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CKArRHAN JOHNSON: We are going to go ahead and 

begi n the proceedings. 

MS. MOOR£ : Counsel . 

CHAIRMAN JOHNSON: Counsel. 

Chri s, r don ' t bel ieve your mike is on . 

HS. HOORE: Excuse me. Would you like me to 

read the minutes ? 

CHAIRMAN JOHNSON: Yes. 

MS. MOORE : This hearing is being held pursuant 

to a notice ot rule-making tha t was issued on June 

5th, 1998 , and published in the f1o r lda 

Administrative Weekly on June 13th , the flor1da ~ater 

Service Corporat ion ' s r equest Cor hearing . 

There were several other notices changin~ the 

hea r ing date, and all are contained within Composite 

Exhibit No. 1. 

CHAIRMAN JOHNSON : Okay . 

MS. HOOR£: And I am Christiana Moore , appearing 

on behalf o f Commission staff. 

CHAIRMAN JOHNSON: Oka y. We will take 

appearances. 

HR. ARMSTRONG: Brian Ar~trong, florida Water 

Services Corpora tion. 

CHAIRMAN JOHNSON : Yes. 
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Corporation . The other person here sitting at the 

table with ua i s Jeffery Wi l son with florida Water 

Rate rund. 

HR. BURGESS: Steve Burgess with the Public 

Counsel's off ice . 

CHAIRMAN JOHNSON: Any other preliminary 

matters? 
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MS. MOOR£: Commission stafC that are here and 

will be speaking a£e Robert Casey and Greg Shafer. 

CHAIRMAN JOHNSON: Okay. Anything else? 

MS. MOORE : Just like to have Composite Exhibit 

13 1 enteted into the r ecord, and everybody has a copy. 

14 It contains all the not i ces in the rule and the 

l ~ parties' comments t hat sta!f , florida Water Servi ce 

16 and Public Counsel. 

17 CHAIRMAN JOHNSON : Okay. ~e wi ll identify 1 t as 

18 Staff Composite Exhibit 1. 

19 CHAIRMAN JOHNSON : Consisting o f 13 tabbed 

20 items. And we will admit i t at this ti me Wlthout 

21 objection. 

22 MS. MOORE: Thank you . 

23 (Whereupon, Staff Composite Exhibi t No . I was 

24 marked for identi f ication and received i nto evldencu .J 

CHAIRMAN JOHNSON : Anything abe? 
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the staff presenting a very short summary of the 

rule , and t hen perhaps the pa r ticipants can do their 

p r esenta tions . 

CHAI RMAN JOHNSON: Okay . I understand, becaus~ 

i t' s i n the cont~xt of a rule hearing, that there l S 

no need to s wear anyone in . The re will just be 

discussion and dla logue on the issues being raised. 

MS . MOORE : We bel ieve that ' s su(f l cient . 

CHAIRMAN JOH NSON: Okay. We will begin with the 

s taff o verview. 

MR. CASEY : The amendments t o Rule 25-30 . 420 , 

the price index r ule. codify requirements ! o r the 

Agency to mail copies of the order establ : shing thP 

annual price index to each utility; specifies wh•t 

the index will be applied to, and what the Agency 

will consider in establishi ng the 1ndex; requ1res the 

utility to furnish identiflcatloro and permit numbers; 

and requires the utility t o have a cer t ain annual 

report on file before notifying the Agency o f a price 

index increase . 

Some changes were also made ~o r espond LO 

comments made by the JAPC. The amendments t o Rul e 

25-30 . 425 , which io the pass-throuqh r ule, r equ 1re 

additional information from an ut i l i ty, updatu the 
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clarify existing language. 

In addition, staff believes the proposed 

official date of filing change c an be stricken, since 

the existing language has not been the subject of a 

dispute. 

CHAIRMAN JOHNSON : Okay. 

MS. MOORE: There was not a statement of 

estimated regulatory cost prepared, so there is no 

need to give a summary of it. The reason it was not 

prepared is there is no anticipated significant 

increase or impact; and, therefore, a statement i s 

not required. 

CHAIRMAN JOHNSON: Thank you . That will be 

noted t or the record. 

Then are we prepared to go to the parties? 

MS. MOORE: Yes . 

CHAIRMAN JOHNSOH: Mr. Armstrong. 

MR. ARMSTRONG: Thank you , Madame Chair. 

Florida Water has several comments regard1ng tho 

proposal as it relates to the pass-through provi sion. 

CHAIRMAN JOHNSON: Okay. 

MR. ARMSTRONG: 1 ~hink -- 1 don't think anybod y 

would dispute that the purpose of the pass-through 

provision is to mitigate the need Cor full blo wn raL u 
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t hereby mitigating qui~e a few things that 

justifiably should be mitigated at a ll cost. Stat! 

effort, company ef!ort, cos t, et cetera, ct cc,era. 
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In the presenta t ion from staff today, you have 

one demonstrat ion, one hypothetical presented, which 

resul ts in what could be perceived as a benefit t o a 

utility under t he current situation , as rega rds to 

paes-chroughs. But I think it 's necessary to point 

out that there are ~ny, ~any hypothetl cals that 

would be -- exactly conf lict with the hypothetica l 

presented to y~u and tho staff preaenta~ ion . 

OnP of those hypothetica ls that 1 can present 

wi t hout using numbers, and that's what 1 would l l ~e 

to do, o r two without using numbers; and then give 

you a demonstration o f a hypothetical tha t uses 

nWIIbera. 

The f irst exampl e would be a s ituati on where, 

three years ago, there was on increase In pur chos~ 

water cost. Two years ago, there was a decreo~e In 

purchase water coat . Tho year -- a year aqo , tho•~ 

was no decreaee or no increase. And then in the 

present year , the utility experiences another 

increase in purcheso water coat. 

Under the state example, the stoft scenario has 
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at the increase in the present , you acknowledge the 

dec reases in tho past -- that would be a decrease 

that occurred t wo years ago -- and you iqnore the 

inc rease that occurred three years ago , absolutely 

ignore it . 
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Anothe r situation might be where, th r ee years 

ago, ther e was a decrease in a purchase water cost. 

follow a year later, which would be two years ago, by 

an increase. A year ago, nothing happens . So you 

have a decrease, then an increase , then noth1nq. And 

then you have an increase this year in a purchase 

~A la r cost. So the company files a pass-through. 

Under the proposed method to be used by staff, 

you would ignore the increase that happened two years 

ago, but you would jump back and go Lo the dccroase 

that occurred three years ago, a 1 usc that as an 

offset to the current change in -~ ~~, that ' s proposed 

in th~ way o! a pass- through. 

Now, u~ing some numbers to give some numbers 

that we can work with, and sto! ! had provided one 

example in their presentation. But 1! we have a rate 

case that occura three years ago -- and a rot~ hau 

established a purchase water or $1.00 per thousand 

gallons, say. And then tho next year, we have an 
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thousand gallons. The next year, there is a dec r ease 

that knocks the purchase wa t er cost down !rom $1.20 

to $1.15 . The next year, there is an increase, and 

we go back up to $1 . 25. 

If under the utilities methodology, as used and 

as required by the statutes, at least under ~urrent 

thinking, is the utility would go in and f ile a 

pass-through for purchase water cost that is equal to 

the delta between the $1.25 curren t cost and t he cost 

of a year ago, which, under my e~ample, wou l d have 

been $1.15. So there is a del t a there of 10 cents. 

And tha t ' s what we look t o recove r. Current coal 

authorized in that ra t e case was $1 . 00. We would odd 

10 cents to i t, and en~ up wi th $1.10 per thousand 

gallons. 

What staff is proposing here -- what is reported 

by the Office of Public Counsel ls that we look a t 

the delta from the present ra le o f $1. 25 , we look at 

what the rate was when it was a dec rease ~own to 

$1.15, and we have a 10 cent delta. However, they 

al so would t ake another step and go back a nother year 

when there was a decrease trom $1 . 20 down t o 51 . 15 

and s ay we hove got to take awoy another 25 cents. 

So instead of a 10 c ent delta, we only have a f i ve 
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Now, as a p r actical matter, you apply that five 

cents to the ex i s ting ra t e case authorized charge of 

$1,00, and you come out with Sl.OS . Under the 

hypothetical, the current cost per thousand gallons 

is $1 . 25 . The utility is asking for Sl.lO. so they 

are not even asking for fu l l recovery of the curren t 

cost. But what the staff is propos~nq, and who~ OPC 

would propose, is that the company only be permitted 

to recover $1. 05 . 

Now, I suggest that i3 just as real a 

demonst r ation -- and I would think even more likely 

to occur than the presentation and tho hypothe~lcal 

presenteo by staff. 

And one thing I did discuss just briefly and 

just before the hearing started today, and that is 

just a concept of, we would hope that when as these 

rule-makings -- that obviously t~ere are advocA~es 

here, and 1 am one o f them, the company is one o f 

them-- obviously, Public Counsel has their role ot 

advocates -- but what we would hope to see Js more o! 

what a staff presents right up front to a Commission 

and everybody two examples, two hypotheticols thot 

are very easily described as what I did here, where 

not only do you seo the one example where ~he ulllity 
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examples, we had util i ties suffering under Lhe 

current situation. 

lfe believe --

CIIAIRHAN JOHNSON: Mr. J\rm!ltrong . 

MR. ARMSTRONG : Yes. 

CHAIRMAN JOHNSON: The example that yo~ just 

provided, is that i n here anywhe r e? 

MR. ARMSTRONG: No, it's not. It ' s r.ot in the 

pre-filed comments. 

CHAIRMAN JOHNSON: Okay . I dldn ' L -- okay. 

Are we going to have --

11 

MR. ARMSTRONG: I wish it had been. We can get 

that t o you. 

CHAIRMAN JOHNSON: Il ' s a good example. 

MR. ARMSTRONG: Sure, we can present tha t . 

But, again - - and, you know, 1 guess we just 

want t o reiterate every point we can regarding , you 

know, the statute, the Consti tution of the United 

States, the Const itut ion of <lorida ~equ lro a !air 

and equitable t r eatment to the customers and tho 

company. And wha t we p~rce lve as a 1s a 

cont i guous retrenching to the point o f what can occur 

t hat keepa rates aa low aa possible and can benefit 

cuatomera through thoae lower ra tes . 
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advocates, I would hope tha t we would start t o see 

t ~ ~ point where it's not coming from your staff, and 

i t ia certainly ~ot coming from the Co·.unission. But 

rather, let's look a~ all the facets lore and ~ot 

pick the one aide and address one side where it 

slowly reduces rates . 

Now, that brings us to a comment regarding the 

OPC 's comments, whore they do focu s on the word 

chanqe. And I think it ' s -- it ' s a qood comment . 

The statute says, a change in rates. And that ' s what 

you should focus on. And, again, brioCly , we talked 

about this a li t tle while ago with your staff , if 

it's the change in rates that you're supposed to be 

looking at, under my hypothetical, the change is from 

$1.00 per thousand to $1.25 per thousand gallons. 

That's the change. 

The way we have been working it is t he way I 

described, where we 90 in after the three years, and 

we oak for the difference between Sl.OO and $1 . 10. 

Now, I think it's-- 1 think it ' s a distinct 

poasibility that wha t we should be looking at is the 

difference between $1.00 and $1.25. And that could 

be explored and should be explored, because I think 

that really gives c redence t o the word change as used 
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This relates t o Florida Water, 1 am not sure how 

many other utilities. But , you know, we do have a 

banding going on with Flori da Water, banding ln the 

rate at r uctuie. And that magnifies the problem that 

we eee if there is to be this netting of dec reases 

only, because under that bandi ng -- and we ac tual l y 

e xperienced thia sever al yea r s ago when we had 

uniform rates the company nets out the incr eases 

and decreases and won't file for any pass-throughs, 

unless there is an incrementa l increase . 

Wel l , if -- not on l y ls there a complicatio n 

with the banda , because as the Commission sa i d , we 

are going to stay withi n t he bands o! t he 

paaa-thruughs -- not onl y is the r e a compl icaLion 

when you are having t o look at six , seven , ho we ver 

many systems are in that band ; but there is a f u r t her 

complication and a further detr i ment t o util ities 

such as ours, which woul d do t ha t net ti ng ove r a 

period of a couple of years, fi ud that there are 

decreases, but there are also i nc reases. But they 

basically offset, are no t enough t o go in !o r anolher 

rate increase. 

And then when we do rua li~o -- h ll Lha t ye4r 

where there is a signi f icant inc rease , ne t increase 
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is go back and f ind those places where, prior t o that 

time, we had netted, and it was insigni ficant t o 

diff erence. But we are going to go back and pic k out 

the decreases. And we are going to pick out those 

decreases under wha t 's being proposed ~t this po int , 

and end up being hurt. 

Now, I think the key, and what we tried t o say 

and l think the Commission acknowledged bac k in 

the Pasco County situation, at least as t o the 

Florida Water end several other util i t1es - - I s tha t 

the key ia overearning. Is the utility overearning? 

Just -- I guess i t was Wednesday of this week, you 

know, I was at a Florida Waterworks meeting. There 

were 20 or so individuals there that represent•~ more 

than 20 utilities1 and I asked a question, knowing 

that I was coming today , how many of you all 

represent utilities or work for uttlit l es where you 

have had overe• r nings aitua t t on i n the last 10 years ? 

And out of those 20 people there , the re •·~• ona 

person who had represented mul tiple ·•tt l ll y systems . 

And one of thoee systems in the past 10 years had had 

a PSC finding of overearning. Out o! all the 

hundred•, if not thoueands, whatever number it i s o r 

utilities you have out there that you regulate and 



1 

2 

3 

4 

5 

6 

1 

8 

9 

10 

11 

12 

13 

14 

15 

16 

11 

18 

19 

20 

~1 

22 

23 

24 

25 

there are several lawyers t hat represented multiple 

clients, there was only that one instance. 

15 

So it seems l i ke this r ule unnecessarily 

complicates a situat ion . And I have re itera ted ov~r 

and over again that the method proposed in the rule 

constitutes a netting. And I know it can very easil y 

be said, if that's not proposed in the rule, wha t s 

proposed in the r ule ia f iling the lnformal10n only. 

But I guess that's one t hing where we ' d li ke t o 

hear -- I mean, we know what staff's proposal 1a, 

wha t they would do with this i nformation , and that 

would be to net. And that' a really wha t we 11re 

addressing, and that's wha t we are moat concerned 

about; you know, particularly, because I jusL want to 

reiterate. you know, the s tatute ce rlainly seems lo 

have the purpose o! mitigaLinq the need f or rate 

increases. And thet'a certainly the way we use the 

statute. And we have looked at a total company and 

not come in piecemeal with only the Increases. And 

we think that it the methodology, which miqhl nol bo 

set forth in rule, but whi ch is being proposed ia 

adopted, that ell that can happen is we wou ld see 

additional needa toe rate fi lings In the future. 

COHKISSION£R CLARK: Hr . Armstrong , where are 
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HR. ARMSTRONG: Excuse me? 

COMMISSIOt~ER CLARK : Where is th 1 s requirement 

in the rule that you're concerned about? 

HR. ARMSTRONG: Just the filing o f the three 

historic years? 

COMMISSIONER CLARK: Right. Where is tha t? 

HR. ARMSTRONG: Okay. 

COMMISSIONER CLARK: I see it. It's ( 11 (a) --

30. 425. 

16 

MR. ARMSTRONG: Yes . Ill (e ) -- 25-30 .425(1) (a ). 

COMMISSIONER CLARK: And because it ' s you r view 

that there is no doub t what wo int end to do with It , 

this rule is in erro r -- you have no doubt that there 

i s going to be a netting; therefore, we have no 

authority t O do it? 

MR. ARMSTRONG: Well, I can't say there IS no 

doubt; but I don 't want to Commissioners , we want 

to get on the record what our roncerns were, because , 

obviously, we don't want it to be said later on, you 

didn ' t prepare, you didn't have any comments about 

the rule. 

COMMISSIONER CLARK: Okay. 

COMMISSIONER DEASON: Let me ask Mr . Armstrong a 

queation. 
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you qavo, 

chanqes in purchase water coet that the util1ty chose 

not to implement any o! those pasa-througha until the 

last year; and then it would be limited t o the 

difference between lhe 1.25 and the 1 .1 5, and that 

would be addoo to tho origina l 1.00 that was -· 1 

quess when rates were set? 

HR. ARMSTRONG: Right. 

COMMISSIONER DEASON: Okay . But , ob'llously, you 

would have the ability t o do it year·by-year It you 

so chose; is that correc t ? 

HR. ARMSTRONG: Yes, Commissioner. 

COkHISSIONER DE~SON: Okay. Let me a s k you 

this, i ! you had done it the Ci rst year, you would 

have been entitled to a 20 cent increase, correct? 

MR. ARMSTRONG : Yes. Under my hypothetical, 

sure. 

COMMISSIONER DEASON: All right. And then the 

next year, there wae a decrease , bur there would have 

been no requirement to pass that thr ough, unless 

there were overearnings; is that right? 

HR. ARMSTRONG: Right. 

COMMISSIONER DEASON: Okay . ~nd thon in the 

laet year, when it goea to 1.2~. ~hot ora you 

entitled to there, the difference between 1.25 and 
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KR. ARKSTRONG: 1! the company wer• !ilinq in 

year thr ee? 

COMMl SSlONER DEASON: Yes. 

MR. ARMSTRONG: Well, I know what wo would do , 

which is we would toke the 1.20 and the 1.25. 

18 

COMMISSIONER DEASON: So that you would add 

that, being o delta of five, and you would add i t to 

your 1.20 to come up to 1.257 

HR. ARKSTRONG: Right. 

COMMISSIONER DEASON: But is it possible that 

someone could request the difference bet ween 1.2~ and 

1.15 fo r a delta of 10, and then add that to 1 . 20 to 

get a rate of 1.30? 

HR. ARKSTRONC: I -- 1 know 1t's possible. 

know it's possible. 

COMMISSIONER DEASOII: But you wou ld aqree that 

that really is you would aqree that tha t's real ly 

not necessary, that's not -- you just want t o be made 

whole, correct? 

HR . ARKSTRONG: Yeah. That 's wha t this company 

wants , i s to be made whole. 

We are picking out one cateqory -- and that' s 

the point, too, I guesa. We are pic kinq out one 

cateqory o ! e~epenoo. And wha t we do Is, we tlo lry to 
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company fore you even 

filing . 

Our concern ia, i! we do say that the company is 

subject to a detriment, if you don't file each time 

you have a pasa-through, then it -- what does l t do , 

it causes you ~~ file more o! those pass- throuqha : o r 

it cause s you if you do delay, because yo u don ' t 

want to see rates fluctuating year-to-year- to-yea r, 

and you do delay, then when you come in la ter on , 

you're fa cing -- you won ' t come in with the 

paaa-throughs, you wan t the full blown rate case , 

because you would be facing this nett ing without any 

recoqnit l on ot an increase. 

By that, I mean, our exist ing ra te under my hypo 

would be $1.25. If we followed the pa ss-through way, 

it ' a - - we are contempl ating what your Public Counsel 

is indicating in their concept they would like t o see 

it . We would only recover $1.05, s o that mitigates 

towards filing a full blown rate case . 

COMHISSIONER DEASON: Let me ask sta[C , I know 

that the rule right now is j ust to gel in!ormation ; 

but what are we going to do with that inf o rmation and 

what's the problem we are going to cure with that 

i nforiiUition? 

MR. SHAFER: Commissioners , the cure that we 
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a moment ago, where ~he utility could possibly wind 

up with the $1 . 30 in their rates rather than $1.25. 

All we are trying to do is make sure that there 

is not a double recovery going on, because ot a 

decrease that was not pasted through, followed by o 

subsequent increase that did not take thot decrease 

into account. Hr . A.mstrong's indicated thot his 

company wouldn't do thot. I'm happy to hear that. I 

am not comforted that the remainder of the industry 

would not be in that position. 

And in addition , you know, I certainly can 

appreci ate the total company p1cture approac h. 

However, the atatute limits us on these pass-through 

lte~ to two or three specific categories of 

expenses. That's what wo are directed by the statute 

to look at, and that was the focus of our concern. 

Again, the Commiasion made a dec1s1on •n the 

series of Pasco County cases indicating that we would 

look at earnings before implementing a pass-through 

decrease. While that aeemed like a very 

straightforward concept, when it came to applicotlon 

Cor the particular utllitiea involved in those ca•os , 

what it resulted in was, rather than s1mpliti catl on, 

it added a layer or complexity. 
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pass-through calculat ions on the most cu rrent annua l 

report on file by the ut i lities. When it became 

clear that the earnings issue was going to be 

cons i dered, suddenl y the utilities involved In that 

case -- or at least s everal o f them - - cl~imed that 

the annual report was no t reflective o! their 

earnings pic ture, and that we s houldn ' t be us i ng t hat 

a s a basis, and we were provi ded with additional 

i nformation that required additional sta ff time to 

evaluate. 

The r ule, a t leas t this portion ot the r ule . was 

formulated as a way t o t ry t o avoid t hat particular 

c ircumstance in the futu re. And 

COMMISSIONER DEASON: Wel l, is t his an attempt 

to bypass the requi rement tha t there be an earnings 

t est? 

MR . SHAFER: 1 suppose you could look at it in 

t hat way. It wasn't our i ntent to bypass t he 

Commission's j udgment in t ha t situation , but simply 

to try t o make the effec t i ve of that decision more 

simple to deal wi t h . 

COMMISSIONER D&ASON: And is it your -- J am 

sorry, go ah~ad. 

MR. SHAFER: So i t wouldn ' t be our intent to 
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that being the deaired end on thei r pan. In other 

words, lt we looked at t he s i t ua tion and because 

there had been a dec rease in one of the prior years 

that offset the inc rease, and c r ea ted a attuatlon 

where the rate would be reduced , we have always 

provided the opportunity t o the ut ili t y to wi t hdraw 

their application under those ci r c umstances, so t hat , 

at least, they did not have t o experi ence a re t e 

dec rease. 

COKMlSSlONER DEASON: Well , I mean , Is It -

with the utiliza tion o ! t hi s additional tn formatton , 

would it be your intent o r staff' s i ntent I n the 

example that Hr. Armstronq gave to l imit the company 

to $1 . 05 or to make sure that t hey don ' t qot more 

t han $1. 257 

HR. SHAfER: The intent would be to make su re 

t ha t they di dn 't ge t mor e than $1 . 25 . 

COMM ISSIONER DEASON: Hr . Arms trong , you would 

no t hove a problem wi th tha t , Is t ha t correct , it 

t hat's the intent? 

HR. AIUISTROIIG: No. lt that 's the tn•ont , no. 

Obviously, that's what we see as what should happen 

to that statute is t o t ry to qat to the 1 .2S Wlthout 

a ful l blown rate c asu. 
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extent, and that is that ata!f has always operated 

from the presumption that the utility will file for 

t he increases. That's not something that we have to 

go and drum up business for them to do. And I have 

to wonder if we aren't overstepping our statutory 

confines if we w~r~ to try to go back and make up for 

a series of increases that the utility had not 

previously requested. 

COMMISSIONER DEASON: So that you are saying 

that maybe you would limit to that $1 . 05, then? 

MR. SHAFER: lt'a possible, I mean -

COHMISSIONER bEASON: Okay. Well --

H.R. SllAFER: I haven't considered the 

legality of that. I believe that the statute, In 

some ways, limite us to the changes that occu r within 

a 12-month period. 

COMMISSIONER DEASON: But then-- but tha t's -

but when you go back and consider the reduction that 

took place the year before, that's outs~dc the 

12-mon th F riod. 

MR. SHAFER: Yes, i t la. 

COMMISSIONER DEASON: So- okay. So thcJr 

argument could be that you are not being symmet r ical 

~n the senae that, if you want to go back to a prior 

J 
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increases in prior periods . 
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MR . SHAFER: I ~hink that argumenL could b~ 

made. And what I wvuld suggest to you is that the 

utilities' control the application for these events. 

And 9enerally speaking, we don ' t initiate rate 

increases when the utility hasn't requested ~hem. 

And, you know, I .:ould be reluctant, I guess 

would be the best description, to incorporate 

increases in this mechanism that hadn't been 

previously requested . 

COMMISSIONER DEASON: Well, by this , ore we 

basically, then, encouragi ng utilities to file every 

year, even though they may not find it necessary, buL 

j ust to avoid the penalty o! having a decrease offset 

against increases that weren't asked for? Every time 

there is an increase, they ore going to ask every 

year. That's just guaranteed. 

MR. SHAFER: It wouldn' t-- it is not Stlltf's 

intent to put the utilities in a posi•ion of getting 

a decrease below what the actual cost is in the rate. 

And should that situation arise, I bel1ovu thaL we 

would most certai nly bring it to the Commission ' s 

attention end to the utility's attention in en effort 

to determine what would be the beat way to resolve 
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Now, we have used this like provision since, I 

believe, 1986 , in relation to the ad valorem tax 

pass-thr ough. And, to my knowledge, there hasn't 

been any qreat concern about its application ao lt 

relates to that particular expense. 

CHAIRMAN JOHNSON: Any other questions, 

Commissioners? 

Hr. Armstrong, do you have additi onal 

information? 

25 

HR. ARMSTRONG: No. Just the regular -- the 

company wouldn't -- I wasn't aware of that, and the 

company representatiVes I spoke with weren't aware of 

that, this kind o! thing, this of f setting going on 

with the taxes. And we would have the same conctrns . 

I think it 's the same situation. 

CHAIRMAN JOHNSON: Okay. Anything else from 

Mr. -- is that it for the company then? 

HR. FElL: Yes, ma'am. 

MR. ARMSTRONG: Yes, thank you. 

CHAIRMAN JOHNSON: Okay. 

MR. BURGESS: Commissioners 

CHAIRMAN JOHNSON: Public Counsel. 

MR. BURGESS: The language in the statute, of 

courao , ia juat talking about additional information 
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inferential in anticipation of wha t the Commission is 

going t o do with it, which the Comm!~sion would do as 

it applies the rule tha t's implemented. 

I will t ell you our concern with the way tho 

rule is right now, and it basically tracks the 

concerns staff hae, which i s, let's say, in year one, 

you have a redu~t~on of 20; and in year two, you have 

en increase of 20 from the previous reduced level. 

So that the expenee level is back where you started, 

net gain of zero. 

Hy underetanding is that a utility could choose 

not to come in in year one, has total autonomy over 

that decision, and then come in in year two and got 

an increa~e of 20 in the second year; thus pay1ng 

requiring customers to pay 120 i n the second year l or 

an expense thet ' a 100. That's our concern. 

Those areas that Hr. Armstrong raised, agree 

with them. I don't think tha t it should be a 

situation where a util i ty has a jeopardy based on 

adding one or subtracting one decrease and (a iling to 

recognize that thet'a been offset . And I don ' t want 

to get into the situation where we encourage 

companies to come in t o r a pass-through when they 

otherwise wouldn't, simply to protect themselves from 
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I am not ~ure -- I didn't follow all the 

apecifica of Mr. Armstrong 's various examples, but 1 

do think, though, that you would not -- you are 

limited by the amoun~ of increase in any one • • in 

any one year. In other words , 1f the C ir~t yeaa thot 

a utility comea in and ia , fo r a pass-through, i s the 

thi rd year and that increase fo r that year Is a five, 

for example, that ' s the moat the utility will be able 

to get as increaaed, aimply because the statuto says 

that it shall not -- the utility may not use this 

procedure to increase ita rates as a resu lt of -- ot 

cetera , et cetera -- moro than once wh ich lncroaso 

was initiated more than 12 months before tho f lllng 

by the udli ty. 

So it's limited by what happens as Car as an 

increase by wha t happens ln the last year. But 

think for the moat part, from wha t r am hearing staff 

saying and from what Hr . Armstrong says and !rom what 

my po~ition is, it ' s prett y much the same thing as an 

issue of tairnesa with ~ome llmi tauc.1s belnq os a 

result of you cannot implement a -- it aaye 

specifically an increuoae baeod on something thaL' 11 

occur r ed more than 12 months prior. 

And so I don ' t -- I don't know that thlo 
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expresses. I t's a problem that -- I Lhink he raises 

an equity issue. I think we raise a legitimate 

equity i ssue. And that is, we don 't want compani es 

perhaps Hr. Armstrong's companies would not, but 

we aro concer ned if the law allows a company to come 

in in year two for an increase a!ter 1gnorlng a 

decrease in year one, we think the dec rease should be 

offset, should offset the increase . And wo think the 

statute allows t o r that, because in a previous 

position in the same -- in the same subsection it 

says, the new rates authorized shall reflect the 

amount o l change in tho ad valorem taxoa , eL ce l«H4 . 

So 1 think -- l guess it depends on wha t the 

Commission does when it gets this information. But 

the r ule, itself , is simply a matter o f garnering 

information that's necessary to make an equitable 

decision. 

CHAIRMAN JOHNSON: Any other ques tions, 

Commissioners? 

COMMISSIONER JACOBS: This ln!ormat ion -- I 

gueee I would have a que jtion ! o r Public Counsel. 

HR. BURGESS: Uh-huh. 

COMMISSIONER JACOBS: Wou ld ·- would the three 

years, then, it would identify that conduct whe re you 
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would one year 

in the next year, the offset, but yet we only have a 

filing for the one year. If we saw that , what would 

happen if the -- if the reduction was higher than the 

incr ease. 

HR. BURGESS: If the reduc t i on we r e higher t han 

the increase, l would suggest , if a company files 

that, and as s t aff indi cated, tho company has boon 

liberally given t he opportunity to withdraw filings 

aa they so choose. But it would seem t o me tha t t he 

proper approach f or that part icular potential 

pass-through expense i tem would be if a previous 

year•e doc~eaae is greater Lhan c urrenL yoa r 1 3 

increase. that that decrease -- that the ne t decrease 

would be implemented, but for, 1 gc~ss, there l~ an 

earnings teat associated that would limi t it. aut 1 

would suggest if a company chooses to come i n, t hat , 

yeah , that would be imposed . I t ' s the company ' s 

choice. 

Now, let me go back to one o f what -- li ke fo r 

instance , if there were a ! i rs t year ' s dec r ease and 

the company ignored t hat, and then there is a second 

year ' s increa se that were groate than tho f i r st 

year's decrease and the company lqn~red that, and 

then ca~• in for a third yoar'a i nc r ease and wore 
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' 

intervening year and capture the entirety of the 

offse t that would t ake place from either one . 

COMM ISSIONER J~COBS: Okay. 
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qo 

HR. BURGESS: I realize that ' s none - - none oC 

that' s i n the rule, t hough. The rule j ust 

contemplates t he gathering o f informat i on . 

HS. HOOR£ : Commioaioners , r would suggest 

that -- at least, with the rule tha t would give us 

the informat i on to de t ermi ne the e xtenL of lhe 

problem and whethe r -- I don ' t even ltnow i f we know 

ho~ often ther e are dec r eases . An~ l believe t he 

r ula would at leas t give ua the informa tion to 

determine what i a happening, and it would be the 

Commlaaion that would make the decision on whether 

there i s ac t ually an of!s e t i f the company di~agreed 

with stat! that there ought to be . 

HR. CASEY: In practicalit y, when a utillly 

f il es fo r a n i ndex i n pass- th r ough, if we s~e that 

t here should be a netting , we go ba~k to the ~ompany 

and aay, thla ia wha t we have ca l culated, in whtch 1s 

the netting. If they don ' t ag ree wtth lha l , we would 

come to the Commission. That's in our SOPs . 

CHAI RMAN JOHNSON: Hr . Armstrong. 
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I guess -- and it sounds like ~e ' d all be of the 

opinion that the statute is there -· in a perfec

world, the statute is ther e with the intent of 

gettinq you to the current purchase water cost. And 

that aeema to be what everybody would agree to. 

That ' s what the purpose of thla statute is. 

The question is , if you if you pass this rule 

and the companies don't know what you intend to do 

with the information,, then you put a company a1. lts 

peril to qo th r ough ~ha whole cost and effort o f 

putting together a pass-through filing, and then 

comi ng in and finding out subsequently and possibly 

to its detriment . And I believe if it was 

detrimental , you would end up in appeals and 

everything else that none of us want to see. 

So : mean, if we ore going to have th i s kind o f 

a rule, I think it would be best for everybody if we 

said what the purpose and wha t the procedure would be 

for the Commission upon this information being filed , 

particularly because I think we ~re along the same 

lines that the intent is really to get us to the 

current coat; not exceed it, but to q~t there. 

So, you know, we certainly, as a company, prefer 

to see a rule that lays it out. File this 
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You ar~ not being permitted to 

your current coat and have a ra te tha t oxceeds your 

current coat, but the i ntent is to get you there . 
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COMMISSIONER DEASON: What we want to ensure is 

that the rat e of recovery does not exceed the actual 

coat . 

MR. ARMST&ONG : Right. Right. 

COMMISSIONER DEASON: You think that that stated 

purpose should be stated in the rule, s o the 

companies would know whe t - - the purpose of the 

i nformation end how it's to be used? 

MR. ARMSTRONG: You know, i t would oe helpf ul 

not only i f t hnt ' e stated , because I think that "s the 

correct assumption is that, you know, we should 9et 

you to the cost; but I guess t he process o f how we 

get to tha t poi nt. 

COMMISSIONER DEASON: Do you hftve any proposed 

language that would accomplish that? 

MR. ARMSTRONG: I wish I did, Commissioner. r 

don't . I am sura we could --

MR. SHArER: Commiss ioners , l would only respono 

to that to the extent that as Mr. Bu rgess pointed 

out, wo are limited to the incremental change that 

occurs wi thin a 12 -month period . So --

COMMISSIONER DEASON: Yeah. I think the idea is 
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but the guarantee is that you would not be -- that 

they would not get more than their recovery. 

HR. SHAFER: Correct . 
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COMH1SSION£R 0£1\SON: That they wouldn ' c be able 

to go back and make up for prior years !or whatever 

reason they decided to forgo. 

HR. SHAFER : Right. And certainly, stat! would 

not have a problem wi th that intent being in the 

rule. And one of the w~ys that we would be able to 

evaluate that would be to have the information on 

hand. 

You know, cer t a inly, it ;s not our intent to 

reduce rates willy-nilly, but simply t o hocl ke sure 

that no more coat is in the rate than t he cost being 

inc-ur red. 

HR. ARMSTRONG: And just to be very c leaL, my 

hypothetical, that 's why it ' s there obviously . It' s 

just to say what we would hope i s that you end up 

with, under my hypothetical , $1.10 . You start out ot 

$1 .00 , you end up at $1.10, aa opposed to then be1nq 

netted out solely with the decrease •·he re you end up 

at $1.05. 

1 think that ' s a bit of a demonstration. Th· ~·s 

what we dealt with. lt probably would take a 
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think we all would agree that that's probably the 

boat place to be to avoid full blown rate caaea. 

COMMISSIONER DEASON: But that's a limitation 

within the statute. 
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MR. ARMSTRONG: Right. So we short-change that, 

right? 

MR. SHAFER: And I would argue, Commissioners , 

that tho vehicle for accommodating a number o[ years 

at one time might be a limited proceeding. 

I think the Commission has done t hat in the po st 

with these types o! items , so --

COMMISSIONER DEASON: Are we at " stage where we 

could entertain or ge t language that would k1nd o f 

accomplish what we have discussed here o n a 

philosophical basis? What s t age are we at here? 

MS. MOORE: Juat the hearing par t , there would 

sti ll be poathearing filings , and there would still 

be a staff recommendation and agenda. 

COMMISSIONER DEASON: The pa r ties have been tree 

in a poathearing filing to propose language? 

HS. MOORE: Correct. 

CHAIRMAN JOH NSON : Than I unnerstond that Mr. 

Armstrong will probably be doing something , and then 

sta ff could review it, and than you wo·..rld make a 
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2 HS. MOORE : Yes. 

3 HR. ARMSTRONG : Yes . 
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4 HR. SHAFER : Yes . We will be happy to work with 

S Hr. Armstrong to ge t some l anguage that's agreeable. 

6 CHAIRMAN JOH NSON: Okay. And Public Counsel 

7 would have t he opportunity to participate and respond? 

8 HR . SHAFER : Yes . 

9 CHAIRMAN JOH NSON: Very good. 

10 Is there anything else, then? 

ll What do we need -- we don ' t vote l•nythlng out? 

12 We just concluti'! the hea r 1 ng, and then y ' a 11 corne 

13 back with recommendations? 

14 HS. MOORE : That ' s correct. Posthearing filings 

lS will be due January 13th, and I undorsland the 

16 transcript will be ready ne xt Friday. So, that's it. 

17 CHAIRMAN JOHNSON: Anything else to come before 

18 the Commission this afternoon? 

19 Seelng none, thank you . This hearing is 

20 adjourned. 

21 MR. BURGESS: Thank you, Commissioners. 

22 HR. ARMSTRONG: Thank you, commissioners. 

73 (Whereupon, the proceedings wore concluded at 

2 4 7. 20 p.m. 1 

25 
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STATE OF FLORIDA 

COUNTY OF L&ON 

I, DEBRA R. KRICK, Court Reporter, hereby 

certify that the toregoinq transcript was t a ken down as 

stated in the coption, and the questions and answers 

thereto were reduced to typewrit ing under my direction: 
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That the foregoing poges 3 through 35 represcn~ 

a true, correct , and complete transcript of the evidence 

qiven upon said hearing; 

~d I further certify that I am not of kin o r 

counsel to the parties ln the case; am not in the regular 

employ ot counsel for any of said parties; nor om r in 

anywise interested in the result of said case. 

Dated this 17th day of December , 1998. 

DEBRA R. KRJ.CK 

Court Reporte r and Notary Publ ic 

State o ! Florida at Larqe 
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