings or Judicial Reviewu attached 

hereto . It is further 

ORDERED that upon expiration of the protest p eriod , if a 
timely protest is not received from a substantially affected 
perso n , and upon verification that the utility has reduced its 
rates to reflect the reduction in purchased water costs to bulk 

water customers in Pasco County and upon the utility ' s filing of 
and staff ' s approval of the proposed customer notice and the 

revised tarif f sheets , this docket shall be closed . 

By ORDER of the Florida Public Service Commission , this 11th 
day of June , ~. 

BLANCA S . BAY6, Directo 
Division of Records and Reporting 

( SEAL) 

BLR 
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NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW 

The Florida Public Service Commission is required by Section 
120. 569 {1), Florida Statutes, to notify parties of any 
administrative hearing or judicial review of Commission orders that 
is available under Sections 120 . 57 or 120.68, Florida Statutes , as 
well as the procedures and time limits that apply . This notice 
should not be construed to mean all r equests for an administrative 
hearing or judicial r e vie w will be granted or result in the relief 
sought. 

Mediation may be available on a 
mediation i s conducted, it does not 
interested person's right to a hearing. 

case-by-case basis. If 
affect a substantially 

The action proposed herein approving Aloha Utilities, Inc.'s 
of f er of settlement and requiring no refund is preliminary in 
nature and will not become effective or final, except as provided 
by Rule 25-22 . 029, Florida Administrative Code. Any person whose 
substantial interests are affected by the action proposed by this 
order may file a petit ion for a formal proceeding , 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 Administrat ive 
Code. This petition must be r eceived by the Director, Division of 
Records and Reporting, 2540 Shumard Oak Boulevard, Tallahassee , 
Florida 32399-0850, by the close of business on July 2 , 1997 . 

In the a bsence of such a petition, this order shall become 
effective on the day subsequent to the above date as provided by 
Rule 25-22.029 {6 ) , Florida Administrative Code. 

Any objection or protest filed in this docket before the 
issuance date of this order is considered abandoned unless :it 
satisfies t he f o regoing conditions and is renewed within the 
specified protest period. 

If this order becomes final and effective on the da te 
described above, any party substantially affected may request 
judicial review by the Florida Supreme Court in the case of an 
electric, gas or telephone utility or by the Firs t District Court 
of Appeal in the case of a water or wastewater utility by filing a 
notice of appeal with the Director, Division of Records and 
Reporting and filing a copy of the notice of appeal and the filing 
fee with the appropriate court . This filing must be completed 
within thirty {30) days of the e ffective date of this order , 
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pursuant to Rule 9.110, Florida Rules of Appellate Procedure. The 
notice of appeal must be in the form specified in Rule 9.900(a ) , 
Florida Rules of Appellate Procedure. 
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ALOHA UTILI TIES , INC . 
SEVEN SPRINGS WATER DIVISION 

PURE GALLONAGE CHARGE PASS THROUGH CALCULATION 

PURCHASED WATER COST CALCULATION 

PURCHASED WATER COSTS AT OLD RATE 

LESS PURCHASED WATER COSTS AT NEW RATE 

DECREASE IN PURCHASED WATER COSTS 

DIVIDE BY EXPANSION FACTOR FOR RAF 

DECREASE IN PURCHASED WATER COSTS 

DIVIDE BY GALLONS SOLD 

DOLLAR CHANGE TO GALLONAGE CHARGE ONLY 

Schedule No. ~ 

WATER 

$ 19 , 708 

{18 , 782) 

926 

. 955 

$ 970 

730 , 584 

$ 0 . 00 
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ALOHA UTILITIES I INC. 
ALOHA GARDENS WATER DIVISION 

PURE GALLONAGE CHARGE PASS THROUGH CALCULATION 

PURCHASED WATER COST CALCULATION 

PURCHASED WATER COSTS AT OLD RATE 

LESS PURCHASED WATER COSTS AT NEW RATE 

DECREASE IN PURCHASED WATER COSTS 

DIVIDE BY EXPANS ION FACTOR FOR RAF 

DECREASE IN PURCHASED WATER COSTS 

DI VIDE BY GALLONS SOLD 

DOLLAR CHANGE TO GALLONAGE CHARGE ONLY 

Schedule No . 2 

WATER 

$244 , 024 

(227 . 120) 

16,904 

. 955 

$17 , 701 

142 , 122 

$ 0 . 12 
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