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APPEARANCES:

(As heretofore noted.)

And

DAROL CARR, Far, Far, Everett, Syfrett and Carr,
2315 Aaron Street, Port Charlotte, Florida 32952, Telephone
No. (941)-625-6171, on behalf of Burnt Store.

JOSEPH McGLOTHLIN, McWhirter, Reeves, McGlothlin,
Davidson & Bakas, 315 South Calhoun Street, Suite 716,
Tallahassee, Florida 32301, Telephone No. (904)-222-2525, on

behalf of Keystone Heights and Marion Oaks.
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PROCEEDINGS

(Hearing reconvened at 9:00 a.m.)

(Transcript follows in sequence from
Volume 14.)

CHAIRMAN CLARK: We'll reconvene the
hearing. As I indicated last night, we will take
Dr. Beecher first, and she is a Staff witness.

Ms. Capeless, is she your witness?
MS. CAPELESS: Yes, she is.

JANICE A. BEECHER
was called as a witness on behalf of the Staff of the
Florida Public Service Commission and, having been
duly sworn, testified as follows:

DIRECT EXAMINATION
BY MS. CAPELESS:

Q Dr. Beecher, would you please state your
name and business address for the record?

A Janice A. Beecher. My business address is
the Center for Urban Policy and the Environment,
Indiana University, 342 North Senate Avenue,
Indianapolis, Indiana 46204.

Q And are you the same Janice A. Beecher who
prefiled or caused to be prefiled direct testimony in

this docket consisting of 35 pages?

FLORIDA PUBLIC SERVICE COMMISSION
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A Yes, I am.

Q Do you have any changes or corrections to
make to your testimony?

A No, I do not.

Q If T were to ask you the same guestions as
posed in your testimony, would your answers be the
same today?

A Yes, they would.

MS. CAPELESS: Madam Chairman, may we please
have Dr. Beecher's testimony inserted into the record
as though read?

CHAIRMAN CLARK: The prefiled direct
testimony of Dr. Janice A. Beecher will be inserted
into the record as though read.

MS. CAPELESS: Thank you.

Q (By Ms. Capeless) Dr. Beecher, did you also
prefile Exhibit JAB-1 through JAB-9 along with your
testimony?

A Yes, I did.

Q Do you have any corrections or changes to
make to those exhibits?

A No, I do not.

MS. CAPELESS: May we have those identified
as Exhibit 133, please?

CHATRMAN CILIARK: You are ahead of me. I

FLORIDA PUBLIC SERVICE COMMISSION
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have 132. Am I in error?

MS. CAPELESS: Do you want the testimony and
the exhibits to be the same exhibit number?

CHAIRMAN CLARK: No. The testimony would
not be an exhibit. It's simply inserted into the
record.

MS. CAPELESS: ©Okay. Thank you. 132.

CHATIRMAN CLARK: JAB-1 through 9 will be
marked as Exhibit 132.

(Exhibit No. 132 marked for identification.)

FLORIDA PUBLIC SERVICE COMMISSION
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DIRECT TESTIMONY OF JANICE A. BEECHER
Q. Would you please state your name and business address?
A. Janice A. Beecher, Ph.D., Center for Urban Policy and the Environment,
School of Public and Environmental Affairs, Indiana University Purdue

University at Indianapolis, 342 N. Senate Avenue, Indianapolis, Indiana

46204.
Q. By whom are you employed and in what capacity?
A. I have been employed since April 1, 1995 as a Senior Research Scientist

and Director of Regulatory Studies at the Center for Urban Policy and the
Environment, School of Public and Environmental Affairs, Indiana University
Purdue University Indianapolis. The Center is a nonprofit research and
assistance organization. I also am an Adjunct Professor in the School of
Public and Environmental Affairs, Indiana University Purdue University
Indianapolis, where I teach on a part-time basis.
Q. Please state your educational background and give a summary of your
professional experience.
A. I received my B.A. in economics, political science, and history from
Elmhurst College, I11inois, in 1979. I received my M.A. in Political Science
from Northwestern University in 1980. I received my Ph.D. in Political
Science from Northwestern University in 1986. I majored in Public Policy with
minors in Political Behavior & Institutions, Law & Politics, and Urban
Politics. My doctoral thesis was entitled Uncertain by Design: A Structural
Theory of Regulation by the State Public Utility Commissions.

From November 1, 1988 to March 31, 1995, I managed the water research

program of the National Regulatory Research Institute (NRRI) at The Chio State
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University. NRRI is the research arm of the National Association of
Regulatory Utility Commissicners (NARUC). While at NRRI I was the project
manager and senior author for several research projects on water utility
requlation and related issues. These projects resulted in numerous
monographs, articles, papers, and presentations. From November 1, 1983 to
October 31, 1988, I worked for the Chairman of the Illinois Commerce
Commission as a policy analyst and advisor. The I1linois Commerce Commission
regulates public utilities in Illinois.

I have a general background in economic regulatory policy and
decisionmaking and I specialize in the structure and regulation of the water
utility industry.

Q. What are some of your publications?

My NRRI publications include Regulatory Implications of Water and
Wastewater Utility Privatization (1995), Revenue Effects of Water Conservation
and Conservation Pricing (1994), Meeting Water Utility Revenue Requirements
(1993), Viability Policies and Assessment Methods for Small Water Utilities
(1992), Integrated Resource Planning for Water Utilities (1991), Compendium
on Water Supply, Drought, and Conservation (1989), and Cost Allocation and
Rate Design for Water Utilities (1990, also published by the American Water
Works Association Research Foundation).

In addition I have authored two articles and coauthored one article
appearing in the Journal of the American Water Works Association. 1 also have
coauthored a book entitled Forecasts and Environmental Decisionmaking and
several ancillary publications for college level American Government

textbooks.
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Q. In what other professional activities are you engaged?

I am actively involved as a member of the American Water Works
Association (AWWA). I serve on the Rates and Charges Subcommittee of the
Financial Management Committee. I also serve on the Conservation Committee
and as a liaison from the Conservation Committee to the AWWA Management
Division. I presently serve on a project advisory committee for the American
Water Works Association Research Foundation and have served as a technical
reviewer for the Journal of the American Water Works Association.

I serve as an Instructor for the water utility seminars included in the
regulatory training programs organized on behalf of the National Association
of Regulatory Utility Commissioners by the Institute of Public Utilities,
Michigan State University.

I continue to work in a research and advisory capacity with staff
members involved in water utility regulation at the various state public
utility commissions, with professional colleagues in the public and private
sectors, and with faculty colleagues and students.

Q. Have you attached a current resume?

A. Yes, I have attached my resume to my testimony as Exhibit No. JAB-1.
Q. What is the purpose of your testimony in this proceeding?

A. The purpose of my testimony is to provide the Florida Public Service
Commission with g¢general background information about the structure and
regulation of the water utility industry in the United States. [ will present
late-1995 data on the number of regulated utilities in each state and the
nature of state commission jurisdiction. I also will discuss issues and

trends affecting the water utility industry. My testimony is based largely




o A W

QL ~

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

1536

on my own previously published research findings, as noted.

In addition, my testimony will present the findings of a recent survey
of state commission staff on the issue of single-tariff pricing. I conducted
the survey in preparation for this testimony. My goal was to compile current
and detailed information on the use of single-tariff pricing by the state
public utility commissions. I will present some of the arguments in favor and
against the use of single-tariff pricing as a matter of commission policy, as
well as commission staff perceptions about which arguments entered into the
decisionmaking processes as the issue was addressed in their states.

Q. How many community water systems operate in the United States?

A. I will use information from my recently completed report, the 1995
Inventory of Commission-Regulated Water and Wastewater Utilities
(Indianapolis, IN: Center for Urban Policy and the Environment, 1995), to
answer this question.

While the water industry may appear small through the lens of the state
public utility commissions, it actually is a very large, complex, and diverse
industry. The U.S. Environmental Protection Agency, and the state primacy
agencies, count noncommunity and community water systems and record these data
in the Federal Reporting Data System (FRDS}. FRDS data as of January 23,
1995, identified a total of 55,356 community water systems in the United
States. A community water system is a system serving a population of 25 or
more people, with at least 15 service connections.

The data confirm both the Targe numbers of water systems in the United
States, as well as the large proportion of smaller systems. Relatively small

systems, defined as systems serving communities with a population under 3,300




~ O m A W o

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

1537

persons, comprise about 87 percent of total systems and provide water to
approximately 13 percent of the population served by community systems.
Conversely, about 13 percent of community water systems are larger in size and
provide water to approximately 87 percent of the population served.

Q. How are water systems regulated by the states?

A. Regulation of the water industry, like the water industry itself, is
fragmented and pluralistic. A1l community water systems, regardless of their
ownership, are subject to federal and state drinking water regulations
pursuant to the federal Safe Drinking Water Act. These standards focus on
public health concerns. Water systems in many states also are subject to
water quantity regulations, meaning that water withdrawals are regulated
through registration or permitting mechanisms. Economic requlation of water
utility prices and rates of return is the domain of the state public utility
commissions. The commissions play a quasi-administrative, quasi-legislative,
quasi-judicial role in making and impiementing public policy for the regulated
utility industries.

Forty-five commissions presently have authority to regulate investor-
owned water utilities. In some of the states, commission regulation also
extends to other types of water utilities under certain circumstances. For
example, some states regulate municipal water utilities if they provide
service outside of municipal boundaries. Many variations among the states in
terms of commission jurisdiction and authority can be found.

Not all water utilities are subject to commission regulation. The
majority of water utilities in the United States are publicly owned and not

subject to state economic regulation. The state public utility commissions
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do not regulate water utilities in Georgia, Minnesota, North Dakota, South
Dakota, or Washington, D. C. In late 1995, according to a commission source,
the state of Michigan ceased to regulate water utilities.
Q. How many water and wastewater utilities are regulated by the state
public utility commissions in the United States?
A. Exhibit No. JAB-2 provides a summary of the inventory of commission-
regulated water and wastewater utilities in 1995. As shown in that exhibit,
the total number of commission-regulated water utilities in the United States
is approximately 8,537. Approximately 4,095 regulated water utilities are
classified as investor-owned water utilities. These data include 15 investor-
owned utilities and 3 homeowners’ associations that no longer are regulated
in Michigan.

Leading states in terms of the number of regulated water utilities are
Texas (3,300), Mississippi (740), Wisconsin (573), West Virginia (421),
Arizona (354), and New York (354). For investor-owned water utilities,
leading state jurisdictions are Texas (1,200), Arizona (354), New York (334),
North Carolina (226), Florida (210), California (199}, and Pennsylvania (190).
Q. How has the number of regulated water utilities changed?
A. Since 1989, I have conducted periodic surveys to count the number of
requlated water and wastewater systems. Between the 1989 and 1995 surveys,
the number of regulated investor-owned utilities declined by 445 utilities (11
percent); the total number of requlated utilities declined by 1,398 utilities
(16 percent).

States in which the number of regulated water utilities (including

investor-owned utilities) declined by a substantial amount include Arizona,
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Connecticut, Indiana, New York, North Carolina, Pennsylvania, and Texas.
Anecdotal evidence suggests that mergers and acquisitions were the leading
cause of the decline. Systems rarely cease operations altogether. However,
transfers to wunregulated ownership forms and changes in commission
jurisdiction also can contribute to the decline in the number of regulated
utilities. A few states, including Mississippi and Oregon, had substantial
increases in the number of utilities under their jurisdiction. Nebraska’s
gain is noteworthy because jurisdiction was initiated in 1994.

Q. Does the overall decline in the number of regulated water utilities
indicate a decline in the presence of the regulated water industry?

A. No. The decline in the number of regulated utilities is consistent with
an anticipated trend in industry consolidation. Mergers and acquisitions
within both the public and pfivate segments of the industry will gradually
reduce the number of regulated utilities. However, the population served by
regulated utilities will not necessarily decline as a result of consolidation
activity.

Despite the decline in the number of regulated water utilities, water
utility regulation continues to rise in importance on the agendas of many
state commissions. Economic regulation of water utilities is important given
monopoly power, rising costs, structural change, and a degree of uncertainty
about the water supply industry.

Q. What types of public policies support consolidation or regionalization
of the water-supply industry?
A. Modern public policies, including regulatory policies, appear to support

consolidation of the water-supply industry to achieve economies of scale. The
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emphasis on water system viability at the federal, state and local Tevels will
make it harder for providers to get operating certificates,lwater-supply
permits, and special financing. Explicitly or implicitly, growth management
policies in some states are calling for consolidation of water supply through
interconnection with existing systems. Public policy also appears to
emphasize the importance of establishing and maintaining water systems for
which the population served can support the cost of water service. Thus,
institutional factors also are playing a role in reducing the number of water
systems.

Q. How does the number of regulated water utilities compare to the number
of regulated water systems?

A. The state public utility commissions typically count the number of
regulated water utilities but not necessarily water systems. The distinction
between uti]ities and systems can be important in that some utilities
encompass multiple community water systems. The presence of multi-system
utilities is an important feature of economic regulation in many states.

In some states, regulated utilities and systems may be identical in most
or all cases. However, staff members in several states attempted to provide
estimates of the number of water systems represented by the regulated
utilities. According to the 1995 Inventory, the number of commission-
regulated water util/ities is about 8,537 and the number of commission-
regulated water systems is about 11,064,

Compared to the total number of community water systems (55,356},
commission-regulated systems comprise about 20 percent. This finding

generally is consistent with other estimates, although the number and
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percentage of commission-regulated systems probably is somewhat underestimated
because of the difficulty in counting systems as compared with utilities.

Q. How many water systems are in the State of Florida?

A. According to the U.S.EPA’s FRDS Data (January 23, 1995), Florida has
approximately 3,772 transient noncommunity water systems, 1,184 nontransient
noncommunity water systems, and 2,153 community water systems, for a total of
7,109 water systems. Of Florida‘’s 2,153 community water systems, 1,793 serve
populations under 3,300. Florida ranks ninth in the number of total water
systems; seventh in the number of community water systems; and seventh in the
number of smaller water systems (serving populations under 3,300). Florida’s
large number of water systems and large number of small water systems are
significant in public policy terms.

Q. What agencies regulate water utilities in Florida?

A. In Florida, federal and state drinking water quality regulations are
administered by the Department of Environmental Protection (DEP). DEP has
delegated responsibility to some county health departments. Florida’s five
regional Water Management Districts (WMDs) are responsible for water quantity
regulation. The jurisdiction of the WMDs is based on hydrogeologic, rather
than political, boundaries.

The Florida Public Service Commission (PSC) has jurisdiction for the
rates and charges, service, and service territory of the investor-owned water
and wastewater utilities in counties in which it has jurisdiction. Florida
exempts from reqgulation systems with the capacity to serve under 100 people,
resale water, landlords, cooperatives, and homeowners’ associations (except

under certain circumstances). Since 1959, county governments in Florida have
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had the option to regulate water and wastewater utilities or transfer that
responsibility to the PSC. Currently, thirty-nine Florida counties have
transferred economic regulatory responsibility to the Florida PSC.

Q. In general, what is the cost profile of water supply?

A, Water utilities remain one of the more tried and true monopoiies in
terms of basic economic characteristics. In general, water service can be
provided efficiently by a vertically integrated supplier; two or more
suppliers (or redundant distribution systems) in the same service area would
greatly increase costs and rates. The technology of water supply clearly
demonstrates economies of scale, meaning that unit average costs decrease with
the quantity of water provided. The prevalence of many small utilities
undermines the industries’ overall efficiency in terms of achieving economies
of scale.

Even 1in comparison to other utilities, water utilities require
substantial investment in fixed assets relative to the variable costs of
production (including the cost of raw water, energy, and treatment chemicals).
Using the standard of capital investment per revenue dollar, water supply is
among the most capital-intensive of all utility sectors. Capital investment
in water supply mainly is a function of the need to establish production
capacity; maintain a complex storage, transmission, and distribution network;
and meet both fire-protection specifications and peak demands. In general,
the water supply industry has high fixed costs and low capital-turnover rates.
However, the capital intensity of the water supply industry also can be
explained by the industry’s relatively low variable (operating} costs, which

translate into relatively low operating revenues.

- 10 -
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Reflecting these cost characteristics, water rates typically take the
form of a fixed charge that does not vary with usage and a variable charge
that does vary with usage. Traditional cost-of-service principles can lead
to very high fixed charges and very low variable charges for water utilities.
Conservation-oriented rates, however, emphasize the importance of variable
charges in affecting consumption behavior.

Q. How is the cost profile of the water industry changing?

A. Water supply is a rising-cost industry. Water supply utilities, and
their regulators at the federal, state, and local levels, are increasingly
aware of the water supply industry’s changing revenue requirements. Three key
forces affecting the industry’s costs are: 1) the need to comply with
regulatory provisions of the Safe Drinking Water Act (SDWA); 2) the need to
replace and upgrade an aging water delivery infrastructure; and 3) the need
to meet population growth and economic development. In addition, water
utilities face a variety of secondary cost forces. These include the
sometimes high cost of borrowing to finance capital projects (especially for
small systems) and the shift to nonsubsidized, self-sustaining operations
(especially for publicly owned systems}.

The concurrent and mutually reinforcing impact of these forces on many
utilities presents a substantial pressure on both capital and operating costs,
a pressure not previously experienced by the water supply industry. In
response, water utilities are reexamining their cost allocation and rate
design practices. The interest in alternative ratemaking methods for the
water sector is on the rise.

Q. How should utility regulators respond to the change in the water utility

- 11 -
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cost profile?

A. Rising costs, along with structural and regulatory changes in this
industry, are placing new demands on utility regulators. However, rising
costs should not be taken for granted but closely scrutinized. Moreover, the
water supply industry must be held accountable for making prudent decisions
in response to its changing cost profile. The industry must be able to fully
justify the use of alternative approaches to meeting revenue requirements
(including automatic adjustment mechanisms and pass-throughs, as well as cost
allocation and rate design methods).

Water utility regulators should be open to the consideration of
alternatives but vigilant about how these methods are applied. Regulators
will want to be especially cautious about affecting the incentives that
determine whether utility costs are effectively managed. Thus, the industry
perspective on rising costs and how to address them should be tempered by a

reasoned regulatory perspective.

Q. In the context of rising prices, is water service affordability a
concern?
A. For many water customers, the affordability of water service is a

growing problem. The problem of affordability affects customers in terms of
increased arrearages, late payments, disconnection notices, and actual service
terminations. Affordability affects utilities in terms of expenses associated
with credit, collection, and disconnection activities; revenue stability and
working capital needs; and bad debt or uncollectible accounts the other
customers must cover.

Other ramifications of the affordability issue also are becoming

- 12 -
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apparent. If a customer base cannot support the cost of water service,
potential Tenders may be concerned about the utility’s financial viability and
ability to meet debt obligations. Moreover, disconnecting residential water
customers can present a public relations nightmare for utilities, particularly
because essential services are involved. Increasingly, problems of bad debt
also extend to nonresidential utility customers. Financial distress and
bankruptcies in the commercial and industrial sectors can leave utilities
holding the bag. However, the larger issue of affordability is primarily a
concern with respect to 10&-1ncome residential consumers.

For low-income customers, who have 1ittle choice but to buy service from
the local utility, paying more for basic water service means going without
less essential and more discretionary products and services. Thus, rising
water prices can contribute to a deterioration in the quality of 1ife for low-
income utiltity customers.

Q. Why are small water systems a particular concern to regulators?

A. Small water systems have long troubled utility regulators. Many (but
certainly not all) of the commission-regulated water systems are small in
size, which poses certain public policy problems. Particularly problematic
are the very small systems that were the product of unchecked real estate
development and lax local zoning policies. Many of these systems are
geographically isolated, which often precludes interconnection with another
system. Traditionally, both economic and public health regulators have been
very focused on small system viability issues.

As a utility monopoly, water supply demonstrates substantial economies

of scale. Larger water systems enjoy these economies, meaning that they can

- 13 -
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spread certain costs over a larger customer base. Lower production costs are
reflected in lower prices to customers. Smalier systems must recover revenue
requirements over a smaller customer base. In general, smaller systems are
more likely to encounter viability problems.

Q. What is meant by viability problems?

A. As discussed in my report Viabilrty Policies and Assessment Methods for
Small Water Utilities (Columbus, OH: The National Regulatory Research
Institute, 1992), viability can be defined in terms of financial, managerial,
and technical viability. Financial viability carries particular importance
because a financially healthy utility will have the resources needed for
professional management and technically appropriate operations. Many (but not
all) small water systems have severe viability problems. These problems are
manifested by the small water utility’s poor performance in many areas,
including reguiatory compliance.

State drinking water program agencies recognize these problems in the
form of violations of standards. For small systems, these violations often
include failure to meet monitoring and reporting requirements. Small systems
also have difficulty complying with public utility commission regulations.
For very small systems, meeting the procedural requirements of economic
regulation (such as those required for rate filings) can be difficult.

Q. How have the state public utility commissions addressed the problem of
small system viability?

A. The commissions, which are well aware of the precarious condition of
many small water systems, can and have addressed the viability issue through

three basic strategies. The first strategy involves slowing the creation of

- 14 -
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new water systems. State regulations can create substantial barriers to entry
for new water systems. Many of the state commissions, as well as the state
drinking water agencies, are tightening the certification process and more
carefully scrutinizing the financial, managerial, and technical capability of
proposed new systems.

The second strategy involves procedural simplification for small water
systems to lower the administrative cost of regulation and enhance regulatory
compliance. This strategy includes simplifying filing and reporting
procedures. In some cases, commission staff directly assist managers of small
water utilities in meeting procedural requirements. Some of the commissions
have used alternative regulatory methods, such as operating ratios, to further
simplify the process and address the unique needs of small systems.
Regulatory simplification treats one of the primary symptoms of small system
viability problems (that is, reguiatory compliance), but it does not
necessarily treat the underlying viability problem (that is, lacking economies
of scale).

" The third strategy involves structural change in the water supply
industry. As noted in the Viability report, the least-cost solution to
regulatory compliance and other problems for many systems can be found only
through structural change, namely consolidation. The downward trend in the
number of water systems suggests that consolidation of ownership in the
industry may be occurring., Consolidated systems may or may not be physically
interconnected. While physical interconnection yields significant economies
of scale, common management of noninterconnected systems addresses financial,

managerial, and technical viability issues and can yield some economies.

- 15 -




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

1548

Many of the commissions have played an active role in this area by
encouraging and approving mergers and acquisitions. Some of the commissions
will provide specific incentives, such as acquisition adjustments. Certain
ratemaking practices, including single-tariff pricing, also can provide
incentives for acquisitions and, perhaps, the formation of regional water
systems. Larger systems interested in acquiring smaller systems tend to favor
single-tariff pricing.

Q. Have you addressed the issue of single-tariff pricing in previous
research reports?

A. I have not written a research report exclusively on the topic of single-
tariff pricing. However, my coauthors and I mentioned this pricing approach
in two previous research reports.

In Meeting Water Utility Revenue Requirements: Financing and Ratemaking
Alternatives (Columbus, OH: The National Regulatory Research Institute, 1993},
with Patrick C. Mann, we suggested that “zonal” pricing was among the pricing
options for coping with rising revenue requirvements. Zonal, or spatially
differentiated pricing in some respects is the conceptual *“opposite” of
single-tariff pricing. With zonal pricing, rates are differentiated for
different service areas according to substantial differences in the cost-of-
service. Some utilities set prices for different zones or districts. In that
report, we wrote:

Zonal pricing recognizes that the location of
consumers within the service area of the water
utility, particularly relative to source-of-supply

and treatment facilities, can affect the cost of
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providing water service to these consumers....

[The] key issue in implementing zonal rates is
one of cost justification. If substantial cost
differences exist within the service area, then zonal
rates may be an appropriate form of rate unbundling
that attains more efficient water rates (that is, an
unbundling that would occur in a competitive market}.
In contrast, zonal rates that are arbitrary (for
example, those that are political in nature)
introduce inefficiencies. Moreover, virtually all
utility rate design is based on some form of
averaging;  zonal pricing may constitute an
undesirable form of price discrimination.

Economic and engineering arguments against
zonal pricing also can be made. Capital-intensive
utility systems are supposed to be designed for
optimal performance of all utility functions (supply,
treatment, distribution, and so on) within a service
territory. Spatial differentiation within the
service territory may subvert this general optimum.
Another potential disadvantage of zonal pricing is
that it can accentuate the problem of localized cost
and rate shock associated with infrastructure
replacements. By broadening the customer base, a

uniform or average rate would cushion the shock and

- 17 -
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temper its adverse effects ({such as revenue
instability). Other problems associated with
implementing zonal rates include substantial
administrative and implementation costs, as well as
resistance from the consumers asked to pay higher
water rates. The expense of developing zonal cost
data probably has limited the application of zonal
pricing. Thus, the major prerequisite to efficient
zonal pricing is the capability to accurately
calculate the cost differences associated with
providing service to different =zones within a

utility’s service territory.

More recently, the issue of single-tariff pricing was mentioned in

Richard Dreese and John D. Stanford. In that report, we wrote:

Traditional methods of costing and ratemaking
in a regulatory context can present a barrier to
privatization activity....

For some regional utilities, [a] preferred
approach is single-tariff pricing (that is, a pricing
structure that provides for cost averaging for
combined systems rather than spatially determined
rates). Averaging mitigates against rate shock for

customers and revenue instability for utilities, and

- 18 -
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is relatively simple to administer. Single-tariff
pricing can encourage economic industry consolidation
and regionalization through privatization (p. 141).

Q. How do you define single-tariff pricing?

A. I have used the following definition of single-tariff pricing:
Single-tariff pricing is used to implement a single
rate structure for multiple water (or other) utility
systems that are owned and operated by a single
utility. With single-tariff pricing, all customers
of the utility pay the same rate for service, even
though the individual systems providing service may
vary in terms of the number of customers served,
operating characteristics, and stand-alone costs.

The terms “single-rate structure,” “uniform rates,” and “rate
equalization” sometimes are used in connection with the concept of single-
tariff pricing.

Single-tariff pricing can be applied across all of the systems
comprising the water utility. However, utilities also sometimes establish
rates for regional zones consisting of subsets of water systems within the
larger service territory. Rate consolidation sometimes is used for contiguous
water systems that are not interconnected, as well as for noncontiguous water
systems that are not interconnected. These instances of partial rate
consolidation can be a compromise between individualized tariffs and complete
single-tariff pricing, or part of a phase-in plan leading ultimately to a

single tariff.
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Q. Can you provide an example of single-tariff pricing?
A. One of the best examples of a single tariff across an expansive “service
territory” is the single rate used for first-class postage. Other examples
can be found in the other utility sectors. For example, long-distance,
cellular-phone, and cable television services typically are priced according
to the single-tariff concept (although the terminology may be different). In
the energy utilities, pricing usually is determined for a regional
enfranchised service territory, regardless of the physical proximity of
customers to specific utility facilities. The other utility sectors generally
price across larger regional territories than water utilities, although
facilities in the other sectors tend to be physically interconnected through
transmission and distribution networks.
Q. What are the key advantages and disadvantages of single-tariff pricing?
A. The primary advantages of single-tariff pricing are that it can Tower
administrative and regulatory costs, improve rate and revenue stability, and
ensure affordability for customers of very small (or extremely small) water
systems. Importantly, single-tariff pricing is a pricing strategy, not a
costing strategy. By itself, single-tariff pricing may not provide
significant economies of scale because only the costs associated with the
pricing process itself (including analytical, administrative, and regulatory
costs) can be considered. Economies of scale in production (which requires
physical interconnection) are achieved separately, regardless of the rate
structure that is used.

However, single-tariff pricing can lead to economies of scale in the

water industry through secondary benefits. The secondary advantages are that
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single-tariff pricing can encourage industry consolidation. If
regionalization eventually includes physical interconnection among some or all
systems managed by a utility, more significant economies of scale can be
realized. Other secondary advantages include regulatory compliance and
universal service.

The primary disadvantages of single-tariff pricing are that it
undermines economic efficiency, distorts price signals to customers, and may
not be consistent with traditional cost-of-service principles. These
arguments are fundamental to utility economics, pricing, and regulation.
Secondary disadvantages are that single-tariff pricing can provide utilities
with incentives to overinvest, disincentives for controlling costs, and a
competitive advantage in terms of acquisitions.

Q. Why is single-tariff pricing a public policy issue?

A. Singie-tariff pricing is a public policy issue because it involves
tradeoffs among competing policy objectives. Traditional cost-of-service
principles and economic efficiency arguments, adhered to in the U.S. model of
water utility regulation, can lead to the conclusion that stand-alone costs
should be used as the basis for pricing utility services. Single-tariff
pricing as a matter of pubiic policy in this context requires an explicit
recognition of the tradeoffs involved.

Specifically, single-tariff pricing involves a tradeoff between economic
efficiency and other legitimate ratemaking goals. These other goals include,
for example, small-system viability, rate and revenue stability, universal
service, and compliance with environmental standards. In other words,

improving economic efficiency can result in less rate stability, and vice
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versa. The issue of whether physical interconnection should be required for
single-tariff pricing is an ongoing matter of debate. Evaluating these trade-
offs can be complex. The decisionmaking process can be greatly enhanced by
information and analysis, and decisions can be made more rational, but a
certain degree of judgment ultimately is required in determining what is in
the public interest.

Q. Did you conduct a survey of state commission staff members on the issue
of single-tariff pricing?

A. Yes. In preparation for this testimony, I surveyed staff members at all
of the state public utility commissions with jurisdiction for water utilities
(that is, forty-five state commissions). The survey was first sent by telefax
in January 1996 and followup telephone calls were made in late January and
early February to ensure the completeness and accuracy of the survey. The
survey was sent to staff members who responded to past surveys 1 have
conducted. To the best of my knowledge, the survey was completed by the
individuals at the commissions who are knowledgeable about water utility
regulation and competent to complete this particular questionnaire. A copy
of the survey questionnaire is attached as Exhibit No. JAB-3.

Q. Is single-tariff pricing for water utilities an issue for every state
public utility commission?

A. No. Jurisdiction for water utilities and the presence of multi-system
utilities are necessary but not sufficient conditions for single-tariff
pricing to be an issue for a given commission. Single-tariff pricing does not
become an issue until a utility or the commission initiates the use of this

method. Utilities with systems that are viable on a stand-alone basis, by
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virtue of size and other factors, may not need or want single-tariff pricing.
Even when considered or implemented, single-tariff pricing may not be
considered “an issue.”

Staff at the West Virginia commission involved in regulating public
service districts noted that single-tariff pricing has been a “hot topic”
because of the state’s rural areas. They also note the use of both single
tariffs and multiple tariffs in the state.

Exhibit No. JAB-4 provides a summary of state commission policies on
single-tariff pricing for water utilities. The consideration of single-tariff

pricing policy can benefit from the following perspective:

All state public utility commissions: 51
Commissions without jurisdiction for water utilities: - 6
Subtotal 45
Commissions without multi-system water utilities: - 16
Subtotal 29
Commissions for which single-tariff pricing has

never been considered: - 5

TOTAL

N

Based on this perspective, it is reasonable to evaluate commission
policies with regard to single-tariff pricing in the context of the twenty-
four commissions where multi-system water utilities operate and where the
issue has been considered (including the states where single-tariff pricing
has been rejected or considered but not approved). Given this context, a
clear majority of affected state commissions have allowed for the use of

single-tariff pricing (16 state commissions).
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Of the remainder, three commissions (California, Massachusetts and New
Hampshire) have allowed partial rate consolidation, one has considered but not
approved single-tariff pricing (New Jersey); and two have rejected proposals
for single-tariff pricing (Indiana and Vermont). For two commissions
(Maryland and Mississippi), single-tariff pricing had not been an issue but
staff characterized commission policy as "“case-by-case". It also is
noteworthy that in one of the states approving a single-tariff pricing
structure (Idaho), the matter was "not a issue when proposed”.

Q. What did you find in your survey of state commission staff members?

A. The results of my survey are reported in my Exhibits Nos. JAB-4 through
JAB-9. The data are reasonably compete for all fifty-one public utility
commissions (including the District of Columbia commission). Detailed data
on specific utilities are incomplete from a few states because of the
difficulty in compiling these data.

As shown in the summary data on page 7 of Exhibit No. JAB-5, six public
utility commissions do not have jurisdiction for water utilities (“NJ”). In
sixteen (16) of the states with jurisdiction for water utilities, staff
observed that no multi-system water utilities were in operation. This finding
also was established in the 1995 Inventory Report, which was used to
supplement this survey. For the remainder of the survey, responses for these
sixteen states were recorded as “NA,” or “not applicable.”

Twenty-nine (29) state commissions regulate multi-system water utilities
where single-tariff pricing is a potential issue. Of the twenty-nine (29)
commissions with multi-system water utilities, sixteen (16) have approved

single-tariff pricing for one or more utilities; thirteen (13) had not
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approved single-tariff pricing. Of the thirteen (13) commissions that had not
approved single-tariff pricing, three explanations were provided: 1} single-
tariff pricing had not been an issue (7 commissions); 2) a proposal for
single-tariff pricing was rejected (2 commissions); and 3) single-tariff
pricing had been considered but not specifically approved (4 commission). In
three of the four states where single-tariff pricing had been considered but
not approved, partial rate consolidation had been approved; in the fourth, a
case involving single-tariff pricing was pending.

The Indiana commission reportedly rejected single-tariff pricing because
of cost-of-service issues; the Vermont commission reportedly rejected single-
tariff pricing because of concerns about cross-subsidies. No commission staff
member reported that single-tariff pricing had been expressly prohibited.
However, the Florida survey response indicated that there is proposed
legislation that would 1imit the wuse of single-tariff pricing to
interconnected systems.

0. What specific data on single-tariff pricing were revealed by the survey?
A. As shown on page 13 of Exhibit No. JAB-6, data were provided for 213
multi-system utilities, of which 128 had implemented single-tariff pricing and
20 had implemented partial rate consolidation (that is, single-tariff pricing
for all but a few systems or single-tariff pricing for groups of systems
within the utility but not for the utility as a whole. Partial rate
consolidation in some cases is used to phase-in the single tariff. The survey
does not include the multi-system utilities in Texas (estimated to be 200 to
300 utilities) or all of the multi-system utilities in Florida (estimated to

be 60 to 70 utilities) because these data were not readily available. Other
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states also may have some additional multi-system utilities for which data
were not reported. The survey also excludes publicly owned water utilities,
with the exception of West Virginia for which data were available for
commission-regulated public service districts. The reported 148 water
utilities using single-tariff pricing or partial rate consolidation are
comprised of approximately 1,872 systems. The reported 55 water utilities not
using single-tariff pricing are comprised of approximately 326 systems.
System data were not available for 10 multi-system water utilities that do not
use single-tariff pricing.

Several states have jurisdiction for only one multi-system water
utility. States with 10 or more multi-system utilities are Connecticut,
Florida, Louisiana, North Carolina, Pennsylvania, Texas, Washington, and West
Virginia. Of these states, only Louisiana has not approved single-tariff
pricing.

As shown on page 13 of Exhibit No. JAB-6, based on the available data,
the number of systems managed by the multi-system utilities ranges from 2 to
201. The average number of systems reported is 11; the median number of
systems was 4. The number of connections for the smallest system ranged from
2 to 30,000, with an average value of 751 and a median value of 30 (based on
data for 115 systems). The number of connections for the largest system
ranged from 18 to 329,000, with an average value of 11,615 and median value
of 257 (based on data for 115 utilities). The earliest date reported for
adopting single-tariff pricing was 1958; the most recent date was 1995. The
average and median time frame for adopting single-tariff pricing was the early

1980s.
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At the time of the survey, single-tariff pricing had been partially
implemented for several systems. In some cases, all but a few systems are
placed under a single tariff; in other cases, the single tariff is being
phased-in gradually over time. In addition, single-tariff pricing proposals
were pending before two state commissions (Massachusetts and New Jersey).
Only one commission reported that monitoring and evaluation of single-tariff
pricing had occurred in the form of reexamining past rate cases (West
Virginia).

Q. Did you compare single-tariff utilities to multi-system utilities
without a single tariff?

A. Yes; the results are presented on page 14 of Exhibit No. JAB-6, and in
Exhibit No. JAB-7. Data on the smallest and Tlargest connections were
available for 115 utilities (80 single-tariff utilities and 35 multi-system
utilities without single-tariff pricing). All available data were used to
preserve as much information as possible for the analysis. For data reported
as a range of values, an average was used (for example, "8 to 9" was replaced
with 8.5). For data reported as "<5", a value of 4.5 was used.

The sample is incomplete and nonrandom, so findings based on the
available data are not generalizable. Substantial missing data will affect
the results of any analysis. However, the data represent a sizable portion
of the multi-system utilities regulated by the state commission. Also, many
states reported a mixture of systems with and without single-tariff pricing.
Certain observations can be drawn from the data that should lead to further
consideration and analysis.

For example, as shown in my exhibits, single-tariff systems and multi-
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system utilities appear to differ in terms of the number of systems that
comprise them, smallest connections, and largest connections. For single-
tariff systems, the median number of systems was 5 (average value of 13); for
multi-system utilities without single-tariff pricing the median number of
systems was 4 (average value of 6). The connection data reveal more striking
patterns. Along every measurement (except for the minimum of 2 connections
for the smallest systems for both utility types), single-tariff utilities
appear to be much smaller in terms of both smallest and Targest systems based
on connections.

This finding is very consistent with the perception that single-tariff
pricing is most needed, and perhaps most justified, when numerous very small
water systems are involved. These data may indicate that commission approva]
of single-tariff ~pricing may take inte account these basic descriptive
characteristics.

Q. How would you summarize current public utility commission policy on
single-tariff pricing? |

A. Referring back to my Exhibits Nos. JAB-4 and JAB-5, single-tariff
pricing is generally accepted in eight (8) states. Texas commission staff
members noted that single-tariff pricing was accepted “and preferred.” In
fact, the Texas commission provides a simplified procedure for merging the
rates of acquired systems with the rates of the acquiring utility. While
single-tariff pricing usually is requested by the regulated water utility, at
least one commission {(New York) has imposed its use. Pennsylvania staff noted
that the use of single-tariff pricing has evolved from its application on the

basis of physical interconnection to its application on the basis of common

- 28 -




W~

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

1561

ownership.

Staff members at fifteen (15) commissions characterized the policies of
their commissions as “case-by-case, ” indicating that the single-tariff
pricing must be justified for every specific application (even when the policy
is “generally accepted”). In many states, only some of the multi-system
utilities under the commission jurisdiction are implementing single-tariff
pricing.

In eight of the case-by-case commissions, single-tariff pricing has been
approved. In seven (7) of the case-by-case commissions, single-tariff pricing
has not been approved. Three (3) of these commissions had approved partial
rate consolidation for one or more utilities. Only one (1) commission had
rejected a single-tariff pricing proposal.

Q. Do publicly owned water utilities use sing]e-tariff pricing?

A. Generalizing about ratemaking for publicly owned utilities is difficult
because so many variations can be found. Municipal water utilities often have
a single pricing structure for all customers served within municipal
boundaries (“outside” customers often pay a higher rate).

Some insights can be found from the surveys from two states with
Jurisdiction for publicly owned systems. In Wisconsin, where municipalities
are commission-requlated, the survey noted that state law mandates single-
tariff pricing for municipalities (Wisconsin S. 66.069 (1} (a) (1971)). In
West Virginia, where public service districts are commission-regulated,
single-tariff pricing is approved on a case-by-case basis.

Q. What arguments in favor of single-tariff pricing were identified by

commission staff members?
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A. Various reasons for commission approval of single-tariff pricing were
provided. The primary reason for approval is presented in Exhibit No. JAB-5.
Cost savings were frequently mentioned. As reported in Exhibit No. JAB-8,
commission staff also were asked to identify the arguments that influenced
their commissions’ deliberations or policies regarding single-tariff pricing.
Staff could cite more than one argument and no ranking of arguments was made.

These data reflect only staff member views, not necessarily the views
or policies of the commissions. Only 21 commission staff members responded
to this portion of the survey. The data exclude 6 commissions without
jurisdiction, 16 commissions with no single-tariff pricing (“not applicable”),
and 8 commissions that have multi-system utilities but where single-tariff
pricing has not been an issue. One of the 4 is the Iowa commission, where
single-tariff pricing was approved for one utility but was not an issue of
significance.

In decreasing order of mentions, commission staff indicated the

following arguments:

® Mitigates rate shock to utility customers (17)
o Lowers administrative costs to the utilities (16)
® Provides incentives for wutility regionalization and

consolidation (15)

® Physical interconnection is not considered a prerequisite
(13)

e Improves service affordability for customers (12)

e Addresses small-system viability issues (12)

® Provides ratemaking treatment similar to that for other
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utilities (10)

Facilitates compliance with drinking water standards (9)
Overall benefits outweigh overall costs (9)

Promotes universal service for utility customers (8)
Lowers administrative cost to the commission (8)

Promotes ratepayer equity on a regional basis (6)
Encourages investment in the water supply infrastructure (5)
Promotes regional economic development (3)

Encourages further private involvement in the water sector
(2)

Other: Can be consistent with cost-of-service principles (1)

Staff members also noted that single-tariff pricing can be consistent

with cost-of-service principies {New York), that separating small-system costs

may not always be cost-effective (Virginia), and that the genesis for the

issue was regulatory simplification (California). Mitigating rate shock also

was equated with “rate stability” (Indiana).

Typically, more than one argument will affect commission deliberations.

As noted by the Massachusetts Department of Public Utilities in 90-146,

The Parties also agree that, although the supply and
distribution systems serving the communities in the
Worcester County zone are not physically
interconnected, several factors (viz, the contiguity
of the communities served in that zone; the
commonality of personnel for meter-reading,

operations, maintenance, and construction duties; and
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administrative convenience) are decisive in favor of

treating the two Worcester County communities as a

single zone in resolving the issues in D.P.U. 90-

146.
Q. What arguments against single-tariff pricing were identified by
commission staff members?
A. Various reasons for commission disapproval of single-tariff pricing were
provided. The primary reason for the disapproval is presented in Exhibit No.
JAB-5. Cost-of-service issues were frequently mentioned, although some staff
also indicated that single-tariff pricing can be consistent with cost-of-
service principles. As reported in Exhibit No. JAB-9, commission staff also
were asked to identify the arguments that influenced their commissions’
deliberations or policies regarding single-tariff pricing. Staff could cite
more than one argument and no ranking of arguments was made.

These data reflect only staff member views, not necessarily the views
or policies of the commissions. Only 21 responses were made to this portion
of the survey. The data exclude 6 commissions without jurisdiction, 16
commissions with no single-tariff pricing (“not applicable”), and 8
commissions that have multi-system utilities but where single-tariff pricing
has not been an issue. One of the 4 is the Iowa commission, where single-
tariff pricing was approved for one utility but not an issue of significance;
another is Wisconsin, where single-tariff pricing 1is vrequired for
municipalities but has not been an issue for investor-owned utilities.

In decreasing order of mentions, commission staff indicated the

following arguments:
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) Conflicts with cost-of-service principles (14)

] Provides subsidies to high-cost customers (12)

° Not acceptable to all affected customers (10}

[ Considered inappropriate without physical interconnection
(8)

° Distorts price signals to customers (7)

L Fails to account for variations in customer contributions
(6)

® Justification has not been adequate in a specific case (or
cases) (6)

o Discourages efficient water use and conservation (4)

° Encourages growth and development in high-cosf areas (4)

° Undermines economic efficiency (3)

) Provides unnecessary incentives to utilities (2)

® Not acceptable to other agencies or governments (2)

o Insufficient statutory or regulatory basis or precedents {2)

e Overall costs outweigh overall benefits (2)

L Encourages overinvestment in infréstructure (1)

e Other {0)
Regarding unacceptability to other agencies or governments, the
California staff member noted that opposition came from other utilities.
Q. What are some of the implementation strategies that are used in
conjunction with single-tariff pricing?
A. Several implementation strategies for single-tariff pricing can be

considered. Implementing the single tariff sometimes is accomplished in
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conjunction with acquisition proceedings. Utilities can phase-in single-
tariff pricing for all or part of their service territory. A partial form of
single-tariff pricing is to adopt a common fixed or customer charge for all
utility customers, and alter variable charges based on variations in the cost
of service. Utilities can use surcharges or other mechanisms to differentiate
prices based on extraordinary costs. A partial approach is to develop tariffs
for zones based on gfoupings of systems.

Q. Should public utility commissions consider implementing other regulatory
approaches in conjunction with single-tariff pricing?

A. Yes. Commissions may want to consider policies in several areas.
First, regulators may want to use auditing or other evaluation techniques to
establish that the utility as a whole is operating efficiently and
effectively. Second, the commission may to coordinate with other regulatory
agencies to establish the utility’s progress in regulatory compliance. Third,
regulators may want to review utility planning documents to evaluate the
utility’s long-term strategic plans for serving customers throughout their
service territories. Fourth, the commissions may want to implement a
monitoring and evaluation system to assess the effects and effectiveness of
single-tariff pricing. Fifth, single-tariff pricing may be appropriately
considered in conjunction with alternative dispute resolution to provide
affected parties a forum for participation and an opportunity to reach a
settlement agreement on certain issues. Finally, regu]ators~may want to
assess the utility’s efforts in educating and involving customers about the
nature and purpose of water rates. These efforts may include the utility’s

specific efforts in building understanding and support for the rate structure,
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as well as other considerations (such as conservation).

Q. Do you believe the state public utility commissions should have the
authority to implement single-tariff pricing?

A. Yes. Single-tariff pricing is a legitimate policy tool used by a clear
majority of the states that regulate multi-system water utilities. Single-
tariff pricing is a teol that can be used on a case-by-case basis to achieve
what the commissions believe to be in the public interest given the evidence
before them. The precarious condition of very small water systems merits the
consideration of alternative regulatory approaches, including single-tariff
pricing. Because of the numerous policy tradeoffs involved, only the
commissions themselves can specify the circumstances appropriate for
implementing single-tariff pricing. The commissions should exercise due
diligence in assessing these circumstances, and I believe they are doing so.
I also believe that oprohibiting the use of single-tariff pricing by
legislative, judicial, or other means would not be appropriate from a public
policy standpoint.

Q0. Does that conclude your testimony?

A. Yes,
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Q (By Ms. Capeless) Dr. Beecher, have you

prepared a summary of your testimony?

A Yes, I have.
Q Would you give your summary, please?
A The purpose of my testimony was to provide

the Commission and the Commission Staff with a policy
analysis of the single-tariff pricing issue. 1In
preparing my testimony, I tried to accomplish three
goals. One was to put the issue of single-tariff
pricing in the larger context of national trends in
the water industry and trends in public policy toward
water utilities.

Second, was to compile data on the use of
single-~tariff pricing by the commissions that regulate
multisystem water utilities throughout this nation.

And third, my goal was to characterize
Commission policies on single-tariff pricing, as well
as Staff perceptions about the key arguments in favor
and against the use of single-tariff pricing.

Q Thank you.

MS. CAPELESS: We will tender the witness
for cross examination.

CHATRMAN CLARK: Mr. McLean.

MR. McLEAN: Thank you. Citizens don't have

any questions but do want to thank you for that brief
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summary, ma'am.
CHATRMAN CLARK: Mr. Twomey.
CROSE EXAMINATION
BY MR. TWOMEY:

Q Good morning, Dr. Beecher. I'm Mike Twomey.
I represent a number of civic associations and
consumer ordahizations served by Southern States
Utilities. And perhaps by way of explanation, most,
but not all of them, are opposed to what we down here
refer to currently as the uniform rate structure.

Now, I want to ask you a few gquestions about
how you came to testify for the Commission Staff, if I
may. You have written extensively about the industry
and served as an employee in the past of the National
Regulatory Research Institute; is that correct?

A That's correct.

Q That institute is the research arm of the
National Association of Regulatory Utility
Commissioners; is that correct?

A That's correct.

Q You have served for a number of years both
on committees of the America Waterworks Association
and NARUC; is that correct?

A That's correct.

Q I=s not the America Waterworks Association a
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trade organization for the water and wastewater
industry?

A I would characterize the America Waterworks
Association as a professional organization
representing water utility professionals. As I
understand it, memberships for the most part are
individual memberships. However, clearly the
association brings together water utility
professionals.

Q Okay. Thank you.

And through your association with those
committees, you've come to know fairly well for some
six or seven years PSC Staff member John Williams?

A That's correct.

Q And John Williams serves with you on two of
those committees?

A Yes. That's correct.

Q Now, additionally John Williams is one of
the staff contact persons that you had tried to
maintain contact with arocund -- through the

commissions in the United States, right?

A Yes, that's correct.

Q And Bill Lowe is one of your other contacts
here?

A Yes.

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

1571

Q You told me in your deposition, did you not,
that for some years the case history of this case -- 1
take it meaning the uniform rate decision -- has been

talked about generally in the regulatory community,
and that as a conseguence, you were aware that the
Florida Public Service Commission had approved uniform
rates.

A Yes. I was aware of the issue and the case.

Q Okay. Now, sometime in the fall of last
year, that is 1995, you met John Williams in Orlando
at a seminar or conference and he broached the subject
of testifying in this proceeding; is that correct?

A No. John Williams contacted me in the fall
by phone about the possibility of testifying. We did
not meet in person until Orlando which was in January
of this year.

Q I see. And did he tell you in discussing
testifying in this case that the Public Service
Commission had specifically approved uniform rates for
SS5U in the 1993 rate case?

A I can't recall the details of our
conversations, but I think he gave me a broad history
of the case.

Q Did he in that broad history tell you that

subsequent to approving uniform rates for Southern
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States initially, that this Commission held an
investigatory docket to examine the appropriateness of
uniform rates for Southern States?

A I cannot recall if he specifically told me
that.

Q Okay. Did Mr. Williams tell you that he had
at some point in these proceedings filed testimony --
and by "these proceedings," I mean the series of
cases ——- that he had filed testimony in support of the
uniform rate concept?

A No, I don't recall him telling me that.

Q Do you recall whether the Staff supplied you
with copies of testimony in those proceedings?

A In the prior proceedings?

Q Yes, ma'am.

A No, they did not.

Q Now, just by way of definition, what I'm
referring to as uniform rate structure here is really
a misnoner, isn't it?

A We often use the term uniform rate to refer
to specifically the rate design whereby we charge the
same price per unit of water consumed or other utility
products so to avoid confusion between uniform pricing
in that regard versus uniform pricing in which you're

referring. 1I've used the term single-tariff pricing.
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Q All right. Aand isn't it true that the
single-tariff pricing means the same tariff rate for
all customers of a utility at all of its systems
irrespective of whether the systems are
interconnected, and also irrespective of whether their
cost of providing service are the same or not?

A That's consistent with my definition, yes.

Q Okay. I want to get into this in a little
more detail in a moment, but in your experience don't
you typically refer to a utility as the corporate

entity that owns utility systems, water and wastewater

systems?
A Yes.
Q And as a subcategory within a utility, isn't

it true that you typically refer to the geographic
service areas of the plant within the geographic
service areas as systems?

A Yes.

Q Now, Dr. Beecher, I apologize and I may come
to it later in my notes here, but in one of your
publications you refer to a United States
Environmental Protection Agency Regulation, or some
document, that defines systems in that way. Do you
recall that?

A Yes, in general.
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Q I'm sorry, so you don't know the specific
cite?

A I don't have before me the EPA's formal
definition of a water system; but as I understand it,
it is for the most part a stand-alone operating
system.

Q Okay. In any event, you met with John
Williams in January of this year in Orlando at some
tvpe of conference, and it was resolved then that

you'd go ahead and prepare testimony; is that correct?

A That's correct.

Q And in doing that you prepared a survey,
correct?

A That's correct.

Q But prior to your survey going out -- and

that survey is attached to your testimony?

A That's correct.

Q Prior to your survey going out to the
various Commission staff's, you had an opportunity to
review the survey sent out by a Florida Staff member,
Troy Rendell, in a earlier case; is that correct?

A I drafted my survey. I provided a review
draft to the Commission Staff members with whom I was
working and counsel, and after that, they provided me

with a copy of the prior survey. 2and I did receive
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that prior to sending out my survey, correct.

Q And the Florida PSC Staff had an opportunity
to review your survey draft?

A The Florida Staff who had an opportunity to
review my survey, to my knowledge, were Jennie Lingo,
Joann Chase and Lila Jaber.

0 Yes, ma'am. Much of your testimony is
devoted to a fairly generalized discussion of the
history and current status of the water and sewer
industry in the United States. Would you agree?

A Yes, that's correct.

Q Additionally, you have discussed at some
length the responsibilities of the Florida PSC for
regulation as well as to some lesser degree the roles

of the environmental agencies in the state of Florida,

right?
A Yes.
Q And then you discuss the issue of

single-tariff pricing. And you note on Page 16 of
your testimony that you haven't written exclusively on
this subject, but you've mentioned it in two of your
previous reports, correct?

A Correct.

Q Now, I want to be clear from the outset, you

are not here through your testimony, are you
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Dr. Beecher, to endorse the concept of single tariff

rates?
A That is correct.
Q Rather, you are here to provide some

explanations or alternatives to this Commission for
their consideration. Is that generally correct?

A Yes, that's correct.

Q I've got a -- in that regard I want to ask
you some questions about some of your writings.

MR. TWOMEY: Madam Chairman, I've got a
document, if I could have a number, "Cost Allocation
and Rate Design for Water Utilities, December 1990."

CHATRMAN CLARK: Okay. Cost Allocation and
Rate Design for Water Utilities, the National
Regulatory Research Institute dated December 1990,
will be marked as Exhibit 133.

(Exhibit No. 133 marked for identification.)

MR. TWOMEY: Tha