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1 PROCEEDI NGS

2 CHAI RVAN FAY: Al right. Conmm ssioners, we
3 wi Il address itens 5 through 7 next. |'ve asked
4 staff to be prepared to address all three of those.
5 They essentially raise the sane | egal issues in the
6 recommendations and in the filings, and so we'l]|
7 take them up together.
8 Wth that, what I'd like to do is have Ms.
9 Watts present a summary of the itemand then we'll
10 nove forward with the parti es.
11 Ms. WAtts, you're recogni zed.
12 M5. WATTS: Melinda Watts for staff.
13 CHAI RMAN FAY: And, Ms. Watts, if you could
14 just make sure your mc is lined up and you | ean
15 into it. Thank you so nuch.
16 M5. WATTS: Itens 5, 6 and 7 are staff's
17 reconmmendations on the transfer of facilities and
18 certificates from Aquarina Uilities, Inc.,
19 Sunshine Utilities in Central Florida, Inc., North
20 Peninsula Utilities Corporation, to CSWR-Fl ori da
21 Utility Operating Conpany, LLC. CSWR has
22 negoti ated a purchase agreenment with each utility,
23 but will not close on the sales until it has
24 recei ved Conm ssion approval for the transfers. In
25 conjunction with each transfer request, CSWR i s
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting (850)894-0828 Reported by: Dana Reeves



1 al so requesting a positive acquisition adjustnent.
2 Staff recomends Conm ssion approve the
3 transfers of the facilities and certificates
4 effective the dates that each respective sale
5 becones final. Staff also recommends Conm ssion
6 deny the request for a positive acquisition
7 adj ustnent, as CSWR did not denonstrate
8 extraordi nary circunstances.
9 Representatives of CSWR and the O fice of
10 Publi ¢ Counsel are available if you have questi ons.
11 Staff is also available to answer any questi ons.
12 CHAl RVAN FAY: kay. Geat. Thank you for
13 the summary on that item \Wat we'll do,
14 Comm ssioners, is allow the parties here to address
15 t he Comm ssion and then we can nove forward after
16 that. Wat |I'd like to dois -- | recognize
17 there's three itens, and so if taken up separately
18 each i ndividual woul d have separate tine to do
19 those. So, you know, |'d ask you to pl ease be as
20 brief as possible, but to not extend any sort of
21 10- m nut e di scussi on beyond what woul d be
22 all ocated, typically three mnutes an item So, if
23 needed, you're welcone to take that tine, but,
24 ot herwi se, please try to be brief.
25 So, with that, Ms. Cark, |I'm happy to address
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1 you or M. Cox first, however -- what order you'd
2 i ke to present.
3 M5. CLARK: | think I'Il go first. And | wll
4 say that we adhere to your adnoni shnent about tine.
5 ['"I'l probably take three mnutes. | think M. Cox
6 wi |l take probably five, six, seven mnutes to
7 address all three.
8 CHAI RVAN FAY: Ckay. Geat.
9 M5. CLARK: | am Susan Clark with the Radey
10 Law Firm Also with nme is Tom Crabb, sitting at
11 the end of the table, also with the Radey Law Firm
12 And M. Cox, the founder and president of Central
13 State Water Resources, is sitting next to ne. W
14 are here to address the three itens, the transfer
15 applications of Aquarina, Sunshine and North
16 Peni nsul a.
17 W are in agreenent with the staff's
18 recommendati on, except with respect to the
19 requested acquisition adjustnent, and would |like to
20 address that issue as it applies to all three of
21 the applications. W disagree with your staff
22 reconmmendati on and are here to request that you
23 defer a decision on an acquisition adjustnment until
24 the initial rate case involving these three
25 transfers. | wll cover the legal authority for
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1 that and the precedent for deferring that decision

2 and M. Cox wll cover the reasons for requesting
3 the deferral.
4 As you know, it's Section 367.071 of the
5 Statute that provides authority to you regarding
6 transfers. Subsection 5 speaks to the
7 establ i shnent of rate base at the tinme of transfer,
8 and that subsection authorizes you, but does not
9 require you to set rate base at that tine. So you
10 need not determ ne acquisition adjustnment as part
11 of the transfer. Likew se, your rules do not
12 require a decision on an acquisition adjustnent.
13 That you have the authority to determ ne rate
14 base is nade nore clear by the fact to defer
15 rate -- deciding rate base is nade nore cl ear by
16 the fact that when that statute was first enacted,
17 It required you to set rate base at the tine of
18 transfer. But, within two years, the |egislature
19 changed it so you would have the authority to defer
20 it.
21 Commi ssi on precedent supports deferring a
22 deci sion on an adjustnment and it has done so in the
23 past to provide the opportunity to develop facts
24 relating to an adjustnent. O particular note is
25 the case of the transfer of PPWWiter and Sewer
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1 Conpany to Utilities Inc. of Florida. In that

2 case, the utilities requested a deferral of the
3 deci sion and the Conm ssion granted that deferral.
4 Because Central States is going to continue the
5 rates currently in effect for each of the
6 transferred utilities, there is no inpact to
7 custoners as a result of deferring that decision.
8 As a final point, Central States recognizes
9 that a positive acquisition adjustnment will not be
10 i ncluded in rate base, absent proof, consistent
11 with the requirenments of your rules, and that the
12 burden to establish the basis for an adj ustnent
13 rests with them
14 |"d like to turn it over to M. Cox now to
15 cover the reasons for requesting the deferral.
16 CHAI RVAN FAY: M. Cox, you're recognized.
17 MR. COX: Thank you. As Ms. O ark nentioned,
18 I''mJosiah Cox. |'mthe founder and president of
19 Central States Water Resources and CSWR Fl ori da,
20 which is the applicant of these transfer cases
21 her e.
22 | appreciate the opportunity to speak today
23 before the Conmi ssion. | appreciate all the hard
24 work the staff's put in these transfer
25 applications. W knowit's -- it's a |lot.
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1 So we're really pleased by the Commi ssi on
2 staff's recommendati on for approval of the three
3 transfer applications. | want to ensure the
4 conmm ssi on CSWR has the managerial, technical
5 experi ence and expertise necessary to own and
6 operate utilities currently owned by Aquari na,
7 North Peninsula and Sunshine Uilities. W also
8 have the capital necessary to upgrade, inprove and
9 mai ntain these systens, and to provi de safe and
10 reliable service to custonmers, running themin
11 conpliance with all applicable health and
12 envi ronnental regul ati ons.
13 As stated by your staff, approval of these
14 transfers is in the public interest. CSWR wi ||
15 provide |long-termsafe, reliable services to these
16 comuni ti es where the current owners are seeking to
17 exit the utility business. |In addition to three
18 transfers under consideration today by CSWR we
19 have one other transfer pending, and we plan to
20 file four additional applications in the very near
21 future.
22 So while | agree with staff's overal
23 recommendation, | disagree with the recommendati on
24 on issue nunber three, the no acquisition
25 adj ust nent be aut horized, and respectfully request
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1 you defer any consideration of such an adjust nent

2 until our initial rate case, which we hope to file
3 sonetinme in 2023.
4 This has been an extraordinary tinme as we have
5 come to terns with owners and | aunched these
6 acqui sition cases during a pandem c, which has nade
7 getting accurate assessnments of plant records
8 challenging. Since | fornmed Central States Water
9 Resources, we've acquired nore than 400 water and
10 wast ewat er systens, providing safe and reliable
11 service to custoners in nine states. |In nost of
12 t hese transactions, even in purchases wth
13 extrenely troubled systens CSWR s negoti ated price
14 has exceeded the reported net book val ue of the
15 assets. That's because the value to the sellers is
16 greater than the net book value. There are
17 numer ous reasons why sellers refuse to sell even
18 troubl ed systens for net book value, but it is
19 reality across the country, and sonething we face
20 in every state we operate. In all of these states,
21 regul ators have deci ded acqui sition adjustnents
22 don't need decided in the transfer case. |nstead,
23 they should be deferred to an initial future rate
24 case.
25 Staff opposes any grant of an acquisition
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1 adj ust nent because they believe CSWR failed to
2 provi de sufficient evidence wth extraordinary
3 ci rcunstances and/or failed to quantify benefits
4 CSWR grant custoners. Specifically, staff believe
5 acqui sition adjustnent | acks specific quantitative
6 information. | know specificity and certainty
7 about long-termrate stability and cost
8 efficiencies can't be determ ned until CSWR has
9 owned and operated these systens. Qur experience
10 shows that while we don't know what extraordinary
11 ci rcunstances exist in those systens, or how
12 extraordi nary those circunstances are and may
13 becone until we run the utilities, which neans we
14 cannot quantify the benefits our ownership wll
15 provi de to custoners.
16 Pre-acqui sition due diligence is hel pful, but
17 only provides sonme insight in the -- on the
18 utilities we buy. [It's small utilities run by
19 owners who aren't dedicated to water and wast ewat er
20 utility ownership. There are too many variables to
21 accurately quantify with due diligence alone. That
22 means deci ding on acquisition adjustnment in the
23 acqui sition case is premature and potentially
24 unfair. Wiiting until all the evidence can be
25 accurately gathered and presented based on real
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10

1 world facts, all interested parties present
2 evi dence supporting or opposing future requests.
3 Anot her reason for deferring acquisition
4 adj ustnents decisions is the accuracy of the
5 seller's financial records. Mst sellers are not
6 utility professionals. W often find their
7 financial records are not kept according to NARUC
8 standards. For exanple, plant-related costs are
9 of ten expense instead of being capitalized. Net
10 book val ue of assets require to be greater than
11 utilities reported, because those utilities are run
12 by water and wastewater utility professionals. W
13 can make those determ nations -- we can't neke
14 t hose determ nations until we have owned and
15 operated the systens for a tine.
16 Sunshi ne, for exanple, which is the | argest
17 transaction under consideration today is that
18 change rates are undergone a rate case audit for 10
19 years. |It's possible that numerous booking errors
20 coul d have been nade. Deferring acquisition
21 adj ust nent decisions until our first rate case
22 allows CSWR to review all plant records and verify
23 t hem agai nst actual plant service. Al parties
24 woul d al so have the sanme opportunity to fully audit
25 records and plant record adjustnents to ensure an
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accurate net book value is established, including
any potential acquisition adjustnents. A deferred
deci sion ensures a nore robust and conplete record
Is available for the Comm ssion. Because CSWR is
adopting the current rates, custoners won't be
adversely affected by deferring a final decision on
acqui sition adjustnents. W understand the
financial risk associated with closing before

deci sion acquisition adjustnents is nade, but it's
arisk that CSWR is willing to nmake.

In conclusion, as | previously nentioned, your
staff finds this transaction is in the public
interest. CSWR is a professional water and
wastewater utility with a proven track record of
providing safe and reliable service for smaller
utilities across the country. And we bring those
utilities the benefits of CSWR s econonmi es of scale
and our water and wastewater operations
constructi ons expertise.

W're willing to bear the risk of proving
acqui sition adjustnment in a future case and we
bel i eve, as our experience in other jurisdictions
has shown, that deferring an acquisition adjustnent
decision will work well here in Florida. This is a

fair and reasonabl e approach for the conpany,
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12

1 custonmers, Commi ssion and all interested parties.
2 Therefore, | respectfully request you defer a
3 deci sion on the acquisition adjustnent to a future
4 date. Thank you.
5 M5. CLARK: M. Chairman, if | may.
6 CHAI RMAN FAY: Yes, Ms. O ark. Go ahead.
7 M5. CLARK: Reserve tinme to respond to
8 what ever Public Counsel may say regarding the
9 acqui sition.
10 CHAI RMAN FAY: Sure. And I'll ask you to be
11 brief and specific to the response.
12 O fice of Public Counsel. Go ahead.
13 M5. WESSLI NG  Thank you, Conm ssioners.
14 Allie Wessling on behalf of the Ofice of Public
15 Counsel, along wth Stephanie Mrse and Anastasi a
16 Pirrello. W're here representing the custoners of
17 Aquarina Uilities, Incorporated, Northern
18 Peninsula Utilities Corporation, and Sunshi ne
19 Uilities of Central Florida. W would like to
20 comment on, obviously, Agenda Itens 5, 6 and 7.
21 And OPC does support staff's reconmendation to
22 deny the positive acquisition adjustnments for all
23 three of these cases on the basis that Central
24 States Water Resources has failed to carry their
25 burden to denonstrate extraordi nary circunstances
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13

1 sufficient to justify the enornous, enornous
2 acquisition adjustnents requested in these cases.
3 Granting any of these adjustnents would be contrary
4 to the Comm ssion's precedent and wel | - establi shed
5 policy and will result in rates that are patently
6 unfair to the custoners, thus, directly contrary to
7 Florida Statute, Section 367.121(1)(a).
8 We did sone rough estinmates, based off of what
9 we were presented, and the revenue requirenent
10 i npact of these acquisition adjustnents for
11 Aguarina's water custoners woul d be an increase of
12 approximately 60 percent, just with this
13 adjustnent. Simlarly, Northern Peninsula's
14 custoners wastewater revenue requirenent would be
15 i ncreased by 65 percent. And for a Sunshine
16 custoner's bill, that could result in an estinmated
17 I ncrease of approximtely 82 percent.
18 This is unprecedented and shocki ng.
19 Adm ni strative Rule 25-30.0371 and precedent
20 dictate that a positive acquisition adjustnent is
21 an extraordi nary tool designed to rescue troubled
22 systens and provide custoners better service at a
23 reasonabl e price. Neither policy would be served
24 by granting the buyers request here. None of the
25 systens at issue are severely distressed. And CSWR
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has stated in these dockets they are not able to
enunerate any potential efficiencies or cost
savings at this tinme, and has offered nothing other
t han uncorroborated assertions regardi ng any
possi bl e benefit to the custoners of Aquarina,
Nort hern Peni nsula and Sunshine Uilities.

Aquarina is by no neans a distressed or
failing facility. Since 2019, the Comm ssion has
i ssued both rate case and |imted proceedi ng orders
in which the utility received rate increases and
aut hori zation to recover costs for capital
I nprovenents and mai nt enance. Agquarina has had
only a couple of custoner conplaints since the
recent limted rate case in 2020. The record
evi dence denonstrates the utility is in conpliance
with regulatory requirenents and there is sinply no
record evidence even approaching the type of
extraordi nary circunstance required by Rule
25-30.0371 to grant CSWR a positive acquisition
adjustment of alnost $2 million to be paid by the
cust oners.

As for Northern Peninsula, while there are
sone repairs and conpliance issues which do need to
be addressed, just as staff cane to the concl usion,

those i nprovenents do not neet the extraordinary
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15

1 ci rcunstance threshold set forth in the Royal
2 Wat erwor ks case, which is the precedent here. The
3 necessary inprovenents are the responsibility of
4 the utility owner, regardl ess of who that owner is.
5 If Central States purchases this utility and makes
6 t hose i nprovenents, Central States will be carrying
7 out the duties of a responsible utility owner, not
8 engagi ng in extraordinary circunstances --
9 extraordi nary neasures that would justify the
10 requested positive acquisition adjustnent.
11 Additionally, Central States stated that
12 ensuring sal es proceeds were sufficient to retire
13 the long-termdebt of the seller was a major factor
14 in the negotiations of this purchase price of $1.4
15 mllion. And, as staff appropriately pointed out,
16 the outstanding debt of a seller is not a listed
17 factor to be considered pursuant to Rule
18 25-30.0371(2), nor does it pronote benefits to
19 customers or assist with bringing the utility into
20 regul atory conpliance. Northern Peninsula's
21 custonmers shoul d not be indefinitely saddled with
22 the cost of covering the seller's debts, especially
23 with no proof that those debts were even prudently
24 I ncurred.
25 Additionally, regarding Sunshine, the quality
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16

1 of service at Sunshine is excellent, as
2 denonstrated by the nere six conplaints relating to
3 billing -- unrelated to billing over the last five
4 years, and the conpany is in conpliance with al
5 DEP regul atory requirenents. Al so, Florida is not
6 a fair market state, and any assertion that fair
7 mar ket shoul d be considered is wong as a matter of
8 |l aw. Fair market value is not enunerated in the
9 rul es and does nothing to support the purpose or
10 goals of this rule. There is nothing extraordinary
11 about this case or the other two that would justify
12 t hese acquisition adjustnents. |In fact, in the
13 case of Sunshine, the purchase price is 23 tines
14 t he net book val ue, and custoners should not be
15 hel d responsi ble for CSWR s over payi ng for Sunshi ne
16 or any of the other conpani es.
17 The buyer has stated in response to discovery
18 in all three cases, and again today, that it
19 intends to file a rate case as soon as possible
20 after the acquisition is approved. To the extent
21 that you find capital projects necessary and
22 prudent, the Comm ssion's existing nmechanismfor a
23 rate case recovery of prudent cost with a
24 reasonabl e return i s appropriate to adequately
25 conpensate the utility for work done in the nornal
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17

1 course by a responsible owner. Odering custoners
2 to pay additional acquisition premuns in the
3 mllions of dollars for all three of these
4 conpani es, as requested by CSWR, woul d represent a
5 radi cal departure fromboth the | aw and Comm ssi on
6 precedent .
7 CSWR has failed to carry their burden of proof
8 to denonstrate extraordinary circunstances, and we
9 asked you deny the acquisition adjustnents.
10 On the subject of the deferral as presented
11 and requested today by CSWR, custoners have a right
12 to know what their rates are going to | ook |ike.
13 These cases have been pending for a long tine.
14 They were set -- two of these were set at the | ast
15 agenda, noved here. W're all here today. W have
16 all the information we need. These -- both of --
17 all of these issues should be resol ved here today,
18 and there's no reason to defer the ruling on the
19 acqui sition adjustnment. Delaying the decision
20 woul d deprive custonmers of the opportunity to
21 protest the transfer, if the rates ended up being
22 egregi ous, they're sort of asking to have their
23 cake and eat it too, down the road.
24 It's also unlikely that they wll sonehow
25 identify extraordinary circunstances if the system
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Dana Reeves



18

1 sonehow falls into disrepair in between when the

2 transfer is granted and a deci sion on the

3 acquisition adjustnent is nade and that -- it's

4 CSWR s fault and they cannot create extraordinary

5 ci rcunstances and then expect to be conpensated for

6 fixing them

7 Qur engineer has visited the facilities and

8 saw nothing to suggest they're in any state of

9 di srepair. Any attenpt to claimnonths down the

10 line that a major issue was di scovered nust be seen
11 for what it is, which is an invented problem And
12 we do not agree wth counsel that the bulk of the
13 Conmm ssion's precedent supports the fact that this
14 adj ust nent can and shoul d be deferred. W believe
15 that this decision should be nmade here today and it
16 shoul d be denied. Thank you.

17 CHAI RVAN FAY: Thank you, Ms. Wessling.

18 Conmm ssioners, what |1'Il do next is allow for Ms.
19 Clark to make a brief response and then we'll take
20 questions for the parties or staff at that tine.

21 So, with that, Ms. Cark, please be brief. Thank
22 you.

23 M5. CLARK: Yes. | wll point out she's nade
24 several points, such as the inpact on rates. W
25 don't know what the inpact on rates woul d be,
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1 because there are a nunber of factors and that is
2 why we answered that in that way when we responded
3 to their extensive interrogatories about the
4 transfer, regarding this -- the custoner's rights
5 or the opportunity to protest an acquisition
6 adjustnent. They will have a nore robust
7 opportunity to do that as part of the rate case.
8 As you know, you'll do custoner hearings as part of
9 a rate case and there will be far nore record
10 evi dence for you to nmake a determ nati on on any
11 acquisition. It may not be the full anount, but
12 sone acqui sition adjustnent and whet her or not that
13 is fair to custoners. It really has nothing to do
14 with the public interest in terns of is this
15 utility that is purchasing these conpani es ready,
16 willing and abl e, have the technical and financi al
17 expertise to operate the conpany. Really, the
18 acqui sition adjustnment is a separate issue.
19 MR COX: I'Il just say one nore thing. |
20 think, just seeing the staff's audit of financial
21 records kind of shows what we're sayi ng about the
22 exi sting owners not really understanding their
23 assets. | nean, think Sunshine they brought up is
24 awell-run utility. It serves, you know,
25 potentially 16,000 people and its net book value is
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a coupl e hundred thousand dollars in the books. So
either there's a ton of assets that have been

properly reported, or the systenmis very close to

the end of its useful life across the board. It
kind of -- it's part and parcel how we | ook at this
whol e t hi ng.

And, obviously, we understand the burden of
proof is ours to prove those things in a future
case, and understand that if we don't, that's
financial risk that we bear.

CHAI RMAN FAY: kay. Thank you, M. Cox.
Conmm ssioners, | would allow you at this tine, if
we have questions for either the parties and/or our
staff.

| have a question for OPC. | just want to
make sure | understand the position. So,
obvi ously, you're -- you have opposition on the
acqui sition adjustnment being granted. And then I
t hi nk your comrents you have opposition of that
portion of it being deferred. Also do you -- are
you supportive of the acquisition as a whole if it
doesn't include the acquisition adjustnent, issues
one and two for each of these three itens?

M5. WESSLING Qur nmain focus today is

addressing the acquisition adjustnment and the
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deferral, and we don't have a particular position
to take regarding the transfer itself. [It's just

the acquisition adjustnent, and what that would

mean for all of these custoners and -- including if
it was deferred, and that's -- that's why we're
here.

CHAl RVAN FAY: Ckay. Geat. Just wanted to
make sure | understood that position. | also just
want to ask. This question is probably for staff.
So that acquisition adjustnent itself is for water
and wastewater in the rule, but | guess we | ook at
a lot of data that's submtted fromthe utility, so
essentially to decide if that adjustnment neets the
criteria -- and you have the rule in here and sone
of the things we look at -- that requires a | ot of
information for us to nmake that adjustnent. The
recommendati on appears to say, there just really
isn't sufficient information to even say sort of
yea or nay on that, one way or another. |I|s that
typical for a water/wastewater utility, or do we --
are we able to glean nore information about it?

MR FLETCHER: |If we needed nore infornation,
we requested that information, as well Ofice of
Public Counsel. W only got qualitative. The

Commi ssion's practice is -- or policy is to | ook at
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1 five factors that are enunerated in provision two
2 of the acquisition adjustnent rule that was used in
3 ot her industries, as far as the benefits that flow
4 to the ratepayers. And the past decisions, up
5 front, has been that the net savings to the
6 custoners been greater than the positive
7 acqui sition adjustnent requests.
8 And just would note one final thing about this
9 rule, and as far as deferral of the decision, I
10 think this rule contenplates that the decision is
11 done upfront, because of provision (4)(a) of the
12 rule. It says the anortization of acquisition
13 shall begin at the date of the issuance of the
14 order approving the transfer of assets. That's not
15 a future rate case. That's up front in the
16 transfer case.
17 CHAI RMAN FAY:  kay.
18 MR. FLETCHER: |s what was envi si oned.
19 CHAI RMAN FAY: Thank you. And then this m ght
20 be a question for legal, but if the acquisition
21 were to be denied by the Conm ssion, it appears
22 there would not be -- | just want to nmake sure |'m
23 clear on this -- there would not be a prohibition
24 on the utility comng forward to potentially ask
25 t he Comm ssion for recovery of capital investnent,
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1 so if they decided to nake inprovenents at that
2 point in tinme, this denial wouldn't inpact that,
3 that review, correct?
4 M5. WATTS: That's correct. That denial would
5 not i npact.
6 CHAI RVAN FAY: Ckay. And, just to nmake sure
7 ' mabsolutely clear, that analysis is conpletely
8 separate -- in other words, we would need separate
9 information to nmake that prudency decision than
10 what we typically require here for an acquisition
11 i nvestnent, or would the sane data be | ooked at?
12 That m ght be a technical --
13 MR, FLETCHER: For those pl anned i nprovenents
14 that are made, that would be in the normal course
15 of their next rate case where rates are changed,
16 t he prudency of any planned investnent, as far as
17 whet her they are proper, prudent and reasonabl e
18 woul d be exam ned at that tine.
19 CHAI RMAN FAY: kay. Geat. Comm ssioners,
20 "' mopen to any di scussion or debate on this item
21 before we address the notion. Comm ssioner d ark,
22 you' re recogni zed.
23 COMM SSI ONER CLARK:  |'mcertainly not going
24 to be the guy to ask for the deferral, but --
25 that' s anot her issue.
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Dana Reeves



24

1 |'ve got a couple questions. M. Fletcher,

2 you indi cated that approving a positive acquisition

3 adj ustnent would require anortization to begin

4 i mredi ately. The parties indicated that they had

5 pl anned to use the adopted current proposed rate

6 that Aquarina has in place now until they cane in

7 for a rate case. Did you get contrasting

8 information to that?

9 MR, FLETCHER: The day is the first day |'ve
10 heard about the deferral of the positive

11 acqui sition adjustnment request. So, prior to

12 today, | didn't have know edge of that.

13 COW SSI ONER CLARK:  So, Ms. dark, were you
14 saying that y'all plan -- do not plan to use -- if
15 we did a deferral, of course, you don't have the

16 positive acquisition adjustnment at that point in

17 time. You're planning to |l eave the rates exactly
18 as they are? How do you account for the begin -- |
19 guess you're going to accunulate. Wuld this be a
20 deferred accumul ati on that you could pick up at a
21 point in tinme when we -- if we were to give a

22 positive acquisition adjustnent?

23 MR, FLETCHER  Rates do not change --

24 CHAI RMAN FAY: |I'msorry, M. Fletcher. Just
25 real quick, I'll just have Ms. O ark address that
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1 and then we'll have you respond. Thank you.

2 M5. CLARK: M. Chairnan, | did see that

3 provision in the rule. | nean, he's using it to

4 inply it's a requirenment that you nmake that

5 decision at that tine. The statute does not

6 require you to do that, and there have been

7 circunstances where nore information is required.

8 As we indicated, we intend to file a rate case in

9 2023. And at that tinme we could just decide if the
10 anortization of any acquisition adjustnment would

11 date back to the date of the transfer.

12 CHAI RVAN FAY: Geat. Thank you. M.

13 Fl etcher. Go ahead.

14 MR, FLETCHER: Okay. | apologize. | didn't
15 answer your first question, Comm ssioner d ark.

16 Rat es do not change in the transfer. You

17 grandfather the rates is the Comm ssion practice,
18 and then until such tine as they cone in for rate
19 relief do the rates change.

20 COMM SSI ONER CLARK:  So | guess |'m confused.
21 We could consider -- what's the damage in deferring
22 t he decision on the accunul ated -- excuse ne -- on
23 the acquisition adjustnment? My assunption, when

24 this idea was first broached, was that if we

25 adopted -- if we didn't give themthe
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1 accunul ated -- | keep goi ng back to accunul at ed
2 depreciation. | keep trying to get the two
3 confused here. If we did not give themthe
4 acquisition adjustnment that -- or if we gave that,
5 t hat began to accunulate -- it began to be charged
6 I medi ately, but it does not. So what's the harm
7 in a deferral here and letting them present their
8 case?
9 MR, FLETCHER: Well, ny understanding and is
10 (4)(a) is the anortization -- this is in the
11 rule -- of the acquisition adjustnment shall begin
12 at the date of the issuance of the order approving
13 the transfer of assets. Transfer of assets is in
14 this docket, not the future rate case. So | can
15 |l et |egal speak to that, but further, as far as the
16 posture there -- but that's clear to ne of why the
17 intent of this rule, and this rule was devel oped in
18 2002 to accunulate -- to basically put out there
19 the Commi ssion's policy regardi ng acquisition
20 adjustnent. And the whole reason for that is
21 because we're an original cost jurisdiction state,
22 and this is an essential service. And, you know,
23 we have jurisdiction of water and wast ewat er
24 utilities in 1959. And one of the reasons why it
25 was original cost is because of this essential
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1 service was needed to be valued at original cost,
2 but when it was devoted -- the facilities was
3 devoted to public use. And the fluctuation, based
4 on fair market value, and what that did,
5 particularly in the '20s and '30s by the electric
6 I ndustry of inflating rate base, and no additi onal
7 benefits, same assets, but inflating rate base,
8 which earn a rate of return on for such an
9 essenti al service was deened not prudent by
10 | egi slature. And when they put it into statute,
11 they put in as original cost for not only water and
12 wastewater in '59, but in '51 for the electric and
13 '52. Because -- and then what the Comm ssion and
14 their policy here, which is the sane policy since
15 ' 89 when investigation was opened, or the overall
16 Conmm ssion policy, which is rate base shoul d not
17 change unl ess there exists extraordi nary
18 ci rcunst ance.
19 Now, | ater, when that was defined, and is
20 defined a little bit here in the rule and in other
21 industries, is looking at factors such as increased
22 quality of service, |ower operating costs, the
23 ability to increase, ability to attract capital, to
24 make capital inprovenents, to the | ower overal
25 cost of capital, and also the technical, manageri al
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1 and operational experience of the buyer. |[|f they
2 could show that, and in the past the precedent has
3 been by this Comm ssion | ong-standi ng anong the

4 different industries, is you have to -- in order to

5 show extraordi nary circunstance, you have to neet

6 those five factors in savings to the custoners

7 upfront. And what the Comm ssion has done is when

8 they did that up front, they made it provisional,

9 and they actually had to prove it later. And one
10 time in electric -- excuse nme, in gas, the savings
11 didn't materialize and it was taken away.

12 But | think the reason why the Conm ssion

13 practice is to do it on a provisional basis,

14 upfront at the tinme of transfer is it's very

15 difficult to unwind this later down the road. What
16 happens if they don't realize the savings? And

17 it's -- then you're stuck with an entity, all due
18 respect that willing to accept that financial risk,
19 but in Sunshine's situation, you're tal king about
20 positive acquisition adjustnment of $5 nmillion to
21 t he bal ance sheet. So --

22 COMM SSI ONER CLARK:  But | think it's related
23 to, not necessarily the anount, but it is -- it is
24 the increase above what book value is. | get. |
25 agree. | think -- | think the whole assessnent is
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Dana Reeves



29

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

right on target and your analysis was excellent. |
do think there are possibilities of having,
primarily access to capital and inproved service,
but | also think that there is a rate issue that
comes into here. And this is one of those cases
where if you give -- and one of these is

20-sonet hing tinmes book value. Listen, 16, 000
custoners for $150, 000, that would be a bargain.
That's a bargain by any stretch of the inagination.
You -- there is a market value there. | agree, and
| think that you should probably have sone

| atitude, sone roomin here sonewhere. | don't
think it's 23 tinmes. | don't think you can include
that in the rate base and not have, you know, an

i ncrease in rates of about 100 percent. That | ooks
i ke hal f your revenue requirenent al nost.

So | think there's sonme roomin here to have
sonme conprom se. | don't know what that nunber is.
I''mnot sure why we didn't just have a rate hearing
on this and hearing -- and this is a PAA, am|
correct?

MR, FLETCHER If you do it in three years,
PAA.

COMM SSI ONER CLARK: | think you could have a

great case to make that you could have sone
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1 extenuating circunmstances. | understand -- | nean,
2 you' re saying M. Fletcher, you don't say -- |
3 guess you're turning that off -- we don't have
4 | atitude for deferral of a portion of this. |
5 think that's what |'mcontinuing to hear.
6 MR. FLETCHER: It deviates fromthe Conm ssion
7 practice and policy. Plus, it's just ny reading
8 and | can defer to GCL. Wen it tal ks about the
9 anortization of positive accum begi nning at the
10 time the assets are transferred, that tells ne that
11 the intention of this rule and intention of the
12 Comm ssion, the purpose of this rule, was for it to
13 be determ ned at the tinme of transfer.
14 CHAI RVAN FAY: Geat. Thank you, M.
15 Fletcher. And, just to clarify, you were stating
16 the five conponents that are reviewed that -- they
17 don't at all have to be net, those are just
18 conponents that we | ook at as a Conm ssion to
19 decide if it's an extraordi nary circunstance,
20 correct?
21 MR. FLETCHER: That's correct.
22 CHAI RVAN FAY: (kay. Any other questions,
23 Conmi ssi oner s?
24 M5. CLARK: Can | respond if --
25 CHAl RMAN FAY: Yeah, if not -- and what |'d
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like to do, just before | take a notion fromthe
Comm ssion, I'd like OPC, and then I'l|l also all ow
your response. But, if you could, | just want to
make sure we're addressing the additional questions
and comments that were raised that staff has
answered, and not being repetitive fromthe
original argunments. So, with that, OPC you're
recogni zed.

M5. WESSLI NG Thank you, again,
Comm ssioners. And we echo everything that staff
has said. As far as basically doing anything other
t han denying the acquisition adjustnent today would
be agai nst the precedent and practice of the
Commi ssion in pretty nmuch every other acquisition
adj ustment case. These facilities are all in fine
wor ki ng order, they're all functional, they' re not
on the brink of, you know, falling apart tonorrow.
This is -- acquisition adjustnents are neant to, as
we all know, address the extraordinary
ci rcunstances, and they're neant to be granted in
the case of extraordinary circunstances. And, with
all of the information that staff and OPC has
| ear ned t hrough di scovery, despite the |ack of
i nformati on provided by the conpany, they're just

sinply -- they have not net their burden to justify
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1 this acquisition adjustnent, and the facts that
2 support the acquisition adjustnent are not going to
3 change between now and whenever this case is
4 brought back up. The appropriate nethod for
5 handl ing the costs that the conpany is going to
6 I ncur, assumng the transfer is granted, the
7 appropriate way to do that is through a rate case,
8 and that is conpletely separate and apart fromthe
9 acqui sition adjustnment, and we just feel that this
10 shoul d not be deferred and it should be deni ed here
11 and today. Like we said, the facts regarding the
12 acquisition adjustnent wll not change.
13 CHAI RMAN FAY: |Issue three specifically?
14 M5. WESSLI NG Correct.
15 CHAI RMAN FAY: The itemitself you don't have
16 opposition to?
17 M5. WESSLI NG  Correct.
18 CHAI RMAN FAY: Okay. M. dark, please.
19 M5. CLARK: If | mght et M. Cox speak first
20 and then | would like to address sonethi ng that
21 staff said.
22 CHAl RMAN FAY: Sure. M. Cox, I'mgoing to
23 ask you to be really brief and speak to the
24 addi tional coments that are nade.
25 MR, COX: Yes, sir. | would just respectfully
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1 di sagree about the state of systenms. You know, in
2 North Peninsula in particular has got the | ast
3 coupl e years gone in and out of agreed orders, the
4 Departnent of Environnental Quality, they're about
5 ready to enter into another agreed order. | think
6 it kind of speaks to the situation. You' ve got
7 20, 000 people here, they're served by utilities
8 who -- you know, net book value is determ ned right
9 now is just over a mllion dollars. | think just
10 froma commobn sense standpoint, that doesn't seem
11 like that's right. There's actually, obviously,
12 massi ve reinvestnent needs to be done. You need
13 prof essi onal operators there, and | think that
14 speaks to having the opportunity at a future point
15 to be able to, you know, bring evidence forward
16 about an acqui sition adjustnent.
17 CHAI RVAN FAY: Thank you. Ms. dark.
18 M5. CLARK: Yeah. M final point was with
19 regard to the rule. | think Conm ssioner Cark is
20 absolutely right. |If the rates stay the sanme and
21 you begin anortizing at the date of the transfer,
22 the sane thing woul d happen if you defer it, in
23 ternms of when the anortization would start. |
24 don't think you should be inferring fromyour rules
25 a requirenment that the statute doesn't put on you.
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1 CHAI RMAN FAY: Thank you. Wth that -- oh,
2 Comm ssioners, | will go to Conm ssioner Passi donp
3 first and then Cark. Thank you. You're
4 recogni zed.
5 COMM SSI ONER PASSI DOMO: Thank you, M.
6 Chairman. | didn't -- | was just going over the
7 rule. | pulled it up. | do -- I'mgoing to have
8 to kind of go and agree here with the -- you know,
9 | don't know about with staff's sort of
10 interpretation here about -- | see these as two
11 separate things. So the anortization period,
12 Subsection (4)(a), in setting that anortization
13 period, that seens to ne to be separate than
14 whet her to, you know, to grant or not to grant the
15 acqui sition adjustnment and deferring it. [It's at
16 that point we -- you know, if we choose to defer
17 it, it would go back to that -- when we woul d set
18 the anortization. So if you defer -- if we defer
19 it, | think then -- and if we were to, at a certain
20 poi nt of that, approve it or -- you know, then
21 that's when the anortization period would kick in.
22 I mght defer to the GCL about that, but that's --
23 that's ny interpretation of it.
24 CHAI RVAN FAY:  Yeah.
25 M5. CRAWFORD: If | could be heard on the
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Dana Reeves



35

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

deferral issue just briefly. M. Cark is correct.
The statute doesn't nmandate. It says the
Conmm ssion may set net book val ue. However, our
overwhel m ng practice has been to set net book
value at the tinme of transfer to nake the decision
regardi ng acquisition adjustnents at the tine of
transfer. And | think there are sone good reasons
for that. | think M. Fletcher's coments are very
wel | taken, especially given the magnitude of the
request in this case that there is the risk down
the road of what happens if the acquisition
adjustnent is not granted subsequent. \What happens
to the overall operations of the utility, is that a
Ssituation -- I'"'mnot saying this purchaser in this
case necessarily, but a purchaser m ght want to
wal k away fromthe systens at that point.

| also struggle, frankly, when | | ook at, for
exanple, Item5 on page 11, there's a listing of
things that the utility believes it can offer to
these systens. There's things |ike managerial and
oper ati onal oversight, engineering planning,
ongoing utility maintenance, utility
record-keeping. | don't know what they're going to
gquantify down the road for us that hel ps ne

understand any better why these are extraordinary
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1 ci rcunstances. These are things we woul d expect
2 any prudent utility taking on a systemin Florida
3 to do. | don't believe | ooking at these,
4 utilities, and, yes, one of them has a consent
5 order. That's not exceptional to ne. That happens
6 with utilities. They conme in and out of DEP
7 conpliance. | don't see in these cases the kinds
8 of poor managenent and deteriorated facilities that
9 one expects one woul d see that woul d encourage a
10 finding of extraordinary circunstances. So even if
11 the Comm ssion could defer, | think we have,
12 frankly, sufficient information to nake that
13 decision now, and | do think that is overwhel mngly
14 consi stent with what the Comm ssion has done.
15 CHAI RMAN FAY: Sure. So there's no |ega
16 prohi bition of doing so, but it would be
17 i nconsistent with policy and how t hey' ve been
18 carried out in the past?
19 M5. CRAWFORD: I'msorry. One nore tinme.
20 CHAI RMAN FAY: It's -- there's no prohibition
21 to doing so, is what you're saying. You don't
22 specifically read it to have a prohibition. You're
23 just stating that that's how Conm ssion's -- they
24 ended up in the history, and you think that's
25 significant.
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1 M5. CRAWFORD: | do. | do think it's

2 significant. [I'll always say |I'mnot a nunbers

3 gal, so I'll have to defer to M. Fletcher about

4 the i nportance of what he's pointed out in the

5 subsecti on.

6 CHAI RVAN FAY: Geat. Thank you. [I'Il go to

7 Comm ssi oner O ark and then Conm ssi oner G aham

8 COW SSI ONER CLARK:  Yeah. | would just say,

9 Ms. Crawford, | agree with your point. W don't know
10 that there -- we don't know that they can do a

11 better job than the other utility. But then again,
12 at the sane tine, we don't know that it can't

13 either. And so | think that sone room here for --
14 again, we're tal king about, okay, do you grant them
15 23 tinmes book, or do you grant themtwo tinmes book?
16 Is there a -- is there sone advantage they bring to
17 the table? And is there a value associated with

18 sonething that they're bringing to the table? M
19 point is, | think you' ve done a very poor job of

20 denonstrating that to this point. | think you

21 shoul d have had your ducks together before you got
22 here with that and be able to prove that you had

23 it. But | also get, maybe you don't know all the
24 answers right now. | understand our -- | see both
25 sides of this, and I"'mkind of torn in this
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1 particul ar case.

2 My question would be to the potential buyer,

3 if we said there is no acquisition, are you stil

4 going to go ahead and purchase the systenf? That's

5 kind of an inportant, inportant thing that would

6 drive ny decision here.

7 CHAI RMAN FAY: Conmm ssioner Clark, | think

8 that's a rel evant and appropriate question. So,

9 M. Cox, if you d |like to answer that, in addition
10 to what we have in the record already.

11 MR COX: Yes. | guess the frank answer is, |
12 don't know. And the reason for that is, | believe,
13 you know, and |'ve seen in other circunstances for
14 ot her systens, as we bought -- you know, for

15 exanpl e, these systens don't have, |ike, accurate
16 underground utility mapping, they don't actually
17 know t he assets they own all the way. Right. So,
18 you know, there is sonme roomat sone future rate
19 case that | would cone in and say, hey, the

20 original recording of these assets was incorrect,
21 sonme of these assets were never recorded. Right.
22 But that's a different process than having the

23 ability to say, here are the econom es of scale,

24 we're bringing the benefits, so we can, you know,
25 realize sone of this acquisition premum | don't
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1 know -- | don't know what that nmath is going to be

2 at a future date.

3 | can tell you, because these are snal

4 utilities run by people who are not utility

5 people -- | nean, they're just not. Right.

6 They' re devel opers who inherited the systens, you

7 name it, that's where they cone from Until you

8 run these things and really have a feel for what

9 the assets are and what's going on, that's why we
10 can't quantify them because the owners are not

11 going to give up -- you know, | can walk out to a
12 system -- and you see the North Peninsula pictures
13 and show deterioration in aeration basins, you see
14 DEP, you know, violations. You can see all that.
15 Until you actually run it, you don't realize how

16 bad the situation really is, how deteriorated is

17 t he underground pi pi ng, you know, you can do snoke
18 testing. | think those are the things that we have
19 to own it before we can cone before you with an

20 accurate -- | think whatever wants is nore accurate
21 record, and we do, too. And it wll take tinme for
22 us to own and operate to present that accurate

23 record. And then fromthere, you make a deci sion.
24 CHAI RVAN FAY: Thank you.

25 COW SSI ONER GRAHAM  Thank you, M. Chair man.
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1 You know, it's interesting. The positive
2 acquisition adjustnent is a high hurdle, and
3 there's a reason why it's a high hurdle. And we're
4 goi ng back and forth, and | think Conmm ssi oner
5 Clark hit it right on the head. The buyer did a
6 poor job of doing his job. The burden's on himto
7 cone before us and show the extraordinary
8 ci rcunstance. The burden is not on us to dig to
9 find it. And that has not happened. Just because
10 sonebody conmes to town and deci des they want to pay
11 in tinme whatever the value is, or nore than the
12 value is, should that burden be put on the
13 rat epayers? | nean, these -- we have so many -- we
14 have so many different water systens that cone
15 before us that the quality is just so poor. This
16 is not one of them There's nothing wong with
17 these three systens. They're working correctly
18 right now | think the nessage you need to send
19 is, if you want to spend that much nore than what
20 this thing is worth, then it's on you. And if we
21 need to do sonething noving forward, we can do that
22 in arate case, but | don't see the reason why we
23 shoul d defer turning down this acquisition
24 adj ust nrent now because, again, the applicant did
25 not do his burden. If he wants to still purchase
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1 it, he can still purchase it, and we can stil
2 approve the transfer. |If he does not want to
3 purchase it, then this utility will work just as
4 fine tonorrow as it did today, as it will -- as it
5 did last year. That's mny opinion.
6 CHAI RMAN FAY:  Conmi ssi oner Passi dono.
7 COMW SSI ONER PASSI DOMO: Thank you, M.
8 Chairman. I'Il just -- I'Il be brief. | have to
9 agree with ny col | eagues here about, you know, the
10 failure to live up to the -- indeed it is a high
11 burden, proving extraordinary circunstances and
12 goi ng through the rec and the extensive data
13 request. Both staff and OPC were trying to reach
14 out and get that information fromthe buyer, and
15 the buyer really kind of failing on that part. The
16 only thing I do -- | hope, though, that, you know,
17 this doesn't discourage the buyer from going
18 through with the sale. | think it's really
19 beneficial to have an, you know, an experienced
20 utility with the resources that you have to cone
21 in. So | hope, you know, we -- you continue to
22 want to do business in Florida, even wthout, you
23 know, if we go ahead and deny.
24 CHAI RMAN FAY: Geat. Thank you, Conm ssioner
25 Passidonb. | just -- | have a few comments. |
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1 nmean, | echo ny colleagues in that the
2 recommendation, | think, addresses the chall enge of
3 not having the information at the tine. And |
4 think the argunent's been nade that that's part of
5 acquiring utilities is you don't always have that
6 information. But, as Conm ssioner G aham has
7 stated, we do have sone of those utilities that are
8 in extrene distress and still are able to present
9 enough information for us to then nake a deci sion
10 on what that should be.
11 | think the | egal argunents are somewhat
12 persuasive in that | don't see a | egal prohibition
13 in the separation, but | just have significant
14 concerns about how that process would | ook. And
15 what | think is so unique is when we tal k about
16 these, the rule for water and wastewat er does have
17 t hese specific variables in how we nake the
18 deci sion, unlike sone of the other utilities that
19 we address with this. Sone of it is not just
20 basically by precedent, or previous decisions that
21 we've | ooked at. To nme, it's just extrenely hard
22 to neet that burden.
23 And so, as Comm ssioner Passidonpo said, |
24 thi nk nmy experience has been when | | ook at the
25 wat er systens in Florida, the acquisition and scale
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1 of resources is one of the only solutions to a
2 really chall enging industry, and we do not want to
3 di scourage that. But when it cones to the nunbers,
4 and what technical staff has put forward, | find it
5 hard to see those satisfying what the |egal
6 requirenments are. And so | think it's absolutely a
7 chal | enge.
8 | do hope that there'll be consideration going
9 forward with the acquisitions, if the Conm ssion
10 chooses to approve issues one and two on these
11 items, but recognize that's going to have to be
12 part of the decision, a business decision that
13 you'll have to make. And so hopefully, there'll be
14 sone, at |east certainty, or understanding for what
15 our decision provides for you going forward.
16 So, with that, Conmm ssioner La Rosa, | want to
17 make sure you didn't have anything at this tine
18 before | --
19 COMWM SSI ONER LA ROSA:  Thank you, Chairman. |
20 turned ny light off because | think a | ot of good
21 comments have been said, and | didn't think are
22 necessary. So I'll be very short with this. And |
23 do believe that the standards are there for a
24 reason. | think there's a reason why there is a
25 hi gh st andard.
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1 You know, at the end of the day, | also do not

2 want to discourage, you know, taking on sone of

3 these | egacy assets in water and wastewat er

4 systens, and they ultimately do need a new

5 purchaser to conme in and refresh and turn things

6 around. But | also would agree to the fact that |

7 don't see anything wong with what's before us, as

8 far as the utilities and how they're operating.

9 And the one elenent that | paid probably nost close
10 attention to was how nany conpl aints were nade by
11 custonmers. And at the end of the day, that is
12 certainly a lead into, is there a problenf Should
13 we be paying attention to sonething? Should we be
14 focusing? And | just didn't see a nunber that was
15 overwhel m ng that nmade ne believe that there was a
16 probl em on the ground, so -- but, with that said, I
17 just echo a lot of the sanme comments that
18 everyone's nade here today.

19 CHAI RVAN FAY: Sure. Wth that --

20 M5. CLARK: M. Chairman, | can sort of sense

21 where the vote may be going. | just wanted to ask

22 that there be clarity, but wwth regard to sonething

23 M. Cox said. A lot of tinmes they get in and they

24 see what the actual investnent is, and there may be

25 assets that were not included in rate base that
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shoul d have been. That would be different froma

denial of the acquisition adjustnent, that if there

was | ater discovered facts having to do with actual
I nvestnent, that could be brought up in a rate
case, and | think that's been done before.
CHAI RMAN FAY: Thank you. Wth that,
Conmm ssioners, | will entertain a notion on,
guess, on all three itens, unless soneone woul d
like to take one separately. Conmm ssioner G aham
COMWM SSI ONER GRAHAM | 'd nove staff
recormendation on Itens 5, 6 and 7, all issues.
CHAI RVAN FAY: Have a notion. Do we have a
second?

COW SSI ONER PASSI DOMO. Second.

CHAl RMAN FAY: Comm ssioner Passidonbo with the

second. Wth that, Comm ssioners say aye.

(Chorus of ayes.)

CHAI RVAN FAY:  Nays.

COW SSI ONER CLARK:  Nay.

CHAl RMAN FAY: Wth that four to one, the
recomendati on passes. That is Item5, 6 and 7.

And with that, Conmi ssioners, this neeting is
concluded. W are adj ourned.

(Agenda item concl uded.)
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