JAMES B ALVLES
BHIAN M. BIDCAL
RATHLECH BLIZZARD
CLIZABETH C. BOWMAN
RICHARD 6. BRAIGHTHAN
PETEN © CUNMNINGHAM
WALPM A aEiO
THOMAS M DiMOBE
WILLiAM m GEDCDM
WADL I, HOPFPMIND
FiAWE [ WBATYHLWE
HICHARD D. MELSON
DAVID L POWELL
WILLIAM D, PRESTOMN
EAROLYN B. RALPPRLL
DOUGLAS 8. ROBLCRTS
GaRY P BAWD

HORCT P RaiTE
CHMER L G GYUANT

Horpring GREEN Sams & SMITH

PROFESSIONAL ASSOCIATION
ATTORNEYS AND COUNSELORS
123 SOUTH CALMOUN STRECY
POQST OFFICE BOX anea
TALLAHASSEE. FLORIDA 322314
04l ZRE-TROO
FAR ipOat E 24 BO8I
FAN 1) 425 3410

Writer‘s Direct Dial No.
{904) 425-2313

May 24, 1996

BY HAND DELIVERY

Ms. Blanca S. Bayé

Director, Records & Reporting
Florida Public Service Commission
2540 Shumard Oak Bculevard

Tallahassee,

Re

Dear Ms. Bayéb:

FL 32399-0850

Hobe Sound Water Company
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Enclosed for filing on behalf of the Hobe Sound Water
company in the above referenced docket are the original and 15
copies of our Response to Motion to Intervene.
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BEFORE THE FLORIDA PUBLIC SBERVICE COMMISSION

In re: Application for a Docket No. 960192-WU

limited proceeding to include
groundwater development and
protection costs in rates in
Martin County by Hobe Sound
Water Company

Filed: May 24, 1996

B R L

RESPONSE TO MOTION TO INTERVENE
Hobe Sound Water Company (Hobe Sound) files this response to
the Motion tc Intervene filed by The Town of Jupiter Island

("Town") in this docket.

1. Hobe Sound does not object to intervention by the Town
in its capacity as customer of the utility, although Hobe Sound
notes that the impact of the proposed increase on the Town's
water bills is only approximately $1%50 per month.

2. Hobe Sound does object to intervention by the Town in a
representative capacity. Under Section 120.52(12)(d), Florida
statutes, only counties and their agencies, departments and units
are authorized to participate in a representative capacity as
parties to an administrative proceeding. Under the principle of
expressio unius est exclusio alterjus, the legislature’s grant to
counties of a right to intervene to represent the interests of
their residents demonstrates a legislative intent that a
municipality has no similar authority to intervene in
administrative proceedings in a representative capacity.

¥ Since this is a limited proceeding and is being

processed under the commission’s proposed agency action
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procedures, Hobe Sound believes that it is unnecessary for the
commission to consider the "disputed issues of material fact"
listed in paragraph 2 of the Town’s motion at this stage in the
proceeding. Nevertheless, Hobe Sound is attaching hereto a copy
of a memorandum dated May 17, 1996, provided by the utility’s
consultants to the Commission staff, which responds to some of
the unsupported allegations in the Town’s motion.

RESPECTFULLY SUBMITTED this 24th day of May, 1996.

HOPPING GREEN SAMS & SMITH, F.A.

spi 2D, [T

Richard D. Melson

Post Office Box 6526

123 South Calhoun Street
Tallahassee, FL 32314
904 /222-7500

Attorneys for
Hobe Sound Water Company




CERTIFICATE OF SERVICE

1 HEREBY CERTIFY that a copy of the foregoina was mailed to
the following parties this 24th day of May, 1996.

Herbert L. Gildan
Nason, Gildan, Yeager, Gerson
& White
Suite 1200
1645 Palm Beach Lakes Boulevard
West Palm Beach, FL 33401

Rosanne Capeless

pivision of Legal Services
Florida Public Service Commission
2540 Shumard Oak Bouelvard
Tallahassee, FL 32399-0850

Attorney
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GUASTELLA ASSOCIATES, e

UTILITY MANAGEMENT * VALUATION * RATE CONSULTANTS e e
FEAFALE. NTW JTRALY D7p*?
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PAN W) PYA-JFR

TO: Bob Crouch May 17, 1996
Trisha Merchant

FKOM: John F. Guastella

SUBJECT: Hobe Sound Water Company Limited Proceeding
Docket No. T60192-WU

-

The purpose of th's memorandum ig to address the issues raised
by the Town of Jupiter Island in its May 10, 1996 Motion tro
Intervene in this proceeding.

You will recall that upon recelpt of the Company’'s request for
test year approval with respect to a full rate increase (nearly
Jot), the FPSC Staff suggested and the Company agreed that at this
time it would be more productive to instead file for a limited
proceeding (15.7%) which would address only costs assoclated with
the Company‘s source of supply problems. The limited proceeding
would enable the Company to obtain rate rellef more expeditiously
and avold the more costly proceeding with respect to a full rate
Increase. Both the Company and Staff recognized that the resultant
improved earnings would enable the Company to then proceed with
further plant Lmprovements which could be incorporated, along with

other cost Increases not covered by the limited proceeding, in a
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full rate increase filing in about a year. The company belleven
that the limited proceeding contlinues to be in the best interest of
the customers and the Company, provided that the Staff and the
commission are able to address the lssues raised by the Town of
Jupiter Island® without delaying the implementation of the rate
increase or embarking on unnecessarily coetly hearinys. We trust
that Staff will consider this memorandum in the preparation of ite
report to the Commission so that a complete and candlid review of
Lthe Town's intervention will be considered when the Commisulon
decides what is truly in the best interest of the Company and ite
customers.

The Town's Motion to Intervene is made on the basls that it lo
a customer of the Company. The Town is in faclL a customer. The
Town's motion also indicates, however, that "the bulk of the
customers of the utility are residents and taxpayers ln Lthe Town of
Jupiter Island and look to this applicant to represent thelr
{nterest in matters such as this thereby lincreasing applicant’s
jnterest in this rate proceeding.” The fact ls that the bulk of
the Company's cusmtomers are not residents and taxpayers in the Town
of Jupiter Island; approximately two-thirds of the customers reslde
on the mainland. Moreover, the residents on the island did not
Jook tc the Town to intervene in eny of the past rate increasce
ovar the last fifteen years despite the fact that those Incrvases
were significantly greater than the 15.7% requested in this limited
proceeding. There has been no indication that eny cCustomer Or
group of customers on Jupiter Island pecitioned the Towi Lo

intervene on their behalf.

.
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It is also of interest to note that the Town's water bills are
approximately $1,000 per month. Accordingly, the proposed 135.7%
increased would hardly have a financial impact on the Town. ©On the
basls of available information, it appears that the Town has set
aside $140,000 with respect to hiring the law firm of Nason,
Gildan, Yeager, Gerson & White and DUS Consultants in order to
explore the acquisition of the Company by the Town. It is not
certain whether $35,000, as part of the $140,000 or in additlon to
$140,000, has been earmarked for the Town's intervention in this
1imited proceeding. Despite the accuracy of those flgures, it 1is
certaln that the impact of the Town's intervention regerdless of
its success, will not result in any significant difference in the
Town's water bills. The 15.7% increase represents only a $150 per
month impact, hardly worth a $35,000 expenditure by the Town to
intervene in a limited proceeding. What's missing from the Town's
Motion to Intervene ls the real reason for its intervention. As
was recogrnized by customers at the March 20th customer meeting and
as has been specifically stated at Town meetings, the real purpose
of the Town's intervention is to try to depress the utility’s
earnings as part of the Town's strategy to acquire the utility at
a price which is below market value.

We believe the Commission should examine every valid rate
setting issue whether raised by the Town or any indlvidual customer
at any location. We also believe, however, that it is not in the
est interest of the customers for the Company to be forced into a
costly procedure to address issues which may be reasonably decided

within the narrow scope of the limited proceeding.

3




G”TTIELF” ASSOCIATES. INC. TEL No. 2012342787 May 20.96 12:47 P.0S

The Town's Motion to Intervene lists issues a) through d). We
will address them in order:

a) The Town states that the Company "gambled” that it could
gver pump its raw water supply and that 1t caused salt water
intrusion. The Town makes absolutely no effort to address the
exhaustive studies and analyses performed on behalf of the Company
over the years regarding extremely complex source of supply
problems. Instead, it quotes the word "gambled” which 1t took from
a casual statement made by a member of Staff at the customer
meeting', in a transparent attempt to simply denigrate the Com-
pany's comprehensive efforts regarding unavoidable problems with
respect to source of supply, salt water intrusion and the related
environmental impact on the wetlands. This type of posturing and
lack of candor by the Town’'s attorneys and consultants must be
recognized as being counter-productive.

A brief historical background will help place this issue into
proper perspective. At the end of 1988, the year when the
Company‘'s last water use permlit was issued, the Company's total
original cost of plant in service was approximately $2.0 milllion.
As of June 1995, the Company’'s total utility plant 1n service was
approximately $6.8 million. In that relatively short perlod of
time the Company had more than tripled its investment in utllity

plant in service. 1 am not aware of any large utility, let alone

e o

iStatf was attempting to explain in simple terms to the
customers the complex and unavoidable problems assoclated with a
source of supply which is near a major body of salt water on one
side and wetlands on the other, and still meet extremely hlgh
customer demands for water.
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a small water utility, that could accompllsh such a feat. on
average, the Company’s individual residential customers on Jupiter
Island probably use more water than any in the State of Florida.
This Company‘'s management has continually undertaken extraordinary
efforts to obtain financing and to implement system improvements in
order to meet the high water demands of those customers. It has
done so by making cost-effective capital improvements and by
keeping its operating expenses as low as possible. Its rates for
service compare favorably to both municipal and other Investor-
owned utilities. The capital expenditures have included signifli-
cant additions to source of supply and related pumping agulipment
which were &bsolutely critical 1in order to meet the water supply
needs of its customers. The Company also expanded its treatment
plant, including new storage facilitles, without which it simply
could not have met the maximum day demands of Its customers.
Morcover, it installed a socond transmission maln across the Intra-
Coastal Waterway which was critical in order to ensure that It
could relfably serve the customers within the Town of Juplter
lsland. Nearly $5 million of expenditures were made for top
priority items, which I am sure Yyou know 1s absolutely amazing for
a small utility which started with a $1.6 milllion rate base in
1988, In the meantime, the Company had undertaken complex
engineering studies, financings and related applications for rate
ralief, all of which were essential in order to serve its custom-
ers. This small company also was among the first in Florida to
implement a successful water conservation progcam, which included

the establishment of innovative conservatlon rates. These actlons
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are indisputable evidence of the major ertforts to best resolve the
source of supply problems.

As part of its filing {n this limited proceeding, the Company
submitted a copy of the June 19, 1995 Consent Agreement with the
South Florida Water Management Dist.ict ("District"), Order No. 95-
42, which includes copies of engineering studies Dby Universal
Engineering Sciences and James N. Montgomery Consulting Engineers,
Inc. The engineering flrms submitted reports to the District In
Septomber 1989 and November 1991, respectivoly. These repocts
specifically addressed the issue of salt water intrusion ralsed In
the July 14, 1968 permit issued by the District. Thus, the
Company’s management was not only successfully flnancing major
capital improvements which required priority consideration, but it
was also addressing the more long-term solutions regarding its
source of supply and the potentlial for salt water intrusion. The
abandonment of wells east of U.S. 1 in and of itself would pot have
resolved:

1) The need for more sources of supply.

2) The need to meet unusually high water demands In general
and particularly during drought conditions during some of
those years.

3) The need for additional treatment end slorage to moet
maximum day demands.

4) The reliabil'ty of the aystem Lo transmit water Lo
Jupiter Island.

The Consent Agreement reflects Company managemenl’s continued

commitment to undertake major Improvements and cngolng operational
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monitoring in what has been an outstanding effort over Lhe years to
meet the water demands of ite customers, particularly those on
Jupiter Island. In addition to monitoring for salt water intru-
#!on, the Consent Agreement requires the monitoring of wetlands and
the iron content with respect to wells to the west of U.5. 1 -~
problems not contemplated at the time of the 1988 permit.

b) The costs incurred with respect to the Consent Agreement,
the various monitoring and reporting programs, the installation of
new wells and the interconnection with a nelghborling utility were
unavoidable. Those expenditures were necessary to address problems
that would challenge the capability of the largest water utllity
with a staff of multi-disciplined experts. It is totally inappro-
priate and unfair for the Town's attorneys to bellttle the
magnitude of the problems and the extraordinarily aggressive and
successful efforrs by the Company’ s management (based on comprehen
sive engineering studiem) by characterizing them as a “gamble."

It i3 also extremely important to realize that the Company now
faces the problem of iron removal from the scurces of supply west
of U.S. 1, which will require filtration plant and egulpmaent at &
cost of about $1 million. The Town’s suggestion Lo deny rate
relief for the coste included in the limited proceeding would have
a dire consequence with respect Lo the Compeany’s ability to attract
the necessary capltal for these new projects.

<) The Company has continually made consclentious efforts to
1imit the cost of rate regulation. Even when filing for full rate
increases, it has opted f[or PAA proceedings in order to avoid

costly hearings. The preparation of minimum filing requirements s
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“a

costly regardless of the size of the utility, and this small
company has made every effort to keep that cost to a minimum. The
Company's estimate for the cost of the limited proceeding was less
than half of the cost of its last rate case. Moreover, it ls
anticipated that its actual rate case expenson will be less than
its estimate (about $45,000 compared to its original estimate of
$60,000), unless, of course, the Town's intervention creates the
need for unanticipated legal and consulling fee=.

d) The items raised by the Town regarding capital structurs,
depreciation and retirements are either inaccurate or are beyond
the scope of the issues which are the subject of the limited
proceeding. The fact is that if the Company had filed for a full
increase, it would have been seeking nearly a 10% increase inntead
of the 15.7% increase. Consideration of all other issues would
require nearly double the rate increase, and triple the rate case
ﬂﬂpﬂ'ﬂl#ﬂ.

1 realize that Staff has been thoroughly involved with the
Company and is familiar with the problems it has experlenced over
the years. Staff has recognized that salt water intrusion is not
an easy problem to solve, and it is particularly difficult when
also dealing with an environmental isesue regardlng wetlands.
During the period In question, Florida, including Hobe Sound,
experionced several drought years. Moreover, we now have a
slgnificant iron removal problem to solve. All of this had to be
dealt with while meeting extremely high demands of residential
customers on Jupiter Island. As the engineering studles discussed

above show, the chloride content in the wells east of U.S. 1 at the
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time of the 1988 permit as well as subseguent pericds were not
eoxcessive, with one exception. The abandonment of wells would not
have addressed the Company‘s need for additional storage and
treatment, sources of supply and both raw and potable water
transmission mains, particularly in light of the ongolng need to
continue to provide safe and adequate gaurvice to the customers.
The Company’'s efforts to serve lts cusiomers have been thorough and
successful. The only impediment that would prevent the Company
from continuing to meet the ongoing challenges it now faces would
be to deny reasonable rate reltef and place the Company in a
financlal position which prevents it from attracting the capital it
needs for the immed]jate future.

Please advise 1s there is anything further you require.
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