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1 PROCEEDI NGS
2 (Transcript follows in sequence from
3 Volunme 3.)
4 COW SSI ONER PCLVANN:  Ckay. W are back from
5 our lunch -- or recess. So we reconvene, we are
6 back on the record.
7 Turn the page. The next witness is Jeffery
8 Smal |, and Monroe County, M. Wight, please.
9 MR WRIGHT: Yes, sir, Mnroe County calls
10 Jeffery AL Small to the stand.
11 Wher eupon,
12 JEFFERY A. SNALL
13 was called as a wtness, having been previously duly
14 sworn to speak the truth, the whole truth, and nothing
15 but the truth, was exam ned and testified as foll ows:
16 EXAM NATI ON
17 BY MR WRI GHT:
18 Q Good afternoon, M. Snall.
19 A Good afternoon.
20 Q Are you the sane Jeffery A Small that
21 prepared and caused to be filed in this testinony --
22 filed in this proceeding direct testinony consisting of
23 ei ght pages?
24 Yes, | am
25 Q Before | go on, let nme confirmthat you took
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1 the oath to tell the truth before, earlier in the

2 proceedi ng?

3 A That is correct.

4 Q Thank you.

5 MR, WRIGHT: M. Chairnman, | have asked the

6 staff to distribute an errata sheet to M. Small's
7 testinony and al so revised Exhibits JAS-1 and

8 JAS- 2.

9 COMM SSI ONER POLMANN:  Thank you, M. Wight.
10 W will wait until everybody gets those, but you
11 can conti nue.

12 BY MR WRI GHT:
13 Q M. Small, do you have changes or any

14 corrections to make to your prefiled direct testinony?

15 A Ot her than those in the errata sheet, no.

16 Q Thank you.

17 MR, WRI GHT: Taking ny good cue from M.

18 Helton, | would ask that we mark the errata sheet
19 as Exhibit 129.

20 COW SSI ONER POLMANN: W have -- we'll enter
21 as Exhibit 129 one page titled Errata Sheet,

22 Wtness Jeffery A Small, and this is a table.

23 (Whereupon, Exhibit No. 129 was marked for

24 I dentification.)

25 COMWM SSI ONER POLMANN: Go ahead, M. Wi ght.
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1 MR, VWRI GHT: Thank you.
2 BY MR WRI GHT:
3 Q And does this docunent that has been narked as
4 Exhibit 129 accurately reflect the corrections to your
5 testinony that you nentioned a nonent ago?
6 A Yes, they do.
7 Q Thank you.
8 Wth those changes and corrections, do you
9 adopt this as your sworn testinony to the Florida Public
10 Service Comm ssion in this proceedi ng?
11 A Yes, | do.
12 Q Thank you.
13 MR, WRI GHT: Conm ssioner, wth that, | would
14 request that M. Small's testinony, including the
15 errata as shown on the errata sheet be entered into
16 the record as though read.
17 COMM SSI ONER POLMANN: At this tinme, we wll
18 enter into the record M. Small's prefiled direct
19 testinony as though read, including Exhibit 129,
20 the errata sheet.
21 (Wher eupon, prefiled direct testinony wth
22 errata sheet was inserted.)
23
24
25
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The following table contains the corrected errata in his prefiled testimony.

Page | Line Original Revision
4 6 $185,406 $172,704

6 16 10.54 Million 9.26 Million

6 18 $185,406 $172,704

6 19 $185,406 $172,704

6 20 5.0 percent 4.7 percent

7 11 $185,406 $172,704

8 12 $185,406 $172,704
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DOCUMENT NO.02313-2018
FPSC - COMMISSION CLERK

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
DOCKET NO. 20170141-SU,
KW RESORT UTILITIES CORPORATION RATE CASE
DIRECT TESTIMONY OF JEFFERY A. SMALL
March 14, 2018
PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND OCCUPATION.
My name is Jeffery A. Small, and my business address is 9525 Graystoke

Lane, Orlando, FL 32817. | am self employed as a consultant and majority

shareholder of OCBOA Consulting, LLC, which | founded in May 2016.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS DOCKET?
I am testifying on behalf of the Board of County Commissioners of Monroe
County, Florida. Monroe County receives and pays for wastewater treatment

service from Key West Resort Utilities Corp. (“KWRU” or the “Utility”).

PLEASE DESCRIBE YOUR EDUCATION AND EXPERIENCE.
| have a Bachelor of Science degree in Accounting from the University of South

Florida. | am also a Certified Public Accountant licensed in the State of Florida

since August 1995.
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| was employed by the Florida Public Service Commission (FPSC) from
January 1994 through January 2016 as a Professional Accountant Specialist, with
my final two years of service as the supervisor of the FPSC’s Miami District Office
audit staff. In those positions | was responsible for planning, directing and
supervising the most complex investigative audits. Audits or engagements that |
have performed and managed include staff-assisted rate cases and file and
suspend rate cases for water and wastewater utilities as well as cross-
subsidization issues, anti-competitive behavior, and predatory pricing cases
covering various other regulated industries. | was also responsible for creating
audit work programs to meet specific audit requirements and integrating EDP

applications into those programs.

DO YOU HOLD ANY PROFESSIONAL CERTIFICATIONS?

Yes, | am a Certified Public Accountant (CPA) in the State of Florida.

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE THE FLORIDA PUBLIC
SERVICE COMMISSION (“THE COMMISSION”)?

Yes. | have submitted testimony during my previous employment with the FPSC
to support staff audits of multiple Nuclear Cost Recovery Filings for Progress
Energy Florida, Inc., Docket Nos. 20080009-El through 20130009-El. | have also

testified in the Southern States Utilities, Inc. rate case, Docket No. 19950495-WS,
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the Cypress Lakes Utilities, Inc. transfer application, Docket No. 19971220-WS,
and the Utilities, Inc. of Florida file and suspend rate case, Docket No. 20020071-
WS, and the Florida Power & Light, Company, Fuel & Purchased Power Cost

Recovery Clause, Docket No. 2015001-El.

ARE YOU SPONSORING ANY EXHIBITS WITH YOUR TESTIMONY?

Yes. | am sponsoring the following exhibits:

Exhibit JAS-01: Estimated Revenue Impact of Using Projected Billing
Determinants on Requested Revenues at Proposed Rates;
and

Exhibit JAS-02: Usage Information Provided by Monroe County.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to present the estimated impact of using
projected billing determinants for the first year that the new rates (if any)
approved by the Commission in this case will be in effect to determine any
allowed revenue and rate increases that the Commission may approve in this

case.
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PLEASE SUMMARIZE YOUR RECOMMENDATIONS TO THE COMMISSION.

My analysis shows that incorporating the additional billing determinants (Base
Facility Charges and gallons treated for determining Gallonage Charge revenues)
identified in the testimony of Monroe County’s witness Kevin G. Wilson, P.E.,
into the revenue requirements determination for KWRU will reduce the amount
of any revenue increase by approximately $185,406 (based on KWRU’s proposed
rates). This is shown in my Exhibit JAS-01. Additionally, using these adjusted
billing determinants (sales units) to set the Utility’s rates will result in lower rates
than if the billing units are not adjusted; this is especially appropriate to achieve
fair and reasonable rates because the Utility has proposed that additional costs
(pro forma increases in costs) beyond the actual costs in the test year be used to
set its rates, so for the rates to customers to be fair, the sales units over which
those costs will be recovered must match the period in which the Utility will
recover the additional, outside-the-test-year costs. This is called the “matching
principle,” which has been used by the Commission in previous cases, including
the last KWRU rate case in 2016, and which is supported in this case by former
Commission Chairman J. Terry Deason. | fully support and recommend that the
Commission apply the matching principle in this case, just as it did in the 2016

KWRU rate case.
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How did you perform or prepare the analyses that support your testimony and
recommendations?
| first examined the Utility’s billing units as shown in its Minimum Filing
Requirements. These are presented in MFR Schedule E-2, page 45, as being the
billing determinants used in estimating the Utility’s revenues at proposed rates
and in calculating the Utility’s rates, assuming that its total requested increase
was to be granted.

| then examined the estimated additional billing units that are projected to
be realized by KWRU in the twelve months beginning on July 1, 2018. These
additional billing units are the number of bills for which a Base Facilities Charge
is paid and gallons treated, for which Gallonage Charges are paid, identified in
the testimony of Mr. Kevin Wilson, P.E., the Assistant County Administrator for
Public Works and Engineering; Mr. Wilson also furnished information regarding
the estimated number of Equivalent Residential Connections, or “ERCs,”
associated with the additional, incremental usage. (The information provided by
Mr. Wilson is presented in my Exhibit JAS-02.) The twelve-month period
beginning on July 1, 2018 was chosen to correspond to the fact that KWRU’s
proposed test year ends on June 30, 2017; in fact, this is probably a conservative
assumption. My examination also included reviewing testimony from the 2016

KWRU rate case and the data provided by Mr. Wilson for this case.
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Why do you say that this is conservative?

This is a conservative assumption because these sales units are based on known
changes for the projected period. The actual change in sales units will likely be
greater during the year following the implementation of any new rates, e.g.,
September 1, 2018 through August 31, 2019, simply because there may be
additional growth in customers and sales during that period as compared to the
period that the County’s other witnesses and | are using for our analyses and
recommendations. | mention the September 2018 to August 2019 period here
because the Commission Case Schedule indicates that the Commission will not
even vote on this case until August 7, 2018, such that any new rates probably

will not be effective until late August or early September, 2018.

What is your conclusion regarding likely additional revenues that should be
incorporated into the Commission’s determination of new rates for KWRU in
this case?

Based on the projected additional 10.54 Million Gallons of wastewater treated in
the July 2018-June 2019 period, | estimate that the additional sales would
produce approximately $185,406 in additional revenues for the Utility. In turn,
this would reduce any allowed revenue increase by approximately $ 185,406 on
an annual basis (approximately 5.0 percent of KWRU’s total requested

revenues). This is shown in my Exhibit JAS-01. This reduction is appropriate
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because otherwise, it is highly likely that KWRU would overearn because it would
collect revenues from sales when the new rates are in effect that were not

accounted for in its historical test year.

Does your Exhibit JAS-01 present Monroe County’s position on the revenue
increase that the Utility should be awarded in this case?

No. That determination will ultimately depend on the resolution, by the
Commission, of the numerous investment, rate base, depreciation, net operating
income, and expense issues in this case. My analysis and my Exhibit JAS-01 show
by how much any revenue increase should be reduced to account for the fact
that KWRU will be realizing approximately $185,406 in additional revenues

during the time that the new rates will be in effect.

How should the Commission use these values in setting rates for KWRU at the
conclusion of this case?

In the simplest terms, rates are calculated by dividing allowed revenue
requirements by billing determinants. My revenue values reflect the additional
billing determinants — Base Facilities Charges and Gallonage Charges billed and
the associated revenues — based on the estimated incremental values supplied
by Mr. Wilson. Following the recommendations of former Chairman Deason,

and the Commission’s recognition of the “matching principle” in the 2016 KWRU
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rate case, these billing units should also be used in calculating the rates for the
Utility for the period during which those rates will be in effect. | have not
performed that calculation, because, as noted above, the final revenue
requirements value will not be known until the Commission decides the
numerous investment, rate base, depreciation, operating income, and expense

issues in this case.

Please summarize your direct testimony.

Using estimated additional usage values supplied by Monroe County’s Witness
Kevin Wilson, P.E., for gallonage treated and ERCs served, | estimate that any
revenue increase that might be awarded to KWRU in this case should be reduced
to reflect the additional $185,406 in revenues that the Utility would realize in the
first twelve months following implementation of new rates. Following the
recommendations of former Chairman Deason and the Commission’s
appropriate recognition of the “matching principle” in the 2016 KWRU rate case,
the Commission should use these billing determinants to set final rates for

KWRU at the conclusion of this case.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.



534

1 BY MR WRI GHT:
2 Q And, M. Small, did you al so prepare and cause
3 to be filed in this case two exhibits designated in your
4 testinony as JAS-1 and JAS-2?
5 A Yes, | did.
6 Q And is it correct that those have been
7 nodi fied as a result of sone changes in M. WIlson's
8 testinony?
9 A That is correct.
10 Q Do you have copies of the revised exhibits?
11 A Yes, | do.
12 MR. WRI GHT: They have been distributed, M.
13 Chairman, to all the parties, and | would ask that
14 t hose revised exhibits be marked respectively as
15 Exhibit 49 and 50 -- well, | ask that they be
16 identified with the exhibits that have been marked
17 for identification at this tinme as Exhibits 49 and
18 50 in the conprehensive exhibit list.
19 COW SSI ONER PCLMANN:  JAS-1 and JAS-2 were
20 prefiled, and what's been provided to the parties
21 Is in addition to that?
22 MR, WRI GHT: Yes, sir.
23 COMM SSI ONER POLMANN:  And t hey previously
24 were identified as Exhibits 49 and 50 in the
25 conprehensive exhibit list, so we wll cone back to
Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 that to be entered into the record at the
2 concl usion of the wi tness testinony.
3 MR, VWRI GHT: Thank you.
4 BY MR WRI GHT:
5 Q Wth that, M. Small, will you pl ease present
6 a sunmary of no nore than five mnutes of your testinony
7 to the Conmm ssioners?
8 A Good afternoon, Comm ssioners, ny nane is Jeff
9 Small. | amthe managi ng nenber of OCBQA Consul ting,
10 LLC, and | am here today on behal f of Monroe County.
11 | was retained to calculate the effect of
12 additional billing determ nants presented by Monroe
13 County Wtness WIlson in the revenue requirenents for
14 KWRU in this proceeding. Based on that calculation I
15 estimate that additional sales fromthose additional
16 billing determnants wll reduce any all owed revenue
17 i ncrease by approxi mately $172,704, or 4.7 percent.
18 That concl udes ny sunmary.
19 COMWM SSI ONER POLMANN:  Thank you, M. Wight.
20 MR WRIGHT: M. Small is available for
21 Cross-exam nati on.
22 COMWM SSI ONER POLMANN:  Thank you, M. Wight.
23 M. Smth.
24 EXAM NATI ON
25
Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 BY VR SM TH:

2 Q Good afternoon, M. Snall.
3 A Good afternoon.
4 Q In front of you should be left over from

5 M. WIlson a copy of the prehearing order.

6 A Correct.

7 Q If you could turn to page 16.

8 A It's --

9 Q Page 16.

10 A Ckay.

11 Q Do you see under |ssue 16, the County's
12 posi tion?

13 A Yes, | do.

14 Q The appropriate test year revenue val ue

15 excludi ng any increase of approximtely 2,502, 0007

16 A Correct.

17 Q Were you involved in the creation of this

18 posi tion?

19 A | provided the change in the billing

20 determnants -- the change in revenues based on billing
21 determ nants that was enconpassed in that nunber.

22 Q Ckay. Do you understand the test year

23 revenues are fromthe actual test year?

24 A Correct.
25 Q Ckay. So you understand the test year was
Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 July 1st, 2016, to June 30th, 2017?

2 A The historical test year

3 Q Yes. Do you understand that?

4 A Yes.

5 Q Do you understand that the test year revenues

6 are the revenues fromthat test year?

7 A Yes, | do.

8 Q (kay. The test year revenue -- the additional
9 test year revenues you assert would cone on line, you
10 would agree that those are future flows, correct?

11 A Correct.

12 Q You woul d agree those did not happen in the
13 test year?

14 A Correct.

15 Q Pl ease go to Issue 35, page 22 of the

16  prehearing order. Page 22 of that order.

17 A | am sorry, page what?

18 Q Page 22.

19 A 22. Ckay.

20 Q Under |ssue 35, you see the County's position?
21 A Yes.

22 Q kay. It states: As supported by Monroe

23 County w tnesses, (a), the appropriate adjustnent to the
24 nunber of bills is an increase of 864 bills, yielding a

25 total of 22,601 bills, (assum ng that Harbor Shores

Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 counts as only one bill); and (b), the appropriate
2 adj ustnent to the nunber of gallons is an increase of
3 10, 540,000 gallons, yielding a total of 227,719, 000
4 gallons. Do you see that position?
5 A Yes, | do.
6 Q Were you involved in the creation of that
7 position?
8 A To the extent that the increase in the billing
9 determnants of 864 bills increased the total nunber of
10 bills to that 22,601, yes.
11 Q Ckay. Let's go to the bills. That -- those
12 bills would be enconpassed in your Exhibit JAS-02,
13 correct? Are you on JAS-02?
14 A | amon JAS-02, nore appropriately, the --
15 It's six, is it six -- 864, you wll see that JAS-02
16 rolls into JAS-1, and the 864 is the sum of the change
17 in bills on JAS-1.
18 Q Ckay. And did you derive that change in bills
19 fromthe projected additional custoners in JAS- 02?
20 A Correct.
21 Q Ckay. Let's go -- turn to JAS-02 then.
22 A Ckay.
23 Q Al'l right. Under the residential, you --
24 first, KWRU bills off FKA neters, correct?
25 A Correct.
Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 Q Their tariff does not permt themto bill off
2 subneters behind the FKA neter, correct?

3 A That is ny under st andi ng.

4 Q Ckay. For the 66 residential custoners that
5 you have projected to cone on line in the future, |

6 would presune the 62 are for Sunset Marina, correct?

7 A | could not speak directly to who the

8 particul ar custonmer is. This informati on was provided
9 to ne by Wtness WI son.

10 Q Ckay. So if the actual residential custoners
11 are not going to have new residential FKA neters, you
12 woul d have to reduce the anpunt of bills for the

13 residential custonmers, correct?

14 A That being the case, yes. However, it was ny
15 under standi ng that these 66 custoners woul d be new

16 addi ti onal neters.

17 Q And where did you obtain that understandi ng?
18 A From Wtness Kevin -- Wtness WIlson's

19 I nformation that he provided.

20 Q You understand M. WIlson testified that he
21 does not know whether there wll be new FKA neters?

22 A | was in the room when you were tal king about

23 that, and it was ny understanding that you were talking
24  about the Sunset Marina, or sonething like that, when he

25 made that statenment, but | would qualify that | may have

Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 m sunder st ood what he was sayi ng.
2 Q Ckay. But you wll rely on M. WIlson's
3 testinony whether any details if there are FKA neters?
4 A Yes, | wll.
5 Q Ckay. As to the five comercial custoners,
6 you see that on your JAS-02, correct?
7 A Yes, | do.
8 Q Is that the five different custoners that are
9 | i sted bel ow?
10 A Yes, it is.
11 Q I f Oceanside's neter existed during the test
12 year, you would agree that would not be a new neter to
13  be added, correct?
14 A If it already exists during the historical
15 test year, correct.
16 Q Sanme question for Stock Island Marina, Stock
17 | sl and?
18 A Sanme answer.
19 Q Bernstein Park, do you know if there is
20 actually one neter or two neters for Bernstein Park?
21 A Based on the testinony fromM. WIlson this
22 norning, | understand that there are two neters at which
23 one is an irrigation.
24 Q All right. Are you aware of whether the KWRU
25 bills irrigation neters at base facility charge?
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1 A | am not aware of that, but | would not think
2 they would since that does not return to the sewage

3 system

4 Q And you are aware that the Bernstein Park had
5 two neters prior to its redevel opnent?

6 A | was not aware of that.

7 Q Geral d Adanms School, you understand that

8 school exists today, correct?

9 A | heard discussions on it today, yes.

10 Q You are aware that school existed during the
11 test year?

12 A Excuse ne?

13 Q You are aware that school existed during the
14 test year?

15 A | wll accept your statenment on that. | am
16 not aware of that.

17 Q As to the Florida Keys SPCA, you are aware

18 that the SPCA buil ding that exists today is being

19 denol i shed, correct?

20 COMM SSI ONER POLMANN: M. Smth, could I

21 encourage you to please ask your questions in the

22 formof a question?

23 MR. SMTH:. | apol ogi ze.

24 COMM SSI ONER POLMANN:  You are nmaking

25 statenents.
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1 BY MR SM TH:

2 Q Did you hear the testinony today that the

3 current FKSPCA building is required to be denolished?

4 A No, | did not.

5 Q If the -- | want to turn to your JAS-01.

6 Al right. First, at the top, you have

7 identified as a projected 2019, do you see that?

8 A Yes, | do.

9 Q Ckay. If the projected 2019 base facility

10 charge were drastically reduced, that would reduce the
11 new i ncone in the projected 2019 year, correct?

12 A You are tal king about ny projected incone

13 cal cul ati on?

14 Q Yes.

15 A Correct. If the nunber of ERCs was reduced --
16 | nmean, excuse ne, if the nunber of ERCs renained the
17 sane but the proposed rate changed bel ow the, for

18 I nstance, the residential for 50 bel ow 50.74, then, yes,
19 that nunber woul d reduce.

20 Q Again, if the projected new bills -- new

21  gallonage was | ess than what was provided by M. WI son,
22 then that would al so reduce the anount of incone

23 percei ved, correct?

24 A Correct.

25 MR. SM TH: Thank you. | have no further
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1 guesti ons.

2 COMWM SSI ONER POLMANN:  Thank you, M. Smth.
3 M. Sayler, do you have any questions?

4 MR. SAYLER: Public Counsel has no questions
5 for this wtness.

6 COMWM SSI ONER POLMANN:  Thank you, M. Sayler.
7 Staff?

8 M5. MAPP: Staff has no questions for this

9 W t ness.

10 COMM SSI ONER POLMANN:  Thank you, Ms. Mapp.
11 Conmi ssi oners?

12 COW SSI ONER FAY:  No.

13 COMM SSI ONER POLMANN:  Redi rect ?

14 MR WRIGHT: No redirect. Thank you,

15 Conmmi ssi oner .

16 COMWM SSI ONER POLMANN:  Thank you, M. Wight.
17 Exhi bi ts.

18 MR WRIGHT: | would nove the adm ssion of

19 Revi sed Exhi bit 49, Revised Exhibit 50 and Exhi bit
20 129.

21 COMM SSI ONER POLMVANN:  Okay. Exhibit 129 was
22 previously identified here this norning. W wll
23 nove that into the record at this tine.

24 (Whereupon, Exhibit No. 129 was received into

25 evidence.)
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1 COW SSI ONER PCLMANN:  And Exhi bits 49 and 50,
2 which -- both of which are revised according to the
3 material we received here -- | amsorry, | said
4 this norning, | nmeant this afternoon for Exhibit
5 129.
6 Exhibits No. 49 and 50 on the conprehensive
7 exhibit list were also identified as JAS-1 and
8 JAS-2 were revised here today, and we w || nove
9 those into the record at this tine.
10 (Wher eupon, Exhibit Nos. 49 & 50 were received
11 I nt o evi dence.)
12 MR, WRI GHT: Thank you, Comm ssi oner.
13 And with that, | would ask that M. Small be
14 excused.
15 COW SSI ONER PCLMANN:  Ckay. You are excused,
16 sir.
17 THE W TNESS:. Thank you.
18 (Wtness excused.)
19 MR, SAYLER: Conm ssi oner Pol mann, | believe
20 the next wwtness is M. Schultz, and | do
21 apol ogi ze, | do need five mnutes to tend to
22 sonething, and I will be right back.
23 COW SSI ONER POLMANN:  Fi ve m nutes?
24 MR SAYLER Yes, sir.
25 COMM SSI ONER POLMANN:  We are in recess for
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3 Wher eupon,

5 was called as a wtness, having been previously duly

6 sworn to speak the truth, the whole truth, and nothing

7 but t

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

five m nutes.

(Brief recess.)

HELMJUTH W SCHULTZ, 111

he truth, was exam ned and testified as foll ows:

COW SSI ONER PCLVANN: M. Sayler, let's
proceed, pl ease.

MR. SAYLER: Conm ssi oner Pol mann, thank you
very much for that five-m nute break.

Currently being passed out is an errata sheet
to the direct testinmony of M. Helnuth Schultz, and
| would like to have that marked for -- identified
and marked for the record as Exhibit No. 130.

| would like to note that this was filed in
the docket file previously on April 23rd -- excuse
nme, April 27th, and so everyone should have it, but
just for the conpl eteness, we are doing it here
agai n today.

COMM SSI ONER POLMANN:  Thank you, M. Sayler.
W will identify Exhibit 130, this is Wtness
Schultz, Ofice of Public Counsel. The description
is errata to direct testinony of Wtness Schultz,

and the substance is Table 1 page --

Premier Reporting

(850) 894-0828 Reported by: Debbie Krick

114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com



546

1 MR, SAYLER: Yes, sir.

2 COMWM SSI ONER POLMANN:  Cover sheet.

3 (Wher eupon, Exhibit No. 130 was marked for

4 I dentification.)

5 COMWM SSI ONER POLMANN:  Pr oceed.

6 EXAM NATI ON

7 BY MR SAYLER:

8 Q M. Schultz, good afternoon.

9 Wul d you pl ease state your name and busi ness
10 address for the record?

11 A Yes. M nane is Helmuth W Schultz, Ill. M
12 busi ness address is 15728 Farm ngton Road, Livoni a,

13 M chi gan.

14 Q And did you prefile testinony on March 14th in
15 this docket for the citizens of the state of Florida?
16 A | did.

17 Q And you have a copy of that with you today?
18 A | do.

19 Q All right. And you have reviewed the errata
20 sheet marked as Exhibit 130 in this case?

21 A Yes, sir.

22 Q And with those changes to your testinony -- or
23 excuse nme -- corrections to your testinony, do you have
24  any other additional changes?

25 A No, sir.
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1 Q Al right. And if you were asked the sane

2 guestions agai n today, would your answers be the sane?
3 A Yes, sir.

4 Q Al right. And do you adopt this as your

5 sworn testinony here today?

6 A | do.

7 Q All right. And did you al so prepare and file
8 Exhibits HA5-1 through 3 in this docket?

9 A Yes, sir.

10 Q And those are the sanme exhibits identified on

11  the conprehensive exhibit list as Exhibits 36 through

12 38?

13 A | believe you.

14 Q Al right. Subject to check.

15 A Yeah.

16 Q Al right.

17 MR, SAYLER. M. Chairman, with the

18 corrections to his testinony, we would |ike to have
19 his testinmony submtted into the record as though
20 read.

21 M5. MAPP:  Commi ssi oner Pol mann, | woul d just
22 state that in prelimnary matters, it was

23 determ ned that, pursuant to KAWRU s notion to

24 strike portions of Wtness Schultz's testinony,

25 that it was decided voir dire would be allowed, and
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1 | believe the appropriate tinme to do so would be
2 now prior to the entrance of his direct testinony.
3 COMM SSI ONER POLMANN: I n order to determ ne
4 whet her portions of the direct testinony wll be
5 stricken, we wll hold off on entering the prefiled
6 direct testinony into the record. And we need to
7 address resolution of the petitions that were
8 filed -- actually, the petition, | believe. Wll,
9 there was a petition and then there was a response,
10 Is that correct?
11 MR SMTH:. A notion.
12 COMM SSI ONER POLMANN: | am sorry. Moti on.
13 Ms. Helton, if you will state, or Ms. Mapp,
14 perhaps Ms. Helton could help ne --
15 M5. HELTON: There was --
16 COMM SSI ONER POLMANN:  -- put the right words
17 into the record here as to what we are doi ng.
18 M5. HELTON: There was a notion to strike
19 portions of testinony of Wtness Schultz by KW
20 filed on April 27th, and OPC filed a response on
21 May 4th. And | believe, M. Chairman, that you
22 ruled in the prehearing order that you would all ow
23 KWto conduct voir dire exam nation of Wtness
24 Schultz to then nake a ruling today whether you
25 wll, in fact, strike any of his testinony as
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1 requested by the utility.
2 So | believe at this tine we are in the
3 posture where -- | amnot sure if it's going to be
4 M. Smth or M. Friednman that will be conducting
5 the voir dire.
6 COW SSI ONER PCLVANN:  Ckay. W are prepared
7 to nove forward. W will go through the voir dire,
8 and then | will take a brief recess to consult with
9 ny | egal advisers, and we will conme back and nmake a
10 ruling on this, and then we can go back to the next
11 st eps.
12 M. Smth.
13 MR. SM TH:.  Yes, thank you.
14 For everyone's recollection, there is two
15 portions of M. Schultz's testinony that we
16 requested to be stricken as he does not have
17 expertise to render an opinion in these two areas,
18 they are contained in the notion to strike.
19 The first which I will voir dire on is the
20 construction costs of the new office. This is
21 contai ned in page 12, lines 14 through 25 of
22 Wtness Schultz's prefiled direct testinony, and |
23 will read the testinony into the record.
24 It's question: "Wiy is the conpany's request
25 excessi ve?
Premier Reporting (850) 894-0828 Reported by: Debbie Krick

114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com



550

1 A VWiile | amnot a contractor, | have
2 famliarity with construction projects and the
3 costs in review ng project costs based upon ny 40
4 pl us years of experience in utility accounting. A
5 cost of 240 per square foot is high. An online
6 review of construction costs indicated costs for
7 office buildings, two to four stories, $140 per
8 square foot to $240 per square foot. The $240 per
9 square foot is in New York City. Another cost
10 estimate was 2, 324 square foot honme in Broward
11 County. That cost was $137 per square foot. On
12 another site, | |ocated a commercial construction
13 cost cal culator and requested an estinmate for a
14 1, 200 square foot building in Mam and in West
15 Pal m Beach. The cal culator canme up with a cost of
16 $83 per square foot in Mam and $80 per square
17 foot in West PalmBeach. Cdearly, the different
18 cost estimtes show that conpany's $240 per square
19 foot is excessive, even for Key West. Ratepayers
20 shoul d not foot the bill for increased spending by
21 t he conpany. "
22 So this is the testinony that we are
23 requesting be stricken, and | believe it's actually
24 a statenent prior to that where he states that the
25 cost of the nodular office is excessive.
Premier Reporting (850) 894-0828 Reported by: Debbie Krick

114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com



551

1 VO R DI RE EXAM NATI ON

2 BY VR SM TH:

3 Q M. Schultz, good norning -- afternoon.
4 A Good afternoon, sir.
5 Q First, going to your educational background.

6 You are a CPA, correct?

7 A That is correct, sir.

8 Q So you have a degree in accounting?

9 A | have a degree in accounting. Yes, sir.
10 Q Do you have any Master's degree?

11 A No, sir.

12 Q You are a Certified Public Accountant?
13 A Yes, sir.

14 Q And did you -- do you have a degree in

15 engi neering?

16 A | do not have a degree in engineering.

17 Q Are you licensed as an engi neer?

18 A | amnot |icensed as an engi neer.

19 Q Do you have a degree in architecture?

20 A | do not have a degree in architecture.
21 Q Do you have a licensure as an architect?
22 A | do not have a license in architecture.
23 Q Do you have a contractors' license in the

24 state of Florida?

25 A No, | do not have a contractor's |icense. I
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1 mean, that is why | put it in ny testinmony. | didn't

2 want to naeke it suggestive that | ama contractor and |
3 had expertise beyond what sonme woul d consider a

4 contractor's expertise should be.

5 | note al so, though, that what | put into this
6 testinony is that | did research on the cost of

7 construction per square foot. This is readily available
8 information. And | had that in ny testinony. And in

9 response to conpany discovery, | provided the docunents
10 to show where that information cane from

11 | note that while | amnot a contractor, and |
12 am t al ki ng about a cost per square foot, the conpany has
13 put a wtness on, M. Pabian, who is also not a |licensed
14 contractor according to the state of Florida. He is not

15 a licensed contractor in the --

16 Q | would object. This isn't an argunent. This
17 IS not germane to the questioning at issue, and this

18 would be sonething a bit -- that would be requested on a
19 notion fromOPC or a party. | asked you sinply are you

20 a contractor, you said no. Correct?

21 A That is correct, sir. | amnot.

22 Q Ckay.

23 A You don't have to be a contractor to nake --

24 COW SSI ONER PCLVANN:  Sir.

25 THE W TNESS:  Yes.
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1 COMM SSI ONER POLMANN:  The process here is

2 counsel asks the question. The normal routine is,
3 to the best of your ability, answer yes or no. You
4 wi Il have an opportunity to explain yourself if a

5 clarification is needed as to yes or no, if there

6 is aqualification on that.

7 The point M. Smth is nmaking, and | agree

8 with, is this is not the time to provide testinony
9 or to elaborate on why you put sonething in your

10 testinony. That's not what the purpose is at this
11 poi nt .

12 So to the best of your ability, if thereis a
13 yes or no question, please answer yes or no --

14 THE W TNESS:  Yes.

15 COMM SSI ONER POLMANN:  -- and we w || give you
16 an opportunity to el aborate on the yes or no.

17 THE W TNESS:. Yes, sir

18 COMWM SSI ONER POLMANN:  Thank you.

19 BY VR SM TH:

20 Q You don't act as a devel oper, do you?
21 A | do not act as a developer. No, sir.
22 Q You have never built anything in the Florida

23 Keys, correct?

24 A | have never built anything in the Florida
25 Keys. No, sir. | do -- 1 wll nmake one correction to
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1 sonet hing that you asked nme about in ny deposition.

2 Q | didn't ask about your deposition. | asked
3 you if you ever built sonething in the Florida Keys.

4 A | amjust trying to clarify sonething. You

5 had asked nme if | amfamliar with sone construction in

6 the Florida Keys at one tine, and | was just trying to

7 clarify that. It's fine, I wn't --
8 Q | did not ask that question, sir.
9 I n your testinony, you never -- according to

10  your testinony, you never did research for construction
11 costs in the Florida Keys, correct?

12 A In ny testinony?

13 Q According to your prefiled testinony, where
14  you're explaining the research you perfornmed, you never
15 perforned any research of construction costs in the

16 Fl ori da Keys, correct?

17 A | did not do research of the costs in the

18 Florida Keys as stated in ny testinony.

19 Q Ckay.

20 MR SMTH That's all the questions | have on

21 that issue. |f you want any argunent or anything |

22 can do so now, or | can nove on to the next issue.

23 MR, SAYLER: Comm ssioner Polmann, is it

24 appropriate for ne to ask questions of our w tness

25 invoir dire, or is it only for the utility?
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M5. HELTON: | think that it is appropriate
for M. Sayler to conduct a redirect, but | don't
know whet her you want to go ahead and have
M. Smth do the second part as well, and then M.
Sayl er can ask redirect on both points.

MR SMTH If | may, for a point of clarity,
typically if his testinmony wasn't prefiled
testinony, because it is prefiled testinony, they
had every opportunity to put the necessary training
and experience to justify the ability to render an
opinion with expertise to do so.

For voir dire to allow for himto now be able
to provide the justification would not allow us due
process, because that would be an anmendnent to his
direct testinony that's not included in the direct
testi nony.

COMM SSI ONER POLMANN:  What | heard were two
different points, so let ne separate them

The notion to strike portions identifies
testinony related to costs per square foot, to
which I will intend to make a ruling. You have
identified a specific page and |ine nunbers. Your
notion al so addresses testinony related to pension
plan, to which | also intend to nmake a ruling. And

those will be two separate rulings, because they
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1 are separate subject matter and substance within

2 the direct -- prefiled direct testinony. So we
3 shoul d anticipate two separate rulings on that.
4 You just made the point of distinguishing that in
5 your voir dire, so | wuld like to take those up
6 separately, the testinony.
7 To M. Sayler's request, what was your purpose
8 so that | can speak clear? | heard counsel's
9 point, that it would not be ny intention to -- for
10 you to ask the witness as if you are trying to
11 contribute at this point to argunent, or adding to
12 the testinony here in the voir dire process, so |
13 am not sure exactly what your request is.
14 MR, SAYLER: W are not here to add to his
15 prefiled direct testinony. Matter of fact, as |
16 understand, this is not part of his testinony until
17 it's admtted into the record as though read.
18 However, the utility has challenged his
19 expertise as an accounting wtness, as soneone who
20 has nore than 40 years of presenting testinony
21 bef ore various conm ssions as an expert in
22 accounting and rate-nmaki ng, opining upon the
23 reasonabl eness of costs of all sorts of capital
24 itenms, whether it be pipelines to nodular units.
25 And this testinony is not being offered as an
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1 expert contractor, but nore as a conparison for the
2 cost of housing per square foot based upon
3 M. Johnson's testinony that it be 1,200 square
4 feet, and | do have sone questions because he does
5 have background.
6 COMWM SSI ONER POLMANN:  Okay. M. Sayler, the
7 utility has identified very specific testinony that
8 t hey have requested to stri ke on page 12, lines 15
9 through 25. It's very narrow. They are not
10 guesti oni ng over any of the things that you just
11 i dentified.
12 So if you want to address sonething specific
13 to page 12, lines 14 through 25, | want to try to
14 all ow that --
15 MR SAYLER  Ckay.
16 COW SSI ONER PCLMANN:  -- but let's not go
17 into his entire background as an accountant, and
18 all of the other things that he may have an opi ni on
19 on. This is specific to testinony related to cost
20 per square foot. That's what their notion is.
21 MR. SAYLER: Yes. And actually, his question
22 in his testinony is why is the conpany's request
23 excessi ve?
24 COMM SSI ONER POLMANN:  On that particul ar
25 poi nt .
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1 MR, SAYLER: On that particular point. And
2 he, as an accountant, is conparing costs that
3 accountants can find -- anybody can find readily
4 avail able on the internet. And he is not offering
5 it as an expert, but nore as a conparison for those
6 costs for his opinion.
7 COMM SSI ONER POLMANN:  Yes, he has brought
8 forth into this proceeding, and we don't make the
9 di stinction -- the Conm ssion does not have a
10 practice of distinguishing between experts and fact
11 W t nesses. The question is whether he is qualified
12 to provide the opinion based on training, education
13 and experience.
14 MR, SAYLER. O specialized know edge.
15 COW SSI ONER PCLMANN:  That's -- yes,
16 know edge, training, education and experience is
17 what's being tested at this nonent.
18 So having said that, Ms. Helton, do you have
19 any other advice as to whether or not M. Sayler
20 shoul d be provided an opportunity to ask questions?
21 M5. HELTON: We are in a unique posture here
22 I n our proceedi ngs because the testinony is
23 prefiled. W are also in a unique posture because
24 it's the Conmi ssion's typical practice to accept
25 testinony that is -- cones before it as an expert
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W tness, unless for sone reason the witness is
specifically designated that he or she is not an
expert, or unless the expert is called into
guestion, or the expertise of the witness is called
I nto question.

Because of our unique practice, it's ny
opinion that if one party seeks to voir dire the
wi tness, that | believe that it is appropriate for
the party who's calling the witness to conduct a
redi rect examnation |ive before you as the voir
dire is live before you because it is our practice
to normal |y accept wi tnesses as expert w tnesses.

However, the argunents that M. Sayler are
maki ng, | believe, are argunents that should have
been made in his response to the notion to strike.

Wen | -- in a very cursory review, as M.
Sayl er was tal ki ng about what he wanted to talk to
the wi tness about, he doesn't say anything in here
about the purpose of Wtness Schultz's testinony.
He tal ks about whether Wtness Schultz is an
expert, and whether it's appropriate for the
utility to call into question M. Schultz's
experti se.

If M. Sayler can keep his questions narrow to

conduct redirect based on the questions of
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1 M. Smth, | think that's appropriate; but if he
2 goes into the purpose of Wtness Schultz's
3 testinony, | amnot so sure about that.
4 COMM SSI ONER POLMANN: | have heard the advice
5 to ne. You are sitting here, you heard her advice
6 to me.
7 MR, SAYLER: Certainly. And those are the
8 type of questions | intend to ask M. Schultz.
9 COMW SSI ONER POLMANN:  Okay. Okay. | am
10 going to allow you to proceed. | have given you --
11 put you on notice that we all know what the
12 utility's nmotion was, and | refer specifically
13 again to page 12, lines 14 through 25.
14 It's not appropriate for Ms. Helton, our
15 Ceneral Counsel, to object, but we have staff
16 counsel here as a participant, and | amgoing to
17 reinstruct themas | did at the beginning to pl ease
18 participate. |If there is sonething you believe is
19 | nappropri ate, because | amnot practiced here as
20 others are. So Ms. Crawford, Ms. Mapp, given the
21 advice that we've all heard from M. Helton, please
22 act accordingly.
23 MR SAYLER Yes, sir.
24 COW SSI ONER PCLVANN: M. Sayl er, you may
25 proceed.
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1 MR, SAYLER: Al right.
2 FURTHER EXAM NATI ON
3 BY MR SAYLER:
4 Q M. Schultz, on page 12, line 15, you state:
5 "While | amnot a contractor, | have famliarity with
6 construction projects.” Do you see that?
7 A Yes, Sir.
8 Q Can you pl ease explain to this Conm ssion your
9 famliarity wwth construction projects in M chigan?
10 A | have famliarity wth construction
11 projects -- well, specifically in Mchigan, wuld be the
12 construction of a residential structure. | have
13 participated in the construction of them
14 | amthe one who wote the testinony. | say |
15 have famliarity wth construction projects, that's
16 basically -- the intent of that statenent is | have been
17 doing this for 40 sone years. | have | ooked at
18 construction projects in every rate case | actually
19 participate in.
20 So that was what that statenent is about. And
21 | have had -- with respect to those recomendations t hat
22 | have nmade on those construction projects, | have had
23 conm ssions in various jurisdictions accept ny
24 reconmendati ons, including the State of Florida.
25 | have had, even where | took exception to
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1 costs in aintercoastal utility case that was overseen
2 by an ALJ, and in that case, | was focused, as | amin
3 this, at the costs; not the integrity of the building;
4 not the actual construction of it, but in the costs.
5 And in that case, the ALJ renoved the entire costs of a
6 treatnent plant because it wasn't supported. That's
7 what this testinony is about.
8 COMWM SSI ONER POLMANN: M. Schultz, | again
9 woul d encourage you to stay focused on answering
10 the specific question that was asked.
11 BY MR SAYLER:
12 Q Also, M. Smth asked you if you were famliar
13 wth construction projects or costs here in the Keys.
14 Do you recall that?
15 A Yes, sir. He asked ne if | was famliar wth
16  construction in the Keys.
17 MR SMTH | will object, msstates the
18 testinony, it was at the tinme of filing --
19 COW SSI ONER PCLMANN: | am sorry, coul d you
20 speak up?
21 MR SMTH It was at the tinme of filing his
22 testi nony.
23 COMM SSI ONER POLMANN:  That' s your
24 recol | ection, your question was nore specific, is
25 t hat what you are sayi ng?
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1 MR SMTH Yes. M concernis heis going to
2 state that he's now | ooked into it.

3 BY MR SAYLER:

4 Q Prior to the filing of your testinony, M.

5 Schultz, did you have any famliarity with construction
6 projects in the Keys, and if so, can you pl ease expl ain?
7 A Actually, | did, and I had actually forgotten

8 about this when | was bei ng deposed.

9 M5. MAPP: Conm ssi oner Pol mann, | woul d
10 suggest that what the witness is about to answer is
11 suppl enenting his direct testinony, as that was not
12 stated in his direct prefiled testinony about any
13 research done of construction projects in the Keys.
14 MR, SAYLER. He is responding to M. Smth's
15 guesti on about the construction projects in the
16 Keys at the tinme of his filing. This is not
17 suppl enenting his testinony because this is not
18 part of his testinony, if admtted, that would go
19 into the record.
20 MR SMTH | just want to be clear, he is now
21 saying he is revising his deposition and his direct
22 testi nony.
23 MR. SAYLER: He stated he forgot about a
24 project in the Keys that he worked on, and he is
25 about to explain that for the benefit of these
Premier Reporting (850) 894-0828 Reported by: Debbie Krick

114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com



564

1 Conmm ssioners, and for yourself, M. Smth.
2 COMWM SSI ONER POLMANN: Wl |, what's on --
3 what's at issue right nowis his direct testinony,
4 and | amnot going to allow you to restate
5 M. Smith's question, or clarify what M. Smth
6 nmeant in order for you to ask your witness to go
7 back to M. Smth's question. | think that's on
8 the record. So | don't understand what you are
9 doi ng.
10 MR, SAYLER: His question was, as | recall --
11 and M. Smith, if you can restate it -- is what
12 experience did he have with construction projects
13 in the Keys at the tinme he filed his testinony.
14 MR SM TH  No.
15 COW SSI ONER PCLVANN: M. Sayler, | am
16 concerned now that you are giving the witness the
17 answer that you're |ooking for by discussing this.
18 MR. SAYLER: No, sir.
19 COW SSI ONER PCLVANN:  Wel |, that's what |
20 think is going on even though that's not your
21 I ntention.
22 MR, SAYLER: | apologize if that's --
23 COMM SSI ONER POLMANN:  The nore we tal k about
24 it, the nore it's becom ng obvi ous what the answer
25 is. | can give you the answer that you're | ooking
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1 for the nore that we tal k about this and | am not
2 the witness. | suggest you m ght want to nove to a
3 different line of questioning.
4 MR, SAYLER: That was the only question I had
5 for him based upon M. Smth's voir dire of this
6 witness, is prior to his testinony, did he have any
7 experience for related to construction in the Keys.
8 COMM SSI ONER POLMANN:  Wel |, as | stated, what
9 | see at issue is --
10 MR, SAYLER: Excuse ne, construction costs. |
11 apol ogi ze.
12 COMM SSI ONER POLMANN:  And | think that's
13 what's on page 12, and that was the point of the
14 notion to strike.
15 MR, SAYLER. He said he is famliar with
16 construction costs. And he's expoundi ng upon that.
17 | don't understand. W are m ssing sonething here,
18 sir. | apologize if I am m sunderstandi ng the
19 situation here.
20 Qobviously this -- excuse ne, | amafraid | am
21 | would be getting into argunent if | nade the next
22 statenent, but --
23 COMM SSI ONER POLMANN: | think we will |eave
24 it there.
25 MR SMTH  Wuld you |like us to go to the
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1 second issue that we were requesting to be stricken

2 at this juncture?
3 COMM SSI ONER POLMANN:  That's probably best.
4 FURTHER VO R DI RE EXAM NATI ON

5 BY MR SM TH:

6 Q The second issue is related to pension plans.
7 It's on page 26 of M. Schultz's direct testinony to

8 Page 27 of direct testinony, starting on line 13 on page
9 26, ending on line 20 of page 27. And | will read the
10 testinony: "Do you agree with the conpany's request for

11 a nore traditional pension plan?"

12 COW SSI ONER PCLMANN:  Woul d you speak up,
13 pl ease?
14 MR, SMTH:. | apol ogi ze.

15 BY MR SM TH:

16 Q "Do you agree with the conpany's request for a
17 nore traditional pension plan?

18 A -- answer: No, | do not. First, conpanies
19 are replacing traditional pension plans with 401(Kk)

20 arrangenents. It is not appropriate for a public

21 utility to offer gol d-plated benefits to its enpl oyees
22 so far above and beyond those received by the average

23 rat epayer. Thus, the conpany should not be allowed to
24  buck the trend and nove towards traditional benefit

25 pl ans.
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1 Second, the conpany has not offered sufficient
2 support for either the claimthat its high turnover rate
3 Is due to its benefit package or the claimthat a

4 pension plan will solve its enpl oyee retention probl ens.
5 KWRU was asked to support the forner claimin OPC

6 Request for Production of Docunents No. 73. The

7 conpany's response provided only enmail exchanges with

8 the project nmanager at CH2M and enpl oyees at FKAA

9 di scussing salary ranges, health and vacati on benefits
10 and standby tinme. The information al one does not

11  substantiate the claimthat the benefits causing the

12 conpany's turnover issues.

13 The conpany was al so asked in OPC Request for
14 Production of Docunents to No. 72 to support its claim
15 that the proposed traditional pension plan would inprove
16 retention and reduce turnover. KWRU s response states
17 that the pension plans for various conparable utilities
18 in the Florida Keys had been reviewed online. However,
19 the fact that KWRU revi ewed ot her conpany's pension

20 pl ans does not support its claimthat retention and

21 turnover would be inproved. The bottomline is that the
22 conpany's request is both unsupported and i nappropri ate.
23 The conpany overl ooks the fact that other

24  conpanies are able to hire and retain enpl oyees w t hout

25 a traditional pension plan. |If that were not the case,
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1 busi nesses woul d not be turning away fromtraditiona
2 pensi on plans. Although the cause of the conpany's
3 hiring and retention issues is not clear, the conpany
4 clainms inits response to citizens' Interrogatory No. 43
5 that it is due to overtine."
6 So going to that line of questioning, and I
7 wll first adopt the voir dire fromthe |ast |ine of
8 questioning in order to save tine.
9 MR. SAYLER: Question, he nentions three
10 different reasons in his testinony. Are you doing
11 voir dire on each of those three reasons?
12 MR SMTH This is to his qualifications to
13 testify as to pension plans. And so | first
14 adopt ed hi s educational background that we've
15 al ready gone through so that | don't have to repeat
16 it. And | will proceed further.
17 BY MR SM TH:
18 Q M. Schultz, are you a financial advisor?
19 A | am not a financial advisor.
20 Q M. Schultz, are you in charge of your
21 conpany's pension plan?
22 A Qur conpany doesn't have a pension plan. W
23 have a profit sharing plan, and that's a distinguishing
24 difference between what this testinony is all about.
25 Q M. Schultz, are you the adm nistrator of your
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1 conpany's profit sharing plan?
2 A | adm nister ny own investnents in the profit
3 sharing plan. That's part of what we do.
4 Q Ckay. M. Schultz, you understand you have an
5 admnistrator of your profit sharing plan, correct?
6 A Yes, Sir.
7 Q Ckay. Do you adm ni ster that plan?
8 A | don't adm nister the plan nyself. No, sir.
9 Q Ckay. Are you licensed as a financi al
10 advi sor ?
11 A | amnot licensed as a financial advisor. As
12 i ndi cated, | am an accountant, and accountants deal wth
13 pensions all the tine.
14 Q Ckay. So you have no |licensure to adm nister
15 pensi on plans, correct?
16 A | don't have a license to adm nister a pension
17 plan. No, sir.
18 Q And you have never been and you have never
19 obt ai ned the proper securities |icense to adm ni ster any
20 pensi on pl an?
21 A | -- you don't need a license. | do not have
22 that license that you' re tal king about. You don't need
23 a license to evaluate pension costs. The conpany has
24  two witnesses, neither of which are actuaries or
25 | i censed pension plan peopl e.
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1 Q Ckay. M. Schultz, you state that you claim
2 that it is a gold-plated pension plan and far above and
3 beyond those received by the average ratepayer. D d you
4 perform any studi es of ratepayers' pension plans in the
5 rate -- in the custoner area?

6 A | did not performany studies. | just have

7 knowl edge of what type of people live in the area,

8 and --

9 Q Did you contact any ratepayers?

10 A | did not contact any ratepayers. No, sir.
11 Q Ckay. Going to the above the average

12 rat epayer, you al so discuss other conpanies are able to
13 hire and retain enployees with a traditional pension

14 plan. D d you review the pension plans of the

15 retirement plans of the other utilities in the Florida
16 Keys?

17 A | did not review them and |I am not convi nced
18 that the conpany did. The conpany just said, we |ooked
19 at them onli ne.

20 Q Did you hear the testinony earlier from

21 M. Johnson --

22 A Exactly, that's what | amreferring to.

23 M. Johnson said, | reviewd these online --

24 M5. MAPP: | would -- we are getting offtrack

25 of voir dire at this point.
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1 MR SMTH Al right. | would agree.

2 That's all the voir dire | have on the

3 subj ect.

4 COMW SSI ONER POLMANN:  Thank you, M. Smth.

5 M. Sayler, do you have any questions narrowy
6 on this point?

7 MR, SAYLER  Sure.

8 FURTHER EXAM NATI ON

9 BY MR SAYLER:

10 Q Do you recall what M. Johnson testified

11  yesterday regardi ng pension plans and accountants?

12 A Yes. M. Johnson said that accountants can

13 address pension pl ans.

14 M5. MAPP: | will interject. W are here
15 di scussing the qualifications of M. Schultz, not
16 M. Johnson.

17 MR, SAYLER: The conpany -- certainly, |

18 under stand what the conpany's witness testified.

19 BY MR SAYLER:

20 Q Here's the other question, over the years in
21  your 40 years of experience, how many pension plans have
22 you | ooked at, reviewed as it relates to costs going

23 i nto custoner rates?

24 A | have evaluated, | amgoing to say, in excess

25 of 100, because | have been close to over 200 cases, and
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1 | -- while | may not look at it in each and every case,

2 | have | ooked at it in just about, or at |least at the
3 m nimum half of the cases | |ooked at.
4 MR SMTH.  For the record, | amgoing to
5 object that this is placing direct testinony into
6 the record as to his qualifications and experience.
7 He is not --
8 COW SSI ONER PCLMANN:  Obj ection is noted.
9 MR, SAYLER: Al right. 1 don't have any
10 addi ti onal questions for our wtness --
11 COMWM SSI ONER POLMANN:  Thank you, M. Sayler.
12 MR, SAYLER:. -- as relates to voir dire.
13 COMWM SSI ONER POLMANN:  Ms. Helton, is there
14 anything else we need to do at this point, or can
15 we take a recess?
16 COMWM SSI ONER FAY: M. Chairman, can | ask a
17 question?
18 COMM SSI ONER POLMANN: | don't know if the
19 Conmm ssioners are allowed to ask questions at this
20 poi nt .
21 COWM SSI ONER FAY:  COkay.
22 MS. HELTON: | think, as the trier of fact, if
23 t he Conm ssioners want to ask a question at this
24 point related to the wtness' expertise, | think
25 t hat woul d be appropri ate.
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COMWM SSI ONER POLMANN:  Conmi ssi oner Fay.

2 COMM SSI ONER FAY:  Thank you, M. Chair man.

3 And to sinplify things, nmy question is

4 probably for Ms. Helton.

5 COMM SSI ONER POLMANN:  Wel |, that's a

6 di fferent question.

7 M5. HELTON: | take it back.

8 COMM SSI ONER FAY:  Just ki dding, right.

9 | just -- | think there is an inportant point
10 of clarification just for us sitting in these

11 seats. Wthin this process of voir dire, if the
12 testinony is not struck fromthe record, the

13 Conmm ssion has the |l egal authority to give whatever
14 wei ght is appropriate to that testinony. And so
15 i f, for exanple, sone find it | ess persuasive, or
16 nore persuasive than if the testinony is not

17 struck, we still have the ability to nmake that

18 determ nation on our end; is that accurate?

19 M5. HELTON: Absolutely. And that's the case
20 for any tine any wtness appears on the w tness

21 stand, and that's the case where any tine you hear
22 conpeting testinmony fromw tnesses on the wtness
23 st and.

24 COMW SSI ONER FAY: Ckay. Thank you, M.

25 Chairman. | appreciate it.
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COW SSI ONER PCLMANN:  Thank you,
Conmmi ssi oner .

COW SSI ONER CLARK:  Pass.

COW SSI ONER PCLMANN:  Ckay. | have heard the
voir dire questions fromthe utility and questions
fromOfice of Public Counsel. W have the
pl eadi ngs, and | amgoing to take a recess, 10 or
15 mnutes, or, quite frankly, whatever | need, but
that's ny target. You can keep track of ne. | am
going to start the clock for your purposes, and we
are in recess.

Of the record. Thank you.

(Brief recess.)

COW SSI ONER POLMANN:  We are back on the
record.

M. Sayler.

MR SAYLER: Yes, sir. And | will be very
brief.

M. Kelly would like ne to say the foll ow ng
for the record:

Before you rule, we would |ike to make the
following proffer for the appellate record
regarding M. Schultz's testinony on these two
t opi cs.

Construction: H's testinony is not being
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1 of fered as an expert in constructing buildings, but
2 as a CPA with specialized know edge in utility
3 rate-maki ng as to the reasonabl eness of the costs
4 of this construction project.
5 And as to pensions: Hi s testinony is not
6 being offered as an expert in adm nistrating
7 pensions, but as a CPA with specialized know edge
8 inutility rate-making as to the reasonabl eness of
9 the requested pension costs.
10 Thank you very nuch.
11 COMWM SSI ONER POLMANN:  Thank you, M. Sayler.
12 Ckay. W are back, it is 3:38 p.m Thank you
13 for your patience.
14 We have a notion before us from KWRU - -
15 MR. SAYLER: Conm ssi oner Pol mann, was ny
16 comments on the record? Yes, ma'am All right,
17 t hank you.
18 COMM SSI ONER POLMANN:  Everyt hi ng has been
19 noved.
20 COMM SSI ONER CLARK:  You noved your stacks.
21 COMWM SSI ONER POLMANN:  Ckay. | have read the
22 pl eadi ngs. | have heard the voir dire here this
23 afternoon. | have taken advice of counsel, and I
24 am prepared to rule. M ruling is as foll ows:
25 As | nentioned earlier when we took up the
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1 voir dire, | have separated these into two separate

2 I tens.
3 On the first point, regarding cost per square
4 foot, nmy ruling is to strike that portion of
5 testinony related to costs per square foot. This
6 is found at page 12, lines 14 through 25, in
7 Wtness Schultz's direct testinony.
8 On the second point, related to pension plan,
9 that portion of testinony related to pension plans
10 is found on page 26, lines 13 through 25, and page
11 27, lines one through 20 of the prefiled direct
12 testinony. | will allowthat to be included in the
13 record. And the Commssion wll give it the weight
14 that it is due.
15 MR. SM TH: Thank you.
16 COW SSI ONER PCLMANN: M. Sayl er, you may
17 proceed with your witness with a brief summary.
18 MR, SAYLER: Yes, sir. As it relates to the
19 construction costs --
20 COMWM SSI ONER POLMANN:  Speak up, pl ease.
21 MR, SAYLER:  Excuse ne.
22 As it relates to the construction costs that
23 you ruled to be struck, we would like to preserve
24 and proffer that for purposes of appeal, if any.
25 And with your ruling, we would |ike the
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1 remai nder of his testinony entered into the record

2 as though read. And |I believe you ruled in our

3 favor on the pension costs, is that correct?

4 COMM SSI ONER POLMANN:  Yes. We are striking
5 only that portion | identified by page and |ine

6 nunber, which relates to cost per square foot.

7 MR, SAYLER: Thank you. Soneone was

8 whi spering into ny ear when you were neking the

9 ruling. | apologize.

10 COMM SSI ONER POLMANN:  Okay. Now, you woul d
11 like to enter direct filed testinony?

12 MR, SAYLER: Yes, sir, his prefiled direct
13 testinony pages -- well, all of it with the

14 exception of the part on page 12, |lines 14 through
15 25 that you struck, but we would like to proffer
16 that separately for purposes of appeal, if any.
17 COMM SSI ONER POLMANN:  Yes. And your

18 exhibits, which were identified in the

19 conprehensive list, we wll address those |ater.
20 MR, SAYLER Yes, sir.

21 (Wher eupon, prefiled direct testinony wth

22 errata sheet was inserted.)
23
24

25
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ERRATA SHEET

WITNESS: Helmuth W. Schultz, ITT

The following table contains the corrected errata in his prefiled testimony and Exhibit HWS-1:

Page Line Origina} Revision
Page 8 Line 11 $22,586 $29,281
Page 8 Line 12 $897,557 $933,307
Page 9 Line 22 B-3 B-4
Page 16 Line 3 Insert “$” before 50,811
Exhibit HWS-1, Schedule B-1 | Line 28 3,127,928 2,474,956
Exhibit HWS-1, Schedule B-1 | Line29 | 6,346,024 5,693,052
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DIRECT TESTIMONY AND EXHIBITS
OF
Helmuth W. Schultz, 111
On Behalf of the Office of Public Counsel
Before the
Florida Public Service Commission

Docket No. 20170141-SU

. INTRODUCTION

PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS ADDRESS.

My name is Helmuth W. Schultz, I11. I am a Certified Public Accountant licensed in the
State of Michigan and a senior regulatory consultant at the firm Larkin & Associates,
PLLC, (“Larkin”) Certified Public Accountants, with offices at 15728 Farmington Road,

Livonia, Michigan, 48154.

PLEASE DESCRIBE THE FIRM LARKIN & ASSOCIATES, PLLC.

Larkin & Associates, PLLC, is a Certified Public Accounting and Regulatory Consulting
Firm. The firm performs independent regulatory consulting primarily for public
service/utility commission staffs and consumer interest groups (public counsels, public
advocates, consumer counsels, attorneys general, etc.). Larkin has extensive experience in
the utility regulatory field as expert witnesses in over 800 regulatory proceedings, including

numerous electric, water and wastewater, gas and telephone utility cases.
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HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE FLORIDA PUBLIC
SERVICE COMMISSION?
Yes, | have previously testified before the Florida Public Service Commission (“FPSC” or

“Commission”).

HAVE YOU PREPARED AN APPENDIX DESCRIBING YOUR
QUALIFICATIONS AND EXPERIENCE?

Yes. | have attached an Appendix which is a summary of my regulatory experience and
qualifications. In addition, I have attached Exhibit HWS-1, which contains my schedules,
and Exhibit HWS-2, which is a composite exhibit containing discovery responses and other

documents | reference in my testimony.

ON WHOSE BEHALF ARE YOU APPEARING?
Larkin was retained by the Florida Office of Public Counsel (“OPC” or “Citizens”) to
review the rate request of K W Resort Utilities Corp. (“KWRU” or “Company”).

Accordingly, | am appearing on behalf of the OPC of the State of Florida.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?
I am presenting OPC's overall recommended revenue requirement in this case. | also
sponsor most of the OPC’s recommended adjustments to the Company's proposed rate base

and operating income.

ARE YOU INCORPORATING ANY RECOMMENDATIONS OF OTHER OPC

WITNESSES?
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Yes. Andrew Woodcock has made recommendations regarding KWRU’s requested pro

forma plant additions that I am incorporating into my testimony.

1. KWRU REQUESTED REVENUE INCREASE

PLEASE DESCRIBE THE COMPANY’S REQUESTED INCREASE IN
REVENUES.

The Company initially proposed a revenue increase of $1,349,690 which is a 57.9%
increase on its current rates (Company Schedule B-2). MFR revisions filed on December
12, 2017 and December 13, 2017 continued to reflect an increase of $1,349,690. On
February 19, 2018, the Company submitted a third?, revised Schedule B-8 that reflected a
reduction to Operations and Maintenance (“O&M”) expenses from $2,533,058 to
$2,520,930. | am not aware of a subsequent filing of Schedule B-2 to reflect this change

and the impact to the Company’s requested revenue increases.

111, ORGANIZATION OF TESTIMONY

HOW WILL YOUR TESTIMONY BE ORGANIZED?

In Section 1V, | present the overall financial summary for the base rate change, showing
the revenue requirement decrease for the test year ended June 30, 2017 as recommended
by OPC. In Section V, I discuss my proposed adjustments to rate base. In section VI I
discuss my adjustments to operating income. In Section V11, I discuss the capital structure.
Exhibit HWS-1 presents the schedules and calculations in support of the test year ended
June 30, 2017 revenue requirement. Exhibit HWS-2 is a compilation of discovery

responses referenced in my testimony.

! The page submitted in Document No. 01510-2018 indicated Second Revised; it is the third revision submitted by
KWRU.

3
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IV. OVERALL FINANCIAL SUMMARY

WHAT IS THE JUNE 30, 2017 BASE RATE REVENUE REQUIREMENT
DEFICIENCY OR EXCESS FOR KWRU?

As shown on Exhibit HWS-1, Schedule C-1, Line 11, the OPC’s appropriate adjustments
in this case result in a recommended revenue increase for KWRU for the June 30, 2017
test year of approximately $701,267. This is $648,423 less than the base rate revenue

increase of $1,349,960 million requested by KWRU in its filing.

PLEASE DISCUSS THE EXHIBIT YOU PREPARED IN SUPPORT OF YOUR
TESTIMONY AS IT PERTAINS TO THE JUNE 30 2017 TEST YEAR.
Exhibit HWS-1, consists of Schedules A, A-1, B, B-1 through B-6, C-1 through C-16,

and D.

WHAT IS SHOWN ON SCHEDULE A?
Schedule A presents the revenue deficiency for the June 30, 2017 test-year, giving effect
to all of the adjustments I am recommending in this testimony, along with the impacts of

the recommendations made by OPC witness Andrew Woodcock.

WHAT IS SHOWN ON SCHEDULE B?
Schedule B presents OPC’s adjusted rate base and identifies the adjustments impacting rate
base that are recommended by OPC witnesses in this case. Schedules B-1 through B-6

provide supporting calculations for these adjustments.
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WHAT IS SHOWN ON SCHEDULE C-1?
OPC’s adjusted net operating income is shown on Schedule C-1, page 1. The adjustments
to net operating income are listed on Schedule C-1, page 2. Schedules C-2 through C-16

provide supporting calculations for these adjustments.

WHAT IS SHOWN ON SCHEDULE D?

Schedule D presents OPC’s recommended capital structure and overall rate of return.

WOULD YOU PLEASE DISCUSS EACH OF YOUR SPONSORED
ADJUSTMENTS TO KWRU’S FILING?

Yes, | will address each adjustment | am sponsoring below.

V. RATE BASE

Working Capital

WHAT IS THE CASH BALANCE PORTION OF THE COMPANY’S REQUEST
FOR WORKING CAPITAL?

The Company has included a cash balance of $911,826 in working capital. This is 25% of
its annual requested revenue requirement and represents a significant and excessive

increase of $593,848 over the amount approved in the Company’s most recent rate case.

WHY IS IT INAPPROPRIATE TO HAVE AN EXCESSIVE AMOUNT OF CASH
IN WORKING CAPITAL?

If KWRU has accumulated a significant amount of cash that is not readily needed to operate
the Company on a daily basis, it should find alternative uses for that cash. It could invest
that cash in an interest-bearing account, pay off debt, or use that money for business

5
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purposes. A well-run company would not include almost a million dollars in a non-interest-

bearing cash account.

DID THIS ISSUE ARISE IN KWRU’S PRIOR RATE CASE?
Yes. In the prior case, Docket No. 20150071-SU, the Company requested a cash balance
of $877,289 in working capital. This was an increase of $666,869 over the amount allowed
in the Company’s previous case. This large increase was rejected by the Commission as
indicated on page 32 of Order No. PSC-17-0091-FOF-SU in Docket No. 20150071-SU
issued March 13, 2017:
In its filing, KWRU's working capital allowance included cash of $877,289.
OPC witness Merchant testified that the requested test year cash balance
was excessive and represented an anomaly for the Utility. She specifically
cited comparisons to the cash balance approved in KWRU’s last rate case,
which was $666,869 lower, and the cash balance reflected in its 2015
Annual Report, which was $515,752 lower. Witness Merchant asserted that
building a major plant expansion did not support the need for such a large
balance of cash. The 13-month average cash balance based on available
data from 2016 during the time frame of activity on the pro forma plant
expansion is $317,978. We believe this balance is more reflective of
ongoing Utility operations and cash shall be decreased by $559,311.
As you can see, the Commission rejected KWRU’S requested increase of $666,869 to the
cash balance in working capital in 2017 as excessive. In the current docket, the Company
is now requesting a substantial increase of $593,848, which is again not supported and

should be rejected. The cash balance in working capital should be held to the amount

approved by the Commission less than a year ago in 2017.

HAS THE COMMISSION MADE OTHER ADJUSTMENTS TO THE CASH
BALANCE PORTION OF WORKING CAPITAL IN OTHER CASES?
Yes, it has. In a rate case in Charlotte County, the Commission addressed the fact that the

utility included a large cash balance in its working capital calculation. The Commission
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stated that the utility had not sufficiently demonstrated the need for the large cash balance
in an account that was not earning interest. The Commission found that an amount equal
to 4 percent of the utility’s total revenues is sufficient for the utility to meet its financial
obligations.? Applying this same methodology for KWRU would result in a cash balance

of $147,289, based on the Company’s requested revenue requirement.

WHAT IS YOUR ADJUSTMENT TO THE CASH BALANCE PORTION OF
WORKING CAPITAL?

While the cash balance could be reduced as low as $147,289, | believe that it is reasonable
in this case to default to the amount approved by the Commission in the most recent rate
case for KWRU and to hold the balance to the previous amount of $317,978. This reflects

a reduction of $593,848 to the Company’s request.

ARE THERE ANY ADDITIONAL WORKING CAPITAL ADJUSTMENTS?

Yes, there are. | recommend excluding what is identified as special deposits (FPSC Escrow
Accounts) because | understand these are ratepayer funds in escrow and they are earning
interest. Therefore, ratepayers should not be required to pay a return on these funds. An

adjustment of $281,123 should be made.

DO YOU HAVE ANOTHER ADJUSTMENT TO WORKING CAPITAL?
Yes, | believe that the Company has overstated the average balance for deferred rate case
expense for the last rate case. In Commission Order No. PSC-2017-0091-FOF-SU, the

Commission allowed rate case expense in the amount of $430,828. However, the 13-month

2 See Order No. PSC-96-0663-FOF-WS, issued May 13, 1996, in Docket No. 19950336-WS, In re: Application for
rate increase in Charlotte County by Rotonda West Utility Corporation.

7
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1 average for rate case expense as shown on Schedule A-18 Page 2 of 2 includes amounts

2 that exceed this amount. The 13-month average should not include any amounts exceeding
3 the Commission’s previously allowed expense. The chart below shows where I have
4 capped the monthly amounts and the correct balance. This results in a decrease to working
5 capital allowance of $29,055.

6

2015 Deferred Rate Case Expense
MFR Schedule

A-18 OPC Balance
June 2016 318,000 318,000
July 2016 349,888 349,888
August 2016 383,326 383,326
September 2016 414,370 414,370
October 2016 492,439 430,828
November 2016 550,115 430,828
December 2016 430,828 430,828
January 2017 432,728 430,828
February 2017 444,417 430,828
March 2017 478,600 430,828
April 2017 484,129 430,828
May 2017 484,339 421,852
June 2017 430,828 413,064
438,001 408,946 (29,055)

Order No. PSC-2017-0091-FOF-SU issued March 13, 2017
7 Order capped rate case expense at $430,828

9 Q. WHAT OTHER ADJUSTMENTS ARE YOU RECOMMENDING?

10 A. As will be discussed later | am recommending changes to the amount of hurricane costs to
11 be recovered. This reduces the unamortized hurricane costs by $22,586. My overall
12 recommended reduction to working capital is $897,557. This adjustment is shown on
13 Exhibit HWS-1, Schedule B-3
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Service Truck with Crane

WHAT HAS THE COMPANY INCLUDED AS PRO FORMA PLANT IN THE
FILING?
On page 9 of KWRU Christopher A. Johnson’s testimony, he states the Company has

included $74,174 for a used service truck with crane.

WHY ARE YOU MAKING AN ADJUSTMENT TO THE COST OF THIS TRUCK?
| am making the adjustment because the Company did not spend $74,174. The Company’s
response to Citizens’ Interrogatory No. 29 states:

KWRU was ultimately able to purchase a suitable truck for $40,163.02,

excluding tax, title, license fees, and necessary improvements and repair

parts for safe operation.

The total cost spent to date is $43,177.94, and when the remaining items are

purchased the total cost is anticipated to be approximately $44,777.

Therefore, ratepayers should only pay $44,777 for this truck.

WHAT IS YOUR ADJUSTMENT?
The adjustment is to remove the difference between the estimate and the actual cost of the
truck, a reduction of $29,397. This adjustment is shown on Exhibit HWS-1Exhibit HWS-

1, Schedule B-3.
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Cherrington Sand Sifter

PLEASE EXPLAIN YOUR ADJUSTMENT FOR THE SAND SIFTER.
On page 12 of Witness Johnson’s testimony, he states the Company’s Cherrington Sand
Sifter needed to be replaced as a result of Hurricane Irma damage and included an estimate

of $44,300.

DID THE COMPANY PROVIDE THE ACTUAL COST OF THE SAND SIFTER?
Yes, it did. The response to Citizens’ Interrogatory No. 30 states that the actual cost was

$43,110.16.

WHAT IS YOUR ADJUSTMENT?
The adjustment is to reduce the Company’s Pro Forma adjustment by $1,189.84 ($44,300
- $43,110.16) to reflect the actual cost paid for the sand sifter. This adjustment is shown

on Exhibit HWS-1, Schedule B-5.

New Office Building

HAS THE COMPANY REQUESTED RECOVERY OF FUNDS FOR A NEW
OFFICE BUILDING?

Yes, it has. Pages 9-10 of Witness Johnson’s testimony describe the storm damage to the
Company’s previous office and provide details about the new office. The requested new
office is an approximately 1,200 square foot modular building with a total estimated cost

of $288,000. That equates to $240 per square foot.

DID THE COMPANY PROVIDE DOCUMENTATION SUPPORTING THE NEW
MODULAR OFFICE BUILDING?

10
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In Exhibit CAJ-21 to Mr. Johnson’s testimony, the Company provided a five-page contract
between KWRU and PP Keys 2016, LLC which states the office will be installed and shall
be ready to occupy by March 31, 2018. However, based upon subsequent responses by

KWRU, that is not going to happen.

ARE YOU FAMILIAR WITH THE COMPANY PP KEYS 2016, LLC?

No, I am not. In fact, | looked up this company on the State of Florida Division of
Corporations website (Sunbiz.org) and could not find the company name PP Keys 2016,
LLC as being registered in the state of Florida. There are other names with some similarity

but this specific company name could not be found.

DO YOU OBJECT TO THE COMPANY’S REQUEST FOR A NEW BUILDING?

No, | do not object. The Company needs a new office. The issue is with the cost of the
new building. The Company’s request of $288,000 is excessive and unsupported. OPC
requested the construction documents for the office project (KWRU’s Response to
Citizens’ Request for Production of Documents No. 39) and the utility responded that the
construction drawings have not been completed due to requested changes to the plans by
KWRU. Based on this response, it appears that the utility is still designing its new office
and that the requested pro forma amount may change. Subsequently the Company provided
a drawing as an update to the response but the drawing does not provide sufficient
justification that the building will be in service within the rate year or that the price is
reasonable. In fact, the updated response to Citizens’ Request for Production of Documents

No. 39 states that “To date, the specific unit sought has not been approved”.

11
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1 Q. DID THE COMPANY UTILIZE A BIDDING PROCESS FOR THIS PROJECT?
2 A No, it did not. The Company’s responses to Citizens’ Interrogatory Nos. 118 and 90

3 indicate that a bidding process was not used in selecting a builder for the new office.

5 Q. WHAT IS THE CURRENT STATUS OF THE PROJECT?

6 A The Company’s response to Citizens’ Interrogatory No. 75 states:

7 ...there is a backlog in the availability of manufactured homes/offices
8 across the country, as a result of the impacts of Hurricane Harvey and
9 Hurricane Irma increasing demand. As such, there is not a date certain when
10 KWRU will receive its modular permanent office. KWRU is working
11 diligently to ensure the quickest delivery of an acceptable unit, but the
12 timetable is still uncertain.

13

Lines 14-25 stricken per Commissioner Polmann's ruling (DK)

14 Qr--—-WHYIS THE COMPANY’S REQUEST EXCESSIVE2------------------=rrmmemmemmemmeee

15 -A While-t-am-not-a-contractor;-t-have famiharity-with-construction-projects-anc-the-costs-in

6 TEVieWIng project costs based upon my 40 pius years of experience in utility accounting. A~
17 cost of $240-per-square-foot-is-high--An-enline review-of-construetion-costs-indicated-eosts--
18 - for office-buildings-(2-4 stories) of $140-per square-foott0-$240-per-square-foot--Fhe $240---
19 - per-square-foot-is-in-New-York-City---Another-cost -estimate- was-for-a-2;324-square-foot--
20 - home-in-Broward-Gounty.--That cost-was $137-per-square foot:--On-another-site;-HHocated---
21 - a-commereial-eonstruction-cost ealctlator-and-requested-an-estimate-for-a- 1200-sepuare foot----
2 T buitding in" Miami and in"West Patm Beach: ~The calculator came tup with a cost of $83per
23 - square-foot-in-Miami-and-$80-per-square foot-in-West Ralm-Beach--Glearly; the-different---
24 ~---costestimates show the Conipany’s $240 per-squaie foot is excessive; even for Key West.
25 - Ratepayers-sheuld-not feet-the bil-for imprudent spending-by-the- Company---------------------

12
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HASN’T THE COMPANY INDICATED COSTS ARE HIGHER IN KEY WEST
FLORIDA?
In response to Citizens’ Interrogatory No. 118, the Company stated the cost of living and
labor in the Florida Keys is higher than anywhere else in the state of Florida. The problem,
however, is the Company did not get any other bids other than estimates to repair the old

office. The repairs were approximately one-half of constructing a new structure.

WHAT IS YOUR ADJUSTMENT?

The adjustment is to remove all costs at this time, a reduction of $288,000. The Project is
still in planning and there is no assurance the modular unit will be in place during the
projected test year. In addition, KWRU should use prudent business practices to seek
competitive bids, and consider whether it is more beneficial to construct a new building or
purchase and install a modular building. This adjustment is shown on Exhibit HWS-1,

Schedule B-6.

ARE THERE ANY OTHER ADJUSTMENTS TO PLANT?

Yes. OPC witness Andrew Woodcock is recommending the following:

CAJ Requested Recommended

Project Exhibit Amount Amount

Adjustment

Rehabilitation of
Wastewater CAJ-9 $1,104,763.75 $983,483 (121,281)
Treatment Plants

WWTP Generator

CAJ-12 $321,005.85 $214,145 (106,861)
Replacement
Lift Station L2A = 5 44 $146,393 $123,620 (22,773)
Replacement
Portable

CAJ-14 $83,470 $0 (83,470)
Generator

13
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Accumulated Depreciation

WITH THE ABOVE ADJUSTMENTS TO PLANT, WHAT IS THE IMPACT ON
ACCUMULATED DEPRECIATION?
Accumulated Depreciation will decrease by $16,337 as shown on Exhibit HWS-1,

Schedule B-2, Page 1 of 3.

SINCE ACCUMULATED DEPRECIATION IS ADJUSTED IS THERE ALSO A
FLOW THROUGH ADJUSTMENT TO DEPRECIATION EXPENSE
ASSOCIATED WITH THE PLANT ADJUSTMENT?

Yes, there is. The adjustment to accumulated depreciation for Pro Forma Plant Additions
as determined by KWRU was based on 50% of the added depreciation expense. Using that
as a factor I am reducing depreciation expense by twice the accumulated depreciation

adjustment of $16,337 for a reduction of $32,674.

DOES THAT RESOLVE ALL YOUR CONCERNS WITH ACCUMULATED
DEPRECIATION AND DEPRECIATION EXPENSE?

No it does not. In analyzing the various detail for plant, accumulated depreciation and
depreciations expense it was discovered that the Company’s accounting records and the
adjustment detail have variances. In the KWRU filing information is a worksheet labeled
Plant Additions. This worksheet summarizes the Pro Forma additions to plant, the
depreciation and accumulated depreciation. The worksheet also summarizes the plant
added during the test year and shows the calculation of the annualization to accumulated
depreciation and depreciation expense. The first issue is, this work sheet and the KWRU
trial balance are not consistent. The Plant Additions worksheet shows adjustments of
$3,824,162 to plant account 354.4 Structures and Improvements, $78,652 to plant account

14
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364.2 Flow Measuring Devices, $1,591,112 to account 380.4 Treatment and Disposal
Equipment and $100,100 to account 381.4 Plant Sewers. The worksheet labeled Trial
Balance does not show any increase in 2017 for the plant account 364.2 Flow Measuring
Devices, does not show an increase of $1,591,112 to account 380.4 Treatment and Disposal
Equipment and it does not show an increase to account 381.4 Plant Sewers. According to
the Trial Balance worksheet all the amounts are included in account 354.4 Structures and
Improvements. Since each of the accounts are depreciated over a different life there could

be an impact on depreciation expense and the annualization adjustment made by KWRU.

ARE YOU RECOMMENDING AN ADJUSTMENT BASED ON THE
CLASSIFICATION OF THE PLANT?

No | am not. | am assuming the KWRU books are improperly reflecting the plant and the
filing is reflecting the proper distribution. However, | am recommending an adjustment to

the KWRU annualization adjustment because of another accounting inconsistency.

WHAT IS THE ACCOUNTING INCONSISTENCY THAT YOU ARE
RECOMMENDING BE ADJUSTED?

The Plant Additions worksheet determined the annualization adjustment by prorating the
plant additions annual depreciation expense of $250,145 based on when the plant is listed
as going into service. The annualization adjustment by KWRU was $185,311. This would
mean that KWRU assumed recorded depreciation of $64,834 on its books in 2017
associated with plant additions in 2017. In reviewing the depreciation expense for the test
year July 2016 through June 2017, I discovered that the assumptions by KWRU are not
consistent with what was recorded in the test year. It was noted that from July to December

2016 the monthly depreciation expense was $32,835 or $197,010 for the six months of

15
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2016. Beginning in 2017 the depreciation expense changed first increasing to $50,867 in
January 2017 and then from February 2017 through June 2017 the depreciation expense
was 50,811. The increase could only be attributed to plant additions in 2017. The total
depreciation for the six months of 2017 was $304,922 which means there was an
incremental increase of $107,912 ($304,922 - $197,010) associated with changes to plant,
as reflected on the books of KWRU. As discussed above the annualization adjustment
calculated by KWRU assumed KWRU only recorded depreciation of $64,834 on its books
in 2017. This inconsistency means depreciation expense is overstated by $43,078
($107,912 — $64,834) and using the 50% assignment to accumulated depreciation the
adjustment to accumulated depreciation would be $21,539. The calculation of the
depreciation reduction of $43,078 and the reduction to accumulated depreciation of

$21,539 are reflected on Exhibit HWS-1, Schedule B-2, Page 2 of 3.

Retirements

HAS THE COMPANY REFLECTED THE APPROPRIATE RETIREMENTS
RELATED TO THE REQUESTED PRO FORMA PLANT ITEMS?
No. The Company has not reflected appropriate retirements for the following items:

Chlorine Contact Chamber, Lift Station, Generator, and New Office.

WHY SHOULD THEY BE REFLECTED AS RETIREMENTS?

Each of the items is being replaced. As such, these original assets should be retired.

AREN’T THE ITEMS STILL IN USE?
According to the response to Citizens’ Interrogatory No. 71, the four items are still in use.

However, the Company does not intend for their continued use. Once the replacements are

16
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in use, the current items will no longer be necessary. Further, the Company is requesting
funds for their replacements. It is inappropriate and unfair to ratepayers to include the costs

for replacements without reflecting the retirements of the original items.

WHAT IS YOUR RECOMMENDED ADJUSTMENT?

The adjustment reducing depreciation expense $56,672 is to reflect the depreciation
associated with the retirement of the Chlorine Contact Chamber, Lift Station and
Generator. The adjustments are shown on Exhibit HWS-1, Schedule B-2, Page 3 of 3 and
are based on Commission precedent that uses 75% of the replacement value as the amount

for retired plant.

WOULD EXPLAIN WHY YOU DID NOT ADJUST FOR THE OFFICE
DEPRECIATION AND REFLECT THE RETIREMENTS TO PLANT AND
ACCUMULATED DEPRECIATION?

Yes. The Office depreciation was not reflected because | have recommended the new
office be excluded from rates. | have not reflected the retirements to plant and accumulated

depreciation because they would offset each other so the impact on rate base would be zero.

PLEASE SUMMARIZE THE VARIOUS ADJUSTMENTS TO ACCUMULATED
DEPRECIATION AND DEPRECIATION EXPENSE.

The specific recommended plant disallowance reduced depreciation expense and
accumulated depreciation $32,674 and $16,337, respectively. The adjustment for the error
in annualization of depreciation reduced depreciation expense and accumulated
depreciation $43,078 and $21,539 respectively. The adjustment associated with

retirements reduces depreciation expense $56,672. The total recommended adjustments to

17
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depreciation expense and accumulated depreciation are $132,424 (Exhibit HWS-1,

Schedule C-1) and $37,876 (Exhibit HWS-1, Schedule B), respectively.

PLEASE SUMMARIZE YOUR RATE BASE ADJUSTMENTS.

The utility proposed an adjusted average rate base of $7,043,724. | recommend adjusting

this by $1,548,403, resulting in a total rate base of $5,495,321.

VI. NET OPERATING INCOME

Replacement Phone System

WHAT AMOUNT HAS THE COMPANY INCLUDED FOR THE REPLACEMENT
PHONE SYSTEM?

Witness Johnson discusses the request for a replacement phone system on pages 8-9 of his
testimony. The Company has requested $15,000 for a replacement phone system and

$1,053.88 in monthly costs.

WHY DID THE COMPANY REQUEST A NEW PHONE SYSTEM?
On page 8 of his testimony, Mr. Johnson explains why the Company decided a new phone
system was necessary as follows:

After Hurricane Irma the Utility’s voice and data communications were
knocked out completely. Comcast provides this service to the Utility via
co-axial cable run aerially. The service still does not operate. Comcast has
no estimated time frame for restoring service. The Utility has elected to
switch to AT&T as its primary service provider as AT&T has proven more
reliable after Hurricane Irma and Hurricane Wilma, and Comcast is not
operating the existing service.

WHAT IS YOUR ISSUE WITH THE REPLACEMENT PHONE SYSTEM?
The issue is that KWRU is requesting ratepayers to pay for the new replacement phone

system and also to continue paying for the existing phone system.
18
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WHY WOULD THE COMPANY NEED TWO PHONE SYSTEMS?
Page 9 of Mr. Johnson’s testimony states “...at this juncture, no phone service has been
proven to be completely reliable and our utility plant SCADA system is controlled through

the internet requiring redundancy.”

DO YOU AGREE THAT REDUNDANCY IS NECESSARY?
| do not. In my forty plus years of experience in ratemaking, | have not encountered a
utility requesting a phone system redundancy such as in this case. This is an unnecessary

and unreasonable cost to ratepayers to pay for two separate phone systems.

WHAT IS YOUR ADJUSTMENT FOR THE NEW PHONE SYSTEM?

The adjustment is to remove $4,742.48 paid to AT&T and Comcast during the test year.
The chart below is an extract from KWRU’s Response to OPC Request for Production of
Documents No. 4 which shows all the charges to AT&T and Comcast for the period July
1, 2016 through June 30, 2017. Schedule B-3, Line 31 includes $12,647 for the cost of the
new telephone system. The $12,647 is supported through CAJ-15 which annualizes the
new monthly cost of $1,053.88. Because the Company reflected the annual cost of the new
service the historic test year amounts should be removed to avoid a duplication of the

annual expense. The adjustment is shown on Exhibit HWS-1, Schedule C-2.

19



7750830 Telephone & Fax
07/04/2016 ATT7-4-16
08/04/2016 ATT8-4-16

08/16/2016 CB8-22-16

09/27/2016

10/04/2016 ATT10-18-16

10/12/2016 CB10-18-16
11/12/2016 CB11-17-16

12/21/2016 ATTFINAL

01/12/2017 CB1-30-17

02/12/2017 CB3-3-17

03/12/2017 CB3-12-17
04/12/2017 CB4-12-17
05/12/2017 CB5-12-17
06/12/2017 CB6-12-17

AT&T
AT&T

Comcast

AT&T

AT&T

Comcast

Comcast

AT&T

Comcast

Comcast

Comcast
Comcast
Comcast

Comcast

Test Year Telephone Expense

High speed internet ($164.90/month). Plus one time fee of $199
for Install fee on 8/16/2016. (AT&T internet was cancelled).

Sept 2016 phone hill

The bill showed an amount due of double what we pay. Called
AT&T and they are crediting our account $438.46 (10-18-16).
See backup in AT&T vendor file for additional information.
High speed internet

High speed internet

Final bill from AT&T. Adjustments all in from cancellation back
in November. Two credit checks in the amount of $98.02 and
$75.49 hawve been sent to KWRU.

High speed internet and phone senice. Added new senvice for
phones - Comcast billed KWRU incorrectly and also never sent
an inwoice for the month of December. They are crediting our
account on our next bill.

Amount is high due to never sending us a bill in December (plus
new installation charges that were incurred in December), and
prorating and adding charges from November. Now, the monthly
bill for internet/phone senice should be approx $298.00.

High speed internet and phones
High speed internet and phones
High speed internet and phones

High speed internet and phones

Total Test Year AT&T and Comcast

Salaries and Wages — Employees

Q. WHAT IS THE COMPANY’S REQUEST FOR SALARIES AND WAGES?

598

340.99
344.40

379.95

340.79

230.79

166.03
166.03

531.07

376.67

709.59

288.87
289.10
289.10
289.10

4,742.48

As shown on MFR Schedule B-8, the Company is requesting $752,549 in the test year for

Salaries and Wages — Employees. This is a 46.5% increase, or $238,881 over the 2016

amount of $513,668. In fact, the request represents a substantial increase over all of the

five previous years as shown in the chart below utilizing information from the Company’s

annual reports.

Salary & Wages - Employees

2012

2013 2014 2015 2016

392,632

421,904 | 449,108 | 427,879 | 513,668
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HOW DOES THE COMPANY SUPPORT THIS INCREASE?
On pages 12-13 of his testimony, Witness Johnson discusses what he considers to be an
error in the expenses approved by the Commission for employees in the last rate case. He

states the following:

In the 2014 rate case, Docket No. 150071-U, the Utility had 9.5 positions
consisting of two officers and 7.5 staff positions prior to the expansion and
conversion to operations at Advanced Wastewater Treatment Standards. As
part of the 2014 rate case, the utility requested four additional employees be
approved, two operators, one mechanic and one administrative position, be
approved to operate the third plant and the entire system at AWT. The
utility provided pro forma expenses for these employees, which were
approved except for approximately $2,000.00. However, the pro forma
employee additions were not added to the 9.5 positions based on the
annualized salary for the existing staff positions plus the pro forma
employee positions. Instead, the order approving the additional positions
took the employee expenses for the prior twelve months and added the pro
forma costs to these amounts.

This was in error because during the prior twelve months there were several
vacancies which dramatically reduced the total employee expenses
throughout the year. The reduced staff for extended periods led to
additional turnover due to employees being overworked.
DO YOU AGREE WITH MR. JOHNSON’S ASSERTION THAT THE ORDER
WAS IN ERROR?
No, | do not. The Order was not in error because the requested additions did not
materialize. KWRU’s exhibit CAJ-23 shows there are currently nine employees on staff.
The 2014 employee wages were $449,108. With 7.5 staff positions that equates to $59,881
per employee. Assuming no increases in wages, the 2016 wages of $513,668 would equate

to 8.6 employees. As noted in the Company testimony above, 4 employees were requested,;

however, as of 2016, only the equivalent of 1 was added.

It is common for companies to request an increase for additional employees without taking

into account current vacancies and/or employee attrition. For instance, a company may
21
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state that it currently has 10 positions and is adding two new positions and request total
compensation for 12 employees. However, if that company continues to have two unfilled
positions, compensation for 10 employees is what is actually warranted. If the company
were to lose another employee and fail to replace that employee, only 9 employees should
be reflected. Vacancies are part of the reality of utility employment that must be factored

into the equation.

DO VACANCIES PLAY A ROLE IN THE CURRENT PROCEEDING?
Yes, they do. Vacancies should always be considered; however, in the current case they

play an even more important role.

PLEASE EXPLAIN.
KWRU?’s filing supports the fact that vacancies are an issue for the Company. As stated
above in the excerpt from Mr. Johnson’s testimony, the Company had several vacancies

which led to even more turnover.

HAS THE COMPANY CONTINUED TO HAVE TROUBLE WITH VACANCIES?
Yes, it has. The Company’s response to Citizens’ Interrogatory No. 42 states that KWRU
had a number of vacancies in 2015, 2016, and 2017 despite filling a number of positions.
Further, on page 13 of his direct testimony, Mr. Johnson states:

KWRU has had employee retention issues and has frequent turn over on a
year over year basis.

The Utility lost 50% of its operations staff in the first two Quarters of 2011.

In 2014, the Operations Group was comprised of 67% new staff.
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The Company is also requesting a profit-sharing plan and increased advertising to

attract and retain employees; therefore, vacancies are clearly an issue.

WHY ARE VACANCIES AN ISSUE?

Although companies may optimistically project a certain number of employees, ratepayers
should only be responsible for the costs of actual employees, not budgeted employees that
are never hired or provide service. KWRU has admitted that it has a problem with
vacancies and these vacancies need to be considered in the calculation of this expense. As
noted earlier, the Company in Docket No. 20150071-SU requested 4 new positions in
addition to the 7.5 on hand. According to KWRU Exhibit CAJ-23, there were 9 positions
filled as of November 2017, thus 2.5 of the requested positions remain unfilled. Based on
the Company’s response to Citizens’ Interrogatory No. 93, that did not change as of

December 2017.

WHAT ADJUSTMENT ARE YOU MAKING TO SALARIES AND WAGES?
The adjustment is a reduction to salaries and wages of $160,026 for vacant positions. The

adjustment is shown on Lines 5 through 7 of Exhibit HWS-1, Schedule C-3.

SHOULD THIS ADJUSTMENT BE UPDATED IF THE COMPANY STATES
THAT IT HAS OR WILL SOON FILL THE VACANT POSITIONS?

No, it should not. The Company has consistently had vacancies and detailed its own
experiences with employee retention. The 2017 year-end figure is the closest to a known
and measurable amount; therefore, given the Company’s history the vacancy issue will

continue.
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DO YOU HAVE ANY OTHER ADJUSTMENTS TO SALARY EXPENSE?

Yes, | do. The Company included in its payroll expense what has been classified as
amortization of overtime for an extraordinary event. This amortization should have been
included as part of the hurricane cost and not payroll since it does not represent normal
overtime. Schedule B-3 of the MFRs includes $10,605 for hurricane overtime to be
amortized over 5 years. The $10,605 equates to Extraordinary Event Overtime of $53,025
($10,605 x 5). In reviewing the historic overtime the Company incurred on average
$16,435 of overtime from 2013 through 2016. This calculation is based on the response to
Citizens’ Interrogatory No. 93 and the calculation of the average is reflected on Exhibit
HWS-1, Schedule C-3. As shown on Exhibit HWS-1, Schedule C-3 the Company incurred
$38,995 of overtime in 2017 not $53,025 plus a normal level of overtime. Based on the
$38,995 the incremental amount of overtime is $22,560 and amortizing that over 5 years
results in added payroll of $4,512, not $10,605. The difference of $6,093 is being adjusted

on Exhibit HWS-1, Schedule C-3, Line 8.

HOW DID THE COMPANY DETERMINE ITS OVERTIME AMOUNT?

KWRU states that the $10,605 figure refers to a “hypothetical 1,302 hours of overtime for
a 42-day period, amortized over five years.” Any adjustment to amortize hurricane
expenses should be based on actual expenses and not on a “hypothetical” amount. KWRU
provided an Excel schedule in response to Citizens’ Interrogatory No. 88 that shows the
calculation used. This calculation includes nine employees, and assumes 4 employees
worked 4 hours of overtime every day for 42 days. It also assumes 5 employees worked 3
hours of overtime for each of the 42 days. Citizens’ Interrogatory No. 88 also requested
time sheets to support the number of hours worked for each employee. In its response,

KWRU admits that one employee included in the calculation resigned from the position
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before beginning work. In addition, KWRU provided one time sheet for each employee
and these reflected only the hourly rate for overtime and did not support the overtime hours

allegedly worked.

WHAT IS THE TOTAL RECOMMENDED ADJUSTMENT TO PAYROLL?
As shown on Exhibit HWS-1, Schedule C-3, Line 3, the total adjustment to salaries is

$166,119.

Officers Compensation

IS THERE A CONCERN WITH OFFICERS COMPENSATION?

Yes, there is. In the Company’s prior rate case (Docket No. 20150071-SU), the 2014
officer compensation was $141,792. This is consistent with the annual report filed with
the Commission. However, in just two years, the 2016 officer compensation was $246,790
which represents an increase of 74%. The current request for the June 30, 2017 adjusted
test year is for $261,581, an increase of 6%. Of the recent rate cases | have reviewed,

increases to officer’s compensation have resulted in a maximum of 3%.

ARE YOU MAKING AN ADJUSTMENT TO OFFICERS COMPENSATION?

No, not at this time. | included this testimony because it is important to note that the
increase to officer’s compensation from 2014 to 2016 was significant and the 2017 increase
is twice what is the normal increase in rate cases | have reviewed and participated in. The
significance of the increase is only magnified by the fact that the KWRU has indicated that
compensation is an issue in retaining employees yet the increase in compensation is

focused on officers and not the operating employees that need to be retained.
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Pension Plan

PLEASE DISCUSS THE COMPANY’S REQUEST TO IMPLEMENT A
TRADITIONAL PENSION PLAN.

According to Witness Johnson on pages 13 and 14, the Company determined that it was
losing employees to other utilities due to “higher wage/benefit packages and less required
on call duty.” As aresult, the Company decided that it could “improve retention and reduce

turnover by implementing a more traditional Pension Plan.”

WHAT IS THE COST OF THE TRADITIONAL PENSION PLAN?
According to KWRU’s response to Citizens’ Interrogatory No. 123, the cost of the

traditional pension plan is estimated to be $35,445.

DO YOU AGREE WITH THE COMPANY’S REQUEST FOR A MORE
TRADITIONAL PENSION PLAN?

No, | do not. First, companies are replacing traditional pension plans with 401K
arrangements. It is not appropriate for a public utility to offer gold-plated benefits to its
employees so far above and beyond those received by the average ratepayer. Thus, the
Company should not be allowed to buck the trend and move towards traditional benefit

plans.

Second, the Company has not offered sufficient support for either the claim that its high
turnover rate is due to its benefit package or the claim that a pension plan will solve its
employee retention problems. KWRU was asked to support the former claim in OPC
Request for Production of Documents No. 73. The Company’s response provided only

email exchanges with the project manager at CH2M and employees at FKAA discussing
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salary ranges, health and vacation benefits and standby time. This information alone does

not substantiate the claim that benefits are causing the Company’s turnover issues.

The Company was also asked in OPC Request for Production of Documents No. 72 to
support its claim that the proposed traditional pension plan would improve retention and
reduce turnover. KWRU?’s response states that pension plans for various comparable
utilities in the Florida Keys had been reviewed online. However, the fact that KWRU
reviewed other company’s pension plans does not support its claim that retention and
turnover would be improved. The bottom line is that the Company’s request is both

unsupported and inappropriate.

The Company overlooks the fact that other companies are able to hire and retain employees
without a traditional pension plan. If that were not the case, businesses would not be
turning away from traditional pension plans. Although the cause of the Company’s hiring
and retention issues is not clear, the Company claims in its response to Citizens’

Interrogatory No. 43 that it is due to overtime.

WHAT IS YOUR ADJUSTMENT FOR THE PENSION PLAN?
The adjustment is to remove all costs related to the proposed new plan, a reduction of

$35,445. The adjustment is shown on Exhibit HWS-1, Schedule C-4.

Bad Debts

HAVE YOU IDENTIFIED A NON-RECURRING COST ASSOCIATED WITH
EMPLOYEES BENEFITS?
Yes, | have. In February 2017, KWRU wrote off $2,442.73 in bad debt expense. In

response to Citizens’ Interrogatory No. 64, the Company explained that it loaned a new
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employee $1,675 that was to be fully forgiven if the employee remained employed until
July 2, 2017. The second loan of $1,675 was to be repaid in equal installments over a one-
year period. However, the employee did not remain employed until July 2, 2017 and the
Company decided not to pursue the unpaid amounts based on the cost of collection
outweighing the potential recovery. Because KWRU did not attempt to collect the unpaid
loan, that amount should be excluded from rates. Ratepayers should not be burdened with
a cost the Company chose not to act on. In addition, this debt should not be considered as
recurring since the employee is no longer employed with KWRU. This adjustment is

shown on Exhibit HWS-1, Schedule C-5.

Hurricane Expenses

DID YOU REVIEW THE HURRICANE EXPENSES INCLUDED AS AN
ADJUSTMENT ON SCHEDULE B-3, LINE 32?
Yes, | did. Based upon my review, adjustments should be made to these amounts to exclude

duplication and to remove unreasonable expenses.

PLEASE DISCUSS THE EXPENSES THAT ARE DUPLICATES.
The Company has requested that $216,074 in Hurricane Costs be amortized for recovery

over 4 years. The below lists the components of this amount.

Temporary Office Space 18,444.37 | CAJ-16
Information Technology Services 7,396.28 | CAJ-17
Backup Rental Generator 83,632.00 CAJ-18
Backup Portable Generator 11,642.46 | CAJ-19
Hurricane Irma Expenditures 75,279.15 CAJ-20
Estimated Outstanding Hurricane Irma Invoices 15,000.00 None

Repair Roof of Maintenance Building 4,680.00 | CAJ-22

Total Other Costs 216,074.26
Amortize over 4 years  54,018.57
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The following amounts are included as duplicate line items. Therefore, these amounts,

totaling $14,145 should be removed.

Two charges to Information Technology Solutions for $142.50 and $1,722.50 are
included in CAJ-17 and CAJ-20. Page 11 of Witness Johnson’s testimony, Lines
4-10, identifies the total costs for IT due to Hurricane Irma and specifically
references these invoices as identified in Exhibit CAJ-17. However, these invoices
are also specifically listed on CAJ-20.

CAJ-20 includes a charge of $2,899 to Nearshore Electric to set up the electrical in
the temporary office trailer. However, page 10 of witness Johnson’s testimony,
Lines 11 and 12 include $6,000 for utility installation costs. Therefore, the $2,899
should be removed.

One charge to Sunbelt Rentals for $1,940.41 is included in CAJ-19 and CAJ-20.
Page 11 of witness Johnson’s testimony, Lines 23-4, identifies CAJ-19 as including
six months of rental expense for the tow behind generator. Therefore, the one
invoice included in CAJ-20 should not be included as it is a duplicate.

There are 6 charges included in CAJ-20 that are labeled Paychex Overtime. These
charges total $7,440.27. KWRU has included as a separate adjustment in Schedule
B-3 an amount to amortize the hurricane overtime. | have discussed this earlier in
my testimony. As these charges are already included as part of payroll, they should

be removed from this list.

DID THE OPC REQUEST AN EXPLANATION FOR THE DUPLICATION OF

THESE EXPENSES?

Yes, we did. KWRU?’s response to Citizens’ Interrogatory No. 76 states that although the

invoices are listed in both CAJ-17 and CAJ-20, they are only paid once. This supports my
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argument why an adjustment is necessary. The costs are listed twice but paid only once.
CAJ-17 and CAJ-20 both reconcile with Total Other Costs of $216,074.26 listed on the
Summary of Pro Forma Operations & Maintenance Expenses. CAJ-19 is also included in
that total making the invoice for $1,940.41 a duplicate cost as well. The Company further
claims that the CAJ-16 does not include the $2,899. However, the Company’s document,

CAJ-20, specifically states that the $2,899 is “Included in CAJ-16.”

DO YOU HAVE ANY OTHER ISSUES WITH THE HURRICANE COSTS?

Yes, | do. Page 12 of Witness Johnson’s testimony, Lines 5-8, includes $15,000 for
estimated hurricane repairs where invoices have not been provided. In response to OPC’s
Request for Production No. 59, KWRU included several invoices that had not been
previously provided. However, my review indicates that many of these have already been
included in the estimated expenses in other categories (generator rentals, demolition and
installation costs, etc. Therefore, I do not believe that the Company has justified the
inclusion of the $15,000 and it should be adjusted. In my analyses | was able to identify
approximately $10,000 of costs that may be related to the hurricane. Therefore, 1 am

recommending an adjustment of $5,000 to the estimate.

PLEASE EXPLAIN YOUR ADJUSTMENT FOR INSURANCE PROCEEDS.

KWRU’s response to Citizens’ Interrogatory No. 117 included a letter received from
SafePoint Insurance Company dated November 12, 2017 relating to an insurance claim for
wind damages to its building. SafePoint offered to settle the Company’s claim for

$19,393.31.
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HAS THE COMPANY ACCEPTED THE SETTLEMENT?
It appears from a transaction receipt that the Company received the full amount of the
insurance proceeds. However, based on an enclosed letter dated January 17, 2018, the
Company is seeking a total of $75,000 for reimbursement. Whatever amount the Company

receives should be a further reduction to storm costs being amortized.

WHY SHOULD THE AMOUNT BE DEDUCTED?
The Company did not reflect any insurance proceeds in the filing. Since the Company
recovers insurance premiums as an expense from ratepayers, ratepayers are entitled to and

should receive the benefit of that insurance.

WHAT IS YOUR ADJUSTMENT FOR THE INSURANCE PROCEEDS?
The adjustment is to remove $19,393 from Hurricane Irma Storm costs. Further, at a future
date, if the Company receives a larger settlement, the amount above $19,393.31 should be

credited to ratepayers.

DO YOU HAVE ANY OTHER ISSUE WITH THE AMORTIZATION OF THE
HURRICANE COSTS?

Yes, 1 do. As stated previously, KWRU has requested that these costs be amortized over
four years. However, Rule 25-30.433(8), F.A.C., states that non-recurring expenses shall
be amortized over a five-year period unless a shorter or longer period of time can be

justified. Therefore, | have adjusted the amortization period to five years.
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PLEASE SUMMARIZE YOUR TOTAL ADJUSTMENTS TO THE HURRICANE
COSTS.
After removing the duplicate and inappropriate costs and amortizing the remaining amount
over five years, | have reduced the Company’s requested expense of $54,018 to $35,507,

an adjustment of $18,511. This adjustment is shown on Exhibit HWS-1, Schedule C-6.

Dues

WHAT AMOUNT IS THE COMPANY REQUESTING FOR DUES?

The Company was asked in Citizens’ Interrogatory No. 106 to provide the amount of
membership payments to non-industry associations in the test year. KWRU’s response
stated $1,812.54 was included, primarily for the Rotary Club of Key West. In Citizens’
Interrogatory No. 114, the Company was asked to provide amounts included in the test
year for industry dues and memberships. KWRU’s response stated that $350 was included

for the Florida Rural Water Association.

SHOULD THESE DUES BE EXCLUDED?

Yes, they should. Memberships or donations to such clubs tend to be an image-building
expense. The Company’s shareholders, not ratepayers, are the beneficiaries of
improvements to the Company’s image. AS such, the Company’s ratepayers should not be

responsible for this expense.

WHAT IS YOUR ADJUSTMENT?
The adjustment is to remove the entire amount of dues, a reduction of $2,162.54 to

operating expenses. This adjustment is shown on Exhibit HWS-1, Schedule C-7.
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Advertising Expense

WHAT AMOUNT HAS THE COMPANY INCLUDED FOR ADVERTISING
EXPENSE?

According to KWRU Schedule B-8, the Company has included $5,803 for Advertising
Expense, an increase of $4,728 or 400% from the prior test year (December 31, 2014) of

$1,075.

HOW DOES THE COMPANY EXPLAIN THE INCREASE OF OVER 400% TO
THIS COST?

KWRU indicates this increase is related to attracting new employees. On Schedule B-8,
the Company states “Extreme turnover yields advertising expense for Help Wanted Ads.
Utility hired wastewater specific personnel and therefore had to advertise in trade
publications that were statewide.” KWRU'’s response to Citizens’ Interrogatory No. 63
states that advertising appears online, in local newspapers, Craigslist, and publications such
as Florida Water Resource Journal, Florida Water and Pollution Control Operator
Association, and Florida Rural Water Association. The placement of the ads depends on

the position to be filled.

DO YOU TAKE ISSUE WITH THE COMPANY’S REQUEST FOR
ADVERTISING EXPENSE?

Yes, 1 do. The inflated amount should not be used for the adjusted test year. Since KWRU
is not planning on extreme turnover in future years the increased level of spending is
unnecessary. The chart below uses information from the Company’s annual reports. The
chart shows that advertising expense has fluctuated over the previous five years. KWRU’s

response to Citizens’ Interrogatory No. 41 states the Company hired 3 employees in 2013,
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4 in 2014, 8 in 2015, and 8 in 2016. The Company is trying to fill 3 positions and have

done that in each of the 4 years without expending $4,728. Thus, this request is excessive.

Advertising Expense
2012 2013 2014 2015 2016 Avg.
635 1,426 2,764 631 1,376 1,366

HOW SHOULD AN APPROPRIATE LEVEL BE DETERMINED?
Because the amounts rise and fall over the years, the use of an average is the most
appropriate method to estimate future expense. A five-year average is long enough to

smooth out low and high years but recent enough to provide a relevant estimate.

IN RESPONSE TO CITIZENS’ INTERROGATORY NO. 39, THE COMPANY
PROVIDED AMOUNTS FOR 2017 FOR EACH OF THE CATEGORIES ON
SCHEDULE B-8. WHY DID YOU NOT USE THOSE AMOUNTS IN YOUR
CALCULATIONS OF 5-YEAR AVERAGES FOR ADVERTISING AND OTHER
EXPENSES THAT APPEAR ON THAT SCHEDULE?

KWRU’s response to Citizens’ Interrogatory No. 39 states “Please note that amounts after
June 30, 2017, have not been audited and are preliminary, based on KWRU’s allocation of
expenses.” As these numbers are preliminary, they are inappropriate for use in these
calculations. The amounts reported to the Florida Public Service Commission by the
Company in its annual reports, on the other hand, have been certified and can be considered
the Company’s official numbers. As such, | have used only the information from the
annual reports in determining averages for advertising expense, materials and supplies,

contractual services — engineering, and rental of equipment.
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It should also be noted that, in its response to Citizens’ Interrogatory No. 87, the Company
provided amounts for the years 2015 — 2017. The amounts for advertising expense and
contractual services reconcile to the Company’s annual reports. For equipment, materials
and supplies, the amounts did not reconcile. Therefore, for the reasons stated above, |

applied the figures from the Company’s annual reports for each of the four issues.

WHAT IS THE ADJUSTMENT TO ADVERTISING EXPENSE?
The recommended adjusted test year amount is the five-year average of $1,366, a
reduction of $4,437 to Advertising Expense ($5,803 - $1,366). This adjustment is shown

on Exhibit HWS-1, Schedule C-8.

Materials and Supplies

PLEASE EXPLAIN YOUR ADJUSTMENT TO MATERIALS AND SUPPLIES.
KWRU?’s Schedule B-8 states the Company included $86,041 for materials and supplies in
the adjusted test year, an increase of $54,922 over the prior test year ended December 31,

2014 expense of $31,119.

HOW DOES THE COMPANY EXPLAIN THIS INCREASE?

On Schedule B-8, KWRU states:
Materials and supplies are directly related to the number of plant and maintenance
personnel. For example, when the Utility carries less staff the Utility often can’t
do small capital projects in house. Generally, in these cases the small capital
projects are awarded to outside contractors.

IS THAT A SATISFACTORY EXPLANATION FOR THE INCREASE?

No, it is not. This explanation does not explain or support the need to almost triple the

expense from the 2014 test year level.
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HOW DID YOU DETERMINE THE ADJUSTMENT TO THIS EXPENSE?
As seen in the chart below, materials and supplies expense fluctuates over time. This also
seems to indicate that there is no correlation with employees as suggested in the

explanation on Schedule B-8.

Materials and Supplies
2012 2013 2014 2015 2016 Avg.
48,099 | 46,076 | 43,884 | 27,506 | 22,267 | 37,566

As such, the use of an average is more appropriate. An average of the previous five years
is applicable since it is recent enough to reflect current costs but enough years to smooth
out any abnormally low or high years. The average for materials and supplies over the

previous five years is $37,566.

WHAT IS THE ADJUSTMENT TO MATERIALS AND SUPPLIES?

The adjustment is a reduction of $48,475 ($86,041-$37,566), resulting in an adjusted test

year amount of $37,566. This adjustment is shown on Exhibit HWS-1, Schedule C-9.

Contractual Services — Engineering

HAS THE COMPANY INCLUDED COSTSIN ITS FILING FOR CONTRACTUAL
SERVICES - ENGINEERING?
Yes, as stated on Company Schedule B-8, KWRU has included $20,765 for Contractual

Services — Engineering in the adjusted test year.
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HAVE YOU MADE AN ADJUSTMENT FOR THIS EXPENSE?
Yes, | have. The chart below, utilizing information from the KWRU’s annual reports from
2012-2016, demonstrates that this expense has fluctuated during those years with only one

of the five years exceeding the Company’s request.

Contractual Services - Engineering
2012 2013 2014 2015 2016 Avg.
22,523 9,196 7,270 2,896 15,343 | 11,446

As this is an expense that increases and decreases over time, the use of an average is an

appropriate means to estimate future amounts. A five-year average is $11,446.

DID YOU FIND ANY REASON FOR THE TEST YEAR EXPENSE TO BE SO
HIGH?

Yes, | did. My review found test year charges to this account that should be removed. The
description for the first three charges indicates work performed related to a DEP Permit
renewal. In its response to Citizens’ Interrogatory No. 55, the Company indicated the
permit renewal is for 5 years. Therefore the $11,658.75 should be amortized over five
years. This results in a reduction to the expense of $9,327. The remaining four items are
described as work related to plant projects and these should be removed and included in
Utility Plant in Service. This results in a further reduction of the expense of $1,425. This

results in a total reduction to Contractual Services — Engineering of $10,752.
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The average from 2012 to 2016 for this expense is $11,446. Adjusting to the average would
result in a reduction of $9,319 ($20,765-$11,446). That further substantiates KWRU
projected cost is too high and that my specific adjustment of $10,752 is reasonable. The

projected test year expense should be $10,013 ($20,765-$10,752). This adjustment is

General Senices: permit renewal work

Admin met with CJ and Greg, discuss projects, meet with Bill re:
vac tank replacement and permit renewal; WWTP renewal
application correspondence W/Ed

Review FDEP permit mod, check rules re staffing & testing;
advise Greg to renew staffing exemption

Total Permit Renewal

Review Evoqua proposal for rehab of existing WWTPs, send
comments to Greg, suggest on-site meeting; draft sole source
letter for rehab/upgrade to two existing treatment trains.

Contact Evoqua re: Draimad system; send confined space entry
permit form to CJ; research qualifications and training needs;
calcs for GPD for various Draimad systems, send info and link to
CJ and GW; call w/GW, look into vac pump noise, sewage pump
impeller trim research, existing blower output issues.

Review Draimad data, estimate GPD for dewatering, request data
from KWRU

Get data for screw press, contact Moss Kelly re Draimad bag
system, forward info to KWRU

Total Plant

shown on Exhibit HWS-1, Schedule C-10.

Insurance — Workman’s Compensation

WHAT AMOUNT HAS THE COMPANY REQUESTED IN ITS FILING FOR

WORKMAN’S COMPENSATION?

Schedule B-8 provided by the Company shows an adjusted test year expense for Insurance

- Workman’s Compensation of $36,073 which is an increase of $10,099 over the 2016

amount of $25,974 as shown on the KWRU’s annual report.

11,167.50

396.25

95.00

11,658.75

285.00

712.50

142.50

285.00

1,425.00

HOW DID THE COMPANY CALCULATE THIS EXPENSE?

The Company’s response to Citizens’ Interrogatory No. 61 indicates that workman’s

Permit

Permit

Permit

Plant

Plant

Plant

Plant

compensation expense is calculated as 4.4% of salaries and wages expense.
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PLEASE EXPLAIN YOUR ADJUSTMENT.
This expense is based on employees and their compensation. According to its response to
Citizens’ Interrogatory No. 93, the Company averaged 11 employees in the test year. As
the number of employees has not increased, this expense should not increase and should

be held to the test year amount.

WHAT IS YOUR ADJUSTMENT FOR THIS EXPENSE?
The adjustment is to hold this expense to the test year amount of $27,234, a reduction of
$8,839 ($36,073 - $27,234) to Insurance — Workman’s Compensation Expense. This

adjustment is shown on Exhibit HWS-1, Schedule C-11.

Non-Utility Expenses

DID YOU FIND NON-UTILITY EXPENSES INCLUDED IN THE TEST YEAR?

Yes, | did. KWRU’s response to Citizens’ Interrogatory No. 69 states that the Company
has included $709.16 ($295.61 food + $413.55 tent and chair rental) for a retirement party.
In addition, the Company’s general ledger includes $1,050 for a Christmas party. These
amounts should be disallowed as they only benefit the Company’s employees and not

ratepayers. This adjustment of $1,759 is shown on Exhibit HWS-1, Schedule C-12.

Rental of Equipment

WHAT AMOUNT HAS THE COMPANY REQUESTED FOR EQUIPMENT
RENTAL IN THE ADJUSTED TEST YEAR?

The Company has included $1,479 for equipment rental on Schedule B-8.
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DO YOU AGREE WITH THIS AMOUNT?
No, I do not. Similar to other expenses on Schedule B-8, this expense has fluctuated over
the previous five years. The chart below utilizes information from KWRU’s annual reports

to show the up and down nature of this expense.

Rental of Equipment
2012 2013 2014 2015 2016 Avg.
2,001 750 0 528 0 656

As shown, in some years the Company did not have any expense for equipment rental. As
the amount has increased and decreased over the years, it can be expected to do so in the

future.

DOES THE COMPANY EXPECT THIS EXPENSE TO STAY AT THE CURRENT
LEVEL?
No, it does not. KWRU’s response to Citizens’ Interrogatory No. 57 states:
These expenses are anticipated to occur less frequently in the future, as KWRU has
obviated the need for crane truck rental by purchasing a crane truck. The specific
number of anticipated equipment rentals on a forward-looking basis cannot be
determined at this time.
WHAT IS YOUR ADJUSTMENT FOR RENTAL OF EQUIPMENT?
KWRU has purchased a service truck with a crane so it is able to perform the same work
that required the rental of equipment during the test year. The Company’s own admission
is that the number of rentals cannot be determined at this time. Therefore, there is no
evidence to support future equipment rental expense and the recommended adjustment is

to remove the Company’s requested amount of $1,479. This adjustment is shown on

Exhibit HWS-1, Schedule C-13.

40



10
11

12

13

14

15

16

17

18

19

20

21

22

619

Employee Training Expense

WHAT AMOUNT IS THE COMPANY REQUESTING IN ITS FILING FOR
EMPLOYEE TRAINING?
According to KWRU’s General Ledger, the Company is requesting $10,383 for employee

training expense.

IS THERE AN ISSUE WITH THIS EXPENSE?
Yes, it is considerably too high. The chart below is based on information from KWRU’s

general ledger and the response to Citizens’ Interrogatory No. 51.

Employee Training
2013 2014 2015 2016 Avg.
8,513 50 3,937 12,348 6,212

It shows that not only does this expense fluctuate over time, but also that the test year is
considerably higher than the actual amount in any of the previous four years other than

2016.

HAVE YOU MADE AN ADJUSTMENT?

Yes, | have. Because this expense has fluctuated over the previous years it can reasonably
be expected to do so in future years. As such, a four-year average is appropriate to use in
determining the expense. As shown on the chart, the four-year average from 2013 to 2016

is $6,212.

WHY DID YOU USE A FOUR-YEAR AVERAGE FOR THIS EXPENSE WHEN

YOU USED A FIVE-YEAR AVERAGE FOR YOUR OTHER ADJUSTMENTS?
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For the other adjustments in which | utilized a five-year average, five years of data was
available from the KWRU’s annual reports. For this expense, | only had four years of data,

unaudited 2017 amounts notwithstanding.

WHAT IS YOUR ADJUSTMENT?

The adjustment to employee training is a reduction of $4,171 ($10,383 - $6,212). This

adjustment is shown on Exhibit HWS-1, Schedule C-14.

Benefit Expense

WHY HAVE YOU MADE AN ADJUSTMENT TO BENEFIT EXPENSE?

KWRU has increased its benefit expense based on the requested increase wages and
salaries and since | am recommending an adjustment to wages and salaries a corresponding
adjustment to benefit expense is necessary. The adjustment is a reduction to benefit
expense of $34,337 ($166,119 x 20.67%). This adjustment is shown on Exhibit HWS-1,

Schedule C-15.

Payroll Tax Expense

HAVE YOU MADE AN ADJUSTMENT TO PAYROLL TAX EXPENSE?

Yes, | have. The adjustment to payroll tax reflects the corresponding impact of the
adjustment to wages and salaries. The adjustment is a reduction to payroll tax expense of
$12,708 ($166,119 x 7.65%). This adjustment is shown on Exhibit HWS-1, Schedule C-

16.

42



10

11

12

13

14

15

16

17

18

19

20

21

22

621

Rate Case Expense

HAVE YOU REVIEWED RATE CASE EXPENSE IN THIS DOCKET?

Yes, | have. Schedule B-10 of the MFRs is a schedule showing $284,400 for rate case
expense in this case. This is understandably less than the amount approved by the
Commission in the last rate case as the test years are only 2 Y% years apart. However, |
recommend that the Company has not provided an updated actual and estimated to
complete analysis to support Schedule B-10. Once it does, the amounts should be carefully

scrutinized for the following:

e The prior order recognized that the utility was charging rate case expense for two law

firms and made adjustments to remove charges for duplicative tasks.

e The prior order also made adjustments to remove all rate case expense for correcting
the deficiencies in the MFRs. This case included two filings for deficiencies, therefore,

those costs should be removed.

e | would also note that the hourly rates for Smith Hawks and Friedman and Friedman
are very high, and significantly higher in this case than in KWRU’s last rate case in Docket
No. 20150071-SU. Smith Hawks law firm now charges rates up to $420 an hour. These
rates are significantly higher than the rates now charged by the Friedman & Friedman law
firm of $370 per hour. Unlike Smith Hawkes, Friedman & Friedman is a law firm that
specializes in representing water and wastewater utilities in the state of Florida, therefore
the Commission should carefully review these higher hourly charges. The Smith Hawks
law firm has much less experience before the Commission and it is not reasonable that its

hourly charges should be higher.
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Vil. CAPITAL STRUCTURE

ARE THERE CONCERNS WITH THE CAPITAL STRUCTURE?

Yes, there are. In response to Citizens’ Request for Production of Documents No. 14, the
Company provided a file named "KWRU MFRs Vol 1 TY 6-30-17_with Workpapers”.
This file provided two 13-month trial balances. Each one reflected debt of $2,209,292. On
the other hand, KWRU showed different figures for its Common Equity: in worksheet
BS_Trial Balance it was $1,908,231; in worksheet BalSheet Acct PerAR it was
$1,984,113 and, in its revised MFR Schedule D-2 and Schedule A-19, it indicates a 13

month average of $2,159,569.

DID YOU MAKE CHANGES TO THE COMPANY’S CAPITAL STRUCTURE?

Yes, | did. KWRU’s actual capital structure is adjusted to reconcile it to rate base and this
adjustment affects the weighting to debt and equity respectively. Because of the
adjustments to rate base the weighting between debt and equity changed. Therefore,
applying KWRU’s method of assessing the reconciliation of rate base to the capital

structure the change in weighting reduced the overall rate of return to 7.40%.

viill. SUMMARY

WOULD YOU SUMMARIZE YOUR RECOMMENDATIONS TO KWRU’S
REQUESTED INCREASE OF $1,349,690?

The OPC is recommending that KWRU’s requested rate base of $7,043,724 be reduced by
$1,548,403 to $5,495,321. The adjustments as shown on Exhibit HWS-1, Schedule B
include a reduction to plant of $652,972, a reduction to accumulated depreciation,

increasing rate base, of $37,876 and a reduction to working capital of $933,307.
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The recommended adjustments to operating expenses as shown on Exhibit HWS-1,
Schedule C-1 total $488,804. The adjustments consist of various O&M adjustments
totaling $343,671, a reduction to depreciation expense of $132,424 and a reduction taxes

other of $12,708.

DOES THIS COMPLETE YOUR PREFILED TESTIMONY?

Yes, it does.
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1 COMWM SSI ONER POLMANN:  Thank you. | think we

2 are at the point of summary fromthe w tness.
3 MR, SAYLER Yes, sir.
4 COMM SSI ONER POLMANN: Pl ease proceed.

5 BY MR SAYLER:

6 Q M. Schultz, would you be able to provide a
7 sunmmary of your testinony as it relates to your

8 five-mnute summary, and if there is part of your

9 summary that relates to square footage costs, if you
10 wll leave that out given the presiding officer's

11 ruling?

12 A May | seek clarification on that since there
13 are parts of the testinony on the building made

14 reference to the cost per square foot but that was not

15 struck?

16 COW SSI ONER PCLMANN:  Ms. Helton, can you
17 help me, if you understand the clarification

18 question?

19 M5. HELTON: | amnot sure that | understood
20 exactly, but if I --

21 MR. SAYLER M --

22 M5. HELTON: If he is relating back to

23 testinony that was struck -- strick --

24 COMM SSI ONER POLMANN:  Stri cken.

25 M5. HELTON. -- thank you, | woul d suggest
Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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23 BY MR SAYLER

24

25 you prepared a sunmmary of your testinony?

t hat he not discuss that.

MR, SAYLER: Al right. My | have a nonent
to confer with ny witness to make sure that his
sunmary doesn't go out of bounds?

COW SSI ONER PCLMVANN:  Ckay. \Wat we are
trying to do is preclude -- we have stricken the
testinony -- please direct the witness to exactly
whi ch testinony was stricken. And then ny
addi tional instructions is that we direct the
wWitness to, in answering any questions, try to
avoi d reference back to that, and I wll ask the
staff counsel to assist ne in raising an objection
If that were to occur --

MR, SAYLER: Yes, sir.

COW SSI ONER PCLMANN:  -- so pl ease take a
m nut e.

MR, SAYLER: Al right. Thank you.

(Di scussion off the record.)

MR SAYLER: Al right. Comm ssioner Pol mann,
when you are ready.

COMM SSI ONER POLMANN: W are ready. Pl ease

pr oceed.

Q Al right. Good afternoon, M. Schultz. Have
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1 Yes, | have.
2 Wul d you pl ease read that?
3 A Thank you.
4 Good afternoon, Comm ssioners. KWRU initially
5 proposed a revenue increase of $1, 349,690, or 57.9
6 percent increase. MR revisions were filed at various
7 poi nts t hroughout the proceedi ng, and on February 19th,
8 2018, KWRU submtted a third revised Schedul e B-8 t hat
9 reflected a reduction to O&M expense of $12,128. This
10 was done without a revision to Schedule B-2 to refl ect
11 this change in the inpact of KWRU s requested revenue
12 | ncrease.
13 KWRU i s al so requesting a cash bal ance of
14  $911,826 for working capital. This is significant and
15 an excessive increase of $593, 848 over the anount
16 approved in the conpany's nost recent rate case | ast
17 year. |In last year's rate case, KWRU requested working
18 capital of 877,289. This request was denied, and the
19 Commi ssi on approved working capital of $317,978, which
20 was considered nore reflective of KARU s ongoi ng
21 operations. The requested increase this year is, again,
22 not justified.
23 Wor ki ng capital also includes $281, 123 of
24 speci al deposits. These deposits are ratepayer funds in
25 escrow and earn interest. They should not be allowed as
Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 part of working capital.
2 Anot her cost in rate base is 13-nonth average
3 for rate case expense. This should not include any
4 anmounts whi ch exceed the Conm ssion's previously all owed
5 expense. KWRU is asking for nore than what was all owed.
6 Although ny initial recommendati on does not reflect
7 PSC s past precedent which limts the anount of rate
8 case expense to one-half of the unanortized bal ance.
9 KWRU i s al so requesting funds for a service
10 truck with a crane that exceeds its initial expenditure
11 for this vehicle. This is inappropriate and should be
12 adj ust ed because the conpany did not spend the $74,174
13 for that truck
14 KWRU i s requesting $288,000 for a nodul ar
15 office of approximately 1,200 square feet. The conpany
16 provided a contract with PP Keys 2016, LLC, which states
17 this office wll be installed and ready for occupancy by
18 March 31st, 2018. This did not occur. This anount of
19 288,000 is only an estimate, and nore inportantly, the
20 name PP Keys 2016, LLC, could not be found in the
21 Florida Division of Corporations and does not exist.
22 OPC does agree a new office would be nice,
23 however, the anmpunt requested is not supported.
24  Construction drawi ngs have not been conpl eted as of
25 today, and the plans still need official approval.
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1 There is insufficient justification at this tine that

2 the building will be in service during the period rates
3 are in effect.

4 Accunul ated depreciation in the conpany's

5 filing nust be adjusted to account for renoval of any

6 pl ant cost and there was errors in the conpany's filing.
7 KWRU has asked for a redundant phone system

8 for its SCADA systemonly to say that we can't trust

9 either system

10 KWRU i s requesting $752,549 for salaries and
11 wages, which reflects an increase of 238,881 over its
12 2016 salaries. They have requested additional

13 enpl oyees, and these enpl oyees do not reflect any

14  vacanci es occurring, which has been a reoccurring issue
15 wth this conpany.

16 KWRU argues that it's |osing enpl oyees to

17 other utilities due to its higher wage and benefit

18 packages, |ess on-call duty, and wants to inplenent a
19 new pension plan to inprove retention and reduce

20 turnover. The cost of the plan is estimted at $35, 445.
21 KWRU has not supported this request as that it wll

22 actually inprove retention.

23 KWRU has requested $216,074 in hurricane costs
24 to be anortized over four years. This request includes

25 duplicated costs, estimated costs, and it does not
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1 reflect an insurance proceeds that were received from

2 the -- for the damages incurred. | amreconmendi ng that

3 this cost, as adjusted, be anortized over five years.

4 KWRU s Schedul e B-8 states it included 86, 000

5 for materials and supplies in the adjusted test year, an

6 i ncrease of $54,922 over the prior test year ending

7 Decenber 31, 2014. The average for materials and

8 suppl i es over the five previous years is $37, 566;

9 therefore, a reduction of 48,000 is recommended. | have
10 utilized a five-year average for the cost adjustnent to
11 reflect a nore nornalized | evel of expense.

12 In summary, OPC is recomrendi ng a requested

13 rate base be reduced by $1,548,403 to 5,495,321. The

14 adj ustnents include a reduction to plant, a reduction to
15 accunul at ed depreciation and an increased rate base

16 for -- and a reduction to working capital.

17 The recomended adjustnents to operating

18 expenses are $488,804. The adjustnents consi st of

19 various O&M adjustnents totaling 343,671, a reduction to
20 depreci ati on expense of 332,424, and a reduction to

21 taxes other of 12, 708.

22 Thank you.

23 COMW SSI ONER POLMANN:  Thank you, M. Schul tz.
24 BY MR SAYLER:

25 Q Thank you, M. Schultz, for your sunmary.
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1 VMR, SAYLER: M. Chairman, we woul d tender

2 this witness for cross.

3 MR. SM TH: Thank you.

4 Before we get into the cross, as to the

5 pension plan, to speed this up, | would request we
6 adopt that line of questioning on voir dire so that
7 I don't have to ask those questions again.

8 COMM SSI ONER POLMANN:  Ckay. It's on the

9 record.

10 MR. SM TH: Thank you.

11 EXAM NATI ON

12 BY MR SM TH:
13 Q M. Schultz, if you could turn to page seven

14 of your testinony --

15 A Yes, sir.

16 Q -- lines seven through 12.

17 A Yes, sir.

18 Q You woul d agree that your recomendation of

19 working capital should be $317,978, correct?

20 A Yes, sir.

21 Q Wul d you agree that's |l ess than two nont hs of
22 the utility's expenses requested, correct?

23 A Yes, | would agree that it's less than two

24 nont hs of expenses because the intent of working

25 capital, as it is reflected in rate base, is to provide
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1 an opportunity to have the working cash that's required
2 for essentially one nonth of operations.
3 Q You are aware that after Hurricane Irma, the

4 utility did not receive paynent for over two nonths?

5 A No, | am not aware of that.

6 Q M. Schultz, stay on that page, |ines 15

7 through 18. You state that you are recommending -- this
8 is line 15: "I recomrend excluding what is identified

9 as special deposits (FPSC Escrow Accounts) because |

10 understand these are ratepayer funds in escrow and they

11 are earning interest." Do you see that testinony?
12 A Yes, sir.
13 Q You are aware that all those funds in the

14  account were transferred to KARU s operating account at
15 the end of the last rate case?

16 COMM SSI ONER POLMANN: Pl ease ask a questi on.
17 BY MR SM TH:

18 Q Do you understand -- did you know that those
19 funds were transferred to the operating account after
20 the last rate case ended?

21 A VWll, | would -- | can't say that | knew t hey
22 were actually transferred to the operating funds. The
23 only difference is that, to the extent they were

24 transferred to the operating funds, you are just noving

25 that line of working capital that you have requested up
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1 to the cash line, which neans that cash |line would then
2 be increased by the 281,123. And to the extent that I
3 reconmended reduci ng the cash requirenent, that woul d

4 have to be also elimnated in that part, so it doesn't
5 really matter.

6 Q If the interest was recorded as incone, you

7 would agree that those funds are appropriately working

8 capital, correct?

9 A No, | do not.

10 Q Can we turn to page five?

11 A Page five?

12 Q Page five, lines 23 through 25. Do you see

13 your answer there?

14 A Yes, sir.

15 Q Ckay. And the question was: "Wy is it

16 | nappropriate to have an excessive anount of cash in
17  working capital ?* And your response is: "If KWRU has

18 accunul ated a significant anount of cash that is not

19 readi |y needed to operate the conpany on a daily basis,
20 It should find alternative uses for that cash. It could
21 I nvest that cash in an interest-bearing account, pay off
22 debt, or use that noney for business purposes.”

23 First, you would agree that if the utility

24 pai d down debt, that would increase its equity position?

25 A Yes, sir.
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1 Q And an increase in equity position would
2 provide for an increase in general revenue?
3 A General ly speaking it may, yes.
4 Q And if the utility invested in reasonable and
5 prudent busi ness purposes, that would be allowed to be
6 recovered fromthe ratepayers, correct?
7 A That's correct.
8 Q Going to page 14 to 15 -- and | am
9 par aphrasi ng, but you are discussing the accunul ated
10 depreci ati on on pages 14 and 15, correct?
11 A Yes, sir.
12 Q And you identified sone errors in the
13 accunul at ed depreciation, correct?
14 A | identified what | perceived as errors in the
15 accunul at ed depreciation cal culation. Yes, sir.
16 Q Were you nmade aware that the MFRs were
17 corrected for those areas in the accunul at ed
18 depreci ati on?
19 A Those errors were purportedly corrected. This
20 testinony didn't address the corrected MFRs. This is
21  addressing what was filed by the conpany originally.
22 Q It was in the -- you didn't see it in the
23 original filing?
24 A | saw the errors in the original filing.
25 That's what this is about.
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1 Q You didn't see the correction that was nmade in
2 the MFRs to correct the errors to the depreciation?

3 A | amgoing to have to say | am ki nd of |ost

4 because there were nultiple corrections nmade so | am not
5 sure when you are tal king about the correction was nade.
6 Q Ckay. Can you turn to -- do you have

7 Ms. Swain's testinony in front of you?

8 A No, sir, | do not.

9 MR, SAYLER: Is this her direct or rebutta

10 testi nony?

11 MR SMTH Direct. | will wthdraw that and
12 nove on.

13 BY VR SM TH:

14 Q Can we turn to the phone systenf?
15 A Yes, sir.
16 Q Ckay. You disallowed the redundant phone

17 syst enf?

18 MR, SAYLER: Wi ch page? | amsorry.

19 BY MR SM TH:

20 Q In your prefiled -- in your sunmary statenent,
21 you stated you have disall owed the redundant phone

22 system correct?

23 A That's correct.

24 Q And in your testinony, you provided that and

25 you did not allow for the redundant phone system is
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1 t hat correct?

2 A That's correct.

3 Q And do you know what SCADA is?

4 A SCADA is what is called Supervisor Control and
5 Data Acquisition. It is a systemthat will assist in

6 noni toring your systemto provide you access to it and

7 to be able to renptely access it so you can make changes

8 I f necessary.
9 Q That's a better summary than | can give.
10 WIl you agree that the SCADA systemis

11 required as part of KANRU s current operating permt?

12 A | woul d agree, yes. | nean, | have seen --

13 SCADA systens are comopn within utilities. There is no
14 questi on about that.

15 Q Al right. Are you aware that the SCADA

16 systempermtted the utility to reduce its staffing

17 requi renment s?

18 A That is what M. Johnson testified to, that

19 it's allowed themto reduce them but the filing doesn't
20 reflect that reduction.

21 Q Do you recall what M. Johnson testified the
22 reduction in staffing was because of the SCADA systenf
23 A | don't renenber the size specific, he said it
24  cut sone costs, | think he was referring to the overtine

25 in hal f.
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1 Q All right. Wuld it be fair to say that he

2 stated it reduced the anmpbunt of staffing required from
3 16 hours per day, seven days a week, to eight hours per
4 day, five days a week, with the checking on the

5 weekends?

6 A | do recall that statenent.

7 Q Ckay. Is it your understanding that SCADA has
8 to be connected to the internet?

9 A You have to have a neans of connecting to it.
10 There is no question about that.

11 Q Have you operated a wastewater treatmnment plant
12 bef ore?

13 A No, sir.

14 Q Are you aware if other systens in a waste

15 water treatnent plant have redundancy?

16 A | haven't really thought about it other than
17 this because it was not sonmething that | observed in the
18 file, so | may, may, at sone juncture in ny career or

19 may have done it in the past, but | can't say that |

20 I dentified anything else in this filing.

21 Q You under stand what redundancy provides,

22 correct?

23 A It's a backup.

24 Q Wul d you agree that utilities, in order to

25 prevent environnental violations, have redundant
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1 systens?

2 A VWll, | think that's a general statenent. |

3 amnot sure that utilities, in general, have redundance
4 unl ess you can be nore specific as to what the systemis
5 that you are referring to as the redundancy, and | w |
6 give you -- | nean, for exanple, an electric utility has
7 a very in-depth SCADA systemto be able to nonitor al

8 the different areas of where their systemis spread out
9 so they can identify when there is outages at specific
10 | ocati ons.

11 Q Chl ori ne contact chanbers, there is two

12 chl orine contact chanbers at this utility?

13 A That's not part of ny testinony. | didn't

14  address it.

15 MR, SAYLER: (Objection, outside of his

16 t esti nony.

17 BY MR SM TH:

18 Q Let's -- to be clear, you didn't review

19 redundancy as any part of this utility?

20 A | did not review redundancy on any ot her part.
21 No, sir.

22 Q Sal ari es and wages. You never visited KWRU s

23 facility, did you?

24 A No, sir.
25 Q And to determ ne salary and wages, you | ooked
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10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

at histori

A

at the current levels. Yes, sir.

Q

M. Johnson, correct?

A

Q

| ooki ng at

28.

M. Johnson's assertion that the order was in error?

error because the requested additions did not

mat eri ali ze. KWRU s Exhi bit CAJ-23 shows there are

currently

A
ni ne, but
Q
form It'
A
Q
CAJ- 20- 23.
tab on it

A

cal enpl oynment, correct?

| | ooked at historical enploynent. | | ooked

You revi ewed the data that was provided by

Coul d you be nore specific, what data?
Ckay. Page 21 of your testinony. | am

lines 27 through 28. Let's start with 25 to

Do you -- the question is: "Do you agree with

Answer : No, | do not. The order was not in

ni ne enpl oyees on staff.”
Do you see that testinony?
You are reading pretty fast. | don't see the
It's witten out. It is not in the nunerica
s there are currently nine enployees on staff.
Ckay.
Can you turn to M. Johnson's testinony

It's in that big thing. | put alittle blue
so you could find it.

Thank you.
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1 MR SAYLER. M. Smth, | amhaving difficulty
2 heari ng your questions.
3 MR SMTH | will speak | ouder.
4 MR, SAYLER: Thank you. Was that CAJ-23?
5 MR SMTH. Yes, CAJ-23, he references it.
6 THE WTNESS:. | have got the blue tab, yes,
7 Sir
8 MR, SAYLER: And ny tab is blue, too.
9 BY MR SM TH:
10 Q Al right. You see that there is a box at the
11  top on the right-hand side, do you see that box?
12 A Yes, sir.
13 Q Ckay. You see that there is -- if you can
14 count how many different enployee initials there are,
15 there is -- how many enployee initials are on that
16 cal endar ?
17 A 14.
18 Q kay. And so your testinony is that it shows
19 ni ne enpl oyees on staff, correct?
20 A That was referring to the operational people.
21 Q So you see those on the status as of
22 Novenber 2017, you said there was 14, correct?
23 A There is 14 |listed here. Yes, sir.
24 Q Al right. The one enployee initials SJ, next
25 to it it says, status, hired before Hurricane |rnma,
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1 never worked for the conpany, |ost power. Do you see

2 t hat ?

3 A Yes, sir.

4 Q So you are not counting that person because he
5 | ost his housing because of Irm?

6 A | am not counting that because | -- when |

7 refer to the nine, | was basing it up on information

8 supplied by the conpany other than the CAJ. And to be
9 nore precise, M. Johnson was referring to how, at

10 points in tinme, the conpany had full conplenents of

11 enpl oyees, that basically is inconsistent with the

12 response to OPC4- 93.

13 In that response, it identified a range of
14 enpl oyees fromnonth to nonth that went from 10 to 13,
15 and after you subtract your two officers, you are down
16 to eight to 11

17 Q Wll, | want to go to your testinony, because
18 | ama little confused. You say KWRU s Exhi bit CAJ-23

19 shows there are currently nine enpl oyees on staff.

20 MR, SAYLER: Asked and answered, and his
21 answer earlier was nine operational enployees on
22 staff.

23  BY MR SM TH:
24 Q Were does it state in your testinony that

25 they are operational enployees?
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1 A Wll, the testinony isn't dealing with the

2 officers' conpensation. |In the beginning of the

3 testinony, it tal ks about the 752,000 that was in there.
4 That's the operational enpl oyee conpensati on.

5 Q So you are not including the officers as

6 enpl oyees of the conpany?

7 A They are not part of the discussion here

8 because the officers isn't the issue wth the vacancies
9 that are occurring; you see, because you have your two
10 officers, those two officers are basically staying

11 enpl oyed.

12 Q So you understand that you have reduced the
13 total enploynent, including officers, from1l4 to 107

14 A That's incorrect.

15 Q So you are saying that the actual enpl oyees
16 that you are allowng is the 10 plus an additional two
17 of ficers?

18 A What | adjusted was only the conpensation for
19 t he enpl oyees, the operating enpl oyees. You have in

20  your filing two different nunbers, one for officers and

21  one for the operating.

22 My adj ustnent only addressed the operating,
23 and | only provided -- and I didn't -- | don't -- pardon
24 ny expression here. | take exception to the fact that

25 you are saying | amelimnating them \Wat | am
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1 accounting for is vacancies. Vacancies occur fromtine
2 to time throughout the year. This is definitely a

3 problemw th the conpany. And all | amsaying is that |
4 reflected those vacancies. And | took this whole

5 conpensation picture as a one total package for

6 operations, not officers. | amnot addressing the

7 officers. That | had a separate piece of testinony.

8 Q Ckay.

9 A And what | took those --

10 Q So let's focus on the enpl oyees.

11 A That's what | amtrying to explain ny full

12 focus on this.

13 One of the things | did is when | reflected

14 the salary -- | started with the conpany's sal aries as
15 they reflected in the filing, and then | reflected a

16 | evel of overtine after adjusting for what | said would
17 be vacancies. And | took that overtine, which was based
18 upon a use of a five-year average for when you have al
19 these vacancy issues. So ny total payroll really

20 reflects what your conpany would i ncur for payroll if

21  you had vacancies and had to keep up the overtine.

22 COMM SSI ONER POLMANN:  Thank you, sir.

23 M. Smth, a suggestion --

24 MR SMTH:  Yes.

25 COMM SSI ONER POLMANN:  We are spending a fair
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BY VR SM TH:

anmount of tinme with the witness elaborating, and it
sounds to ne that he is elaborating on things that
you didn't ask.

MR SMTH | would agree.

COMM SSI ONER POLVANN: Wl |, hold on. Part of
that is the manner in which you are asking
guestions, in ny opinion. And | have advised you
previously please try to ask questions rather than
make statenents.

If you would do your best to ask a question
that is in the formof yes or no first, then |
m ght be able to nore effectively constrain the
witness to a shorter answer, which is yes, no, with
a clarification.

It may be difficult because of the nature of
your questions, but you continue to nake statenents
with an intonation that sounds |ike a question but
| am having difficulty hearing your question.

MR. SMTH:. | apol ogi ze.

COMM SSI ONER POLMVANN:  Yes, sir. But just as
a point of advice for you to get the answer and
then to hel p us nove along w thout too nuch
el abor ati on.

MR SM TH:. Ckay.
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Q One | ast question.

2 So based on the request for 12 staff, isn't it
3 true you are stating that there should be four vacancies
4 at all tinmes?
5 A Bear with nme a mnute here. Let ne check
6 sonething.
7 No, that's not right. | nean, that's -- and
8 that's why | had to double check ny schedule. Wen I
9 made the adjustnents for vacancy, | renoved three
10 positions, the equivalent of three | evels of pay.
11 Q So 12 staff nenbers at all tines, you are
12 reducing the staffing by three enpl oyees?
13 A | am accounting for vacancies that occur in
14  the regular payroll, but as, again, the overtine still
15 reflects the fact that you are short of people. And I
16 wll go back, if you desire on the CAJ-23 and tell you
17 how | got the nine fromthat if you need ne.
18 Q No. | think | understand your position on
19 t hat .
20 COMM SSI ONER POLMANN: By the way, M. Smth,
21 your |ast question was not in the formof a
22 questi on.
23 BY MR SM TH:
24 Q Moving on to the pension plans. Can you
25 pl ease identify another utility in the Florida Keys that
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1 does not have a traditional pension plan?
2 A | haven't done the research to determ ne
3 whether they had traditional plans. And the problemis
4 I's what has been terned traditional pension plan by the
5 conpany is not really what is a traditional pension
6 pl an.
7 Q Is the answer no?
8 A No -- yes, the answer is no.
9 Q You will turn to page 34?
10 A Yes, sir.
11 Q Going specifically to adverti sing.
12 A Yes, sir.
13 Q You woul d agree that this is a test year with
14 prof orma adj ustnents case, correct?
15 A Yes, sir.
16 Q You woul d agree that the utility is nuch
17 | arger in terns of treatnent plants than it was three
18 years ago, correct?
19 A | didn't really investigate the size of the
20 plant, so | can't tell you that.
21 Q Going to materials and suppli es.
22 MR, SAYLER Is that page 35?
23 MR SMTH  Correct, page 35.
24 BY MR SM TH:
25 Q How many plants were on line in 20147
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1 A 2014? | don't know.

2 Q Do you see on lines 12 through 15 on page 35
3 that the utility included $86,041 for naterials and

4 supplies in the adjusted test year, an increase of

5 $54,922 over the prior test year ended Decenber 31,

6 2014, expense of $31,119. Do you see that testinony?

7 A Yes, sir.

8 Q In 2014, was the plant required to operate
9 AW?

10 A | can't answer that question.

11 Q In 2014, did the utility have two or three

12 wastewater treatnment plants?

13 A | can't -- | think it only had two.

14 Q Ckay. In 2017, is the plant required to
15 operate to AW standards?

16 A | can't address the AW standards.

17 Q In 2017, are there two or three plants now

18 oper ati ng?

19 A | believe there is three now.

20 MR, SM TH: Thank you. | have no further

21 questi ons.

22 THE W TNESS:. Thank you.

23 COMWM SSI ONER POLMANN:  Thank you, M. Smth.

24 MR. SM TH: Thank you.

25 MR, SAYLER: | believe it's staff's turn if
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1 t hey have any questions, or M. Wight, do you have

2 any questions?

3 COW SSI ONER POLVANN:  Monr oe County.

4 MR, WRI GHT: No questions from Monroe County.
5 COMWM SSI ONER POLMANN:  Thank you, M. Wight.
6 Staff.

7 M5. MAPP: No questions fromstaff.

8 COW SSI ONER POLMANN:  Conmi ssi oners.

9 COMM SSI ONER CLARK: | wi Il pass.

10 COMM SSI ONER POLMANN:  Redi rect.

11 MR SAYLER Yes, sir. | will be very brief.
12 FURTHER EXAM NATI ON

13 BY MR SAYLER:

14 Q Do you recall being asked questions about

15 converting -- taking extra cash and converting that

16 equity to -- that mght potentially increase equity and
17 I ncrease the general revenues; do you recall that

18 guestion?

19 A There was a nention of converting to equity.
20 | don't know how you would actually convert it to

21 equity, so | nean, it's cash. |It's already in the bank.
22 Q Al right. To your know edge i s working

23 capital in rate base?
24 A Working capital is part of rate base as is

25 calculated in Florida, yes.
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1 Q All right. You were asked sone questions back
2 on page, | believe, 14 of your testinony about

3 depreciation expense and errors in accunul ated

4 depreciation. Do you recall that question -- those

5 questi ons?

6 A There was a brief and then a question about

7 it, but it didn't get el aborated on.

8 Q Ckay. And do you recall being asked questions
9 about S-C-A-D- A SCADA, Supervisory Control Data

10 Systens; do you recall that?

11 A Yes, sir.

12 Q In the preparation of your testinony, did you
13 review the conpany's operating permt?

14 A No, | did not.

15 Q And you testified that you thought it was

16 required by the permt?

17 A | just assuned it is because everybody has a

18 SCADA system pretty nuch.

19 Q Ckay.

20 MR, SAYLER: No further questions.

21 And we would like to nove into the record his

22 heari ng Exhibits 36 through 38, and the errata,

23 130.

24 M5. MAPP: Staff would just |ike to note that

25 M. Schultz's only testified to his direct and he
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1 Is comng back for surrebuttal, so it m ght be nore
2 appropriate to enter Exhibit 38 at that tine.
3 COMM SSI ONER POLMANN: | agree. That's what
4 my notes indicate 36 and 37.
5 MR, SAYLER: Sorry, 38 is fromthe
6 surrebuttal. | apologize. W wll wait on 38.
7 COMM SSI ONER POLMANN:  Ckay. We don't have an
8 exhibit already in. Anything to correct for --
9 MR, SAYLER: And noving in 130.
10 COMM SSI ONER POLMANN:  That's what | amtrying
11 to -- okay.
12 MR, SAYLER. May M. Schultz be tenporarily
13 excused until he cones back for surrebuttal ?
14 COMM SSI ONER POLMANN:  Yes, M. Sayler, we
15 wll see M. Schultz tonorrow, | think, or maybe
16 | ater tonight, according to sone peopl e.
17 THE W TNESS:. Thank you.
18 COMWM SSI ONER POLMANN:  Don't go too far.
19 THE WTNESS: | won't.
20 (Wtness excused.)
21 COMM SSI ONER POLMANN: Al right. W have
22 Exhibit 130, which is an errata sheet to Exhibit
23 HW5- 1, and we have Exhibits 36 and 37 previously
24 identified in the conprehensive list. W wll nove
25 those, including the errata sheet, into the record
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at this tine.

MR. SAYLER  Yes, sir. And clarification, the
errata sheet relates to pages eight, nine and 16 of
his prefiled direct testinony as well as HW5 1.

COMM SSI ONER POLMANN:  Okay. Thank you for
the clarification.

(Wher eupon, Exhibit Nos. 36, 37 & 130 were
ved into evidence.)

COMM SSI ONER POLMANN:  Are we good?

M5. MAPP: Staff would now like to call to the
stand Marisa d over.

COMM SSI ONER POLMANN:  Thank you.

Wth the adjustnent in witness order that we
identified earlier, we wll nove to staff w tness.
COW SSI ONER CLARK:  What's the estinmated

time, M. Chairman?

COW SSI ONER POLMANN: W have the tine at

4.23. There is sonme interest in conpleting the

W tnesses today. | don't have a particul ar good
feeling about that. | nean, not that | don't feel
good about it. | don't have the ability to
estimat e.

Does anybody have -- why don't we take
Ms. Gover and we will revisit that issue.

MR, SAYLER: Certainly.
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1 COMM SSI ONER POLMVANN:  Very good.
2 M5. MAPP: Ms. d over was not here yesterday
3 when other w tnesses were sworn in, so she wll
4 need to be sworn in.
5 COMWM SSI ONER POLMANN:  That makes ne stand up.
6 Wher eupon,
7 MARI SA GLOVER
8 was called as a wtness, having been previously duly
9 sworn to speak the truth, the whole truth, and nothing
10 but the truth, was exam ned and testified as foll ows:
11 COVM SSI ONER POLMANN:  Ms. Mapp.
12 M5. MAPP:  Thank you.
13 EXAM NATI ON
14 BY M5. NAPP:
15 Q Good afternoon, Ms. { over.
16 A Good eveni ng.
17 Q Wul d you pl ease state your full nanme and
18  business address for the record, please?
19 A My nane is Marisa A over. The address is 2540
20  Shumard Oak Boul evard, Tall ahassee, Florida, 32399-0850.
21 Q By whom are you enpl oyed and in what capacity?
22 A | am enpl oyed by the Florida Public Service
23 Comm ssion as a Regul atory Anal yst Supervisor within the
24 O fice of Auditing and Performance, and Audit Assi st,
25 excuse ne.
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1 Q And have you prepared and caused to be filed

2 in this proceeding direct testinony on March 27th, 2018,
3 as well as two exhibits M1 and M52 as identified on

4 the conprehensive exhibit list as 52 and 537

5 A Yes.

6 Q And on May 4th, 2018, did you prepare and

7 cause to be filed an errata to your testinony and

8 Exhibit M51 striking all references to Audit Finding 2?
9 A Yes.

10 Q Wiy were all references to Audit Finding 2

11 renoved fromyour testinony and MG 1?

12 A W di scovered docunentation which denonstrated
13 that Keys Energy does credit the bills in August. After
14 doi ng a sanple test and going through, we did | ook at

15 the Decenber bills and noticed that they were not in the
16  accounts. Wen we did call Keys, they did say that they

17 are credited every August. After review ng those, there

18 is aone-line itemthat it does, in fact, state that the
19 interest is credited toward the electric bill.
20 Q And if | asked you those sanme questions

21  contained within your direct testinony today, with the

22 addition of your errata, would your answers be the sane?

23 A Yes, they woul d.

24 M5. MAPP: | would note for the record that

25 Ms. GQover's errata was filed in the docket file,
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1 provided to all parties, Comm ssioners and court

2 reporter. And at this tinme, | would ask that

3 Ms. GQover's previously filed testinony and errata
4 sheet be entered into the record as though read.

5 COMM SSI ONER POLMANN: At this tinme, we wll
6 enter into the record Ms. Gover's prefiled direct
7 testinony as though read, including the errata

8 sheet.

9 (Whereupon, prefiled testinony was inserted.)
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DOCKET NO. 20170141-SU

PAGE 3

ERRATA SHEET

WITNESS: MARISA GLOVER - DIRECT TESTIMONY AND EXHIBIT MG-1

Testimony Errata

Page # Line #
1 24

4 10

5 11-12
7 10-18

Exhibit MG-1 Errata

Exhibit # Page

Change

Delete "No"

Insert: "Yes. | filed testimony in the Fuel and Purchased Power
Cost Recovery Clause, Docket No. 20160001-E1."

"Strike the sentence beginning with "Finding 2"

"Strike the sentence beginning with "Finding 2"

Strike the entire passage

Change

MG-1 6 of 17
MG-1 7 of 17
MG-1 10 of 17

Strike the sentence: "Finding 2 discusses our
recommended adjustment to Working Capital"

Strike the sentence: "Finding 2 discusses our
recommended adjustment to Depreciation and
Amortization"

Delete the entire page
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
COMMISSION STAFF
DIRECT TESTIMONY OF MARISA GLOVER
DOCKET NO. 20170141-SU

MARCH 27, 2018

Q. Please state your name and business address.

A. My name is Marisa Glover and my business address is 2540 Shumard Oak Boulevard,
Tallahassee, FL 32399.

Q. By whom are you presently employed and in what capacity?

A. I am employed by the Florida Public Service Commission (FPSC or Commission) as a
Regulatory Analyst Supervisor in the Office of Auditing and Performance Analysis. | have
been employed by the Commission since April 2016.

Q. Briefly review your educational and professional background.

A. I received a Bachelor of Science degree in Accounting from the Saint Leo University
in 2015, and a Criminology degree from Florida State University in 2008.

Q. Please describe your current responsibilities.

A. Currently, I am a Regulatory Analyst Supervisor with the responsibilities of
administering the Tallahassee and Miami District Office, reviewing work load and allocating
resources to complete field work and issue audit reports when due. 1 also supervise, plan, and
conduct utility audits of manual and automated accounting systems for historical and
forecasted data.

Q. Have you previously presented testimony before this Commission?

A. No

Q. What is the purpose of your testimony today?

-1-
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A. The purpose of my testimony is to sponsor the staff auditor’s report of K W Ultilities
Corp. (KW or Utility) which addresses the Utility’s petition for a rate increase in Docket No.
20170141-SU. This auditor’s report and a filed revised page are attached to my testimony and
are identified as Exhibit MG-1 and MG-2 respectively.

Q. Was this audit prepared by you or under your direction?

A Yes, it was prepared under my direction.

Q. Please describe the work you performed in this audit.

A I have summarized the audit work below.

Utility Plant in Service (UPIS)

Audit Staff reconciled the UPIS accounts presented in the filing to the general ledger.
We determined the beginning balance for each account that was established in Order PSC-
2017-0091-FOF-SU, issued March 13, 2017. We verified that Commission ordered
adjustments were posted to the general ledger. We scheduled plant additions and retirements
since the last rate proceeding to determine the UPIS balance as of June 30, 2017. We
requested support for the Utility’s adjustments and traced them to the filing and general
ledger. We recalculated the 13-month average balance. We traced additions and retirements
from the general ledger to source documentation and we verified that additions were recorded
at original cost and that retirements were properly posted. Finding 1 discusses our
recommended adjustments to UPIS.

Land and Land Rights

We reconciled the land accounts presented in the filing to the general ledger. We
determined the beginning balance for each account that was established in Order PSC-2017-
0091-FOF-SU. We scheduled utility land additions and retirements since the last rate
proceeding to determine the land balance as of June 30, 2017. We recalculated the 13- month

average. No exceptions were noted.
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Accumulated Depreciation

We reconciled the accumulated depreciation accounts presented in the filing to the
general ledger. We determined the beginning balance for each account that was established in
Order PSC-2017-0091-FOF-SU. We verified that Commission ordered adjustments were
posted to the general ledger. We scheduled utility accruals and retirements since the last rate
proceeding to determine the accumulated depreciation balance as of June 30, 2017. We
requested support for the Utility’s adjustments and traced them to the filing. We recalculated
the 13- month average balance. We calculated accumulated depreciation accruals using the
rates authorized in Rule 25-30.140 — Depreciation, Florida Administrative Code (F.A.C.), and
compared our balance to the balances in the general ledger and the filing. Finding 1 discusses
our recommended adjustments to Accumulated Depreciation.

Contributions in Aid of Construction (CIAC)

We reconciled the CIAC accounts presented in the filing to the general ledger. We
determined the beginning balance for each account that was established in Order PSC-2017-
0091-FOF-SU, issued March 13, 2017. We verified that Commission ordered adjustments
were posted to the general ledger. We scheduled CIAC additions and retirements since the
last rate proceeding to determine the CIAC balance as of June 30, 2017. We recalculated the
13-month average balance. We traced the additions and retirements to source documents and
the service availability charges to the Utility’s Commission approved tariffs. We reviewed
CIAC agreements, and inquired about new special agreements, developer agreements, and
donated property. No exceptions were noted.

Accumulated Amortization of CIAC

We reconciled the accumulated amortization of CIAC accounts presented in the filing
to the general ledger. We determined the beginning balance for each account that was

established in Order PSC-2017-0091-FOF-SU. We verified that Commission ordered

-3-
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adjustments were posted to the general ledger. We scheduled utility accruals and retirements
since the last rate proceeding to determine the accumulated amortization of CIAC balance as
of June 30, 2017. We recalculated the 13- month average balance. We calculated accumulated
amortization of CIAC accruals using the rates authorized in Rule 25-30.140 — Depreciation,
F.A.C., and compared our balance to the balances in the general ledger and the filing. No
exceptions were noted.

Working Capital

We reconciled the working capital accounts presented in the filing to the general
ledger. We recalculated the 13-month average working capital allowance balance for the
filing. Finding 2 discusses our recommended adjustment to Working Capital.

Capital Structure

We recalculated the cost rates and reconciled the components of the Utility’s capital
structure presented in the filing to the general ledger. We recalculated the 13-month average
component balances of the capital structure for the filing. We verified customer deposits by
tracing additions and refunds to the general ledger and supporting schedules provided by the
utility.  We recalculated a sample of interest expense paid on customer deposits. No
exceptions were noted.

Revenues

We reconciled the wastewater revenue accounts presented in the filing to the general
ledger. We reviewed a sample of customer accounts from the billing register for proper
customer classification and use of approved tariffs. We reviewed miscellaneous service
charges. We tested the reasonableness of revenues by multiplying the average consumption by
the tariff rate for each customer class in the billing register. We reconciled the gallons treated
and customer bill counts presented in the filing to the billing register. We agreed the billing

register to the billing analysis. Finding 3 discusses our recommended adjustments to Revenue.

-4-
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Operation and Maintenance (O&M) Expenses

We verified O&M expenses for the 12-months ended June 30, 2017 by tracing
amounts recorded in the Utility’s general ledger to the original source documentation. We
reviewed invoices for proper amount, period, classification, NARUC account, and recurring
nature and compared our balances to the MFR Schedule B-6. Finding 4 discusses our
recommended adjustment to O&M.

Depreciation and Amortization

We reconciled the depreciation and amortization expense accounts presented in the
filing to the general ledger. We calculated depreciation and amortization expense for the test
year using the rates prescribed in Rule 25-30.140, F.A.C., and compared our amounts to the
amounts reflected in the filing. Finding 2 discusses our recommended adjustment to
Depreciation and Amortization.

Taxes Other than Income (TOTI)

We reconciled TOTI expense accounts presented in the filing to the general ledger. We
recalculated test year regulatory assessment fees based on audited revenues. We traced real
estate and tangible property taxes to source documents. We recalculated payroll taxes. Finding
3 discusses our recommended adjustment to TOTI.

Proforma Expenses — Hurricane Irma

We scheduled all O&M expenses incurred as a result of Hurricane Irma. We traced the
invoices to supporting documentation provided by the Utility. All of the expenses were
outside of the test year, and not listed in the filing. Finding 5 discusses our recommended

adjustments to the Proforma Expenses.

Q. Were there any findings in the auditor’s report?
A. Yes, there were five findings.
Q. Please review Finding 1.
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A. Audit staff recommends that the 13-month average balance of plant should be
decreased by $8,128 to reflect the Commission Ordered Adjustments as per Order PSC-2017-
0091-FOF-SU, issued March 13, 2017. Based on these correcting adjustments, audit staff
calculates that the 13-month average balance of accumulated depreciation should be increased
by $2,095 and test year depreciation expense should be increased by $1,048.

1) Account 361 Collection Sewers — Gravity: The Commission ordered adjustment
was to decrease this account by $140,054. The Utility decreased this account by $124,296.
The Utility should decrease this account by $15,758 ($124,296-$140,054) to reflect
Commission ordered adjustments. The Utility increased this account by $900 prior to the test
year. Audit staff believed this was in error and recommends an additional reduction of $900.
The total adjustment is to decrease this account by $16,658 ($15,758+$900).

2) Account 370 - Receiving Wells: The Commission ordered adjustment was to
decrease this account by $825. The Utility did not make an adjustment. The Utility should
decrease this account by $825 to reflect Commission ordered adjustments.

3) Account 371 - Pumping Equipment: The Commission ordered adjustment was to
decrease this account by $11,830. The Utility decreased this account by $21,344. The Utility
should increase this account by $9,514 ($21,344-$11,830) to reflect Commission ordered
adjustments.

4) Account 380 - Transmission & Distribution Equipment: The Commission ordered
adjustment was to decrease this account by $526,300. The Utility decreased this account by
$525,476. The Utility should decrease this account by $823 ($525,477-$526,300) to reflect
Commission ordered adjustments.

5) Account 391 — Vehicles: The Commission ordered adjustment was to decrease this

account by $17,926. The Utility decreased this account by $30,972. The Utility should
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increase this account by $13,046 ($30,972-$17,926) to reflect Commission ordered
adjustments.

6) Account 394 — Laboratory Equipment: The Commission ordered adjustment was to
decrease this account by $5,255. The Utility decreased this account by $4,911. The Utility
should decrease this account by $344 ($4,911-$5,255) to reflect Commission ordered
adjustments.

7) Account 395 — Power Generation Equipment: The Commission ordered adjustment
was to decrease this account by $12,038. The Utility did not make an adjustment. The Utility
should decrease this account by $12,038 to reflect Commission ordered adjustments.

Q. Please review Finding 2.

A. The 13-month average Working Capital should be decreased by $20,160. Schedule A-
17 in the Utility’s MFR filing shows a 13-month average balance of $2,133,620 for Working
Capital. We reviewed the general ledger accounts contained within each of the Working
Capital components. The Miscellaneous Current & Accrued Assets component has a 13-
month average balance of $20,160 and includes interest bearing accounts. Typically interest
bearing accounts, are excluded from working capital unless the associated interest income is
also included in Revenues. The Utility did not include any interest income in revenues for this
rate case. Therefore, average working capital should be decreased by $20,160.

Q. Please review Finding 3.

A. Revenues should be increased by $20,789, for test year ended June 30, 2017 and test
year regulatory assessment fees should be increased by $935. The Utility recorded $2,116,468
for operating revenues on its general ledger for the test year ended June 30, 2017. Audit staff
determined operating revenues to be $2,353,316. We tested the reasonableness of the utility
revenues by multiplying the rates per tariff by the bills per audit and the Kgals per audit. We

calculated miscellaneous service charges by multiplying the Commission approved tariff by

-7-
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the initial connection fees and the normal reconnect fees. Accounts 522.1 and 522.2
Residential and Commercial Sewers represent the income generated from customers based on
metered use. The Utility’s filing increases the $2,130,307 by $202,220 to $2,332,527 to adjust
revenues that are reflected on Schedule B-3 of the MFR filing. We obtained the Utility’s
billing register and billing history report to recalculate customer bills. Based on our analysis,
the revenues should be increased by $20,789 ($2,353,316 -$2,332,527) and test year
regulatory assessment fees should be increased by $935.
Q. Please review Finding 4.

A. Audit staff recommends reducing O&M expense by $1,878.

1) In Account 711 — Sludge Removal Expense, the MFR Schedule B-6 had a balance
of $339 for February 2017. Audit staff determined that the February 2017 balance should be
$23,862 based on source documents. Account 711 — Sludge Removal Expense should be
increased by $23,523 ($23,862 - $339).

2) In Account 715 — Purchased Power, the MFR Schedule B-6 had a balance of
$24,518 for February 2017. Audit staff determined that the February 2017 balance should be
$12,997 based on source documents. Account 715 — Purchased Power should be decreased by
$11,521 ($24,518 - $12,997).

3) In Account 720 — Materials and Supplies, the MFR Schedule B-6 had a balance of
$17,517 for February 2017. Audit staff determined that the February 2017 balance should be
$5,737 based on source documents. Account 720 — Materials and Supplies should be
decreased by $11,780 ($17,517 - $5,737).

4) In Account 775 — Miscellaneous Expense, the Utility recorded transactions of
$2,100 for social club dues, which are not recoverable expenses, and unsupported transactions.
Account 775 — Miscellaneous Expense should be decreased by $2,100.

Q. Please review Finding 5.
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A. The information is provided for staff’s consideration. The Utility submitted all
invoices, contracts, and insurance claims associated with Hurricane Irma that landed in Key
West on September 10, 2017. Audit staff reviewed all of the submitted documentation totaling
$117,333 provided by Utility. Audit staff removed two invoices with a combined total of
$305. The first invoice was for $75 and was removed due to the description of purchased
alcohol on the invoice. The second invoice was for $230 and the description stated that it was
for dinner and drinks. This invoice was not itemized and we could not determine the amount
of alcohol purchased. We have accepted the amount of $117,028 in proforma expenses.

Q. Does this conclude your testimony?

A. Yes.
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1 VG, MAPP: | would tender this wtness for

2 cross-examnation -- oh, | amsorry, no, | do not.
3 COMWM SSI ONER POLMANN:  Does she have a

4 sunmary?

5 MS. MAPP:  Yes.

6 BY M5. NAPP:

7 Q Ms. dover, would you provide a summary of

8 your testinony today?

9 A Good eveni ng, Conm ssioners. M nane is

10 Marisa Gover. | amthe Audit Manager of staff on the
11 staff audit for KWResort that was conducted in this

12 docket.

13 The audit report was issued February 1st,

14 2018, containing five findings, and it is attached to ny
15 testinony and Exhibit MG1l. There was an errata fil ed
16 on May 4th, 2018, striking Finding 2. Exhibit M52 also
17 attached to ny testinony is a revision of filing --

18 Fi ndi ng 1.

19 | am here to sponsor these exhibits and to

20 answer any questions you may have.

21 M5. MAPP: At this tinme, | would like to

22 tender the wtness for cross-exam nation.

23 COMWM SSI ONER POLMANN:  Li ke right now?

24 MS. MAPP:  Yes.

25 COMM SSI ONER POLMANN:  Ckay. Let's start with
Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 the utility.

2 MR. FRI EDMAN.  Thank you, Conm ssioner.

3 EXAM NATI ON

4 BY MR FRI EDVAN:

5 Q Ms. dover, isn't your discussion in Finding 1
6 a concern whether KWResort Utility made the Conm ssion
7 ordered adjustnents in the last rate case?

8 A Can you repeat that?

9 Q Yes. I n your discussion of Audit Finding 1,
10 doesn't that relate to whether KWResort nade the

11 Comm ssi on adj ust nent s?

12 A It does.

13 Q And in preparation of your testinony today,
14 have you reviewed Ms. Swain's rebuttal testinony where
15 she responds to Audit Finding 1?

16 A | have.

17 Q And did you review her -- the exhibits that
18 were also attached to her testinony?

19 A | have.

20 Q And didn't the prior PAA order agree with the
21 way the utility adjusted its books to increase plant and

22 accumnul at ed depreci ati on?

23 A Ask that agai n.

24 Q Isn't it true that, in the PAA order in the

25 | ast rate case, that the staff agreed to the utility's
Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 adj ustnent to increase plant by 160,823 and accunul at ed
2 depreci ati on by 45,6767

3 A That is what the order states.

4 Q And are you now saying that that's not -- that
5 wasn't the correct way to book those anounts?

6 A Are you asking ne about the anmounts or how

7 t hey were booked?

8 Q How t hey were booked.

9 A Correct. | amsaying that they were not

10 correct.

11 Q Even though they were consistent with the PAA

12 order?

13 A The anmount was correct with the PAA order.

14 Q Well, what was incorrect, then?

15 A The accounts that they were booked in.

16 Q All right. The next was Audit Finding 3. And

17 as | understand, is it correct that Audit Finding 3, you
18 have suggested adjustnents to test year revenues -- in
19 maki ng your adjustnents to test year revenues, isn't it
20  true that you do not include adjustnents or credits to
21 bills?

22 A The adjustnent and -- the adjustnent to the

23 nmeasured residential and comrercial revenues, we did

24 I ncl ude credits.
25 Q You did include credits that were actually
Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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114 W. 5th Avenue, Tallahassee, FL 32303

1 made and adjustnents that were previously made to bills?
2 A W i ncluded what was provided to us, yes.
3 Q Isn't it true that the $9,623 that you
4 suggested in adjustnents was actually for m scell aneous
5 service charges in the prior test year?
6 A For service revenues, Yyes.
7 Q And did you nmake that adjustnent when you did
8 your audit?
9 A Yes.
10 Q And so you woul d agree that that anmount of
11 revenue should not be included in the test year
12 revenues, correct?
13 A Yes. W are accepting the $9,982 for the
14 regul atory assessnent fees of 935 would only be
15 I ncreased by 486. After the information was given to us
16 fromM. Swain's rebuttal, we did go back and review it.
17 Q Ckay. Thank you.
18 A You' re wel cone.
19 COMM SSI ONER POLMANN:  Anyt hi ng further?
20 MR. FRI EDMAN:  Not hi ng further.
21 COMW SSI ONER POLMANN:  Okay. Public Counsel ?
22 MR, SAYLER: No questi ons.
23 COW SSI ONER PCLVANN:  Monr oe County?
24 M5. HALL: No questions, sir.
25 COMM SSI ONER POLMANN:  Conmi ssi oner s?
Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 COMM SSI ONER CLARK:  No questi ons.

2 COMM SSI ONER FAY: A qui ck questi on.

3 COMM SSI ONER POLMANN:  Conmi ssi oner Fay.

4 COW SSI ONER FAY:  Ms. dover, what tine is
5 your flight?

6 THE WTNESS: It's tonorrow norning.

7 COMWM SSI ONER FAY: We m ght have nore

8 questions for you.

9 THE WTNESS: Ckay.

10 MR, FRIEDVAN:  We woul d have been easy on you
11 if you had to be at the airport.

12 THE WTNESS: That's fine. | am okay.

13 COMM SSI ONER FAY:  Thank you, Ms. d over.
14 COMM SSI ONER POLMANN:  Redi rect ?

15 V5. MAPP: Briefly.

16 FURTHER EXAM NATI ON

17 BY M5. NAPP:

18 Q Ms. dover, you were asked about the

19 Commi ssi on order adjustnents fromthe |ast rate case by
20 M. Friedman. Do you recall that?

21 A Yes.

22 Q You stated that the anmpbunt was correct but

23 that they were booked to the wong accounts?

24 A Correct.
25 Q Coul d you pl ease el aborate on what you nean
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1 when you stated that they were booked to the wong
2 accounts?
3 A The Conm ssion order adjustnents were not
4  booked to the correct accounts, therefore, accunul ated
5 depreci ati on bal ance and the depreciati on expense woul d
6 rise or fall over a period of tine, and the true net
7 book val ue of plant would be different, which then would
8 roll into rate base due to the fact that they do have
9 different depreciation rates.
10 M5. MAPP: Thank you. No further questions.
11 THE WTNESS: You're wel cone.
12 COMM SSI ONER POLMANN:  Let ne fol |l ow up.
13 | heard what you said, but | don't understand
14 it so let me ask a rel ated questi on.
15 What is the fallout result of correcting the
16 account ?
17 THE WTNESS: It would correct accunul at ed
18 depreci ati on, because basically the way that the
19 rates are, were accunulating at a different
20 times -- or at different rates, therefore, the
21 dol I ar anobunt over a period of time is going to be
22 different. |It's going to offset your books.
23 COMM SSI ONER POLMANN:  And is there an effect
24 on a revenue requirenent in rate schedul es?
25 THE WTNESS: For the revenue requirenent?
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1 Repeat that.
2 COMM SSI ONER POLMANN:  As a result of the
3 fallout fromthe correction?
4 THE W TNESS:. Ri ght.
5 COMM SSI ONER POLMANN:  |I's there necessarily an
6 i npact or consequence to a revenue requirenent?
7 THE WTNESS: | am not sure.
8 COMW SSI ONER POLMANN:  Okay. Thank you.
9 THE WTNESS: You're wel cone.
10 COW SSI ONER PCLMANN:  Exhi bits?
11 M5. MAPP: Yes, staff would request to enter
12 into the record exhibits marked on the
13 conprehensive exhibit list as No. 52 and 53 into
14 the record.
15 COMM SSI ONER POLMANN: I ncl usi ve of her
16 errata, or are we identifying them separately?
17 M5. MAPP: Excuse ne, the errata was
18 previously entered in conjunction with her prefiled
19 di rect testinony.
20 COW SSI ONER PCLVANN:  Ckay. So at this tine,
21 we wll enter into the record Ms. G over's exhibits
22 identified previously in the conprehensive list as
23 No. 52 and 53.
24 M5. MAPP: Thank you.
25 (Wher eupon, Exhibit Nos. 52-53 were received
Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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evi dence.)

COMWM SSI ONER POLMANN:  Okay. |If we have

nothing further for Ms. d over --

M5. MAPP:

COW SSI ONER POLMANN:  She i s excused.
Stay as long as you want, or safe travels.
THE WTNESS: Thank you.

(Wtness excused.)

COMM SSI ONER POLMANN: Do we have any nore

W t nesses on di

M5. HELTON: No, sir.

COMWM SSI ONER POLMANN:  Thank you. | didn't

t hi nk so.

Do we have four w tnesses for rebuttal ?

MR SM TH:

with the other

for two of the shorter wtnesses to go and get them

done ri ght now,

get Debbi e Swai

| onger done, and see where we are at. Talk is the

cross-exam nati ons of Ed Castl e and Bob Pabi an are

short.

COMWM SSI ONER POLMANN:  kay. Thank you.

Coul d you

four?

W woul d ask that she be excused.

rect?

That is correct. And in working

parties regarding revising the order

and then potentially have either

n or Chris Johnson, one of the

I dentify the order, one, two, three,

Premier Reporting
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1 MR SM TH: Certainly.
2 So we are going to nove Ed Castle to the first
3 rebuttal w tness, Robert Pabian as the second
4 rebuttal witness. Then Debbie -- Deborah Swain as
5 the third rebuttal witness, and finally Christopher
6 Johnson as the fourth.
7 COMWM SSI ONER POLMANN:  Okay. The parties are
8 all in agreenent with this?
9 MR, WRI GHT: Yes, sir.
10 MR, SAYLER: Yes, sir.
11 COMWM SSI ONER POLMANN:  Staff, we are on board
12 her e?
13 MS. MAPP:  Yes.
14 COMM SSI ONER POLMANN:  And we wi |l have
15 surrebuttal followng that, is that the
16 under st andi ng?
17 MR SAYLER: Yes, sir.
18 COMM SSI ONER POLMANN:  kay. Do you have an
19 order identified, M. Wodcock and M. Schultz?
20 MR, SAYLER Yes, sir.
21 COMM SSI ONER POLMANN:  You are going to keep
22 me in the dark?
23 MR, SAYLER: Sorry. Yes, sir. It's Wodcock
24 foll owed by Schultz.
25 COMM SSI ONER POLMANN:  Thank you.
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1 MR. SAYLER: That's our --

2 COMM SSI ONER POLMANN:  Shoul d we take five

3 m nut es?

4 M5. HALL: Yes, sir.

5 COMM SSI ONER POLMANN:  Thank you. We are in
6 recess, off the record for five m nutes.

7 Pl ease be back in five m nutes.

8 (Brief recess.)

9 COMM SSI ONER POLMANN:  We are back on the

10 record.

11 W are in rebuttal. Uility, M. Smth, the
12 floor is yours.

13 MR. SM TH: Thank you.

14 Two of our rebuttal w tnesses were not here
15 yesterday to be sworn. If M. Castle and

16 M. Pabian can stand and you can swear themi n,
17 that would be fantastic. W wll get themboth in
18 at once.

19 COMW SSI ONER POLMANN: M. Castl e and

20 M. Pabian, | amsorry you just sat down and now
21 you need to stand up.

22 THE W TNESS: That's okay.

23 COMM SSI ONER POLMANN:  Rai se your right hand.
24 (Wher eupon, Ed Castl e and Robert Pabi an were

25 sworn.)
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1 COW SSI ONER PCLMANN:  Thank you. Pl ease be

2 seat ed.
3 M. Smth, you ny proceed.
4 MR SM TH.  Thank you.

5 Wher eupon,

6 EDWARD CASTLE

7 was called as a wtness, having been previously duly

8 sworn to speak the truth, the whole truth, and nothing
9 but the truth, was exam ned and testified as foll ows:
10 EXAM NATI ON

11 BY VR SM TH:

12 Q Good | ate afternoon, M. Castle.

13 A Excuse ne?

14 Q Good | ate afternoon to you.

15 A Thanks.

16 Q Can you pl ease state your name and spell your
17 | ast name for the record?

18 A My nane is Ed Castle. That's CGA-S-T-L-E.

19 Q Have you prepared prefiled rebuttal testinony
20 in this mtter?

21 A Yes, | have.

22 Q Do you have any corrections or changes to that

23 prefiled testinony?

24 A No, | don't.
25 Q Did you also prefile exhibits in this matter?
Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 A | believe | did, yes.

2 Q Can you | ook at your testinony and identify
3 those exhibits? Just to help you along, it's on page
4 two, line 10 and 11.

5 A Ckay.

6 Q | am sorry, page one, line 10 and 11, and

7 ERC-1 and ERC- 2.

8 A Yes, | did. And as you said ERC-1 and ERC 2,
9 that was a letter from Novenber regardi ng sol e source

10 for Evoqua.

11 COW SSI ONER PCLMANN:  Sir, you need to get
12 that as close to your -- as close up to the mc as
13 you can. Feel free to nove that.

14 THE WTNESS: kay. |Is that better?

15 COURT REPORTER:  Yes.

16 THE W TNESS:. Thank you.

17 BY MR SM TH:
18 Q If you could state those two exhibits again.

19 What exhi bit nunbers are they?

20 A Excuse ne, | didn't hear that.

21 Q What exhi bit nunbers are they?

22 A It's ERC-1 and ERC 2.

23 Q Thank you.

24 MR SMTH At this juncture, | would nove

25 Edward Castle's testinony in as if though read.
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1 COMM SSI ONER POLMANN: At this tinme, we wll
2 nove -- enter into the record Edward Castle's

3 prefiled rebuttal testinony into the record as

4 t hough read.

5 (Whereupon, prefiled testinony was inserted.)
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Please state your name, profession and address.

My name is Edward R. Castle. T am Vice President of Weiler Engineering Corporation, and
Director of its wastewater division. My business address is 6805 Overseas Highway,
Marathon, Florida 33050.

Have you presented direct testimony in this case?

No, I have not.

Have you previously filed testimony in Utility Rate Case Proceedings before the Florida
Public Service Commission?

Yes. I provided testimony in Docket No. 150071-SU, as well as Docket 070293-SU.

Are you sponsoring any exhibits?

Yes, I am sponsoring the following exhibits: Exhibit ERC-1, my resume; Exhibit ERC-2, the
November 29, 2016 letter I prepared providing my justification why Evoqua should be
considered a sole source provider for the wastewater treatment plant rehabilitation.

Were these Exhibits prepared by you and your staff?

Yes they were.

What is the purpose of your rebuttal testimony?

The purpose of my rebuttal testimony is to respond to the Office of Public Counsel witness
Andrew T. Woodcock’s assertions that there was no reason to deviate from the standard
requirement that three competitive bids be obtained, with regard to the wastewater treatment
plant rehabilitation construction.

Why did you determine that Evoqua should be considered a sole source provider for the
wastewater treatment plant rehabilitation project?

I detail the reasons for this conclusion within Exhibit ERC-2, the November 29, 2016 letter
entitled “Rehabilitation of Existing Evoqua WWTP Trains”. Firstly, detailed structural

drawings for the plant are not available, and the fabrication of substitute components could
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result in inadequate structural strength and potential structural failure.

Mr. Woodcock contends that if detailed structural drawings are not available, it is safe
to assume they are also not available to Evoqua, giving Evoqua no advantage over
another contractor. Do you agree with this statement?

No, I do not. Mr. Woodcock’s assumption that the detailed structural drawings are not available
to Evoqua is incorrect. Evoqua was the original designer of the two treatment trains in question
and fabricated the individual structural components. This effort would have included the
production of structural detail drawings and specifications for those individual components.
That information belongs to Evoqua and is not available to KWRU, Weiler Engineering or to
other potential WWTP fabricators.

Are there other reasons for your determination that Evoqua should be considered a sole
source provider for the project?

Yes. Evoqua provided the two treatment trains which required rehabilitation, and designed
them specifically for the Stock Island service area and to meet the specific raw wastewater
characteristics associated with the system. The planned rehabilitation will require that the
structural components, piping and mechanical systems to be replaced. If another contractor
were to manufacture and install components without adequate knowledge and understanding
of the specific influent characteristics and the non-standard biological process that the
treatment trains use to achieve AWT, inadvertent changes to the process may be made. Evoqua
was intimately involved with the design of the AWT conversion of the two existing trains and
helped to ensure that physical and mechanical systems would function to achieve AWT. Other
contractors would not have that knowledge and understanding.

Mr. Woodcock contends that there is nothing particularly unique about these treatment
trains. Is that true?

No, it is not. Field erected treatment plants are unique. They are designed to accommodate

00113375 - v4 2
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the specific flows and influent characteristics for the area to be served. The two treatment
trains were originally designed to provide extended aeration secondary treatment with filtration
and high-level disinfection. The treatment trains have since been modified by Evoqua to
provide advanced wastewater treatment, including nitrogen and phosphorus removal, along
with filtration and high-level disinfection. The nitrification-denitrification process used in
these two trains is a custom-designed post-anoxic process with final reaeration. The process
in not one of the standard biological nitrogen removal processes such at the MLE, the A%0, the
Bardenpho or the UTC processes more commonly used for biological nitrogen removal.

Mr. Woodcock further states that the work involved with the rehabilitation will not
materially change the treatment process of the plants, and that another competent
contractor (such as EC0O-2000, Inc., Florida Environmental Construction, Inc., or others)
could perform the rehabilitation. Is that true?

Mr. Woodcock is correct that the rehabilitation work will not materially change the treatment
processes, provided that the components are replaced without unintended modifications to the
structural, mechanical and biological systems. His contention that another competent
contractor could perform the work is not correct, to the extent that another contractor would
not have access to the detailed drawings and specifications needed to fabricate the structural
and mechanical components that are a part of the rehabilitation. The existing corroded
structural and mechanical components that are to be replaced must be replaced in kind. The
replacement structural components need to be fabricated to the exact dimensions and technical
specifications as the originals. Without access to the detailed structural drawings and
specifications, it would be highly impractical for another contractor to fabricate the
components and then field install them.

As further justification, you stated in Exhibit ERC-2 that each treatment train was

designed with specific hydraulic detention times, oxygen transfer efficiencies, biological
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uptake rates and sludge setting characteristics necessary to achieve AWT treatment, and
that modifications to the flow characteristics or oxygen transfer rates may negatively
impact the systems’ abilities to meet the AWT treatment requirements. Why does this
mitigate for Evoqua as a sole source?

As previously stated, Evoqua is the only potential provider with access to the detailed designs
and specifications for the replacement components. If replacement components do not match
the dimensions, configurations and functions of the existing components, the potential exists
to change flow patterns, detention times, depth of submergence and other factors which can
affect oxygen transfer, detention times, flow patterns and potentially other characteristics of
the treatment system, which in turn can affect the biological treatment process.

Mr. Woodcock states that from his review of the proposal from Evoqua, there is nothing
in the project that will change or alter the AWT process, or result in modifications of the
flow characteristics or oxygen transfer rates of the facility, and that even if those concerns
existed, any Professional Engineer with experience in wastewater design can make the
appropriate process design calculations and provide signed and sealed documents that
certify the ability of the plants to continue to meet AWT standards after the
rehabilitation. How do you respond to those statements?

The process design calculations were prepared and submitted to the FDEP for permitting prior
to the modification of the treatment trains to achieve AWT. Those same calculations are
available now. However, a major rehabilitation project, carried out using replacement
components fabricated without the original detailed dimensions and specifications, may not
result in identical flow patterns, detention times and biological reaction rates as currently
provided and which have been demonstrated to achieve AWT treatment. To wait until the
rehabilitation project has been completed and to then have a professional engineer use the as-

built data to perform calculations that may, or may not, demonstrate that the rehabilitated
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facilities will achieve AWT treatment is a backwards approach. The intent of the project is to
perform a rehabilitation project that will result in treatment trains that perform the same after
the rehabilitation project as prior to the rehabilitation project. If the rehabilitation project is
correctly performed, the process calculations used for the design of the facilities will be
unchanged.

Are there other reasons Evoqua should be considered a sole source provider?

Yes, there are. In ERC-2, I identify that these treatment units are unique mechanical systems
comprised of numerous interconnected components that must function as a whole. Because no
detailed drawings are available to contractors other than Evoqua, fabrication of substitutes
would likely result in improper fit without detailed dimensional drawings. In addition to the
repair and replacement of structural and mechanical components, the scope of work also
includes replacing the existing fixed fine bubble diffusers with removable fine bubble diffusers
in the aeration zones of both plants. The diffusers are critical to the treatment process and can
significantly impact air flow rates and oxygen transfer efficiencies. Evoqua designed the
aeration system as part of the upgrade to AWT. The calculations of oxygen demand and
necessary air flow rates and oxygen transfer efficiencies were performed by Evoqua. The
diffuser system was then designed by Evoqua to provide the necessary air flow rate and oxygen
transfer efficiencies using the existing centrifugal blowers. The utilization of a contractor other
than Evoqua creates a risk that the replacement diffuser system will not function properly.
Small changes in the submergence depth, friction losses in the diffuser piping, and head losses
across the diffuser membranes can all impact air flow rates, and bubble size variations and
aeration pattern changes affect oxygen transfer efficiencies. Changes in air flow rates or oxygen
transfer efficiencies can prevent the treatment trains from achieving AWT quality treatment,

as required by KWRU’s operating permit.
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Mr. Woodcock stated that this is “not rocket science”, and that with proper field
investigation, specifications, and construction submittal review, an experienced
contractor can provide the services without compromising structural integrity. Do you
agree with this statement?

While it is possible, it is not likely, and would be prohibitively expensive. In order for a
contractor to successfully fabricate the needed structural components, engineering drawings
showing detailed dimensions of each component would need to be produced. This would
require detailed field measurements both of exterior components and interior, submerged
components. Each treatment train would need to be taken out of service, emptied and cleaned.
Emptying and cleaning of first one train, and then the other, including disposal of sludge, grit
and debris, would incur a substantial cost. The engineering field work to obtain dimensions
and metal thicknesses would be time consuming and expensive, and given the current state of
corrosion of some components, may not provide accurate dimensions. Drafting and review of
the details would take a considerable amount of additional time, as would the compilation of
the associated technical specifications. It would also expose KWRU to the possibility of delays
and change orders should some of the field-gathered dimensions prove to be inaccurate due to
loss of material due to corrosion.

Mr. Woodcock states that none of the reasons stated in ERC-2 preclude any other
provider of treatment plant rehabilitation services from providing the service, and that
none of the reasons you provided are an impediment to competitively bidding the
projects. Do you believe you have provided sufficient justification for Evoqua to serve as
a sole source provider?

Yes, I do. As stated, each structural and mechanical component that is fabricated or provided
must be an exact match when the field rehabilitation begins. Expecting any contractor other

than Evoqua to perform the rehabilitation cost-effectively would be similar to expecting any
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auto body shop to be able to repair a wrecked car without the ability to buy fenders, bumpers,
radiators, etc. from the manufacturer, but rather to fabricate components and to do so without
detailed drawings and specifications. It is not a reasonable expectation.

In your experience, can the competitive bidding process cause a bidder to bid higher due
to the cost of bid preparation or other factors?

Yes, it can. In typical competitive bids, the cost of preparing a formal quote with project
approach, qualifications statements, relevant experience history, equipment lists, references
and provision of a bid bond will add cost that the bidders will try to recover in the bid price.
Communications in a formal bid process are also restricted which can inhibit a full
understanding of the expected scope of work, so bidders have more uncertainties in the actual
cost of the work. Bidders will typically either include some extra costs for unknowns, or they
may bid the project with a minimal scope and depend on change orders to recover any
unanticipated effort required to complete the work. Either approach can result in a higher cost
for the project than one where open communication between the project representatives and
the prospective bidder allow for development of a full understanding of the project scope.
Was there any “value engineering” inherent in the process of developing a scope of work
for Evoqua?

KWRU and Weiler Engineering staff met onsite together and with Evoqua representatives to
discuss the project and to develop the scope of work. Having the plant operations personnel
work with the owner’s engineers to ensure that all rehabilitation issues were identified,
followed by site meetings with Evoqua technicians, resulted in a scope of work that guarantees
that the needs of the operators are met, that sound engineering is followed and that the project
is constructible. Without input from contractors, projects may suffer from constructability

issues, which increases project costs.
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Is it your position that any bids received from a third party would have been substantially
higher than the cost of the Evoqua contract?

Yes. Contractors experienced with rehabilitations of WWTPs would recognize that, without
detailed dimensional drawings and specifications, the project would require extensive field
work prior to the start of fabrication to gather dimensional data and to produce shop drawings
for the fabrication. They would also recognize that the fabricated structural components would
have an increased likelihood of having improper fit when field erection commenced. That
would result in costs for re-fabrication of components and the associated delays that would
need to be recovered in the bid price. It is possible that an unscrupulous or unqualified
contractor would bid low with the intent of increasing the project cost after award through
change orders. In either case, the ultimate cost of the project would be higher than entering
into a contract with Evoqua, who has the detailed drawings for the structural components.

Do you have anything more to add regarding the statements of Mr. Woodcock, regarding
the assertion that the rehabilitation project should have been competitively bid?

No

Have you reviewed the chart at Exhibit ATW-5, Page 1, related to engineering costs for
the wastewater treatment plant?

Yes, I have.

Are the adjustments provided in that chart correct?

Yes, they are.

Do these amounts represent engineering fees for KWRU’s capital projects for its plant in
service?

Yes, they do.

Does that conclude your rebuttal testimony?

Yes, it does.
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1 BY MR SM TH:

2 Q M. Castle, have you prepared a summary of

3 your testinony?

4 A Yes, | have.

5 Q All right. |If you could read that summary at
6 this tine.

7 A The purpose of ny rebuttal testinony is to

8 respond to the O fice of Public Counsel Wtness Andrew
9 T. Wodcock's assertion that there was no reason to

10 deviate fromthe standard requirenent that three

11 conpetitive bids be obtained for the wastewater

12 treatnent plant rehabilitation project.

13 In a letter dated Novenber 29th, 2016, |

14 presented ny reasons for recomrending to KWRU t hat

15 Evoqua be considered the sole source provider for the
16 rehabilitation of the two treatnent trains originally
17 provi ded by Evoqua and | ater upgraded to AW standards
18 by Evoqua.

19 The reason conclude that steel field erected
20 package plants rely on the interconnected structural
21  conponents to provide strength. Since the detail ed

22 structural draw ngs for fabrication of the conponents
23 are not available to other manufacturers, it is ny

24  opinion that the expectation that other manufacturers

25 coul d reproduce the conponents w thout additiona
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1 expense with potential errors in fabrication.
2 And further, Evoqua converted the original
3 standard aeration treatnent trains into AW trains using
4 a process custom designed by Wiler Engineering. It is
5 not standard, off-the-shelf AW treatnent process as
6 of fered by ot her package plant providers.
7 M . Wodcock contends that any of a nunber of
8 conpani es could fabricate the needed conponents w t hout
9 the benefit of detailed shop drawi ngs. That contention
10 I's not correct. Evoqua has the detailed shop draw ngs
11 fromthe original construction and fromthe |ater
12 conversion to AW, and can fabricate the repl acenent
13 conponents to factory specifications ensuring proper
14 fit, sound structural integrity and no uni ntended
15 changes to the proven AW process.
16 M . Wbodcock contends that this is, quote, not
17 rocket science, and with proper field investigation and
18 specifications and review, an experienced contractor
19 could fabricate installed conponents w thout adversely
20 | npacting the structural integrity of the plants or
21 unintentionally altering the process.
22 Wile it may be true in theory that detailed
23 field nmeasurenents could be taken, the |evel of
24 corrosion of certain conponents may preclude such
25 measurenments. M. Wodcock's suggestion that enptying
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1 the two wastewater treatnent plants and havi ng engi neers

2 take detail ed neasurenents to produce fabrication

3 drawi ngs for each conponent to be replaced does not take

4 the cost of doing so into consideration.

5 There are expenses including draining and

6 cleaning, taking neasurenments and the refilling of the

7 first tank, followed by draining, cleaning and taking

8 measurenents and refilling the second tank.

9 W woul d al so be required to provide detail ed
10  structural calculations for both static and live | oads
11 wth tanks enpty, at normal operational |evels and at
12 maxi mum fill while being subjected to 180-m | e-an- hour
13 w nds and hydrodynam c forces associated with potenti al
14 stormsurge. These cal cul ations nust be perforned
15 according -- as required by the Board of Professiona
16 Engi neers under 61g15.

17 The research of materials neets the

18 fabrication provided technical specifications would be
19 needed, including details of welding types, steel

20 materials, rod materials and fabrication techni ques.

21 Production of dinmensional fabrication draw ngs
22 by the engi neers woul d be expensive as well. Production
23 of factory shop drawi ngs by the vendor, followed by

24 revi ew and approved by the engi neers has additional

25 costs. And then factory setup to reproduce conponents
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1 I n accordance with the approved draw ngs by a factory

2 that wasn't previously tooled for that production woul d
3 add additional costs, in nmy opinion.

4 It's very unlikely that proceeding along this
5 course will result in both acceptable product at a | ower
6 cost for conpetitive bidding. In addition to this

7 process being costly and tinme-consum ng, a very real

8 potential for m snmeasurenent or msfabrication exists.

9 For these reasons, it's ny opinion that proceeding with
10 Evoqua as the sole source provider for the

11 rehabilitation of the two plants is in the best interest

12 of both the utility and its custoners.

13 MR. SM TH: Thank you.

14 At this juncture, | tender the wtness for
15 Cross-exam nati on.

16 COMWM SSI ONER POLMANN:  Thank you, M. Smth.
17 M. Sayler, are you beginning? Yes, thank
18 you.

19 MR, SAYLER  Yes.

20 COMWM SSI ONER POLMANN:  Go ahead.

21 EXAM NATI ON

22 BY MR SAYLER

23 Q Good evening, M. Castle. Good to see you

24 again.

25 Question: On your sunmary, you said that --
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1 or you specul ate that sonebody el se would actually --

2 bi ddi ng out this project, they wouldn't know how - -

3 forgive ne if | have m scharacterized your summary, but
4  you specul ate that sonebody other than Evoqua woul dn't
5 really know how much it would cost -- or excuse ne, |et
6 nme rephrase that.

7 You state that it would |ikely or possibly

8 cost nore to have conpetitively bid this project out, is
9 that accurate?

10 A That's accurate, considering all the

11  additional work that would go into produci ng engi neered
12 drawi ngs and specifications.

13 Q And that is your understanding as a

14 pr of essi onal engi neer, correct?

15 A Yes.

16 Q But this project was not sent out for bid,

17 correct?

18 A Coul d you repeat that?

19 Q This project was not actually sent out for --
20 there was not an RFP for this project sent out, correct?
21 A No, there was not.

22 Q Ckay. So based upon no conpetitive bidding,
23 you don't actually know, you are assumng that it would
24 cost nore to bid it out?

25 A That's correct. | am basing ny assunptions on
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1 what | consider to be sound practice and experience.

2 Q Ckay. M. Smith has a copy of M. Wodcock's
3 testinony there by your right hand. And in preparing

4  your testinony, you reviewed M. Wodcock's testinony

5 and exhibits, correct?

6 A Yes.

7 Q And if you will | ook at ATW4 page one of one.
8 It's already turned there. You got it right there.

9 A Ckay.

10 Q And | wll give a nonent for the others who
11 would like to turn to M. Wodcock's ATW4, page one of
12 19. If you wll take a nonent to review that while they

13 turn to it.

14 MR, SAYLER. | amready to ask questions, but
15 | wanted to check to nmake sure everyone is on the
16 sane page.

17 COW SSI ONER PCLMANN:  Ckay. Proceed.

18 BY MR SAYLER
19 Q Al'l right. Referring to ATW4, page one of

20 19 -- are you there, M. Castle?

21 A Yes.

22 Q Al right.

23 COMWM SSI ONER POLMANN:  The nunbers are at the

24 top of the page, sir.

25 THE WTNESS: Thank you. | see it.
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1 BY MR SAYLER:

2 Q Al right. And you would agree that this a
3 bid informati on and budget breakdown sheet from

4 Utilities Inc., correct?

5 A It appears to be, yes.

6 Q Ckay. And you see that it says, under the
7 colum bid, that there are one, two, three bids;

8 correct?

9 A Yes.

10 Q And Evoqua was one of those conpani es,

11 correct?

12 A Yes.

13 Q And their bid was $1, 526,000, and you woul d

14 agree that the next conpany, ECO 2000, had a bid of a

15 little nore than $1.7 million; do you see that?
16 A Yes, | do.
17 Q Al right. And then FEC was the third bidder

18 at $1.695 mllion, is that correct?

19 A Yes.

20 Q Al right. And Evoqua, in this case -- or in
21 the Uilities Inc. case, was selected as the vendor; do

22 you see that?

23 A | do.

24 Q Al right. Do you know if Evoqua was the

25 conpany that also designed that water -- wastewater
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1 treatnent plant?

2 A | don't know that. | couldn't find that in
3 the docunents.

4 Q Al right. Do you know if ECO 2000 was the

5 one who designed that plant?

6 A | don't know that either.

7 Q Same question for FEC?

8 A And | don't know that either.

9 Q All right. And you would expect that these

10 three conpanies would bid on this work, it would be

11 reasonabl e to assune that they would know how to match
12 t he di nensions, configuration, the wnd |load testing, do
13 all the things you summari zed in your testinony, you

14  woul d assune that those three conpanies could do that,
15 correct?

16 A | woul d assunme they have engi neers on staff
17 that could do that, yes.

18 Q Al'l right. And when it cones to these dollar
19 anounts, the 1.5 mllion, the 1.7 mllion, the 1.69

20 mllion, would you agree that, mathenatically speaking,
21 the difference between the 1.5 mllion and the 1.7

22 mllion is roughly 12 percent?

23 A | have seen that calculation. | think it's

24  right.

25 Q Al right. Now, getting back to these three
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1 bi dders. Do you think all three bidders had access to
2 the detailed structural draw ngs and specifications
3 before they submtted their bid?
4 A | have no way of know ng that.
5 Q Ckay. | do have -- if you would turn to ATW3
6 from M. Wodcock's testinony there. |It's the sane
7 not ebook, just turning the page. The next --
8 A Backward. Sorry about that.
9 MR SMTH. For the record, this is one that's
10 m sl abel ed. It says ATW?2.
11 MR, SAYLER: | will just give you ny copy.
12 THE W TNESS: Ckay.
13 BY MR SAYLER:
14 Q In your review of M. Wodcock's testinony,
15 you reviewed this exhibit that he attached?
16 A Coul d you repeat that, please?
17 Q Sure. D d you review ATW3 that M. Wodcock
18 attached to his testinony when you prepared your
19 testi nony?
20 A | | ooked through it, vyes.
21 Q Al right. And you would agree that it is
22 screen shots fromthe three conpanies that did the bid
23 on the Uilities Inc. wastewater treatnent plant rehab
24 proj ect ?
25 A Yes.
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1 Q Al right. And on the ATW3 with the revised
2 header, page one of five, at the bottom of that
3 par agraph, you see where it says, DAVCO Retrofit Rehab
4 and Repl acenent Services?
5 A Yes, | do.
6 Q And you woul d agree that says -- in the | ast
7 | ine of that sentence, it says: DAVCO Retrofit and
8 Rehab Services conbine the supply of OEM parts, quality
9 parts and equi pnent conpatible with nost brands with
10 custom manufacturing in turnkey field construction,
11 correct?
12 A | see that's what it says, yes.
13 Q Al right. Is it reasonable to think that
14  those other two conpanies will provide simlar services?
15 A It's reasonable to assune that they can. |
16 don't have any experience with those ot her conpanies,
17 but | assunme they have qualified engineers and qualified
18 manuf acturing facilities.
19 Q And do you know what Evoqua's cost for
20 rehabbi ng KWRU s rehab or wastewater treatnent plant
21 woul d have been had this project been conpetitively bid?
22 A | do not.
23 Q Now -- and you don't know if any other
24  contractors, whether these nentioned earlier or other
25 contractors woul d have been on the project had KW put
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1 this project out to bid?
2 A | don't have any know edge of what they woul d

3 have bi d.

4 MR, SAYLER: Al right. Thank you. No

5 further questions.

6 COMWM SSI ONER POLMANN:  Thank you, M. Sayler.
7 Monr oe County.

8 MR. WRI GHT: Thank you, Conm ssi oner.

9 EXAM NATI ON

10 BY MR WRI GHT:

11 Q Good afternoon, M. Castle.

12 A Good afternoon.

13 Q Ni ce to see you again.

14 A Yeah.

15 Q | am Schef Wight. | represent Monroe County
16 in this case. | have a few questions for you.

17 | would like to ask you to please turn to page

18 two of your testinony, where you state: Evoqua was the
19 original designer of the two treatnent trains in
20 question and fabricated the original structural

21 conponents. Are you with nme there?

22 A You said page two and what |ine?

23 Q Page two, |ines six and seven.

24 A Six and seven. Yes, | see that.

25 Q Thank you.
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1 Do you know approxi mately when Evoqua desi gned
2 and fabricated the original conponents of which you

3 testified?

4 A | know that back then they were call ed DAVCO
5 and | believe there was an existing plant, and in 1996,

6 they built the second plant as a second aeration plant.

7 Q Do you know when the first plant was built?
8 A | am not certain.

9 Q Thank you.

10 Do you know whet her Evoqua perforned the

11  design and fabrication of the original structural

12 conponents of the plants pursuant to the contracts?

13 A Because it was a DAVCO fiel d erected steel

14 plant, ny assunption is that it was. | wasn't invol ved

15 at that tinme back in 1996, though.

16 Q Have you ever seen that contract?
17 A No, | haven't.
18 Q Did you ever ask Evoqua to provide you with a

19 copy of that contract?

20 A No, | didn't.

21 Q Wiy not ?

22 A | didn't see a point init. Sinceit's a
23 DAVCO plant, | didn't need to see the contract.

24 Q Have you ever seen Evoqua's structural

25 detail ed drawi ngs and specifications for the structural
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1 conponents for the two treatnent trains?

2 A | have seen sone of them during construction.

3 They are not transmtted to the utility or the owners,

4 but they do have themgenerally on-site for the

5 fabrication -- or the field erection, but not the

6 fabrication draw ngs.

7 Q Do you know whet her the contract -- the answer
8 tothis wll be clear, but do you know whet her the

9 contract provides for the release of the structura

10 detai |l ed drawi ngs and specifications of the fabrication
11  work to the owner of the plant?

12 A Are you referring to the 1996 instruction?

13 Q Well, let's take themin seriate; wth respect
14 to the 1996 plant?

15 A Ckay, the 1996 plant, | haven't seen their

16 proposal .

17 Q O a contract?

18 A O a contract.

19 Q What about with respect to the earlier plant?
20 A Ri ght .

21 Q And you haven't seen that contract either?

22 A Yeah, | haven't seen that. The first

23 contracts | woul d have seen woul d have been the
24 conversion to AW.

25 Q And when was that?
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1 A 2008 and '09, | believe.

2 Q Do those contracts provide for the rel ease of
3 structural draw ngs, design drawi ngs and specs to the
4 owners of the plant?

5 A The agreenents | saw do not have that

6 requirenment in it, no.

7 Q s that standard practice in this industry?

8 A | believe it is in package plant industries,
9 yes.

10 Q So it's your testinony it's standard practice
11  for people to spend -- for utility conpanies to spend

12 hundreds of thousands of dollars, or mllions of dollars
13 for plants and not get the detail ed design draw ngs?

14 A They do get design drawings for the structure.
15 They get design drawi ngs at the end show ng the

16 as-builts; but we don't get fabrication drawings. W

17 don't get conplete details of the dinmensions of each

18 conponent that is eventually welded together. W get

19 general specifications, and we get plan and section

20 views of the tanks, the stiffeners and things of that

21  sort.

22 Q In other words, does the conpany -- does the
23 utility conmpany who buys the plant -- and this is a

24  general question -- do they get enough information to

25 hire sonebody el se to do work on the plant and replicate
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1 the plant if rehab is necessary?
2 A There is not enough information in those
3 drawings to manufacture the conponents.
4 Q So the answer to ny question, do they get
5 enough information, is no; correct?
6 A Correct.
7 Q In leading up to the work bei ng done by Evoqua
8 now, did you specifically ask any other contractor their
9 opi nions as to whether they could do the work w t hout
10 the detailed draw ngs?
11 A | did not.
12 Q On page eight, lines nine through 11, you nake
13 the statenent: It is possible that an unscrupul ous or
14 unqual i fied contractor would bid lowwth the intent of
15 I ncreasing the project cost after award through change
16 orders. Do you recall that testinony?
17 A Yes, | do.
18 Q Isn't it true that a utility purchasing such
19 services could guard against this concern by requiring
20 bi dders to qualify before submtting their bids?
21 A Typically, if you put a bid out, you ask for
22 contract qualifications.
23 Q Can you define for us what you nean when you
24 refer to potentially unscrupul ous contractors?
25 A It's -- | have been working in wastewater
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1 construction and design permtting in Mnroe County

2 since 1989. | have got a |lot of experience with

3 construction, and | have seen contractors cone in and

4 bid a job | ow and have individuals on their staff whose

5 sol e purpose is to find vague information in the

6 docunents, conflicting information in the docunents, and

7 to cone in at an increased cost or change orders or

8 clainms at the end.

9 Q | am not asking you to nane nanes, but did you
10 speak in connection with this project to any contractors
11 to whom you woul d regard as potentially unscrupul ous, as
12  you just described it, who did indicate an interest in
13  bidding on the project?

14 A For this project, no.

15 Q Did you speak to any contractors whom you

16  woul d consider to be scrupulous in connection with

17 possi bly bidding on this project?

18 A | did not.

19 Q Coul dn't you protect against unscrupul ous

20 bi dders by requiring a not-to-exceed, or an NTE, price
21 on a contract?

22 A | don't believe so. | think the contractors
23 would have a right to file a claimat the end of the
24 proj ect regardl ess.

25 Q I n your experience, isn't it possible to
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1 prot ect agai nst such unscrupul ous practices, i.e.,

2 finding | oophol es through which to seek change orders by
3 | nposing stricter requirenents and limtations on change
4 orders?

5 A | would say, in theory, you can attenpt to do

6 that, but a contractor can neke a claim and in the end,

7 | think nmediation ends up with everybody spendi ng nore
8  noney.
9 Q Have you heard the expression, a contract is

10 an invitation to negotiate?

11 A Uh- huh.

12 Q Have you experienced that?

13 A Yes.

14 Q Did you get an NTE price from Evoqua in the

15 contract for this work?

16 A Can you repeat that?

17 Q Did you get a not-to-exceed price -- | used

18 the abbreviation NTE. D d you get a not-to-exceed price
19 from Evoqua in this contract?

20 A That's the way the agreenment is witten,

21  except for sone daily allocations for any changes, they

22 give a daily rate in the agreement as | recall

23 MR, WRI GHT: Ckay. Thank you, that's all the

24 guestions | have.

25 COW SSI ONER PCLMVANN: St aff.
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10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

M5. MAPP: Staff has no questions for this
Wi t ness.

COMM SSI ONER POLMANN:  Conmi ssi oners.

Good afternoon, M. Castle.

THE WTNESS: Good afternoon.

COMM SSI ONER POLMANN:  Are you famliar with
t he Sanl ando Weki va wastewat er treatnent plant
referred to in M. Wodcock's Exhibit ATWA4?

THE WTNESS: No, | wasn't. | tried to | ook
it up online and | couldn't find nmuch information
about the original nmanufacturer.

COMM SSI ONER POLMANN:  Okay. And M. Sayl er
referred you in M. Wodcock's testinony to a
particul ar index, ATW4; do you recall that? In
earlier questions, that was an Evoqua budget
proposal, and so forth.

THE WTNESS:. Yes. You are talking for the --
this other plant, Sanlando pl ant?

COMM SSI ONER POLMANN:  Yes, the Sanl ando
Weki va wast ewat er treatnent plant.

THE W TNESS:. Yes, | went through that.

COMWM SSI ONER POLMANN: Do you have any
personal know edge, famliarity with that facility?

THE WTNESS: | do not.

COMM SSI ONER POLVANN:  Ckay.
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1 THE WTNESS: | would say | did note in the
2 Evoqua proposal, they say they are going to provide
3 Evoqua parts.
4 COMM SSI ONER POLVANN:  Ckay.
5 THE WTNESS: So it inplies to ne that perhaps
6 it's an Evoqua plant, but |I'mnot sure.
7 COMM SSI ONER POLMANN:  Under st ood.
8 So wit hout any know edge or information
9 regarding that facility, did you have any
10 opportunity to conpare that facility plant or any
11 operating conditions to the KWRU?
12 THE WTNESS: No, | did not.
13 COMM SSI ONER POLMANN:  Thank you.
14 Based on your know edge and experience worKki ng
15 in the wastewater treatnent plant field, can you
16 descri be for us what is a package plant in the
17 context of KWRU, or sonething famliar?
18 THE W TNESS:. Yeah. Typically a package pl ant
19 is built by a manufacturing conpany. Frequently
20 they are steel. They fabricate the conponents in a
21 factory, ship themdow in a field weld, install
22 t he equi pnment and cope the systemand then start it
23 up.
24 So it's a package in that it's not poured
25 concrete on site, it's brought down and then
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1 fabricated and field erected.

2 COMWM SSI ONER POLMANN:  And were those

3 t echni ques of procurenent and construction used for

4 both parts of the KWRU wastewater treatnent

5 facility? M. Sayler referred to the first part of

6 the first plant, and then the second with

7 fabrication and package units used for both the

8 first and second part, do you know?

9 THE WTNESS: Yes, they were.

10 COMM SSI ONER POLMANN:  From your experience in
11 wor ki ng, again, in the wastewater treatnent plant
12 and recommendi ng to your clients certain aspects

13 regarding contracting, do your recommendations

14 typically include, within a bid package, sonething
15 that could be referred to as an owner's all owance?
16 THE WTNESS: That's a fairly frequent

17 occurrence. | would say it's less than 50 percent
18 of the tinme, but if there are certain things that
19 t he owner thinks they may want done but they are

20 not sure when the contract is awarded | can put in
21 a dollar allocation based on ny construction cost
22 estimates for whatever -- essentially add alternate
23 itenms they nmay want to add as the project

24 pr ogr esses.

25 COMM SSI ONER POLMANN:  Can you briefly tell us
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what an owner's allowance is, just characterize
that for us?

THE WTNESS: Yes. That woul d be, for
exanple, if we had sonme punps that had been in
service for 15 years and we are not sure what the
condition is, the ower may want to replace them
we can estimate the cost of purchasing and
installing replacenents punps, and set aside an
allocation in the contract if the owner likes to
opt that, that would be executed as a change order
to the contract.

COMM SSI ONER POLMANN:  You have an answer in
questions, | believe | heard in response to M.
Sayl er, that change orders on construction
projects, and so forth, in the wastewater industry,
change orders are fairly typical comng froma
contractor; is that correct?

THE WTNESS: It can cone either from
sonet hing the contractor offers. It can cone from
an unknown condition that's discovered during the
work, or it can cone fromthe owner as sonething
t hey deci ded they wanted during the course of the
contract.

COMM SSI ONER POLMANN:  So in ternms of the

original contract, there would be itens related to
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cost and details of performance, and so forth, but
specifically the cost, they wll performcertain
work and install certain conponents, and so forth,
and they will be line itemcosts, but based on
conditions in the field and actual perfornmance, or
del ays, and so forth, they may cone back and ask
for nore noney; is that correct?

THE WTNESS: That's correct. Typically, if
it's delays, it's sonmething that's beyond the
control of the contractor; but nore commonly you
find unknown conditions during construction that
need to change.

COMW SSI ONER POLMANN:  Woul d one itemin an
owner's allowance sinply be -- or could be a dollar
amount that's set aside in the event that such
t hi ngs coul d happen, it's not necessarily an
opti onal conponent, but it would just be a certain
nunber of dollars that the owner says, there may be
unknown things and | amjust going to include here,
for budgeti ng purposes, X nunber of dollars; is
t hat sonething that you have seen?

THE WTNESS: Yeah, | have seen that. It's
usual ly called a contingency that they allocate a
certain anount of dollars in the budget.

COMM SSI ONER POLMANN:  I's that sonething that
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1 was included in the contract for KWRU?
2 THE W TNESS:. For the rehab of the plants,
3 there was that itemfor a daily fee for additional
4 wor k, essentially accrue fee; but other than that,
5 there was nothing -- | don't believe there was a
6 dol I ar anpbunt associated with that. It was just a
7 cost per day, and not actually an allocation or
8 conti ngency anount.
9 COMM SSI ONER POLMANN:  Thank you, sir.
10 Redi rect ?
11 MR SMTH  Yes.
12 FURTHER EXAM NATI ON
13 BY MR SM TH:
14 Q M. Castle, you were asked about putting this
15 project out to bid; do you recall that Iine of
16 guesti oni ng?
17 A Yes.
18 Q Are engi neered drawings required as part in
19 order to put a project such as this out to bid?
20 A Yes. |In summary, we would need to have
21 detail ed drawi ngs for shop fabrication of the conponents
22 to be manufactured at a factory and shipped to the site.
23 The detailed | oad cal cul ati ons woul d have to be
24 performed as required by DPE (sic).
25 Once we put the draw ngs out, the
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1 manuf acturers would submit shop draw ngs for our review
2 and approval to make sure they matched the

3 specifications and dinensions that are required. W

4 al so have details on the types of welds and the types of
5 Dbolts and fasteners to assenble the structure wth, and
6 a set of technical specifications for nmaterials of

7 construction for coatings, concrete, anything on the

8 proj ect .

9 Q Wuld this increase the cost -- the

10 engineering estimate cost of this project?

11 A Yes, it woul d.

12 Q Have you done a cal cul ation of what this would
13 I ncrease the engineering cost of this project?

14 A | had ny staff work on sone when | reviewed

15 it. As | recall, the cost estimate that we put together

16 for the additional effort to produce those drawi ngs did
17 not, though, include the I oad calculations that are

18 requi red.

19 Q And what was that cost?

20 A | believe it was around 170,000. | am not
21  sure.

22 Q Wul d there be additional costs associ ated

23 wth construction engineering at inspections if the
24  conponents were not the Evoqua conponents?

25 A Yes. In ny opinion, there would be a risk of
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1 havi ng conponents that are not precise, exact matches to
2 the originals. And since you are -- if this was a new
3 tank going in, the design would be fairly

4 straightforward; but since we are ending up with owner

5 basically replacing portions of it, and there are

6 structural elenents that are going to support the | oads,
7 it's a lot nore conplicated, and the fit and the

8 construction has to be correct or you are going to

9 change the | oads, possibly change the | oads on the

10 system

11 Q Do you have any estimte of what the

12 additional increase in cost in construction, engineering

13 and i nspection could be?

14 MR, SAYLER. (Objection, a little bit beyond
15 t he scope of ny cross.
16 COW SSI ONER PCLMANN: | agr ee.

17 BY MR SM TH:

18 Q All right. You were shown a photo of the
19 DAVCO -- the Evoqua site, which was ATW3, and it

20 evidenced that stated DAVCO and had the TMnext to it;

21 do you recall that in ATW3?

22 A Yes.

23 Q Ckay. |s DAVCO a trademark product of Evoqua?

24 A Yes, it is.

25 Q Are you aware of whether their plans are
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114 W. 5th Avenue, Tallahassee, FL 32303

1 proprietary information?
2 A | have asked that question, and they say, yes,
3 yes, it is.
4 MR. SM TH: Thank you. | have no further
5 guesti ons.
6 At this tinme, | would request to admt into
7 evidence M. Castle's Exhibits ERC-1 and ERC 2,
8 which is on the rebuttal list as --
9 M5. HELTON: 78 and 79.
10 MR. SM TH.  Thank you, 78 and 79.
11 COMWM SSI ONER POLMANN:  Okay. We will enter
12 into the record ERC-1 and ERC-2, which are on the
13 conprehensive list as part of rebuttal Exhibits No.
14 78 and 79.
15 (Wher eupon, Exhibit Nos. 78 & 79 were received
16 I nt o evi dence.)
17 MR SMTH  And we woul d request that
18 M. Castle be excused at this tine.
19 COW SSI ONER PCLMANN: M. Castle, thank you
20 for your testinony. You are excused.
21 THE WTNESS: Yes, | am You are wel cone.
22 COMM SSI ONER POLMANN:  Have a good eveni ng.
23 THE W TNESS:. Thank you.
24 (Wtness excused.)
25 COMM SSI ONER POLMANN: My |ist, M. Pabi an.
Premier Reporting (850) 894-0828 Reported by: Debbie Krick

premier-reporting.com



711

1 MR SMTH  KWRU would call M. Robert C

2 Pabi an.

3 Wher eupon,

4 ROBERT C. PABI AN

5 was called as a wtness, having been previously duly

6 sworn to speak the truth, the whole truth, and nothing
7 but the truth, was exam ned and testified as foll ows:
8 EXAM NATI ON

9 BY VR SM TH:

10 Q Good evening, M. Pabi an.
11 A M. Smth.
12 Q Pl ease state your name for the record, and

13 spell your |ast nane?

14 A Robert Pabi an, P-A-B-1-A-N.

15 Q Have you prepared prefiled testinony in this
16 matter?

17 A Yes.

18 Q Do you have any corrections or changes to that

19 testi nony?

20 A No.

21 Q Did you also prefile exhibits?

22 A Yes.

23 Q What are those exhibits?

24 A It's the contract.

25 Q Ckay. Can you identify the nunbers for us?
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1 A You are asking nme tricky questions already. |
2 don't know where those nunbers woul d be.

3 COW SSI ONER PCLMANN: Do you want to rephrase
4 your question, sir?

5 BY MR SM TH:

6 Q Did you prefile Exhibits RCP-1 and RCP-2?

7 A Yes, | did.

8 Q Thank you.

9 MR SMTH At this tinme, | would nove

10 M. Robert Pabian's testinony into the record as if
11 t hough read.

12 COMM SSI ONER POLMANN: At this tinme, we wll
13 enter into the record the prefiled rebuttal

14 testinony of Robert Pabian as though read.

15 (Wher eupon, prefiled testinony was inserted.)
16

17

18

19
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Premier Reporting (850) 894-0828 Reported by: Debbie Krick
114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

713

Please state your name, profession and address.

My name is Robert C. Pabian, and my address is 1315 United Street, Key West, Florida
33040. I am a developer, through various entities, of modular structures in the Florida Keys,
and the sole vendor in the lower Keys for Champion Homes. I am also one of only two
vendors for Jacobsen Homes and Palm Harbor Homes. I am also the President of Pabian
Outdoor-Southeast, Inc., which has contracted with KWRU for provision of their modular
office on Stock Island.

Have you presented direct testimony in this case?

No, I have not.

Have you previously filed testimony in Utility Rate Case Proceedings before the Florida
Public Service Commission?

No, I have not.

Are you sponsoring any exhibits?

I am sponsoring Exhibit RCP-1, which is the Modular Office Installation Agreement between
KWRU and Pabian Outdoor-Southeast, Inc. I am also sponsoring Exhibit RCP-2, which is
documentation of a few of the modular home developments I have completed in recent years
in the Keys.

What is the purpose of your rebuttal testimony?

I will testify as to the reasonableness of the $182 cost per square foot of KWRU’s new office
building based on my experience as a modular developer in the Florida Keys and the past
projects in which I have been involved.

Please briefly state your history as a developer in the Florida Keys.

I have developed hundreds of modular units over the past five years in the Florida Keys. A
sampling of some of the development I have overseen is contained within Exhibit RCP-2.

This document includes Southernmost Cabana, a 26 unit development in Key West, at pages
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1 - 5; Little Torch Cottages, a 58 unit development on Little Torch Key, at pages 6 — 8; and
Tarpon Harbour, a 106 unit development in Marathon, at pages 9 — 10.

Would you describe your development experience prior to you beginning work in the
Keys?

Since 1976, I have developed hundreds of commercial, as well as residential, modular units
in Georgia, South Carolina, the Florida Panhandle, Mississippi, South Alabama and the
Florida Keys. During that period, I also rehabilitated and renovated site-built homes in Key
West.

In your capacity as the manager of entities which develop modular structures in the
Florida Keys, are there challenges specific to the Florida Keys which drive up
development costs when compared to other markets?

The primary reason I focus on developing modular homes in the Florida Keys is the
competitive price. The lower Keys are very remote, labor is expensive, and good
employees/contractors are hard to come by. Developing modular units alleviates, to a large
extent, the increased prices resulting from these factors and time delays which are often
experienced in the Keys. In other areas which are nearby materials sources and where labor is
not so expensive, the cost savings of developing modular as opposed to site built structures is
less pronounced. In the Keys, it is pronounced. This has driven my success over my time
developing in the Keys.

Generally speaking, how does the cost of developing a modular unit in the Florida Keys
compare to the cost of developing a site-built unit?

Site built units are generally significantly more expensive on a cost per square foot basis.
This is largely due to the high cost of living in the Florida Keys driving labor costs up.
Modular units are typically constructed in areas with lower labor costs and shipped to the

Keys. This avoids the expense of having contractors on-site for an extended period of time to
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construct the structure. Most recently, since Hurricane Irma, contractors can cherry pick the
projects they wish to work on and the priority of those projects. This has lengthened
timetables for construction and decreased the availability of labor.

What does a “vendor for modular homes” do?

Modular companies typically do not sell direct to consumer. As a vendor, I work with the end
customer to design the unit, engineer the unit for value, and then I work with the various
modular companies for whom I am a vendor to price and obtain a suitable unit.

Are there any cost advantages, passed on to the end user, that result from you being a
vendor for multiple modular companies?

There are. Because I am a vendor for multiple companies, I can bring the specifications to all
the companies to obtain the best price. This allows me to lower the “Not to Exceed” cost
which forms the basis of my contracts with third parties, and receive inventory on a more
timely basis.

What was the cost per square foot for each of the developments you cited earlier?

The modular developments cited above had a cost per square foot of $170, but they were
residential developments. Of course, fit and finish vary from project to project, and there are
other important factors — most importantly the size of the project — which drive the ultimate
construction cost per square foot. These are much larger projects. For the modular clubhouse
at Tarpon Harbour, in Marathon, our cost per square foot exceeded $200. This was a single
“commercial” style building, but it is basically an empty shell with a bathroom.

In your experience, what is the cost per square foot of site built buildings in the lower
Keys?

Site-built structures — in my experience in comparing pricing to modular construction — are
typically well over $300 per square foot. For smaller developments (such as a single building,

or a cluster of homes) the cost per square foot for site built construction is over $350. For the
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clubhouse at Tarpon Harbour I referenced above, the cheapest bid we received from a local
contractor for a site-built structure was nearly $500 per square foot.

In your opinion, is $182 per square foot a reasonable price to provide and install a
finished approximately 1,577 square foot modular unit?

Yes. One hundred eighty two dollars per foot is within the reasonable market range for
provision and installation of a finished singular modular unit in the lower Keys.

Section 2 of Exhibit RCP-1 provides that Pabian Outdoor-Southeast, Inc. is required to
“obtain the Modular Office from a reputable modular building manufacturer (such as
Jacobsen, Champion, HBW, etc.) based upon agreed upon specifications and
finishes...” and complete installation for a cost not to exceed $250,000.00. How did you
derive the “not to exceed” price?

By discussing the specific function of the KWRU office and KWRU’s needs with KWRU
President Chris Johnson, we were able to value engineer the project to eliminate unnecessary
features to save money. I have a good picture of installation costs from my other recent
projects in the Keys. Putting my estimate of modular unit cost and installation costs together,
I was able to provide a not to exceed price of $250,000.00

Did you discuss KWRU’s needs for the unit with all of the modular construction
companies for which you are a vendor?

I did.

Which vendor will be providing the new office for installation at KWRU?

Champion Homebuilders.

Why did you utilize Champion Homebuilders?

In this instance, Champion was the only company who could commit to providing the unit
within a reasonable timeframe. As a result of the Hurricanes last season which struck Texas,

Florida, and Puerto Rico, modular companies are currently experiencing incredibly high
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demand for units. The other companies did not provide timetables which met KWRU’s time
constraints.
Does this conclude your testimony?

It does.
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1 BY MR SM TH:
2 Q Have you prepared a sunmary of your testinony?
3 A | didn't really prepare a sunmary, but it
4 I nvol ves the construction of an office building for
5 KWRU.
6 Q Can you summarize your testinony?
7 A W are to build a building that's going to be
8 about 1,500 square feet. There are going to be five
9 offices, a reception area. |It's nodular housing, and
10 it's going to be brought in two boxes, roughly 52 feet
11 by 15 feet wi de each, set on concrete pilings. And this
12 Is built to 180-m | e-an-hour w nd code i npact gl ass,
13 180-m | e- an- hour netal roof.
14 So this is a regular hone. This is not to be
15 m xed up wth what would you call a trailer or a nobile
16 home. This is built to all wind codes, and it is lifted
17 off of the grade, so it is a regular building, or hone,
18 and not 110-m | e-an-hour trailer.
19 Q Thank you.
20 MR SMTH W would tender M. Pabian for
21 Cross-exam nati on.
22 COMWM SSI ONER POLMANN:  Thank you, M. Smth.
23 Publ i ¢ Counsel .
24 MR SAYLER Yes, sir.
25 EXAM NATI ON
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1 BY MR SAYLER:
2 Q Good evening, M. Pabian. How are you doi ng?
3 A Fi ne, how are you?
4 Q Good. | understand it's your first tine
5 testifying before the Public Service Comm ssion?
6 A It is.
7 Q All right. Let's see, on page one of your
8 testinony, it says you were added as a witness to
9 testify about the cost of proposed nodular units in this
10 case; is that right?
11 A Correct.
12 Q And what is your educational background?
13 A Four years of coll ege.
14 Q Al right. And what was your degree in?
15 A Economi cs.
16 Q All right. And it says on page two of your
17 testi nony, you have been involved with the devel opnent
18 since 1976; is that right?
19 A That's correct.
20 Q Al right. And when did you get into nodul ar
21 uni ts?
22 A The first nmodular unit that | ever did was the
23 | ate 1980s, probably 1989, when they -- that was kind of
24 a new concept, nodul ar honmes. So since the [ate '80s.
25 Q Al right. And when it says you devel op
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comrercial as well as residential, were those site-built

2 or skip-built, or were those nodul ar type units?
3 A Those were site-built.
4 Q Were those here in the Keys or el sewhere?
5 A The commerci al was el sewhere.
6 Q Ckay. And it states that you have
7 rehabilitated and renovated site-built hones in Key
8 West, is that right?
9 A That's correct.
10 Q Are you a |icensed contractor?
11 A No.
12 Q And do you need to be a |licensed contractor to
13 rehabilitate and renovate site-built hones?
14 A No.
15 Q Ckay.
16 A The actual work, you have to have a |licensed
17 contractor, but to buy the property and rehabilitate,
18 no.
19 Q Ckay. And today | saw a sign clearly posted
20 on the freeway, it says it's a felony to operate as a
21  contractor without a license; is that right?
22 A That would be, | think, pretty accurate.
23 Q Ckay. And you need to be a licensed
24  contractor to be a vendor for nodul ar homes?
25 A No, you do not.
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1 Q All right. And how did you obtain your

2 knowl edge of nodul ar hones, was that through use and

3 experience in this industry?

4 A It was a | ot nore expensive to go into Boston
5 College for four years.

6 Q Al right. Now, on page two of your

7 testi nony, you state that site-built hones are

8 significantly nore expensive than nodul ar units, is that

9 correct?

10 A That woul d be correct.

11 Q And that is based on your experience, is that
12 right?

13 A Yes, sir.

14 Q And that is constructing site-built hones in

15 Key West ?

16 A That's correct.

17 Q All right. On page three of your testinony,
18 you state that the site-built honme is typically about

19 $300 per square foot, is that right?

20 A Roughl y, dependi ng on the construction.

21 Q Now, M. Smth asked you about the two

22 exhibits attached to your testinony. D d you provide an
23 exhibit that would support your assertions that the cost
24  of site-built homes are over $300 per square foot?

25 A No, sir, | did not.
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1 Q And al so, you refer -- excuse nme, you refer to
2 a cost of $350 per square foot for smaller devel opnents,
3 do you recall that?

4 A | do.

5 Q Al right. And did you provide an exhi bit

6 that supports that claimas well?

7 A | did not.

8 Q All right. Now, is the cost per square foot

9 you reference in your testinony, is that for residential
10 or commercial ?

11 A Resi denti al .

12 Q All right. And as a nodul ar hone devel oper,
13 do you enter into contracts for nodular units on a

14 regul ar basi s?

15 A | do.

16 Q Now, are all your contracts on a not-to-exceed
17 basi s?

18 A Yes, there are change order parts of sone of
19 our contracts when we saw retail. | do a lot of nmy own
20 developing on lots that | own, so that woul dn't pertain.
21 Q Conparing the contract you executed with KWRU
22 wth the ones you do for other residential units, is it

23 the sane type of contract, or is it different?

24 A It's the sane type of contract.
25 Q Okay. So your other nodul ar hone contracts
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1 have a delivery date in thenf

2 A No, this had a date in it, and the others

3 don't necessarily have a date in them

4 Q Al right. Dd you put that date into the

5 contract, or was that the utility?

6 A | did.

7 Q Al right. And when you executed the contract

8 originally last fall, you said you could deliver by

9 March 31st of 20187

10 A That's correct.

11 Q All right. And let's see, and at the tine you
12 prefiled your testinony in this case, have you received
13 any conpetitive bids for the nodular unit in question

14 for KWRU?

15 A | have put it out to three different

16 manuf act uri ng conpanies that | do business wth,

17  Jacobson, Pal m Harbor, Chanpion, and the only conpany

18 that wanted to bid this particular job was Chanpion,

19 whom | have done a | ot of business with. They are

20 | ocated here in Florida. They are a national conpany,
21 and they actually had to do a separate set of draw ngs.
22 And based on working with Chris Johnson and
23 KWRU, we've gone back and forth on the configuration of
24  the building so it slowed things down a bit, because all
25 those plans have to be drawn by the nodul ar conpany.
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1 They have to be submtted by engineering to a third

2 party engi neering conpany. They have to go back to the

3 nodul ar conpany, that has to be gone over again by the

4 nodul ar conpany, and that gets submtted to Tall ahassee,
5 and it's filed in Tallahassee, and then it's built by

6 the nodul ar conpany.

7 So it's kind of a process of getting the plans
8 finalized.

9 Q So if there are no conpanies that do nodul ar

10 commercial buil dings?

11 A Ch, there are a | ot of nodul ar conpani es that
12 do.
13 Q But you are not a vendor for those nodul ar

14  conpanies that do comercial buil dings?

15 A No. | nean, | could buy from any nunber of
16 conpani es, | just happen to have done enough busi ness
17 over the years to know who's going to deliver, and what
18 kind of product | mght get fromthem

19 Q Ckay. So converting a residential unit to a
20 commercial unit is adding to the cost of the project?
21 A No.

22 Q Now, on page four of your testinony, lines 20
23 to 21, you specifically state that Chanpion will be the
24  vendor providing the new office?

25 A That's correct.
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Q Al right. But yet you just testified a

2 noment ago that you are going to put the bid out to

3 various vendors?

4 A Wiich | did. Two of the vendors turned ne

5 down, and only one vendor wanted to bid the job.

6 Q And that was Chanpi on?

7 A Correct.

8 Q And have you put the bid out to any other

9 vendors even though you don't have a relationship with
10 that many that do business here in the Keys?

11 A No.

12 Q No, and why was that?

13 A Timng, reputation. The fact that to have

14 sonething like this designed is a little bit different
15 than just getting it out of the box plan where you can
16 pi ck up the phone and order sonething that's already

17 been desi gned by the conpany, and Chanpi on has been very
18 anenable to working with us on special designs when

19 custoners want to nmake changes and all. So to reach

20 out -- and there is another conpany that | have done

21 business with, but they tend to be very expensive, and
22 so | didn't even try to bid it with them

23 Q And what conpany was that?

24 A | didn't say.

25 Q | am asking you, which conpany was that that's
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1 very expensive you didn't want to bid it out to?
2 A Affinity.
3 Q Affinity?
4 A Uh- huh.
5 Q Ckay. And do they do comercial designs or
6 just residential, |ike Chanpion?
7 A | have purchased fromAffinity. They wll do
8 a-- thisis nore residential, the design that we are
9 doing here, but | have bought a comrercially designed
10  cl ubhouse fromAffinity that they designed for ne.
11 Q And this redesign you' re tal king about, a
12 residential unit to a comercial unit, that was al
13 interior redesign; is that correct?
14 A That's correct.
15 Q So noving a fewinternal walls, cutting down
16 full bathroons to half bathroons, sonething |ike?
17 A There is a ladies room nen's room that type
18 of thing. Yes, sir.
19 Q But in your redesign, you are not changi ng any
20 of the load bearing walls that affect the structural
21 Integrity, correct?
22 A No, because all of that has to be engineered
23 to 180-m | es-an-hour.
24 Q And you agree these designs are fairly
25 custom zable, right?
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1 A Yes, sir.

2 Q And they all have to go to Tallahassee for

3 approval even if you do interior nodifications that

4 don't affect the exterior specifications?

5 A | can't truly answer that question, but I

6 would say, no. |If you are changing a fewinterior walls
7 that are not | oad bearing, and you want to add a cl oset,
8 or whatever, that is not going to affect the integrity

9 of the building.

10 Q Right. And this is a single story structure,
11 correct?

12 A That is correct.

13 Q Wiy a single story as opposed to two-story, do
14 you know?

15 A Well, there is a height limtation on how high
16 you can go. W are going to have to -- and you say

17 single story, we are going to have to build this at

18 | east eight feet above the ground on 16-inch concrete

19 pilings, and so it wll set and be strapped to those.

20 So it wll have storage and parking under the building
21 and that will keep it out of the flood zone.

22 Q Ckay.

23 A So by the tine you do that, you have the pitch

24  of the roof, you have nine foot walls, and you have

25 pushed yourself up to adding a second story getting
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1 cl oser to your height restriction.
2 Q I s that throughout the Keys or just the
3 | ocation on Stock Island that there is a hei ght
4 restriction?
5 A | can't answer for all of the Keys, but it is
6 I n where | have done busi ness between Marathon down to
7 Key West.
8 Q Ckay. And | | ooked online at various nodul ar
9 construction honmes and saw the signs that were two
10 stories for the Keys, that's why | was asking you that
11 guesti on.
12 A Yes, and we have built two story hones.
13 Q Ckay. But you don't know if KWis restricted
14 in Stock Island to a single story?
15 A | would say that you could go 35 feet or
16 37 feet; but again, with their configuration the way
17 they wanted their office set up with a lab, and a
18 kitchen area, and a conference room and offices, and
19 reception area, | am-- personally, tw stories don't
20 make any sense to ne.
21 If you lived in a honme, you wanted a two-story
22 home and you wanted to be away from your kids and you
23 wanted to be upstairs and downstairs, | can see that;
24 but as an office building, | don't see where that makes
25 sense, but that's just ne.
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1 Q You sound |i ke a father.
2 A Yes. That's why | am working so hard right
3  now.
4 Q Ckay. Are you famliar with the floor plan
5 that's in M. Johnson's rebuttal testinony?
6 A | probably am | amnot sure what's in his
7 testinony, but we had a black |ine drawing done with the
8 floor plan.
9 Q Ckay. And to your know edge, is that the
10 | at est version?
11 A Yes, sir.
12 Q Ckay. And are you aware that on that draw ng,
13 It says Chanpion is located in M chigan?
14 A Their corporate offices are probably out of
15 M chi gan. They do busi ness in Europe --
16 Q Ckay.
17 A -- but their plant is in Lake Gty, Florida.
18 Q Wul d you turn to RCP-2 of your testinony,
19 specifically, how about page five of 10?7 Are you there?
20 A kay, | amnot -- | am--
21 Q Ckay. In the top right-hand corner of every
22 page, it says Rebuttal Testinony of Robert C. Pabi an,
23  docket nunber sonething, and underneath, it says Robert
24 C. Pabi an, sanpling of past projects.
25 A | have got RCP-1 and that's where this ends,
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1 but | do have --

2 Q | can provide the witness a copy of the paper.
3 A | could probably find it on ny iPad faster
4 than you can find it. |In fact, | do have it as a PDF

5 file, so...

6 COMM SSI ONER POLMANN:  Coul d you restate, M.
7 Sayl er, where you are | ooking?

8 MR, SAYLER: Yes. |In RCP-2, page five of 10.
9 COMWM SSI ONER POLMANN:  Thank you.

10 BY MR SAYLER

11 Q Are you there, M. Pabian?

12 A This is not going to be clear enough for ne --
13 what -- just | have got floor plans.

14 COW SSI ONER PCLMANN:  Why don't you ask your
15 question, M. Sayler, and see what we can do with
16 it?

17 THE W TNESS: Ckay.

18 BY MR SAYLER:

19 Q All right. M. Pabian, are these designs

20 typical of various nodul ar residential designs?

21 A Correct.

22 Q Al right. And the one for KWis a nuch

23 stripped down version of that, is that correct?

24 A VWll, this was a project | built in downtown

25 Key West, and it's high-end honmes that sell for $750, 000
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1 to $950, 000 each.
2 Q Ckay. So that was ny question. You were
3 saying that -- so this is a residential drawing for a
4 hi gh-end hone, correct?
5 A Yes, sir.
6 Q All right. And would it be fair to say that
7 hi gh-end hones have hi gh-end finish?
8 A That would be fair to say.
9 Q And that would be included in the price per
10 square foot?
11 A It would be.
12 Q kay. And that finish could be cabinets,
13 countertops, tile wal kways, fancy showers, fixtures, et
14 cetera, et cetera?
15 A Yes, sir.
16 Q And that's all included in the price per
17 square foot?
18 A That's right.
19 Q Al right. And KWis, | amassumng, going to
20 have nore of an office, slash, utilitarian finish and
21 trinf
22 A It woul d.
23 Q Ckay. Wien it cones to a project like this,
24 how are you paid? |s your fee included in your not to
25 exceed price?
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1 A That's correct.

2 Q And at this tine, you don't believe it wll
3 exceed the amount that's stated in the contract,

4 correct?

5 A Yes, sir.

6 Q All right. Let's see, would you turn to the

7 contract that you have executed with Key West?

8 A Ckay.

9 Q That woul d be RCP-1 nodul ar office

10 I nstall ati on agreenent, do you see that?

11 A Yes, sir.

12 Q Ckay. | see a lot of blue line changes to

13 that contract. Wen did you nmake those changes to this
14 contract?

15 A | don't renenber the exact date, but it was
16 shortly after we did the contract, we were going to set
17 up -- we've got a nunber of different entities, even

18 though they all operate out of our office, that has to
19 do wth financing investor noney, et cetera. And right
20 after the hurricane, we had a conpany we were going to
21 set up called PP Keys, and we did not set up that

22 conpany, so we just changed it -- changed the contract
23 back to a conpany that | have had for 25 years, Pabian
24  Qutdoor Southeast, and so a |lot of the blue lines

25 scratched through the nane of that conpany that was
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1 initially put into the original contract.

2 Q Al right. But when did you nake these |ined
3 through changes?

4 A Probably within two to three weeks of signing
5 the contract |ast year.

6 Q Two to three weeks, so early Novenber, woul d
7 that be accurate?

8 A | would say that would be accurate. | don't
9 remenber the exact date, but it was when we decided, and
10 we started getting our feet on the ground, we had

11 I nternet again and. ..

12 Q Ckay. So this contract, which was drafted PP
13 Keys 2016, LLC, do you know when that was initially

14 drafted? Was that after Hurricane |Irma?

15 A It was after -- it was after |rma.

16 Q Ckay. Al right. And | notice it had the

17 person initially executing was Christine Pabian, is that

18  your --

19 A That's ny wife.

20 Q Okay. Al right.

21 MR, SAYLER: No further questions. Thank you.

22 COMM SSI ONER POLMANN:  Thank you, M. Sayler.

23 Monroe County.

24 MR, WRI GHT: Thank you, Comm ssi oner.

25 EXAM NATI ON
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BY MR WRI GHT:

2 Q Good | ate afternoon to you, M. Pabian.

3 A Good afternoon, sir.

4 Q | have a few questions for you.

5 M. Sayler just asked you about the date of

6 the agreenent. |If you would | ook at the first page of

7 t he agreenent, your Exhibit RCP-1, the date in the

8 second line is Cctober 19, 2017, correct?

9 A Yes, Sir.

10 Q As between KWRU and Pabi an Qut door Sout heast,
11 Is the effective date of the agreenent Cctober 19, 20177
12 A Well, I amnot an attorney, but | would say

13 that | would hold to that date, when we inserted Pabian
14  Qutdoor.

15 Q That's a good answer for these purposes.

16  Thank you.

17 What is the corporate |egal structure or

18 status of Pabian Qutdoor Southeast, is it a corporation
19 or a LLC?

20 A It's a C Corp.

21 Q C- Corp. Thank you.

22 Covering a lot briefly, this contract provides
23 that the nodular office would be installed by March 31,
24 2018, correct?

25 A Correct.
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1 Q And it's correct you have not started

2 constructi on?

3 A That is correct al so.
4 Q Thank you.
5 You and KWRU did not anmend the conpl etion date

6 provi sion, did you?
7 A No, sir, we did not.
8 Q Have you or Pabian OS given KWRU any witten

9 prom se of the conpletion date other than March 31,

10 20187

11 A We have not.

12 Q Has KWRU provi ded notice to Pabian OS that it
13 Is in default under the contract for failure to conplete

14 by the conpletion date?
15 A No, sir, they have not.
16 Q I f you know, is KWRU pursuing any ot her

17 remedi es agai nst Pabi an OS?

18 A No, sir, not that | am aware of.

19 Q | would like to ask you to | ook, please, at

20 Section 3 of your agreenent. | think it's on the second
21 page. It's the nunbered paragraph three. | called it
22 section. |If you would please just read that into the

23 record.
24 A "Cap on cost. The parties agree and know edge

25 that all costs (hard and soft) involved in the
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1 manuf acture, transportation, installation and

2 construction of the nodular office, and the nost that

3 KWUMWII be responsible for is $250, 000."

4 Q Is it your testinony today that all costs,

5 hard and soft as set forth in that section for the

6 nodul ar office, and the nost KARU will be responsible

7 for is $250, 000?

8 A Yes, Sir.

9 Q And that's for the 1,577 square foot buil ding?
10 A That's correct.

11 MR, WWRI GHT: Thank you.

12 That's all the cross | have for M. Pabian.
13 COMM SSI ONER POLMANN:  Thank you.

14 Staff.

15 M5. CRAWORD: Thank you. Yes, staff does

16 have a few questions, and if | could have staff

17 pass out, we've got one exhibit we would like to
18 have identified.

19 And what staff is in the process of passing
20 out is a response by KMRU. It's a response to

21 staff's fourth set of interrogatories, No. 89, and
22 if we could have that narked as an exhi bit pl ease.
23 COMM SSI ONER POLMANN: | am on Exhi bit 131.
24 And this is KARU s responses to staff's fourth

25 I nterrogatories?
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1 M5. CRAWFCORD: No. 89, yes, sir.

2 (Whereupon, Exhibit No. 131 was marked for

3 I dentification.)

4 EXAM NATI ON

5 BY Ms. CRAWORD:

6 Q M. Pabian, just for clarity, this is a

7 response that | believe was actually sponsored by

8 M. Johnson in this proceeding. Have you seen this

9 di scovery response before? Are you at all famliar with
10 it?

11 A | have not seen it until just now.

12 Q Ckay.

13 MR WRI GHT: Conm ssioner, | apol ogize, but |
14 am just going to pose ny continuing objection to

15 this, because | believe it's one of the ones that
16 was submtted |late that we di scussed yest erday,

17 just for the record, so there is no argunent of

18 wai ver. Thank you.

19 COW SSI ONER PCLMANN:  Not ed.

20 BY M5, CRAWFCORD:

21 Q Just to sunmarize, the question has to do with
22 a statenent by the utility stating that the -- this is a
23 quote in the question: "Utilization of PP Keys 2016,

24 LLC, provided the best chance providing a suitable unit
25 at a low price in the shortest period of tine," end
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1  quote.
2 The question solicited by staff asked for KWRU
3 to please explain how it concluded PP Keys 2016, LLC,
4 could provide a unit at a, quote, unquote, "low price."
5 Coul d you just read, just so we have it for the record,
6 what the response is there by M. Johnson?
7 A "There are two primary nodul ar vendors in the
8 Lower Florida Keys. On Stock Island, particularly Bob
9 Pabi an has sold and built nore units than any ot her
10 nodul ar vendor. M. Pabian acts as vendor for three
11 pri mary nodul ar conpanies that build to the building
12 code for the Lower Florida Keys, including coastal
13 construction and wi nd | oading, M. Pabian has the
14 ability to shop around for the best pricing for a
15 suitable unit."
16 Q Ckay. And in that question where they refer
17 to PP Keys 2016, LLC, as you have al ready expl ained, the
18 successor conpany, or the retitled conpany, that's
19 actual | y Pabi an Qutdoor Sout heast, correct?
20 A Yes, ma' am
21 Q Okay. Let ne ask you a couple of questions
22  about that response, and I am not asking you to try and
23 step into M. Johnson's head. | just want your response
24 on a couple of questions | amgoing to ask based on what
25 he's provi ded here.
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1 A Ckay.
2 Q So in his response, he nentions that there are
3 two primary nodul ar vendors in the Lower Florida Keys,

4 you are one; who is the other, please? If you know.

5 A That are doing this right now, possibly Don
6 MIller.
7 Q There is a statenent on Stock Island, you have

8 sold and built nore units than any ot her nodul ar vendor.
9 Do you concur with that statenent?

10 A Yes.

11 Q What is the basis for your concurring with

12 that statenent? |In other words, on what basis would you
13 say you have sold and built nore units than any ot her

14 nodul ar vendor for Stock Island in particular?

15 A VWll, | wouldn't say Stock Island in

16 particular. They said Stock Island, but for the Florida
17 Keys, from Marat hon down. W generally build over 100
18 houses a year, and feedback fromny suppliers tells ne
19 t hat nobody buys that kind of vol une.

20 Q But you haven't conducted any particul ar

21 studi es --

22 A No.

23 Q -- of what other vendors?

24 A No. That's none of ny business.
25 Q Ckay. Fair enough.
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1 There is also the statenent that M. Pabian

2 acts as a vendor for the three prinmary nodul ar

3 conpanies, so on and so forth. Are those the conpanies

4 you nentioned earlier, when questioned by M. Sayl er,

5 Jacobson, Pal m Harbor and Chanpi on?

6 A Yes, ma' am

7 Q And M. Johnson al so nakes a statenent,

8 M. Pabian has the ability to, quote, "shop around," end
9 quote, for the best pricing for a suitable unit. Again,
10 wthout trying to put yourself in M. Johnson's head,

11  would you agree with that statenent?

12 A | would agree with that.

13 Q And what is the basis for that statenent?

14  \What does that nean to you that you have the ability to
15 shop around?

16 A The vol une of business that we do with the

17 various vendors gives us the ability to make phone calls
18 and put different hones out for bid. Things have

19 changed a bit in the marketplace in terns of even

20 getting inventory now, it's very -- because of what

21 happened with Irma in the state of Florida, it's slowed
22 t hings down, not a little, but alot. And so getting --
23 we are allocated inventory to how many hones we can get

24 per nonth through different manufacturers. And | have

25 one -- Jacobson, in particular, won't even sell ne this
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1 type of retail structure now.
2 So they are filling a different need with
3 trailers. And they sell so many nodul ars on nmy own
4 |l ots, so it's becone a new world since Irma in the way
5 that the manufacturers are able to deliver these hones
6 to us.
7 Q Now, earlier you had nentioned Don MIller as a
8 possi bl e ot her vendor?
9 A He is. He primarily buys from Jacobson, and
10  Jacobson wouldn't sell himthis home, but he could
11 potentially want to bid. | don't know if he would or
12 not .
13 Q I n your opinion, would he have the sane
14 ability to, quote, shop around the way that you can?
15 A Probabl y coul d.
16 Q But note the opinion that you have not
17  conduct ed any studi es or anything?
18 A Oh, no.
19 Q Ckay.
20 A | know Don, you know.
21 Q Thank you very nmuch. | don't have any other
22 questi ons.
23 A Okay. Thank you.
24 COMM SSI ONER POLMANN:  Conmmi ssi oners.
25 COMM SSI ONER CLARK:  No questi ons.
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1 COMWM SSI ONER FAY:  One question.
2 COMM SSI ONER POLMANN:  Conmi ssi oner Fay.
3 COMM SSI ONER FAY:  Thank you, M. Chair man.
4 M. Pabian, | will provide a little context to
5 nmy question. | fairly recently bought a house. W
6 renodeled it. We hired a contractor, and there
7 were sone cliches that cane into play, and we were
8 over - budget and | ate buil di ng our house, and |I know
9 you are probably not surprised about that. But I
10 | ook at sort of our role as the Conm ssion what's
11 prudent and what nmakes sense to be passed on to the
12 rat epayers, and this office has had a | ot of
13 di scussi on, and the agreenent we have before us
14 states a March 31st conpletion state date.
15 | can tell you, as | amgoing forward with our
16 next nove on our house, the agreenent will say if
17 sonething is not conpleted by a certain date there
18 Is penalties for that date that can be offset for
19 that tineline.
20 Can you -- | amnot asking you to specul ate,
21 but can you speak to the agreenent that's in front
22 of us that has a conpletion date that has already
23 passed?
24 THE WTNESS: Right. There is no blanme put on
25 any one individual. There has been a | ot of going
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1 back and forth with Chris Johnson and the

2 particul ar type of design that they wanted; sending

3 that back to the nodul ar conpany to have that done

4 t hrough their engineering slowed the process.

5 Their engi neering basically shut down for a while

6 after the hurricane. There are a |ot of factors

7 that made this a | onger process than when | signed

8 this. And | amused to getting turnaround in 60

9 days on having a set of plans drawn and a house

10 fabricated, and all that's out the w ndow.

11 So, you know, there are things that, in order
12 to get this right, and we all concur that KWRU s

13 getting what they paid for, or what they want as an
14 office that's going to be there for sone tine that
15 we do it right the first tinme. But the back and

16 forth wwth the nodul ar conpany and t he engi neeri ng
17 conpany has taken nore tinme than would be ordinary.
18 You know, to step in and say that to be at the
19 nmercy of the nodul ar conpany and ne say, yes, they
20 will have it on this date is nearly inpossible.

21 They can't even tell ne. And | could get them on
22 t he phone right now, and they would tell you that.
23 But | spoke with themthis norning know ng |
24 woul d be here this afternoon. And they indicated
25 t hat probably they will have the plans out any tine
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that they could fabricate the house within 60 days,
which neans it's now gone fromspring to a fal
finished project. So as a lot of our things are
down here right now, and projects that we started,
we are four, five, six nonths behind where we

t hought we would be in normal tines.

COMW SSI ONER FAY: So based on your testinony,
we don't know if this office wll be provided by
the end of the year.

THE WTNESS: | feel pretty certain from
speaking with the nodul ar conpany that it will be
before the end of the year.

COW SSI ONER FAY: That's all | have,

Chai rman. Thank you.

COMW SSI ONER POLMANN:  Thank you, Conm ssi oner
Fay.

M. Pabian, to foll ow up on Comm ssi oner
Fay's, you indicated you have sone feeling with
reasonabl e certainty by the end of the year, but
you don't have any assurance fromthe vendor, there
IS no --

THE WTNESS: Well, | woul d never swear under
oath that they would have it here, but from
speaking with them and what we've been going

through in delivery tines, and seeing the way that

Premier Reporting

(850) 894-0828 Reported by: Debbie Krick

114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com



745

1 they are stepping up their production, he assured
2 me that | would have it --
3 COMM SSI ONER POLMANN: | under st and.
4 THE WTNESS: -- probably wthin 60 days.
5 COMM SSI ONER POLMANN:  You have a contract
6 wi th the vendor?
7 THE WTNESS: | do.
8 COMM SSI ONER POLMANN:  Are there terns in that
9 contract regardi ng del ay?
10 THE WTNESS: No, sir, there is not.
11 COMM SSI ONER POLMANN:  Regardi ng the contract
12 that's included in your Exhibit RCP-1, you were
13 asked questions about the markup changes that were
14 i ncl uded there, the handwitten changes and
15 initialed, and the effective date in Cctober 2017,
16 you were asked on the date of the changes. Wre
17 you advi sed by |l egal counsel on the legality of
18 anendi ng the contract without indicating a date to
19 t he amendnent s?
20 THE WTNESS: No, sir.
21 COMM SSI ONER POLMANN:  Are you famliar with
22 the contract notion enforcenment assured?
23 THE WTNESS: | am not.
24 COMM SSI ONER POLMANN:  You had answered a
25 guestion a few nonments ago, and | think this was in
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the context of the delay of the project that there
were a lot factors involved or related to the
delay. Do you recall that discussion?

THE WTNESS: Yes, sir

COMM SSI ONER POLMANN: Ot her than the nodul ar
unit delivery, what -- can you describe to us other
factors that contribute to the delay?

THE W TNESS:. Engi neering, the |labor force
avai |l abl e or unavailable, not just in the Florida
Keys, but all over the state of Florida, including
at the nodul ar conpanies. Design, we kind of had
to start fromscratch with this building down here
on the interior, and to nake sure that once those
desi gns were acconplished, that the -- that all the
interior walls, net the 180-m | e-an-hour w nd code,
| oad bearing and w nd shear, and those types of
things, soit's taken a little bit |onger than your
normal --

COMM SSI ONER POLMANN:  But those itens that
you just described, were they included in your
original project schedule? And if so, which of
those have required additional tinme contributing to
t he del ay?

THE WTNESS:. Particularly engineering and

construction, but engineering has hurt us the
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worst. And we had no idea how backed up the
nodul ar conpani es woul d be after this hurricane
with their engineering departnents to be able to
take sonething that you can usually send -- on the
back of a bar napkin and say, we want this drawn
out, and give us sone black lines --

COMWM SSI ONER POLVANN:  Sur e.

THE WTNESS: -- and instead of taking --

COMM SSI ONER POLMANN:  So the engineering is
wi thin the vendor's?

THE WTNESS: That's correct, and that has
really sl owed us down.

COW SSI ONER POLMANN:  Are the nodul ar
bui | dings, and particularly the type of building
here that's simlar to a nodul ar home provi ded by
the vendors are placed in the service area of this
utility, are those essentially simlar or are they
distinctly different fromunits that are pl aced
el sewhere?

THE WTNESS: They are simlar

COW SSI ONER POLMANN:  You had nenti oned
180-m | e-an-hour winds, is that an extraordi nary
paraneter for the nodular buildings in the Keys?

THE WTNESS: | don't know any place in

Florida that is higher than that. W are probably
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1 nunber one in terns of demand for building and w nd
2 code, but they all have to be built to
3 180-m | e- an- hour and out of flood, a new hone.
4 COMM SSI ONER POLMANN: Do you know if that
5 180-m | e-an- hour requirenent applies only in Mnroe
6 County?
7 THE WTNESS: | don't -- | can't really fully
8 answer that, but | think it goes up into Dade.
9 COMM SSI ONER POLMANN:  Okay. For conparison
10 purposes, if one were | ooking at cost per unit per
11 square foot, for exanple, would you conpare nodul ar
12 bui l ding costs for a building in Key West to
13 bui |l ding costs el sewhere in Florida because of the
14 bui Il ding requirenents, structural requirenents and
15 things |ike that?
16 THE WTNESS: It's nore. |f you want to build
17 a house in Olando and you get it quoted, it's
18 going to cost |ess.
19 COMM SSI ONER POLMANN:  For the nodul ar?
20 THE WTNESS: The nodul ar itself.
21 COMM SSI ONER POLMVANN:  What about
22 construction?
23 THE W TNESS: And al so probably for setting
24 t he house and a | ot of other factors.
25 COMM SSI ONER POLVANN: Wl |, | amtal king
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1 about just the structure itself, sir.
2 THE W TNESS: The structure itself is probably
3 nore noney to have it down here.
4 COW SSI ONER PCLMANN:  On what basis do you
5 make that statenent?
6 THE WTNESS: Well, you have to have
7 180-m | e-an- hour inpact glass, which is extrenely
8 expensive. So you have to have it, or you have to
9 put up stormshutters. W do all inpact glass so
10 you don't have to shutter the hone.
11 The strapping and the shear in the hone is at
12 a higher level than if you built, say, to
13 150-m | es-an-hour. The house is beefed up to neet
14 t hose kinds of wind |oads, so there is nore in the
15 structure, not only | abor-w se, but material -w se.
16 COMM SSI ONER POLMANN:  So is it fair to sum
17 that up to say that the cost per unit neasure for a
18 nodul ar honme will depend -- one factor it wll
19 depend on is the structural requirenents and the
20 strapping, the tie-down, the glass, and so forth,
21 which are, in large part, building code
22 requi renments, and then wind resistant requirenents
23 that may be locally required but will not
24 necessarily be required in a different part of the
25 state?
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THE WTNESS: That woul d be correct.

COMWM SSI ONER POLMANN:  Thank you.

THE W TNESS: Yes, sir

COMM SSI ONER POLMANN: I n terns of site
devel opnment in the Key West area, in the service
area for KMRU, in general, what are the
requi renments for site devel opnent that will be
conponents of the cost for this building project?

THE WTNESS: Well, it's -- there is not --

COMM SSI ONER POLMANN:  Bi g picture.

THE WTNESS:. In terns of the site devel opnent
on our end, it depends on what they want to add in
terns of | andscape, or anything else they want to
do, but it's sinply going in and auguring the holes
for the colums for the house. W are putting 18-
and 16-inch colums around this hone that it wll
ultimately set on and be strapped in to, and so
that wll be our site developnent. Now, there is
going to be sone deno --

COW SSI ONER PCLMANN:  Sur e.

THE WTNESS: -- of the old building.

COMM SSI ONER POLMANN:  And, again, a simlar
guestion; fromyour experience, would those site
devel opnment costs perhaps be distinctly different

here because you are in the Keys, in particular,
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conpared to other places in Florida?

THE WTNESS: | can't really answer that, but
| know what it is here and how | would have to
desi gn, you know, depending on the flood zone you
are in, et cetera. |It's fairly stout.

COMM SSI ONER POLMANN:  Is it fair to say that
any site devel opnent cost would be site specific?

THE WTNESS: That's correct.

COMM SSI ONER POLVANN:  Ckay.

THE WTNESS: And it's engineered. It has to
be built that way.

COW SSI ONER POLMANN:  That's all 1 have.

MR SMTH | have no redirect. Thank you.

COW SSI ONER POLMANN:  Exhi bits?

MR SMTH | will nove into the record
Exhi bits RCP-1 and RCP-2, 80 and 81 on the exhibit
list.

COMWM SSI ONER POLMANN:  kay. We have RCP-1
and RCP-2 and there are no corrections on them is
that correct?

MR SM TH: Correct.

COMM SSI ONER POLMANN: Al right. Those are
previously identified in the conprehensive exhibit
list as No. 80 and No. 81, do | have that right?

MS. HELTON: Yes.
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1 M5. CRAWCORD: Yes.
2 COMM SSI ONER POLMANN:  Yes. Ckay. W will
3 nove those into the record at this tine.
4 (Wher eupon, Exhibit Nos. 80-81 were received
5 I nto evi dence.)
6 COMM SSI ONER POLMANN: I f we have not hi ng
7 further.
8 M5. CRAWFORD: Actually, staff would al so nove
9 in Exhibit 131, please.
10 COW SSI ONER PCLMANN: | ' m sorry.
11 M5. CRAWFORD: That's all right.
12 COW SSI ONER PCLMANN:  So - -
13 M5. CRAWFCORD: Noting the continued objection,
14 of course.
15 COMWM SSI ONER POLMANN:  We have Exhibit 131
16 brought forth by staff that was identified KWRU s
17 response to staff's Fourth Interrogatory No. 89,
18 and we will enter that into the record unless we
19 have an objection. Ckay, so hearing none.
20 MR WRIGHT: Staff noted ny objection. | do
21 obj ect, but that's noted on the record.
22 COW SSI ONER POLMANN:  Yes, we did note that.
23 (Wher eupon, Exhibit No. 131 was received into
24 evi dence.)
25 MR SMTH  And we woul d request that
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1 M. Pabi an be excused at this tine.

2 COW SSI ONER POLMANN:  You are excused, sir.
3 Thank you, sir. Thank you for your testinony.

4 (Di scussion off the record.)

5 COW SSI ONER POLMANN:  What he said was off
6 the record, we are not off the record.

7 (Transcript continues in sequence in Vol une
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