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DIRECT TESTIMONY OF TARA L. HOLLIS, M.3.A., C.P.A. 

State your name and address. 

Tara Lynn Hollis, M.B.A., C.P.A., Hartman & Associates, 

I n c . ,  201 E. Pine Street, Suite 1000, Orlando, Florida 

32801. 

Ms. Hollis, are you a licensed Certified Public Accountant 

in the  State of Florida? 

Yes. My license number is AC-0031100. 

Ms. Hollis, what is your area of specialty in your practice? 

I specialize primarily in water and wastewater utility 

financial matters. 

What professional experience do you have that would qualify 

you to provide testimony in this matter? 

I have been involved with the development of water and 

wastewater rates and charges for various governmental units 

throughout t h e  State of Florida, which has included the 

preparation of detailed financial projections. 

In what area a r e  you going to provide testimony in this 

matter? 

In financial rate setting matters associated with the 

application of Farmton Water Resources, LLC, and for the 

Florida Public Service Commission original water 

certificate. 

What specifically does that include? 

It includes the retail, fire protections, and bulk water 

user rates and service availability charges. 
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DIRECT TESTIMONY OF TARA L. HOLLIS, M . B . A . ,  C.P.A. 

Was the application for certification and supporting 

financial report prepared by your firm? 

Yes, our firm prepared the engineering, financial, 

hydrogeological, and utility management aspects of the 

application on behalf of our  client, Fartmon Water 

Resources, LLC, which were included in Composite Exhibit 

"GCH - 1" . 

Was the application submitted to the Public Service 

Commission with an associated report on record at the  

Commission? 

Yes, these have been presented as Exhibits GCH-1. 

Is your rate setting analysis presented in Exhibit GCH-l? 

Yes, Section 6 and Attachment B of the Engineering and 

Financial Report (Exhibit GCH-1) detail the financial 

information and r a t e  design including supporting schedules. 

How were the expenses and capital costs contained in Exhibit 

GCH-1 , derived? 

5 worked with our engineers and hydrogeologists to develop 

expense and capital projections, which were utilized in 

developing the rates and charges identified in the 

application. 

What is the appropriate return on equity for Farmton Water 

Resources, LLC? 

On July 5, 2002, the Public Service Commision issued Order 

No. PSC-02-0898-PAA-WS reestablishing an authorized range of 
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DIRECT TESTIMONY OF TARA L .  HOLLIS, M.B.A., C.P.A. 

return on common equity for water and wastewater utilities, 

which I have included as Exhibit TLH-1. This leverage 

formula was used as the basis for t he  rate of return on 

equity f o r  Farmton Water Resources, LLC. 

What is the appropriate AFUDC rate f o r  Farmton Water 

Resources, LLC? 

The rate utilized was developed based on the parent 

company’s, Farmton Management LLC, lending rate of prime 

plus two percent ( 2 % )  . 

H a s  a newer leverage formula order been issued and adopted 

by the Florida Public Service Commission since the 

preparat ion of your schedules contained in the Farmton Water 

Resources, LLC Application? 

Yes, a newer leverage formula has been adopted and while we 

have no problem with updating the information contained 

w i t h i n  t h e  application in order to recognize the most recent 

leverage formula adopted by the Commission, we could not do 

so at that time, because that newer version of the leverage 

formula had not been adopted. 

Utilizing the information provided, did you then develop the 

rates and charges shown in the Application? 

Yes, those rates and charges were developed by me in 

conformance with t h e  requirements of the applicable 

provisions of PSC Rules and Chapter 367, Florida Statutes. 

Are you expecting to provide rebuttal testimony? 
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DIRECT TESTIMONY OF TARA L. HOLLIS, M.B.A., C.P.A. 

To the ex ten t  that it is needed, yes. 

Do you have a resume? 

Yes, that is attached as Exhibit T L H - 2 .  

Does this conclude your Direct Testimony? 

Yes. 
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EXHIBIT TLH-I 

Florida Public Service Commission 

Order No. PSC-02-0898-PAA-WS 

Issued July 5, 2002 

In re: Water and wastewater annual reestablishment of authorized 

range of return on common equity fo r  water and wastewater 

u t i l i t i e s  pursuant to Section 367.081(4), F.S. 



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Water and wastewater 
i n d u s t r y  annual reestablishment 
of authorized range of r e t u r n  on 
common equity f o r  water and 
wastewater utilities pursuant to 
Section 367.081(4) ( f ) ,  F.S. 

DOCKET NO. 020006-WS 
ORDER NO. PSC-02-0898-PAA-WS 
ISSUED: July 5 ,  2 0 0 2  

The following Commissioners participated in the disposition of 
t h i s  matter: 

LILA A. JABER, Chairman 
J .  TERRY DEASON 
BRAULIO L. BAEZ 

MICHAEL A .  PALECKI 
RUDOLPH "RUDY BRADLEY 

NOTICE OF PROPOSED AGENCY ACTION 
ORDER ESTABLISHING AUTHORIZED RANGE O F  RETURNS ON 
COMMON EOUITY FOR WATER AND WASTEWATER UTILITIES 

BY THE COMMISSION: 

NOTICE is hereby given by t h e  Florida Public Service 
Commission that t h e  action discussed herein is preliminary in 
na tu re  and will become final unless a person whose interests  are 
substantially affected f i l e s  a petition fo r  a formal proceeding, 
pursuant  to Rule 2 5 - 2 2 . 0 2 9 ,  Florida Administrative Code. 

Section 3 6 7 . 0 8 1  ( 4 )  (f) , Florida S t a t u t e s ,  a u t h o r i z e s  this 
Commission to establish, not less than once each year ,  a leverage 
formula to calculate a reasonable range of returns on equity f o r  
water a n d  wastewater (WAW) utilities. In Docket No. 010006-WS, the  
Commission established the curren t  leverage formula by Order No. 
PSC-01-2514-FOF-WS, issued on December 24,  2 0 0 1 .  This Order 
utilizes the same leverage formula methodology, with updated 
financial data, as t h a t  set forth i n  O r d e r  No. PSC-01-2514-FOF-WS, 

1 
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using r e t u r n s  on equity from financial models based on an index of 
natural gas utilities. Accordingly, we approve t h e  following 
leverage formula: 

Return on Common Equity = 9 . 6 5 %  + 0.582/Equity Ratio 

Where t h e  Equity Ratio = Common Equity / (Common Equity + Preferred 
Equity + Long-Term and Short-Term Debt) 

Range: 10.238 0 100% equity to 11.10% @ 4 0 %  e q u i t y  

We note t h a t  t he  leverage formula depends on the f o u r  basic 
assumptions listed below: 

1) Business risk is similar for all WAW utilities. 
2 )  The cost of equity is an exponential function of t h e  equity 
ratio. 
3 )  The marginal weighted average cost of investor capital is 
constant over t h e  equity r a t i o  range of 4 0 %  to 100%. 
4 )  The cost rate at an assumed Moody's Baa3 bond rating, p l u s  
a 50 basis point private placement premium and a 5 0  basis 
point small utility premium, represents the average marginal 
c o s t  of debt to a Florida WAW utility over an equity ratio 
range of 4 0 %  to 1 0 0 % .  

T h e  leverage formula is assumed to be appropriate f o r  the average 
Florida WAW utility. 

The leverage formula relies on two r e t u r n  on equity (ROE) 
models and several adjustments €or dit-ferences in r i s k  and debt 
cost in order to conform t h e  results of the  models to t h e  average 
Florida WAW utility. B o t h  models include a four p e r c e n t  a d j u s t m e n t  
for flotation costs. T h e  models are as follows: 

A Discounted Cash Flow ( D C F )  model applied to an index of 
natural gas u t i l i t i e s  ( N G )  t h a t  have publicly t raded  stock and 
a r e  followed by t h e  Value Line Investment Survey (Value Line). 
The DCF model is an annual model and uses prospective growth 
rates.  

A Capital Asset Pricing Model (CAPM) using a market return for 
companies followed by Value L i n e ,  the average y i e l d  on t h e  

2 



ORDER NO. PSC-OZ-C89B-PELA-WS 
DOCKET NO. 020006-WS 
PAGE 3 

Treasury's long-term bonds projected by t h e  B lue  Chip 
Financial Forecasts ,  a n d  the average beta of the index-of NG 
utilities. The market return is a d j u s t e d  to assume a 
quarterly model by adding 2 0  basis points to t h e  result. 

The indicated returns of t h e  above models are  averaged and the 
resulting estimate is adjus ted  in t he  following manner: 

A bond yield differential of 40 basis points to reflect the 
difference i n  yields between an A/A2 rated bond, which is t h e  
average bond rating f o r  t h e  NG utility index, and a BBB-/Baa3 
rated bond. Florida WAW utilities are  assumed to be 
comparable to WAW companies with t h e  lowest investment grade 
bond rating, which is B a a 3 .  This adjustment  compensates f o r  
the difference between the credit quality of "A" rated debt 
and t h e  c red i t  quality o f  the minimum investment grade rating. 

0 A private placement premium of 50 basis points is added to 
re f lec t  t h e  difference in y i e l d s  on publicly t raded debt and 
privately placed debt, which is illiquid. Investors require 
a premium for the  lack of liquidity of privately placed debt. 

0 A small utility premium of 50 basis p o i n t s  is added to reflect  
that the average Florida WAW utility is too small to qualify 
for privately placed debt .  

After the above adjustments are made, t h e  resulting cost of 
equity estimate is included in t h e  average capital structure f o r  
the NG utilities. The cost of equity is determined at a 4 0 %  equity 
ratio and t he  leverage formula is derived. The leverage formula 
derived us ing  t h e  c u r r e n t  methodology with updated financial data 
is presented in Attachment 1. 

As set forth in Section 367.081 ( 4 ) ( f ) ,  Florida Statutes, t he  
Commission shall use  t h e  c u r r e n t  leverage formula f o r  any u t i l i t y  
"which otherwise would have no established r a t e  of r e t u r n  on 
equity." In addition, we are utilizing the c u r r e n t  leverage 
formula to reestablish t h e  authorized ROE f o r  all WAW utilities 
that currently have authorized ROES. This update would not be 
done annually, only when there  have been significant changes in t h e  
capital markets. We believe this action to be cost effective and 

3 
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appropriate in order  to avoid a piecemeal approach in updating 
authorized ROEs. 

Pursuan t  to Section 367.011 ( 2 )  , Flo r ida  Statutes, the 
commission has "exclusive jurisdiction over each utility with' 
respect to its authority, service, and r a t e s  . "  Additionally, as 
set forth in Section 367.081 (2) ( a ) ,  F l o r i d a  Statutes, t h e  
Commission can "e i ther  upon request or upon i t s  own motion, fix 
rates." A utility's ROE is one factor that is used in determining 
ra tes .  As a r e s u l t ,  we have t h e  authority to use the leverage 
formula set f o r t h  in this Order to reestablish t h e  ROE f o r  a l l  WAW 
utilities that currently have an authorized ROE. Updating t h e  ROEs 
of the WAW utilities will not change t h e  r a t e s  currently charged to 
ratepayers. 

Many WAW utilities currently have authorized ROEs t h a t  a r e  
outside t h e  range of returns indicated by the leverage formula. 
Capital market conditions change continuously, and reestablishing 
the authorized ROE for all WAW utilities that currently have 
authorized ROES reflects c u r r e n t  capital m a r k e t  conditions. A 
utility's authorized ROE and range can a f f ec t  excess earnings 
reviews (earnings surveillance), index and pass-through 
applications, and interim r a t e s .  Updating t h e  WAW utilities' ROEs 
will bring many outdated ROEs in line w i t h  t h e  current  economic 
r e t u r n s  expected by today's investors. In addition, using an ROE 
based on c u r r e n t  expected returns will limit t h e  chance of 
overstating or understating t he  t r u e  economic c o s t  to t h e  utilities 
when the ROE is used f o r  purposes o t h e r  t h a n  setting rates. 

The Commission r e g u l a t e s  approximately 2 0 0  WAW utilities. 
Only 4 7 %  of these u t i l i t i e s  have authorized ROEs. The leverage 
formula authorized by this Order will lower the ROE of an estimated 
3 4 %  of t h e  utilities with authorized ROEs. In addition, it will 
raise t h e  ROE of an estimated 38% of utilities with authorized ROEs 
and leave 28% of t h e  utilities with authorized ROES unchanged. We 
note that this Commission adopted a similar approach for  t h e  gas 
industry. See Order No. PSC-93-1820-FOF-GU, issued December 2 2 ,  
1993, i n  Docket: No. 931098-GU; Order No. PSC-94-0249-FOF-GU, issued 
March 7, 1994, in Docket No. 931100-GU; and Order No. PSC-93-1772- 
FOF-GU, issued December 10, 1993, in Docket No. 931099-GU. This 
action was t a k e n  to r e f l e c t  significant changes in capital market 

4 
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conditions and to bring those utilities' ROES m o r e  in line w i t h  
c u r r e n t  market conditions. 

For WAW utilities that have authorized R O E s ,  we hereby 
reestablish the authorized R O E s  using t h e  water and wastewater 
leverage formula authorized by this Order .  The appropriate equity 
ratio f o r  determining the new au thor i zed  ROE shall be t h e  equity 
ratio that this Commission used to determine t he  utility's l a s t  
authorized ROE.  T h e  appropriate range f o r  t h e  new authorized ROE 
is t h e  ROE plus or minus 100 basis points. 

Based on t h e  foregoing, it is 

ORDERED by t h e  F l o r i d a  Public Service Commission that t h e  
leverage formula methodology, summarized h e r e i n  and in Attachment 
1, used to calculate a range of r e t u r n s  on equity for  water and 
wastewater utilities is hereby approved. It is further 

ORDERED t h a t  Attachment 1 is herein incorporated by reference. 
It is f u r t h e r  

ORDERED that returns on common equity are hereby capped at 
11.10 percent  fo r  a l l  water and wastewater utilities w i t h  equity 
ratios of less t han  4 0  percent in order to discourage imprudent 
financial risk. It is f u r t h e r  

ORDERED that t h e  leverage formula methodology approved i n  this 
Order shall be applied to all water and wastewater utilities t h a t  
currently have an authorized return on equity. It is further 

ORDERED that t h e  provisions of this Order, issued as proposed 
agency action, shall become f i n a l  and effective upon t h e  issuance 
of a Consummating Order unless an appropriate petition, i n  t h e  form 
provided by Rule 28-106.201, Florida ' Administrative Code, is 
received by t h e  Director, Division of the Commission Clerk and 
Administrative Services, 2 5 4 0  Shumard Oak Boulevard, Tallahassee, 
Flor ida  3 2 3 9 9 - 0 8 5 0 ,  by the close of business an the  date set forth 
in t h e  "Notice of F u r t h e r  Proceedings" attached h e r e t o .  It is 
f u r t h e r  

5 
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ORDERED that in the event t h i s  Order becomes final, this 
docket shall remain open to allow our staff to monitor the movement 
in capital costs and to readdress t h e  reasonableness of the 
leverage formula as conditions war ran t .  

B y  ORDER of the Florida Public Service Commission this 5 t h  day 
of July, 2 0 0 2 .  

& -6. 
BL CA s .   BAY^, D~+=Ec~'O 

Division of t h e  C o m n  Clerk 
and Administrative Services 

{ S E A L )  

AEV 

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW 

The Flor ida  Public Service Commission is requi red  by Section 
1 2 0 . 5 6 9 ( 1 ) ,  Florida Statutes, to notify parties of any 
administrative hearing that is available under Section 1 2 0 . 5 7 ,  
Florida S t a t u t e s ,  as well as t h e  procedures and time limits t h a t  
apply .  This notice should n o t  be construed to mean all requests 
for an administrative hearing will be granted  or result in the 
relief sought. 

Mediation may be available on a case-by-case basis. If 
mediation is conducted, it does not affect a substantially 
in te res ted  person's r i g h t  to a hearing. 

6 
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The  action proposed herein is preliminary in nature. Any 
person whose substantial interests are affected by the action 
proposed by this order  may file a petition f o r  a formal proceeding, 
in t h e  form provided by Rule 2 8 4 0 6 . 2 0 1 ,  Florida Administrative 
Code. T h i s  petition must be received by t h e  Director ,  Division of’ 
t h e  Commission Clerk and Administrative Services, 2540 Shumard Oak 
Boulevard, Tallahassee, Florida 3 2 3 9 9 - 0 8 5 0 ,  by the close of 
business on July 2 6 ,  2 0 0 2 .  

In t h e  absence of such a petition, t h i s  order shall become 
final and effective upon t h e  issuance of a Consummating Order .  

Any objection or protest filed in this/these docket(s) before 
the issuance date of t h i s  order is considered abandoned unless it 
satis€ies the foregoing conditions and is renewed within t h e  
specified pro te s t  period. 

7 
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Attachment 1 
Page 1 of 6 

SUMMARY OF RESULTS 

Leveraqe Formula Update 

( A )  CAPM ROE f o r  Natural Gas Index 

(B) DCF ROE for  Natural Gas Index 

AVERAGE 

Bond Yield  Differential 

Private Placement Premium 

Small-Utility R i s k  Premium 

Adjustment to Reflect Required Equity 

Return at a 4 0 %  Equity Ratio 

Cost of Equity for Average Florida WAW 

Utility at a 4 0 %  Equity Ratio 

Updated 
Results 

8 . 9 3 %  

10.13% 

9 . 5 3 %  

. 4 0 %  

. 5 0 %  

- 5 0 %  

.17% 

11.10% 

2001 Leveraqe Formula (Currently in Effect) 

Return on Common Equity - - 9.10% + . 8 9 6 / E R  

Range of Returns on Equity = 10.00% - 11.34% 

Currently 
i n  E f f e c t  

9 . 0 8 %  

10.81% 

9 - 9 5 %  

. 2 S %  

. S O %  

- 5 0 %  

- 1 5 %  

11.34% 

2 0 0 2  Leveraqe Formula (Recommended) 

Return on Common Equity - - 9 . 6 5 %  + . 5 8 2 / E R  

Range of Returns on Equity = 10.23% - 11.10% 

8 
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Attachment 1 
Page 2 of 6 

Capital Component 

Common Equity 
Total Debt 

Marginal Cost of Investor Capital 
Averaqe Water and Wastewater Utility 

Marginal. 
Ratio Cost Rate 

Weighted 
Marginal 
Cost Rate 

4 5 . 4 6 %  10.93% 4 . 9 7 %  
5 4  I 5 4 %  9 . 6 5 %  * 5 . 2 6 %  
100.00% 10.23% 

A 4 0 %  equity ratio is t h e  floor f o r  calculating t h e  r equ i r ed  return 
on common equity. The  r e t u r n  on equity at a 4 0 %  equity ratio is 
9 . 6 5 %  -t 0 . 5 8 2 / . 4 0  = 11.10% 

Marginal Cost of Investor Capital 
Averaqe Water & Wastewater Utilitv at 4 0 %  Equity Ratio 

Capital Component 

Common Equity 
Total Debt 

Ratio 

4 0 . 0 0 %  
6 0 . 0 0 %  

1 0 0 . 0 0 %  

Marginal 
Cost Rate 

11.10% 
9 . 6 5 %  * 

Weighted 
Marginal 
Cost Rate 

4 . 4 4 %  
5 . 7 9 %  
10.23% 

Where: ER = Equity Ratio = Common Equity/(Common Equity f Preferred 
Equity t Long-Term D e b t  + Short-Term Debt) 

* Assumed Baa3 rate f o r  A p r i l  2002  p l u s  a 5 0  basis point private 
placement premium and a 5 0  basis point small utility risk 
premium. 

S o u r c e :  Moody's Credit Perspectives 

9 
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Attachment 1 
Page 3 of 6 

NNUAL DISCOUNTED CASH FLOW MODEL 

E X  MOODY'S NATURAL G A S  INDEX APRIL 

OMPANY OIVO DtVl DIV2 DIV3 DIV4 EPS4 ROE4 GRI-4 GR4+ HI-PR CO-PR AVER-PR 
VALUE LINE ISSUE Ed 3 - MMCH 22.2002 

GL RESOURCES 108  108  1 1 1  1 1 3  116 2 10 1250 10241 10560 24340 228CC 23570 
MOS ENERGY 118 121  1 2 5  1 3 0  135 220 1400 10372 10541 24550 23430 23995 
PISCADE NATURAL GAS 090 096 097 097  098 200 1500 10069 ? 0765 22500 20203 21 350 
XCLEDE GAS 136 138 1 4 0  1 4 3  145 225 1200 10166 10427 24880 23 300 24090 
[COR, INC. 184  194 2 0 4  2 14 224 4 4 0  21 50 10491 1 1055 49000 44993 46995 
ORTHWET NATURAL GAS 126 128 130  1 3 3  1 3 5  250  1100 10179 10506 30300 27600 289% 
EDMONT NATURAL GAS 160 1 6 8  173 1 7 7  182 290 1250 10270 10466 37950 35003 36475 
1WI-liWEXGA.S 082 OO? 084 086 088 'I 95 800 10238 10439 24990 22600 23795 
'GL HOLDINGS 128 130 1 3 2  1 3 3  135 265  1250 10127 10613 27950 ?6?Eir 27100 

qERAGE 12644 12944 13278 13622 13978 2 5 5  132222 10239 10597 28 480 
I 4812 

S8P STOCK GUIDE MAY 2M2 wilh April Slack Prices 

ack Price wmur Percent Flotation Cuds 27.3408 Annual 10.13% ROE 

11550 10742 10005 09321 08757 223033 
27 3408 

2 7 . 3 4  

0.13% 

- - A p r i l  2002 average stock price with a 4 %  flotation cost. 

- - Cost of equity r e q u i r e d  to match t h e  c u r r e n t  stock price 
with t h e  expected cash flows. 

ources : 
. S t o c k  Prices - S&P Stock Guide, May 2 0 0 2  Edition. 
. DPS, E P S ,  ROE - Value Line Edition 3 ,  March 2 2 ,  2 0 0 2 .  
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Capital Asset Pricins Model Cost of Equity fo r  
Water and Wastewater Industry 

CAPM analysis formula 

K 

K 

R F  = 

B e t a  = 

MR = 

8 . 9 3 %  

RF + B e t a ( M R  - RF) 

Investor's r equ i r ed  rate of return 

Risk-free rate (Blue Chip forecast  f o r  
Long-term Treasury bond) 

Measure of industry-specific r i s k  (Average 
f o r  water utilities followed by Value L i n e )  

Market return (Value Line Investment Survey 
For Windows, M a y  2 0 0 2 )  

6 . 0 0 %  + . 5 9 ( 1 0 . 6 4 %  - 6 . 0 0 % ) +  . 2 0 %  

N o t e :  We calculated t h e  market return using an annual DCF model 
f o r  a large number of dividend paying s tocks  followed by Value 
L i n e .  F o r  A p r i l  2 0 0 2  stock prices, t h e  r e s u l t  was 1 0 . 4 4 % .  We 
have added 2 0  basis p o i n t s  to allow for the quarterly 
compounding o€ dividends. T h e  resulting market return is 
1 0 . 6 4 % .  We have also added 2 0  basis p o i n t s  to t h e  CAPM result 
to allow for a four-percent flotation cost. 
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BOND YIELO DIFFERENTIALS 
Public Utility Long Term Bond Yield Averages 
Source Moo*'s Credit Persoochves 

y v r - c r r -  L-.dlll).l L q . I * C Y I U +  

120 Month Average - 0 1982 

MONMNEAR 

Apr.2002 
Mar-2002 
F eb- 200 2 
Jar+ 2002 
Dac-2001 
Nov- 2 00 1 
Oct- 200 1 
Seg2001 
Aug- 2001 
JUl-2001 
Jun-2001 

May- 200 1 
Apr- 2001 
Mat- 200 1 
Feb-2002 
Jan- 2001 

Oec- ZOO0 
Nov- 2000 
Oct -ZOO0 
Sep  2000 
AUg- 2000 

JuC2000 
Jun-2000 
May-2000 
Apr-2000 
Mar-2000 
Feb- 2000 
Jar?-2000 

Dec- 1 999 
Nov- I999 
ocr- 1999 

Sep-I999 
A u g  1999 

Jun- 1999 
May- 1999 
Apr- 1999 
Mar- 1999 
Feb- 1999 
Jan 1999 

JuI- 1990 

Aaa 

7 53 
7 45 
7 45 

7 36 
'I 46 
7 50 
7 61 
7 53 
7 31 
7 4 G  
7 53 
7 51 
7 71 
7 80 
7 95 
7 89 
8 OD 
19G 
8 22 
7 95 
7 87 
7 82 
7 95 
7 74 
7 56 
7 73 
7 55 
7 54 
7 34 
7 3 7  
7 09 
6 80 

6 56 
6 41 

r 52 

6 78 

s p m n  

3 69 
3 71 
3 57 
364 
u 00 
0 00 
0 01 
0 02 
0 01 
0 0 4  
0 06 
0 09 
0 09 
0 10 
0 08 
0 10 
0 14 
0 16 
0 14 
0 08 
0 03 
0 05 
0 07 
0 1 1  
0 1 1  
0 06 
0 09 
011  
0 13 
0 13 
0 11 
0 14 
0 14 
0 14 
0 15 
0 15 
0 16 
0 17 
0 19 
0 21 

0 1982 

A a l  SPREAD 

369 369 
371 3 7 1  
357 3 5 7  
3 6 4  364 
753 000 
745 000 

7 5 4  002 

7 51 004 
756 006 
7 70 009 
763 009 
741 0 1 0  
7 54 008 
763 010 
765  014 

794 0 14 
803 008  
7 9 2  0 0 3  
805  0 0 5  
803 007  
833 0 1 1  
806  011 
7 93 O D 6  
791 009 
806 011 
7 8 7  013 
769 013 
785 011 
769 014 
7 6 8  014 
740 0 14 
752 0 15 
724 0 1 5  
696 0 1 6  
695 0 1 7  
6 7 5  019  
6 6 2  021  

746 a 0 1  

7 38 aoi 

7 8 7  016  

0 0472 

Aa2 SPREAD 

738 006  
742 0 1 1  
714 013  
728 0 13 
7 5 3  0 1 0  
745 004 
747 005 
7 55 007 
739 007 
7 55 008 
7 62 008 
7 79 007 
7 72 007 
751  0 0 6  
7 6 2  004 
7 7 3  002 
779  0 0 2  

8 0 8  002  
811  004 
795 006  

a 0 3  003 

a i o  0 0 5  
a i o  009 

a 17 0 0 6  
844 0 0 9  

7 3 9  0 10 
799 009 
811 006 
800 005 
7 5 2  004 
7 9 6  0 0 3  

7 82 003 
762 003  
767 002  
738 0 0 3  
7 1 1  004  
7 1 1  005  
6 9 4  005 
682 005 

7 a2 004 

0 0472 

Aa3 S P R E ~ D  

744  006 
753 0 11 
7 27 0 13 
741 013  
763  0 10 
7 4 9  0 0 4  
7 5 2  005 
7 6 2  U 0 7  
7 4 6  007 
763 008 
7 7 0  008 
786 007 
7 7 9  0 0 7  
757 006 
766 004 
7 7 5  002 
7 8 1  002 
806 003 
810 0 0 2  
8 75 004 
801 006  
815  005 
8 1 9  009 
853 000 
8 2 3  006 
8 0 9  010 
8 0 8  009 
823 006 
a05  0 0 5  
786 004 

7 8 5  003 

799 003 
786 004 

7 6 5  003 
7 6 9  002 
7 4 1  003 
7 15 004 
7 16 005 
6 9 9  005 
6 8 7  005 

0 On72 

A1 SPREAD 

7 5 1  006  
765 0 1 1  
741 0 1 3  
753 013 
773  0 1 0  
753 004 
758 005  
768 007  
7 5 2  007 
7 7 0  008 
777 0 0 8  
792  007  
787 007 
762 006  
770 0 0 4  
7 7 8  002  
7 8 2  0 0 2  
8 0 8  003  
8 1 2  0 0 2  
8 1 9  004 
807 006  
8 2 0  005 
827 009 
867 009  
829 006 
8 1 8  0 1 0  
8 1 6  009 
8 2 9  006 
8 0 9  005 
7 9 0  004 
803 003 
7 8 9  004 
788  003 
768  0 0 3  
772  0 0 2  
7 4 4  0 0 3  
7 18 0 0 4  
721  005 
704 005  
6 9 2  005 

757 023  7aa 023  
776 019 795 0 1 9  
754 0 2 1  7 7 5  0 2 1  
766 0 1 6  782 016 
783 0 1 5  798 015  
757 013 770  013 
7 6 3  0 1 3  776 013 
7 7 5  0 1 2  7 8 7  012 
759  0 1 2  771 012  
778  0 0 9  787 009 
7 8 5  006 791  006 
799  004 3 0 3  004  
7 94 004 7 98 004 
7 68 006 7 74 006  
774 0 0 7  781 007  

784 006 790 0 0 6  
8 1 1  005 8 16 005 
814 005 819 005 
823 003 8 2 6  0 0 3  
8 1 3  004 817  004 
8 2 5  003  8 2 8  003 
836 004 840 004 
870 005 €375 005 
835 002 837 002 
828  004 832  004 
8 2 5  003 8 2 8  003 
835  0 0 2  037  002  
81d  005 8 1 9  005 
7 94 006 0 0 0  006 
8 0 6  0 0 9  815 009 
793 009 802 009  
7 9 1  0 0 8  799 008  
771 009  7 8 0  009 

747 009 756 009 
722  0 1 0  732 010  
726 0 1 0  7 3 6  010  
709  0 1 1  720 011  
697 0 1 1  708 011  

7 a o  006 786 006 

7 7 4  0 1 0  784  010 

0 0989 

Baal SPREAD 

802 0 2 3  
813  0 1 9  
797 0 2 1  
797 0 16 
8 1 2  0 1 5  
783 0 13 
789 0 13 
800 0 1 2  
783 012  
796 009  
796 006 
807 004 
802 0 0 4  
779 006 
787 007  
793  0 0 6  
795 006 
820 005 
824 005 
8 2 9  003 
822  0 0 4  
830 003 

881 0 0 5  
833 002 

830 003 

823 005 
806 006 
823 009 
810  009 
8 0 8  008 
7 8 8  uo9  
7 9 3  0113 
765  009 
741  010 
7 4 5  010 
730  011 
719 011 

a 4 3  om 

a36 004 

8 x 1  0 0 2  

0 0983 

Baa2 SPREAD Baa3 

8 2 5  0 2 3  848  
8 3 2  019  851  
8 1 8  0 2 1  839 
8 1 3  0 1 6  829  
027 0 1 5  8 4 2  
796 0 1 3  809  
802  013 8 1 5  
812  0 1 2  824 
795 012 807 
8 0 5  009 8 14 
8 0 2  008 808 
8 1 1  004  8 1 5  
8 0 6  004 8 1 0  
735  006 791 

799  006 605 
8 0 1  006 0 0 7  
8 2 5  005 830 
8 2 9  005 834 

8 2 5  004 829  
833  003 8 3 6  
847 ow 8 5 1  
986 0 0 5  8 9 1  
840  002 8 4 2  
840  004 844  
8 3 3  003 836 
840 002 842 
8 2 8  005 833 
812 006 818 
8 9 2  009  8 4 1  
8 19 009 8 2 8  
816 008 824 
7 9 7  009 806  

774 009 7 8 3  
751 010 761  
755 0 1 0  765 

7 3 0  741 0 1 1  011 7 4 1  7 5 2  

794 007 801 

a 3 2  003 835 

803 010 813 

Source: Moody's Credit Perspectives, May 2 0 ,  2 0 0 2  
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12/31/01 E q u i t y  Ratios of Natural Gas Utilities 

V/L Market Value 
Value Line Listed Bond ?i of Capital Equity Line 

Gas Utilities Rating Gas Rev. (billions) Ratio B e t a  

AGL RESOURCES 

ATMOS ENERGY 

CASCADE NATURAL GAS 

LACLEDE GAS 

NICOR, I N C .  

NORTHWEST NAT. GAS 

PIEDMONT NAT. GAS 

SOUTHWEST GAS CORP. 

WGL HOLDINGS 

Average : 

A -  

A- 

BBB+ 

A+ 

M 

A 

A 

BBB - 

AA- 

76% 

96% 

100% 

93 % 

8 3 %  

98% 

86% 

06% 

100% 

1.30 

0 , 9 5  

0.23 

0.45 

2 . 0 0  

0.68 

1.10 

0 . 7 8  

1.30 

3 5 %  

46% 

44% 

4 3 %  

5 3 %  

4 9 %  

52% 

3 6 %  

52% 

0 . 6 0  

0.55 

0.55 

0.55 

0 . 6 0  

0.60 

0.60 

0 . 6 5  

0.60 

A 

-. - 

45.46% 

~ 

0 . 5 9  

Source : 
Value Line  Edition 3, March 22, 2 0 0 2 .  
U t i l i t i e s  Filed March 31, 2 0 0 2  S.E.C. ioQ 
C . A .  T u r n e r  Utilities Report May 2002 
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HARTMAN & ASSOCIATES, INC. 
- -  - _ + .  - - -  - - - -  - - - - - -  - - - -  

A Tetra Tech, inc. Company 

---I - =;a;= 
m r n !  

tlh@consulthai com i ht tp  ilwwwconsulthai com 

T A M  L. HOLLIS, M.B.A., C.P.A. 
ASSOCIA TE 

EDUCATION 
M.B.A., University of Central Florida, 1998. 
B.S.B.A., Accounting, University of Central 

Flonda, 1996. 

PROFKSSIP"' '* y ItEGISTRATION 
C.P.A., i ~ ~ ~ w ~ ~ ~ L  1997, Florida, No. AC-0031100 

LIS.  !!c~!is's responciui11ties i ~ c h d e  the 
preparation of rate z n i  crsst of service studies, 
feaqiLilifv :nJ f a -  -- - . - 1  r ~ n q p c  and debt 
stru- a b  d1ldl)SlS IL. . d d I I L  - of Utlllty 
indebtedness fLr lL,L, st;:tal improvement 
programs. Ms. Hollis has an extensive range of 
experience in financial analysis including such 
areas as budget analyses, customer and usage 

analyses, development of revenue requirements, 
cost of service allocatrons, and sensitivity 
analyses related to the implementation of 
conservation efforts. Included in these broad 
areas of financial analyses are detailed analyses 
pertaining to the sufficient recovery of revenue 
such as utility rates and rate design alternatives, 
the determination of specialized user fees and 
charges, service availability and impact fees, and 
various miscellaneous service charges. In 
addition, Ms. Hollis has extensive experience 
related to reviewing and analyzing compliance 
with bond covenant requirements and 
contractual obligations. She has assisted in the 
development of numerous bond documents 
including engineering reports and official 
statements for the issuance of municipal debt 
instruments. Additionally, Ms. Hollis creates 
computerized dynamic spreadsheet models for 
use in valuing and analyzing future sales, 
profitability and financial performance ratios of 
utility systems and to determine fund needs for 
capital expansion programs. 

EXPERIENCE 

Development of extensive and dynamic computer models for water, wastewater and reclaimed 
water rate studies, feasibility studies, forecasts, and valuations including the City of Lauderhill, 
the City of Sanibel, the City of Clermont, the City of Palm Bay, the City of Tamarac, the City of 
Apopka, the City of Orlando, the City of Port St. Lucie, the City of Orange City, and Kings Point 
Utilities. 

Development of retail and bulk rates; impact fees; capital funding plans; and user rates and 
charges including the preparation of water, wastewater and reclaimed water user rate studies for 
public utilities. Recent clients include the City of Lauderhill, the City of Orange City, the City of 
Sanibel, the City of Apopka, the City of Fort Walton Beach, the City of North Lauderdale, the 
City of Port St. Lucie, the City of Orlando, the City of Palm Bay, the City of Naples, the City of 
Miami Springs, the City of Tamarac, and St. Johns County. 

Water conservation rate analysis, structuring and enactment. Clients have included the City of 
Lauderhill, the City of Apopka, the City of Orange City, the City of Fort Walton Beach, and St. 
Johns County. 
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Tara L. Hollis, M.B.A., C.P.A. (continued) 

Miscellaneous service charges for a variety of customer request services including customer 
deposits, water meter installation charges, water and wastewater taps, turn-on charges, and the 
initiation of service charges. Clients have included the City of Lauderhill, the City of Orange 
City, and the City of Fort Walton Beach. 

Development of presentation workshops and accompanying briefing documents for utility rate 
study and cost of service clients to foster client and audience understanding of the anaiysis 
conducted. Recent clients include the Cities of Apopka, Fort Walton Beach, Orange City, 
Sanibel, Tamarac, and St. Johns County. 

Assistance and documentation for revenue and other special fonns of tax-exempt bond financing 
including detailed projections and reports to support the issuance of long-term indebtedness. 
Clients include the City of Clermont, the City of Palm Bay, the City of Port St. Lucie, the City of 
Apopka, the City of North Miami Beach, and Marion County. 

Preparation of Bond Resolutions, Official Statement, Certificates of Compliance, Additional 
Bonds Test certificates, and other related documents in support of long-tenn indebtedness. 
Recent clients include the City of Clermont, the City of Palm Bay, the City of Port St. Lucie, and 
the City of Apopka. 

Assistance with litigation, negotiations, and expert witness services including Kings Point 
Utilities, Okeelanta LP, Osceola LP, and the Cities of Casselberry and Winter Park. 

Conducting valuation studies using various techniques including the income approach and 
comparable sales approach for water, wastewater, and electric utility systems, and developing 
detailed financial forecasts and cash flow models to be used in damages calculations. 

Preparation of Utility Annual Reports and review of compliance issues as required by the Bonds 
Resolutions. Clients include the City of Cape Coral, the City of Tamarac, and Clay County 
U till ty Authori ty . 

Preparation of initial operating budgets, rates and service area certification for investor-owned 
utilities including Farmton Water Resources LLC, St. Johns Service Company and North Beach 
Utilities, Inc. 

Water and Sewer Utility Rate Escrow reconciliation for investor owned utilities including Ocean 
City Utilities. 

Preparation of detailed reports explaining water, wastewater, and reclaimed water systems and 
related terms and rates and charges, for clients including the City of North Miami Beach. 

Special assessment programs for water and wastewater improvement projects including the City 
of Palm Bay. 

Assistance in the preparation of governmental operating budgets. 

Audits and reviews of not-for-profit organizations and their compliance with federal and state 
funding requirements. 

Market~ngiPub~ic/Pers/ColpResitlh red072203 
2 


