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PROCEEDINGS 

(Transcript continues in sequence from 

70lUme 36.) 

MR. FEIL: And Madam Chairman, I'm not sure if 

you want to skip over to some other witnesses -- 
CHAIRMAN CLARK: Why don't we go ahead and do 

:hat and get all the stipulated testimony in the record 

it this time. 

MR. FEIL: All right. My understanding is 

:hat there is a stipulation with respect to 

fr. Vierima's rebuttal. We do have two corrections with 

respect to his rebuttal testimony, however. And they 

ire both on Page 27. The first is on Page 27, Line 4, 

ifter the word "dividend, insert "to Topeka." Again on 

Line 4, after the word "then" insert the word "Topeka." 

Again on Page 27, Line 13, after, 

'nevertheless, a brief comment," insert "is warranted." 

Phen the sentence continues, and the sentence should end 

m Line 15 after the word "payment." So that the 

;entence now reads, "Nevertheless, a brief comment is 

rarranted on his second adjustment, the" -- insert 
vrthe' disallowance of the 7 million settlement 

?ayment . u 

Mr. Vierima also had exhibits attached to his 

cestimony, SWV-3 through SWV-4. 
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CHAIRMAN CLARK: The prefiled rebuttal 

:estimony of Mr. Scott Vierima will be inserted in the 

record as though read, with those changes noted, and 

Exhibits SWV-3 and 4 will be marked as composite Exhibit 

112 and will be admitted in the record. 

(Exhibit No. 212 received into evidence.) 

MR. FEIL: The final witness whose testimony 

Je have -- my understanding is we have a stipulation to 
is Mr. Dilg. 

CHAIRMAN CLARK: Mr. Feil, clarify for me, I 

lon't -- you have skipped over Morin, and I'm not sure 

:hat we did that. Did we do his testimony? 

MS. O'SULLIVAN: We did stip in his direct 

:estimony and I'm not sure whether we did both at the 

same time. (Pause) I believe we did not enter his 

rebuttal into the record when we did his direct. 

CHAIRMAN CLARK: Mr. Feil, let's do 

Yr. Morin's rebuttal testimony. 

MR. FEIL: It appears that Dr. Morin had only 

m e  exhibit attached to his prefiled testimony which was 

RAM-12. 

CHAIRMAN CLARK: And that's his rebuttal 

testimony. 

MR. FEIL: Yes, let me confirm that against 

the -- that is correct. Just RAM-12. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

4383 

Madam Chairman, I misspoke earlier with 

respect to Mr. Vierima's rebuttal testimony. He had 

additional exhibits, I believe through 7, swv-7. 

CHAIRMAN CLARK: Then -- so the record is 

clear, Exhibit 212 will include as a composite exhibit, 

SWV-3 through 7. 

MR. FEIL: And the last witness that I believe 

we have a stipulation as to is Mr. Dilg. 

CHAIRMAN CLARK: We do need to do Dr. Morin. 

His rebuttal testimony will be inserted in the record as 

though read and does he have -- is the RAM-12 attached 
to his rebuttal testimony? 

MR. FEIL: Yes, ma'am. 

CHAIRMAN CLARK: That will be marked as 

Exhibit 213 and it will be admitted in the record 

rlithout objection. 

(Exhibit No. 213 received into evidence.) 

CHAIRMAN CLARK: The final witness is 

qr. Dilg? 

KR. FEIL: Yes, ma'am. Did you assign an 

2xhibit number to Mr. Vierima's prefiled rebuttal 

?xhibits, Madam Chairman? 

CHAIRMAN CLARK: 212. 

MR. FEIL: Mr. Dilg, yes, he had one exhibit 

nttached to his prefiled rebuttal testimony. That was 
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JRG-1. 

CHAIRMAN CLARK: Okay. The prefiled rebuttal 

testimony of Robert Dilg will be inserted in the record 

9s though read and the attached Exhibit DRG-1 will be 

labeled as Exhibit 214 and admitted in the record 

dithout objection. 

MR. FEIL: Thank you, Madam Chairman. 

(Exhibit NO. 214 received into evidence.) 

CHAIRMAN CLARK: Which brings us to 

Yr. Westrick. 

While you're looking through and getting ready 

to walk us through inserting the rebuttal testimony in 

the record, let me ask the Utility to look into 

something and report back to us. What I would like you 

to do is just file a report with us, and I guess it 

would be appropriate to label it as an exhibit. 

had a complaint this morning concerning a break in a 

dater main line, as I understand it, in Altamonte 

Springs, the Sanlando facility. It's my understanding 

that a power company was digging and broke the line, 

that it is back in service, but there is a concern about 

whether or not it requires a boil water notice. I would 

simply ask the Utility to investigate that and report 

back to us about it. 

We have 

MR. ARMSTRONG: Thank you, Madam Chair. We'll 
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do that. It's the Apple Valley facility. 

CHAIRMAN CLARK: Okay. And we'll label that 

as Exhibit 215. That will be a late-filed exhibit and 

it is -- it will be admitted subject to objection. 
(Late-filed Exhibit No. 215 identified.) 

MR. HOFFMAN: Madam Chairman, just for the 

record, I think the exhibit attached to Mr. Dilg's 

testimony is GRD-1. 

CHAIRMAN CLARK: I'm sorry. I got it 

backwards, I guess. 
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Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND 

OCCUPATION FOR THE RECORD. 

A. My name is Scott W. Vierima. My business address 

is 1000 Color Place, Apopka, FL. I am currently 

employed as SSU's Vice President and Chief 

Financial Officer. 

Q. ARE YOU THE SAME SCOTT VIERIMA WHO HAS PROVIDED 

DIRECT TESTIMONY INCLUDING A STATEMENT OF 

QUALIFICATIONS IN THIS CASE? 

A. Yes, I am. 

Q. WOULD YOU BRIEFLY DESCRIBE THE PURPOSE OF YOUR 

REBUTTAL TESTIMONY? 

A. Yes. The purpose of my rebuttal testimony is to 

controvert positions taken by the Office of Public 

Counsel and the Marc0 Island Civic Association on 

three general categories of service costs incurred 

by SSU on behalf of its customers: 1) shareholder 

service expenses, 2 )  original investment carrying 

costs (exclusive of acquisition adjustments), and 

3) the cost of invested/loaned funds. In their 

direct testimony these intervenors have suggested 

that SSU has requested recovery of amounts in 

excess of those considered reasonable or necessary 

to provide water/wastewater service; assertions I 

will disprove. Additionally, I will discuss the 

1 
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supplemental testimony of OPC's witness Kim 

Dismukes in which she proposes imputation of CIAC 

on assets acquired from Lehigh Corporation. 

Finally, I will address concerns expressed by Marco 

Island customers as to the price paid by SSU for 

the Collier lakes. 

REGARDING SHAREHOLDER SERVICE EXPENSES, MS. 

DISMUKBS CLAIMS THAT SSU HAS PROVIDED NO SUPPORT 

FOR THESE COSTS OR HOW THEY BENEFIT RATEPAYERS. IS 

THIS ACCURATE? 

No. As part of the minimum filing requirements, 

SSU submitted line-item detail of the seventeen 

components of shareholder costs including such 

items as rating agency appraisal fees and stock 

exchange registration fees. In addition, SSU filed 

two discovery responses relating to apportionment 

methodologies and parent company costs (OPC Nos. 

42,  7 9  and 105), responded to deposition inquiries, 

and provided late filed Exhibit No. 4 which again 

detailed the make-up of shareholder related 

expenses. Finally, in response to PSC Audit 

Request No. 74,  SSU gave a specific explanation of 

the benefits realized by SSU customers from 

Minnesota Power's equity investment in SSU. Copies 

of each of these discovery responses are provided 

2 
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in Exhibit (SWV-3). Briefly, the customer 

benefits include the attraction of debt capital at 

lower rates and the maintenance of a balanced 

capital structure. 

Q. MS. DISMUKES ALSO SUGGESTS THAT IT IS COMMISSION 

POLICY TO DISALLOW EXPENSES RELATED TO IMAGE 

BUILDING AND GOOD WILL. ARE ANY OF THE COSTS OF 

THAT NATURE REIMBURSED TO SSU'S PARENT? 

A. No. It is important to recognize that the 

shareholder costs apportioned to SSU are in many 

ways the same type of costs incurred directly by 

SSU in support of its debt capital. The Company 

provides recurring financial reports, officer 

certifications and other operating information to 

its lenders. Staff and management hold regular 

meetings with existing and prospective creditors 

and frequently are required to negotiate and 

process term amendments and/or covenant waivers. 

All of these costs are recovered as necessary to a 

successful capital program. Some of the equity 

support costs charged to SSU by Minnesota Power are 

undeniably "communication" related; however, a 

distinction must be drawn between communication of 

essential financial and operating data to existing 

and prospective investors, and image enhancement 

3 
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activities that do not improve the issuer's access 

to capital at reasonable prices and under 

acceptable terms. All of the apportioned parent 

company communication costs are of the former type. 

They represent costs associated with SEC filings, 

production of annual and quarterly reports, conduct 

of annual meetings, presentations to investor 

groups/rating agencies/securities analysts, 

responding to investor inquiries and so forth. 

None of the costs were incurred with any objective 

other than to attract and maintain equity capital. 

Investors are unlikely to purchase equity in a firm 

that does not communicate performance and results 

after the initial investment. Consequently, as 

recurring costs necessary for obtaining equity 

financing, recovery of the full $209,000 (which 

represents 3/lOths of 1% of SSU's total equity) 

should be allowed. 

Q. WITNESS MICHAEL WOELFFER ARGUES ON BEHALF OF THE 

MARC0 ISLAND CIVIC ASSOCIATION THAT SHAREHOLDER 

COSTS SHOULD BE DISALLOWED FOR TWO REASONSr (1) 

THAT SSU IS NOT A PUBLICLY TRADED COMPANY, AND ( 2 )  

THAT RECOVERY OF SHAREHOLDER COSTS INCREASES THE 

RETURN EARNED BY INVESTORS BEYOND THAT PROVIDED 

THROUGH DIVIDENDS AND SHARE VALUE APPRECIATION. DO 

4 
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YOU AGREE? 

A .  Clearly no. The fact that SSU's shares are not 

publicly held, but instead are held by a firm that 

in turn is publicly owned, does not eliminate the 

cost of servicing equity capital providers. The 

acid test of whether or not SSU ratepayers benefit 

from the incurrence of these costs is to theorize 

what would happen if MP decided to discontinue all 

shareholder services. SEC violations, stock 

exchange delisting, devaluation of share price and 

the resulting flight of investors attempting to 

sell their positions would require SSU to seek 

other sources of equity capital at no doubt higher 

cost and in lesser quantities. Debt costs would be 

negatively effected and the Company would directlv 

incur shareholder service costs if SSU was forced 

to access equity capital in the public markets, 

both of which would have to be recovered from SSU 

customers. There would be no assurance that 

sufficient equity would be available in view of 

SSU's inability to pay regular dividends. 

Regarding the effect of shareholder cost 

recovery on equity investors yield, recovery of 

these expenses is not directly yield related, but a 

legitimate cost of doing business. These costs are 

5 
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a necessary and prudent element of a successful 

utility financing program. If these costs were 

disallowed, and the Company continued to require 

equity capital for operations and plant 

improvements, SSU investors would be denied the 

opportunity to earn a fair and reasonable return as 

defined by the Public Service Commission, since a 

segment of costs necessary for the provision of 

utility service would go unrecovered. 

Q. THE ISSUE OF RECOGNIZING ACQUISITION ADJUSTNENTS 

SURFACES AGAIN IN THIS CASE THROUGH THE TESTIMONY 

OF OPC WITNESSES LARKIN AND DERONNE. BEFORE 

ADDRESSING THEIR SPECIFIC CONCERNS, WOULD YOU AGAIN 

STATE THE COMPANY'S POSITION ON ACQUISITION 

ADJUSTWZNTS, AND STATE HOW ACQUISITION ADJUSmNTS 

IMPACT THIS CASE? 

A .  Yes. The Company agrees with the Public Service 

Commission's long standing policy since 1983 that 

\\ . . . . .  absent extraordinary circumstances, the 

purchase of a utility system at a premium or 

discount shall not effect rate base", as quoted 

from Order No. 25729 issued by the Commission on 

February 17, 1992. As I see it, the Commission has 

two main objectives in mind with its continuing 

policy: (1) to provide a needed incentive for 

6 
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larger, qualified utility operators to purchase 

assets from less efficient and less capable owners, 

thus allowing the effected customers to receive the 

benefits of ownership transfer, and ( 2 )  to ensure 

that under normal circumstances, neither the 

acquiring company nor the customers are adversely 

impacted by the numerous factors that can produce a 

purchase price discount or premium in an arms 

length transaction. SSU believes that the 

incurrence of acquisition adjustments, both 

negative and positive, is inevitable in any active 

acquisition program. Rarely will utility assets 

sell for exactly their original cost (depreciated), 

and therefore a composite, long-term view of net 

purchase price must be taken. The consolidated net 

acquisition adjustment on SSU's books as of 

December 31, 1995 was less than $1 million, which 

represents one third of one percent of SSU'S total 

assets and is the sum result of all acquisitions 

made by SSU since its incorporation in 1961. 

Included in this proceeding is a net $350,000 in 

nesative acquisition adjustments that had been 

imposed in prior rate proceedings. No new amounts 

negative or positive have been requested in this 

case. 

7 
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WITNESS LARKIN CONCEDES THAT SSU’S ACQUISITIONS 

WERE ARMS LENGTH TRANSACTIONS AND THAT THEY DO NOT 

APPEAR TO BE ABUSIVE TRANSFERS. IN LIGHT OF PUBLIC 

COUNSEL‘S TESTIMONY, DO YOU BELIEVE THAT ANY 

EXTRAORDINARY CIRCUMSTANCE EXISTS THAT W-S A 

REDUCED RATE BASE? 

No. Public Counsel witnesses do not provide 

evidence of any such extraordinary circumstances 

despite inferences to the contrary by OPC in 

testimony and at customer hearings. The 

overwhelming majority of the assets exhibiting 

acquisition adjustments on SSU‘s books have already 

withstood FPSC review of the issue without 

Commission conclusion that rate base reductions are 

warranted. In fact, in Order No. PSC-93-0423-FOF- 

WS issued in 1993 which included 127 of SSU‘s 

plants, the Commission stated that “No such 

[extraordinary] circumstances were shown. ” 

Similarly, in Order No. PSC-93-0301-FOF-WS, the 

Commission stated that in the case of the Lehigh 

Utilities acquisition, “Because this was a stock 

transaction, there was no change in rate base. 

Therefore no acquisition adjustment resulted.“ 

CAN YOU ELABORATE ON THE DIFFERENCE BETWEEN A STOCK 

TRANSFER AND AN ASSET PURCHASE, AND W m  THE 

a 
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COMMISSION NOTED THE STOCK ASPECT OF TWE LEHIGH 

ACQUISITION IN THEIR ORDER? 

A .  Yes. Just as the value of stock in publicly traded 

firms varies daily on public exchanges due to a 

wide variety of factors often not directly related 

to the value of utility assets owned by the firm, 

the value of stock in privately held utilities is 

influenced by negotiated issues and buyer/seller 

circumstances which cannot be quantified as a rate 

base adjustment. For example, a large utility buys 

the stock of a smaller utility which has a history 

of environmental non-compliance, and the acquirer 

is therefore able to negotiate a purchase discount 

related to that history. 

Since the discount represents the perceived 

present value of recovery lag on needed plant 

improvements and potential transitional fines, 

imputation of a negative adjustment would create a 

double penalty for the buyer and make the risk of 

acquisition unacceptable. The stock can change 

owners numerous times at varying values during the 

life of the plant assets, without necessarily 

effecting the cost or value of those original 

assets to ratepayers. 

Q .  WHICH OF SSU'S WAJOR PLAlW ACQUISITIONS WERE STOCK 

9 
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TRANSACTIONS? 

A .  The purchases of Lehigh Utilities, Inc., Deltona 

Utilities, Inc., and United Florida Utilities 

Corporation were all stock acquisitions. These 

acquisitions included the following facilities in 

this docket: Marco Island, Marco Shores, Pine 

Ridge, Lehigh, Citrus Springs, Deltona Lakes, Sunny 

Hills and Marion Oaks. 

Q. WOULD YOU PLEASE COMMENT ON THE REASONS SUGGESTED 

BY PUBLIC COUNSEL WITNESSES AS THE JUSTIFICATION 

FOR NEGATIVE ACQUISITION ADJUSTMENTS? 

A. Yes. Mr. Larkin and MS. Deronne argue that 

negative acquisition adjustments are appropriate 

because of the amount of rate increase being 

requested in this application, and the assumption 

that assets acquired at a discount typically have 

been poorly maintained which they suggest results 

in plant deterioration at a pace in excess of the 

approved depreciation rate(s). These opinions are 

inaccurate. First of all, the amount of the 

overall revenue requirement increase, whether large 

or small, cannot be tied back to any single issue. 

Each factor must be assessed by the PSC on its own 

merits and prudency. Then the Commission should 

step back and evaluate the larger picture for less 

10 
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tangible issues such as quality of service 

provided, the financial health of the utility, the 

period of time that ratepayers have been paying 

less than the true cost of service, the appropriate 

rate design and its impact on the Company and its 

customers, and so forth. To argue that a sizable 

rate request justifies negative acquisition 

adjustments would suggest that a nominal increase 

request is justification for positive acquisition 

adjustments. Neither argument would have any 

merit. 

With respect to the position that a purchase 

price discount evidences the purchase of facilities 

that have been poorly maintained and therefore 

original installed cost (depreciated) is no longer 

a good measure of used and useful rate base, is 

again a one-sided over-simplification. While it 

may sometimes be true, as Mr. Larkin points out in 

his testimony, that " .  . . . .previous owners were 
motivated generally by the desire to market real 

estate and did not maintain facilities in order to 

provide reasonable and adequate service.. . . . ", it 
does not automatically follow that such practices 

resulted in a material devaluation of assets or 

that the owner's maintenance record was the 

11 
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principal consideration in pricing the purchase. 

Inefficient operating and maintenance practices can 

also lead to increased service costs and poor 

customer service, both of which can be remedied by 

a qualified acquirer. Pricing factors can range 

from financial market conditions at the time of 

negotiations to the seller’s inability to comply 

with increasing environmental and economic 

regulations. The conclusion that can be drawn from 

SSU’s acquisition program over the years is that 

SSU has acquired plants in varying condition, for 

varying reasons and at differing prices. This is 

evidenced by the low combined book acquisition 

adjustment relative to net plant assets as shown on 

the Company‘s audited financial statements; a 

netting effect, if you will, between discounts and 

premiums. The question of whether Mr. Larkin 

extends his poor maintenance discount theory to a 

superior maintenance premium for life extension 

goes unanswered in his testimony. It also must be 

noted that none of Public Counsel’s witness 

identify facts which would classify any of SSU’s 

plant or facilities in this category. To conclude, 

the fundamental issue remains unchanged from the 

Commission’s original 1992 analysis: Is it 

12 
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desirable for qualified, proven service providers 

to acquire plants owned by individuals or firms who 

are unwilling or unable to provide the level of 

investment, compliance and service needed by the 

various constituents of a water/wastewater utility? 

The answer is yes, and imposition of a negative 

acquisition adjustment in the absence of 

extraordinary circumstances would discourage such 

transfers. 

WHAT ARE SOME OF THE EXPECTED CUSTOMER BENEFITS 

THAT RESULT FROM ACQUISITION OF SMALL UTILITIES BY 

LARGE UTILITIES? 

The FPSC has generally recognized, and SSU has 

specifically demonstrated, the following benefits: 

1) improved service; 

2) ability to attract capital; 

3) a lower cost of capital; 

4) the ability to make improvements; 

5) more professional and experienced managerial, 

financial, technical and operational resources; and 

6) compliance with regulatory requirements. 

WOULD YOU FURTHER DESCRIBE THESE BENEFITS? 

Small utilities which are acquired by larger 

utilities usually have some typical 

characteristics, often traceable simply to the size 

13 
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of the utility. They are unable to attract outside 

capital on their own financial strength. Where 

small utilities can attract capital, often because 

of personal guarantees and other commitments of 

the stockholders, the nominal cost rate for the 

capital is high due to the associated risk of the 

investment, and the effective cost of undertaking 

the financing is high in relation to the amount of 

the financing. A large utility, such as SSU, is 

able to attract capital in economically efficient 

quantities, and at a lower effective cost. 

The cost of operations, in absolute dollars 

and on a per customer basis, for small utilities is 

high because they lack economies of scale. Large 

utilities, such as SSU, are often able to operate 

the smaller plants at a lower cost because they are 

able to take advantage of economies of scale as 

well as spread costs over a larger customer base. 

These economies of scale also enable larger 

utilities to employ highly trained and experienced 

people, usually not available to smaller utilities. 

It is obvious that small utilities find it 

difficult and in many cases impossible to make 

service improvements. The larger utilities, such as 

SSU, have been able to make service improvements. 

14 
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Moreover, to the extent that the larger utilities 

are continually expanding their customer base, the 

economies of scale continually improve to the 

benefit of all of their customers. 

Q. HAS THE FPSC ACKNOWLEDGED THE ABOVE DESCRIBED 

BENEFITS? 

A .  I believe that it has. I believe it is fair to say 

that every time the FPSC approves the acquisition 

of a small utility by a large utility, it does so 

because that acquisition was found in to be in the 

public interest which we believe is in the best 

interest of the utilities and customers involved 

and, perhaps, the environment. In fact, in the 

past the FPSC has specifically noted the 

improvements the customers of small plants 

experience from the acquisition of the facilities 

serving them by SSU. This also applies to the 

acquisition of larger facilities owned by 

financially unstable entities. For example, in 

FPSC's Order transferring control of Deltona 

Corporation's utility subsidiaries to SSU's parent, 

the Commission stated: "The Topeka Group, Inc. has 

the technical and financial capability to operate 

the Deltona Corporation's utility subsidiaries." 

This was at a time when Deltona was under severe 

15 
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financial pressures and its "financial capability" 

was in serious question. 

0 .  ARE YOU AWARE OF ANY ACTIVITIES OF OTHER STATE 

REGULATORY COMMISSIONS RELATING TO ACQUISITION 

ADJUSTMENTS? 

A. Yes. The New York Public Service Commission 

('NYPSC") concluded an investigation into 

"Acquisition Incentive Mechanisms" ('AIMS") for the 

acquisition of small utilities by larger utilities. 

The NYPSC's "Order Instituting Proceeding and 

Soliciting Comments" which I will refer to as the 

"Order Instituting Proceeding" was issued on 

November 10, 1993 as well as the NYPSC's Statement 

of Policy on Acquisition Incentive Mechanisms For 

Small Water Companies, which was issued on August 

8, 1994 are attached hereto as Exhibit $!a (SWV- 

4 ) .  Reference to the Order Instituting Proceeding 

reveals that prior to the proceeding the NYPSC 

policy was to impose negative acquisition 

adjustments. The Staff memorandun supporting the 

Order Instituting Proceeding indicates that the 

result of such a policy is to discourage 

acquisitions. I know that such a policy in Florida 

would have a significantly adverse impact on SSU's 

prospective acquisitions. With the changes 

16 
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occurring in the water industry, Le., 
privatization, large utility sales, regionalization 

of water supplies, consolidation of small service 

providers, etc., there are a number of 

opportunities available to SSU and similarly 

situated utilities, both inside and outside of 

Florida, which offer SSU and our customers growth 

and the benefits resulting therefrom. To date, 

Southern States has acquired utilities of all 

sizes. Our expertise with owning and operating 

plants and maximizing efficiencies in such 

operations has been proven. 

ARE THERE ANY OTHER STATES THAT DISCOURAGE NEGATIVE 

ACQUISITION ADJUSTMENTS? 

Q .  

A. Yes. Attached as Exhibit c%a (SWV-5) is a Copy 

of an article entitled, "The PUC Role in Assuring 

Viable Water Service In Small Communities" by John 

E. Cromwell, I11 and Wade Miller Associates, InC. 

which discusses the broader issue of large utility 

acquisitions of small utilities. Of particular 

note in this article are the findings on page 13 of 

17 of the exhibit, wherein the authors state: 

"In many states, there are large investor- 

owned water companies that own and operate a number 

of large and small systems throughout the state or 

17 
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within certain regions of the state. In some 

cases, this takes the form of a privatized approach 

to regionalization. In some cases, PUCs have 

approved single tariff rates for such situations 

which allows the company to incorporate systems 

that might not be economically viable within a 

regionalized scheme and which also reduces the 

burden of rate case filings to one unified 

application for the entire regional operation. 

A final significant area of PUC involvement is 

in regulating any transactions involving the 

transfer of ownership between two private water 

companies or between a private company and a 

publicly owned company. Such ownership transfers 

may be integral to the success of regionalization 

schemes. There are many situations, such as the 

municipal/suburban boundary case that we just 

discussed, in which publicly owned and privately 

owned systems exist in a contiguous polka-dot 

pattern. The difference in ownership status can 

present one of the most formidable barriers to 

regionalization. Historically, PUCs have applied a 

complicated set of iron-clad rules to the 

evaluation of ownership transfers in an effort to 

protect the public from being charged too much when 

18 
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depreciated plant and equipment changes hands. 

This is another area where PUC policies need to be 

revisited in order to assess whether the benefits 

of such regulatory protection outweigh the costs of 

possibly missing the opportunity to put 

regionalized solutions in-place that will provide a 

more viable long-term approach to providing quality 

service. Pennsylvania, Connecticut, and several 

other states have enacted more liberal merger and 

acquisition adjustment laws which enable progress 

in the right direction. Connecticut has enacted 

laws which permit the PUC to authorize slightly 

higher rates of return on investments related to 

certain acquisitions." 

The proposal by Public Counsel that the 

Commission impose negative acquisition adjustments 

in this proceeding, particularly on the basis of 

the arguments provided by Public Counsel's 

witnesses, would make Florida's water services 

environment a poor contrast to the states mentioned 

above in matters relating to public benefit from 

ownership transfers. 

Q. WILL SSU RECEIVE A WINDFALL IF RATE BASE IS NOT 

REDUCED BY NEGATIVE ACQUISITION ADJUSmNT, AS MR. 

LARKIN AND MS. DERONNE SUGGEST? 

19 
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A. No, the perception that Public Counsel is 

attempting to create that the Commission's policy 

gives SSU something for nothing is a false 

perception. 

The complexities of the water industry cannot 

be ignored. SSU is at risk each time that we 

acquire a plant. The tightening of water quality 

standards makes compliance with the myriad of water 

quality rules and standards much more demanding. 

The fines are at shareholder risk. Additional 

operating costs and possible capital investment 

from any violations also are at the expense of the 

stockholder until a rate case can be prepared, 

processed and a final order obtained. On the other 

hand, SSU can offer our existing customers the 

benefits I previously described. 

Q. PLEASE S-IZE YOUR VIEW OF THE PROPOSAL "0 

IMPOSE NEGATIVE ACQUISITION ADJUSTMENTS WHEN 

ESTABLISHING RATE BASE. 

A. Utilities are entitled to a return on the net 

investment of the property devoted to public 

service. The cost of that property is, by 

definition, the original cost to the person first 

devoting the property to public service. The term 

"original cost" is a term of art in the area of 

2 0  
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public accounting. James Bonbright in his book on 

utility ratemaking, Principles of Public Utility 

Rates (1988), at page 237, defines original cost as 

the cost of an asset when first devoted to the 

public service rather than the cost to a transferee 

utility. SSU agrees with Bonbright at page 240 of 

his book that while the "purchase price may be 

considered a cost, it does not represent a 

contribution of capital to the public service. 

Instead, it represents a mere purchase by the 

present company of whatever legal interests in the 

properties were possessed by the vendor." SSU also 

agrees with the analysis performed for the 

Commission by Ms. Denise N. Vandiver, Public 

Utilities Supervisor, in a paper entitled 

"Accounting for Acquisition Adjustments " dated 

November, 1991 wherein Ms. Vandiver recognizes that 

since many small facilities are purchased for 

little or no capital investment, a large utility 

like SSU would have little incentive to purchase 

and operate the plant if allowed only a return on 

the investment as limited by the purchase price. 

In my opinion, ratesetting with respect to this 

issue is a one-way street. The minimum the 

acquiring utility is entitled to is a return on the 

21 
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original cost of the property first devoted to 

public use and if for the good of the public, in 

terms of improved service, ultimately lower full- 

recovery rates or other such circumstances, a 

positive acquisition adjustment is warranted the 

regulatory agency may allow that positive 

acquisition adjustment. On the other hand, a 

negative acquisition adjustment is simply 

confiscatory. 

Aside from my opinion about regulatory 

restrictions against negative acquisition 

adjustments, such adjustments are simply not in the 

best interest of the customers. The signal to 

utilities would clearly result in a disincentive 

for large utilities to acquire small utilities. 

The customers of small non-viable utilities would 

continue to experience poorer service and higher 

rates than would otherwise be the case. In 

addition, negative acquisition adjustments would 

continually increase the burden on regulatory 

agencies including environmental regulators, 

associated with the resources necessary to cope 

with the problems caused by more and more aging 

utilities. 

Q. GIVEN YOUR AGREEMENT WITH THE FPSC'S LONG STANDING 

22 
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POLICY TO EXCLUDE ACQUISITION ADJUSTMENTS FROM RATE 

BASE DETERMINATION, ARE PUBLIC COUNSEL ' S PROPOSED 
ADJUSTMENTS TO ACCUMULATED AMORTIZATION OF 

ACQUISITION ADJUS-S AND ANNUAL AMORTIZATION OF 

ACQUISITION ADJUSTMENTS APPROPRIATE? 

A. No. Only the amounts shown in the MFRs as 

previously approved by the FPSC should be 

considered. 

Q. IN EXHIBIT (HL-1)s MR. LARKIN FOCUSES ON TWO 

OF SSU'S WLROER ACQUISITIONS AND FORMULATES HIS OWN 

ACQUISITION ADJUSTWWT IN SHARP CONTRAST TO SSU'S 

AUDITED FINANCIAL STATEMENTS. DO YOU HAVE ANY 

OBSERVATIONS REGARDING HIS METHODOLWIES AND 

CONCLUSIONS? 

A. Yes. Beginning with the proposed negative 

acquisition adjustment to SSU's Lehigh assets, the 

central premise of OPC witness Larkin, which is 

later echoed by witness Dismukes, is that in this 

transaction the purchase discount negotiated by 

SSU's parent when it simultaneously acquired real 

estate holdings should benefit utility ratepayers. 

Raymond James and Associates (RJA), issued an 

August 8th 1991 opinion concerning the purchase 

price of the utilities, specifying why the utility 

acquisition price is separate and distinct from the 

23 
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real estate component values. 

Because of the wide variation in business 

character and risk existing between the assets 

purchased from the Resolution Trust Corporation 

(RTC), RJA was asked by the Board of Topeka Group, 

Inc. to act as outside advisor on the allocation of 

the purchase price between those assets. The 

principal categories of acquired assets were lot 

sales receivables, real estate related fixed 

assets, two golf courses, buildings, land, and the 

utility. Although Mr. Larkin provides no rationale 

or evidence to support his presumption that all 

assets acquired in the purchase would command 

identical discounts or premiums if purchased 

separately, his proposed negative acquisition 

adjustment methodology relies solely on that 

premise. In view of the facts that (1) an outside 

investment bank opinion has been provided to the 

contrary, (2) the identical issue was thoroughly 

reviewed by the Commission in Docket 911188-WS 

without adjustment in the final order, ( 3 )  the 

assets in question are in totally different 

industries -- real estate versus water utility -- 

which demonstrate drastically different risk 

profiles, (4) the Commission's consistent policy 

24 
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has been to value assets at original cost, (5)the 

acquisition of Lehigh Utilities, Inc. was a stock 

transaction, and (6) that no new evidence has been 

offered by OPC that suggests the circumstances have 

somehow changed, Public Counsel's proposed $3.8 

million negative adjustment to rate base must be 

rejected. I also note that had Topeka paid a 

premium for the Lehigh real estate assets, it is 

questionable whether Mr. Larkin would be 

recommending the same price allocation methodology. 

Regarding MS. Dismukes' related adjustment of 

$11,561 for a parcel of land acquired from Lehigh 

by SSU subsequent to Topeka's acquisition of 

Lehigh; just as SSU ensures that all inter- 

affiliate transactions such as our purchase of 

services from MP are at arms length and fair market 

values, Lehigh Corporation is under no obligation 

to sell real estate to SSU at any price other than 

fair market. Prudent steps were taken by SSU at 

the time of parcel acquisition to ensure that 

prices were competitive. 

Q. TURNING TO THE DELTONA ACQUISITION, MR. LARKIN 

STATES THAT ".....NON-CASH OUTLAYS AND THE 

SETTL- AMOUNTS SHOULD BE EXCLUDED FROM THE 

PURCHASE PRICE PAID FOR THE PURPOSE OF CALCULATING 

25  
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THE ACQUISITION AhTuSmNT. ” SHOULD THEY BE 

EXCLUDED? 

No. The non-cash outlay referred to in Mr. 

Larkin’s testimony relates to an accrued dividend 

on convertible preferred stock which was the 

vehicle for the utilities purchase. In 1985,  

Topeka Group purchased $22 million of cumulative 

preferred stock which was convertible into stock 

of either Deltona Corporation, or the stock of 

Deltona‘s utility subsidiaries. The dividend was 

to accrue between the time of stock issuance and 

the time of conversion. The value of the original 

investment, plus the liability of Deltona 

Corporation for accrued dividends payable at the 

time of stock conversion, was called the exchange 

value. That value, along with the $7 million 

settlement payment and the assumption of $30 

million in utility debt made up the underlying 

purchase price. The non-cash accrued dividend 

represented the time value of money for the four 

year period prior to purchase. An analogy would be 

the accrued interest on a bank loan. If a borrower 

makes annual interest payments, the bank accrues 

and books the interest due until the next payment 

is made. Just because the bank has not received 

2 6  
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cash interest in the interim, does not mean that 

the receivable has no value. Had Topeka structured 

the transaction such that Deltona were required to 

pay the dividend in cash at closing, and then had 

simultaneously turned around and used the cash to 

purchase the utility stock, the end result would 

have been the same. Such a structure was 

unnecessary since conversion was required under the 

purchase agreement 

- b - r D f k K L  3% PckL 

Acceptance of the above, in and of itself, 

totally eliminates the negative acquisition 

adjustment according to the calculations exhibited 

by Mr. Larkin. Nevertheless a brief comment on his 

second adjustment, $disallowance of the $7 million 

settlement payment, .- When Topeka 

exercised its conversion rights, the purchase was 

challenged by Deltona Corporation. In dispute were 

a number of issues including intercompany 

obligations, real estate needed for future utility 

expansion, and continuing line extension 

responsibilities relative to outstanding lot sales 

contracts. The settlement agreement, executed in 

November of 1989, resolved these issues and others 

through the payment to Deltona of $7 million as 

additional compensation for the utility purchase, 

1s L&m*kO. 

i-4- 
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including the real estate received by the utilities 

from the purchase. For these reasons, it would be 

inappropriate to arbitrarily discount rate base by 

an equivalent amount. 

In both the Lehigh and Deltona cases, the 

Commission found the transfers of ownership to be 

in the public interest. In addition, both 

acquisitions were subsequently viewed by the 

Commission as including certain amounts of non-used 

and useful assets. To the extent that these assets 

are funded by cost capital, they can be viewed as 

further premiums paid by Topeka for the utilities. 

SSU has been audited annually by the public 

accounting firm of Price Waterhouse every year 

since the acquisition of the Lehigh and Deltona 

facilities. No acquisition adjustments of the 

nature proposed by Mr. Larkin have been required or 

recommended. Finally, as I stated previously, both 

of these acquisitions were accomplished as stock 

purchases. For this reason alone, no negative 

acquisition adjustment would be appropriate. 

MS. DISMUKES RELIES ON A DEPOSITION OF SSU VICE 

PRESIDENT CHARLES SPJEAT TO SUPPORT HER PROPOSED 

DISALLOWANCE OF $186,652 OF EXPENSES INCURRED BY 

MR. SWEAT'S DEPARTMENT. SHOULD THOSE EXPENSES BE 

28 
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EXCLUDED FROM THIS CASE? 

A .  No. Ms. Dismukes was apparently referring to the 

following exchange from the deposition: 

Q. (PUBLIC COUNSEL) : WHAT PERCENT 

OF YOUR TIME WOULD YOU SAY IS 

INVOLVED IN THE ACQUISITION AND 

POSSIBLE DIVESTITURE OF SYSTEMS 

FOR SERVICE AREAS? 

A. (Sweat): At the present time 

about 90%.  

From that statement, Ms. Dismukes concludes that 

Mr. Sweat's department spends 90% of their 

available time throughout the year on acquisitions 

and divestitures. At the time of the deposition, 

Mr. Sweat was actively involved in the Orange 

Osceola Utilities acquisition. The commitment of 

resources in his department varies significantly 

over time, depending on prospective transactions 

under consideration. As has been the Commission's 

past practice, time sheets should remain the 

principal determinant of historic time spent on 

acquisition activities. It is reasonable to expect 

that during 1996 Mr. Sweat, Mr. Devore and Ms. 

Helcher would spend 50% of their time on 

acquisition related activities. 

29 
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IN HIS TESTIMONY ON BEHALF OF THE W C O  ISLAND 

CIVIC ASSOCIATION, MR. MICHAEL WOELFFER PROPOSES 

THE CALCULATION OF A STAND-ALONE COST OF DEBT FOR 

THE MARC0 ISLAND CUSTOMERS. IS THIS PRACTICAL? 

No. Mr. Woelffer accurately quotes my position on 

stand-alone plant capital costs from MICA 

Interrogatory No. 5.  a copy of which is contained 

in Exhibit 213 (SWV-6). It is not possible to 

calculate a true stand-alone cost of debt for any 

SSU service area. Mr. Woelffer's proposal stems 

from the fact that private activity bonds, such as 

those issued through the Collier County Industrial 

Development Authority, are project related. In 

order to qualify for State allocation of tax-exempt 

issuing authority, SSU must commit the related 

funds to site specific projects. What is not 

understood by Mr. Woelffer is that SSU's ability to 

secure those funds does not end with the granting 

of issuance authority. In the case of the two 

series of bonds referenced in Mr. Woelffer's 

testimony, credit support was required to ensure 

marketability through a strong credit rating. That 

support was provided to m, not the Marco assets, 
in the form of letters of credit from a large 

regional lending institution. That institution 

30 
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based its willingness to provide that letter on a 

credit review of SSu in total, not on the 

creditworthiness of the assets on Marco Island. In 

addition, the bank required a guarantee from SSu's 

parent company, Topeka Group, Inc. Topeka provided 

that guarantee t o m ,  not to assets on Marco. SSv 

is the legal entity with which all parties to the 

issuance, including the Collier County Industrial 

Development Authority, executed documents. None of 

the parties would enter into an agreement with an 

asset as opposed to a legal obligor, yet this is 

what Mr. Woelffer suggests. The parties' 

willingness to contribute to the successful 

issuance was predicated on being the obligor. 

If the Marco assets were to truly 'stand-alone', 

none of the advantages of affiliation with SSU and 

its combined operations and customer base could be 

considered in evaluating what an appropriate debt 

rate should be. The fundamental question is; if it 

were possible to issue truly stand-alone debt for 

the Marco Island assets, would the availability, 

terms and rates have been the same as those 

reflected in the 1990 and 1992 Collier Series? The 

answer is clearly no. The assets owned by SSU on 

Marco Island do not establish their own debt rates 

31 
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any more than SSU's statewide vehicle fleet or its 

Apopka general office facilities do. It should 

also be noted that the customers on Marco Island 

benefited from a system-wide capital structure 

during the years that the 15.5% Deltona Utility 

First Mortgage bonds were outstanding (1984 - 

1994). Those bonds were issued by Deltona 

Utilities, Inc., the original owner of the Marco 

Island assets, and therefore, under Mr. Woelffer's 

theory, should have been dedicated to Marco, Spring 

Hill and Deltona only, as opposed to all SSU 

customers, which thereby would have caused an 

increased weighted debt cost for Marco. 

IN HER SUPPLEMENTAL DIRECT TESTIMONY, MS. DISMUKES 

REFERS TO A LETTER WRITTEN BY MS. LAURA HOLQUIST OF 

LEHIGH CORPORATION TO THE LAW FIRM OF BRIGGS AND 

MORGAN IN ST. PAUL, MINNESOTA. THIS LETTER 

DISCUSSED LEHIGH CORPORATION'S EFFORTS TO ACCESS 

ESCROWED FUNDS COLLECTED FROM LOT BUYERS IN NEW 

YORK AND MICHIGAN. ARE THESE THE SAME ESCROW FUNDS 

THAT WERE REVIEWED IN LEHIGH UTILITIES 1993 RATE 

CASE? 

Yes. In that case, the Commission found the escrow 

funds to be unrelated to rate base since Lehigh 

Utilities was not a party to the escrow agreements 

32 
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and did not receive money from the accounts. 

Those facts remain unchanged today. 

HAS ANYTHING CHANGED SINCE THE COWWISSION LAST 

REVIEWED THIS ISSUE? 

Yes. Lehigh Utilities, Inc. was merged into 

Southern States Utilities, Inc., with SSU as 

successor to all LUI commitments. Second, SSU, as 

successor, entered into a modification to the 

original Lehigh Corporation developers agreement. 

CAN YOU DESCRIBE THE TERMS OF THE MODIFICATION 

AGRXEWENT ADDRESSED BY MS. DISMUKES? 

Yes. The changes to the terms of the original 

developers agreement addressed by Ms. Dismukes are 

the segregation of major utility facilities 

constructed with the use of escrowed funds by 

Lehigh and the introduction of a utility fee credit 

to be applied against service availability fees 

paid by escrow contributors. 

DO THESE MODIFICATIONS ALTER THE FACT THAT SSU IS 

NOT A PARTY TO THE ESCROW AGREEMENTS? 

No. 

CAN SSU NOW ACCESS THE ESCROW FUNDS? 

No. 

WHY THEN IS MS. DISPdURES SUGGESTING THAT CIAC 

SHOULD NOW BE IMPUTED ON ALL ASSETS CONSTRUCTED 

3 3  
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WITH THESE ESCROWED FUNDS WHEN THE COMMISSION 

DISAGREED IN THE LAST CASE? 

Ms. Dismukes' repeated premise is that funds drawn 

from the escrow accounts by Lehigh and invested in 

utility assets should be considered CIAC. She 

fails to point out that these assets are already 

offset in rate base calculations either as 

refundable advances or, ultimately, as CIAC when 

the service availability fees are received from the 

customer and used to refund the developer 

liability. In addition, at the end of the 

recoupment period, the advances that remain 

unfunded automatically revert to developer 

contributions. The investment cycle is one where 

the assets are originally transferred to SSU as 

non-used and useful property funded by "no cost" 

developer advances, which are then converted to 

either in-service assets funded by customer 

contributions, or remain unused assets funded by 

developer contributions. At no point are the 

assets included in rate base without the offsetting 

no-cost funding, either CIAC or advances. 

WHAT ABOUT "HOSE CUSTOMERS FROM NEW YORK AND 

MICHIGAN WHO CONTRIBUTED TO THE ESCROW ACCOUNTS, 

AREN'T THEY PAYING TWICE FOR UTILITY EXTENSIONS? 

34 
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A. NO. That's why the utility fee credit provision 

was included in the modification to the developers 

agreement. when a New York or Michigan customer 

connects to assets funded by the escrow funds, SSU 

has agreed to provide a credit against his normal 

service availability fee equal to the amount of 

money s/he paid into the escrow fund, along with 

interest through March 31,  1994, the date of 

execution by Lehigh Corporation of supplements to 

the New York and Michigan Escrow Agreements. SSU 

in turn will invoice Lehigh Corporation for the 

credit amount. If Lehigh is unable to reimburse 

SSU, SSU and Lehigh's common parent has agreed to 

reimburse SSU. The credit attaches to and runs 

with the title to the homesite, even though Lehigh 

had obtained a legal opinion that no such credit 

was required. 

Q. AT A FORT M E R S  SERVICE HEARING, A CUSTOmRS 

QUESTIONED WHETHER THE STATES OF NEW YORK AND 

MICHIGAN APPROVED THESE ARRANGEMENTS. DID THEY? 

A. Yes. Lehigh Corporation was required to get the 

approval of New York and Michigan and did so. 

Q. WHAT ARE THE CURRENT BALANCES IN THE ESCROW 

ACCOUNTS, HOW MUCH HAS SSU REFUNDED TO LEHIGH, AND 

HOW MUCH HAS SSU PROVIDED IN UTILITY FEE CREDITS AS 

35 
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OF YEAR END 19957 

A .  A s  of December 31, 1995, the combined New York and 

Michigan escrow balances were $4,573,000. No 

escrow funded assets had been transferred to SSU 

and therefore no advance re€unds or utility fee 

credits had been issued. It is expected that 

escrow asset transfers will begin in 1996. 

Q. MS. DISMUKES ALLEGES THAT THERE IS NO BENEFIT TO 

SSU CUSTOWZRS THROUGH UTILIZATION OF THE ESCROWED 

FUNDS WHILE THERE IS A SIGNIFICANT BENEFIT TO 

MINNESOTA POWER'S UNREGULATED OPERATIONS. IS THAT 

TRUE? 

A .  No. It is SSU's responsibility to ensure that in 

the case of Lehigh Corporation's development 

activities, customers are not harmed economically 

or in quality of service, and that any assets 

accepted from the developer as part of the original 

developer agreement, as modified, meet required 

engineering standards. The extent to which a 

developer's plans and activities benefit lot and 

home owners, or the development corporation for 

that matter, through changes in real estate values, 

community character, etc., is relevant to the 

utility only with respect to the increased customer 

base over which the cost(s) of service are spread, 
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helping keep per customer costs low. 

Q. WS. DISMUKES IMPLIES THAT AS THESE FUNDS ARE 

INVESTED IN COLLECTION AND DISTRIBUTION FACILITIES, 

SSU WILL CONSTRUCT OVERSIZED CENTRAL PLANT TO 

SERVICE THESE NEW CUSTOMERS. CAN YOU C O m N T  ON 

THAT ASSERTION? 

A. The addition of new customers typically places 

increased demands on central plant. The 

appropriate sizing of plants and the amount of 

those additions eligible for inclusion as used and 

useful facilities is a question which is thoroughly 

reviewed by qualified engineering experts in each 

rate proceeding. Lehigh Corporation's use in the 

future of escrow funds for utility construction has 

minimal, if any, relevance to the issue. 

Q. DO YOU AGREE WITH THE CONCLUSIONS OF MS. DISMUKES 

THAT THE ESCROW FUNDS SHOULD BE A CONSIDERATION IN 

THE PSC'S DELIBERATIONS ON NEGATIVE ACQUISITION 

ADJUSTMENTS? 

A. NO. As stated earlier in my testimony, the 

Commission policy that acquisition adjustments are 

inappropriate unless extraordinary circumstances 

exist still applies. Since the customers are not 

harmed by Lehigh Corporation's use of escrow funds, 

as confirmed by the fact that the States of New 
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York and Michigan approved the arrangement, and 

customers may indeed benefit from customer growth 

generated from the use of those funds, no 

extraordinary circumstances exist. 

Q. WERE YOU INVOLVED ON BEHALF OF SSU IN THE PURCHASE 

OF THE COLLIER LAKgS LOCATED ON COLLIER COUNTY? 

A. Yes. At the time of the condemnation, I was the 

acting President of SSU with primary responsibility 

for the settlement of the condemnation action which 

SSU was forced to initiate to secure the property. 

Q. COULD YOU DISCUSS THE TERMS OF THE SETTLEMENT OF 

THE COND-TION ACTION BETWEEN THE PROPERTY OWNER 

AND SSU? 

A. Yes. SSU and the owners of the property, who I 

will refer to as the Colliers, agreed that SSU 

would purchase the property at a wrap around cost 

of $8 million. By wrap around cost I mean that the 

$8 million represented payment for a total 

settlement of all issues relating to the 

condemnation and use of the lakes, after 

acquisition, as a source of public water supply. 

As the commission may be aware, the condemnor in a 

condemnation action, in this situation, SSU, is 

obligated to pay court costs, witness fees and 

attorneys fees of both the condemnee as well as its 
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own costs. The $8 million represented payment in 

full of all costs which could then or ever after be 

claimed by the Colliers. 

Q .  DOES SSU BELIEVE THAT IT PAID A FAIR AND REASONABLE 

PRICE FOR THE COLLIER LAKES? 

A .  Yes. Confusion over the price we paid for the 

lakes may have arisen in part through unfamiliarity 

with the process. In addition to SSU being 

required to pay the Colliers' court costs, 

interest, witness fees and attorneys fees, SSU had 

to pay the Colliers a value equal to what a willing 

buyer and a willing seller would pay for the 

property at arms length if all pertinent facts were 

known to the parties. SSU originally had to pay 

the Colliers a good faith deposit of $4.1 million 

to continue using the property as a continued water 

supply source after December 31, 1 9 9 4  - the date 

our water lease with the Colliers expired. SSU's 

appraisers and experts did not have access at that 

time to the property owned by the Colliers which 

adjoins the property we condemned, known as the 

parent tract, or to other information necessary for 

the determination of severance value which the 

Colliers and the market might place on the 

property. 
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As is typical in condemnation actions, it was 

only after the condemnation action was begun that 

SSU'S experts and appraisers obtained the 

information necessary to determine the market value 

of the property we were taking based on the 

Collier's intended use. 

Q. COULD YOU DESCRIBE THE DIFFERENCES IN VALUE 

ASSIGNED BETWEEN SSU'S EXPERTS AND APPRAISERS AND 

THOSE USED BY THE COLLIERS? 

For this purpose I refer primarily to the testimony 

of SSU witnesses Robert Dilg, Esq. of the law firm 

of Gray, Harris & Robinson, a condemnation expert 

and SSU's legal expert in the case, and Gerald C. 

Hartman, P.E., SSU's engineering expert in this 

case with experience in numerous utility 

condemnation actions in several states. Also, 

attached as Exhibit (SWV-7) is a copy of the 

letter SSU received from our land appraiser, Hanson 

Appraisal Company, Inc., which discusses the value 

difference between the experts for both sides and 

recommends that SSU settle the case for a wrap 

around price of $8 million. I also note that Mr. 

Dilg and Mr. Hartman also are presenting the 

Commission with copies of their respective analyses 

of the case and their opinions and recommendations 

A .  
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to SSU with respect to price. 

Q .  ARE YOU AWARE OF ANY CIRCUMSTANCES WHICH LEAD YOU 

TO BELIEVE THAT A WRApAROuND SETTLEMENT OF $8 

MILLION WAS PRUDENT AND RgASONABLE? 

A. Yes. In addition to the independent expert 

opinions mentioned above, SSU has been involved in 

condemnation actions in the past as a condemnee. 

Therefore, we have experience in these matters, 

particularly regarding the magnitude of the court 

costs, witness fees, attorneys fees, interest and 

other costs which the condemnor has to reimburse to 

the condemnee. We also are aware of the risks 

involved in pursuing the case through trial. For 

instance, in February 1996, a condemnation action 

filed by Sarasota County against Atlantic 

Sarasota Utilities, Inc. went to jury trial. 

County, the condemnor, offered evidence that the 

property was worth approximately $9 million. The 

utility presented evidence that the property was 

worth at least $22 million. The jury award was 

$17.5 million -- nearly twice the value suggested 

by the County. Since the case was not settled and 

went to trial, the utility/condemnee' fees and 

costs, which must be paid by the condemnor/county, 

are estimated to be in the neighborhood of $2 
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million. The County's fees and costs have been 

indicated to be more than $2.0 million. Therefore, 

the County's costs of pursuing the condemnation 

through trial was at least $21.5 million -- almost 

2.5 times the County's believed value of the 

property. Settlement of the case was available to 

the County, but the County chose to go to trial. 

SSU also keeps abreast of other condemnation 

actions across the state and nation, such as the 

price paid by Charlotte County to condemn the 

General Development Utilities facilities in that 

county. There, the County was forced to pay GDU 

approximately twice the value the County originally 

placed on the property. 

Based on these facts, SSU's experience in 

condemnation actions in the past, SSU's knowledge 

of the facts and circumstances in this case, and 

the opinions and recommendations of SSU's experts 

and counsel, SSU determined that settling the case 

at a wrap around price of $8 million was prudent 

and reasonable. 

DOES THAT COMPLETE YOUR REBUTTAL TESTIMONY? 

Yes it does. 
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PLEASE STATE YOUR NAME, ADDRESS, AND OCCUPATION. 

My name is Dr. Roger A. Morin. My business address 

is 1515 Old Riverside Rd., Roswell, Georgia, 30076. 

I am Professor of Finance at the College of 

Business Administration, Georgia State University 

and Professor of Finance for Regulated Industry at 

the Center for the Study of Regulated Industry at 

Georgia State University. 

ARE YOU THE SAWE DR. R. A. MORIN WHO HAS FILED RATE 

OF RETURN TESTIMONY IN THIS SAME PROCEEDING? 

Yes, I am. 

WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMONY? 

This testimony is in rebuttal to Mr. Rothschild's 

(Office of the Public Counsel), and Mr. Maurey's 

(Florida Public Service Commission Staff) cost of 

capital testimonies. 

HOW IS YOUR TESTIMONY ORGANIZED? 

My testimony is organized in two parts, dealing 

with Mrs. Rothschild's and Maurey's cost of capital 

testimonies, respectively. The vast majority of my 

comments are directed at Mr. Rothschild, as I am in 

large agreement with the Commission's Leverage 

Formula espoused by Mr. Maurey in determining 

Southern States Utilities' (SSU) cost of equity. I 

have attached an executive summary of my testimony 

1 
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as Exhibit 21.3 (RAM-12). 

I. C O m N T S  ON MR. ROTHSCHILD'S TESTIMONY. 

Q. PLEASE S-IZE MR. ROTHSCHILD'S RATE OF RE- 

RECOMMENDATION. 

A. In determining SSU's cost of equity applicable, Mr. 

Rothschild applies DCF analysis to water and gas 

distribution utilities and weighs the results 

equally. As checks on the DCF results, he performs 

a risk premium analysis and a CAPM analysis. No 

weight is attached to the results of those two 

checks. Based on the results of his DCF analysis 

alone, he recommends a return of 10.10% on SSU's 

common equity capital. 

Q. DO YOU HAVE ANY GENERAL COMMENTS ON m. 

ROTHSCHILD'S TESTIMONY? 

A. Yes. Before I engage in specific criticisms of Mr. 

Rothschild's testimony, my general reaction to his 

testimony is that it is extremely narrow in scope, 

relying solely on the fragile retention growth DCF 

model results applied to water and gas distribution 

utilities. His recommendation of 10.10% rests 

entirely on one particular variant of the DCF 

approach, namely, the retention growth approach. 

Using this one variant of the DCF method, Mr. 

Rothschild was forced to assume the ROE answer 
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before he even began his determination of Ssu's 

equity costs using that method, as I demonstrate 

later. 

Mr. Rothschild has put all his eggs in the DCF 

basket, and thereby has set a dangerous precedent 

for the Commission. It is dangerous and 

inappropriate to rely on only one method, namely 

the DCF model, and to rely heavily on a particular 

variant of that method, as Mr. Rothschild has done. 

A s  I discuss later, this variant, namely the 

retention growth method, is the most fragile 

conceptually and the least valid empirically. By 

relying heavily on a single variant of the DCF 

model at a time when the fundamental assumptions 

underlying the DCF model are tenuous, the 

Commission would greatly limit its flexibility and 

increase the risk of authorizing unreasonable rates 

of return. The results from one method are likely 

to contain a high degree of measurement error. The 

Commission's hands should not be bound to one 

methodology of estimating equity costs, nor should 

the Commission ignore relevant evidence and back 

itself into a corner. Moreover, Mr. Rothschild's 

cost of equity recommendation of 10.10%, if ever 

adopted, would result in one of the lowest rate of 
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return awards for water utilities in the country. 

Moreover, I found Mr. Rothschild's testimony 

very difficult to follow and his exhibits to be 

very laborious to decipher. His testimony was very 

ambiguous in places while he seemed to repeat the 

same points on DCF analysis again at the end of his 

testimony. As for his exhibits, I found some of 

his analyses almost incomprehensible as the reader 

is continuously being buffeted from schedule to 

schedule in order to follow his figures, some of 

which I could not replicate. In short, I found Mr. 

Rothschild's computations and exhibits convoluted, 

sloppy, and difficult to follow. 

Q. WHAT ARE THE BASIC CONCLUSIONS OF YOUR REBUTTAL TO 

KR. ROTHSCHILD'S COST OF EQUITY TESTIMONY? 

A .  Mr. Rothschild understates SSU's cost of equity 

capital. A proper application of cost of capital 

methodologies would give results substantially 

higher, and much closer to my own original 

recommendation and that of the Leverage Formula. 

Q. PLEASE SVWWARIZE YOUR SPECIFIC CRITICISMS OF MR. 

ROTHSCHILD'S TESTIMONY. 

A. The specific criticisms which I discuss include: 

1. Wr. Rothschild's complete disregard for the 

Commission's Leverage Formula. Following lengthy 
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deliberations and proceedings over the years, the 

Commission has constructed a valid methodology to 

aid in the computation of the cost of equity for 

the over 400 water utilities in its jurisdiction. 

Mr. Rothschild is completely silent on the Leverage 

Formula as if it did not exist. 

2 .  Unreliable estimate. Mr. Rothschild's cost of 

equity recommendation is unreasonably low, and is 

not a reliable estimate of SSU's cost of equity 

capital given his sole reliance on one particular 

and fragile cost of equity methodology. Reliance 

on one particular methodology violates the spirit 

of the Commission's Leverage Formula. 

3. The expected growth rate for utilities in the 

DCF W d d .  There are serious logical 

inconsistencies in the retention growth method 

employed by Mr. Rothschild. Moreover, this method 

is the least empirically and theoretically valid. 

4 .  Flotation cost allowance. Mr. Rothschild is 

completely silent on the subject of flotation 

costs, and his DCF estimates of equity costs are 

therefore understated. Yet, his retention growth 

term includes growth through external stock issues. 

5. Ur. Rothschild's disregard for the 

business risks of SSU and the greater risks of the 

5 
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water industry in general. Mr. Rothschild 

erroneously contends that the business risks faced 

by SSU and the water utility industry have not 

increased in recent years and that Florida water 

utilities are not riskier than the national 

average. This violates the precepts of the 

Leverage Formula. 

6. Mr. Rothschild's view that company size is 

unrelated to return because it is an element of 

diversifiable risk is wrong. 

I .  Mr. Rothschild's contention that a liquidity 

premium is unwarranted because SSU's equity capital 

is raised by its parent is wrong. 

8. Mr. Rothschild's view that gas distribution 

stocks and water utility companies are equally 

risky is inconsistent with the facts. This view 

violates the Commission's Leverage Formula. 

9. Wr. Rothschild's viewpoint that the used and 

useful adjustment does not increase SSU's risk is 

erroneous. 

10. Wr. Rothschild's view that a weather 

normalization clause does not reduce risk is 

counterintuitive and inconsistent with financial 

theory. 

11. Mr. Rothschild's risk premium analysis is 

6 
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stale and inapplicable to water utilities. Mr. 

Rothschild's contention that the risk premium is 

driven by taxation ignores the presence of tax- 

exempt institutional investors. 

12. Mr. Rothschild's views on the proper inputs to 

the CAPM are unfounded. Mr. Rothschild wrongly 

argues that the yield on short-term Treasury 

securities is the proper proxy for the risk-free 

rate. Only long-term yields provide an appropriate 

proxy for the risk-free rate when applying the CAPM 

to common stocks. Mr. Rothschild also argues that 

arithmetic means rather than geometric means should 

be used when measuring the market risk premium. He 

is also wrong on that score. Mr. Rothschild's 

disregard for the CAPM and its results is totally 

out of the mainstream of corporate finance and 

corporate practice. Mr. Rothschild's views on the 

CAPM violate the spirit of the Commission's 

Leverage Formula. 

13. Market to Book ratios and regulation. Mr. 

Rothschild erroneously believes that market to book 

ratios above 1.0 are a sign that the utility is 

over-earning. 

My comments will show that proper use of the 

Capital Asset Pricing Model, risk premium analysis, 

I 



4435 

8 

9 

10 

11 Q. 
1 2  A .  

1 3  

1 4  

1 5  

16 

17 

18 

19 

20 

21 

22 Q. 

23 A.  

2 4  

2 5  

- 

m 

and recognition of realistic growth rates in his 

DCF methodology will produce a cost of equity 

recommendation which is substantially higher than 

his recommended 10.10%. I also respond to several 

of Mr. Rothschild's comments on my own testimony, 

and show that they are unfounded. Several of Mr. 

Rothschild's views and procedures are in 

contradiction with the Commission's Leverage 

Formula. 

1. THE LEVERAGE FORMUIA 

WHAT IS THE COMMISSION'S LEVERAGE FORMULA? 

The leverage formula is a linear equation that 

estimates the cost of equity capital for a given 

degree of financial leverage. This formula is 

recalibrated once a year to the change in financial 

conditions in the marketplace. In sharp contrast 

to Mr. Rothschild's approach, the leverage formula 

takes into account results from three cost of 

equity methodologies and allows for the differing 

risk profile of Florida water companies as compared 

to the national average. 

WHY IS THE LEVERAGE FORMULA USED? 

There are nearly 400 water and/or wastewater 

utilities in jurisdiction of the Commission. The 

Leverage formula helps to ease the administrative 
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burden of the commission and the water utilities 

alike. 

Q. DOES PbR. ROTHSCHILD MAKE USE OF THIS FORMCTLA IN HIS 

ANALYSIS? 

A. No, not at all. Mr. Rothschild has completely 

ignored the Leverage Formula in his cost of equity 

analysis. He refutes many of the methodologies and 

principles included in the leverage formula 

computation, choosing instead to rely solely on one 

variant of one methodology, the retention growth 

DCF model. 

Q. DO YOU, DR. MORIN, USE THE LEVERAGE FORMULA IN YOUR 

COST OF EQUITY ANALYSIS? 

A. Yes. I do. From a methodological standpoint, my 

recommendation is derived from the Commission's 

Leverage Formula and from suggested modifications 

and refinements which would improve the formula's 

conceptual foundations and applicability to the 

current circumstances of the water utility industry 

in Florida. Many of my recommendations were 

subsequently adopted in the most recent update of 

the Leverage formula in August of 1995 in Order No. 

PSC-95-0982-FOF-WS. 

2.  UNRELIABLE RECOWWENDATION 

Q. ROTHSCHILD HAS LIMITED THE COST OF EQUITY 

9 
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ESTIMATION PROCESS TO ONE METHODOLOOY, NAMELY THE 

DCF METHOD AND TO ONE PARTICULAR VARIANT OF THAT 

METHODOLOGY, NAMELY, THE RETENTION GROWTH METHOD. 

DOES THIS AFFECT THE RELIABILITY OF HIS RESULTS? 

Yes, it does. The major problem in his testimony 

is the lack of corroborating evidence. There is 

simply no objective cross check on the result. The 

10.10% cost of equity recommended by Mr. Rothschild 

is unreasonably low, and is not a reliable estimate 

of SSU's cost of equity capital. This is readily 

apparent in a CAPM-based reasonableness check, as I 

shall demonstrate later. Had Mr. Rothschild used 

all the market data and financial theory available 

to him, his estimate would be higher. 

There are four broad generic methodologies 

available to measure the cost of equity: DCF, Risk 

Premium, Capital Asset Pricing Model (CAPM), which 

are market-oriented, and Comparable Earnings, which 

is accounting-oriented. Each generic market-based 

methodology in turn contains several variants. Mr. 

Rothschild has chosen to rely on one method, namely 

the standard DCF method, and on one specific 

variant of that methodology, the retention growth 

method. 

When measuring equity costs, which essentially 

10 
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deals with the measurement of investor 

expectations, no one single methodology provides a 

foolproof panacea. Each methodology requires the 

exercise of considerable judgment on the 

reasonableness of the assumptions underlying the 

methodology and on the reasonableness of the 

proxies used to validate the theory. The failure 

of the traditional infinite growth DCF model to 

account for changes in relative market valuation, 

and the practical difficulties of specifying the 

expected growth component, discussed in my original 

testimony are vivid examples of the potential 

shortcomings of the DCF model. It follows that 

more than one methodology should be employed in 

arriving at a judgment on the cost of equity and 

that these methodologies should be applied across a 

series of comparable risk companies. 

There is no single model that conclusively 

determines or estimates the expected return for an 

individual firm. Each methodology possesses its 

own way of examining investor behavior, its own 

premises, and its own set of simplifications of 

reality. Each method proceeds from different 

fundamental premises which cannot be validated 

empirically. Investors do not necessarily 

11 
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subscribe to any one method, nor does the stock 

price reflect the application of any one single 

method by the price-setting investor. There is no 

monopoly as to which method is used by investors. 

Absent any hard evidence as to which method outdoes 

the other, all relevant evidence should be used and 

weighted equally, in order to minimize judgmental 

error, measurement error, and conceptual 

infirmities. I submit that the Commission should 

rely on the results of a variety of methods applied 

to a variety of comparable groups, and not, as Mr. 

Rothschild has done, on one particular generic 

method. There is no guarantee that a single DCF 

result is necessarily the ideal predictor of the 

stock price and of the cost of equity reflected in 

that price, just as there is no guarantee that a 

single CAPM or Risk Premium result constitutes the 

perfect explanation of that stock price. 

DOES THE FINANCIAL LITERATURE SUPPORT THE USE OF 

MORE T W  A SINGLE WETHOD? 

A. Yes. The financial literature strongly supports 

the use of multiple methods. Professor Brigham, a 

widely respected finance scholar and author, 

asserts : 

“In practical work, it is o f t e n  best 

Q. 

12 
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t o  use  a l l  three methods - CAPM, 

bond y i e l d  p l u s  risk premium, and 

DCF - and then apply  judgment when 

the methods produce d i f f e r e n t  

r e s u l t s .  People experienced i n  

e s t ima t ing  c a p i t a l  c o s t s  recognize  

t h a t  bo th  c a r e f u l  a n a l y s i s  and some 

very f i n e  judgments a re  requ i red .  

I t  would be nice t o  pre tend  t h a t  

these judgments a re  unnecessary and 

t o  speci fy  an easy, p r e c i s e  way o f  

determining the exact  cost of equity 

c a p i t a l .  Unfor tunate ly ,  this i s  n o t  

p o s s i b l e . "  Eugene F .  Brigham and 

Louis  C .  Gapenski, Financial  

Manacrement Theorv and Prac t i ce ,  4 t h ,  

e d ,  Dryden Press, Chicago, 1985, p .  

256. 

Mr. Rothschild should have heeded to Professor 

Brigham's admonitions in this regard. Another 

prominent finance scholar, Professor Stewart Myers, 

in his  best selling corporate finance textbook, 

cites: 

"The constant  growth formula and the c a p i t a l  

a s s e t  pr ic ing  model a re  two d i f f e ren t  ways o f  

13 
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get t ing a handle on the  same problem. " R .  A. 

Brealey and S. C. M y e r s ,  P r inc ip l e s  of 

Corporate Finance, 3rd ed, McGraw H i l l ,  New 

York, 1988, p. 182. 

" U s e  more than one model when you can. 

Because est imat ing the  opportuni ty  cos t  of 

c a p i t a l  is d i f f i c u l t ,  only a fool  throws away 

u s e f u l  information. That means you should not  

u s e  any one model or measure mechanically and 

exclusively. Beta is he lpfu l  as one tool  i n  a 

k i t ,  t o  be used i n  p a r a l l e l  with DCF models o r  

o ther  techniques f o r  in te rpre t ing  c a p i t a l  

market d a t a . "  S. C. M y e r s ,  "On the  U s e  of 

Modern Por t fo l io  Theory i n  Publ ic  U t i l i t y  Rate 

Cases : Comment , " Financial  Manauemen t, Autumn 

1978, p. 67. 

DOES THE USAGE OF THE DCF WZTHODOLOGY IN PAST 

REGULATORY PROCEEDINGS MAKE IT SUPERIOR TO OTHER 

METHODS? 

No, i t  does not .  While the  DCF model w a s  once upon 

a t i m e  fashionable i n  f inanc ia l  theory and i n  

regulatory proceedings, i t s  u n c r i t i c a l  acceptance 

vests the  model with a degree of accuracy t h a t  

simply is not there .  One of the  leading exper t s  on 

regula t ion ,  D r .  C .  P h i l l i p s  d i scusses  the  dangers 

1 4  
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of r e l y i n g  s o l e l y  on the DCF model: 

“ [ U l s e  o f  the DCF model f o r  

r egu la tory  purposes involves bo th  

t h e o r e t i c a l  and  p r a c t i c a l  

d i  f f i cul  t i es  . The t h e o r e t i c a l  

i s s u e s  inc lude  the assumption of a 

constant  r e t e n t i o n  r a t i o  ( i . e .  a 

f i xed  payout r a t i o )  and the 

assumption t h a t  d i v idends  w i l l  

cont inue t o  grow a t  a r a t e  ‘9‘ i n  

perpe  t u i  t y .  Neither o f  these 

assumptions has  any v a l i d i t y ,  

p a r t i c u l a r l y  i n  recent y e a r s .  

F u r t h e r ,  t h e  i n v e s t o r s ‘  

c a p i t a l i z a t i o n  r a t e  and the c o s t  o f  

equity cap i ta l  t o  a u t i l i t y  f o r  

a p p l i c a t i o n  to book va lue  ( i . e .  an 

or ig ina l  c o s t  r a t e  base )  a re  

i d e n t i c a l  o n l y  when market p r i c e  i s  

equal t o  book va lue .  Indeed, DCF 

advocates assume t h a t  i f  the market 

price o f  a u t i l i t y ‘ s  common s t o c k  

exceeds i t s  book va lue ,  the 

al lowable r a t e  o f  r e t u r n  on common 

equity i s  too  high and should be 

15 
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lowered: and vice ver sa .  Many 

ques t ion  t h e  assumption t h a t  market 

p r i c e  should equal book va lue ,  

b e l i e v i n g  t h a t  the earnings o f  

u t i l i t i e s  should be s u f f i c i e n t l y  

h igh  t o  achieve market-to-book 

r a t i o s  which are  c o n s i s t e n t  w i t h  

those  p r e v a i l i n g  f o r  s t o c k s  o f  

unregulated companies. 

. . . [Tlhere  r e m a i n s  the  

c i r c u l a r i t y  p r o b l e m :  S ince  

regu la t ion  e s t a b l i s h e s  a level o f  

authorized earnings which, i n  t u r n ,  

i m p l i c i t l y  i n f l u e n c e s  d iv idends  p e r  

share,  e s t ima t ion  o f  the growth r a t e  

from such data is an inherently 

c i r c u l a r  process .  For a l l  o f  these 

reasons,  the DCF model sugges ts  a 

degree o f  p r e c i s i o n  which i s  i n  f a c t  

n o t  p resen t  and l e a v e s  w i d e  room f o r  

controversy  about the level of k 

[ c o s t  of e q u i t y ] "  C .  F .  P h i l l i p s ,  

The Regulat ion o f  Publ ic  U t i l i t i e s  

Theory and Prac t i ce .  Pub1 i c 

U t i l i t i e s  Reports,  Inc. Ar l ing ton .  

16 
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Va,  1988, p p .  376-77. [Footnotes 

omitted] 

Sole reliance on the DCF model ignores the 

capital market evidence and financial theory 

formalized in the CAPM. The DCF model is one of 

many tools to be employed in conjunction with other 

methods to estimate the cost of equity. It is not 

a superior methodology which supplants other 

financial theory and market evidence. 

DO YOU SHARE THESE RESERVATIONS CONCERNING THE 

APPLICABILITI OF THE STANDARD DCF MODEL TO UTILITI 

STOCKS AT THIS TIME? 

Yes. Notwithstanding the fundamental thesis that 

several methods and/or variants of such methods 

should be used in measuring equity costs, Mr. 

Rothschild has selected a methodology which is 

particularly fragile at this time. Moreover, one 

particular variant of that methodology used by Mr. 

Rothschild, namely the retention growth method, is 

even more fragile, as I shall discuss later. 

Caution must be exercised when implementing 

the standard DCF model in a mechanistic fashion, 

for it may fail to recognize changes in relative 

market valuations. The traditional DCF model is 

not equipped to deal with surges in market-to-book 

17 
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and price-earnings ratios. I question Mr. 

Rothschild's decision to adhere solely to the 

standard DCF model when one of its fundamental 

assumptions is violated. The standard infinite 

growth DCF model assumes constancy in such ratios. 

Several fundamental changes have recently 

transformed the water utility industry from the 

times when the standard DCF model and its 

assumptions were developed. Environmental 

concerns, conservation ethics, changes in customer 

attitudes regarding water utility services, reduced 

reliability of water supplies and corporate 

restructurings have all influenced stock prices in 

ways vastly different from the early assumptions of 

the DCF model. These changes suggest that some of 

the raw assumptions underlying the standard DCF 

model, particularly that of constant growth, are of 

questionable pertinence at this point in time for 

water utility stocks, and that the DCF model should 

be at least complemented by alternate methodologies 

to estimate the cost of common equity. Clearly, 

historical dividend and earnings per share growth 

rates are not indicative of future trends in the 

water utility industry. Near-term projections of 

growth are downward-biased by the increased costs 

1 8  
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of regulatory compliance. 

An additional concern deals with the realism 

of the constant growth rate assumption and with the 

difficulty of finding an adequate proxy for that 

growth rate. The standard DCF model assumes that a 

single growth rate of dividends is applicable in 

perpetuity. Not only is the constant growth rate 

assumption somewhat unrealistic, but it is 

difficult to proxy. Analysts' growth forecasts are 

usually made for not more than two to five years in 

time, or if they are made for more than a few 

years, they are dominated by the near-term earnings 

and dividends picture. 

My sentiments on the DCF model were echoed in 

a recent decision by the Indiana Utility Regulatory 

Commission (IURC) . The IURC recognized its 

concerns with the DCF model and that the model 

understates the cost of equity. In Cause No.  3 9 8 7 1  

Final Order, the IURC states on page 2 4 :  

". . . .the DCF model, heavily relied 
upon by the Public, understates the 

cost of common equity. The 

Commission has recognized this fact 

before. In Indiana Mich. Power Co. 

(IURC 8/24/90), Cause No. 38728, 116 

1 9  
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PUR4th 1, 17-18, we found: 

[Tlhe unadjusted DCF result is 

almost always well below what any 

informed financial analyst would 

regard as defensible, and therefore 

requires an upward adjustment based 

largely on the expert witness‘s 

judgment . ’’ 

The Commission also expressed its concern with a 

witness relying solely on one methodology: 

”. . . . . .the Commission has had 

concerns in our past orders with a 

witness relying solely on one 

methodology in reaching an opinion 

on a proper return on equity 

figure. (page 25)  

Mr. Rothschild should have heeded to this advice 

from a regulator, given that his testimony is 

entirely DCF-driven. 

Q. WHY SHOULD YOU USE MORE THAN ONE APPROACH FOR 

ESTIMATING THE COST OF EQUITY? 

A. Mr. Rothschild relies heavily and almost 

exclusively on the fragile “retention growth” DCF 

model applied to water and gas distribution 

utilities. This is a very dangerous procedure. AS 

2 0  
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I stated in my original testimony, no one 

individual method provides an exclusive foolproof 

formula for determining a fair return, but each 

method provides useful evidence so as to facilitate 

the exercise of an informed judgment. Reliance on 

any single method or preset formula is 

inappropriate when dealing with investor 

expectations. Moreover, the advantage of using 

several different approaches is that the results of 

each one can be used to check the others. 

3. DCF GROWTH RATES 

CAN YOU COMMENT ON MR. ROTHSCHILD'S GROWTH 

ESTIMATES IN THE DCF MODEL? 

There are three techniques to estimate expected 

growth in the DCF model: (1) historical growth 

rates in earnings per share, dividends per share, 

and book value per share, ( 2 )  analysts' growth 

forecasts, and (3) retention growth method, where 

the growth rate is based on the equation g = b x 

ROE, where b is the percentage of earnings retained 

and ROE is the expected earned rate of return on 

book equity. In his DCF analysis of water and gas 

distribution utilities, Mr. Rothschild estimates 

the growth component using only the last method. 

He rejects the customary alternatives of relying on 

2 1  
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analysts' growth forecasts and on historical growth 

rate in earnings, dividends, and book value. 

By relying solely on a single growth- 

estimating technique in the DCF model as Mr. 

Rothschild has done, the Commission would set a 

very dangerous precedent for future ratemaking 

procedures. A single technique to estimate 

investor growth expectations is likely to contain a 

high degree of measurement error and may be 

distorted by short-term aberrations. The 

Commission's hands should not be bound to one 

single estimate of growth in the DCF determination 

of equity costs. The advantage of using several 

different approaches in estimating growth is that 

the results of each one can be used to check the 

others. 

RETFSlTION GROWTH blETHOD 

PLEASE DESCRIBE MR. ROTHSCHILD'S IMPLEMENTATION OF 

THE RETENTION GROWTH METHOD. 

To apply the retention ratio growth method in his 

DCF analysis, Mr. Rothschild multiplies the 

utility's retention ratio by the return on equity. 

The latter is proxied by Value Line's forecast of 

ROE, historical ROES in 1 9 9 4  and 1995, and by an 

implied ROE based on Zack's Consensus growth rates. 

2 2  
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I was unable to replicate his 11.15% ROE on 

Schedule JAR 4.1. To compute the retention ratio, 

in a strange turnabout, rather than simply take the 

actual retention ratio and the retention ratio 

forecast by Value Line as he did for the ROE, Mr. 

Rothschild computes the retention ratio indirectly, 

as one minus the book dividend yield divided by the 

ROE, that is, (1 - D/rB). In other words, the two 

components of growth, ROE and retention ratio, are 

determined simultaneously and are functionally 

interdependent. Thus, any error in one component 

is inherently compounded when applied to the other 

component. 

Mr. Rothschild correctly recognizes and adds 

to his retention growth estimate any growth 

stemming from external financing through common 

stock issues. The growth results are shown on Line 

7 in his Schedule 4 pages 1 and 2 for Value Line 

Water Companies and Value Line Gas Distribution 

companies, respectively. The average growth rate 

range is 3.20%-3.21% for the water companies and 

4.04% - 4.36% for the gas distribution companies. 

DO YOU HAVE ANY OBJECTIONS TO THE RETENTION GROWTH 

ESTIMATES USED BY MR. ROTHSCHILD? 

Since Mr. Rothschild's entire testimony and his 

2 3  
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10.10% cost of equity recommendation hinge on the 

retention growth cornerstone, it is important to 

point out the dangers and flaws of this method. 

There are two fundamental problems with Mr. 

Rothschild's retention growth methodology: 

(1) Mr. Rothschild's retention growth method 

contains a fatal logical flaw: the method requires 

an estimate of ROE to be implemented. In other 

words, his method requires him to assume the ROE 

answer to start with. But if the ROE input 

required by the model differs from the recommended 

return on equity, a fundamental contradiction in 

logic follows. Mr. Rothschild's recommended 10.10% 

return on equity is far removed from the ROE'S he 

uses in the retention growth method, both 

historically and prospectively. On his Schedule 4 

pages 1 and 2 ,  he uses an expected return of 11.25% 

for water utilities, and 12.0% for the gas 

distribution companies, which are all well above 

Mr. Rothschild's recommended 10.10% range. The 

vast majority of the historical ROEs, Value Line 

prospective ROEs, and Zack's imputed ROEs for each 

water company reported on Schedule 6 pages 2 and 3 

and for the gas distribution utilities reported on 

Schedule 7 pages 2 and 3 and used in Mr. 

24 
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Rothschild's retention growth computation exceeds 

his recommended 10.10% and average about 1 1 . 2 5 % .  

Mr. Rothschild is assuming in effect that the 

companies will earn at a return rate exceeding his 

recommended equity range forever, but he is 

recommending that a different rate be granted by 

the commission. While this scenario may be 

imaginable for an unregulated company with 

substantial market power, it is implausible for a 

regulated company whose rates are set so that they 

will earn a return equal to their cost of capital. 

I consider this logical flaw extremely damaging and 

sufficient to reject Mr. Rothschild's results 

produced by the method, and hence the crux of his 

testimony. In essence, Mr. Rothschild is using an 

ROE that differs from his final recommended cost of 

equity, and is requesting the Commission to adopt 

two different returns. 

Mr. Rothschild, however, contends that there 

is no circularity in this methodology because "r" 

is defined as the future return on book equity and 

"k" is the cost of equity, or the return investors 

expect on the market price of their investment. 

What Mr. Rothschild has failed to realize is that 

in a regulated environment, the return on book 

25 
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equity is set equal to the cost of capital. 

I am extremely perplexed as to why Wr. Rothschild 

assumes that water utilities are expected to earn 

11.25% forever, but yet he recommends 10.10%. The 

only way that water utilities can earn 11.25% is 

that rates be set so that they will in fact earn 

11.25%. So, how can the cost of equity be any 

different from 11.25%? 

In a strange twist of irony, Mr. Rothschild 

cites a passage from the landmark Hope Natural Gas 

Decision which cautions against the use of circular ... 

logic : 

“The heart of the matter is that 

rates cannot be made to depend upon 

“fair value” when the value of the 

going enterprise depends on earnings 

under whatever rates may be 

anticipated. ” 

Yet, this is exactly what Mr. Rothschild has done 

by using an assumed ROE to recommend a different 

ROE. 

( 2 )  The empirical finance literature 

demonstrates that the retention growth method is a 

poor explanatory variable of value, and is not 

significantly correlated to measures of value, such 

2 6  
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as stock price and price/earnings ratios. Mr. 

Rothschild's rejection of the traditional use of 

both historical growth rates and analysts' growth 

forecasts in the DCF model is in flagrant 

contradiction to the scholarly research and 

academic literature on the subject. 

Q .  DO INVESTORS RELY ON HISTORICAL GROWTH RATES? 

A .  Yes. they do. I was surprised that Mr. Rothschild 

did not examine historical growth rates in his DCF 

analysis. Surely, investor growth expectations are 

influenced to some extent by historical growth 

rates in formulating their future growth 

expectations. It is not perfectly clear as to why 

Mr. Rothschild ignored this relevant data. 

Ironically, his own estimates of expected ROE when 

he implements the retention growth method are 

partially driven by historical ROE'S. Historical 

indicators are widely used by analysts, investors, 

and expert witnesses. Cohen, Zinbarg, and Zeikel 

(Investment Analysis and Portfolio Management, 5th 

edition, Irwin, 1987, Part 4 Security Analysis. pp. 

537-538) which is a recommended textbook for CFA 

(Chartered Financial Analyst) certification and 

examination, suggest the calculation of historical 

growth rates as a first step in security analysis. 

27 
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Techniques of historical growth analysis for 

individual companies are described in Chapter 1 2 .  

Professional certified financial analysts are 

certainly well versed in the use of historical 

growth indicators. 

ANALYSTS' GROWTH FORECASTS 

CAN YOU C O W N T  ON m. ROTHSCHILD'S GROWTH 

FORECASTS? 

Yes. Mr. Rothschild's laborious and convoluted 

procedure for computing retention (b x ROE) growth 

rates requires several subjective input forecasts: 

expected ROE, market-to-book ratio, dividend yield 

on book, and new financing growth. It would appear 

far more economical and expeditious to use 

available growth forecasts directly instead of 

relying on four individual forecasts of the 

determinants of such growth. It only seems logical 

that the measurement and forecasting errors 

inherent in using four different variables to 

predict growth far exceed the forecasting error 

inherent in a direct forecast of growth itself. 

It is also paradoxical that Mr. Rothschild 

employs analysts' growth forecasts from Zack's, 

which he earlier dismissed as inadequate, in order 

to derive his expected ROE estimate in the 
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retention growth method, which itself provides a 

measure of expected growth. This procedure is 

hopelessly circular: he uses "inadequate" analysts' 

growth forecasts to obtain expected ROE to in turn 

obtain growth. Why not simply use the growth 

forecast outright? 

On page 17 of his testimony, Mr. Rothschild 

states that analyst growth rates are improper to 

use in the DCF model. I disagree. Retention 

growth rates are poor surrogates for the consensus 

growth expectations of investors. As stated 

earlier, the empirical finance literature 

demonstrates that the retention growth method of 

determining growth is a poor explanatory variable 

of market value, and is not significantly 

correlated to measures of value, such as stock 

price and price/earnings ratios. Averages of 

analysts' growth forecasts are more reliable 

estimates of the investors' consensus expectations. 

Studies in the academic literature also demonstrate 

that the consensus growth forecast made by security 

analysts is a reasonable indicator of investor 

expectations, and that investors rely on such 

analysts' forecasts. The consensus long-term 

growth forecast of analysts provides a good proxy 

2 9  
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for investors' growth expectations when applying 

the DCF model. Mr. Rothschild has chosen not to 

rely on analyst growth forecasts, in spite of the 

superiority of such forecasts in representing 

investor growth expectations. 

Both empirical research and common sense 

indicate that investors rely heavily on analysts' 

growth rate forecasts. It stands to reason that 

analysts make better forecasts than could be 

obtained using only historical data, because 

analysts have available not only :.ast data but also ~. 

a knowledge of such crucial factors as current 

economic trends, rate case decisions, construction 

programs, new products, cost data, impending tax 

law changes, and so on. The variations in 

historical ROE'S and payout ratios which concerned 

Mr. Rothschild and caused him to question the 

relevance of historical growth rates in the DCF 

model are known to investors, and are reflected in 

their growth forecasts. 

Although historical information provides a 

primary foundation for expectations, investors use 

additional information to supplement past growth 

rates in arriving at their forecasts. Not only do 

analysts extrapolate past history, but they also 
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consider historical trends and anticipated economic 

events before arriving at a growth forecast. 

Q. CAN YOU S-IZE YOUR CO-NTS ON 1M(. ROTHSCHILD'S 

DCF GROWH RATES? 

A. In summary, Mr. Rothschild has disregarded both 

historical growth rates and analysts growth 

forecasts, two of the most widely used and 

empirically validated sources of growth rates. He 

has ignored the empirical findings of the finance 

literature, pointing to the superiority of such 

forecasts. His retention growth rate methodology 

contains serious theoretical, conceptual, 

empirical, and methodological flaws, and should be 

disregarded by the Commission. 

My own recommendation to the Commission with 

regards to DCF growth rates, to the extent that the 

Commission chooses to rely on his method, is that 

equal weight should be accorded to DCF results 

based on history and those based on analysts' 

forecast. Very little weight should be accorded to 

retention growth results, in view of the empirical 

evidence and the conceptual infirmities discussed 

above. Each proxy for expected growth brings 

information to the judgment process from a 

different light. Neither proxy is without blemish, 
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each has advantages and shortcomings. Historical 

growth rates are available and easily verifiable, 

but may no longer be applicable if structural 

shifts have occurred. Analysts' growth forecasts 

may be more relevant since they encompass both 

history and current changes, but are nevertheless 

imperfect proxies. 

In view of the above, Exhibit (RAM-3) 

shows what I believe to be historical growth rates 

for the water companies used by Mr. Rothschild in 

his DCF analysis. The 4.2% average growth rate is 

a full 100 basis points higher than that used by 

Mr. Rothschild. If we average that result with the 

3.9% analyst consensus growth forecast provided by 

IBES, the proper growth rate to use in the DCF 

analysis would be 4.059%. This growth figure 

substantially exceeds Mr. Rothschild's average 

retention growth estimates by approximately 70 

basis points. 

DO YOU SEE ANY DANGERS IN RELYING ON VALUE LINE AS 

AN EXCLUSIVZ SOURCE OF FORECASTS IN APPLYING THE 

DCF UODEL? 

Yes. Mr. Rothschild's heavy reliance on Value Line 

as a source of data in both his DCF and Risk 

Premium analyses runs the risk of being 
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unrepresentative of investors' consensus 

expectations. One would expect that averages of 

analysts' growth forecasts such as those contained 

in IBES or Zack's are more reliable estimates of 

the investors' consensus expectations likely to be 

impounded in stock prices. Moreover, the empirical 

finance literature has shown that consensus 

analysts' growth forecasts are reflected in stock 

prices, possess a high explanatory power of equity 

values, and are used by investors. 

4. FLOTATION COST 

Q.  WHAT FLOTATION COST TREATWENT DOES MR. ROTHSCHILD 

R E C O m N D  IN THIS CASE? 

A .  Mr. Rothschild is completely silent on the subject 

of flotation cost allowance. 1 can only surmise 

that he believes that no such allowance is 

warranted. Mr. Rothschild's testimony contains a 

flagrant inconsistency with regard to flotation 

costs, however. He employs a version of the DCF 

model that explicitly accounts for continuous 

external common stock issues over time. In 

estimating the growth component of the DCF model, 

he adds 50 basis points for external growth through 

stock issues for the water utilities and 

approximately 120 basis points for growth by the 

3 3  
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gas distribution utilities. Yet, he completely 

ignores the flotation costs that are associated 

with such common stock issues. 

PLEASE COMMENT ON FLOTATION COST ADJUSmNTS. 

Flotation costs are very similar to the closing 

costs on a home mortgage. In the case of issues of 

new equity, flotation costs represent the discounts 

that must be provided to place the new securities. 

Flotation costs have a direct and an indirect 

component. The direct component is a compensation 

to the security underwri ter for his 

marketing/consulting services, for the risks 

involved in distributing the issue, and for any 

operating expenses associated with the issue 

(printing, legal, prospectus, etc.). The indirect 

component represents the downward pressure on the 

stock price as a result of the increased supply of 

stock from the new issue. The latter component is 

frequently referred to as "market pressure". 

Flotation costs for common stock is analogous 

to the flotation costs associated with past bond 

issues which, as a matter of routine regulatory 

policy by the Commission, are amortized over the 

life of the bond, even though no new bond issues 

are contemplated. In the case of common stock, 

3 4  



4462  

r- 

e 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

1 2  

13 

14 

15 

16 

11 

18 

19 

20  

21 

22 

23 

24  

25  

which has no finite life, flotation costs are not 

amortized. Therefore, the recovery of flotation 

cost requires an upward adjustment to the allowed 

return on equity. Flotation costs associated with 

stock issues are exactly like the flotation costs 

associated with bonds and preferred stocks. 

Flotation costs are incurred, they are not expensed 

at the time of issue, and, therefore, must be 

recovered on a deferred basis in future years. 

The flotation adjustment is made to the DCF 

analysis by dividing the expected dividend yield 

component of the DCF by (1 - f) , where f is the 

underpricing allowance factor. This type of 

flotation cost allowance to the cost of common 

equity capital is routinely discussed and applied 

in most corporate finance textbooks. 

According to empirical studies, underwriting 

costs and expenses average at least 4% of gross 

proceeds for utility stock offerings. (See Logue & 

Jarrow: "Negotiation vs Competitive Bidding in the 

Sale of Securities by Public Utilities," Financial 

Manaaement, Fall 1978). A study of 641 common stock 

issues by 95 electric utilities identified a 

flotation cost allowance of 5 . 5 %  (see Borum & 

Malley: "Total Flotation Cost for Electric Company 

3 5  
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Equity Issues," Public Utilities Fortniahtlv, Feb. 

20th, 1986). 

As far as the market pressure effect is 

concerned, empirical studies suggest an allowance of 

1%. Logue and Jarrow found that the absolute 

magnitude of the relative price decline due to 

market pressure was less than 1.5%. Bower and Yawitz 

examined 218 public utility stock issues and found 

an average market pressure of 0.72% (see Bower & 

Yawitz, "The Effect of New Equity Issues on Utility 

Stock Prices, Public Utilities Fortniqhtly, May 22, .. 

1980). 

Eckbo & Masulis ("Rights vs. Underwritten Stock 

Offerings: An Empirical Analysis," Univ. of British 

Columbia, Working Paper No. 1208, Sept. 1987) found 

an average flotation cost of 4.175% for utility 

common stock offerings. AS far as the market 

pressure effect, they found that the relative price 

decline due to market pressure in the days 

surrounding the announcement amounted to slightly 

more than 1.5%. Adding the two effects, the 

indicated total flotation cost allowance is almost 

5.7%, corroborating the results of earlier studies. 

Therefore, based on empirical studies, total 

flotation costs including market pressure 

36 



4 4 6 4  

1 

2 

3 

4 

5 

6 

I 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Conservatively amount to 5% of gross proceeds. 

5 .  BUSINESS RISK OF THE WATER INDUSTRY 

Q- PLEASE COMMENT ON m. ROTHSCHILD'S ASSESSMENT OF 

THE BUSINESS RISKS FACED BY THE WATER UTILITY 

INDUSTRY. 

A. I was astonished by Mr. Rothschild's statement at 

page 41 lines 1-5 of his testimony that the risks 

of the water business have not increased 

substantially in recent years. I refer Mr. 

Rothschild to the overview of the relative 

investment risks of the water and electric-gas 

utility industry which I provided for the 

Commission in a paper entitled Return on Common 

Equity Determination for Florida Water & Wastewater 

Utilities in a workshop held on February 23, 1995. 

The paper was provided in my direct testimony as 

Exhibit (RAM-2). The paper described how 

changes in the operating environment of Florida 

Water and Wastewater Utilities and SSU have 

increased their investment risk and their cost of 

capital, both in absolute terms and relative to 

other utilities. The changing investment risk of 

water utilities status relative to other utilities 

was analyzed by examining trends in key financial 

variables. It defies understanding and credulity 
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as to how Mr. Rothschild could possibly have 

concluded that the risks of water utility industry 

have not increased substantially in recent years 

following the passage of the Safe Drinking Water 

Act. 

6. SIZE EFFECT 

DO YOU AGREE WITH MR. ROTHSCHILD THAT COMPANY SIZE 

HAS NO EFFECT ON THE COST OF EQUITY? 

No, I do not. I was astounded by Mr. Rothschild's 

position on page 39 of his testimony that company 

size has no impact on the cost of equity because 

size-related risk is diversifiable. There is 

considerable research and empirical evidence to the 

contrary. Most, if not all, college-level finance 

textbooks contain a discussion of the effect of 

size on return. I was surprised that Mr. 

Rothschild was unaware of this vast literature on 

the size effect. 

Clearly, investment risk increases as company 

size diminishes, all else remaining constant. Not 

only is this intuitively transparent, but the size 

phenomenon is well documented in the finance 

literature. Stocks of small firms earn higher 

risk-adjusted returns than those of large firms. 

Small companies have very different returns than 
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large ones and on average those returns have been 

higher. The greater risk of small stocks does not 

fully account for their higher returns over many 

historical periods. The average small stock 

premium is in excess of 5% over the average stock, 

more than could be expected by risk differences 

alone, suggesting that the cost of equity for small 

stocks is considerably larger than for large 

capitalization stocks. The size effect is well 

documented in Mr. Rothschild's own source of data, 

Ibbotson Associates, and yet he chose to ignore it. 

7. LIQUIDITY EFFECT 

Q. DO YOU AGREE WITH MR. ROTHSCHILD'S VIEWS ON 

LIQUIDITY? 

A. No, I do not. On page 45, Mr. Rothschild argues 

that it is inappropriate to add a liquidity premium 

to SSU because it is SSU's parent, Minnesota Power 

and Light (MP&L), that raises the equity capital 

for SSU. This is nonsense. Here again, Mr. 

Rothschild is guilty of a fatal conceptual error. 

SSU must be treated as a separate stand-alone 

entity, distinct from MP&L because it is the cost 

of capital for SSU that we are attempting to 

measure and not the cost of capital for MP&L's 

consolidated overall activities. Financial theory 
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clearly establishes that the cost of equity is the 

risk-adjusted opportunity cost to the investor, in 

this case, MP&L. The true cost of capital depends 

on the use to which the capital is put, in this 

case SSU. The specific source of funding an 

investment and the cost of the funds to the 

investor are irrelevant considerations. 

For example, if an individual investor borrows 

money at the bank at an after-tax cost of 8% and 

invests the funds in a speculative oil exploration 

venture, the required return on the investment is 

not the 8% cost but rather the return foregone in 

speculative projects of similar risk, say 2 0 % .  

Similarly, the required return on SSU is the return 

foregone in comparable risk investment, and is 

unrelated to the parent's cost of capital. The 

cost of capital is governed by the risk to which 

the capital is exposed and not by the sources of 

funds. The identity of the shareholders has no 

bearing on the cost of equity or on the liquidity 

of the investment because it is the risk to which 

the equity funds are exposed which governs the cost 

of equity 

Just as individual investors require different 

returns from different assets in managing their 

4 0  
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personal affairs, corporations should behave in the 

same manner. A parent company normally invests 

money in many operating companies of varying sizes 

and varying risks. These operating subsidiaries 

pay different rates for the use of investor 

capital, such as long-term debt capital, because 

investors recognize the differences in capital 

structure, risk, and prospects between the 

subsidiaries. Therefore, the cost of investing 

funds in an operating utility subsidiary such as 

SSU is the return foregone on investments of 

similar risk and is unrelated to the identity of 

the investor. 

Besides, it is intuitively obvious that faced 

with two identical risk investments, one being 

liquid and easily marketable and the other highly 

illiquid, the investor will require a higher return 

from the illiquid investment. 

8. RELATIVE RISK OF WATER AND GAS UTILITIES 

Q. DO YOU AGREE WITH MR. ROTHSCHILD THAT WATER 

UTILITIES HAVE THE SAME DEGREE OF RISK AS GAS 

DISTRIBUTION UTILITIES ? 

A. No, I do not. Contrary to his assertion, Mr. 

Rothschild's group of gas distribution utilities is 

less risky than water utilities as shown on Exhibit 
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(RAM-2) in my direct testimony because 

relative to the gas companies group, the water 

companies have: a lower Value Line Safety Rank 

index, a lower Value Line Financial Strength index, 

a higher beta risk factor, smaller market 

capitalization, a higher debt ratio, a lower M/B 

ratio, lower P/E ratio, lower interest coverage 

ratio, and higher volatility of earnings per share, 

revenues, and operating profits. The comparative 

risk measures of the water and gas companies 

unanimously and unambiguously indicate that the 

former are riskier than the latter. Thus, a cost 

of equity estimate based in part on the gas 

companies group understates the cost of equity of 

water utilities. 

9. USED AND USEFUL ADJUS’IWZNT 

PLEASE RESPOND TO MR. ROTHSCHILD’S POSITION ON THE 

COWWISSION’S USED AND USEFUL ADJUSTMENT. 

Mr. Rothschild argues on page 40 lines 10-11 that 

the used and useful adjustment does not increase 

SSU’s risk because “investors eventually receive 

much of the compensation associated with what was 

initially disallowed used and useful plant.” Of 

course, the key words in that quote are 

“eventually“ and “much“, which clearly point to the 
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futurity and riskiness of the recovery. A s  I 

discussed in my direct testimony, the net results 

of the used and useful adjustment are to disallow 

some significant investment and to disincent 

company management to pursue scale economies in its 

multi-year construction program for fear of 

incurring used and useful penalties. 

10.  WEATHER NORblALIZATION CLAUSE 

Q. DO YOU AGRBE WITH MR. ROTHSCHILD'S POSITION THAT 

WEATHER NORMALIZATION CLAUSES DO NOT INFLUENCE THE 

COST OF EQUITY? 

A .  No, I do not. In another shocking assertion, Mr. 

Rothschild argues that a weather normalization 

clause does not lower risk, hence the cost of 

equity, because weather is a diversifiable risk. 

Mr. Rothschild correctly points out that under the 

precepts of modern financial theory as embodied in 

the CAPM, investors are compensated only for non- 

diversifiable (beta) risks, that is, for risks that 

are part and parcel of beta. Incidentally, it is 

ironic that Mr. Rothschild has suddenly relied on 

the fundamental precepts of the CAPM to make his 

point after earlier refuting the model as a full- 

fledged method of estimating investor return. In 

any event, what Mr. Rothschild has forgotten are 

43 



4471 

r- 
1 

2 

3 

4 

5 

6 

I 

8 

9 

10 

11 

12 

13 

1 4  

15 Q .  

1 6  

17 A .  

18 

19 

2 0  

21 

22 

23 

2 4  

25  

,--- 

F 

the basic determinants of beta. In my direct 

testimony and more formally in Chapter 1 4  of my 

book, Reaulatorv Finance, I show that beta has 

three main components: demand risk, operating 

leverage, and financial leverage. In other words, 

a security's beta is a function of the firm's 

demand beta, which measures the demand volatility 

of the firm's revenues. The latter is clearly 

influenced by the absence or presence of a weather 

normalization clause. Thus, Mr. Rothschild is 

incorrect in his assertion that a weather 

normalization clause exerts no impact on risk, and 

hence on cost of equity. 

11. RISK PREMIUM ANALYSIS 

PLEASE DISCUSS YOUR CONCERNS WITH m. ROTHSCHILD'S 

RISK PREMIUM ANALYSIS. 

My concerns with Mr. Rothschild's risk premium 

analysis are three-fold: 1) the lack of current 

data, 2 )  the use of electric utilities as a proxy 

for water utilities and 3 )  that changes in tax laws 

have altered the debt-equity risk premium 

relationship. 

With regard to the first argument, Mr. 

Rothschild compares the costs of debt and equity 

over a five year period ending in 1993. Five years 
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is hardly enough data to make an informed judgment 

as to the risk premium common stocks have commanded 

over debt. Secondly, Mr. Rothschild has chosen to 

end his analysis in 1993  because he believes that 

this particular five year time period was the least 

volatile. A valid risk premium analysis should 

encompass as much data as is reasonable and include 

up-to-date information, particularly when applied 

to an industry which is experiencing a rising risk 

profile. My own risk premium analyses are month- 

by-month studies over a 10-year horizon and include 

data up to the time of regulatory filings. 

My second criticism addresses Mr. Rothschild's 

use of electric utilities as a proxy for the water 

industry. If a proxy is to be used for the water 

industry, then a risk adjustment must be made to 

account for the different risk environments and 

investor expectations of the two industries. NO 

such adjustment was made for this proxy group as 

Mr. Rothschild states on page 2 3 ,  "the difference 

between my recommended cost of equity in this case 

and the cost of equity indicated by the risk 

premium method could be explained by the industry- 

risk differential . . . "  
Mr. Rothschild's third comment revolves around 
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the effect of tax law changes on the risk premium. 

I have two problems with this argument. First, it 

is important that the cost of equity not be 

confused with the return to the equity investor. 

Only from a return view is taxability a 

consideration. From a utility cost of capital 

viewpoint, the investor's tax bracket makes no 

difference in the cost of capital. The cost of 

equity is viewed correctly from the market place. 

Second, if a regulatory commission were to seek to 

enable the utility to compensate investors for 

their after-tax returns, we could have as many 

returns as there are tax bracket variations, and 

they would defy analysis. Several institutional 

investors such as pension funds are tax-exempt, 

others are fully taxable. Even if tax adjustments 

were warranted, it is impractical to determine the 

constellation of tax brackets for all the company's 

shareholders, and to determine the identity and tax 

bracket of the marginal price-setting investor. 

Q. ARE MR. ROTHSCHILD'S RISK PREMIUM FINDINGS 

CONSISTENT WITH THE EMPIRICAL FINANCE LITERATURE? 

A .  No, not at all. Mr. Rothschild's risk premium test 

produces a cost of equity of 9.168 for water 

utilities and 10.17% for gas distribution 

4 6  
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utilities. I find these estimates implausible, 

since they are barely above SSU’s borrowing rate. 

Also, given that Treasury bonds are yielding about 

6.5% currently, the risk premium between common 

stocks and 30 year Treasury bonds implied in Mr. 

Rothschild’s risk premium results is about 3.5%. 

The empirical risk premium literature indicates 

much higher risk premiums. 

Five published utility industry risk premium 

studies are noteworthy: 

Carleton, W.T., Chambers, W., and Lakonishok, 

J. “Inflation Risk and Regulatory Lag.” Journal of 

Finance, May 1983. (“CCL”) 

Brigham, E.F., Shome, D.K., and Vinson, S. R. 

“The Risk Premium Approach to Measuring a Utility‘s 

Cost of Equity. Financial Management, Spring 1985, 

33-45. (“BSV”) 

Harris, R.S. “Using Analysts‘ Growth Forecasts 

to Estimate Shareholder Required Rates of Return.“ 

Financial Management, Spring 1986, 58-67. 

Harris, R.S. and Marston, F.C. “Estimating 

Shareholder Risk Premia Using Analysts’ Growth 

Forecasts. Financial Management, Summer 1992, 63- 

70. ( “HM”)  

Maddox, F.M., Pippert, D. T., and Sullivan, 
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R.N. "An Empirical Study of Ex Ante Risk Premiums 

for the Electric Utility Industry" Financial 

Management, Autumn 1995, 89-95. ("MPS") 

Over the period 1971-1980, and using DCF-style 

measures of equity returns, CCL found risk premiums 

of 6.15% and 7.08% over Treasury bond yields for 

electric utilities with high and l o w  bond ratings, 

respectively. Using allowed ROE as a measure of 

equity return, they found risk premiums between 

6.2% and 6.7% for the 1972-1980 period. BSV found 

an average equity risk premium of 5.13% for the DOW 

Jones Utility Average electric utilities for the 

period 1966-1984. Using an alternate measure of 

expected growth for the DCF computation of equity 

returns, they found a average risk premium of 4.75% 

for the January 1980 - June 1984 period. For the 

Standard & Poors Utility Index, Harris found an 

average equity risk premium of 4.81%. Harris' 

findings were consistent with the HM findings as 

well. MPS found equity risk premiums of 3.4% for 

the Value Line electric utilities. On the whole, 

Mr. Rothschild's homemade r i s k  premium is much 

lower than that found in the empirical finance 

literature. 

12. CAPITAL ASSET PRICING MODEL 
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Q. PLEASE COMMENT ON MR. ROTHSCHILD'S CRITICISMS OF 

YOUR CAPM METHODOLOGY. 

A. Mr. Rothschild alleges two difficulties with my 

implementation of the CAPM. First, he argues that 

the yield on 90-day Treasury Bills provides an 

adequate proxy for the risk-free rate rather than 

the yield on long-term Treasury bonds. Second, he 

argues that the geometric average historical return 

should be used in calculating the historical market 

risk premium rather than the arithmetic average. 

He is incorrect on both counts. I demonstrate 

below that the yield on long-term Treasury bonds is 

the appropriate proxy for the risk-free rate in the 

CAPM model and that the arithmetic mean is the only 

correct measure of the market risk premium 

component of the CAPM model. 

RISK-FREE RATE 

WOULD YOU COMMENT ON MR. ROTHSCHILD'S USE OF THE 3 

MONTH TREASURY BILL AS A MEASURE OF THE RISK FREE 

RATE? 

Q. 

A. Mr. Rothschild believes that the risk-free rate is 

best measured by the yield on three-month treasury 

bills rather than the long term government 

securities that I employ. I disagree. Only long- 

term yields provide an appropriate proxy for the 
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risk-free rate. This is simply because common 

stocks are long-term instruments more akin to long- 

term bonds than to 90-day short-term securities. 

Moreover, utility assets are very long-term in 

nature. 

Theoretically, the yield on 90-day Treasury 

Bills is virtually riskless, devoid of default risk 

and subject to a negligible amount of interest rate 

risk. But as a practical matter, the T-Bill rate 

fluctuates widely, leading to volatile and 

unreliable equity return estimates. Moreover, 

yields on 90-day Treasury Bills typically do not 

match the equity investor's planning horizon. 

Equity investors generally have an investment 

horizon far in excess of 90 days. 

More importantly, short-term Treasury Bill 

yields reflect the impact of factors different from 

those influencing long-term securities such as 

common stock. The premium for expected inflation 

embedded into 90-day Treasury Bills is likely to be 

far different than the inflationary premium 

embedded into long-term securities yields. On 

grounds of stability and consistency, the yields on 

long-term Treasury bonds match more closely with 

common stock returns. In his best-selling 
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corporate finance textbook, Brigham cites (see 

Brigham, E.F., Financial Manaqement: Theorv and 

Practice, 5th ed., Dryden Press 1988) : 

“Treasury bill rates are subject to 

more random disturbances than are 

Treasury bond rates . For example, 

bills are used by the Federal 

Reserve System to control the money 

supply, and bills are also used by 

foreign governments, firms, and 

individuals as a temporary safe- 

house for money. Thus, if the Fed 

decides to stimulate the economy, it 

drives down the bill rate, and the 

same thing happens if trouble erupts 

somewhere in the world and money 

flows into the United States seeking 

a temporary haven. ‘I (Page 225) 

Therefore, the 90-day Treasury Bill yield 

advocated by Mr. Rothschild is an inappropriate 

proxy for the risk-free rate in the CAPM model. 

Mr. Rothschild contends that Treasury bonds are 

risky because of interest rate risk. To that end, 

he has calculated a beta of 0.40 for Treasury bonds 

versus the market. This computation is 
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preposterous. While long-term Treasury bonds 

possess a higher degree of interest rate risk than 

Treasury bills, this is only true if the bonds are 

sold prior to maturity. A substantial fraction of 

bond market participants, usually institutional 

investors with long-term liabilities (pension 

funds, insurance companies), in fact hold bonds 

until they mature, and therefore are not subject to 

interest rate risk. Institutional bondholders 

neutralize the impact of interest rate changes by 

matching the maturity of a bond portfolio with the 

investment planning period, or by engaging in 

hedging transactions in the financial futures 

markets. The merits and mechanics of such 

immunization strategies are well documented by both 

academicians and practitioners. Moreover, to 

assign Treasury bonds a beta of 0.40 would put them 

in the same risk class as gold mining stocks such 

as Homestake Mining and Helm0 Gold Mines, and Close 

to some utilities which have betas of 0.50. I 

don't think any investor would believe that an 

investment in a gold mine or utility stocks is 

similar in risk to a bond backed by the U.S. 

Treasury. 

ARITIWETIC VERSUS GEOMETRIC MEANS 
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Q. PLEASE C O m N T  ON THE USE OF ARITHMETIC AVERAGES 

VERSUS GEOMETRIC AVERAGES IN IMPLEMENTING THE CAPW. 

A. One major issue relating to the use of realized 

returns is whether to use the ordinary average 

(arithmetic mean) or the geometric mean return. 

Mr. Rothschild erroneously argues for the use of 

the geometric mean return. This is incorrect. 

Only arithmetic means are correct for forecasting 

purposes and for estimating the cost of capital. 

This is formally shown in Brealey & Myers 

["Principles of Corporate Finance," Instructors' 

Manual, Appendix C, McGraw Hill 19911, a widely 

used and respected textbook on corporate finance. 

This error is committed by Mr. Rothschild in 

spite of the fact that the widely-cited Ibbotson & 

Associates publication cited by Mr. Rothschild as a 

data source on which he relies contains a detailed 

and rigorous discussion of the impropriety of using 

geometric averages in estimating the cost of 

capital. 

The net effect of Mr. Rothschild's use of 

geometric means rather than arithmetic means is to 

decrease his estimates of SSU's required return by 

1 . 2 %  (120 basis points). The latter estimate is 

derived by conservatively assuming that SSU's beta 
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is 0.60 and multiplying that beta by 2%, the 

approximate difference between the arithmetic and 

geometric mean risk premiums for stocks over 

Treasury Bills. 

There is no theoretical or empirical 

justification for the use of geometric mean rates 

of returns. I know of no textbook on finance or 

scientific journal article which advocates the use 

of the geometric mean as a measure of the 

appropriate discount rate in computinq the cost of 

cauital or in computina lsresent values. 

Q. CAN YOU PROVIDE A BRIEF EXPLANATION AS TO WHY THE 

ARITHMETIC MEAN IS PREFERABLE TO THE GEOMETRIC MEAN 

WHEN ESTIMATING THE COST OF CAPITAL? 

A. The use of the arithmetic mean appears counter- 

intuitive at first glance, because we commonly use 

the geometric mean return to measure the average 

annual achieved return over some time period, as 

correctly pointed out by Mr. Rothschild. For 

example, the long-term performance of a portfolio 

is frequently assessed using the geometric mean 

return. 

But performance appraisal is one thing, and 

cost of capital estimation is another matter 

entirely. In estimating the cost of capital, the 
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goal is to obtain the rate of return that investors 

expect, that is, a target rate of return. On 

average, investors expect to achieve their target 

return. This target expected return is in effect 

an arithmetic average. The achieved or 

retrospective return is the geometric average. In 

statistical parlance, the arithmetic average is the 

unbiased measure of the expected value of repeated 

observations of a random variable, not the 

geometric mean. 

The geometric mean answers the question of 

what constant return you would have had to achieve 

in each year to have your investment growth match 

the return achieved by the stock market. The 

arithmetic mean answers the question of what growth 

rate is the best estimate of the future amount of 

money that will be produced by continually 

reinvesting in the stock market. It is the rate of 

return which, compounded over multiple periods, 

gives the mean of the probability distribution of 

ending wealth. 

While the geometric mean is the best estimate 

of performance over a long period of time, this 

does not contradict the statement that the 

arithmetic mean compounded over the number of years 
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that an investment is held provides the best 

estimate of the ending wealth value of the 

investment. The reason is that an investment with 

uncertain returns will have a higher ending wealth 

value than an investment which simply earns (with 

certainty) its compound or geometric rate of return 

every year. In other words, more money, or 

terminal wealth, is gained by the occurrence of 

higher than expected returns than is lost by lower 

than expected returns. 

In capital markets, where returns are a 

probability distribution, the answer that takes 

account of uncertainty, the arithmetic mean, is the 

correct one for estimating discount rates and the 

cost of capital. 

In conclusion, MI. Rothschild commits a 

serious logical error by relying on geometric 

averages rather than on the conceptually correct 

arithmetic averages of historical returns. This 

error invalidates his discussion and reestimation 

of my CAPM estimate. 

13. MARKET-TO-BOOK RATIOS 

Q .  PLEASE COMMENT ON MR. ROTHSCHILD'S VIEWS REGARDING 

WLRKET-TO-BOOK RATIOS. 

A. On page 36 of his testimony, Mr. Rothschild asserts 

56 



4484 

r' 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

that since current market-to-book (M/B) ratios for 

water utilities are in excess of 1.00, this is an 

indicator that the industry is earning returns 

greater than their required returns and that the 

regulating authority should lower the authorized 

return. Mr. Rothschild would therefore find it 

plausible that stock prices of the water utility 

industry companies drop from the current 1.4 to the 

desired M/B ratio range of 1.0. 

There are several reasons why M/B ratios are 

largely irrelevant and why I disagree with Mr. 

Rothschild's view of the role of M/B in regulation. 

1) Mr. Rothschild's inference that M/B 

are relevant and that regulators should set an ROE 

so as to produce a M/B of 1.0 is erroneous. The 

stock price is set by the market, not by 

regulators. The MIB ratio is the result of 

regulation, not its starting point. The regime of 

regulation envisioned by Mr. Rothschild, that is, 

that the Commission will set an allowed rate of 

return so as to produce a M/B of close to 1.0, 

presumes that investors are congenital masochists; 

they commit capital to a utility with a M / B  in 

excess of 1.0, knowing full well that they will be 

inflicted a capital loss by regulators. This is 
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not a realistic or accurate view of regulation. 

2 )  The condition that the M/B will gravitate 

toward 1.00 if regulators set the allowed return 

equal to capital costs will be met only if the 

actual return expected to be earned by investors is 

at least equal to the cost of capital on a 

consistent long-term basis. The cost of capital of 

a company refers to the expected long-run earnings 

level of other firms with similar risk. If 

investors expect a utility to earn an ROE equal to 

its cost of equity in each period, then its M/B 

ratio would be approximately 1.00, or about 1.05 

with the proper allowance for flotation cost. 

But a company's achieved earnings in any given 

year are likely to exceed or be less than their 

long-run average. Depressed or inflated M/B ratios 

are to a considerable degree a function of forces 

outside the control of regulators, such as the 

general state of the economy, or general economic 

or financial circumstances which may affect the 

yields on securities of unregulated as well as 

regulated enterprises. I regard the achievement of 

a 1.05 M/B ratio as appropriate, but only in a 

long-run sense. For utilities to exhibit a long- 

run M/B ratio of 1.05, it is clear that during 
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economic upturns and more favorable capital market 

conditions, the M/B ratio must exceed its long-run 

average of 1.05 to compensate for the periods 

during which the M/B ratio is less than its long- 

run average under less favorable economic and 

capital market conditions. 

Historically, the M/B ratio for utilities has 

fluctuated above and below 1.05. This indicates 

that earnings below capital costs and M/B ratios 

below 1.05 during less favorable economic and 

capital market conditions must necessarily be 

accompanied with earnings in excess of capital 

costs and M/B ratios above 1.05 during more 

favorable economic and capital market conditions. 

3) M/B ratios are determined by the 

marketplace, and utilities cannot be expected to 

attract capital in an environment where industrials 

are commanding M/B ratios well in excess of 1.00. 

Moreover, if regulators were to currently set rates 

so as to produce a M/B ratio of 1.05, not Only 

would the long-run target M/B ratio of 1.05 be 

violated, but more importantly, the inevitable 

consequence would be to inflict severe capital 

losses on shareholders. Investors have not 

committed capital to utilities with the expectation 

5 9  
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of incurring capital losses from a misguided 

regulatory process. 

The fundamental goal of regulation should be 

to set the expected economic profit for a public 

utility equal to the level of profits expected to 

be earned by firms of comparable risk, in short, to 

emulate the competitive result. For unregulated 

firms, the natural forces of competition will 

ensure that in the long-run the ratio of the market 

value of these firms' securities equals the 

replacement cost of their assets. This suggests 

that a fair and reasonable price for a public 

utility's common stock is one that produces 

equality between the market price of its common 

equity and the replacement cost of its physical 

assets. The latter circumstance will not 

necessarily occur when the M/B ratio is 1.0; only 

when the book value of the firm's common equity 

equals the value of the firm's physical assets at 

replacement cost will equality hold. 

CONCLUSIONS 

Q.  WIIAT DO YOU CONCLUDE FROM MR. ROTHSCHILD'S DCF 

ANALYSIS? 

A .  My general conclusions are: (1) His DCF analysis 

hinges solely on the "retention growth" method, 
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only one of several methods traditionally used in 

regulatory proceedings, and certainly the most 

fragile method. (2) His application of the method 

is questionable and contains a serious logical 

trap. ( 3 )  He has ignored historical 

dividend/earnings growth rates and analysts growth 

forecasts for dubious reasons. (4) I have already 

alluded to the absence of a reasonable stock-bond 

risk premium in his recommendation. 

It is difficult not to conclude that Mr. 

Rothschild's cost of capital testimony from which 

CAPM, historical dividend/earnings growth DCF, and 

analysts' growth forecasts DCF are absent is 

grossly incomplete. It is also difficult to accept 

Mr. Rothschild's claim that investors are expecting 

10.10% when his own data indicates that investors 

are expecting more. 

MY specific conclusions are that Mr. 

Rothschild has committed several serious conceptual 

and methodological errors in his DCF analysis: 1) 

no flotation cost adjustment whatsoever, implying a 

30 basis points deficiency, 2) exclusive reliance 

on the retention method of specifying the DCF 

growth rate, which is the most fragile and 

empirically reprehensible approach to growth 
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estimation, 3 )  failure to consider historical 

dividends/earnings growth rates and the analysts' 

consensus growth forecasts, and 4) the misuse and 

rejection of the CAPM. Any reasonable conservative 

quantification of these errors and omissions easily 

increases his cost of equity estimate to the same 

level as suggested by the Commission's Leverage 

Formula and my own recommendation. 

In a nutshell, Mr. Rothschild's 10.10% cost of 

equity recommendation is well below a credible 

level, and there are serious problems with his 

methods and his concepts. 

11. COMblENTS ON MR. MAUREY'S TESTIMONY 

PLEASE S-IZE MR. MAUREY'S RATE OF RETURN 

RECOMMENDATION. 

In determining the cost of equity applicable to 

SSU, Mr. Maurey bases his recommendation on the 

leverage formula approved in Order No. PSC-95-0982- 

FOF-WS on August 10. Use of the leverage formula 

results in a cost of equity recommendation of 

11.83%. 

DO YOU HAVE ANY COMMENTS REGARDING MR. MAUREY'S 

TESTIMONY? 

Yes, I do. As I have stated earlier in this 

rebuttal, I endorse the use of the leverage formula 
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in this case. Several of the changes I suggested 

to the Commission to improve the formula were 

adopted in the August 1995 revision of the leverage 

formula, thereby removing most of my concerns with 

the original formula, as I explained in my original 

testimony. I would, however, like to reiterate two 

of my concerns that were not adopted: 1) the use of 

a flat cost of debt over the full range of equity 

ratios used in the formula and 2) the practice of 

limiting the allowed return to the return indicated 

by a 40% common equity ratio. I shall address each 

of these concerns in turn. 

First, the leverage formula assumes that the 

cost of debt remains invariant over a common equity 

ratio ranging from 100% all the way up to 40%. I 

disagree. The cost of debt is higher for a company 

with 40% equity than for a company which has no 

debt. I recommend that the leverage formula allow 

for the rising cost of debt as leverage rises. 

Secondly, I also believe that there is nothing 

magical about the 40% common equity floor imposed 

by the formula. while I sympathize with the 

Commission's desire to discourage the employment of 

high leverage, there is nothing imprudent or 

unusual about higher dosages of debt. As I 

6 3  
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discussed in my original testimony, the very small 

private Florida water utilities do not have access 

to the equity markets, generate limited internal 

funds, and therefore must resort to the private 

debt markets f o r  funding. I reiterate my 

recommendation that the 40% -100% common equity 

constraint be relaxed to 30%-100%. 

DOES THIS COMPLETE YOUR REBUTTAL TESTIMONY? 

Yes, it does. 
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A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

WHAT IS YOUR NAME AND BUSINESS ADDRESS? 

My name is G. Robertson Dilg and my business 

address is 201 E .  Pine Street, P.O. Box 3068, 

Orlando, Florida 32802-3068. 

WHAT IS YOUR EDUCATIONAL BACKGROUND AND WORK 

EXPERIENCE? 

My degrees include the following: B.A. Dartmouth 

College - 1965; M.A. University of California - 

1966; Ph.D. Indiana University - 1975; and J.D. 

Stetson University - 1982. 

WHAT ARE YOUR PROFESSIONAL AFFILIATIONS? 

I am a member of the following associations: 

American Bar Association; Florida Bar Association; 

and Orange County Bar Association. 

HAVE YOU EVER TESTIFIED BEFORE A REGULATORY AGENCY? 

No. 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

Exception No. 2 of the staff audit report Suggests 

that approximately 85 acres of the total 212 acres 

condemned by SSU from the Baron Collier Group 

should be treated as non-utility property -- 

capable of future development -- and, thus, the 

associated costs should not be included in rate 

base in this proceeding. This proposal should be 

rejected by the Commission. There is no basis for 

1 



4493 

- 
1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 Q. 
13 

,P 

14 

1 5  A .  

16 

17 

18 

1 9  

2 0  

2 1  

22 

23 

24 Q. 
25 

P 

the assertion that the property can, much less ever 

will, be used for commercial or residential 

development by SSU or any other party. The 212 

acres condemned by SSU was the minimum acreage that 

SSU could condemn in order to protect the water 

source for Marco Island. It is inconceivable that 

any permitting authority would permit residential 

or commercial development in proximity to the 

Collier Lakes, and, I am informed, if attempted, 

such an action would be opposed by SSU using all of 

its resources. 

ARE YOU SUGGESTING THAT THERE ARE RULES AND 

REGULATIONS WHICH REQUIRED SSU TO CONDIWN THE 

ENTIRE 212 ACRES? 

No, there are no specific laws or regulations which 

require that size parcel to be condemned. However, 

ssu’s engineers and consultants determined that 
this was the minimum acreage necessary to protect 

the water source. In addition, SSU‘s valuation 

experts, John Calhoun and Woody Hanson, informed 

SSU that there would have been no appreciable 

savings to SSU, even had it attempted to condemn 

less of the property. 

COULD YOU PLEASE EXPLAIN Wm THE CONDEMNATION OF A 

SMALLER PARCEL WOULD NOT RAVE APPRECIABLY DECREASED 
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THE COST OF THE COLLIER LAICES TO SSU? 

A .  Yes. To protect the quality of water being 

withdrawn by SSU from the lakes, development of 

adjoining property will have to be prohibited. 

When that occurs, the adjoining land, which is 

zoned for commercial or high density residential 

use, will be reduced to a nominal value. Under 

Florida’s condemnation laws, the property owners 

are entitled to recover all losses occasioned by 

the diminution in value of the adjoining land. A s  

a result, if SSU did not take the adjoining land, 

it would, nevertheless, effectively be required to 

pay for it but would not own it. To make matters 

worse, the property owners, after the taking, could 

then have sought to develop the land, which would 

probably have forced SSU to incur the cost of 

contesting any proposed development in both 

administrative and, perhaps, judicial proceedings. 

Thus, failing to take the entire 212 acres would 

not have saved money and ultimately could have cost 

far more than the actual amount SSU paid. 

Q. IT HAS BEEN SUGGESTED DURING CUSTOMEX SERVICE 

HEARINGS THAT THE APPRAISAL PERFO-D IN NOVEMBER 

1992 WHICH VALUES THE CONDEMNED PROPERTY AT 

APPROXIMATELY $4 MILLION REPRESENTS THE TRUE VALUE 
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OF THE PROPERTY. DO YOU AGREE WITH THIS ASSERTION? 

A. No. That appraisal, which was prepared by Calhoun, 

was nothing more than his original good faith 

estimate of the value of the property. There are 

several facts which must be understood to 

appreciate the basis for the original appraisal. 

First, the total property consists of approximately 

1914 acres. Calhoun's appraisal does not include 

any severance damages to the almost 1700 acre 

remainder parcel east of the area taken. At the 

time Calhoun prepared his appraisal, he had very 

little knowledge of the eastern property and did 

not include it in his appraisal. Instead, he 

valued just the triangular portion of property west 

of Henderson Creek Canal as what is termed by 

appraisers "a larger parcel. I' 

The property owners responded by presenting 

appraisals of two valuation experts, both of whom 

included very substantial claims for severance 

damages, which are damages to any portion of the 

property remaining after the taking. The 

condemnation values of the Collier's appraisers 

were approximately $12.5 million and $13.5 million, 

respectively. Exhibit &? (GRD-1) provides a 

copy of the letter from my firm analyzing the 
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potential evidence to be introduced at trial by the 

parties' witnesses and recommending that SSU settle 

the case for a "wrap around" price of $8 million. 

The exhibit also provides a breakdown of the 

experts' respective valuations. SSU, for its part, 

retained Hanson as a second appraiser. Please note 

that although SSU's appraisers Calhoun and Hanson 

ultimately considered the property as a single 

large tract, neither treated severance damages to 

the eastern property. Also, please note that the 

severance damages claimed by the Colliers' experts 

represents the vast majority of the difference 

between the valuations presented by the two sides. 

Q. WHAT IS THE STANDARD APPLIED BY A JURY I N  

DETEWINING THE COND-ATION VALUE OF PROPERTY? 

A .  It is critical for the Commission to understand 

that the standard for establishing value in a 

condemnation proceeding is the price at which a 

willing seller would be able to sell the property 

to a willing buyer, both knowing all relevant 

factors. In this case, there were many factors 

that might have affected value. For instance, as 

the Staff Audit Exception No. 2 points out, the 

condemned parcel was zoned for commercial and 

residential development. Therefore, the value of 

5 
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the property for commercial and residential use is 

the beginning point of valuation. In addition, it 

should be noted that the property was one of the 

last remaining undeveloped properties of its size 

in the Collier County area. Also, the property is 

contiguous to State Road 951 and Highway 41, both 

of which are undergoing increasing levels of 

development along their paths. When SSU's water 

lease expired on December 31, 1994, the property 

would have been well suited for rapid development. 

Development for commercial or residential purposes 

could not take place, however, if the Collier Lakes 

were to continue to be used as a source for a 

public water supply. 

Q. WERE THERE DIFFERENCES OF OPINION AS TO THE VALUE 

OF THE PROPERTY TAKEN EXCLUSIVE OF SEVERANCE 

DAMAOES AND OTHER CONSIDERATIONS? 

A .  Yes. One of the property owners' appraisers valued 

the property taken at $6,400,000, while the other 

valued it at $4,800,000. Both of the property 

owners' appraisers contended that there would be an 

interim period during which the property would be 

held before development was initiated. During this 

time, according to those appraisers, water could be 

sold to a potential purchaser, such as the City of 
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Naples, or even SSU. By condemning the property 

rather than continuing the lease, SSU was taking 

not only the land but also the additional revenue 

that could be derived from the sale of water. The 

property owners‘ appraisers valued that lost 

revenue at between $1,500,000 and $2,400,000. 

Q. ARE SEVERANCE DAMAGES ROUTINELY AWARDED BY JURIES 

IN CONDEWNATION PROCEEDINGS? 

A .  Yes. Severance damages are routinely sought and 

recovered by landowners in condemnation actions any 

time that less than the landowner‘s entire property 

is taken and the remaining property is affected by 

the taking. 

Q. COULD YOU PLEASE DESCRIBE THE SEVERANCE DAMAGES 

IDENTIFIED BY THE COLLIERS’ EXPERTS? 

A .  Whereas SSU’s appraisers focused their attention on 

the 223 acres to the west of Henderson Creek canal, 

the landowners’ appraisers, Richard Klusza and J. 

E. Carroll, both looked at the property as an 

integrated 1900 acre tract. They argued that 

because this was the last large tract suitable for 

golf course development in the area, it would not 

suffer a diminution in per acre value, despite its 

size. Since the land was worth so much in their 

opinion, even small reductions in the use of that 

I 
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land would result in substantial severance damages. 

Both of the Colliers' appraisers believed that 

taking water from the lakes would adversely impact 

a large portion of the property to the east of the 

canal. They argued that: (1) extracting water from 

the lakes would reduce the supply of water 

available for a golf course and would make it more 

difficult to obtain a water permit for that 

purpose; (2) using the lakes as a water source 

would inhibit development of portions of the 

eastern property that drained into the canal, since 

the canal, which replenishes water in the lakes, 

would itself be regarded as a water source; (3) 

taking highlands near the lakes would eliminate 

lands whose high densities could otherwise have 

been available for transfer to the eastern 

property; (4) the taking would eliminate a "front 

door" to the eastern property that could have been 

developed in such a way as to promote more rapid 

development of the remaining property; and (5) the 

location of the taking combined with existing 

wetlands would make it more difficult to develop 

the remaining property in a logical and efficient 

pattern. Based on those arguments, the property 

owners' appraisers estimated that the density of 
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development in the east would be reduced by between 

15 and 23 percent. According to their estimates, 

this would result in damages of from $4,450,000 to 

$ 4 , 6 0 0 , 0 0 . '  

Q. COULD YOU EXPLAIN SSU'S RATIONALE FOR SETTLING THE 

CONDEMNATION ACTION AT A COST OF $8 MILLION? 

A. Yes. As I previously mentioned, my Exhibit 3/sc 
(GRD-1) contains a copy of my firm's opinion to SSU 

recommending the settlement to SSU at a price of $8 

million. I am informed that the engineering expert 

and land appraiser similarly recommended settlement 

to SSU at this price and that copies of their 

recommendations also are being provided as 

exhibits . These letters provide a detailed 

explanation of SSU's rationale for settling the 

litigation at a "wrap around" cost of $8 million. 

Summarized, that rationale is as follows: 

SSU made every effort to purchase this and 

other properties capable of satisfying the water 

needs of its Marco Island facilities. 

Unfortunately, those efforts did not prove 

successful and it was necessary to condemn the 

property. In a condemnation proceeding, the 

condemnor must pay not only full compensation for 

the land taken and any severance damages, but it 

9 
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must also pay all reasonable legal fees, expert 

fees and costs incurred by the landowner. The 

condemnor must also pay interest on any difference 

between the amount it estimates as the value of the 

property when it acquires the property under a 

quick take proceeding and the final value 

determined by settlement or a jury. The only way 

to cut short interest, expert costs and legal fees 

is to agree on a settlement. 

It is also true that a jury tends to value 

property somewhere midway between the opinions 

given by the parties' experts. In the instant 

case, the values for the property taken range from 

$3,606,500 to $6,400,000. Given that range, a jury 

verdict of $5 million dollars would have been 

likely. If the jury accepted the concept of 

interim sales of the water, it could have awarded 

an additional $1.5 to $2.4 million for that loss. 

On the question of severance damages, estimates 

ranged from $117,000 to $4,600,000. If the jury 

felt that even less than 10% of the remainder 

property had been damaged, such an apparently 

inconsequential reduction would have translated 

into an additional award of as much as $2 million 

which SSU would have had to pay. 

10 
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Given the above considerations, a jury could 

easily, and I mean "easily", have entered a verdict 

of $7 million. If such an award were entered, SSU 

would also be required to pay, at a minimum, 

interest of $300,000,  as well as expert and legal 

fees and costs well in excess of $1,000,000 thus 

far exceeding the $8 million paid, without even 

including the fees SSU would have to pay for its 

own experts and attorneys to continue the case 

through trial. 

Should the jury have awarded $8.5 million, 

which we as SSU's counsel believed possible, costs 

would have exceeded $11 million exclusive of the 

Company's overhead or other costs associated with 

continuing the action. By settling the case at $8 

million, SSU eliminated the risk of so excessive a 

jury verdict, resolved all questions of fees and 

costs without the need for further litigation, and 

provided a basis for future cooperation with the 

property owners. SSU thus acted prudently and in 

the best interest of its customers. 

TO CONCLUDE, IN YOUR EXPERT OPINION, WAS THE PRICE 

PAID BY SSU BOR THE COLLIER LAKES PROPERTY 

REASONABLE AND PRUDENT? 

Yes, it was. 

11 
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Q. DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY? 

A .  Yes, it does. 
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CHAIRMAN CLARX: All right. Mr. Armstrong. 

MR. ARMSTRONG: Mr. Westrick, have you been 

sworn? 

WITNESS WESTRICK: Yes, ma'am, I have. 

J. DENNIS WESTRICK, P.E. 

(as called as a witness on behalf of Southern States 

Jtilities, Inc., and having been duly sworn, testified 

is follows: 

DIRECT EXAMINATION 

3Y MR. ARMSTRONG: 

Q Mr. Westrick, do you have before you 14 pages 

if testimony which was rebuttal testimony prefiled in 

:his docket? 

A Yes. 

Q 

:est imony? 

Do you have any changes to that prefiled 

A Yes, I do. 

Q Could you please provide those changes? 

A Yes, on Page 13, Line 16, strike the word -- 
)r excuse me, change the word 8*witnesses" to l1witness," 

jingular, strike the word "Bertram," and strike the word 

''and." And on Line 18, same page, strike the words 

lithe witnesses are" and change it to "he is." 

Q With those changes, Mr. Westrick, if I asked 

IOU the questions contained in this 14 pages, would your 
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snswers be the same? 

A Yes. 

MR. ARMSTRONG: Madam Chair, we request that 

the 14 pages of rebuttal testimony of Mr. Westrick be 

incorporated into the record as though read. 

CHAIRMAN CLARK: The prefiled rebuttal 

:estimony of Mr. Dennis Westrick will be inserted in the 

record as though read. 

MR. ARMSTRONG: Thank you. 

Q (By Mr. Armstrong) Mr. Westrick, you're 

sponsoring rebuttal Exhibits JDW-5 through JDW-10; is 

that correct? 

A That's correct. 

Q 

A No changes. 

And you have no changes to those exhibits? 

MR. ARMSTRONG: Madam Chair, we request those 

Exhibits be identified with the next available exhibit 

number. 

CHAIRMAN CLARK: Those exhibits will be 

labeled as 216. 

(Exhibit No. 216 marked for identification.) 
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Q. ARE YOU THE SAME J. DENNIS WESTRICK WHO PREVIOUSLY 

PRESENTED PRE-FILED DIRECT TESTImNY IN THIS 

PROCEEDING? 

A .  Yes, I am. 

Q. WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

A. Primarily, I will provide facts that refute 

customer and Sugarmill Woods testimony that 

suggests that SSU's plant in service projects are 

not required for safety reasons or under regulatory 

mandate. I also will rebut customer testimony and 

allegations of intervenor counsel that SSU's 

projections are suspect by demonstrating that 

Southern States' projections of plant in service 

for the years 1995 and 1996 are credible and should 

be used for rate setting purposes in this 

proceeding. 

Q. WHY DO YOU BELIEVE THAT CUSTOMERS HAVE PLACED THE 

CREDIBILITY OF SSU'S PLANT IN SERVICE PROJECTIONS 

IN QUESTION? 

A. A number of customers who testified during the 

customer service hearings, as well as their 

counsel, suggested that SSU's projections of plant 

in service were inflated and otherwise subject to 

serious doubt. I believe the customers' concerns 

were not justified for a number of reasons which I 

1 
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will soon relate. 

I also have read the prefiled testimony of 

Public Counsel witnesses Larkin and DeRonne which 

draws the Commission's attention to Public 

Counsel's analysis of the number of 1995  projects 

completed as of October 31, 1995 .  When SSU 

provided Public Counsel with the plant in service 

information as of October 31, which is referred to 

by Public Counsel's witnesses, we informed the 

Public Counsel that the projects not completed at 

that time were "primarily Operations projects, not 

time critical, and are intended to be completed by 

the end of 1 9 9 5 " .  Clearly, the number of projects 

completed as of October 31 which Public Counsel 

focuses on are of relatively little significance 

since, as we indicated in our response, the total 

cost of the delayed projects totalled only $638,657 

or 2% of total budget. Based on the facts and 

circumstances I present and those presented by 

other SSU engineers, I believe the credibility of 

SSU's projected plant in service for 1996 are 

reasonable and credible and should be considered by 

the Commission when establishing rates in this 

proceeding. 

COULD YOU PLEASE PROVIDE THE REASONS WHY YOU 

2 
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BELIEVE THE COMPANY'S 1995 AND 1996 PROJECTIONS OF 

PLANT IN SERVICE IN THE MFRS ARE REASONABLE AND 

CREDIBLE? 

A .  Yes. First, Exhibit J16 (JJK-5) introduced by 

SSU witness Kimball evaluates the status of the 

1995 projects previously identified in Volume 11, 

Book 4 of 4 of the MFRs as projects to be completed 

in 1995. This exhibit confirms that in 1995, SSU 

placed $22,933,549 of water, wastewater and general 

plant into service. The projected 1995 plant in 

service, as adjusted by Ms. Kimball, was 

$24,508,827 for water, wastewater and general 

plant. Therefore, in 1995, SSU placed in excess of 

93% of the total plant investment projected in the 

MFRS into service. 

Second, Exhibit 31 b (JJK-5) also confirms 

that 209 of the total of 240 projects or more than 

87% of the projects SSU projected would be 

completed actually were placed into service by year 

end 1995. Exhibit & (JDW-5) provides the total 
company project by project breakdown for 1995 MFR 

projected plant in service, with the exception that 

general plant projects are excluded. Exhibit 2 / d  
(JDW-6) identifies the projects in service areas 

under my responsibility. SSU witnesses Bailey, 
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Goucher and Paster will provide more specific 

testimony concerning the projects placed into 

service in the service areas under their respective 

responsibility. 

Third. SSU has used projected test years in 

two recent rate proceedings, Marco Island - Docket 

No. 920655-WS, and Lehigh - Docket No. 911188-WS. 

SSU completed and the Commission authorized for 

inclusion in rate base, 98.58% and 100%. 

respectively, of the plant in service projections 

made in those cases. In fact, in the Marco Island 

case, all projects were completed and the final 

plant in service amount exceeded the projected 

amount by over $365,000. In the Lehigh case, all 

projects were completed as projected but the 

projected total cost exceeded the actual in service 

amount by approximately $304,000. 

Fourth, as we informed the parties in our 

response to Public Counsel's Interrogatory No. 180 

on October 18, 1995, SSU's projected plant in 

service historically has been consistent with its 

actual in service investments. our response 

included data from the years 1992 to 1994. Now 

that 1995 is over, we have updated that information 

to include 1995. In each year from 1992 through 
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1995, SSU's actual plant in service additions 

compared favorably with the budgeted in service 

amount. Exhibit J/c? (JDW-7) provides the 

budgeted versus actual plant in service additions 

for these years. It is noteworthy that 

cumulatively for the entire four year period, SSU 

placed more plant into service than SSU projected. 

The variance of actual plant in service additions 

to budgeted in service amounts was 4.25%. 

Fifth, SSU's projected expenditures for so- 

called blanket capital expenditures, which include 

new and replacement meters, repair and replacement 

items and service line installations, are close to 

the budgeted amounts. As SSU's witness Dave Denny 

describes, SSU's 1995 projections for these items 

were premised on actual experience during the 

period 1992 through 1994. The accuracy of the 1995 

projection presents considerable confirmation of 

the validity of SSU's projections for 1996 

investments in these items. 

Sixth, the Commission should understand that 

96 of the total 157 projects included in the 1996 

projections are operations projects which, when 

viewed individually, are not material in cost and 

generally do not require extensive permitting, 

5 
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detailed design, etc., but which collectively total 

$3,603,469. SSU completed and placed into service 

91% of these types of projects in 1995 and expects 

at least similar results in 1996. 

Seventh, of the 157 capital projects projected 

for completion in 1996, 39 are carryover projects 

from 1995 which SSU remains confident will be 

completed in 1996. 

Q. PLEASE IDENTIFY THE CURRENT STATUS OF THOSE 

PROJECTS WHICH WERE INCLUDED IN THE MFRS FOR 1995 

BUT NOT PLACED INTO SERVICE AS OF DECEMBER 31, 

1995. 

A .  There are only 14 projects company-wide which were 

projected in the MFRs for completion in 1995 but 

which have or will be completed in 1996. These 

projects, as well as the date in 1996 that they 

were placed into service or are expected to be 

placed into service, are identified in Exhibit && 
(JDW-8). Only two of the 14 projects which were not 

completed company- wide were under my 

responsibility. Those projects are the Deep Creek 

In-Line Booster Pump and the Marc0 Island Aquifer 

Storage Recovery. The other SSU engineers providing 

rebuttal testimony will discuss the current status 

of projects identified in Exhibit%& (JDW-8) which 

6 
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were under their responsibility. 

The Deep Creek In-Line Booster Pump project 

was not implemented because of continuing 

negotiations with Charlotte County Utilities for 

alternative methods to correct continued low 

pressure problems in the Deep Creek water 

distribution system during peak demand periods. 

Results of a preliminary survey and investigation 

completed during the last quarter of 1995 

determined that upsizing the existing interconnect 

would be as beneficial as the proposed in-line 

booster pump. Negotiations with the County have 

resulted in their acceptance of the installation of 

an upsized 10-inch interconnect. The project has 

been designed and bid. Permits for the project 

have not been released by the County pending final 

resolution of easement issues. The project is 

expected to be completed in the second quarter of 

1996. 

The Marco Island Aquifer Storage and Recovery 

project is a multi-phase project with several 

construction components scheduled to be phased into 

service. During the permitting process in 1995, 

objections were raised by a local interest which 

delayed the project. SSU has resolved the 

I 
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objections and they have been withdrawn. An 

exploratory well is under construction and a 

prototype production well and monitoring well are 

projected to be in service during the last quarter 

of 1996. 

More importantly, the total cost of these two 

projects combined was only $282,214, or 2 . 3 %  of 

the projected plant in service total of $11,991,544 

projected in the MFRs under my responsibility. 

The other SSU engineers will provide similar 

information for projects under their 

responsibility. 

Q. LOOKING AT EXHIBIT 310 (JDW-6) , ONE NOTES THE 

REFERENCE TO A PROJECT WHICH WAS EXPENSED. COULD 

YOU EXPLAIN THIS DESIGNATION? 

A. Yes. This Marco Shores project was completed in 

1995. However, when SSU's expense/capitalization 

criteria were applied, the people responsible for 

booking SSU's investment in the Marco Shores lead 

and copper control project, which totalled only 

$1,973, determined that the investment should be 

expensed, not capitalized. 

Q.  COULD YOU DESCRIBE WHY THE PROJECTS UNDER YOUR 

RESPONSIBILITY IDENTIFIED IN EXHIBIT dLd_ (JDW-6) 

AS "CANCELLED" UNDER THE COL- HEADING "SCHEDULE" 

8 
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WERE CANCELLED? 

There were a total of 11 water and wastewater 

projects cancelled by SSU during 1995 .  The 11 

projects that were cancelled had a total projected 

cost of only $688,804 with $607,980 of this amount 

related to only one project. 

The two projects under my responsibility that 

were cancelled in 1995  included the water main 

extensions originally planned for the Lehigh 

service area for a projected amount of $607 ,940 .  

This project was cancelled due to the lack of 

growth within the service area from levels 

projected by Lehigh Corporation. 

The second cancelled project under my 

responsibility was the Burnt Store lift station 

access door replacement project which was cancelled 

because it was found that the existing traffic 

bearing-type hatches for the lift stations located 

in roadway areas could be repaired by replacing the 

hardware, including hinges, pins, etc. This repair 

work enabled the existing hatches to meet current 

standards for traffic bearing hatches. 

LOOKING AT EXHIBIT ( J D W - ) ) ,  ONE NOTES A 

PROJECTED COST FOR THE INJECTION WELL AT BURNT 

STORE OF $1,419,341. HOWEVER, THE ACTUAL COST OF 

9 
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THE PROJECT INDICATED IN THE EXHIBIT WAS 

$2,742,986. CAN YOU EXPLAIN WHY THE PROJECT COST 

NEARLY DOVBLED? 

A. Yes. The projected plant in service cost submitted 

in the MFRs for the Burnt Store injection well was 

based upon a cost developed during preliminary 

design efforts. SSU submitted a construction 

permit application to the Florida Department of 

Environmental Protection, which I will refer to as 

the DEP, based upon the preliminary design 

configuration for a small diameter well. During 

the permit review process, the DEP Technical 

Advisory Committee (TAC) would not recommend the 

size well which SSU included in the application. 

Therefore, to satisfy the permitting constraints, 

the size (diameter) of the well was increased 

accordingly. Additionally, the TAC recommended an 

intermediate casing not included in the preliminary 

design. Finally, the TAC required additional 

testing for this well since it was the smallest 

diameter injection well submitted at that time for 

the TAC's review. 

Therefore, the significant increase in project 

cost was attributed to the additional testing 

requirements and material and labor costs for 

10 
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installing a larger diameter well. 

PLEASE IDENTIFY THE PROJECTS WHICH YOU PREVIOUSLY 

INDIrnTED WERE PLACED INTO SERVICE BY SSU I N  1995 

WHICH WERE NOT PROJECTED TO BE PERFORMED AND 

COMPLETED AND THUS WERE NOT INCLUDED I N  THE W R S .  

SSU completed and placed into service 8 projects in 

1995 which were not included in the MFRs. The cost 

of these projects totalled $1,770,284. The 

individual projects are identified in Exhibit 

(JDW-9). For the service areas under my 

responsibility, we completed and placed into 

service three projects which were not included in 

the MFRs. These projects are referred to as the 

Marco Island Injection Well Hydro Tank (95 CS 73), 

the Marco Island Raw Water Main Replacement on 

County Road 951 (95 CS 739) and the Marco Island 

Well Remediation (95 CS 747). The in-service 

amounts for these three projects were $25,444, 

$240,274 and $59,291 respectively. 

It is not unusual and in fact is to be 

expected that the necessity to complete projects 

not budgeted will arise during the course of the 

year as a result of inspections by environmental 

regulators, the imposition of new and unexpected 

permit conditions at permit renewal time, equipment 

11 
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failures or other similar circumstances. Due to 

the limitations on capital available to SSU, when 

projects like this arise, we typically review other 

projects under our responsibility, such as the 

projects which I identified earlier, which can be 

cancelled or delayed so that we can remain within 

the capital budget. Of course, if projects are 

mandated by public health or environmental concerns 

there might be no room for compromise on such 

projects. 

SSU requests that the actual 1995 cost of 

these additional projects be considered by the 

Commission to the extent that including such 

additional investment in rate base would offset 

reductions to, but not increase, SSU’s revenue 

requirements set forth in the MFRs .  

Q .  IS THERE ANYTHING SIGNIFICANT ABOUT THE LEHIGH 

WATER DISTRIBUTION AND WASTEWATER COLLECTION LINE 

PROJECT THAT WAS NOT COMPLETED BY SSU IN 19951 

A. Yes. The installation of water transmission and 

distribution and wastewater collection lines in the 

Lehigh service area was the most significant 

project that was not completed in 1995. ssu 
projected a cost of $1,602,000 associated with the 

water lines and $905,000 for the wastewater 

12 
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collection lines for a total of $2,507,000. Only 

$204,128 and $355,276 of water and wastewater 

lines, respectively, were placed into service. Ms. 

Judy Kimball explains why it is appropriate to 

exclude these projects when determining the 

variance of filed to actual 1995 plant in service 

for ratemaking purposes. 

Q. PLEASE PROVIDE YOUR REBUTTAL CONCERNING ALLEGATIONS 

THAT THE PLANT PLACED INTO SERVICE BY SSU SINCE 

RATES LAST WERE ESTABLISHED WAS OR IS NOT REQUIRED 

TO SATISFY REGULATORY MANDATES. 

A. During customer service hearings, several customers 

and their counsel expressed doubt that the majority 

of plant being placed into service by SSU was to 

fulfill safety or regulatory mandates. Sugarmill 

woods k- Hansen also submitted 

prefiled testimony raising similar questions. It 

appears from this testimony that P 

assuming the "regulatory mandate" is synonymous 

with "environmental justification.' Although a 

regulatory mandate may have an environmental 

justification, it is not always the case. Attached 

as Exhibit (JDW-10) is a schedule identifying 

the projects placed into service for the service 

areas under my responsibility which were required 

h~ is, 

13 
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1 by regulatory mandate. 

2 Q. DOES THAT CONCLUDE YOUR REBUTTAL TESTXMONY? 

3 A. Yes, it does. 

14 
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Q (By Mr. Armstrong) Mr. Westrick, do you have 

L brief summary of your testimony? 

A Yes, I do. 

Q Could you please provide that now? 

A Throughout this rate proceeding, customers and 

mtervenor witnesses have suggested that Southern States 

lay have overstated the plant-in-service investments 

iecessary to comply with safety and regulatory 

landates. In addition, a number of customers who 

:estified at the customer service hearings have 

uggested that SSU's projections of plant in service 

rere inflated and lack credibility. 

As evidenced by the facts provided in my 

.ebuttal testimony, and those by other SS engineers, 

ISU's projections for 1995 and 1996 are credible and 

ihould be used for rate setting purposes in this 

roceeding . 
SSU has provided documentation which validates 

.he plant-in-service investments related to safety 

.ssues and regulatory mandates. In fact, I believe that 

ISU has understated the total plant in service necessary 

'or these safety issues and regulatory mandates in the 

[FRs . 
The reasons why SSU's 1995 and 1996 

irojections of plant in service in the MFRs are 
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reasonable and credible are as follows: 

First, facts presented by SSU Witness Ximball 

confirm that SSU placed $23,107,707 of water, wastewater 

and general plant into service compared to the 1995 

projected amount of $24,508,827. Thus, SSU placed in 

excess of 94 percent of the projected plant investment 

into service. 

Second, SSU completed 209 out of a total of 

240 engineering and operations projects scheduled to be 

placed in service in 1995, or more than 87 percent. 

Third, SSU's use of a projected test year is 

supported by its success in two recent rate proceedings, 

>ne for Marc0 Island, the other for Lehigh. The 

:ommission authorized for inclusion in rate base 

38.58 percent and 100 percent, respectively, of the 

?lant-in-service projections made in those cases. 

Zombined, the actual plant-in-service comparison to the 

total rate order projection represents a difference of 

less than 61,000 on a total investment of 25 million 

:onsidered in those cases. 

Fourth, SSU's historical projected 

?lant-in-service investments have been consistent with 

:he actual investments. For the period from 1992 

chrough 1995, SSU cumulatively placed plant into service 

cotaling 104.25 percent of the total projected plant in 
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service over that four-year period. 

Fifth, in the MFRs, for 1996, 96 of the total 

of 157 projects projected for completion are operations 

projects, which historically SSU has been successful in 

placing in service, as evidenced by the 91 percent 

completion rate in 1995. 

For 1995, on a Company-wide basis, only 14 

projects projected to be completed in 1995 were not 

completed. Through May Eth, 1996, eight of those 14 

projects are already in service. 

projects, three are expected to be placed in service 

during the next few weeks. 

Of the remaining six 

On a total-Company basis, in addition to those 

14 projects carried over from 1995 to 1996, 11 projects 

of the total of 240 scheduled were completed, but 

expensed, and 11 capital water and wastewater projects 

were canceled. The canceled projects had a total 

projected cost of $688,804, or less than 3 percent of 

the total 1995 projected plant-in-service amount filed 

in the MFRs. 

on the other hand, in addition to those 

projects included in the MFRs to be placed in service in 

1995, SSU also completed and placed into service nine 

additional projects, representing a total investment of 

$1,942,443. For the service areas under my 



4523 
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:esponsibility, only two projects in the MFRs were not 

:ompleted in 1995. These two projects represent just 

1 . 3  percent of the total of $11,991,554 of plant in 

service projected for completion in the MFRs. 

The bottom line is, SSU completed and placed 

in service in excess of 94 percent of the projected 

,lant investments filed in the MFRs for 1995, and fully 

xpects to place in service 100 percent of the projected 

investment for 1996. 

Q That concludes your summary? 

A Yes, it does. 

MR. ARMSTRONG: The witness is available for 

:ross. 

CHAIRMAN CLARK: Mr. Beck. 

MR. BECK: Thank you, Madam Chairman. 

CROSS EXAMINATION 

3Y MR. BECK: 

Q Good afternoon, Mr. Westrick. 

A Good afternoon. 

Q We've received some inquiries from the 

Imperial Terrace Homeowner#s Association about a well 

that's projected to be in service in 1996. Would you be 

the appropriate witness, or would one of your witnesses 

Eollowing you be more appropriate? 

A I believe -- 
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MR. ARMSTRONG: Objection. Objection. There 

is no issue stated in the prehearing order that says 

anything about the projections of an Imperial Terrace 

well. 

MR. BECK: It's projected plant for 1996. 

MR. ARMSTRONG: There is no issue in the 

prehearing order that says was it prudent or is it going 

to be constructed in 1996. 

MR. BECK: Sure there is. Your projected 

plant in service for 1996 is an issue, and I'm going to 

ssk him whether this is going to be put in service or 

not. 

MR. ARMSTRONG: Madam Chair, we made it clear 

Each time in two pre-prehearing conferences, as well as, 

1 believe, at the prehearing conference, that Southern 

states and our witnesses were entitled to due process, 

ahich means if there's an issue about any of the plant 

that we project to place in service or have placed in 

service, that issue should be identified. And it's my 

recollection that Mr. McLean, at least, agreed when I 

aas there specifically making that statement, that that 

aould be due process. And it goes both ways for the 

2ompany and Public Counsel. Now if -- I do not believe 
it would be proper due process to allow Public Counsel 

to now bring up 240 projects and start asking about each 
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individual project in the MFRs. I just don't believe 

that's due process, and that's specifically why I raised 

that twice -- or I raised it and then co-counsel has 
raised it in the past. 

CHAIRMAN CLARK: Mr. Armstrong, the 

projected -- there's a projected test year and a 

?rejected budget in that test year. To that extent I 

think this is fair cross examination. 

m. ARMSTRONG: I just want to note my 

Dbjection for the record, Your Honor, because we did 

nention it. 

CHAIRMAN CLARK: That's fine, Mr. Armstrong. 

So ahead, Mr. Beck. 

Q (By Mr. Beck) Mr. Westrick, my question to 

you was, would you be the more appropriate witness or 

irould one of the three witnesses following you be 

appropriate to answer that? 

A That question would best be served of 

Mr . Paster. 
Q Mr. Westrick, could you turn to your 

Exhibit JDW-5. That's part the Exhibit 216. 

A yes. 

Q Would you accept, subject to check, that if 

you exclude the canceled then expensed projects, that 

you list 164 projects in your exhibit? 
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A I don't know the exact total without subject 

to check again. 

Q Would you accept that, subject to check, 

there's 164 listed there? 

A If you say so. 

Q And would you accept, subject to check, that 

of those 164 projects, 117 were completed after the 

projected in-service date? 

A Again, I have not run that total, but if you 

say so. 

Q If you turn to your Exhibit JDW-6. Would you 

accept that you list 47 projects in your Exhibit JDW-6, 

excluding expense and canceled projects? 

A Again, I have not totalled them. 

Q Would you accept it, subject to check, that 

there's 47 there? 

A Yes. 

Q And would you accept that 32 of them are 

?laced in service behind schedule? 

A Again, subject to check, yes. 

Q Was the period after -- between Christmas and 
qew Year a very busy period at Southern States? 

A I don't understand your question. 

Q Well, there's a number of projects that are 

Listed as completed in December or toward the end of 
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December, and I'm just generally wondering if that was a 

busy period for Southern States. Were people actually 

out in the field completing projects between Christmas 

and New Year's? 

A We have projects going on all the time, and 

going into service all the time. 

Q Well, let me refer you to JDW-6, Page 1 of 2. 

For example, if you look under the Lehigh area, you'll 

see quite a few where the completion date is listed as 

December 31st, 1995, and I'm wondering what that 

actually means. 

was actually physically completed? People were out 

there on New Year's Eve Day completing those projects? 

Does that mean on that date the project 

A That's the date it was actually booked into 

service. 

Q What does that mean with respect to actual 

physical completion? 

understand. 

That's what I'm trying to 

A When the paperwork was done. 

Q Is that what the December 31st date means? 

A Well, on a project -- I can't answer that 

collectively on a project-by-project basis. 

projects require a DEP clearance, for example, and once 

we receive that clearance and the paperwork is 

completed, then that would be the in-service date. 

Some 
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lowever on an operations project, if they're going out 

snd buying a piece of equipment, once that's booked 

into -- by our accounting system, then that's the date 

it goes into service, so to speak. 

Q Okay. Could you turn to your Exhibit JDW-10, 

Page 2 of ll? 

A Okay. 

Q Do you see that there are a number of projects 

ahere the regulatory mandate is listed as either 

17-604.130, 400, 500? 

A Yes, sir. 

Q Or the 62? 

A Yes. 

Q And the 62 is just a renumbering of those 

regulations, was it not? 

A Yes, sir. Yes, sir. 

Q And on your next page, 3 of 11, you cite that 

for rebuilding pumps and even for a manhole 

rehabilitation; is that right? 

A Yes, sir. 

Q What generally is the regulations that you're 

citing there, that you say that makes them required by 

regulation? 

A That is the DEP regulation for maintaining, 

operation and maintenance, of a wastewater collection 
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and transmission system. 

Q And do those regulations generally say that 

you have to -- your system has to be in good operating 
zondit ion? 

A Give me a moment. (Pause) If you so wish, if 

IOU would look at DEP Rule 62-604.500, under Operation 

m d  Maintenance, and this is in the chapter dealing with 

:ollection systems and transmission facilities, Article 

2 says, "All collection transmission systems shall be 

3perated and maintained so as to provide uninterrupted 

service as required by this rule." 

Q So when you put down, for example, manhole 

rehabilitation as being a regulatory requirement, that's 

the regulatory requirement you're referring to? 

A Well, it#s covered under more than one part of 

this chapter. 

Q Will you agree that those regulations are 

rather broad that simply talk about having to provide 

ininterrupted service? I mean, are you claiming that 

regulatory requirements are what require you to provide 

ininterrupted service? 

A If that manhole, for example, should be in 

langer of collapse, you would interrupt the service. 

aould you agree to that? 

Q Let me ask you this, would you do it even if 
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~OU weren't required to? 

A A s  a responsible utility? 

Q Yes. 

A It would depend on the situation. 

Q Generally your claim is if anything you do is 

:o provide uninterrupted service, you're claiming that 

:hatts required by regulatory mandate; is that right? 

A A s  I interpret this rule, yes. 

MR. BECK: Thank you. That's all I have. 

CHAIRMAN CLARK: I know Mr. Twomey has 

pestions. 

ias questions of this witness. 

I mean I have that as -- on my list that he 

M R .  HANSEN: I'll have to get the fire brigade 

)ut for him. 

MR. JACOBS: Madam Chairman, I don't have any 

pestions. I didn't mean to hold you up. 

CHAIRMAN CLAM: I know you don't have any 

pestions. We're waiting for Mr. Twomey. 

MR. JACOBS: I would not venture to speak for 

rlr. Twomey. 

MR. WOMEY: 1 apologize. 1 have just a 

1 assume it's my turn. :ouple questions. 

CHAIRMAN CLARK: Yes. 

MR. TWOMEY: The -- 
CHAIRMAN CLARK: Take a minute to catch your 
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CROSS EXAMINATION 

5Y MR. TWOMEY: 

Q (By Mr. Twomey) Just a couple questions, 

Ir. Westrick. Would you turn to Page 10 of your 

:estimony, please? 

A What page was that? 

Q 10, 1-0. You have on that page a discussion 

bf why the cost of -- the project cost of the Burnt 
;tore injection well nearly doubled, right? 

A Yes, sir. 

Q Now, what I want to know is, if you can tell 

le, is were you required to do the Burnt Store injection 

re11 by regulatory requirements? 

A We were -- we were under a consent order to 
:ease discharge to Charlotte Harbor for the current 

iethod of concentrate disposal for that facility, yes. 

Q The concentrated brine, or whatever it's 

:alled, you had a consent order to stop putting in 

:harlotte Harbor? 

A Yes. 

Q so obviously you still had to get -- that's a 

)y-product of the reverse osmosis product? 

A Yes, it is. 

Q So you had to get rid of it. This solution 
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)uts it down deep in the ground, right? 

A Yes, sir. 

Q Is it the -- is it the only solution or is it 
:he most cost-effective solution for getting rid of the 

rine, of the concentrate? 

A We performed a detailed cost-effective 

inalysis for this project for that particular -- to 
!valuate the alternatives for concentrate disposal, and 

:he deep well injection was the cost-effective solution. 

Q Okay, sir, so as I understand it, it’s your 

:estimony that the increased cost due to the sizing of 

:he well and so forth means that the -- approximately 
:he $2.7 million was spent in a cost-effective, 

iecessary manner to allow the continued operation of the 

lurnt Store reverse osmosis water plant, right? 

A Could you repeat that? 

Q DO YOU follow that? 

A No. 

Q I‘m sorry. I’m sorry. The cost jumped up to 

ibout $2.7 million for reasons you think are logical and 

iecessary, correct? 

A For the reasons that I stated in my rebuttal. 

Q Right. But the total project was necessary 

:or the continued operation of the Burnt Store reverse 

)smosis plant? 
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A And also to be in compliance with a consent 

order deadline. 

Q Right. Right. NOW, if you can, Mr. Westrick, 

tell me what value the $2.7 million deep injection well 

at Burnt Store has to the operation of the reverse 

osmosis plant at Marco Island? 

A I don't know. 

Q Well, okay. Can you name any benefit that the 

deep injection well at Burnt Store has to the operation 

of the reverse osmosis plant in Marco Island? 

A Not that I'm aware of. 

MR. TWOMEY: Thank you. That's all I have. 

CHAIRMAN CLARK: Staff. 

CROSS EXAMINATION 

BY MR. PELLEGRINI: 

Q Good afternoon, Mr. Westrick. 

A Good afternoon. 

Q It's been the purpose of your rebuttal 

testimony to counter certain allegations relative to 

Ssu's capital project projections; has it not been? 

A Yes, sir. 

Q And on Page 2 of your rebuttal testimony, you 

make the statement that you believe the credibility of 

ssu's projected plant in service for 1996 are reasonable 

and credible; is that not true? 
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A Yes, sir. 

Q With that in mind, Mr. Westrick, Witness 

Perrero testified previously in this proceeding that if 

iniform rates were not authorized, that some of the 1996 

:apital addition projects may not be completed as 

n-ojected. Are you aware of that testimony? 

A I may recall that. 

Q Do you subscribe to that notion? 

A What specifically is your question? 

Q Do you subscribe to the notion that if uniform 

rates are not authorized in this proceeding, some of the 

L996 capital addition projects will not be completed? 

A We will complete those projects that are 

identified in the MFRs to be completed in 1996.  There 

ire additional projects in SSU's 1996 budget, okay, in 

sxcess of what we've identified in the MFRs. And we may 

lave to take a look at that as a utility that's -- that 
nay not be making the return that we want, and we may 

lave to take a hard look at some of those other 

Jrojects. Okay, but what we included in the MFRs were 

nly those top priority projects, and it also includes 

mly the 1995 projects that carried over and were 

scheduled to be in service in 1996. And it also 

includes only those blanket type projects which were 

#here we have a historical basis for knowing what would 
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10 in service. 

Q I'm not sure. Are you saying that those 

xojects will go forward regardless of whether the 

iltimate rate structure in this proceeding is uniform or 

standalone? 

A In my opinion. 

COMMISSIONER KIESLING: In your opinion what, 

res? 

WITNESS WESTRICK: Yes. 

MR.  PELLEGRINI: We have no further questions, 

:hairman Clark. 

CHAIRMAN CLARK: Commissioners? Redirect? 

No redirect. 

Thank you, Mr. Westrick. 

MR. ARMSTRONG: 

CHAIRMAN CLARK 

Exhibits. 

MR. ARMSTRONG: 

!16. 

The Company moves Exhibit 

CHAIRMAN CLARK: 216 will be admitted in the 

:ecord without objection. Mr. Goucher. 

(Exhibit No. 216 received into evidence.) 

(Witness Westrick excused.) 

* * * 

M R .  ARMSTRONG: You haven't been sworn, 

Ir. Goucher, is that why you're standing? Anybody 

ilse? 
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CHAIRMAN CLARK: Thank you. Mr. Goucher would 

you raise your right hand? 

(Witnesses collectively sworn.) 

WILLIAM C. GOUCHER 

was called as a witness on behalf of Southern States 

Utilities, Inc., and having been duly sworn, testified 

as follows: 

CHAIRMAN CLARK: You may be seated. 

DIRECT EXAMINATION 

BY MR. ARMSTRONG: 

Q Good afternoon, Mr. Goucher. 

A Good afternoon. 

Q Do you have before you 13 pages of prefiled 

rebuttal testimony that was submitted in this 

proceeding? 

A Yes, I do. 

Q 
testimony? 

Do you have any changes to that prefiled 

A Yes, I do. 

Q 
A Yes. On Page 3, on Line 19, change the word 

Could you please provide that? 

"witnessestl to "witness. On Line 20, strike the words 

"Bertram and." And on Line 22, change the word "their 

to "his." Strike the words "the witnesses are," and 

substitute the words "he is." 
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Additionally, on -- or beginning on Page 9, 
Line 19, and ending on Page 10, Line 20, strike in its 

entirety. That's the changes. 

Q (By Mr. Armstrong) With those changes, 

Mr. Goucher, if I were to ask you the questions 

contained in those 13 pages, would your answers be the 

same? 

A Yes, they would. 

MR. ARMSTRONG: Madam Chair, we request the 

that the prefiled rebuttal testimony, which consists of 

13 pages, of William C. Goucher be incorporated into the 

record as though read. 

CHAIRMAN CLARK: It will be inserted in the 

record as though read. 

Q (By Mr. Armstrong) Mr. Goucher, you're 

sponsoring two exhibits, WCG-1 and WCG-2; is that 

correct? 

A Correct. 

MR. ARMSTRONG: Madam Chair, we request that 

those exhibits be identified with the next available 

exhibit number. 

CHAIRMAN CLARK: The next exhibit number is 

217. 

(Exhibit No. 217 marked for identification.) 
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WHAT IS YOUR NAME AND BUSINESS ADDRESS? 

My name is William C. Goucher, P.E., and my 

business address is 1000 Color Place, Apopka, 

Florida 32703. 

WHAT IS YOUR POSITION WITH SOUTHERN STATES 

UTILITIES, INC. ? 

I am a Senior Project Engineer in the Operations 

and Engineering Department. 

WHAT IS YOUR EDUCATIONAL BACKGROUND AND WORK 

EXPERIENCE? 

I received a Bachelor of Science in Engineering 

degree from the University of South Florida in 1972 

with a major in Structures, Materials and Fluids. 

In 1976, I received a Master of Science degree from 

Florida Technological University (now the 

University of Central Florida) in Environmental 

Engineering. 

Following the receipt of my Master's degree, I 

was employed in a consulting engineering capacity 

for the better part of the next 15 years. I began 

as a project engineer with Dawkins & Associates, 

Inc. on various 201 Facility Planning efforts, 

involving gathering and evaluating data and 

providing environmental and economic analyses of 

feasible design alternatives, plus preliminary 

1 



4539 

P 

1 

2 

3 

4 

5 

6 

I 

8 

9 

1 0  

11 

1 2  

13 

14 

15 

16 

1 7  

1 8  

1 9  

2 0  

2 1  

22 

23 

2 4  

25  

engineering. Later I advanced into a design 

engineering role for various wastewater pumping 

station/force main systems, rehabilitation of 

various gravity interceptors and pumping stations, 

and wastewater treatment plant designs. At Boyle 

Engineering Corporation, I was the design engineer 

for the Water Conserv I1 distribution network for 

citrus irrigation of reclaimed water and for 

treatment plant upgrade and expansion. With both 

Boyle and with Post, Buckley, Schuh & Jernigan, I 

was a project manager for various treatment plant 

upgrading and expansions, effluent storage and 

pumping facilities, transmission pipelines, and 

various effluent disposal systems. 

From 1992  to 1994,  as City Engineer/Assistant 

the Public Works Director for the City of 

Casselberry, Florida, I managed the Engineering 

Division of Public Works Department. As such, I 

was responsible for the engineering design of 

various lift stations, sanitary sewers, water 

mains, and drainage systems; for technical review 

of water and wastewater design work by outside 

consultants; for the operating and capital 

improvements budget; as well as the day-to-day 

engineering input for all phases of city government. 

2 
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As the West Region Engineer for Southern 

States Utilities since August 1994, I manage the 

engineering capital projects in a seven-county 

region containing 21 water and 15 wastewater 

systems. As such, I am responsible for preparing 

and managing capital budgets and schedules, 

overseeing consulting engineering firms and their 

designs, and continuing that project management 

through construction and start-up. 

WHAT ARB YOUR PROFESSIONAL AFFILIATIONS? 

I am a member of the Water Environment Federation 

and the Florida Pollution Control Association. 

HAVE YOU EVER TESTIFIED BEFORE A REGULATORY AGENCY? 

No, I have not. 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

During customer service hearings, several customers 

expressed doubt that the majority of plant being 

placed into service by SSU was to fulfill sa:ety or 

regulatory mandates. Sugarmill Woods 
u 4 n . e  55 

& Hansen also submitted pre-filed 

testimony raising similar questions. It appears 

from 

assuming that “regulatory mandate“ is synonymous 

with “environmental justification”. Although a 

regulatory mandate may have an environmental 

\ne i 5  
testimony that the - his. 

3 
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justification, it is not always the case. Attached 

as Exhibit 217 (WCG-1) is a schedule identifying 

the regulatory mandate projects placed into service 

for the service areas under my responsibility. 

This exhibit also identifies the reasons each 

project was performed and the safety or regulatory 

mandate for the project. The only specific projects 

which any outside witness have taken exception to 

are the potable water ground storage tank to be 

completed for the Sugarmill Woods service area, and 

the Sugarmill Woods wastewater treatment plant 

improvements. 

Sugarmill Woods' witness Buddy L. Hansen has 

pre-filed testimony which, on the one hand suggests 

that there should be no margin reserve because 

SSu's investments are for growth (page 15, line 2 0 )  

but on the other hand suggests that the ground 

storage tank should be a 1 MG tank instead of a . 5  

MG tank because, (1) a 0.5 MG tank is "probably" 

inadequate to meet the County fire flow 

requirements (page 16, line 221, and ( 2 )  because of 

"economies of scale" (page 17, line 3 ) .  While SSU 

agrees that economies of scale would justify 

construction of the larger tank, present FPSC 

policies regarding "used and useful" percentages 

4 
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discourage this practice. Although the April 1992 

Five Year Capital Requirements Plan indicated a 1.0 

MG tank to be designed and constructed in 1995 and 

1996, a hydraulic analysis performed as part of the 

master planning effort later that year recommended 

a 0.5 MG tank at the water treatment plant No. 2 

location. The construction was proposed for 1993- 

94 but was later delayed because the rate of growth 

in Sugarmill Woods (and thus the need for the 

project) had slowed. The regulatory mandate for 

this project is the Citrus County fire flow 

ordinance, which is based on the numbers of 

residences in the service area. Because the three 

wells placed in service in 1991 pump directly into 

the water distribution system, fire flow and peak 

demand flows were able to be met by the well pumps. 

The ability to meet these demands with existing 

facilities is the reason that SSU did not install 

those additional wells in 1993, 1995, and 1997 as 

referred to by Mr. Hansen at page 16, line 6 of his 

pre-filed testimony. As DEP witness Ms. Sandra 

Sequeira confirms at page 11, line 21 of her pre- 

filed testimony, the Sugarmill Woods treatment 

facilities and distribution system are sufficient 

to serve its present customers. The assumption is 

5 
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A 

that Ms. Sequeira's conclusion is based on meeting 

maximum day and peak hour demands (FDEP criteria 

only, without considering fireflows per se.) 

Witness Hansen is nearly correct that strict 

adherence with the Citrus County fire flow 

ordinance (86-10) would dictate a tank size of 

approximately 600,000 gallons. Actually 700,000 

gallons would be required by that ordinance. The 

closest standard size is 750,000 gallons. However, 

the Citrus County requirement is based on a storage 

volume equal to 50 percent of the sum of the 2500 

gpm fire flow, coincident with a calculated peak 

hour demand of 2075 gpm for 5 hours. This 

requirement does not take into consideration the 

pumping capacities of the existing wells (3000 gpm 

firm capacity) which are also on line with the 

distribution system. Also, a fire flow duration of 

5 hours may be reasonable for an urban or 

industrial area, but not for an almost exclusively 

residential area such as Sugarmill Woods. The high 

service pumping facilities are designed for the 

2500 gpm fire flow demand (using the well pump 

capacities to provide coincident draft), but 

storage was designed to provide a more reasonable 

duration of two hours, minimum. The size of this 

6 
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tank, however, was dictated more by the hydraulic 

analysis. 

The reason for the tank project identified in 

the MFRs is regulatory mandate. As indicated in 

Exhibit a a  (WCG-l), SSU is required to construct 
the tank to meet the Citrus County fire flow 

regulations, and FDEP Rules 6 2 - 5 5 5 . 3 2 0 ( 4 )  and ( 7 ) .  

FDEP Rule 6 2 - 5 5 5 . 3 2 0 ( 4 )  requires that all public 

water systems provide for a minimum chlorine 

contact time and maintain a chlorine residual 

throughout the system, while FDEP Rule 62-  

5 5 5 . 3 2 0 ( 7 )  requires that high service pumping 

facilities be provided to maintain a minimum 

pressure of 2 0  psi at maximum hourly demand. 

Growth within the service area, without 

compensating increases in plant capacity, can cause 

capacity shortcomings, and the existence of those 

shortcomings would result in the potential for 

those water systems being out of compliance with 

the regulations, thus the justification as 

"regulatory mandate" is correct. If one considers 

that inadequate fire flow capacity may result, a 

justification of "safety" would also be valid. 

In regard to the Sugarmill Woods wastewater 

treatment plant, the capacity of the treatment 

I 
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plant is 0.5 MGD. Although the oxidation ditch 

portion of the treatment facilities could be rated 

at 0.7 MGD, the limiting process is the final 

clarifier. Its permitted capacity is 0.5 MGD, 

although there has been some discussion that the 

permitted capacity should be only 0.4 MGD. It was 

originally proposed to add a second clarifier, 

which would allow for a capacity change to the 0.7 

MGD as permitted. However, because the influent 

flows were only approximately 0.25 MGD at the time 

final design and permitting were completed, the 

second clarifier and resulting higher capacity were 

not required, and not constructed. Similarly, the 

expansion of the spray irrigation site was also not 

required at this time. The following components 

were constructed, for the following reasons: 

1. Sludge digester modifications and lime 

stabilization - EPA 40 CFR Part 503 

regulations to meet Class ‘B” requirements for 

pathogen reduction and vector attraction 

reduction. 

2. Pretreatment headworks modifications - 

Wastewater transmission system surges have 

resulted in raw sewage spills at this 

structure. FDEP Rule 62-600.740(2) prohibits 

8 
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3 .  Chlorine Contact Chamber - FDEP Rule 

62.600.440 ( 4 )  (b) requires a minimum chlorine 

detention time of 15 minutes at peak hour 

flow. The former practice of injection at the 

effluent manhole, with detention in the 

effluent pipeline did not assure continuous 

compliance with this rule. 

4 .  Auxiliary power - Although not specifically 

required by rule for this facility, letters 

from FDEP strongly suggested inclusion of 

standby power to insure continuous treatment 

to the required levels. 

Witness Hansen questions SSU's attempts to be pro- 

active in terms of construction of facilities to be 

prepared for growth, and yet complains about SSU 

continuously being as close to 100% used and useful 

18 as possible. 
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23 INFORM&TION AS OF DECEMBER 31, 19951 

24 A. Yes. Exhibit all (WCG-2) provides a schedule 

25 identifying the actual plant placed in service by 
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SSU in 1995 in the service areas under my 

responsibility. Only five (5) of the twenty-one 

1995 projects show no in-service amounts -- of 
these, 2 were expensed, 2 were carried over to 1996 

and 1 was cancelled. The total cost of these five 

projects was only $136,423 or only 4.4% of the 

total cost of $3,083,518 projected in the MFRs. 

The remainder of the projected investments were in 

fact made in projects placed into service. 

Q. COULD YOU EXPLAIN WHY TWO PROJECTS WERE EXPENSED? 

A. Yes, the two Lead and Copper projects totaling 

$3,946 were completed but expensed under SSU’s 

expense/capitalization procedures. These two 

projects are part of the five 1995 projects showing 

no in-service amount referred to earlier. 

CAN YOU EXPLAIN WHY ONE OF THE PROJECTS UNDER YOUR 

RESPONSIBILITY W A S  C~INCELLED? 

Q. 

A. Yes, one project under my responsibility in the 

MFRs for $2851 was cancelled because of an ability 

to reuse existing dual chlorine scales from another 

plant that was converted to hypochlorination. For 

project 95CW430 in SugarMill woods, SSU reused the 

scales to save the Company and its customers money. 

In fact, equipment, including entire package 

plants, have been reused by SSU to save money. 

11 
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Q. WERE THERE ANY PROJECTS COMPLETED IN 1995 UNDER 

YOUR RESPONSIBILITY WHICH WERE NOT PROJECTED TO BE 

COMPLETED IN THE hE’R PROJECTIONS FOR 19951 

A. Yes. We completed and placed into service two 

projects which were not included in the MFRs but 

were placed into service in 1995. These projects 

are referred to as the Pine Ridge Booster Station 

(94CW036) and the State Road 19 Utility Relocations 

for Salt Springs (95CW733). The in service amounts 

for these two projects were $166,803 and $26,829, 

respectively. It is not unusual and in fact is to 

be expected that the necessity to complete projects 

not budgeted will arise during the course of the 

year as a result of inspections by environmental 

regulators, the imposition of new and unexpected 

permit conditions at permit renewal time, equipment 

failures or other similar circumstances. Due to 

the limitations on capital available to SSU, when 

projects like these arise, we typically review 

other projects under our responsibility to 

determine whether they can be cancelled or delayed 

so that we can remain within the capital budget. 

Of course, if projects are mandated by public 

health or environmental concerns there might be no 

room for compromise on such projects. SSU requests 

12 
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that the actual cost of these projects be 

considered by the Commission as an offset to any 

reduction that the Commission would make to rate 

base so long as total revenue requirements are not 

increased. 

COULD YOU PLEASE IDENTIFY THE CURRENT STATUS OF THE 

PROJECT UNDER YOUR RESPONSIBILITY WHICH WAS 

INCLUDED IN THE MFRS FOR 1995 BUT NOT PLACED INTO 

SERVICE. 

The one project identified in Exhibit (WCG-2) 

which was under my responsibility and which was not 

placed into service in 1995 was the wastewater 

treatment plant improvements to the Point O'Woods 

facilities (94W062). These facilities were 

substantially complete on September 15, 1995, but 

were not placed in service until January 23, 1996. 

Booking of the project as "in service" was delayed 

solely due to delays in obtaining DEP clearance for 

use. 

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY? 

Yes, it does. 

13 
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;ummary? 

A 

Q 

A 

(By Mr. Armstrong) Mr. Goucher, do you have a 

Yes, I do. 

Could you please provide that now? 

My name is William Goucher, and I'm the west 

:egion engineer for Southern States Utilities. 

burpose of my testimony is to, one, rebut allegations of 

werstatement of regulatory mandate and safety as 

-easons for projects within my area of responsibility; 

Ind secondly, to substantiate SSU's claims that it is 

-easonable to include the 1996 projected in-service 

imounts in this rate case. 

The 

Within the west region, only three of the 21 

ngineering projects were not placed in service in 1995 

IS projected. Two projects were completed, but 

!xpensed, and one project was canceled. As shown in 

:xhibit WCG-2, these projects were small projects which 

!Fated to $136,423, or only 4.4 percent of the 

rojected 1995 plant-in-service amount. 

Additionally, two projects at a cost of 

1193,632 were not included in the MFRs but actually were 

:ompleted in 1995. These two projects more than offset 

:he cost of the projects included in the MFRs but not 

:ompleted. SSU attempts to place all budgeted projects 

.n service as planned. However, there are two basic 
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reasons why some projects, such as the Sugarmill Woods 

ground storage tank, are delayed: One, we only have so 

much money to spend each year; and secondly, during the 

year, events may occur that cause us to spend money on 

unanticipated projects that take on a higher priority. 

As evidenced by Exhibit JDW-7, now numbered as 

part of Exhibit 216, the total cumulative variance of 

budgeted plant in service versus actual plant placed in 

service from 1992 through 1995 was in exceedence of 

actual to budget of only 4.25 percent. We have 

zonfidence that the 1996 projected in-service amounts 

ail1 be accurate because the 1996 projects included in 

the MFRs are projects that, one, are 1995 carryover 

projects now underway; secondly, are high priority 

projects; and lastly, include statewide blanket projects 

aith an established historical trend. 

Regarding the justification of regulatory 

nandate, as defined in the filing regulatory mandated 

projects are those projects initiated to comply with 

standards set by governmental agencies that oversee 

?lant operations in order to ensure the protection of 

?ublic safety, health and welfare, in addition to the 

zonservation and preservation of water resources. 

Exhibit WCG-1 of my rebuttal testimony was the 

zngineering projects in the MFRs within the west region 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

4553 

whose justification is regulatory mandate, and a 

specific regulation, rule or code which mandates it. In 

fact, when I reviewed the list of plant-in-service 

additions for operations projects indicated in Volume 2, 

Book 404 of the MFRs, and their CAR forms, I determined 

that many of the projects shown as quality of service, 

general improvement or growth, are mislabeled. I 

believe that many of these operations projects should 

have been identified as regulatory mandate projects. 

rhus I believe that SSU has understated the use of the 

regulatory mandate justification in the MFRs. We did 

not overstate it. 

SSU has -- or will spend over $100 million 
since 1991 to ensure: One, the protection of public 

safety, health and welfare; two, the conservation and 

?reservation of Water Resources; and third, to meet 

jrowth requirements. We believe that we have spent it 

lrisely and equally among our service areas. 

:ommission to grant this well deserved rate increase. 

I urge the 

Q Does that conclude your summary? 

A Yes. 

M R .  ARMSTRONG: The witness is available for 

:ross. 

CHAIRMAN CLARK: MI. Beck? 

MR. BECK: Thank you, Madam Chairman. I would 
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Like to ask that an exhibit be identified. 

CHAIRMAN CLARK: Okay. Are you going to give 

is a copy? 

MR. BECK: Yes. 

CHAIRMAN CLARK: The next available exhibit 

lumber is 218. 

(Exhibit No. 218 marked for identification.) 

CHAIRMAN CLARK: And the exhibit title is the 

ipril 9th, 1996 Capital Budget Report. 

MR. BECK: I'm sorry, Madam Chairman, you 

identified this as 219? 

CHAIRMAN CLARK: 218. Yeah, I have 218. 

CROSS EXAMINATION 

3Y MR. BECK: 

Q Mr. Goucher, do you recognize Exhibit 218? 

A Yes. 

Q Is that a regular report that comes out of 

southern States? 

A Yes, it is. 

Q 

A Yes, we do. 

Q And are you the Bill Goucher that's listed on 

Do you receive these on a monthly basis? 

the first page of the document? 

A I assume so, yes. 

Q NOW I've numbered these pages with little red 
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numbers up in the upper right-hand corner. 

turn to Page 6, please? 

right-hand corner. 

Could you 

Got a red six up in the upper 

Do you have that page in front of 

you? 

A Yes. 

Q Are these projects that are under your 

responsibility? 

A Yes, they are. 

Q Now, could you tell us what the meaning is of 

the column where it says 1996 Direct Spending, both 

zurrent authorization and actual? 

A Those are the direct dollars without the 

werheads and AFUDCs. 

Q And is that the amount that's authorized for 

the entire year for each project? 

A Yes, it is. 

Q How about the actuals, what does that 

represent? 

A I believe that would represent the year to 

late. 

Q So is that the actual amount spent for the 

€irst -- for the year to date through the first three 
nonths of the year, under the actual column? 

A Yes, being the March '96 variance report, that 

Yould be the actual direct dollars for the first three 
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ionths . 
Q Now am I reading this correctly that out of 

111 of your projects, which are engineering in the west 

.egion, through the end of March of 1996, the actual 

lollars spent are $354,974, out of a total for the year 

if $4,459,724? 

A Thatls correct. 

Q And through the end of March i s  25 percent of 

:he year: is it not? 

A That's correct? 

Q would you accept that the arithmetic 

:alculating the percent that's actually done through the 

m d  of March is 7.2 percent? 

A Approximately, yes. 

Q You're aware that rate base is calculated on a 

~3-month average basis? 

A Correct. 

Q And so that if projects are completed late, 

:hat would affect the projected rate base: would it not? 

A That's correct. 

MR. BECK: Thank you. That's all I have. 

CHAIRMAN CLARK: Mr. Jacobs. 

MR. JACOBS: No questions. 

CHAIRMAN CLARK: Mr. Twomey. 
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CROSS EXAMINATION 

3Y M F t .  TWOMEY: 

Q Good afternoon, sir. 

A Good afternoon. 

Q Let me ask you to turn to Page 7 of your 

rebuttal testimony. You say, beginning at Line 15, 

:hat -- essentially that growth can turn into regulatory 
iandate classifications. Isn't that some of it? 

MR. ARMSTRONG: I'm sorry, could you refer to 

rhere -- the exhibit you're referring to? 

MR. TWOMEY: Yeah, read the sentence that 

;tarts on Line 15. I'll read it. It says, "Growth 

rithin the service area, without compensating increases 

.n plant capacity, can cause capacity shortcomings, and 

:he existence of those shortcomings would result in the 

iotential for those water systems being out of 

:ompliance with the regulations, thus the justification 

IS 'regulatory mandate' is correct." And that's your 

katement, right? 

A Yes, it is. 

Q So let me ask you first, this -- the 
:ommission, if you know, in its regulatory capacity for 

,pproving expenses, looks at whether expenses are 

iecessary and reasonable in amount: isn't that generally 

iorrect? 
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A I believe so, yes. 

Q Now, this business of the five priority 

:lassification is something that was established by SSU; 

isn't that correct? 

A I did not know that to be a fact. I believe 

chat is the case, but -- 
Q Okay, but -- 
A They were in place when I began working for 

:he Company. 

Q Do you know why -- do you know to what end 
issignments are made to the different classifications? 

A They are basically priorities. That's what 

:hey are called, and it's essentially that, the ones 

Jith the Priority 1 are those projects that are more in 

teed than Priority 5. 

Q So it helps you decide which work to do first, 

right? Helps you decide which projects to do first? 

A It can, yes. 

Q Which priority is number one? 

A Safety. 

Q okay, and number two? 

A Regulatory mandate. 

Q And three? 

A I would have to look. 

Q I apologize. 
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A I don‘t have that. 

Q sir? 

A I don’t have that in front of me. I’m not 

sure exactly which one it is. 

Q Well, wouldn’t you agree with me, Mr. Goucher, 

chat if you accepted your statement that begins at Line 

L5, Page 7, that any project that might be properly 

labeled with a priority of growth could just as easily 

>e labeled as a regulatory mandate? 

A I don’t think it says that specifically, no. 

Q No, but my question to you is, don’t you think 

:hat if you accept your statement there, that there is 

~irtually no distinction, that all projects that one 

:ould consider as growth could just as easily be 

:onsidered to be the regulatory mandate priority? 

A In most cases I would say that’s probably 

true, if not all. 

Q Okay, well, for example, give me -- if you 
aould, give me an example of a shortcoming, capacity 

shortcoming, caused by growth that would in turn cause 

the system to come out of compliance with regulations. 

mat would be the first one you would think of? 

A If a -- if the demand in the water System 
increased to the point where the well Capacity or 

pumping capacity could not -- and storage capacity could 
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not provide the minimum of 20 PSI within the system. 

MR. TWOMEY: Okay. Thank you. That's all I 

have. 

CHAIRMAN CLARK: Staff? 

MS. CAPELESS: Thank you. 

CROSS EXAMINATION 

BY MS. CAPELESS: 

Q Good afternoon, Mr. Goucher. 

A Good afternoon. 

Q We have some questions for you relating to the 

storage tank proposed at sugarmill Woods. We have one 

exhibit to hand out, which staff will hand out now. 

It's a copy the DEP permit for Sugarmill woods 

wastewater treatment plant. 

CHAIRMAN CLARK: That will be marked as 

Exhibit 219. 

MS. CAPELESS: Thank you. 

(Exhibit No. 219 marked for identification.) 

Q (By Ms. Capeless) Would you take a look at 

that document, please, Mr. Goucher and let us know if it 

appears to be a true and correct copy of what it 

purports to be? 

A I believe so, yes. 

Q Thank you. NOw, on Page 4 of your rebuttal 

testimony, beginning at Line 13, you discuss the sizing 
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of the water storage tank to be completed in Sugarmill 

Woods, correct? 

A Correct. 

Q And you indicate, starting at Line 22 of Page 

4, that economies of scale would justify construction of 

a 1 million gallon tank instead of a .5 million gallon 

tank, right? 

A I said that it could, yes. 

Q You also state that present Commission 

policies regarding used and useful percentages 

discouraged the construction of the larger tank, right? 

A Not I don't believe I said "discouraged," 

but I said or implied meant that it could 

discourage the construction of the larger tank, yes. 

Q Thank you. Are you aware that the Commission 

has recognized economies of scale in the past? 

A No, I am not. 

Q Do you know whether SSU has requested 

recognition for economies of scale for the construction 

of a 1.0 million gallon tank for Sugarmill Woods? 

A Not that I'm aware of. 

Q Okay. Thank you. On Page 5, now, at Lines 1 

through 7 of your rebuttal testimony, here you explain 

that although the April 1992 capital requirements plan 

indicated a 1.0 million gallon tank to be constructed, a 
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hydraulic analysis performed later that year showed that 

3 .5 million gallon tank was needed, correct? 

A Correct. 

Q Can you tell us, please, on what basis did SSU 

wiginally determine that the 1.0 million gallon tank 

vas needed? 

A I cannot answer that. I was not with the 

Company in 1992. 

Q Is there anything in the records that you've 

seen? 

A Not that I can recall. 

Q Do you know what the hydraulic analysis 

showed, that was not known before, to cause the change 

in the number? 

A I do not know why the number was changed, but 

only from the standpoint that I do not know why the 

1 million gallon was originally -- that number was 
originally proposed. I know, at least in theory, why 

:he .5 was proposed following the hydraulic analysis. 

Q Thank you. Moving on to the bottom of Page 6 

3f your rebuttal testimony, and it continues on to Page 

7 ,  here you state that the size of the tank was dictated 

nore by the hydraulic analysis than by the flow 

juration, correct? 

A Correct. 



\ 

c 
4563 

1 

2 

3 

8 

9 

10 

11 

12 

13 
F~ 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Q Can you explain what the difference is between 

:hese two guidelines? 

A The hydraulic analysis, or it's my 

inderstanding of the hydraulic analysis, that that 

.ooked at flows, demands and pressures, not necessarily 

:he duration of those flows. 

Q Thank you. Back on Page 5 of your testimony, 

,ines 10 through 12, you state that the Citrus County 

:ire flow ordinance is the basis for this Sugarmill 

loods storage tank project, correct? 

A Yes, I stated that, but it's truly only -- as 
: stated later in my rebuttal, it's one of the reasons 

lor it, yes. 

Q Do you know when that current county ordinance 

ias enacted? 

A I would -- I can look it up. I assume from 

:he date that it was 1986. 

Q And would you agree then subject to check that 

it is indeed 1986? 

A That ordinance itself? 

Q Yes, sir, the current one. 

A I have that with me if -- 
Q If you don't mind checking, please. 

A It was done and adopted on November 4th, 1986. 

Q Thank you. Was Sugarmill Woods exempt from 
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this ordinance? 

A Not that I'm aware of. 

Q Okay. You indicate on Page 6 of your 

testimony, at Lines 24 and 25, that two hours of storage 

is a more reasonable duration, correct? 

A Correct. 

Q Has the design of that more reasonable 

Iuration of storage been approved by the Citrus County 

?ire Marshal? 

A It has not. 

Q Is it your opinion that .5 million gallons of 

;torage will satisfy the needs of Sugarmill Woods for 

Eire flow? 

A Combined with a high service pumping, the high 

service pumping will provide the 2500 GPM, which is the 

€ire flow. Our wells which pump directly into the 

system will provide the coincident draft, and the two 

lours of storage at the 2500 should provide adequate 

€ire protection for the types of structures that are 

Athin Sugarmill Woods. 

Q Would this amount of storage still comply with 

the Citrus County ordinance? 

A It does not comply with the specific 

requirements of it, however, I believe there are some -- 
there is something within the ordinance that says that 
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certain portions of it may be waived or other things may 

be considered. 

Q Has the Utility requested any waiver, or that 

other considerations be considered in this instance? 

A Not that I'm aware of. 

Q Is the reason for the noncompliance with the 

ordinance because the tanks should be sized at least 

700,000 gallons? 

A To be in strict conformance with the 

methodology for sizing that is within that ordinance, 

yes. 

Q What, if anything, does SSU intend to do to 

comply with the ordinance? 

A SSU would essentially, with submittal of the 

construction of this, construction drawings of this to 

the county for review, would at that time request 

approval. 

Q Would you agree that fire flow is generally 

met from storage and not plant through-put? 

A It depends on the water distribution system, 

the pumps, the number of pumps and the sizes of the 

pumps, both high service and wells. 

Q Thank you. Mr. Goucher, why did SSU wait 

until 1992 to budget for a storage tank at this facility 

and then not begin construction before 1996? 
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A I'm not aware of why it was budgeted in 1992, 

or what the -- I'm not aware that it was. 

Q Are you aware of any delay in construction? 

A I beg your pardon? 

Q Are you aware that there was a delay in the 

construction? 

A It's not under construction, so there's no 

delay at this point. 

Q W i l l  the storage tank be complete by the end 

Of 1996? 

A We anticipate that it will, yes. 

Q okay, on Page 7 of your testimony, beginning 

on Line 24, you state that the plant capacity of the 

Sugarmill Woods wastewater treatment plant is .5 MGD, 

limited by the final clarifier, but that the oxidation 

ditch could be rated at .7 MGD, correct? 

A I've since learned that it is possible that it 

could be rated at the .7 MGD, but that would only be 

with the addition of a third rotor, an aerator. 

Q Okay, on Page 8, Lines 11 through 13, you 

state that a second clarifier was not constructed, 

right? 

A That's correct. 

Q And if you would please take a look at what 

was marked as Exhibit No. 219, the DEP permit. Would 
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you agree that the DEP construction permit for Sugarmill 

Woods approves the installation of a new clarifier? 

A Yes. 

Q Will this new clarifier, and other additions 

permitted in paragraph 2 of the permit, which is marked 

Exhibit 219, make this plant's capacity .7 MGD? 

A Again, with the addition -- with the addition 
of the clarifier, with the addition of the -- another 
rotor in the oxidation ditch, and I believe also the 

addition of a -- where the construction of a new RASWAS 
pump station, that it could be rated at .7. 

Q When you say that there will be an 

installation of another -- or a third clarifier, are you 
saying that the clarifier then has not been constructed 

as of yet? 

A I said -- well, it would be a second 
clarifier. There's only one clarifier there now. 

permit allows for the construction of a second 

clarifier. 

Q And that second clarifier has not been 

constructed as of yet? 

A That's correct. 

The 

Q Do you anticipate that it will be constructed 

by the end of 1996? 

A NO, I do not. It is not planned to be 
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:onstructed. Our flows at this point in time, our 

aaximum three-month ADF is approximately . 4  MGD. The 

>hnt capacity is . 5  MGD. There is no need and there 

ire no plans. It is not budgeted to construct that 

:larif ier. 

Q Do you know what the estimated cost is of the 

second clarifier? 

A Not offhand, no. 

Q okay, can I just take a few moments off the 

record, please? Thank you. (Pause) 

Thank you for your patience, Mr. Goucher. On 

cxhibit No. 217,  which is attached to your testimony as 

JCG-2, under Sugarmill Woods? 

A Yes. 

Q It's the very last page, and your exhibit 

shows note B, that indicates completion of a phase but 

iot the entire project; is that correct? 

A Thatls correct. 

Q What other work is expected? 

A What was placed in service and -- on December 
5th, 1995 encompassed -- essentially it was substantial 
completion of the project. 

there were some deducts. We deleted fencing from -- 
fencing now of the spray field -- from this project. 
And although we did not delete it, we had it done by an 

The dollars are less because 
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outside party at a much lower price. That's the primary 

reason for this -- for the difference here. And -- but 

there were -- so at that point in time the contractor 

had only billed us for what he had put in. There were 

some additions -- some additional things that -- some 

positive change orders that would be added. That's why 

the note is there, those additional projects, but that's 

all been completed to date. 

Q Okay, thank you. Is construction of the 

wastewater treatment plant addition complete? 

A Yes, it ls. 

Q Has the engineer's certificate of completion 

of construction been filed with DEP? 

A Yes. It was filed as of December 5th, 1995. 

That's why the that is the in-service date. 

Q What is the capacity of the plant and/or its 

components as rated by the DEP today? 

A At this point in time it is .5 MGD. 

Q What are the limiting factors of this plant? 

A The clarifier appears to be the limiting 

factor. 

Q Is that the only one? 

A I believe so. The oxidation ditch, as I 

mentioned, would need another rotor to be rated at the 

.7. I'm not sure if that's a limiting factor or not, or 



1 

2 

3 

4 

5 

6 

7 

0 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

- 

7- 

4570 

5 .  

Q Okay, let me refer you again to Exhibit 

0. 219, which is the DEP permit, and here it references 

he oxidation ditch, but there is nothing about the 

otor, in the second paragraph. D o  you know why the 

otor is not referenced in the permit? 

A NO, I do not. 

Q Okay, thank you. On Page 8 of your testimony, 

t Lines 5 and 6 you state that there has been some 

iscussion that the permitted capacity should be only .4 

GD, correct? 

A Yes. 

Q Can you explain that? 

A Again, that is based on the clarifier, the 

imensions, the diameter, the side water depth. And the 

esulting overflow rates are -- if you look at the 
esign standards, Ten State Standards and et cetera, the 

5 MGD, at that size clarifier, exceeds those -- is out 
f those ranges on the high side. So even -- you know, 
o that is why there is -- it's a possibility, but 

gain, those are just ranges, and it is very 

ite-specific as to whether or not it could actually 

unction above those ranges or beyond those ranges. 

Q Thank you. Is the Sugarmill Woods wastewater 

reatment plant hydraulically capable of handling 
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greater than .4 MGD and still meet DEP standards? 

A Yes. 

Q Why would SSU request a capacity rating from 

the DEP at a flow less than what the plant can handle? 

A That was never requested. 

Q Just one moment, please. (Pause) 

Again, thank you for your patience, 

Mr. Goucher. Has SSU requested a rerating of this water 

treatment plant at .4 MGD by the DEP -- wastewater 

treatment plant, rather? 

A Not to my knowledge. 


Q Is it still the intent of SSU to request a 

.,,-.... 

downward rerating? 

A Not to my knowledge. 

Q Do you know whether it's common to build a 

plant for a particular capacity and then request that 

the DEP issue an operating permit for that plant at some 

lesser capacity? 

A I do not believe that to be the case. 

Q On Page 9 of your testimony, starting at Line 

9, you discuss auxiliary power at the wastewater 

treatment plant, right? 

A Correct. 

Q Does this wastewater treatment plant 

experience many power outages? 
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A There have been some, I believe. I don't know 

the exact frequency. 

Q What has SSU done historically when an outage 

occurred? 

MR. ARMSTRONG: Objection. Madam Chair, what 

is the issue that we're referring to here? 

MS. CAPELESS: Can we just take a moment, 

please, Madam Chairman? Thank you. (Pause) 

Madam Chairman, what we're trying to find out 

here is why SSU constructed auxiliary power when it 

wasn't required by rule, when they -- they didn't 
construct the fire flow according to the ordinance, but 

here they've constructed more than what was required. 

so we're just trying to clarify what's in the 

testimony. 

MR. ARMSTRONG: I would like to know what 

issue we're talking about. There's no issue in the 

prehearing order that has anything to do with that. 

MS. CAPELESS: I would refer you to Page 9 of 

the testimony where Mr. Goucher discusses auxiliary 

power at the wastewater treatment plant. 

MR. ARMSTRONG: Madam Chair, it's the same 

point. 

Doesn't matter if it says it in the testimony: if they 

didn't raise it as an issue before now, it is not 

There8s no issue that's been identified. 
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sppropriate. 

MR. TWOMEY: Just as an interested party, 

gadam Chairman, may I say that -- 
CHAIRMAN CLARK: Mr. Twomey, I appreciate it, 

Jut let me let Staff respond to the objection. 

MR. TWOMEY: Okay, before but before you 

iecide, may I make a comment? 

MR. ARMSTRONG: NO. 

CHAIRMAN CLARK: Mr. Armstrong, I will conduct 

this hearing. 

MR. ARMSTRONG: I'm sorry. 

CHAIRMAN CLARK: Go ahead. 

MS. CAPELESS: The question is not outside the 

Maybe SSU would like to request scope of the testimony. 

that that portion of the testimony be stricken then, if 

they don't want us asking questions about it. 

CHAIRMAN CLARK: Mr. Armstrong? 

MR. ARMSTRONG: Madam Chair, that's way Out, 

way out of line. 

CHAIRMAN CLARK: Mr. Armstrong, I -- let me 
hear the question again. 

US. CAPELESS: Let me find the question 

again. 

installed auxiliary power at the Sugarmill Woods 

wastewater treatment plant when it's not required by 

(Pause) What we would like to know is why SSU 
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rule, yet ignored the installation of the water storage 

tank that we discussed earlier when that tank was 

required by the Citrus County fire regulations and by 

DEP rules. 

CHAIRMAN CLARK: I'll allow the question. 

MS. CAPELESS: Thank you. 

WITNESS GOUCHER: As stated in the rebuttal, 

DEP strongly suggested the inclusion of the standby 

power to ensure a continuous treatment to the required 

levels. Although I said that it was not specifically 

required by rule -- Rule 62-600.410(1) requires that 

"All domestic wastewater treatment plants shall be 

operated and maintained in accordance with the 

applicable provisions of this chapter and so as to 

attain at a minimum the reclaimed water or effluent 

quality required by the operational criteria specified 

in this chapter." 

quality . 
It was to maintain the effluent 

Now also in that same section, under (6), it 

says that, "All facilities and equipment necessary for 

the treatment, reuse and disposal of domestic wastewater 

and domestic wastewater residuals shall be maintained at 

a minimum so as to function as intended." Obviously 

without power it cannot function as intended. 

Q (By Ms. Capeless) Thank you. I have just a 
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few more questions. 

modification discussed on Pages 8 and 9 of your 

testimony, you state that wastewater surges had caused 

some spills at the Sugarmill Woods wastewater plant, 

right? 

Concerning the headworks 

A That s right. 

Q Were other alternatives considered before 

modifying the headworks? 

A Not -- I'm not aware of any. 

Q You don#t know -- pardon me? 
A It was really -- the design essentially was 

complete when I began with the Company. So I really 

can't answer that question. 

Q You don't know whether lift station pump 

throttling was considered as an alternative? 

MR. ARMSTRONG: I'm going to object to the 

question again, Madam Chair, because we've gotten into 

issues that aren't issues in the case, and I think this 

is blind siding, which we're not supposed to have happen 

in a case. 

MS. CAPELESS: May I respond? 

CHAIRMAN CLARK: Yes. 

MS. CAPELESS: This has to do with Pages 8 and 

9 of the rebuttal testimony. It's got nothing to do 

with blind siding. 
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MR. ARMSTRONG: Madam Chair, if there was an 

issue in the case as to the alternatives that were 

looked at for those projects, the witness could have 

3een prepared to address that question, but it was not 

nn issue in the case. 

MS. CAPELESS: I would refer Mr. Armstrong to 

Cssue 14 of the prehearing order, and whatever other 

issue their testimony may go to. 

M R .  ARMSTRONG: Are SSU's classifications of 

2xpenditures as to growth regulatorily well founded and 

reasonable, that issue? That's what this question is 

ibout? 

MS. CAPELESS: Mr. Armstrong, why would 

)refiled testimony be in there if it doesn't go to any 

)articular issue? 

MR. ARMSTRONG: I don't have to -- 
CHAIRMAN CLARK: I understand your objection 

ind I'm going to allow the question. Go ahead. 

Q (By Ms. Capeless) We simply -- and this is 
:he last question, Mr. Goucher. We simply would like to 

cnow whether you are aware of whether lift station pump 

chrottling was considered as an alternative to the 

headworks modification. 

A 1 am not aware of it, no. 

MS. CAPELESS: Thank you. That's all we have. 
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CHAIRMAN CLARK: Commissioners? Redirect? 

MR. ARMSTRONG: Thank you, Madam Chairman, 

ust a couple. 

REDIRECT EXAMINATION 

:Y MR. ARMSTRONG: 

Q Mr. Goucher, if I can refer you to what’s been 

dentified as Exhibit 218. Do you have that? 

A Yes. 

Q This -- does this schedule reflect the 
llant-in-service projections made in the MFRs? 

A Which schedule? 

Q This -- I’m sorry, the page that was referred 
.o by -- 

A Page 6? 

Q -- by Mr. Beck. Well, I’m looking at Page 5 

If 13, 6 of 13, and I think you can go from any of those 

iages. Where the numbers are. 

MR. BECK: I questioned him about Page 6 of 

. 3 .  

Q (By Mr. Armstrong) Let me draw your attention 

:o Page 5, Mr. Goucher, Page 5 of 13. 

A Yes. 

Q 

A Yes, I do. 

Q Is Spring Hill included in this proceeding? 

Do you see a reference there to Spring Hill? 
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A NO, it is not. 

Q So those numbers wouldn't appear in the MFRs 

in this case, would they? 

A That's correct. 

Q If you look at the Line -- the column 1996 
)irect Spending, Current Authorization, see that column 

)n the -- 
A Yes. 

Q 
A Correct. 

Q Will you add up those numbers pretty quickly, 

See next to Spring Hill? 

just round them for me? 

A A little over 3 million. 

Q And the total number at the bottom of the page 

is? 

A Just under 5 million. 

Q Can you tell me, Mr. Westrick, do you believe 

:hat Southern States will place into service the plant 

!rejected for in service in 1996? 

A I do, yes. 

Q And why do you believe that? 

A Because the projects identified herein are all 

:arryover projects, all underway, and they're all high 

?riority projects. 

Q Mr. Goucher, regarding the Sugarmill Woods 
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tank, you refer to other considerations that might exist 

which would permit deviation from ordinances such as 

that which would require the tank. 

this case what other considerations might exist? 

Can you describe in 

A The fact that all -- currently all of our 
wells pump directly into the system and we have 

approximately 3000 GPM firm capacity and 4200 GPM 

overall capacity. 

Q And what type of customers are served at the 

sugarmill Woods facility? 

A Predominantly single-family residential. 

Q And the Citrus County ordinance is based on 

a -- what type of storage requirement is required by the 
Citrus County ordinance? 

A I'm sorry, what type? 

Q What is the storage requirement, capacity 

requirement, for fire flow at the Sugarmill Woods 

facility? 

A Essentially it would be 700,000, in strict 

accordance with that. 

Q In strict accordance. How much -- what is the 
duration of a typical residential fire, Mr. Goucher? 

A I couldn't answer that. I would suspect 

probably an hour. 

Q And what kind -- how much capacity is -- would 
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the Citrus County ordinance require in terms of fire 

flow gallonage? 

A For one hour? 

Q No, no, how much is required of the ordinance, 

Yr. Goucher? 

A 700,000 gallons. Are you talking about 

storage or gallons per minute? 

Q In the tank, in the tank. Okay. Mr. Goucher, 

in reference to Page 9, Line 9 of your testimony. 

A Yes. 

Q Actually, on Line 11 you refer to the fact 

that "FDEP strongly suggested." Do you see that? 

A Yes. 

Q If Southern States does not do something that 

is strongly suggested by DEP, what is the next action 

3EP would generally take? 

A There is a potential for a consent order. 

Q Thank you. And do you believe it would be 

prudent for Southern States not to take the action and 

to incur a consent order? 

A No, I do not. 

Q Thank you. Mr. Goucher, I think I haven't 

been clear and I've been enlightened Could you tell me 

what is the duration and amount of the required fire 

flow under the Citrus County ordinance? 
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A For the present -- or the -- 
Q Under the Citrus County ordinance, what's the 

Juration and amount of the fire flow? 

A The duration is five hours. The amount is 

3pproximately 700,000 gallons. 

Q So in terms of other considerations which 

night exist as to why Southern States would build a . 5  

rlGD instead of a .7 MGD tank, would that have anything 

to do with the duration requirements of the ordinance? 

A No, the other considerations that I would be 

referring to are the fact that the calculation of that 

is based on a peak hour demand plus a fire flow, and 

aith the wells included in that, the well pumping 

zapacity included with that storage capacity and that 

iigh service capacity, that it -- there is the potential 
to meet the required flow for that duration. 

Q Okay. Thanks, Mr. Goucher. That's it, 

Yadam Chair. 

CHAIRMAN CLARK: Thank you, Mr. Goucher. 

Exhibits? 

MR. ARMSTRONG: The Company moves Exhibit -- 
CHAIRMAN CLARK: 217? 

MR. ARMSTRONG: -- 217. 
CHAIRMAN CLARK: Without objection 217 will be 

admitted in the record. 
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MR. BECK: Citizens move 218. 

CHAIRMAN CLARK: Without objection, 218 will 

>e admitted in the record. 

MS. CAPELESS: Staff moves Exhibit 219. 

CHAIRMAN CLARK: Without objection, Exhibit 

!19 will be admitted in the record. 

(Exhibit Nos. 217, 218 and 219 received into 

cvidence. ) 

CHAIRMAN CLARK: Thank you, Mr. Goucher. 

(Witness Goucher excused.) 

* * * 
CHAIRMAN CLARK: We will go ahead and take 

i -- 15, 20 minutes. What do you need? We'll go ahead 

md take a break until five minutes till six. We will 

:ome back at that time and start with -- Mr. Bailey? 
MR. ARMSTRONG: Right. 

(Recess at 4:35 p.m.) 

(Transcript continues in sequence in 

Jolume 38.) 

. 
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Explanation: In addilion to costs reponed on Schedule 9-12, provide intoimalion 
on cos& allomled or charged Io the Company from a parenl. alliliala, 
or relaled W y .  

Pa&, e,, 2 
Preosrer: Scott W.Vierlrna 

Charging Dlred or Apporlionmenl Tolal Cos1 I1 > 1 Ye 01 Actual Budgelad P r o p l e d  
Umth Aw?gntk Oescrlplron E o l l t y A m a l t l o n e d m  pooon119951- 1994 1995 1996 

1 j 620-2000 Prepaid Insurance . TG (2) Appoflloned Broker Assigned 992,774 No 

2 6328-0000 Contractual Services - Acclng TG (2) Direcl ll/llil/llllllllllllllll lI/lllllllllllllllll No 

3 6358-0000 Confraclual Servloes - Olher TG (2) Direcl l~/llll/lll//lllll/lllll lllll//lll/lllllll/l No 
4 6358-0000 Shareholder Services TG (2) Apprlloned Invesled Equily 995,892 No 
5 Sublofal(635R) 

6 1861-0000 Delerrad Rala Case Cosfs 

7 4280-0000 Credit Support Fees 

TG (2) Direct 

120,408 106,956 109,042 (1) 

47.237 77.940 79,460 (1) 

313.124 33,671 34,328 (1) 
232,379 204.783 208.776 (1) 
545.503 238.454 243,104 

16,224 30,000 30.000 (3) 

TG (2) Direcl l/llllllllllllllllllllll llll/l~lllJl/lllilll No 92.753 136,450 121,931 
822,125 569,800 503,536 

557.642 / / / l l / / / l / l l / / l l l  One percent ( 1% ) 01 audta&budgsted total Company revenues : 546,619 

( 1 ) Ail affiliate charges lor 1996 indexed lrom 1995 budgel at the rale 01 1.95%. the general index rate approved by the FPSC in Order No. PSC-95-0202-FOF-WS ( Issued 2-10-95 ) 
( 2 )  TG =Topeka Group Incorporaled, owner 01 100% 01 Soulhern Slates Utitlllies, Inc. Conlmon slock. 
( 3 )  Esiimale lor inslanl dockel spread between 1995 and 1996. 

Anachments per FAC 25-30.436 (4)(h): 
h4) apporlionmenl melhod workpapers 
h5) dired charge workpapers 
h6) organizalionai chad 
h7) copies of exisling hleralBliale agreemenls 

. ., . 
! 

J 
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REQUESED BY: 
SET N O  
INTERROGATORY N O  
ISSUE DATE: 
WITNESS: 
RESPONDENT 

SOUTHERN STATES UTILITIES, INC. 

RESPONSE TO INTERROGATORIES 
DOCKET NO.: 950495-WS 

OPC 
1 
42 
07/18/95 
SCO'IT W. VERJMA 
Scott Vierima 

IMERROGATORY NO: 42 

For costs from MPL which are charged or allocated costs to the Company, state the annual amount of such 
costs charged to the Company, by account, for each of the past four years and as budgeted for 1995 and 
1996. 

RESPONSE 42 

Attached as Appendix 42-A is Supplemental Schedule PC-I, reproduced from Volume II, Book 2 of 4 in 
the MFR's for Docket #950495-WS. This schedule shows amounts billed to SSU by its parent(s) 
Minnesota Power and Topeka for services rendered during 1994, and projected billings for 1995 and 
1996. Also attached as Appendix 42-B is a listing of total annual billings from MPropeka for the 
retrospective years of 1991,1992 and 1993, sorted by account to which the billings were charged. 
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PARENT COMPANY CHARGES - Summary FPSC 

Company: Soulhcm SIalcs Ullllllcr. 1°C. 

Docket No.: 950495-WS 
Tesl Yeerr Ended: i994, 1995, 1996 

Explanalan: In addilion Io EOIP reponed on Schedule 8-12, provide inlomalion 
on cosli albcaled or charge4 ID Ihe Company ltom a parsnl. aNilials, 
or relaled p d y .  

Supplemenla1 Schedule PC.1 
Page I 01 2 
Pwparar: scot, w.visr1ma 

Charghg Dirsd 01 appanionmenl Total CDDi > I % d  Acrur l  B u d p l e d  Pro/esled 
!im& A&wnLlh Dircrlpllan w d p p p d i n o a d  M E h d  i?wouma- i994 1995 1995 

I 1620-2000 Prrpaldlnswance TO (2) Appo i l lmed Broker Arrhned 992,774 No 120,408 106.956 109.042 (1) 

2 6328.~00 C o n l r a c I u a I S ~ r ~ I c ~ s -  Acclng TG (2) Direcl IllIIIIlilllillllIIillll llilllllllilllllliil No 47.237 77,940 79.460 ( I )  

3 6356-0000 ConmClYd 5 ~ 1 v I c e s ~  Olhw TG (2) Direel lililillllliilllllliilii llilllllllllllllllll No 313.124 33,671 34.326 (1) 

5 Sublolil(535S) 545.503 238.154 243.104 

6 1661-OW0 Delerrsd Rate Care Carl) TG (2) Dirscl IllIIIIlllllllIIllllllil IillillililIllllllll No 16.224 30.000 30.0W (3) 

4 6356~M00 Shsnhaldar Sarvlcar TG (2) A p p r l l o n e d  lnvesied Equily 995,692 No 232.379 204.763 208.776 (i! 

7 4280~0000 Credll 5upporr Fees TG (2) Direci ~1liiillililillili11llll lllllilllllllllllli/ Na 92,753 136.450 121,931 
8 2 2 , m  588,800 583.536 

One psrcsnl( 1% ) 01 audle&,udgsled lolai Company revenues : 546.619 557.642 IIIIIllilllIIIIII 

( 1 1 All alr~liils charger lor 1996 indexed lrom 1995 budgel SI Ihe rate 01 1.95%. ihe general index rala approved by Ihe FPSC 10 @der NO. PSC-95-0202-FOF-WS ( Iswed 2.10~95 ) 
( 2) TG -Topeka Group Ineorpomlsd, owner 01 100% 01 Southern Sla ls~ Ulilillier, 1°C. common %lock. 
( 3 )  Eslimnle lo' hrwl docks1 spread belwesn 1945 and 1996. 

Allachmenls pel FAC 2540.436 (4)Ih): 
h4) apponionmenl melhod worrpaperr 
h5) diren charge workqaperr 
h6) organlzalional chan 
lh7) copier 01 exisling inlsrailUials agreemsnlr 



Parent Company Charges -Detail 
Company: Soulhern Sfates Ulilities, Inc. 
Docket No.: 950495-WS 

Incurted Cost 
Board & Officer Costs 
Investment & Analysis 
Corporate Finance & Admin. 
Corporate Accounting 
lnlernal Audit 
Tax 
Environmental Services 
Organizalional Development 
Corporate Development 
Shareholder Services 
Prepaid Insurance 
Rate Case Assistance 
Other ( IS, Legal, HR ) 

Actua/ Budget Projected 

FPSC 

Supplemental Schedule PC-1 
Page 2 of 2 

1996 Comments - 
177 418 20.390 Labor and benefits for SSU CEO billed by MP in 1994. ' 

0 Budgeted in 1995 as offset to yield on MP portfolio. 
6,117 Forecasting, financing and credit support work. 

11,211 Recurring services for budgeting, general and property accounting. 
50,128 Two operational audils rescheduled from 1994 to 1995. 
18,121 Includes Federal and State return preparation. 

7,821 Reduced needs due to improved on site audiVlab capabilities 
0 No OD projects scheduled for 1995,1996. 

1 

87.845 0 0 Acquisilion related costs, normally capitalized, inestimable. 
232,379 204,783 208.776 Changed allocation factors as a function of equity invested. 
120.408 106,956 109,042 Improved market conditions and modified primary coverage. 

,000 30,000 Cost estimate lor 1995 consolidated filing divided 95-96. 
Reduced needs due l o  improving internal capab 

SUBTOTAL 

TOTAL BlLLlNGS 
Credil Support Fees Increase due to LOC guaranty for $10 3MM Volusia Cty Bond 



EXHIBIT @u\I - 3)  

PAGE 5- OF / 6  
SOUTHERN STATES UTILITIES, INC. 

RESPONSE TO REQUEST FOR PRODUCTION OF DOCUMENTS 
DOCKET NO.: 950495-WS 

REQUESTED BY: 
SET N O  
DOCUMENT REQUEST N O  
ISSUE DATE: 
WITNESS: 
RESPONDENT. 

DOCUMENTREQUEST: 

O K  
1 
79 
07/18/95 
SCOTr w. VIERIMA 
Scott Vierima 

79 

Provide a copy of any documentation and/or policy and procedures manual which addresses how costs are 
allocated between the Company and its parent companies, affiliates, andlor subsidiaries. 

RESPONSE: 79 

In compliance with FAC 25-30.435 (Revised), SSU included in its Application for Rate Increase the 
following information: 

1) Apportionment workpapers for parent company insurance charges. 
2) Apportionment workpapers for parent shareholder services charges. 
3) Corporate organizational chan. 
4) Tax Sharing agreement. 
5 )  Credit suppon agreements. 
6)  Sample invoice summary. 
7) Parent company payroll overhead rate schedule. 

This information is included in Book 2 of 4, Volume II, of SSU's application, and details all charges from 
the parent company for calendar year 1994, as well as projected charges for test years 1995 and 1996. 
The methods used for apportioning service related charges are described therein. 



SOUTHERN STATES Ul'ILITlFS, INC. 

DOCKET NO.: 950495-WS 
RESPONSE TO REQUEST FOR PRODUCTION OF DOCUMENTS 

REQUESTED B Y  OPC 
SET N O  1 
DOCUMENT REQUEST NO: 105 
ISSUE DATE: 07/18/95 
WITNESS: SCOTT w. VIERIMA 
RESPONDENT: Scott Vierima 

DOCUMENTREQUEST 105 

Provide a copy of workpapers and source documents that show how MpL's costs were allocated or charged 
to the Company for the budget years 1995 and 1996. 

RESPONSE 105 

Please refer to the respm to Office of P u b k  Counsel's Document Request No. 79, First Set, for 
explanations and workpapers concerning parent company charges. Only insurance and shareholder 
expenses are apportioned to SSU based on the formulas described in Document Request No. 79. Direct 
costs for 1995 reflects amounts agreed to by SSU for services required from TGI parent. 1996 projections 
are 1995 budgeted amounts, escalated by 1.95%. 



Docket No.: 
Deposition Of 
Taken: 

950495- WS 
Scott W. Vierima 
Wednesday, November 8. -1995 

Late Filed Exhibit 
Number 4 

Schedule Reflecting What is Included in the $209,000 for Communication Costs 
for 1996. 



Attached are MP supporting budget schedules for shareholder costs which could 
be considered I communication ' related. SSU was apportioned 9.5% of the charges 
shown for the budget year ( 1995 ), therefore the corresponding m o u n t s  escalated 
into the 1996 test year, and included in the total of $209,000 equal $78,170. 

1995 x ,095 x 1.0195 
MP Amount (SSU Amoun t )  (SSU 1996) 

financial Mailing List $67,900 $6,451 $6,576 
Annual Shareholder Meeting $1 03,400 $9,823 $10,015 
lnvestor Relatfons $1 66,500 $ 1  5 3 1  8 $16,126 

CorpCommunicafions - Financial $260,300 $24,729 $25,211 
Utility Investors Group $54,200 $5,149 $5,249 

$807,100 576,675 $78,170 

SEC financial Reports $1 54,800 $1 4,706 $1 4,993 



7 
TITLE - FINANCIAL MAILING LIST 

FWECTED START DATE - 01/01/95 EP13EC1E.3 COK?LETICN DATE - 12/31/95 
&SET3 CBX8GZS TO ACCOZRFT(S) - ALL CCll 53.58 - 92000000 4 6 . 5 %  - NCPi-EUTIL 

ALL C E -  53.5% - 93020000 4 6 . 5 %  - NGN-LTTTIL 
PROJECT OR NCNPRGTECT (P OR N) - N 

COK YY Li 

COSTS W E Z R  TSRN LABOR 

TOTAL COST 

(IN TE0usmDs1 
PRIOR BDDGET AFTER 
T Z 5  YEXR YEARS 

3.1 3 . 2  0.0 

7 0 . 1  6 4 . 7  0.0 

1 3 . 2  67.9 0.0 

DESCRIPTION 

ACCUMULATE COSTS ASSCCIATZD WiTH CWRDINXTING TEZ MAILING 03 
W O R T S  AND PEI(1ODIC INFORMATION TO THE FINANCIAL COKUUNITY. 

PURPOSE 6 NECESSITY 

TO ACCUMUZATE COSTS OF FINANCIAL CONMUNITY CORSESPOKD-VCE, 
I.E., FINANCIAL FORECAST, ANNUAL REPORTS, EGULATORY ACTIONS, 
ETC. IT IS NECESSARY TO INFORM TEE FINANCIAL COMMUNITY (INVEST- 
KENT BANKS, COt4WZFCIAL BANKS, RATING AGENCIES, SECURITY ANALYSTS, 
AND 0- INTZRESTED PARTIES) OF COWANY'S FINRNCIAL CONDI- 
TION. IT IS EXPECTED THAT TBi: DWZLOPMENT OF TEE INVESTOR 
RELATIONS FJNCTION WILL IMPACT TEIS PXOJECT. 

BASIS OF ALLCCATION TO NONUTILITY 

4 6 . 5 %  OF THIS M/OR IS ALLEAT-9 TO NONUTILITY. TEIS P W -  
CENTAGE IS BASED ON T E  CORPORATE UTILITY/NONUTILITY ALLOCATION 
DETZLOPED BY THE RATE DEPARTMZNT. 

PREPARED BY - T. J, THORP 

4 6 3  



EXPECTED ST.ART DATE - 01/01/95 E.Lm2CTSLl COMPLETION DdTP - 12/31/95 

ALL OT9- 5 3 . 5 %  - 93020000 45.5% - NON-CITTIL 
w s m  CHARGES TO RCCOIJNT(SI - .ALL cc i l  5 3 . 5 3  - 920oaooo  46.58 - NON-CITIL 

PROJECT OR NONPROJECT (P OR N) - N 

COMPANY LABOR 

COSTS WJ!EER THAN LABOR 

TOTAL COST 

( I N  THOUSANDS] 
PRIOR BUEGET AFTER 
PEhRS YERR YEES 

16 .6  24.7 0.0 

62.6 67.7 0.0 

79.2 9 2 . 4  0.0 

DESCRIPTION 

ACCUWZATE ALL CBA9GES ASSOCIATED WIT6 TEZ ANNUAL hZZTING, 
TOURS AND LUNCKEON. 

P W O S E  & NECESSITY 

TBE m A L  MEFPING O F  SHAXZSOLDERS IS SCZDULED FOR THZ SEC- 
OND TUESDAY IN MAY. SEAPXEOLDZ8 PR9TICIPATION 9AS BEEN IN-S- 
ING ANNUALLY AND IS EXPECTED TO IN-SE BASED ON REGIONAL 
MELTING DISCUSSIONS AND EZWSASIS PLACED ON SHAaFaOLDER SATISIAC- 
TION IN RRA GOALS. 

Basis OF ALLOCATION TO NONUTILITY 

46 .5% OF TBIS M/OR IS ALLKATED TO NONDTILITY. TBIS P a -  
C m A G E  IS BASED ON THE CORDORATE DTILITYfNONUTILITY ALLOCATION 
AS DEVELOPED BY TKE RATE DZPARTbENT. THE NONUTILITY PORTION OF 
LABOR CHAIlGES IS FULLY OVZREADED. 

PREPARED BY - V. M .  HANSM 
- 

I: 

i 
i 
3 4 .. 

1 
! . ,  



01/20/95 MAINTFNANCE OPERATION REQUISITION 
RESPONSIBILITY CFNTER - 190 Y m q  - 95 -. 

TITLE - COST OF ANNUAL S6AREXLDRS MTG-O?EX\TIONS 

C0W.W LABOR 

(IN TEOUSdNDS) 
PRIm B ~ E T  &-TI? 
TVWS YFaI P-as 

8 . 7  8 . 4  0.0 

COSTS CTHER THAN LABOR 1.2 2.6 0.0 

TGTa COST 9.9 11.0 0.0 

DESCRIPTION 

PROVIDE 3 EACH CLASS 6 EZICLES, 3 EA= CLASS 3 VEXICLES ANE 
TEE COMPANY HELICOPTER FOR VIEXING AT T B  SAY 1995 ANNUAL S W -  
HOLDERS' MEETING. 

PURPOSE 6 NECESSITY 

PARTICIPATE IN THE MAY 1995 SBRREEOLDWS' HEETING. 

BASIS FOR ALLCCATION TO NONUTILITY 

4 6 . 5 9  OF THIS M/OR IS ALLOCATED TO NONLPPILITY. THIS PER- 
CENTAGE IS BASED ON TEE CORPORATE IJTILITY/NONGTILITY ALLOCATION 
AS DEVELOPD BY TEE mrE DEPART-. 

PREPARED BY - R. R. MICKELSON 



01 /20 /95  MAINTENANCE OPERATION REOUISITION 
RESPONSIBILITY CKNTEF. - 966 Y € W  - 95 

'7 
TITLE - INVESTOR RELATIONS 

I 

/ 6  PAGE- /A OF ,~ 

M/OR NO. 18629611 

W E C T E D  START DATE - 01/01/35 EYJZCTED COE@L5TION DATE - 12 /31 /91  
W S F E X  CEARGE TO ACCOUNT(S) - ..u~ cell 5 3 . 5 %  - s2aooooo  4 6 . 5 %  - NON-UTIL 

or=- 5 3 . 5 %  - 9 3 0 2 o o o o  4 6 . 5 %  - XON-UT:L 
PROJZCT OR NOWPROJECT ( D  0.2 N l  - N 

CONPANY LABOR 

COSTS oT9EI( LABOR 

(IN TKOUSRPFDS I 
PRIOR BUCGET AFTER 
Y Z Z S  Fa YEARS 

78.0 109.7 0.0 

35.7 56.8 0.0 

TOTAL COST 113.7 166.5 0.0 

DESCRIPTION 

W I N G S  WITX ANALYSTS, RdTING AGZNCIES, INVESTXZNT BANKERS, 
TRUST OFFICERS, INSTITUTIONAL INCSTORS, ZTC. 

PrmPOSE 6 NECESSITY 

I ,  
TBE COMPANY UTCCS ANNUALLY .WITH T53 VARIOUS RATING AGmCIES 

TO KEEP "HEX cUREZ%T REGARDING T E  FINANCIAE POSITION OF THE: COM- 
PANY AS WELL AS OTHa COMPANY ACTIVITIES.  ALSO, P E R I O D I C  MFZT- 
INGS WITH 0- INVESTOR GROWS AXE REQUIRED TO MaIEPPAIN A WELL- 
INFORMED FINANCIAL COMMUNITY. 

BASIS OF ALLOCATION TO NONOTILITY 

46.5% OF THIS M/OR IS ALLCCATED TO NONWILITY. THIS P a -  
CENTAGE IS BASED ON TKE COWORATE UTILITY/NONWILITY ALLOCATION 
D E V E L O P D  BY THE .RATE DEPARTMENT. 

PRE?ARED BY - T. J. THORP 

460 

i 



01/20/95 MAINTENAliCE OPERATION REQUISITION 
RESPONSIBILITY CENTW - 900 m - 9 5  

3 
TITLE - SEC FINANCIAL REPORTS 

P A G L  L@ 
H/OR NO. 1 9 6 2 9 5 3 6  

i 

(IN TXOOSANDSI 
mIoR auM;Fp AFTER 
PEARS rn F&?S 

COMPANP LABOR 103.7 9 4 . 5  0.0 

COSTS OTSER T?AN LABOR 6 6 . 9  60.3 0.0 

TOTAL COST 170.6 1 5 4 . 8  0.0 

DESCRIPTION 

. PREPARE, EM;ARIZE, PRINT AND FILE TLiE PNNUAL RZORT ON 
FORH 10-K WITH TBE SECURITIES AND EXCERNGE COKKISSION 
(SEC) ,  INCLUDING THE FINRLiCIAL SECTION OF T32 ANNUAL 
REPORT TO SZAP.ZEOLDERS. PXEPRRE, EDGARIZE, PRINT AND FILE 
FORMS 10-9, 11-K, E-I( AND OTHER HISCELIANEOUS FILINGS 
(U-3A-2 AND 13-D) PERIODICALLY OR AS REQUIRED W I E  TEiE 
SEC. COORDINATE THE RZVIEW OF THE ABOVE WCDMnrpS WITS 
OTPTSIDE LEGAL COUNSEL AND INDEPENDENT ACCOUNTANTS. 
MAINTAIN EXPmTISE TERODGE PROFESSIONAL D-OPXZNT. 

PURPOSE 6 NECESSITY 

AS A PUBLICLY TRAOEE COMpm LISTED ON TH3 NEW YORR AND 
AMERICAN STOCK EXCXANGES, MINNESOTA P O W  IS RE9OIP.ED TO FILE 
CERTAIN PERIODIC RE9ORTS W I T H  SEC. TBIS PROJECT IS SET Dp TO 
ACCUMULATE INTmAL AND EXTERNAL COSTS ASSOCIATED KCTH THESE 
FILINGS RND TEZN ALLOCATE TO ALL BUSINESS UNITS. 

ASSUMPTIONS: . TPIYNG WNE IN OFFICE SYSTMS 6 SPPORT. 
. PRINTING AND EDGAFJZING WNE IN OFFICE SERVICES. . FILING FEES 
. LAB03 ESTIMATE BASED ON HISTORICAL EOURS 

BASIS OF ALLOCATION TO NONUTILITY 

4 6 . 5 %  OF THIS M/OR IS ALLOCATED TO NONUTILITY. TSIS PER- 

I 

3 4 6  



01/20/95 MAIEPTMANCE OPEPATION REQUISITION 
RESPONSIBILITY CENTER - 7 3 1  lzx9 - 9 5  

-3 

TITLE - CORPORATE COMMUNICATION - FINWC1.U 

PAGE 14 OF ;6 I 
M/OR NO. 1 8 6 2 8 0 0 6  

EXDECTED START DATE - 0 1 / 0 1 / 3 5  ELFECYZD COWLETION D>.?3 - 1 2 / 3 1 / 9 5  
TPANSEZR CEUGES TO ACCOw[S) - 5 3 . 5 %  9 3 0 2 0 0 0 0  4 6 . 5 3  NON-TTIL 

PRO.TECT OR NONPROJECT (P OR N) - N 

- 

COWANY LABOR 

COSTS OTHEil THAN LABOR 

(IN THOUSRNDS) 
PRIOR BUCGLT AFT% 
P m S  m P - P S  

0.0 67.1 0.0 

0.0 193.2 0.0 

TOTAL COST 0.0 2 6 0 . 3  0.0 

DESCRIPTION: 

PREPARE TEZ FOLLOWING COMMUNICATIONS: 
* QUARTERLY SEAREHOLDER PZPORTS 

ANE7JAL REPORT 
* FINANCIAL ADmTISING 

CTHE4 SHAIlEgOLDER INFOWATION 
PROJECTS INCLUDE PLANNING, WRITING, DESIGNING, TYPESETTING, 
PHGTCGFLAPEY, PRINTING AND/OR VIDECGRAPHP, EDITING, POSTING AND 
DUPLICATING. 

INCLUDES NEWS RELEASES AND DISTRIBUTION. 

AS W D E D  BASIS. 

PURPOSE 6 NECESSITY: 

PREPARE AND PRESENT FINANCIAL PUBLIC INFORMATION WaICH 

PURCHASING EREELANCE WRITING ANC ART-RELATED SERVICES ON AN 

TO PRODUCE AND/OR PRESENT INIOWATION ABOGT 'EZS CORPORATION 
TEAT PROVIDES A REGULAR FORUM TO COhXUNICATE WITH SEAilXEOLDWS. 

BASIS OF ALLOCATION TO NON-mILITY 

4 6 . 5 %  OF THIS M/OR IS ALLOCATED TO NON-UTILITY. TazS P W -  
C W A G E  IS BASED ON TEZ COXPORATE UTILITY/NON-UTILITY ALLOCATION 
AS DEVELOPED BY TH2 RATE DEPXXTMTNT. 

PREPARE0 BY = COMMUNICATION TEN4 



01/20/?5 MAINTENANCE OPERATION REOUISITION 
RESPONSIBILITY CENTER - 966 YEU - 95 

TITLE - MINNESOTA UTILITIES INVESTO3S G R O W  

(IN TEOUSluNDS) 
PRIOR BUCGET L r T a  
E A R S  YEAR rAx? 

COMPANY LABOR 

COSTS OTaELS LA308 

TOTAL COST 

0.4 0 . 0  0.0 

6 6 . 2  5 4 . 2  0 . 0  

6 6 . 6  5 1 . 2  0.0 

DESCRIPTION 

AC-TE COSTS AND ASSESSKCNTS ASSOCIATED UITg  MIhXSOTA 1 
POWER'S SPONSORSHIP OF MINNESOTA UTILITY INVESTORS INC. 

PURPOSE 6 NECESSITY 

WORRING WITH O m  MINNESOTA UTILITIES, AN AD HOC COMMITTEE 
EAS BEE?J FORKED TO DEVELOP A UTILITY INVESTOR GROITl WITHIN TEE 
STATE. ITS MISSION INCLUDES PROVIDING AN INDEPENDENT VOICE FOR 
UTILITY INWSTORS, REPRESENTATION WIT9 REGTLATORY AVITORITIES, 
AND PROMOTION AND PROTECTION OF THE FREE E&TERPRISE SYSTM. TEE 
COMPANY BAS MADE A COMMITMENT TO TEIS EFFORT. 

BASIS OF ALLOCATION TO NONUTILITY 

4 6 . 5 %  OF TEIS M/OR IS ALLOCATES TO NONUTILITP. TBIS PER- 
CENTAGE IS BASED ON THE CORPORATE GTILITY/NONUTILITY ALLOCATION 
DEVELOPED 3Y THE RATE DEPARTMDT. 

PREPARED BY - T. J. THORP 

4 5 4  



FPSC AUDIT REQUEST #74 

SHAREHOLDER SERVICES 

1. The sources of SSU's equity capital are twofold: 1) retained earnings and 2) paid-in capital from 
its first tier parent Minnesota Power (M€'). In order for M p  to attract and retain equity capital for 
reinvestment in subsidiary corporations, it must incur continuing expenses associated with the issuance of 
securities, payment of dividends, compliance with SEC regulations, payment o f  registration and rating 
agency fees and shareholder communications. These costs are apponioned to recipient subsidiaries as a 
function of their equity balance relative LO M p ' s  consolidated equity. 

2. The following types of services are included: 
1) Labor and payroll overheads for operation of a shareholder services d e p m e n t ,  2) proxy and 

annual  meeting noticing, 3) utility investor group assessment, 4) annual stockholder meetings, 5 )  annual 
and quarterly shareholder reports, 6) DRIP and stock purchase plans, 7) NY and AMEX assessments, 8) 
rating agency fees, 9) SEC f m c i a l  reports (lO-K, 8-K. etc.), IO) registrar and transfer agent services, 
11) meetings with m s t  officers and institutional investors, 12) cenificate printing, 13) board fees and 14) 
mailings to the financial community. 

3. All privately held utilities endeavor to maintain a balanced capital smcture which typically 
includes some form of equity capital. In addition to directly funding a utilities operations and capital 
improvements, the presence of equity capital promotes the atmction of debt capiral at lower rates and 
under reasonable covenants. 

4. See attached Schedule PE-1. 

5 .  See attached Schedule PE-1. 



STATE OF NEW YORK 
PUBLIC SERVICE COHMISSION 

CASE 93-w-0962 - Proceeding on Motion of the Commission to 
establish a Policy to Provide Incentives for the 
Acquisition and Merger of Small Water Utilities. 

NOTICE 

(Issued November 19 1993) 

The Commission’s Order Instituting Proceeding invites 

interested persons to submit comments and/or consider proposals 

regarding a possible Commission policy concerning acquisition 

incentive mechanisms (AIMS). 

NOTICE is hereby given that any interested person may 

submit comments in response to the issues set forth in the Order 

by filing 15 copies of such comments or proposals with John J. 

Kelliher, Secretary, State of New York Public Service Commission, 

Three Empire State Plaza, Albany, New York 12223, by February 21, 

1994. Persons with substantially similar interests are invited 

to submit jointly-filed comments. 

J . KELLIHER 
isedretary 



STATE OF NEW YORK 
PUBLIC SERVICE COWISSION 

At a Session of the Public Service 
Commission held in the City of 

New York on October 20, 1993 

COMMISSIONERS PRESENT: 
Peter Bradford, Chairman 
Lisa Rosenblum 
Harold A .  Jerry, JK. 
William D. Cotter 
Raymond 3. O'Connor 

CASE 93-W-0962 - Proceeding on Motion of the Commission to 
establish a Policy to Provide Incentives for the 
Acquisition and Merger of Small Water Utilities. 

ORDER INSTITUTING PROCEEDING 
AND SOLICITING C O W N T S  

(Issued and Effective November 10, 1993) 

BY THE COHl4ISSION: 

This Order institutes a proceeding to solicit comments 

and consider proposals regarding a possible Commission policy 

concerning acquisition incentive mechanisms (AIMS) intended to 

foster acquisition of small water companies. The concept of an 

AIM was developed as part of an initiative to design 

regulatory/rate making procedures and state-wide initiatives to 

deal with small water company problems. 1 

Other initiatives arising out of that collaborative 
process are being developed separately. 



CASE 93-W-0962 

have less than 100 customers. Approximately 200 companies have 

50 customers or less. 

Any policy concerning AIMS must satisfy broad economic 

goals while maintaining a proper balance between ratepayers and 

investors. As a starting point for a dialogue with interested 

parties, staff has identified several broad goals and factors for 

consideration in establishing an AIM policy.' 

invited to comment on the following proposed guidelines for 

development of any AIM policy that have been proposed by staff: 

Also, parties are 

1. The proposal must be in the general public 
interest. 

2 .  The acquiring company should demonstrate 
that it will have the capacity to serve 
and manage the acquired company 
efficiently and adequately, and has the 
ability to achieve compliance with the 
SDWA and other regulatory requirements, 
including the ability to finance 
improvements. 

3 .  The level of any incentives provided 
should be reasonable and commensurate with 
the magnitude of overall benefits to 
customers in terms of improved service 
quality, rate stability and long term 
ability to repair and replace equipment 
and meet SDWA mandates as economically as 
possible. 

preclude the occurrence of beneficial 
future alternatives for system ownership 
and management, such as municipal or water 
authority take over. 

customers should be measured against the 

4 .  The terms of an acquisition should not 

5 .  'The impacts on 'tne ac+ired company 

The specific goals and factors are set forth in the attached 
memorandum. 

-3- 



CASE 93-W-0962 

2 .  Initial comments and reply comments of interested 

persons shall be submitted in accordance with a schedule to be 

issued by the Secretary of the Public Service Commission. 

3. This proceeding is continued. 

By the Commission, 

(SIGNED) JOEN J. KELLIEER 
Secretary 

-5- 



October 12, 1993 

TO: THE COMMISSION 

FROM: ENERGY AND WATER DIVISION . . . -. . . 
CONSUMER SERVICES DIVISION 
OFFICE OF ACCOlMTINC AND UTILITY FINANCE 

SUBJECT: CASE 93-W-0962 
Proceeding on Motion of the Commission to establish a 
Policy to Provide Incentives for the Acquisition and 
Merger of Small Water utilities. 

S U W Y  OF PROPOSED ACTION: It is proposed that - 
A proceeding be instituted to establish a policy for 
Acquisition Incentive Mechanisms (AIM), and that this 
memorandum and its concepts be issued for comment and 
become the subject for discussions with industry, 
consumers, other state agencies, municipalities, and 
other interested parties. Comments and the results of 
discussions should be submitted by February 21, 1994, 
and then used in formulating a Commission policy. 

4 4  t t t  tt 

Summary 

The Department has recently identified three initiatives to 

improve regulation in the water industry: 

(1) development of long-term planning processes for the 
seven largest vater companies; 

( 2 )  design of regulatory/ratemaking procedures and 
statewide initiatives to deal with small water 
company problems; and 

improve our presence with the federal government on 
vater industry matters, and communicate positions 
on the Safe Drinking Water Act (SDWA). 

This memorandum recommends that a proceeding be instituted 

( 3 )  increase our activity at national levels and 

to establish a Commission policy fo r  acquisition incentive 

mechanisms (AIM) to foster acquisition of small water companies. 



a long-term basis. The problems that occur in finance, service, 

and management [including poor records) stem from a fundamental 

cause: the company is simply too small to function efficiently 

as a public utility.' 

created by the SDWA are expected to be beyond small company 

capabilities in many cases. 

The new financial and operating demands 

Historically, the amount of staff and Commission time spent 

on the service and rates of small water companies has been 

disproportionate to the revenues and number of people involved. 

Looking to the future, this disproportionate effort could become 

worse in light of the new SDWA mandates. In New York State there 

are approximately 350 investor owned waterworks subject to 

Commission regulation. Of these, about 3 0 0  have less than 100 

customers. Approximately 200 companies have 50  customers or 

less. 

Because of the many public benefits to be derived from 

acquisition/mergers, especially the absorption of small water 

utilities into larger entities, staff believes the Commission 

should actively engage the private water industry and other 

interested parties in achieving this goal. To this end we 

believe that a clearly articulated policy on mergers and 

acquisitions should be developed. By developing such a policy 

statement it is hoped that more applications will be brought to 

the Commission for consideration and approval. Safe and 

1/ s_upra p. 26 

-3-  



original cost less depreciation unless the applicant will 

amortize immediately said excess through charges to surplus. 

That is, the purchase price that exceeds book value (or the 

"purchase premium") may not be recouped or be added to the 

acquiring company's rate base. In addition, the Commission in 

past decisions has often allowed a rate base no more than the 

purchase price, where the book value has been greater than the 

purchase price. 

Staff believes these past decisions, while not stated 

policy, were designed to protect the ratepayers from excessive 

charges, but may have had the effect of acting as a significant 

disincentive to small water company acquisitions. Over the four 

year period 1989-1992, there were 23 transfers of utility water 

Systems Or property approved by the Commission. Over half of 

these were system transfers to municipalities, and only three 

could be termed consolidations/mergers. Given New York's large 

number of water companies, it would appear there is significant 

room for improvement in this activity and that an effective 

Commission incentives policy would provide that improvement. 

Elements of an Acquisition Incentive Mechanisms Policy (AIM1 

To be effective, an AIM policy should satisfy broad economic 

goals while maintaining a proper balance between ratepayers and 

investors, and use a few well understood implementation 

guidelines to foster mergers and acquisitions that provide 

maximum customer benefit. In regulating utilities, the 

Commission is constantly balancing consumer and investor 

- 5 -  



Moderate the rate impacts of the costs’ facing the water 
industry, specifically those imposed by the SDWA. 

promote small water company acquisitions/mergers. 

* Improve the economic efficiency of small water companies. 
* Provide regulatory flexibility and openness to a wide 

range of alternatives, thereby stimulating creative and 
economic solutions. 

rate impacts to promote acquisitions/mergers that are in 
the public interest. 

. *  Provide meaningful and clear guidelines which encourage 
exploration of acquisition opportunities and facilitate 
the development and approval of acceptable proposals. 

Fairly balance acquisition incentives with service and 

Ensure public participation. 

Factors for Consideration 

Staff has identified a number of factors that should be 

considered in the evaluation of any AIM proposal. They include 

the following: 

Purchase price 
Realized economies 
Rate impact on customers of both systems 
Service history 
Rate equalization considerations 
Customer service 
Long term benefits’ to customers 
Customer satisfaction with the proposal 
Access to capital 
Operational and capital improvement 
Economic viability 
Management 

1/ Aging infrastructure replacement, and the monitoring, 

2 /  Lower rates and better service resulting from economies of 

treatment and plant addition requirements of the SDWA. 

scale, better operation and management, and access to 
financing for improvements. 

-7- 
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Operating ratios in lieu of rate base treatment 
Where rate base of the acquired company is very low 
relative to constrUCtiOn cost, relate net income and 
revenue requirement to a ratio of operating costs. 

Allow a higher than normal rate of return for certain 
acquisition and improvement costs. 

Reflecting increased annual depreciation in rates 
provides additional cash flow and incentive. This can 
be accomplished by allowing depreciation on contributed 
plant where little or no rate base exists, or by 
allowing accelerated depreciation where rate base does 
exist. 

* Incentive returns 

Depreciation allowances 

Amortization of acquisition costs 
Where there is a purchase premium, reflect all or part 
of the premium in rates. 

In some cases, the use of certain economic incentives 
may be initially unacceptable for various reasons, such 
as rate shock: however, their use may be necessary to 
attain the acquisition. A possible mechanism in this 
situation would be to delay the recovery of any of the 
above mechanism costs to mitigate customer impact. 

Delayed recovery of costs 

Lease buyout plans 
Where companies, the Commission, or customers are 
uncertain-about the benefits of an acquisition, the 
acquiring company may lease a system before 
acquisition, allowing time to evaluate the acquisition 
benefits. 

As discussed in the Staff Guidelines section that follows, 

staff believes that, in general, rates should be equalized 

between the two merging companies. Rate equalization can also be 

an incentive for acquisition, and the speed at which rates are 

equalized relevant to how great this incentive is. 

Staff Guidelines 

Staff's views on some important issues are as follows: 

* The proposal must be in the general public interest. 

-9- 



be issued for comment, with special focus on the questions set 

forth in Appendix A .  Notice of the proceeding should be served 

on a broad range of potentially interested parties, and the 

Commission should direct that all comments be submitted by 

February 21, 1994. It is further recommended that staff, 

industry, concerned consumers, and other interested parties be 

encouraged to immediately establish dialog and convene focused 

groups, as well as use other means of communication to explore 

the concepts contained in this memorandum. The results of these 

discussions and comments would then be used in formulating the 

pol icy. 

RIAN H. SU-S 
Associate Utility Financial Analyst 
Office of Accounting and Finance 

a- 
h'. LAMBERTON 

Associate Bydraulic Engineer 
Energy L Water Division 

DENISE C. WAXHAH 
Supervisor of Utility Bearings 
Consumer Services Division 

TFiOMAS ~ $ p  G. DVORSK t Performance 

En rgy and Water Division 

D rector, Consumer Services Division 

FFtANCIS H. BERBERT 
Director, Office of Accounting b Finance 

-11-  
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Page 1 of 2 

APPENDIX A 

QUESTIONS FOR PUBLIC COMMENT 

1. Are the policy goals articulated correct? Are there 

2 .  Are the factors identified for consideration all 

others? If so, identify and elaborate. 

relevant? Are there other factors that should be 
considered? What relative weight should be given to the 
different factors? 

3 .  Are the incentive mechanisms identified complete, or are 
there others that should be considered for inclusion? 
Should any of the identified incentives be rejected? 
Are any of the incentives to be preferred over others? 
Generally? In particular situations? Elaborate on any 
guidelines that might be appropriate for weighing or 
prioritizing the use of different incentives, informing 
the use of multiple incentives, etc. 

explain how they should be modified or why they should 
be rejected. Are there other guidelines that should be 
applied? 

4 .  Are the guidelines set forth reasonable? If not, 

a. Purchase price 
Comment on the guidelines set forth in Appendix D. 
Are there alternative ways of determining a fair 
purchase price? Other information that should be 
considered? How should the need for objective 
evidence of a fair price be balanced against the 
desire for a streamlined process? To what extent, 
if at all should the standards of valuation in 
eminent domain law be used? To what extent should 
the estimated costs of immediately needed capital 
improvements be a factor in evaluating the fair 
purchase price? 

Is it possible to articulate more concrete 
guidelines for the application of incentives in a 
particular case, that is, to evaluating the 
magnitude of the benefits that will result from the 
transfer and in determining the commensurate 
incentive? If so, explain and provide details. 

Are the guidelines described in appendix E proper? 
If not, explain how they should be modified or why 
they should be rejected. Are there other guidelines 
or factors that should be considered in the context 
of setting forth a rate equalization plan? If so. 
identify them and describe their applicability. Are 
there any circumstances where rates should not be 
equalized? If so, explain. 

b. Application of incentives 

c. Rate equalization 
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APPENDIX B 

ESSENTIAL ELEMENTS OF AN A I M  PETITION 

Existing Requirements of 16 NYCRR. Part 31 

o Copy of Certificate of Incorporation and any modifications. 
(17.2) 

o Copy of the proposed contract 131.1 (d)] 

o Description of the property to be transferred. [31.l(b)] 

o Copy of franchises. consents, and rights to be transferred, 
with details (31.1 (c)) (including DEC Certificate of 
Convenience and Necessity and any modifications). 

o Municipal approvals, if required [31.1 (d)] 

o Inventory of Water Plant being transferred 131.3 (f)], in 
accordance with applicable system of accounts 131.1 (g)]. 

0 Accrued depreciation in prDperty to be transferred with 

0 Cost of property to be transferred, per books [31.l(i)J. 

0 Depreciation and amortization reserves applicable to the 

o Statement of contribution toward construction of property, 

methodology 131.1 (h)] 

property to be transferred. 131.1 (j)] 

shoving those subject to refund. L31.1 (k)] 

0 Statement of operating revenue, expenses, and taxes for each 
of the 3 preceeding years. t31.1 (1 ) J  

0 Most recent balance sheet for both transferee and 

0 The company's proposal for financing the acquisition, and if 

transferor. t31.1 ( 1 ) l  

this involves the issuance of stocks, bonds, notes or other 
evidences of indebtedness, details as required in Part 3 7 .  
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APPENDIX D 

PURCHASE PRICE EVALUATION 

As stated in the Staff Guidelines section of this memo, the 
AIM policy, by its very nature could affect the negotiated 
purchase price. If sellers and buyers can reasonably expect that 
the price paid will be recouped, that fact may encourage a price 
higher than might be attained otherwise. That said, we should 
recognize that most of the small water companies that might be 
acquisition targets have no rate base or one that represents a 
very small amount of the utility assets. Since the market may 
value some of these properties differently, any acquisition 
policy that desires to encourage economic transfers conflicts 
with the present policy, which has been that when one utility 
purchases another for a price higher than book value, only the 
book value of the purchased entity may be recouped. 

It is also clear that any acquisition policy should not 
discourage purchases below book value, where appropriate. From a 
public benefit standpoint, encouraging a purchase price below net 
book value through an AIM policy would be desirable. The 
incentive in this instance could be to allow all or a portion of 
the difference between the lower price and book value to be 
reflected in rates. This would be in contrast to current policy 
which has replaced the existing rate base with the lower purchase 
price for ratemaking. 

The AIM policy should endeavor to allow economic forces and 
each unique situation set the price. The Commission can best do 
this by retaining its discretion and its position as an economic 
arbiter, subjecting each transaction to serious economic review. 
That review would evaluate the transaction with respect to the 
Commission's broad goals, its guidelines, and to the peculiar 
economic circumstances presented. 

Staff would offer the following proposed broad guidelines 
relating to the purchase price: 

The purchase price should be determined to represent an 
exchange value that, in the totality of the 
circumstances, is fair and reasonable. 

The burden of demonstrating that the proposed purchase 
price is fair and reasonable is on the petitioners. 
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7. Delayed recovery of cost. 
While not strictly an incentive, delayed recovery is a 
tool that could be used in creating an acceptable 
acquisition proposal. For any of the above mechanisms, 
where a cost is to be allowed as an incentive, its 
effect on ratepayers may be mitigated by delaying its 
inclusion in rates. 

8 .  Lease buyout plans. 
These plans generally provide that the acquiring 
company will lease the system for some specified 
period, with an option to buy at the end of that time. 
This mechanism can allow the companies, customers, and 
Commission to observe the advantages and disadvantages 
of the acquisition before it becomes irreversible. 

As previously indicated, the amount of incentives to 
induce an acquisition is likely to be related to the viability 
and liabilities associated with the acquired company. Other 
possible factors are the proximity of the acquirer, system age, 
quality of system installation and design, number of customers, 
RB/customer, construction cost/customer, cost of needed 
improvements, viability of acquirer, volatility of 0 6 I4 and 
earnings, and ability of customers to pay. 



APPENDIX E 

RATE EQUALIZATION 

Staff believes that in a merger or acquisition, except where 
th e are very unusual circumstances, the rates of the merged 
cc anies should be equalized. While it is impossible to lay 
dc specific rules for how rate equalization should be handled 
in ach case, staff believes that it is important to have some 
principled basis for judging the rate equalization proposals that 
are presented to assure that, on a statewide basis, customers are 
being treated fairly. Accordingly, we have endeavored to 
articulate several general guidelines or principles that we 
believe should guide the rate equalization proposal that is put 
forth in a petition. 

An AIM petition should contain a proposal for the 
equalization of rates, including a schedule for a planned phase- 
in, if applicable, and an estimate of the rate impacts for 
typical customers. Where the engineer’s report indicates that 
the acquired company will require a major infusion of capital 
expenditures in the near term, and/or other causes make it likely 
that a rate increase will result from the acquisition, the 
petition should include projections of the increase, and any 
phase-in of equalization. The petition should justify the plan 
proposed in the light of these guidelines. 
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G Z 3 E L X S  FOR W.T% C 3 F . W  B C ? E S I T T O N S  

? w x ? ? L E  

C n  October 20,  1993 ,  ve i n s t i t u t e d  Case 93-W-0962 t o  

cans ieer  t5e provis ion of incent ives  f c r  tSe ac- i s i t ion  of mz: 

water comranies by, and the re in  merger i n to ,  l a r g e r  e n t i t i e s .  

h r t l i C  Commmt vas inv i ted ,  and on *&e basis  of t h a t  comment and 

%he recamencat ions  of Dep-ent s t a f f ,  w e  a r e  e s t ab l i sh ing  

goa ls  and guide l ines  t h a t  vill apDly t o  prcposals to consc l ida te  

S m l l  va t e r  companies through acquis i t ions  and mergers. 

Small v a t e r  campanies t y p i c a l l y  cannot a t t r a c t  c a p i t a l  

Frequently, and ofken have small  czsh reserves ,  

Yiese czmganies are ra by pa----time managers possessing l i t t l e  

technica l  t z a L ~ i n q .  I n  a d c i t i c n .  t!!eir mall  mstomer base 

o r  none a t  a l l .  



S S Z  ??-X-0962  

: k i t s  t::eir a b i l i t y  t3 i.lcJr s i g i f i c a n t  e q e n d i t u r e s  f o r  

r e w i a t o r j  campliance and o t h e r  pur2oses .  AS a r e s u l t ,  t h e s e  

s a a l l  companies f requenzly f a i l  t o  comply wizh new, o r  even 

e x i s t i n c ,  h e s l t h  and s a f e t y  r e q u l a t i o n s .  i n  p a r t i c J l a r ,  t h e  

r e q i r e x e n t s  of t h e  Sa fe  Crinkinq Water ACE a r e  e q e c t e d  t o  

i z r o s e  r e p i r e m e n t s  kha t  mexy s y s t e m s  F i l l  be  unsk le  t3 m e e t .  

Consc l i l a t ion  of water  campanies -&ouqh ac,quisition o r  merger 

may se-e a s  a s o l u t i o n  i n  :!ICX s i t u a t i o n s .  

T h i s  policy is inrended t o  f o s t e r  a c - i s i t i o n s  an2 

z e r g e r s  =baz will: ( i )  hsprove :\e a S i l i t y  of  m a l l  water  

ccmp:anies t3 p r o v i l e  service; ( 2 )  h p r o v e  cstomer ser?ice; 

( 3 )  nake iz e a s i e r  t o  cam?ly with N - T e n t  and futil-e r e q u l a t i o n s ;  

( 4 )  avoil 2 r a s t i c  r a t e  i nc reases ;  (5) b r k g  the r a t e s  of merged 

systeas i n t o  p a r i t y ;  ( 5 )  improve an2 c o n s o l i l a t e  managernent and 

cpe ra t ion ;  and ( 7 )  promote conser ra t ion .  

GUIDELINE3 

The guid ing  p r i n c i p a l  in granting a c q u i s i t i o n  

incen t ives  w i l l  be  t o  inc rease  cdstomer b e n e f i t .  An a c q u i r e r  

irust be a b l e  t o  show ^bat  it can con t inue  t o  exis t  in the long 

t e n  and w i l l  be & l e  t o  provide its o x t o m e r s  wi th  safe and 

adequate se- ice a t  just and reasonable  rates. To f o s z e r  a 

-2 -  



t r x , s i c = = a t i o n  of small  ncn-viable w a t e r  conpazies  i n t o  e n t i t i e s  

b e t r e r  a b l e  t 3  s e r v e ,  a c q u i s i t i o n  i n c e n t i v e s  may be provided i n  

ce---aiz cases ,  .*.here t h e  fol lowing factors SJ sacgesc :  

- .  

2 .  . 
3 .  

4 .  

5 .  

;;nether t h e  acTdi=ing compmy has t h e  a b i l i z y  ~3 
a d e q a z e i y  manaqe t h e  b u s i n e s s ,  serve cuszoxers ,  I 

csnply with r s g u i a t i c n s ,  and f i n a 2 c e  c z p i t a l  
Szprc;.eaents. 

'whecber th b p a c t  cn customers r~sulting 'ran t h e  
ac*is i t ion  is a= l e a s 5  a s  b e n e f i c i a ?  ; s  t h e  
inpac r  of r e a l i s t i c  a l t e r r . a t i v e s .  

b i e t h e r  t h e  te-ms of  t h e  ac - i s i z i cn  w i l l  F e r n i t  
z..-.._ -----e b e n e f i c i a l  s o l c = i o n s ,  scch as 
x.unicipaSizazlcn. 

b i e=he r  5er.efi-+ t o  customers  a r e  e w e c t e c  tc be  
-^ c - m e n ~ u r a t e  v i 2  t h e  cos; of 'Le  incer.cives f e r  
* --.e i a q u i s i c i o n  c r  s e r g e r .  

k3eETer meaningful cxstomer p a r - i c i p a r i o n  has been 
cbca inea  through e f f e c t i v e  pub l i c  involvement. 

We w i l l  a1so consider  a d d i t i o n a l  i ncen t i - i e s  where 

propcsa ls  a r e  made t o  consol ida te  s e v e r a l  water systems a t  once.  

IYCENTTrn.5 

Jecause  eacb m a l l  watar company v i l l  p r e s e n t  unique 

c i r c -ms tances ,  i n c e n t i v e  plans v i l l  have to be t a i l o r e d  

case-by-case. The  following i n c e n t i v e  mechanisms are provided as 

exzmples of  t hose  ' ba t  may be  cons idered .  They w i l l  n o t  be 

a p p r c g r i a t e  i n  each in s t ance ,  n o r  do t h e y  c o n s t i t u c e  an 
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EXHIBIT ,et' 

ex3auszlve  15s: cf 9ezsZres  t h a t  can  be e n t e r t a i n e d .  As a 

g e n e r a l  m a t t e r ,  tcwever,  any s i g n i f i c a n t  r a t e  i n c r e a s e s  t h a t  may 

=e needed shccl-' be phased i n ,  i n  o r d e r  t o  avoid cndoly harsh 

e i f e c t s  on C-Lstomers. 

1. X+te 3ase 

a .  '&ere Lye purchase p r i c e  is less than the  r a t e  
base of  -he company b e i n g  acqui red ,  r a t e s  may 
neve r the l e s s  r e f l e c t  the f u l l  r a t e  b a s e  of the 
acquired. campany. 

-. h Where Lye purchase ?rice is g r e a t e r  Llm r aze  
base,  r a t e s  may r e f l e c t  ';he purcbase p r i c e  prenium 
i f  va-ranted.  ?or example, a premium mighz be 
j u s t i f i e d  by izproved s e r v i c e ,  r e a l i z e 2  cos; 
e f f i c i e n c i e s ,  o r  economies of scale. 

- -. Khere c a s i t a l  e q e n d i t u r e s  a r e  r e q u i r e 2  for 
se rv ice  improvements or t o  comply w i t h  heal-3 and 
s a f e t y  r epu ia t ions ,  proj ected. imprav-en: c a s t s  
may be r e f l e c t e d  i n  rates ' h e d i a t e l y ,  suS jec t  t o  
v e r l f i c a z i c n  t h a t  the expendit;rres are =de. 

c. Where t h e  czmpany be ing  acqu i red  has l i t t l e  o r  no 
r a t e  base ,  a proxy ra te  base  may be al lowe?,  
e q i v a l e n t  t o  the ra te  b a s e  p e r  customer of t3e 
acqui r ing  company. 

2 .  Desrec ia t icn  

Where circmstmces v a r r a n t ,  d e p r e c i a t i o n  may be  

ailorred a t  acce le ra t ed  r a t e s ,  or d e p r e c i a t i o n  on 

p r o j e c t e t  improvement c c s t s  may be allowed sub jee  t o  

subsequent adjustment.  

- 4 -  
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3 .  LTlcr-:tztis3 

The r e a s m a b l e  c o s t s  c f  ac-?isition may be recovered  by 

ano-Tizacion. Cnder ce--.=i> c c n d i t i c n s ,  a m o r t i z a t i o n  

nzy 2153 =e c:nsidFred f c r  r.sc.@vezy cf 2 purchase Fr-ice 

p r e ~ i , a .  T h e  t2m cf a11 a c r t i z a t i o n  should be chosen 

~2 z x i z x e  adverse  e f f e c t s  on c'as:zmers. . .  

T.i.5 :cur i n c e n t i v e s  desc r ibed  below u i l l  be c3nsidere.l  

c n l y  i n  s-,ec<+l czses fcr  5006 cifuse shown. :hey rerrsser,: a 
. .  . _ _ _ _  .=--_ -- --a,---cnal -.-. r a t e - ~ a k i n g  s r a c t i c e  and ?.re =tea: t3 

f a c i l i t a t e  cszs;li?a:icn ",at ;cay c ' a e r j i s e  ncr be p o s s i b l e .  

4 .  C2erztir;c l i z t i o  

kicere rzce  base  i n c e n t i v e  a e c k n i s u  .?re l e s s  

o r a c t i c a b l e ,  a r a t i o  cf revenues t o  opera t ion  and 

maiztenance cos'& azy be used t o  deta-rzine revenue 

r e s i r e a e n t .  

5.  Rzte of Xetum 

kihere it c+n be s h a m  to b e n e f i t  cus toners ,  a p r e m i m  

on t h e  a v e r a l l  r a t e  of retazn may be allowed. 

6 .  Delaved Ilecove-m 

Where t h e  c o s t s  of a c q u i s i t i o n  o r  improvements, o r  t h e  

e f f e c t s  of r a te  e q u a l i z a t i o n ,  would cause unduly h a r s h  

e f f e c t s  ox customers ,  p roposa l s  to delay cr  phase  i n  



raccver! cf.css:s, r a t h e r  t h a n  Lose t h e  oppot ,un i ty  fcr  

c c r s o l i l a t i o n ,  lray be cul ls idered.  

7 .  Le?se/3cvout 

kinere t h e r e  i S  u n c e r t a i n t y  r ega rd ing  the o v e r a l l  

k e z e i i t  cf an a c w i s i t i u ~ i ,  and it wocid appear  

ke2e f i c i a l  f a r  ownership, management, and o p e r a t i o n  t o  

c c r x  f o r  a t r i a l  p e r i o d ,  o p e r a t i c n  of t h e  c s m p a y  

c n 2 r  z l e + s e  w i t h  811 o p t i o n  t o  by nay be c -ns ide r sd  as 

a =ec:?.misz for Froviding i n c e n t i v e s .  

r eqcass  f o r  ccr a??roval of  an a c - y i s i t i a n  o r  mer-jer. 

0 Xi:? res3ec: t o  both companies involved i n  the me:ger 
c r  acqu i s i t i on :  

- The m r r e n t  ex ten t  of  compliance with r e g u l a t o r y  
?qency reqdirements  and d i r e c z i v e s  ( D e p a r a e n t s  of  
Sealt??, Environmental conse-rvaticn, and Public 
se rv ice ,  anc? l o c a l  a u t h c r i t i e s ) .  

- The prospects  for f u t u r e  c o w l i a n c e  wit3 
r e q d a t o r y  requirements .  

- The number of cust3mers.  

- Comparative income s t a t e m e n t s  f o r  :?e t9ree most 
recent  years .  

- A M e n t  balance sheet. 

- Estimate of r a t e s  needed t o  comply w i L 5  SDWA o r  
o t l e r  s e r v i c e  requirements .  

-6- 
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- Evalua t icn  cf c-stomer b e n e f i t s  and eccnozies  of 
s c a l e .  

- I n Z z n a z i c n  an? l a t a  on ::le r a t 2  iapac: c n  a11 
c'Gsz3mers ( a c q i r i n g  a;:d a c p i r c d  c:n?anies), and 
t h e  r a z e  ;:an t5 ac5ieve p a r i r y .  

- _  - A ~PFOY- cn rhe,public involvexenz e - x c r ,  znc 
cus:cmer i3;ct.d 

.-i -i c w-_.. resTec= t= :>e acrqcizir.q ccnpeny: 

- a c c ~ y  c f  t h e  przposed puzc5Lse ccn:zzc=. 

- 1cen:ificaticn of n ;mic i?a l  approva l s ,  if 
r e q i r e d .  

- The p rcposa l  f o r  f inanc ing  t h e  ac -q i s i t i o r . ,  if 
appropr iace ,  inc luding  a p p l i c a b l e  i n f o m a t i n n  i n  
compliance wi th  1 6  NYCRR P a r t  3 7 .  

By t h e  CDmmission. 

(Signed) JOHH J. IOLLIBER 
Secretky 

" ~ n  reviewing any a c q i s i t i c n s ,  w e  v i 1 1  f o c u s  on t ? e  r e s u l t s  c f  t h e  
ccmpany's pub l i c  invc lvenent  and i n f o n a t i o n  e f f c r - s .  

- -,- 
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The PUC Role in  A s s u r i n g  Viable Water Service 
In Small Communities 

John E. Cromwell, In 
Richard F. AJbani 

W a d e  Miller Associates, I nc  

IntroductionlOverview 

Rcgulalion of water systcms in small wmmunilics has bccn a long-sanding problem for both state 
public utility commissions and stale public health rcgdalon.  %ugh many porenlial solutionr havc bccn 
suggcstcd, progrcss has k n  very slow duc lo a lack of slimulus. The inertia of the status quo may 
finally bc bmkcn by the calalylic cffcct of loughcr ncw compliancc rcquircmcnts under the Safe Drinking 
Walcr Act (SDWA). Howevcr, a signifcant restrucruring of the small wmmunily scgmcnl of thc water 
supply industry is ncedcd ii SDWA wmpliancc requircmcnls arc to bc met in a manner which is 
sustainablc. 

, 

The inhcrcnt incrcmcntalism of Ihc SDWA rcgulatory program w u l d  inlroducc lrcmcndous 
incfficicncics into ihc rcstrucNring proccss. Rcsmcturing should bc approachcd within the contcxt of a 
long-lcn planning horizon. A proccss resembling integrded resource planning is rcquircd in order IO 

provide assurancc that thc rcstructuring proccss will reflect least cost principles. Lf the motive force 
providcd by ncar-tcrm SDWA compliancc prcssurcs is allowcd to bc the only forcc at work, thc rcsult will 
most ccnainly nor bc least cos1 and thc problem of assuring reliable watcr wrvicc lo small wmmunirics 
will grow WOIY. 

I 

The thrcar runs dccpcr than a mcrc conccrn for cconomic efficiency. Thc concern for v i a b i h  
stcms from a growing conccrn 0 x 1  non-viable small water systems. There arc prcscnlly many thousands 
of small watcr syslcms that arc regarded by regulators as "baskct casts." 73esc arc caws whcrc Ihc 
instilulion rcsponsiblc for providing water scwicc is csscntially in default; whcrc the utility managcmcnt 
has cffcctively failcd, as manifest in violations of currcnt SDWA standards which reprcscnt vcr j  gcnuinc 
public health problems. Thcsc arc systcms which cannot rcspond IO an ordcr. Thcy arc unablc to w p c  
with problcms such as  pollution of wclls, rnaintcnancc and rcplaccmcnt of dclcrioratcd infrastrucrurc and 
equipment, inadcquatc pumping, poor water quality, and cvcn brcakdowns and wclls running dry. 

Thc lhrcal is that thcrc arc many thousands of additional "marginal systcms" that will become 
"baskct c a y s ' '  undcr prcssurc of SDWA compliance. In addition, many potcnlially viable solutions may 
bc by-passed due 10 SDWA-induccd incrcmcnial dccisionmaking, undcrtaken in Ihc a b w m  of a long-term 
planning proccss. 

Ultimalcly, Stale govemmcnl will have to intcivcnc to impow a planning diwiplinc and promote 
cLfcicnl rcstrucluring. Or 10 lakc OVCI and direct restructuring aftcr failurc has occurred. Thc issuc is not 
SDWA wrnpliancc; the issuc is thc long-rcrm rcliabilily and wst of the waicr supply infrastructurc 
syslcms S w i n g  Small communities. If  the broadcr public intcrcst is to bc scrvcd. thcrc is a clcar rnandatc 
here for broader forms of  inlcwcnlion by state public ut i l i ty  commissions (PUCs). 
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Several statcs h3vc bcgun to lcad the umy. This papcr draws cxamplcs from thc cxpcricnar in 
Pennsylvania' and Cnnnccticut' whcrc thc authors havc had substantial cxpcncncc in thc dcvclopmcot 
of wordinatcd intcragcncy stratcgics 10 oncc-and-for-all COnfrOnt the Small walcr system pmblcm. 
Pennsylvania cxamplc is morc modcst. illustrating key first StcpS towards bmadcr intcrvcntion. 
Connccticut is an cxamplc of swccping rcform. Thc papcr u Y S  [ h a c  N O  cxamplcs to dcfioc and charac- 
tcrtzc ihc generic components of a wordinatcd statc stratcgy to cnhancc the viability of watcr wrvicc in 
small wmmunitics and to highlight thc major clcmcnts of thc PUC d c .  

The  Seed  for Restrucmring 

Although largc urban watcr systcms scrvc 90 pcrccnt of  tbc population, thcy accnunt for only 10 
pcrccnt of thc total numbcr of community watcr supplics. Tbc ovemhclming majority of watcr systcrns 
nation-widc arc vcry small systcrns scrving lcss than 3300 pcrsons. 

Tbcw proponions result in some v c q  unfavomblc cconomics. Whilc having only 10 pcrccnt of 
the total mstomcr baw. small watcr systcms will account for roughly half of the total capital dcmaods 
imposcd by thc SDWA and ovcr half of thc total annualizcd w s t  of wmpliana.]  Morcovcr, infnstmc- 
turc rchabilitation and rcplacemcnt rcquircmcnls cxpovd by toughcr SDWA pcrformancc lcvcl~ will U c l y  
cntail a wmparablc lcvcl of capital invcstmcnt nccds mcrcly to maintain thc cxistiog faciliticr scrvinp 
small systcms. 

Historically, tbc major cost clcmcni in watcr systcrn wnstruclion was thc diiiribution systcm. 
Sourcc dcvclopmcnt and trcatmcnt wsts wcrc trivially small; all that was rcquircd in many CirCUmsLanccs 
was a wcll, a pump, a tank. and a chlorinator. T I C  rcsult was a vast prolifcration of small indcpcndcnt 
watcr systcms, oftcn opcrarcd by a dcvclopcr or by a bomcowncr's association. This configuration 
cvolvcd i n  the historical wst cnvironmcnt in-pan bccausc i t  was thc leasr c o s  solution within that 
cnvironmcnt. 

Small watcr systcms arc thus a product of thc low-cost cnvironmcnl in which thcy wen: crcatcd. 
With the capital and operating wsts  of watcr service k i n g  historically vcry low. and thc cffccts of 
inadcquatc maintcnancc and rcplaccmcnt being so lagged as  to bc invisiblc in the shon NO, rhcrc wcrc 
no significant wst prcssurcs in the cnvironmcnt in which many small systcms wcrc formcd. In thc 
absence of signhicant wst prcssurcs, thc institutions originally dcviwd for thc purpose of running small 
watcr systcrns cvolvcd without thc typcs of managcmcnt and financial mcchaoims nccdcd 10 w p c  with 
morc dcmanding cconomic rcalitics bccoming apparcnt today. In the fact  of tbc SDWA-induced changcs 
in thc wst cnvironmcnt. i t  is bccoming clcar that Ihc currcnt wnfigunt ion involving thousands of small 
systcms is no longcr the lcnsr cos: solution. 

' Cromwcll. J.. Harncr. W. Africa, I. and Schmidt. J.S.. "Small Watcr Sysicms At A Crossroads." 
Journal of Thc Amcrican Warer W o r k  Associorion. May 1992. 

Albani. R., 'Connccticut Lcgislation And Expcricncc In Acquiring Small Systems," Annual 
Confcrcncc of thc Amcrican Waicr Works Association, Philadclphia. PA, 1991. 

Schnarc. D. and Cromwcll. 1.. "Capital Rcquircmcnts for Drinking Watcr Infrastmctun." Sunday 
Seminar on b p i r a l  Financing. Annual Confcrcncc of thc Amcrican Watcr Works Association. 
Cincinnati. OH. lunc 1990. 
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a s m ~ l l  s,wcm problem has bccn dcscribcd for much Of Ihc past W-CS. A hndamcnu l  
lhcmc rcpcatcd in mdny o f  Ihc prcscriplions !ha1 nave 'bccn rprinen is 4rc limpkt notion that .smal: 
communiiics will havc to adapt to paying much higher watcr ratcs. Whilc i t  is 1ruc that higher ratcs will 
have to bc a pan of any solulion. mort fundamcncal rcquircmcnt is Ihdl instituliond mechanisms bc put 
in placc thdl arc capabic of responding morc broadly 10 thc challcngcs O f  today's cost Cnvironrncnt in (hc 
waicr supplv industry -- capable. for cxamplc. of raising additional capital. O f  prudcnt husbandry of the 
capital stock ovcr ihc long IC-, and ofsusvdining il much more demanding O&M rcgimc on a daily basis. 
Raising r a ~ s  is an insufficicnl solution if i l  is unauompanicd by othcr institutional reforms. 

The  Imperat ive Need lor Planning 

SDWA regulatory rcquircmcnu arc a s u r c c  of  s igni t iant  change in Lbc small systcrn wgmcnl 
of  lbc walcr supply industry just as thcy arc for Ihc industry as a wbolc. But thc red l ing  cbangcs in 
financial risk chdrdctcristics could hdvc much m r c  ominous m n x q u c n c c s  for snmc smaU systcms, 
involving morc pain Ihdn that cmbodicd in a highcr watcr bill. 

Without dclibcrdlc efforts to Ihc contrary, a wcll-intcntioncd approach to mccling SDWA 
compliance rcquircmcnts could bccomc a lrdp for somc systcms. S D W A  regulations will bc p h d - i n  
incrcmcntally Ihe ncxt decddc. As a rcsull. syslcms may bc lured into thinkjng tbcy arc capable of 
meeting all thc ncw p c r f o m m c e  rcquircmcnts whcn thcy. in fdCt, arc not. The rcaliration of tbc true 
cxtcnl of S D W A  compliance and hfrastructurc rchdbiliwtion liabilities w u l d  becornc apparcnt only after 
laking on substantial ncw debt and passing up bctrcr options. Satisfaction o f  SDWA capital dcmands 
could also rcsull in funhcr dcfcrral of infraslruclurc mdhlcnnncc and rchdbililalion nccds, Crcdling 
additional liabilitics. 

Ironically, as a "brcdk" to small systems. they arc allowcd morc timc to comply than largcr 
systems. A s  a rcsulL bowcvcr. the largcr syslcms that might be thc kcystonc of a rcgionaludlion strdlcgy 
arc making commitmcnts, sizing hcililics, and purling concrcm in  the ground already. M M ~  logical 
opponuairics may bc lost forcvcr (c.g., mdin cxtcnsion posibilitics .for thc 50 pcrccnt of small systcms 
locdtcd within suburban arcas). 

Thc financial risks involved cxtcnd past the OMCK of the watcr syslcm to Ihc individual 
rcsidcntial customcn. If  the watcr systcrn serving a rcsidcncc bccomcs incapable of meeting cithcr iLs 
financial or it5 SDWA cornpliancc linbililics. thc dcfault could have a ncgdtivc cffccl on thc valucs of 
propcnics conncckd to thc syslcm. Thus, thcrc is an impcrdtivc nccd for risk maoagcmcnt through a 
planning proccss. 

Tnc fact thal thcrc is risk which could wnvcy to individual homcowncrs provides a potcnlially 
strong motivdlion thdl can bc uscd to build suppon for a planning process and for plan rccornmcndations. 
Undcr lhc slalus quo. lhcrc mdy be no dcsirc to bccomc cnranglcd in a purchascd W d l C I  a m g c m c n l  witb 
thc lown down thc road, for cxamplc. But, a planning proccss mdy rcvcal that doing business with the 
lown down the road is the IcdSl objcclionnblc allcrnativc availablc. 

Anothcr cqually compclling r c m n  to plan is that lhcrc arc many thousands of SiNnLionr whcrc 
thc rcsults will bc quitc positivc. Walcr supplics arc no( [or thc most part. hcavily contdminatcd; SDWA 
compliance burdcns will Ihcrcforc bc rclativcly light in many inslanccs. Documcntation of compliance 
liabilitics in a plan cui help a small syslcm obtain morc ~ I I ~ J C I I V C  financing by distiquisbing such 
rclativcly lighl hurdcns from lhosc o f  othcr riskicr syslcmr. Morcovcr, a planning proccss providcs a 



means of assuring that cvcn morc attrxtivc possibilitics a x  not missed. For cxamplc, i t  may bc 
advantagcous to cxpand fhc customcr bare by kcoming  "thc town down thc road" and sclling watcr to 

Ihc ncighbori. 

Viability a n d  Restructuring 

In namrc. cnvlionmcntal changc induccs animal and plant spccics Io adapt in ordcr IO survivc. 
A paxdlcl exisrs in cconomic institutions. Changcs in thc busincss cnvironmcnt must bc mct wifh 
appropriatc rcsrrucruring o f  cwnomic  instirutions in ordcr to a u r c  thc l o n g - t c n  viobiliy of thc 
cntcrprisc. 

A viable wolersysfem ir one which has a sustainable abd* Io meef p e r / o m n c r  rcquircmmrr 
over the long-term. An altcrnativc, and sirnplcr. dcGnirion of viability is: fhe abiliry 10 cope wilh change. 

n c r c  arc many diffcrcnt stratcgics that can bc adoptcd in approaching thc rcsuucruring of 
institutional Kiangcments for providing watcr S C N ~ C C .  Thcy arc classificd hcre into two catcgorics: 
cxtcmal and intcrnal. 

0 Exferna/ saatcgics involve activc collaboration wifh othcr adjacent watcr systcms to atlain thc 
advanraga  of opcrating at a larger swlc-- this amounts to various diffcrent f o r m  of rcgional- 
ization. 

Hard regionalizalion implics srructural consolidation -- cxtcnding a main to cnablc hooking up 
Io, or purchasing water born. thc t o w  d o w  thc road. This is oftcn infeasible in rcmmc rural 
arcas, but approximately half of  ail small watcr systems arc within the Gnsus Bwcau's Standard 
Metropolitan Statistical Arcas; i.e., within suburban rings of major mcuopolitan arcas. 

Soff regionalizalion cncompasscs an array o f  stratcgics for obtaining large scale economics in 
managcmcnt. opcrations. and finance through various sharing mangcmcnls .  A popular model is 
a n t r a c t  provision of opcration and maintcnancc scrviccs on a rotating, circuit-ridcr basis. Another 
successful example is formation of a county or rcgional authority to provide n a  only circuit-rider 
opcration and maintcnancc scrvices. but also ccnualized managcmcnt and poolcd aCCCSIj to the 
capital markers. Finally, there i s  also an array of "sofr"sofr rcgionalization snatcgics. involving 
such loose linkages as cquipmcnt sharing and joint procurcmcnt to pool buying power. 

Infernal restructuring siratcgics involvc changcs in managcmcnt and finana sufficient to producc 
a "turnaround" in the likely fatc of the small system. Not all small systcms arc basket cas=. 
Thcrc are many that may bc able to handlc the changcs ahcad if they makc thc right managcmcnt 
and financial adjustmcnts. In somc cases, such changcs might bc avamplishcd through a simple 
changc of owncrship. 

ThCrC will always bc somc arcas where rcmotcncss or othcr aspects O f  geography dictate the 
provision of watcr scrvicc independently ar small s d c .  It may not be possible to involvc cvcry small 
systcm in hard or soh rcgionalization schcmcs. Morcovcr, lhcrc arc many small systcms that arc prcscntiy 
viable. and that can continuc to bc viablc. Thcrc is, howcvcr. a dangcr that in undcrtaiiing mcsurcs  t i  
assist small sys~cm in maintaining thcir indcpcndcncz. thc statc would incvitably bcwmc involvcd. 10 

some d c g c c .  i n  supporting. or propping up. systcms that would not bc viablc in the a b s c n a  o f  state assis- 
tmcc.  Kcithcr forcing tcgionalization and consolidation nor sustaining non-viablc systcms through 

0 
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subsidies should bc objectivcs of  state viability policy. Rarhcr, thc objwtivc Of statc vlabiliry policy 
should bc to hclp owncrs and mstomcr~ of  small sysicms idcntify thc most viablc stratcgics for 
provision of watcr scrvicc while, at the -C timc, adjusting statczontrollcd barricrs and inccntivcs in a 
manncr that will promote the widest possible rangc of choiccs. 

Framework for A Slate Viability Initiative 

Tbe comprcbcnsivc state viability initiativcs launched in Pcnnsylvania and Conncaicut bavc two 
major pans. Thc [in pan is a sysrcmatic v inbi l j .  rrrtcningpmress to gcncratc and rcvicw thc infoma- 
tion nccded to mess the viability status of  both ncwly proposed and existing small watcr systcms. Tbc 
scrccoing proccss is iotcnded io dircnly involve water system owners, managcn, customers, h o m w m c r s ,  
tenants, crcditors, and local public officials in confronting thc issuc of institutional capability in thc contcm 
of two main strategic qucstioos: 1) is tbc prcscnt systcm mnfiguration viablc ovcr thc long-tcm; and 2) 
arc thcrc any bcttcr options available for providing scrvicc at larger scale? 

To cnablc individual water systems to makc a compictc ascssmcot of thc most viablc stralcgics 
for provision of water scrvicc, thcrc must bc complcmcntary statc aa ioo  to adjust barricrs and ioccntives 
that affcn thc r a n g  of options available. nic cxisting Icgal aod rcgulatory Sztting at thc slatc lcvcl has 
co-cvolvcd with small water syslcm institutions in thc historical low-cost cnvironmcol. ?bcrc arc, as a 
result, many fypcs of inadvcncnt barriers to cfficicnt rcsrructuriog which havc dcvclopcd over timc io tbc 
abwncc of any  opposing influcnccs. The objcnivc of tbc w m n d  half of a stale viability program, 
thcrcforc. is thc launching of a number olsympdhctic iniriorives designed lo  remove bamcrs 10 viability 
cohanccment and/or providc additional inccntivcs and awklancc to systcms striving to attain viability, 
including provision o t  a safety nct to handlc rcsrrunuring of failed systems. 

Viability Screening Processes 

In its simplcst form a viability wrccaing procrss consists of mcasurcs l o  gct Small SyStCmS 

cngagcd in taking The vinbilj.  rest. T h e  vizbilify led is intcndcd to promotc a grass-roots awarcncs of 
tbc changes that arc coming and of thc full rangc of options that may bc availablc for a p i n g  with change. 
In the viability test, tbc intent is to cngagc small system owners, managers, and mstomcrs in confronting 
thc f a a s  of thcu sinration in enough dcpth to answer lbcsc lhrcc questions: 

Is thc mrrcnt systcm configuration viablc? 
Aic thcrc bcttcr options available at larger scalc? 
What is the best option? 

1. 
2. 
3. 

?he hope is that by confronting thc rcalilics of thc situation and making mmparisoos to the 
obvious dtcrnalivcs, thc potential bcocfits of cithcr internal or cxtcrnal rcstrunuring will bccnmc cvidcnt. 
Whcrc thcsc options makc scnsc to pcoplc. lhcy will bc more Iikcly to pursue lhcm. 

In applying (he viability resf. it is imponant 10 addrcss the thrcc qucstions i n  thc proper ~ ~ n t e X l  - 
. with a focus on thc long-term prospects of the water systcm. Focusing on thc immcdiatc situalioo is 
likcly to lcad Io an iflFORCC1 conclusion. Thcrc arc many small systems who would rate lhcmsclvcs as 
viablc. givcn the opcraring conditions thcy arc faccd with today. But thc rcal qucstion. as implied by Our 
definition of viability, is can they cope as wcll with thc changcs that will bc upon lhcm ovcr thc next few 
yCaiS? If a system hascs decisions about Ihc fururc on thc conditions that cxist today, it  not O n l y  [hc 



risk o f  selccting an option that wil l  t u rn  out to be non.viable. but i t  may also bc forcclosiog oppnuni t ics  
10 adopt other. more viable options. 

A common conclusion in thc states that h a w  pushed forward with viability scrccning initiativcs 
is that strategjes for iotcrvention can k most effective when they arc viewed as a coordioatcd, intcragcncy 
c i fon  undcnakcn on a statcwidc basis. Scvcrdl siatc agcncics havc m a n s  of a d m i ~ w c r i n g  thc viability 
tesf through thcir uniquc channcls of acccss 10 small systcms. implcmcntation of  many porcntial solutions 
requires legal authority that lics ouisidc thc rcach of thc SDWA. but w i l b  (or, wnccivably within) thc 
rcach of othcr agcncics such as. cspccially, the PUC. 

Thcrc arc th ree  diffcrcnt typcs of  pl2inning initiativcs that havc bccn wnccivcd as means of 
adminisicring t h r  viability lcst. Thew arc; 

1) ncw system viability scrccning -- controlling the growth in the number of ptcnt ia l ly  non-viablc 
small systems by making them pass a vcrlion of the viability tcsi as a condition of gcttiog a 
pcrmit. 

2) dcvclopment of system-levcl business plans -. applying the vkbi l i ry  lest dircnly 10 cxisting small 
systems through various mcans. 

comprehcnsivc regional water supply planning .- incorporating fhe  vinbiliry lest into broadcr 
comprchcnsive planning proccsscs. 

3) 

Vinbil* Scrrening o / N e x  S m l l  Synerns 

Viability scrccoiog of new small systems is an attempt to thiust back u p 0  real cstate dcvciopcrs 
the rcspnsibi l i ty  for dcmonstrdring that ihc system wi l l  bc viable over thc long-term bcforc granting the 
pc-1 to the system. Viability rcscarch pcrformed in Pennsylvania produced a useful 1001 for mnduning 
this typc of analysis caUcd. PAWATER.' PAWATER i s  a uscr-fricndly, menu-drivcn PC-program rhat 
cnables the uscr to dcvclop a rough cstimatc of thc /ull  cost of building and propcrly opcraiing and 
maintaining a water systcm. I t  also surnmarizcs results in terms of the capital cost pcr dwclling unit and 
the annual household water bill to give thc developer a rcalistic picturc of !he true cost that will have to 
bc bomc. 

An additional approach 10 ncw systcm scrccning is In r q u i r e  financially-backcd assunnccs or 
guardnrccs of viabilily. T h e  conccpts bcing considcrcd includc: cscrow acU)unts. an irrcvocablc 1cncr of 
crcdit from a bank. reputable CO-SignCK. and a contian with a rcputablc conlrad O k M  organkation. 

Both viability scrccning tests and assuranccs and guardnrecs rcquirc spccitic lcgal authority which 
docs not always cxist. Thcrc arc a numbcr of diffcrcnt s tmcgics  for irnplcmcnling thcw mcbsurcs. 

Somc stales h a w  succcssfully modificd thcir statc SDWA statutcs to cnablc both viability 
scrccning of ncw systcms and rcquiring assuranccs. Authority for viability scrccning can bc accomplished 
by simply inscrting the word viability at thc right p l a u  i n  thc law. Viability sciccniog can rhcn be funhcr 

' Gannett Fleming, Inc. and Wade Miller Associates. lnc.. PAWATER: Financial Planning Modcl 
for New Small Communiiv Watcr Svstems. Preparcd for thc Pennsylvania Dcpanmeni of 
EnvironmcniJl Rcsourccs. J u l y .  1997. 



dcfincd rhrough rulemdiing. Authority to rcquirc ~~ssuranccs might havc t 0 b c ' ~ s P X i f i c a l i y  dcfincd 
in the statutc, but the dctails can s t i l l  bc left to thc rulcmaking proccss. The major drawback of modifying 
the statc SDWA statute 10 provide authority for viability screening Or BSSUranCCS is that statc SDWA 
primacy agcncics arc staffed with c n g i n c c r ~  who are not qu ipped  to implcmcnl such authority. 

In  many placrs statc Public Utility Commissions may already havc sufficient authority to pcrlorm 
viability screening and to rqu i r e  assuranm lor cornpanics within Ihcirjunsdiction. Howcver. thc cxcrcise 
O f  such authority by P U G  lends to prornotc formation of non-profit coopcrativc h o m w m c r s  associalions 
as a rncans of -ping PUC wrutiny. Thc California PUC adoptcd s t r i a  scrccning cntcna ovcr a dccadc 
ago. They havc not approved a single ncw systcm sin=, but thc number of coopcrdtivcs has mushrwmcd. 

Connuxicut has solved this problem by expanding thc reach of thc PUC's ccnification authority 
to includc all typcs of water systcms, rcgardlcss of ownership. In applying for a ccnifiatc. thc pmposcd 
o w n c d o p c r a t o n  must pass thiny discrctc viability tcss to thc satisfaction of Ihc statc health dcpanmcnt 
and thc PUC. Notably. thc permitting and ccnification authontics of Ihc  two agcncics wcrc formally fuscd 
by starufory changcs. Joint approval i s  rcquircd. This integration of rcguldtory authority affords thc 
advaniagcs of thc health dcpanmcnt's cnginccring cxpcnisc and the PUCs fiancial cxpcrriw. 
Pcnnsylvania is attcmptlng IO achieve sornc of the same bcncfils through closcr coordination of SDWA 
pcrmilting and PUC ccnification authority, as docurncntcd in a formal hlcnorandurn of Undcrstanding 
(MOU). 

The wish of many SLdLC regulators is to transfer thc rcsponsibility for assuring viability of ncw 
systems to the local Icvcl. I t  is rcawncd thc local authontics rcsponsiblc for land usc decisions should 
bc madc to accept thc responsibility for taking ovcr any ncw systems thcy approve il thcsc systems should 
latcr provc to be non-viablc. Whilc thcrc is a ring of justicc in this idca i t  is difficult to accomplish 
politically. Connecticut h a  donc i t  by passing a law that holds thc municipality rcsponsiblc if a water  
system is allowed to bc constructed without first being ccnificd by thc PUC and the health depamncnt.' 

A final mcans of accomplishing ncw system viability scrccning is to incorporate it into a 
comprchcnsivc water supply planning proccss. Thc C S S C ~ C C  of such a p r o m s  i s  that it attcmpu to dcfmc 
l o g i d  Scwicc arcd boundaries, including logical main cxtcnsions to scryc new dcvclopmcnt. This may 
pmvidc a lcss thrcatcning way of enlisting thc cooperation of local govcmmcnts responsiblc for land usc 
dccisions. 

A non-rcgulatory mcans of disciplining dcvclopcrs of ncw W d t C l  systcms i s  through education Of 

the home-buying public. If, through nCwSpdpc1 stoics or othcr mcans, it is possible to elcvatc SDWA 
compliance status to thc smc level of  visibility as testing of indoor air for radon, a market pressure to 
assurc viability might be eslablishcd. 

Vinbiliiy Screening for Existing Small S~sfemr 

Thc dcvclopmcnt of systcm-lcvcl business plans  for existing systems is thc grass-roots approach 
to applying the viab;& lest. Dcvcloping a busincss pbdn may sound too sophisticdtcd lor many small 
systcms, espccially lo r  the b a s k t  cascs. but thc camponcnu of thc system-lcvcl business plan M be quite 
simple. Thc kcy is a simple comparison of thc costs of diffcrcnt altcmativcs. The business plan a V C n  

thrcc areas. 

Section 6-25> 01 the  C c n c r ~ l  Statutes o l  Connecticut 
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The faciliries pinn is devclopcd on the basis of a comprehensive hsscsstncnl of all Ihc likcly 
improvcmcnt nccds of thc cxisting system. This should encompass prcscnt and futurc SDWA complianm 
needs hs wcll as the bacuog of unmet infraitiucture repair and replacement nccds. Thc bottom linc is a 
realistic cstimale of thc costs of making thcsc improvcmcnts and thc rcquircd schcduic of cxpcnditurcs. 

At the samc timc, a parallel analysis is pcrformcd to dcvclop cstimatcs of thc costs of all 
conccivablc altcrnativc schcmcs for providing watcr scrvicc, including all plausiblc hard and soh 
rcgionalization stratcgics. 

The combination of thrsc two cost analyscs pcrmi ts  a small systcm to squarely confront thc facts 
of their situation and evaluate thc avadablc choices in terms of a clcar cost crilcria. Obviously, lbcrc arc 
many small systcms who will nccd hclp in dcvcloping cvcn so simplc a plan as this. ?bat is whcrc 
vanous state officials and various mcmbcn of thc army of technical aSSiStanCe providcrj can play an 
important rolc. 

The h o p ,  of coursc. is that by confronting thc facts. many systems will discover morc viablc 
options at this grass roots IcvcI. resulting i n  greater acccptance of rcgionalizcd solutions. Howcvcr, i f  thc 
numbcrs suggcst a stand-alonc opcration is s t i l l  thc bcst choice, thcn thc other two componcnts of  the 
business plan provide a means of assuring thc samc type of grass roots recognition of what i t  l a k e  to 
maintain a viablc operation. 

The mnagernenrplnn is a simple idca that is an imponant missing piccc in many small systems 
prcsenlly. Thc idca in\,olvcs nathing morc than writing a fcw things down on papcr to makc i t  clcar who 
is r c spns ib l c  for diffeicnt operating Functions and what thosc functions arc. Thc act of writing thcsc 
t h i n g  down makcs thc nccd for specific managcmcnt commitmcnts morc clear. 

Thejinancinlplnn i s  intcnded to assure sufficicnt rcvcnuc to meet Ihc full costs. This is a m m -  
plishcd by simply aciinowlcdguig on paper rhc amount and timing of capital invcsrmcnt rquircd in thc 
system ovcr a multi-ycar forecast and thc annual cost pcr household, or annual walcr bill. By committing 
to thcsc kcy cost figures on papcr. thcrc i s  an implicit financial comrnitmcnt to viability. 

Thcrc is an important side issue to this financial aspcct of the busincss plan as i t  r e l a t a  to Ibc 
inlcgralion of SDWA and PUC authority. I t  has oftcn becn suggcstcd that SDWA primacy agcncics 
should bc able to dcvclop financial criteria for dcciding whcthcr or not a system is viablc, as a means of 
forcing rcgionalization alternatives. Thcrc arc many dcfccts in that approach. Primary among them is the 
fact [ha! only a statc public utility commission or municipal govc rmcn t  can wt watcr r a t a .  Therc is also 
thc fact that SDWA primacy agcncics arc staffed with cnginccn, not financial analysts. However, if thc 
lcvci of capital and annual rcvcnuc nccdcd to opcratc cffcctivcly is dcfincd by thc facilitics p l q  thcn i t  
can be argucd that a s y t c m  must bc willing to cornmil to that lcvcl -- by whatcvcr raw SINCNIC [hey 
choose, or can gct approved -- in  ordcr Io documcnl thcir ability to remain viablc: to sustain SDWA 
compliancc ovcr the long-icrm. 

Thus. thc willingncss to makc the neccssary financial cornmitmcnt in a business plan can bc 
inlcrprctcd in l c m s  of SDWA compliance without invading Ihc ratc-making authority of othcr entities. 
TO thc SDWA primacy agency, i t  is immaterial how high thc water r a t a  arc, or how lbcy arc stmcturcd, 
al l  that  mattcrs is that they rcflcci a cornmitmcnt to carry thc ful l  cosrs of a sustainable opcration. I n  a 
Stale whcrc the word "viability" can bc insertcd into thc siaic S D W A  this f u l l  cost test could conceivably 
bc incorporalcd into the SDWA regulations i n  the form of a busincss plan rcquircmcnt without 
contradiction o f  other rate-makin: authoritics and without thc pnmacy agency h a w g  to becomc involvcd 



i o  any typc of financial analysis: all that i s  involved is an asscssrncnl of  the JuU cosls of operation on thc 
basis of cnginccnng cost analysis. 

In Pcnnsylvania, a viability c i t c n o n  WAS includcd in the statc SDWA rcgulalions irnplcmcntiq 
thc fillration rcquircrncnt for surfacc watcr syslcms. This providcd thc statc SDWA primacy agcncy with 
authorily 10 require thc csscntial clcmcnts of a busincss plan. In Connccticul. thc intcgratcd cxcrcisc of 
authority bcrwccn the PUC and thc hcalth dcpanmcnt was mandatcd in thc u)nlcxt of a dclibcralc viability 
ioiliativc, providing camplctc authonty 10 rcquin: and cvalualc a complcrc rdngc of informarion. In 
anothcr cxpansion of thc PUC domain. !his prcccss i n  Connecticut provides a rcquircmcnt for annual 
rcpons from all watcr systems, rcgardless of owocrship sfillus. 

State Public Utility Commissions usually havc thc authority to cxplorc the ful l  rangc of viability 
C O O C C ~ S  in lhc coursc of routine prccccdings such a s  ovcrall rarc hcarings or advisory ruling hcariogs 
rcquircd for approval of SDWA-induccd lrcatmcnt cxpcndirurcs. P U G  gcncrallv havc a rcsponsibility 
to a s u r c  that the xrvicc k i n g  provided is I c a s t a s t ,  safc, adcqualc and rcliablc. Tbcsc pnnciplcs f i t  
squarcly within thc conccpt of long-tcrm viability. Historically, P U G  havc bccn  unablc to pay much 
atlcntion to watcr issucs duc to thcir prccccupation with othcr much largcr utilitics. That situation is 
changing, bowcvcr, as SDWA ralc m s e s  bcgin 10 appcar morc frcqucnlly on the dmkclt. 

A pOtCnlidlly "cry cffcctivc means of administcring a busincss plan rcquircmcnt is through thc 
application process for allaining financial assistancc. This i s  a nrmarkably cffcctivc stratcgy that has  bccn 
cmploycd in-pari by the Farmcn Home Adrninislration for many YCdIY they havc uwd the quid Dro quo 
of financial a s s i s l ane  in  exchange for financial disciplinc to help turnaround thc fdtc of many many small 
rural systcms. Thc kcy to cxpanding this strategy is to gct othcr lcndcn to rccognizc what thc Farmers 
Hornc Administration h a  known for many ycars -- that the long-tcm viability of thc syslcm is critical 
to dctcrmining whether they will bc paid back for thcir loans. Two avenues of cxpansion of this 
rncchanism arc available: 

0 

0 

Sli tc  revolving loan funds. bond pools, or othcr financial assistancc mcchanisms can bc 
cncourdged to incorporatc clemcnts of thc busincss plan in  lhcu application rcquircmcnls 
as a means of assessing thcir own financial risk. 

The banking communily can be cducaled to bcttcr understand thc long-lcrm lhrcals 
lo viability, CdUSing tbcrn to rcquirc thc same type of long-term viability planning in lbcir 
application rcquircrncnts. 

I n  Pcnnsylvania, thc cxistcncc of PENNVEST, a stalc rcvolving loan fund which c n c o m p e s  
water supply u wcll as wastcwacr, provided an cxccllcnt mcans of focusing !his Icvcragc. Tbc SDWA 
primacy agcncy and lhc PUC arc prcscnlly negotiating a thrcc-way MOU intcndcd to fully m r d i o a t c  
informalion and analysis rclcvant 10 thc viability initiative. 

A more direct means of encouraging thc dcvclopmcnl of systcm-lcvcl busincss plans is through 
lhc auspiccs of lcchnical assistancc providcrs who arc in continuous contact with thc syslcms, h o w  thc 
situation, and havc lhc trust of small systcm owners, managers, and customcrs. This may prcwnl a 
dilcrnma for tcchnical asistancc providcrs. If  the system may be bcllcr off as pan of a consolidation or 
rcgionalizalion whcrnc. tcchnical assislancc providcrs could view this as working thcmwlvcs Out Of a job. 
But. in 1hc final analysis. technical assistancc providcrs must confront this issuc and ask whclhcr they arc 
r ca l ly  hclping to find long-lcrm $aIutions. or arc lhcy just propping thc systcm u? to last a lillk IOngCr. 
All [heir hard w o r k i s  to no ones' bcncfil i f  the systcrn is not viable ovcr thc long l c m .  
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A Goal strategy for cnwurdging ihc typc of sysicm level business plmning thaf is occdcd 10 
viability over !he loog tcrm is lo crcatc a prcssuie for such planning by cduwling homcowncdmstomcrs 
rcgarding thc implicit risks to thc valuc of their propcrties if  ihc syslcm is no1 viablc. Thc wrong dcci- 
sions rcgarding viability choiccs w u l d  result in much highcr water bills than might havc bcco possible 
undcr polcnlially available allcmalivc arrangcmcnts. At worst, a default on SDWA w m p l i a n o  a u l d  
b c w m c  a ncgalivc f anor  i n  rcal propcny Irdnsanions. Thcrc arc cbscs whcrc this worst GLSC wcnario has 
indccd happcncd. 

Comprchcnsire Warcr Supp/y Planning 

AI1 of Ihc s~rdtcgics dismsscd above for applying rhc vinbiliry resf bavc bccn b a d  on taking a 
casc-by-casc approach. dcvcloping individual busincss plans for one walcr systcm at a timc. An obv iou  
shonwming  of that approach is that thesc individual planning cffons may or may 001 bc optimally 
synchrooizcd with lhosc of neighboring systems, prcscoling an obslaclc to wnsidcmtion of potcntial 
Strdlc_eics for collabordlion within ihc rcgion. 

T h i s  disjointedncss is madc worse by the staggcred implcmcnlalion pattern of SDWA regulations. 
A large or mcdium-suc system !ha1 might be ihc logical hub of a hard Or sofi rcgiooahation schcmc may 
bc fdccd wilh thc necd lo m&c compliance decisions scvcral ycars m u c r  than thc surmunding small sys- 
tems. Simildrly. a surfdce walcr systcm ma). havc lo  makc tough dcckions rcgarding mmpliancc with tbc 
surfdce Watcr Trcatmcnr Rule ycars bcfore a ncighboring groundwdlcr systcm will havc to f a a  dccisions 
undcr !hc Groundwdtcr Disinfcnion Rule. 

Without some proccss for briosing things to_eethcr within a region, man). opponuoitics IO improve 
Ihc viability o f  water scwice through rcgionalizarion may bc passed by. Human narurc ~ g g c s t s  that once 
individual wdtcr systcms begin IO sink money into wmplidncc cxpcnditunrs, thcrc wvill bc cvcr greater 
rcsistancc 10 giving up on the old sysicm, cven if il is no1 thc most rational allcrnalivc. Thus, not only 
will o p p n u n i l i c s  be lost, but new barriers will bc crcatcd. 

Happily, thcrc is a a r c  for this that has hccn dcmonslraicd in a fcw stales that have pu! regional 
Comprehensive Watcr Supply Planning pragrdms in place. Wazhington and Canncnicut havc 
implcmcntcd a program of comprchcnsivc planning through thc authoriiy Of cxplicit new statutory 
mwdatcs  requiring such planning. Thc wmprchcnsivc planning proccss achicvcs wosidcrablc cmnomics 
in Ihal hurd and sofi rcgionalizdtion allcrnaiivcs a n  bc asscsscd joinlly for all  systems wilbiD Ibc planning 
rcgion. Thc  planning proccss promotcs thc samc ~ y p c  of grds-roots undcrstanding as the busincss plan 
p r o m s  bcciusc i t  implicitly involvcs all the samc steps as tbc busincss plan. Morcovcr. it u)nvcncs a 
formal conscnsus building proccss among thc systcms in thc rcgion through which the feasibility of 
allcrnativcs is Jointly dismsscd and cvaluatcd. 

The rcgional wmprchcnsivc planning proces  i s  pdrlicularly valuable bccdusc -- by v i m c  of i ls  
regional s w p c  -. il inhcrcntly catchcs thc basket cascs Ihdl mighl othcnvisc havc difficulty mounting a 
planning cffon and il autornaiically cnwmpasscs thc issue of ncw sysicm dcvclopmcot witbin thc rcgion. 
The Comprchcnsivc Planning Frsmcwork i s  also idcal for incorporating significant collalcrdl issucs such 
as qucslions of WdlCr allowtion and walcr rights. Walcr quanlity issucs W C ~ C  in fdn tbc primary impclus 
behind thc staiutory mandaics lor comprehcnsivc plmning in both Washington and Conncaicut. With Ihc 
quantily issuc included, the plannins Irmnework is csscntially identical to that defined in Ihc ulilily licld 
as inlrgrarcd resoi~rcc planning. I 



Therc arc two major obstacles to establishing a rcgional comprchcnsive planning approach: 1) 
politics, and 2) moncy. 

Thcrc arc many placcs whcre planning is tither rcgardcd as an cxclusivcly IKal responsibility or 
as nobody's busincss. It is typical to cxpcct lots of rcsislancc to any typc of planning mandatc handed 
down from thc statc Icvcl. In both thc Washington and thc Connecticut programs, final plan approval 
aulhority rcsts with the statc and both states intcnd to usc thc proccss in unpopular ways, such as making 
local officials rcsponsiblc for guarantccing thc viability of new small systcms. In Washington. the cstab- 
lishmcnt of such a strong stalc planning mandatc rcquircd pcrsistent. rcpcatcd assaults on thc Icgislaturc 
ovcr a period of many ycars. In Connecticut. the uniquc cxpcricncc of a x v c r c  drought providcd thc 
uncommon political mOmCnNm sufficient to implcmcnt such a program. 

T I C  bcst approach to swcctcning thc appcal of a planning iniliativc i s  to allow significant local 
conirol of thc planning proccss and to provide funding to covcr Ihc costs of planning. I n  dcfcrcncc to 
political and budgctary rcalitics, Pennsylvania has adoptcd an  inccntivc-bascd approach. Thrcc 
demonstration programs havc bccn launched. One offcrs rcgionaliration fcasibility ?laming grants to any 
group of two or morc municipalitics in rural arcas. Anothcr providcs dcmonstration grant funding to sNdy 
the feasibil ip of establishing county-widc aufhoritics. Thc third providcs dcmonsuation granls to countics 
intcrcstcd in launching comprchcnsivc water supply planning initiatives. Such a voluntary approach to 
initiating comprchcnsive watcr supply planning will probably not providc covcragc to all parts of Ihc su t c ,  
but i t  will cncouragc planning to go forward in arcas whcrc this approach is acccptablc and whcrc thcrc 
is a demonstratcd intcrcst cxprcsscd by local officials. as manifest by thcu intcrcst in obtaining thc grant 
funds. Thcsc may be just thc arcas whcrc a planning approach has thc grcatcst chanccs of succcs in any 
casc. 

Sympa the t i c  Init iatives l o  Facilitate Restructur ing 

As siatcd abovc, i t  is not cnough to gct small systcms involvcd in long-run plannins -. in scriously 
looking at all thcir options. Thc sccona part of a statc viability initiative has to consist of a widc range 
of what havc bccn callcd. symparhetic initiatives. Thcsc arc coordinatcd cfforts by diffcrcnt statc agcncics 
intcndcd to makc thc widcst possible range of choiccs availablc to small systcms. This is accomplished 
by taking a swccping lwk at all thc ways in which thc various agcncics of statc government c a n  facilitate 
thc possibilities for bcncficial rcstrucNring. Thcrc are thrcc gcncric ways in which the statc c a n  do this: 

1) removing barricrs to rcsuucturing solutiom; 

2) providing inccntivcs to rcstructuring solutions: and. 

3) providing a / o s  resorr mcans or accomplishing rcstructuring undcr thc dircction of thc statc 

Adjusting SInfe Bnm'crz and Incentives to Restructuring 

Onc of thc most important things thal must bc rccognucd in undcrlaking mcasurcs IO promote 
viability is thc nccd lor restructuring not just o f  small water system institutions. but of various instilulions 
oi  state government as wcll. 



lust  Iikc small system institutions were shaped by the h i s tona l  low cost environment, institutions 
o f  starc govcmment arc ~ S O  a product o f  this historial  cnvironmcnf in which small watcr systcms wcrc 
not a rccognized problem. As a result. the pattcrn of incentives prcsenled by statc govcmmcnt programs 
and policies is i n  many ways insensitive to concerns ovcr viability and rcstrucrunng. Therc arc many 
insranccs in which thc acrions or policics of  statc agcncics prcscnt inadvcncnt barricrs to rcgiooalization. 
Thcrc arc many ways i n  which actions or policics of statc agencies inadvcncnrly c r a t c  inccntivcs that 
work against consideration of long-term viability. 

Thc solution to this problem is to undcrlal ;~ a mmprchcnsivc rcvicw of banicrs and inccntivcs 
rclaled to thc activities of cdch rclcvant stalc agcncy to cxplorc possibilitics for rcmoving barricn and 
adjusting inccotivcs i n  a way that will favor thc most viable outcnmcs. T h c  objcctivc is to achicvc a 
coordinated sratc progrdm whcrcin all agcncics are pulling togcthcr io thc samc dircctinn.6 

7 h c  SDWA primncy agcncy provides a n  important inczntivc in thc form of rcgulatory prcssure 
to a m p l y  with SDWA rcgulations. But i t  is imporrant to bc scnsitivc to thc diffcrcncc in inccntivcs that 
may rcsult depending upon how this prcssure is applicd. 

If the primacy agency implemcnts the regulatory program in a strictly incrcmcnlal -- i.c, OnC-ruk- 
at-a.timc -- fashion, this may CnWUrdge incrcmcntal thinking rather than long-term planning within thc 
individual WdtCr systems. As discussed earlicr, [his c a n  bc combatcd by finding a m w s  Of making 
sysrcms lhink through the long-term implications for SDWA compliance bcforc they mmmit to incrcmco- 
tal decisions. 

A sccond arc3 wherc the SDWA primacy agcncy has an imponant role in structuring inccnrivcs 
is in thc arca of cxcmption policy. As a general rule. the pcrccprion of srrong cnforccmcnt prcssurc 
crcates strong inccntivcs to evaluate prospects for long-rcnn viability and to cntcnain notions of 
rcgionalization. The hopc o f  rclicf through granting of an cxcmption a n  takc thc s t c i a  out thc 
enforccmcnt incentive, however. The besr approach is to cmphasizc thc tcmporary nature of cxcmptions . 
. lhdt thcy are mcrely a time-cxtension. nor a waivcr. In  kccping with thc sralulory provisions, the cxlra 
time can bc granted i n  cxchan_ec for a plan and a schedule 10 cvcntually achicvc compliancc. An 
acccplablc basis for a time cxtcnsion is timc rcquircd 10 pursuc rcgionaludtion stratcgics or to obtain 
financing. This could conccivably bc tied into a busincss plan rquircmcnt.  

The S D W A  primacy agcncy can also prcscnt a barricr to viability and rcstrucrunng in thc manocr 
in which i t  approachcs the cnginccring plan rcvicw process in considcring approval of inmvarivc 
tcchnologics. In mdny cxscs. cnginccring conscwatism and thc mcrc c n s t  of  thc rcvicw process hdvc 
prcscntcd a barricr 10 the introduction of potential s m a l l - m l c  tcchnological fucs. This area Of policy 
should b c  rcvicwed in lighr o f  rhc overall problem of finding lasting solutions to thc small sysrcm 
problcm. In the opcrdting arena. thc SDWA primacy agcncy dclcrmincs thc stringcncy of opcrdtnr 
ccnification rcquirements, within statutory limits. In stalcs whcrc thcsc rcquircmcnts arc strongest. lhc 
cffcct is to crcatc strong markct incenrivcs lor circuit ridcr O&M Strdtcgics. 

Public uti/* cornrnirsion proccdurcs and protocols rcprcscnt anothcr arcd whcrc thc statc Can 
cxcrcisc its authority in a minncr which cithcr hclps or hinders progrcss towards long-tcrm viable 
SoIutiOns. With rcgsrd to invcsror-owned watcr systcms, statc public utility commisions can C X C ~  

rcgulatory prcssurc bearing dircctly on the issuc of  viability as i t  rclatcs 10 thc quality of  scrvicc provided 
to customcrs. 

I ' USEPA. Res~ructurinc hf;inu;il .  EPA57019-91.OBS. Deccrnber I991 



But. P U G  also have a significanl rolc i n  s l ructur in~ bmic r s  and hCtM f c i  . ’  . 
of regionalizdlion and restructuring options involving both publicly and P r i V a ~ c r ~ y s ~ ~ ~ ~ ,  
PUC rcgulalory invoivcmcn1 is gcncraily invoked in any silualion involving a Wdnsanion bewccn 
and privalc cnlities. 

Whcn a municipal syslcm cxlcnds scrvicc 10 a suburban arcd outsidc thc C i t y  iimils. Lhc PUC oftcn 
inlervcnes to regularc rd1C.S chargcd 10 lhe suburban cu~lomcrs .  In many Caxs, this h a  k n  a signifiwni 
b m i e r  lo logical cxtcnsions o f  wrviu.  10 contiguous suburban areas and IhC CrcdtiOn O f  rcgional water 
sysicms. In light of thc conccrn for thc long-lcrm viability of the approach to providing water scrvicc to 
such suburban cuslomcrs, [his is onc area o f  PUC policy lhal mighl bc rcvisilcd in lhc contcxt of  a broadcr 
concept of ~ h c  public in~ercsr thar thc PUC is aclempling 10 protect. - 

I n  many states, thcrc KC large investor-owncd walcr cornpanics that own and opcralc a numbcr 
of largc and small sysicms lhroughoul ihc siatc or within ccnain regions of lhc stalc. I n  m m c  cbscs. this 
rakes lhc form of a privatircd approach to rcgionaliralion. In  snmc CAXS. PUCs have approved single 
rarifl r a m  for such situations which allows thc company lo  incorpantc syslcms tbal mighl no1 bc 

10 onc unified application for thc cnlirc rcgional OpcrdliOn. 
cwnomically viable within a rcgionalizcd whcmc and which alsn rcduccs thc burden Of raw cay  

A final significanl arca of PUC involvcrnenl is in regulating any l r amac l ion~  involving the lransfcr 
of owncrship bctwccn two privatc walcr cornpanics or bcrwccn a privalc company and a publicly owncd 
company. Such owncrship transfcrs may be i n l c p l  10 thc s u w s  of rcbonaliralion scbcmes. There arc 
many sirualions, such as thc municipalisuburban boundary case [hat wc jus1 diwuswd. in which publicly 
owncd and privately owncd systems exist i n  a conliguous polka-dol paucm, Thc diffcrcncc in owncrship 
stalus can prcscnl onc of thc most formidablc bdrriCrS to rcgiondlizalion. Hktoncally,  PUCS have applicd 
a complicated scl of  iron-clad rulcs 10 rhc waluation of owncrship lransfcn in an cffon to prolcct thc 
public hom k i n g  chargcd loo much when dcprcciatcd plan1 and q u i p m c n l  chmgcs hands. This is 
another area whcrc PUC policics nced IO bc rcvisitcd in ordcr 10 asses whclhcr thc bcncfils of  such 
regulatory prolcclion outwcigh lhc costs of possibly missing thc opponunily 10 pul rcgiondlizcd solulions 
in-placc that will provide a morc viable long-tcrrn approach lo providing qualily scrvicc. Pennsylvania, 
Conncclicul, and sevcrai othcr s1plcs have cndcted morc libcral merger and acquiririon d j u s m c n f  laws 
which cnablc progrcss in the righ1 dircclion. Conncclicui has cnaclcd idWS which pcmit the PUC 10 

authorizc slightly highcr rates o f  rclurn on invcsimcnfi rc~ared 10 ccnain aquisitionr.’ 

Waer resources agencies in svdlts affliclcd with chronic watcr rcsource shonages, may bc an 
cxucmcly significanl fdclor in lhc incenlivc slruucuuc. A potcnliai rcgiondizalion schcmc lhal might makc 
c o m p i l i n g  cconomic sensc in light of thc bwdcn of SDWA compliance and long-lcm vidbilily, may bc 
lolally prc-cmplcd born considcmlion duc to the ramificalions [hat consolidation may have in Causing 
watcr allocation f o r m u l a  10 bc adjusted. As with PUC regulation, watcr rcmurcc allocllion p l i c i c s  nccd 
10 bc rcvisitcd in Lighl of lhc broadcr objcctivc o f  providing walcr supply in a m m c r  lhal will bc 
suslainablc ovcr lhc long-lcrm. 

S u e  technical ondj inancid  assirlance p r o g r a m  arc anolhcr a t c g o r y  of slalc inilidtivcs that 
nccds 10 bc rcvisiicd. Thc mosl i m p o r r w ~  changc that is nccdcd is to rcdirccl thc focus of thew inilialivcs 
to lhc long-lcrm. If lcchnicsl and financial assislancc arc provided lo small syslcms on an incrcmcnVd 
basis. thc cffcct may bc simply 10 prop lhcm up -- gel lhcm by today’s SDWA rcquircmcnl -- and preScrve 
ihcm un l i l  somc incvitable fuiurc day o f  reckoning. Thc ncl cffccl could bc quilc pcrvcrsc (i.c.. “Pick ‘cm 

’ Scclion 16.263 o f  lhc Gencrdl Statutes of Connccticut 
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up, so I cao hi1 'em again.") i n  contrast to thc oripioal good intcntions. This can bc cspccially pcNcrsc 
i n  thc o s e  of state-supportcd financing. such as from a state rcvolviog loan fund -. once the state has 
invcstcd io a small syslcm. i t  has a vcslcd inleresl that may bccomc a barricr 10 rcg~ooallzation. 

Thc s h p l c  solution to this ddcmma is 10 rcdircct all technical and financid assistancc ioitiativcs 
to opcralc on a "siringr-attachcd" basis. In this approach, the provision of technical and fmancial a s i s -  
lance is provided i n  a manncr thai promotcs progrcss towards viablc long-term stratc@cs. In thc financial 
assistancc arca, a simplc mcasurc adoptcd by somc siatcs, for cxamplc, is to givc funding priority to 
applicdtions which involvc rcgiooalizcd solutions. In both Pcnnsylvania and ConocciicuL thc statc 
h a n c i a l  assistancc programs havc bccn fully incorporated in thc statc viabiiity initiaiivc in  ordcr tu 
achicvc this s t r ing-atuchcd icaturc. 

S U c  Tnkeovrr Aufhoriry And Directed Remvcruring 

Thc final csscntial clcmcnt of a statc strakgy 10 facililatc rcstruciuring is takcovcr authoriry .- thc 
ability to dircct the rcstruciuring a i  Ihe "baskci casc" syslcms that havc dcfaukul undcr rcplatory 
prcssurc. ?his is a vcry misunderstood conccpi. In many pcoplc's minds, this should be ooc of  thc fust 
instiurnen& of policy. Somc bclicvc thal staics should get substantial ncw authority and bcgin IO mandate 
rcstiuciuring of thc small systcm segmcnt of he water indusvy Gom thc stan. Tbrrc is also another 
school of thought which SUggcsLS that this should bc thc lasl instmmcnt of policy. 

Ullimalcly, thc nced for statc cxcrcisc of takcovcr autborily is incscapablc. Such authority cdo 
be vcry cxpcnsivc 10 cxcrcisc. howevcr. and. on gcncral principlcs, forccd rcstrucmring is lkcly 10 be 
much mort troublcsomc than a rcstructuring proccss driven by inccntivcs. Undcr thc inccntivc-drivcn ap- 
proach, Ihc numbcr of baskci cascs that ultimately have to bc rcstructurcd by thc statc is minimizcd 
through a proccss 0 1  1) inccntivlling grass-ioos long-tcm planning to identify options, 2) rcmoving 
barricrs and crcating ioccntivcs IO maximizc thc range of options availablc. and 3) applying firm SDWA 
cnforccmcnl prcssurc 10 drivc thc proccss. 

Undcr this approach thc lakcovcr authority is uscd as a mcans of following through on SDWA 
cnforccmcnt prcssurc -- when a systcm dcfaulls and h a s  no option 1cft but lo hand ovcr thc kcys, thc statc 
has to bc ablc 10 movc into thc driver's seal i n  ordcr to sustain thc crcdibility of cnforccmcni. Kccping 
thc prcssurc on, while o p i n g  ac many doors io viablc rcstrucn~ring oplions as possiblc is Ibc surcst 
mans of minimizing thc numbcr of baskcl cascs that might havc to bc lakcn ovcr in thc cnd. 

In thc cod, thc cxcrcisc of statc lakcovcr aulhority rcprcscnts an cxcursioo into a much broadcr 
area of public policy than thai of thc SDWA policy arcna. ?his is important to rcmgnizc bccausc 
lakcovcr of baskci cast  systcms will incvitably involvc a subsidy from Ihc staic. In this rcspcci, thc 
takcovcr mechanism is a surety ner - -  a rcflcction o i  statc policy rcgarding rural povcrty, rural 
inirastructurc, and cconomic dcvclopmsni. Devclopmcnt of an cffcctivc takcovcr mcchanisrn must draw 
on thcsc broadcr constilucncics. 

Thc unavoidablc nccd for a subsidy to dcal wilh Ihc baskct cas= providcs another over-arching 
rcason for adopting an inccntivc-bascd approach io ih r  ovcrall rcstruciuring proccss; i t  providcs a mcam 
o i  minimizing thc total amount of subsidy required and a means of assuring thai subsidics arc dircctcd 
to Ihc Irue basket casc situations whcrc  this type of assistancc is iruly nccdcd. 



T'hc nccd for a takcover mcchmism 3k.o pmvidcs anothcr compelling r c w n  for cxpandcd - _  
involvcmcnt by (he PUC. Thc PUC is thc only statc agency that is suffcd and cquippcd to 
pmvidc thc rclevant typc of administrative p r o m s  w i t h  pmtcction o f  righe to duc pmccss. T ~ c  p ~ c  has 
the stahl cXpCRiSC rcquircd to cvaluatc dl s p c c l s  o f  a dcfault SilUaliOfl and a charier to wcigh all Ihc 
broader public intcrcsls. In Comccticut, thc takcovcr law pCrmils thc wmmission to ordcr takcovcrs 
rcgardlcss of thc owncrship of thc utilitics involvcd. This CxparXiOn O f  PUC authority bcyond thc normal 
rcalm rcsuilr in a vcry wmplctc mcchanism for resolving dcfdulls. By Contrast, thc odkcovcr law in 
Pcnnsylvania is n a m w c r ,  cnabling thc commission only lo ordcr lakcovcrs o f  invcstor owncd companies 
by invcstor owncd compmics. 

Conclusions 

Rcscarchcrs of the National Rcguiamry Rcscarch lnstitutc havc pmposcd a Lramcwork for 
consideration Of altcmativc appmachcs 10 rcgulation in thc wdtcr supply firld.' I t  is gmundcd in Ihc 
r c w p i t i o n  that wmmission rcgulation nccd not bc vicwcd as an all-or-nothing monolith. Slaic public 
ut i l i ty  commissions rypially havc six discretc typcs of authority, as follows: 

0 issuancc of ccnificltcs, 
0 cstablishmcnt of rates, 
0 

0 approval of owncrship transfcrs. 
0 

0 cstablishmcnt of r cp r t ing  rcquircmcnu. 

The hXRI rcscarchcrs offcr thc insight that rcgulation may bc madc morc cfficicnt through the 
dcvclopmcnt of strdtcgics that adjust thc dcercc and form of intcrvcntion within thcsc discrctc a r c s .  Thc 
coordinated Sldtc viability initiauvcs launchcd in Pcnnsylvania and Connccticut, discuzscd in this paper, 
illustratc a numbcr of ways in which the cxcrcisc of commission authority in thcsc six arcas a n  be 
rnodificd 10 allow the namral cxpcrtisc and ability of thc PUC to h e  morc fully broueht to bcdr on Ihc 
dcvclopmcnt of  sustainable solutions to small systcm problcm. 

approval of shori and long-tcrm financing. 

resolution of customcr mmplaints, and 

In the area of ccrtiljcation. for c x m p l c ,  commissions ciin pmbdbty dctcrminc that sscssmcnt of 
ncw systcm viability is already undcr thcir authority for invcstor owncd systcms. T h e  Connecticut 
pmgram illusvatcs how PUC ccrtificalion authority can be cxpandcd to cnmrnpaw all ncw systems 
without c x p a d i n g  thc othcr fivc dimensions of commission rcgulalion. Only onc of Ihc six arcas of PUC 
authority nccds to bc cxpandcd in ordcr to addrcss this aspcct of the small systcm problem. Certification 
of public mnvenicncc and nccusity is a fundamcntd PUC function pcrformcd lo pmtcct thc public 
intcrcsl in the configuration of utilily scrvicc a r c s .  Expansion of  thc PUC roic to pmlcct the bmadcr 
public intcrcst, as in Connccticul. is a logical stcp. 

I h c  natural mlc of thc PUC in ccnificalion can also bc rclicd upon as a sourcc of authority to 
pmmotc sirongcr forms of intcrvcntion whcn thc incvitable nccd ariscs for Ihc statc to dircct thc trkcovcr 
of basket case syslcms in dclault. Again, ihc Connccticul cxamplc led& thc wdy in pointing to logical 
reforms. Rather than lcavc thc PUC hobblcd in this arca by traditional wnswdints of jurisdiction, thc, 
Connccticut lcgislalurc cxpandcd Ihc rcach of thc PUC to pcrmil i t  to dircct tdkCOVCt5 rcgardlcss of thc 

' Bcecher, I. arid Mann. P.. Dcrceulstion And Rceulatom Altcrnativcs for Water Utilities, National 
Rcgulalory Rcscarch lnstitut:. Columbus. OH. February 1990. N R R l  69-16. 
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ownership status of thc entitics involved. A@, the Connecticut PUC is cmpoucrcd to protect the 
broader public intcrcst. OVCr forty t&eovcr orders have bccn i s s u d  so fu. 

With Ihc right rciorms i n  regulaiov practices. thc PUC a n  A S 0  play a [nore active rolc in 
promoting hcalthfd forms of rcsliucturing through inccntivcs. In  thc arca O f  mcrgcn and acquisitions, 
Pennsylvania and Conoccticut havc cnacted cdightcncd adjustrncnt mechanisms that wn permit vKiations 
from rigid accounting rulcs whcn ihc broader public intercst favors making somc compromises in ordcr 
to prornotc cfficicnt rcstructuring. PUG can draw on both thcir urt if ication and ratc making authority 
in this arca. 

An issue for consideration i n  thc area of ralc rcfom pcnaios to thc ratc c u c  trcatmcnt of inside- 
the-city versus outside-thc.city transactions. I t  may bc worthwhile to re-cvaluatc thc beactis. and cos& 
of uaditional icgulatory approaches. Is thc &t ight  protection a@inst thc cvils of monoply worth thc 
social cc6t i t  impascs i n  thc rcsulting ball;anizdlion of ocarby suburbs into an incfGicicot and potentially 
non-viablc patchwork of small coti t ics? One approach, adcptcd in Conncctimi. is to cxpand thc rcach of 
PUC rcponing rquucmcnts to covcr municipals. In this suatcgy lhcrc k thc irnplicd ihrcat of cxpandcd 
PUC ralc regulation if municipals stray to far from rcasonabkncss. Cooccivably, a commission could also 
deicrminc to keep the complaint window opcn iu a chcck on municipals. Thc threat of PUC rcgulatioo 
of municipals m a y  bc as cffectivt iis the redi t ) .  

As also highhghtcd in r a n t  N R R I  research. the PUC can play a S i g n i G c a n t  role in sponsoring 
a p r o w s  of intcgratcd rcsourcc planning i n  the water supply ficld.' Such planning proccsscs arc an 
cxucmcly bencficial mcans of mobilizing suppori for cfficicnt rcstwcmring. Thc Connecticut case 
rcprcscnts an cxamplc whcrc the PUC is achiall) thc lead entity in spcarhcading such planning cfforts. 
T h e  substance of thc planning proccss gocs to thc  hcarl of commission rcsponsibilitics for ccrti6cation and 
cncouiagcmcnt of i c m  c o n  contigurations. The Pennsylvania cxamplc illurtrdtcs an approach to 
mobilizing a planning proccss C Y C ~  in a situation nhcrc planning is Icss widely acccptcd. 

We  offer I h e  following conclusions regarding the role of the PUC in assuring viable water scrvicc 
to small communitics: 

I) Without morc significdnl inlervention by slatc govcrment .  thc rcstructuring of thc small systcm 
segmcnt of thc water indust? wil l  proceed, under SDWA compliance prcssurc, in a very 
incfficicnt r a m c r .  Thc rcsult is likcly to bc an incrcasc in thc number of "barkct cascs." That 
siruation will ultimalcly requuc a diffcrcnt form of sidte intcrvcntion. 

It must bc r e c o p z c d  that thc issue is not SDWA compliancc. Thc issue i s  slatc infrasmcturc 
policy rclcvant to wdtcr supply. The problcm calls for a cwrdindtcd intcrdgcncy approach. Thc 
problcm calls for lcgis lat ivc cxpansion of thc traditional scope of intcrvcntion by thc pmkipating 
agcncics and for cfficicnt rcstructuring of certain institutions of shtc govcrmcnt. 

Within thc six discrctc arcas of PUC authority defined by NRRI. thcrc is cnormous patcntial for 
commissions to selcctivcly cxpand thc r c x h  of thc srdtc to takc control of thc rcstruchiring 
prwcss. Yet. this can bc accomplishcd nithout expanding commission rcgulatioo as an all-or- 
nothing monolith. 

2 )  

3 )  

' 
Bcechcr. 1.. L n d c r s .  J.  and M a n x  P.. lmcmutcd Resource Plannine for Watcr Utilitics, National 
Regulatory Rcscirch Inslitutc. Columbus. OH. Octobcr 1991. NRRI 91-:8. 
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With rcgard to thc broader public intcrcst at stakc i n  thc restructuring of this cJtcgory of  
infrasmcturc. the PUC has all thc natural typcs of  rcgulatoV auihority that arc appliwblc to 
guiding thc proccrr. Thcy r q u i r c  only wlcctivc cxpmsion in order 10 suppon a "cry complctc  
framework for anaining suslahablc,  lcasi cost xrlUtiOnS. 

T h c  PUC also h a  thc spcciGc cxpcnisc and administrative appXalUS ncccssary IO the t u k  of  
rcsuuctunng. Unique m o n g  state agcncics in thc water Gcld, commissions have rhc Gnancial and 
lcgal  cxpcnisc wcll as thc adrninistrdlivc proccSSCS rclcvmt 10 the lypcs of ta~~sactions which 
may bc rcquircd P U G  can ushcr rcstrucorring solutions into p h U  whilc maintaining adcquatc 
safeguards 10 assure duc proccss. 

In sum, thcrc is a clex mandate for broader and morc dCl iVC Lntcrvcnliou by stale P U G .  P U G  
h a w  prcciscly thc forms of authority and thc unique cxpcrtiw that is rqu:rcd. Morcovcr. without 
such ctpablc  Icadcrship, thc oulcornc will probably bc a water Supply infrasvucturc in smd11 
communities that is lcss safe, adcquatc and rcliablc. PUCs should not stand by to kt this happen. 
but should scck lhc Icgislativc authority to f u l G l l  thcir natural mandate to intcrrcnc on behalf of 
thc public intercst at stdkc. 
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RESPONSE: 5-R 

In December the two Collier County tax-exempt bonds were floating rate issnes with weekly remnrketing. The 
effective rate on those bonds at yearend 1995. including amortization of debt closing costs, remarketing fees, 
interest and credit support fees was just over 7%. It is not possible to calculate a true stand alone cost of debt 
because no stand alone credit analysis or rating exists for the Marc0 Island plant. 

The two Collier issues were sold with a Aa3 Moody's rating on the basis of credit support given to SSU in total, 
and therefore do not reflect the rates and terms that would be available if the Marco facilities were fmced 
without SSU ownership. 
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Via Telcfax No. (407) 88S1395 
and Regular Mail 

CONFIDENTIAL WORK PRODUCT 

Brian Armstmng, Esquire 
General Counsel 
SOUTHERN STATES UTILITIES 
1000 Color Place 
Apopka,FL 32703 

V. 3 
Re: Evaluation of Proposed Settlement Offer 

Case syls: SSU, Inc. v. Lyntnn. et al. 
Case No.: 94-0793CA01-CTC 

Dear MI. Armstrong: 

Pursuant to your request, I submit this correspondma, for the purpose of providing you my 
evaluation of the proposed settlement offer curredy being considered by Southern States 
Utiliies, Inc. in regards to the above-referenced matter. 

In summary, the compensation estimates in this matter have ranged from $3.723.500 
(Hanson) to 812,500.000 (Kluua). The following table is presented as a summary of the 
compensation estimates as prepared by each of the valuatiwr experts and allocated bebeen 
the contributing elements of their analysis: 

Land Interim 
Taken Beneflts Damaqos 

CALHOUN: 
nmsow 

KLUSZA: 
CARROLL- 

$4.241 .am -- $157,100 = $4,398,100 
83.606.500 _.- $1 17.W - - $3,723.500 

$6,400,000 $l,500,oOa $ 4 . ~ , 0 ~  = $12.500.530 
$4.SOa.W $2,4W.OW S4.450.000 = $11.65O.Mx) 
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In evaluating the proposed settlement offer, the appraiser will provide the reader with an 
analysii and overview of ea& of the conlnhting elements to the compensation estimates 
summarized above. This analysls will lead to B conclusion by Ute appraiser in regards to the 
merits of the proposed settlement offer. The following analysis and overview is presented: 

1. Value of Land Taken: In summary, the compensation estimates for the value of 
the land taken range from $3,606,500 to $6,400.O00. 

The condemnds experts ssl'vnared the value of the land taken to range from 
%3.606.500 to $4241 .DOO. The lower end of the vaiue range resulted from a valuation 
theo which save less oontniutory value from the bodies of water associated v&h the 

from these contnkuting areas- Each of the value estimates above Included 
contribulory values from that portion of the parent (rad identified as 'Activity Center' 
on the Collier County Future Land U s e  Map. This portion of the parent trad was 
recognized as having a commeraal type potential and resulting value estimate. 

The condemnee's experts provided value estimates for the land taken ranging from 
$4.600,000 io $6,400,000. The higher end of the range was arrived at through an 
analysls which was based on an $8.000 per dwelling unit unit of comparison. The 
weakness of this approach relates to the physical capacity of the part taken to 
accommodate 800 residential dwelling units in a product ma consistent with slmilarly 
situated residential prqeaS wtfhii the Collier County market area. The lower end of 
the value range was arrived at through an analysis of six sales of large unimproved 
residential propertles which ware analyzed in a methodology considered conslstetlt 
to the valuation analyses presented by John Calhoun (condemnor's expert). 

In my experience, I would not expect a jury verdict in regards to the value of the land 
taken to be less than the higher end of the condemnor's value range ($4.241.oMl). 
In all probability. 1 would expect the jury to reach a decision in this regards midway 
between Calhoun's value estlmate (%4,241,000) and Carroll's estimate ($4.800.000). 
or approximately $4,500.000. However, there is substantial risk in regards to this 
issue due to the fact that the condemnee's other expert will testify to a compensation 
estimate bf $6.400.000. 

part % ken, although Collier County allows residential density credits to be derived 

7. Interim Benefits: An additional element of compensation considered by the 
conderrlnee's experts related io the valuation of the interim benef& associated with 
the sale of water rights at the subled property during an interim perlod of tlme until 
which mixed-use residential development of the site would occur. 

63 
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In summary. the oondemnee's experts included compensation estimates for this 
element of compensation ranging h $l.SoO.OOO to %2,40O.O00. I have IKI 
knowledge as to the admissibility of a daim based upon this type of analysis but I am 
aware of interim use valuation methodologies as presented by the Appraisal lnstiture 
in its various publications (e.g., The Appraisal of Real Estate - Tenth Edition). If this 
component of the compensation estimate is admlssible and is attacked based upon 
a factual basis (e.g.,retail prices versus wholesale prices), it is likedy that the jury 
would indude a portion of this axnpensation estimate in their fmal verdict. I would 
axpect a jury verdict in regards to this matter between $500,000 and $1 .OOO.OOO. In 
any event. this element of compensation presents significant risk to SSU and mud be 
considered in regards to the evaluation of the settlement offer. 

3. Severance Damaa es: In summary. the severance damages were estirnaled by 
the four experts to range frwn $1 17,oOO to $4,600,000. 

The cundemnor's experts estimated severance damages ranging from $1 17.000 to 
$1 57,100. In general concept. these severance damages were estimated based upon 
impacts resulting from the partial acquisition to rhe westerly remainder (e& west af 
Henderson Creek). Neither of the condemnor's experts included a severance damage 
estimate based upon increased regulatory pressures expeed to occur at the 
remainder propetty by reason of the proposed use of t h h e  partial acquisaion area (e.g., 
public water resource facility). 

The condemnee's expo- have provided severance damage estimates ranging from 
$4.450.000 to $4.600.000. In general theory. these damage estimates wem 
predicated upon the belief that significant discounts and penalties would be imposed 
on the remainder property by the market place as a result of increased regulatory 
constraints and pressures which would occur as a result of the prozimity of the 
remainder property to the public water resource facility- It is my understanding that 
Mr. Klusza has considered similar surface water resource fadliles throughout the 
SoumweS Ronda market area including, but not necessarily limited to the 
Hillsborough River fadlky. North Port facility and Lake Manatee, and has reached the 
conclusion that slgnificant evidence exists In the market to support the d e p  discount 
penaity discussed herem. 

This single element of compensation presents more risk to SSU than any of the other 
elements of compensation discussed thus far. The nature of the damage esllmates 
presented herein present the jury with an 'either o r  deu'sion. The condemnor's 
experts believe no impact Is demonstrative in regards lo the increased regulatory 
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pressures. whereas. the candemnee's experts believe significant impacts can be 
demonstrated in this regard. 

The risk in this regard is so substantiel that great consideration mast be given !herd. 
In my best estimate. I feel as fhough a jury would likely conclude that the severance 
damages m this regard would total $2.5OO,OOO. Keep m mind that there is still 
S2.000.000 added exposure to thii issue in the event the jury completely believes this 
element of the cmdemnee's theory of valuation. 

4. Fees and Costs: it is my understanding that the candemnee's experts currently 
have incurred casts totaling $424.000. Furthermore. it is my belief that an additional 
$250,000 would be incurred by these experts in prepamtion for and testimony at trial. 
Therefore, the total budget for condemnee's cost should approximate $675,000. in 
regards to attorney fees. I would expect the fee to be based upon a reasonable hourly 
rate together with a 15.0% to 20-0% premium for any benef~ produced by opposing 
counsel for its client. In this regard, I would exped an hourly rate for the attorneys 
to eppruxirnats $3!jO per  hour and a total amount of time and preparation for thfs trial 
to support a probable fee on this basis of $200,000. I have d ined above a probable 
jury verdict which totals $8,000,000. On this basis. the attorneys fee would be 
increased to reflect 8 betterment of approximately $3,sW,OOO for an additional fee of 
$760,000. for a total attorneys fee of S960,OOO. 

5. Surnmarv and Conclusion: The following summary is presented for the reade& 
review in ragads to the varlous elements which have been considered in the 
evaluation settlement offer: 

Value of Land Taken: 
Interim Benefits: 
Damages: 
Fee and Costs: 

Total 

$4.500.000 
1 .ooo,ooo 
2.500.000 
1.635.000 

%9,635,000 

In summary. I have delineated what I consider to be a probable verdict in regards to 
the issues summarized above. which is a probable juryverdid of $8.OOO.OOO, with an 
additional %1,63!5.000 associated with fees and casts resulting in a total economic 
impact to SSU of $9.635.000. 
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1. It is dangerous and inappropriate to rely on only methodology to estimate 

the cost of equity capital. let alone on one particular variant of that 

methodology, as Mr. Rothschild has done. Mr. Rothschild has chosen to 

rely on only one variant of one method, namely the retention ratio version of 

the DCF method, although he does performs a perfunctory risk premium 

check on his DCF result while he completely ignores the results he obtained 

from the CAPM. Moreover, his sole methodology contains a serious 

circular logical trap whereby Mr. Rothschild was forced to assume the ROE 

answer in order to produce the cost of equity. Therefore, since Mr. 

Rothschild's entire testimony rests on one particular methodology and since 

that methodology is logically circular, his cost of equity recommendation 

should be dismissed entirely. 

2. Mr. Rothschild is completely silent on the Commission's Leverage 

Formula used to estimate the cost of equity of Florida water utilities, as if it 

did not exist. I can only presume that he is in disagreement with the 

Commission's established methodology. 

3. Mr. Rothschild's cost of equity recommendation is unreasonably low, 

and is not a reliable estimate of SSU's cost of equity capital given his sole 

reliance on one particular and fragile cost of equity methodology. Reliance 

on one particular methodology violates corporate practice, financial theory, 

and the Commission's Leverage Formula. 

4. There are serious logical inconsistencies in the retention growth method 

employed by Mr. Rothschild. Moreover, this method is the least empirically 

and theoreticall~ PUBUC SERVICE ctMMlSSION 

~S-(iilS.. kY$ EXHIBiT NO ~ 
COMPANYI 
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5. Mr. Rothschild is completely silent on the subject of flotation costs, and 

his DCFestimates of equity costs are therefore understated. Yet, his 

retention growth term includes growth through external stock issues. 

6. Mr. Rothschild erroneously contends that the business risks faced by 

SSU and the water utility industry have not increased in recent years and 

that Florida water utilities are not riskier than the national average. 

7. Mr. Rothschild's view that company size is unrelated to return because it 

is an element of diversifiable risk is wrong. 

8. Mr. Rothschild's contention that a liquidity premium is unwarranted 

because SSU's equity capital is raised by its parent is wrong. 

9. Mr. Rothschild's view that gas distribution stocks and water utility 

companies are equally risky is inconsistent with the facts and with the 

Commission's Leverage Formula. 

10. Mr. Rothschild's viewpoint that the used and useful adjustment does not 

increase SSU's risk is erroneous. 

11. Mr. Rothschild's view that a weather normalization clause does not 

reduce risk is counterintuitive and inconsistent with financial theory. 

12. Mr. Rothschild's risk premium analysis applied to electric utilities is 

stale and inapplicable to water utilities. Mr. Rothschild's contention that the 

risk premium is driven by changes in taxation ignores the presence of tax~ 

exempt institutional investors. 
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13. Mr. Rothschild wrongly argues that the yield on short-term Treasury 

securities is the proper proxy for the risk-free rate in the CAPM: Only long­

term yields provide an appropriate proxy for the risk-free rate when applying 

the CAPM to common stocks. 

14. Mr. Rothschild wrongly argues that arithmetic means rather than 

geometric means should be used when measuring the market risk premium. 

15. Mr. Rothschild'.s disregard for the CAPM and its results is totally out of 

the mainstream of corporate finance and corporate practice and violates the 

spirit of the Commission's Leverage Formula. 

16. Market to Book ratios and regulation. Mr. Rothschild erroneously 

believes that market to book ratios above 1.0 are a sign that the utility is 

over-earning. 

17. Mr. Rothschild's 10.10% cost of equity recommendation is well below a 

credible level, and there are serious problems with his methods and his 

concepts. 
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Orlando 

May 3, 1995 

Brian Armstrong, Esquire 
General Counsel 
Southern States Utilities, Inc. 
1000 Color Place 
Apopka, Florida 32703 

RE: Southern States Utilities, Inc. v. 
Harold S. Lynton, et al. 
Case No. 94-0793-CA-01-CTC 

Dear Brian: 

You have requested our settlement evaluation of this case. In 
order to set the stage for this evaluation, it is appropriate to 
outline the developments both before and after the mediation held 
all day on Saturday, April 22, 1995. 

After we obtained the initial appraisal. of· John Calhoun in 
November, 1992, for $4,070,000 and before we had an appraisal from 
the other side, we predicted that the case was not likely to settle 
.for less than $6 to $6.5 million, and that we felt that it might go 
as high as $8 million. We also pointed out that the trial of such 
a large case would be expensive. We did not predict that we would 
be given Collier appraisals for $11,650,000 and $12,500,000. 

At the mediation, SSU offered to settle for $7 million plus 
attorney fees and costs. Collier made what we were told was a 
"take it or leave it" offer of $8 million plus fees and costs. We 
"left it" and told them "no thank you". 

After the mediation, Bill Earle indicated that $8 million was 
not a "take it Or leave it" number and talked about $7,750,000 with 
some "extras" which we had discussed at mediation. On Sunday he 
called me at home and "floated" $7,750,000 plus attorney fees and 
costs, or an $8,750,000 wrap plus the "extras". On Tuesday he made 
this a firm offer. Fl-....... UC.""""""'" NU_ 
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All this was much discussed between you and I and our team. 
We held a conference in our office on Monday, May 1, 1995 to 
consider our response to this offer. Our response was to offer an 
$B million wrap plus the "extras" which was transmitted 
immediately. II was recommending $7,500,000 plus fees and costs 
plus the "extras" or an $8,250,000 wrap plus the "extras"). In 
response Bill Earle "floated" $7,250,000 plus attorney fees and 
costs, or an $B million wrap, both without any of the "extras". 
His client had no interest in the "extras" because of our 
reluctance to provide a long term commitment for raw water service 
and because it was so complicated and appeared to be somewhat "one­
sided" in our favor. The "extras" (which included mutual non­
intervention on permit applications and additional easements, among 
other things) were clearly to our benefit when we would not include 
the new water. 

Both of the Collier family's appraisers, Richard Klusza and J. 
E. Carroll, argue that the Collier property represents one of the 
last large tracts available for a golf course/resort community. 
Both argue that the property enjoyed a particularly advantageous 
location proximate to the interchange of C.R. 951 and the Tamiami 
Trail. This is an interchange where shopping centers and the 
Barefoot Bay, Eagle Creek, Lely Resort, River Bend and Woodfield 
Lakes developments are now being constructed or planned. 

Klusza relies primarily on five comparable sales. Two of 
those are on the west side of C.R. 951, north of the subject 
property. The other three, the Livingston property, the 
Westinghouse Communities property and the NJ Development property 
are located north of Naples between the Tamiami Trail and I-75. In 
analyzing the prices of those sales, Klusza finds a range of from 
$6,722 per dwelling unit to $14,677. These prices were for gross 
densities ranging from 1.05 to 2.8 dwelling units per acre. From 
those figures he concludes that the subject property, which was 
estimated to have 1.6 dwelling units per acre, would have a value 
of $8,000 per dwelling unit. Klusza then applies that figure to a 
development plan prepared by Tony Wiles, which indicates that the 
property being taken could support from BOO to 1100 dwelling units. 
Using the 800 figure, Klusza reaches a value of $6,400,00 for the 
property taken. The weakness in Klusza's approach is his 
assumption that there could, in fact, be 800 units on the property 
taken and that units at that density would actually sell for $8,000 
per unit. In cross examination we will raise serious questions 
about these assumptions, though we probably will not persuade the 
court to strike Klusza's testimony. As a result, the jury will 
probably be given a value of $6,400,000 for the property taken. 

Carroll adopts a methodology almost identical to that employed 
by John Calhoun. As comparables, Carroll uses six sales, two 

, 
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Westinghouse COlllIllunities properties, Quail West, and the Livingston 
property, all of which are north of Naples, as well as an Elba 
Development property to the west of the Naples airport and the 
Arete Golf Club property on C.R. 951. Those sales range in price 
from $15,656 to $54,952 per acre. They range in size from 216 to 
780 acres. From those figures, Carroll reaches a value of $24,000 
per gross acre. For the property taken, he adds a premium of 
$2,500 per acre, presumably for the existence of the lakes and the 
cOlllIllercial potential of a part of the property, to reach a value of 
$26,500 That gives the property taken a value of approximately 
$4.8 million dollars. Because his comparables and methodology is 
so close to John Calhoun's, Carroll will be difficult to impeach, 
though we can raise questions about some of the conclusions drawn 
from his comparables and his failure to credit the Colliers with 
the value of the easement. Carroll, however, could respond by 
adding additional value for the cOlllIllercial property taken (which he 
did not value separately) and perhaps by increasing his wetland 
values from $1,000 to $2,500, the figure used by our appraiser, 
Woody Hanson. 

The real difficulty of this case is not in the comparable 
sales used by Klusza and Carroll. Even if Klusza's figures are 
entirely disregarded, the jury can still find a value of the taking 
somewhere between Calhoun's figure of $4,241, 000 and Carroll's 
figure of $4,800,000, or approximately $4,500,000. If Klusza's 
figures are not disregarded, the likely value will be between 
Hanson's figure of $3,600,000 and Kluzsa's of $6,400.000, or 
approximately $5,000,000. 

Both Klusza and Carroll give a value to the interim use of the 
property for supplying water. Klusza places that value at 
$1,500,000, while Carroll placed it at $2,400,000, based on the 
retail rates in the market, including those proposed by the city of 
Naples to provide water to Marco Island. This is the most 
difficult portion of their appraisals to assess. We are prepared 
to make legal arguments that it was inappropriate to ascribe any 
value to such interim use. You should understand, however, that 
the Appraisal of Real Estate prepared by the Appraisal Institute, 
which is akin to the Bible for appraisers, recognizes interim uses 
and specifically discusses such interim uses as farming operations, 
parking lots and golf courses. Such uses give the properties on 
which they are located higher values than would be indicated by 
otherwise comparable properties lacking such interim uses. If 
Klusza and Carroll are able to introduce evidence of an interim 
water use, even after extensive attack on our part, it is likely a 
jury will find damages of $750,000 to compensate for the loss of up 
to three years of water. 
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The most difficult area for us to attack is Klusza and 
Carroll's severance damages. SSU's appraisers recognize only 
between $117,000 and $157,400 in severance damages, which was due 
to the impact of the taking on a triangular piece of property just 
north of the taking (this area was not specifically dealt with by 
Klusza and Carroll). Klusza and Carroll are prepared to argue that 
the taking and its use as a source of fresh water for SSU will make 
it more difficult to develop the remaining property. According to 
Klusza and Carroll, the Colliers might have restrictions imposed on 
the kind of development that could take place within the entire 
area that provides water for the pits. They are also prepared to 
contend that there might be less water available for the remaining 
property to use, particularly for golf courses. 

Once again, we will be able to attack the assumptions made by 
Klusza and Carroll. It is likely, however, that they will be able 
to point to other situations in which the existence of a fresh 
water source impeded the development of surrounding properties. 
They might even be been able to find instances in which Southern 
States opposed the development of property adjoining some of its 
water supplies. Klusza indicates in his appraisal that such 
difficulties might result in a reduction of as much as 38% of the 
number of units that could be constructed on the remainder 
property. Rather than use that high figure, he uses a figure of 
approximately 23% ($4,600,000). Carroll uses a figure of 15% 
($4,450,000). I do not believe there is any way to strike such 
testimony. Accordingly, I think it is likely that the jury, even 
if it disbelieves much of what Klusza and Carroll say, will still 
find some severance damage, perhaps in the range of from 5 to 7 1/2 
percent of the value of the entire remainder property. If this is 
true, it will result in a severance damage award of from $1.5 
million to in excess of $2 million dollars. 

In view of the above, we recommend that you now respond and 
offer to settle for $8,000,000, inclusive of seller's legal and 
expert costs. The reasons are as follows: 

1. 	 The certainty of a resolution is preferable to the 
significant exposure to trial awards and costs in 
excess of $8,000,000. 

2. 	 The likely verdict on the value component of the 
case is $5,000,000 

Hanson $3,606,500 
Calhoun $4,241,000 
Carroll $4,800,000 (They may not call) 
Klusza $6,400,000 

http:HARRIS.It
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The jury will see them at $6.4 million and us at 
$4.3 million and probably will find $5 million. 

3. 	 The likely verdict on the interim use component is 
$750,000. We are at zero and they are at $1.5 
million and $2.4 million. The jury will likely 
find $750,000. We have a twenty percent chance of 
knocking out the interim use entirely but the Court 
is likely to rule that testimony on the interim use 
goes to the weight of the evidence and not exclude 
it. 

4. 	 A severance award in the magnitude given above 
($1.5 million to in excess of $2 million) is likely 
given the possibility of development restrictions 
which would be placed on the remainder property due 
to proximity to a public water supply source. The 
values of the respective appraisers are as follows: 

Hanson $ 117,000 
Calhoun $ 157,100 
Carroll $4,450,000 
Klusza $4,600,000 

The jury will probably not give them all they want 
but the jury will likely feel that the property is 
somewhat harder to develop in the after condition 
than in the before. (I think this is a fact). 

5. 	 I believe that the most probable jury award, before 
fees and assuming a "best case" trial, will be in 
excess of $7,000,000, with a chance that the award 
could be significantly higher. 

6. 	 Their eight experts' bills total $424,000 at 
present. If we cut out the fluff we might get it 
down to $350,000. This will increase by at least 
$250,000 for trial. 

7. 	 The Collier's legal fees (Earle and Patchen) will 
be reasonable hours at the rate of $350 per hour 
plus 15% to 20% of the benefit. The time component 
will be at least $200,000 more for trial. For pre­
trial settlement, 20% of betterment is a good 
figure and a likely one. 

8. 	 Let's assume we get a best case verdict of 
$7,000,000. Interest will be about $300,000 (say 
10% of betterment). Their costs will be $600,000 
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plus 	their legal fees of $750,000. Our fees and 
costs will be a minimum of $500,000 and could be 
more. This equals a sum of $9,150,000. 

9. 	 Seller's "best case" verdict of $8,500,000 would 
result in at least $11 million total cost. An 
excessive award could, of course, be appealed, but 
at significant further cost without any assurance 
of success. 

10. 	 By floating the $8 million wrap figure they are in 
effect accepting our $7 million mediation offer 
plus $350,000 for experts and $650,000 for Earle 
and Patchen's fee. These are fair figures and 
likely to be awarded by the court. 

11. 	 It is my belief that SSU, on balance, would be 
exposing its customers to significant risk of 
increased costs and awards by proceeding to trial 
given the merits of all evidence provided to date. 

I look forward to your call. 

With 	kind regards, I am 

Cordially, , 
S+t.J.,-,1"'-{' 
Gordon H. Harris 

GHH:cm 

http:HARRIS.1I


Ralph Terrero's 

Late Filed Exhibit No. 215 

Docket No. 950495-WS 

May 8,1996 
Line Break at Apple Valley 



Late File Hearing Exhibit 215 
(Requested by Chairman Clark) 

Summary of Events Surrounding the issuance of a Boiled Water Notice at Apple Valley 

At approximately 5:OO PM on May 8,1996, SSUs Operations Department was notified of a main 
line break at Oakburst & Willow Grove in the Apple Valley service area. A 6” main was broken by 
Florida Power personnel who were attempting to set a pole. (It is unknown if the personnel were 
contractors or FPC employees) This water main is a main feed line for this area. Approximately 
800 connections were without water. 

SSU Operations personnel were called out to repair the main and worked on site until water was 
restored at approximately 1 1 :00 PM. Lines were then flushed throughout the system. A copy of 
the Malfunction Report is included in the attached Appendix 215-A. 

The next Morning, May 9,1996, at approximately 8:OO AM FDEP was notified by SSUs Don 
Corder of the situation which had occurred the previous evening. A copy of the Telephone 
Response Record is also included in the attached Appendix. 

On May 9,1996, Mr. Corder also notified Dave Denny (Reg. Manager), Mary Ann Glennon (Env. 
Comp.) & Tracy Smith (Communications) of the situation. It was determined that a boiled water 
notice should be issued as a precautionary measure, even though FDEP did not require the notice. 
Due to the number of services which were affected, it was decided that the most expedient way of 
informing our customers was through the media. 

A Media Bulletin (copy attached) was issued to WFTV-CH 9, WCPX-Ch 6, WESH-Ch 2, WDBO- 
Radio, WNZ-Radio & The Orlando Sentinel. All of these were faxed with a phone call follow up 
(with the exception of WNZ-Radio, which was notified by telephone only). 

On May 9, 1996, Operation Personnel again flushed the water mains in the area affected and 
collected 4 samples to be analyzed for Total Coliform Bacteria. 

On May 10, 1996, Operation Personnel again collected 4 samples to be analyzed for Total Coliform 
Bacteria. 

All of the samples collected on May 9, 1996 and May 10, 1996 tested satisfactory, i.e. they were 
absent of any Total Coliform Bacteria. 



* ' r l F ) Y - w 9 - 9 6  THU 12:51 PPI S . S . U . , F L . C O P l P I E R C E - P A R K  407 339 7498 

. . .~ SOUTHERN STATES UTILITIES, mc- 
MALFUNCT~ON REPORT 

1 :.. 
- 1  

P.  0 2  

Appcndu C 

Facility Name; Phone: 
County: PWS ID Number: 4 5 7003 7 
Date and Time of Failure or Planned Outage: Date 5 -IT- 76 Time Sbo /+vi 
Time water system was back in service: Date S-8-?& Time / /  06 pp/ 
Situation was reporte to: 4 Date: s-q-yd Time: - bma Person Contacted: &!,hAk , E ~ ~ ~ ; A - ~ ~  

-Ru+ h:/!g 
D.E.P. 
Health Dept. Date: Time: I_ Person Contacted: 
Other: Date: lime: - Person Contacted: 

Location of Trouble: O& ks d- 6 b 2 /% w 6% we c 

- 
Number of Customers Affected goo a & . U 4 m G s  

Were Customen Notified? Yes 

Was Water line Flushed and 

Number of Bacteriological Samples 

NO J Explain: /do+, J ZJ h y  P&I o 
771 O h  -5 9-qL 

0 
6)" - 

'Copies of Bact&aIag~'~aI Sample Resub shall be forwarded to Env. Svc. Dept u on receipt. 
#/5. do E P & i a u U E ~ : . '  

If material failure, give (complete as possible) a descdption of the material including size, type, an 
available manufacturing information shown on the failed product. If known. include cause of fairure: 

. 
Additional remarks: 

Copy: SSU Environmental Services Department . . . . . . -. 
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Southern States Utilities - 1000 Color Place Apopka. FL 32703 407/880-0058 

Contact Tracy Smith -- 880-0058 ext. 137 

MEDIA BULLETIN 
MAY 9. 1996 

Southern States Utilities has issued a boil water notice to its customers in 
the Sanlando Estates area of Seminole County near Altamonte Springs (east 
of 1-4, west of 17-92 and north of 436). As a precaution, customers should 
boil their water used for drinking or cooking for the next 72 hours due to a 
water main break caused by electrical construction work. The rupture 
occurred Wednesday at approximately 5 p.m. and repairs were completed by 
11 p.m. Approximately 800 homes have been effected. 

This is a precautionary measure while water samples are being analyzed to 
ensure that the water meets all safe drinking water standards. Southern 
States Utilities is continuing to flush the system to remove any loose 
sediments. 

This notice will end in 72 hours unless otherwise notified. Customer 
cooperation is appreciated at this time. 

WATER FOR FLORIDA3 FUTURE 

@ 
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FACSIMILE TRANSMISSION 1000 Color Place. ADODka. FI. 32703 

Date: 

To: 

From: 

May 9, 1996 

News Director Fax Number: 

Tracy Smith Telephone: (407) 880-0058 ext 137 
wwrv- CN-ig 

Fax Number: (407) 880-1395 

SUBJECT: Boil Water Notice 

Number Of Pages Including Cover - 

IMPORTANT 
PLEASE 

DELIVER THE 
ATTACHED BULLETIN 
TO THE NEWS DESK 

I M M ED I ATELY 



FACSIMILE TRANSMISSION 

Date: 

To: 

From: 

May 9,1996 

News Director 

Tracy Smith 
WESH-N2 

SUBJECT: Boil Water Notice 

Fax Number: 539-7948 

Telephone: (407) 880-0058 ext 137 
Fax Number: (407) 880-1 395 

Number Of Pages Including Cover 2 

IMPORTANT 
PLEASE 

DELIVER THE 
ATTACH ED BU LLETl N 
TO THE NEWS DESK 

IMMEDIATELY 



FACSIMILE TRANSMISSION 1000 Color Place, Apopka, FI. 32703 - 

Date: 

To: 

From: 

May 9. 1996 ~. 

News Director Fax Number: Zy %'- 2 i Z. 2- 
Tracy Smith Telephone: (407) 880-0058 ext 137 

c7.x- CL, G 
Fax Number: (407) 880-1395 

SUBJECT: Boil Water Notice 

Number Of Pages Including Cover - 

IMPORTANT 
PLEASE 

DELIVER THE 
ATTACHED BULLETIN 
TO THE NEWS DESK 

I M M ED I ATELY 



' .  

FACSIMILE TRANSMISSION 1000 Color Place, Apopka. FI. 32703 
__=5 

Date: May 9,1996 

To: News Director 
WDBO RADIO 

From: Tracy Smith 

Fax Number: 290-1076 

Telephone: (407) 880-0058 ext 137 
Fax Number: (407) 880-1 395 

SUBJECT: Boil Water Notice 

Number Of Pages Including Cover 2 

IMPORTANT 
PLEASE 

DELIVER THE 
ATTACHED BULLETIN 
TO THE NEWS DESK 

IMMEDIATELY 



FACSIMILE TRANSMISSION 1000 Color Place, Apopka, FI. 32703 
I_._ 

Date: May 9, 1996 

To: MARY BROOKS Fax Number: 
ORLANDO SENTINEL 

From: Tracy Smith Telephone: (407) 880-0058 ext 137 
Fax Number: (407) 880-1395 

SUBJECT: Boil Water Notice 

Number Of Pages Including Cover 2 

I M PQRTANT 

BULLETIN ATTACHED 



L. 



~ S C N ~ U I  

9 4 ~ ~ ~ 3 5  
95cNlm 
95CN305 
94CN088 
95CN3c4 

Southern States Utilities, Inc. 
1995 Filed and Actual FPSC Plant in Service Additions (w/o General Plant) 

As of December 31,1995 
In&mirr D.1. I n S n k  Amwnt I 

Rajezt I Rojrt  Drwriplioo md A a I I  I &cd A t N d  

AUELIA ISLAND 
REPUCE WELL PUMP ai U I ~ I P J  ~ i ~ m  11.310 10.861 

TaW Water 
W W T P  RERATLNOIEXPANSION 
SUMMER BEACH EFF L I M  
LSIMANHOLE REPLA- 
LS REHAB k MANHOLE W L  
CATWALK ON cmmm 05131195 12/11/95 11.943 25.663 

I1122195 
Mi26195 
12/31/9J 
rni31i95 

~~ ~ 

ll.310 10.861 
I1121195 4~1.693 513,194 
MII5I95 lM.163 81.611 
I1127195 81,383 92.252 
07121yw 48.915 49,164 

APPLE V U L E Y  
9JCC7Ol LEAD AND COPPER CONTROL EXPCWd 6,518 0 (11 
9JCOM REPLACE MAN ELEC mnoi9s i zza i9s  1.429 1.142 

BAYLABS ESTATES 

E E 4 C O N H I L I S  
9404010 W I P  EXPANSION k IMPROVE 05130195 MIWl95 196,393 733,239 011 
93CNM6 COQBLESTONE W L  R MnQ195 M1WI9J 2 ~ 1 . 5 1 3  168,LIl 
93CNW COBBLESTONE CHEMIC*L FEED 12111195 182,078 0 
94CNG3l DWAL C O U m  l m r l T Y  RELO 11i07i9~ 121,498 0 
9SCNl01 HmDEN HIUS WATER MAIN mi11195 11izii9~ M,J21 9 5 . w  
95CN309 CXLORWE ANALYWSO) mi3119s m ~ m m  1.381 7,451 

93CNMl WW COLL SY9 IMPROVE 07125195 ~~128195 
1.397.3113 l,co1.616 

1113.18S 3 W l ¶  
9JCN3I4 TROUGH REPLACEMENT 04130195 IW21195 29363 21,113 
9504313 MANHOLE REFURBlSHMEMS M/OlI95 11/l8195 23,810 12,923 
95CN312 REPLACE U PllMps 12/31/95 ll/l8/9J 14.286 1.291 

95cN308 SHOWEYEWASH STATIONS 0 ~ ~ 8 1 9 5  mi02195 3.095 2.079 

Total Wabr 

9JCN3IO REPULCE AIR DIPFUSERS m i 3 1 m  07121~95 8,512 a p l  

BEECHBR'S r n m  
95cM16 lNSTALL5.CCOOALTANX mi31193 11115m 8,919 10,351 
95CN3I5 MSTALL FLOW LSSTER AT w\v c v r r u u l  4,161 0 

rw kb..'. Ft.iDr- WLl(ret.l - 
B U R N T T ~ R B  

95CSlU3 WlECTlON QrELL PHASE U 1m6i95 iin9195 1.419.w i.i42.~86 
TOW W.b. 1,419.YI 1,141.986 

9 5 W 1 5  COLLECTION LUTE REHAB M/30195 lllOU95 5 2 . m  51.535 
95CUl4 WPLUEM TROUGH WXTP M/30/95 M116I9S U,¶O 23,019 
9 5 W 2 3  INSTALL BLOWER k MVTORS i i n 0 1 9 ~  1 ~ 1 i m 5  15.048 9,351 
9JCS320 LIFT STATION ACCESS DOORS C2w~kd ll.l91 0 
95cU19 LIFT STATION CNTRL PANEL m130195 w i 6 m  10.115 7,393 

Tlul Wut.r.L.r II5,JW 91,920 
9S0318 US EMEROENCY CONNECXONS mnoi95 iiinm 1.691 ILL6 

08/1519S 111,469 0 
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Southern States Utilities, Inc. 
1995 Filed and Actual FPSC Plant in Service Additions (w/o General Plant) 

As of December 31.1995 

94CCOI8 DISTRIBUTION SYS UPGRADE os11519s 0810919s 1M.W 98.07s 
T ~ J  arnan vmp.. w.br 

12,3119s 12129195 113.937 ~9.809 

01131195 1212019S 12,OlS 12,015 
IZ3ll9J 12129195 107,182 89.996 

im119s 1~29195 5.9J3 16,IJI 

CENlRAL REGION P U N T  
95CCZD2 WATER SERVICES 
9JCC2U3 NEW METERSICK4NGE O W  PRO 
95CU3I CHLORINATWBSTR PMPNETR 
9JCC2Ol WATER MAN EXTENSIONS 
9JCC2M FIRE HYDRANTS i2101195 12n919s 2.141 4.419 

T d d  W.UI 261,629 182,371 
9JCC2M Kum RAUSIWALKWAY om119s i z n a m  8 l , m  78.721 

II,U2 78,721 

94CCO19 COLLECTION SYSTE.\t W R 4 D E  08~18~91 (11.07 95 2a.138 219.226 

TOW ad"- - wut.rst.r 202.138 229,226 

DEEP CRBBg 
9 ~ ~ 0 4  m-Lm BOOSTER PUMP 1211819s 40.94s 0 

TOW watt, 48,945 0 
94aOSO LIFT STATION WROVEMENTS MI10195 07ll019J 2 7 4 . ~ 4  2~1.810 
95'3337 UPQRADE US 4-n & 6 2 0  c9Il(K9S M12JI95 38,123 36,578 
95CS331 MANHOLE RUUBILITATION M13019J (ullJ191 9,Yll 9,146 

322.676 299,S34 

DELTONA L4KES 
91CNMo WELLNGTON WTP PXPANSION 
53CN661 AOATHUSAXON WIT W R V  
03m659 
9 1 c a 5 3  
9JCO12 

9SCcrM 
9JCc349 

9 5 c w  
95cc342 

94CNM 
94CNUl 

9JCc348 
9 s c c u 7  
9 5 c a 4 a  
9 5 c a s  
9SCO44 
9JCc338 
9 5 c a 1 9  
9SCCU2 

9 5 c a s i  

9 5 ~ 0 4 1  

'IJCQSO 

SAOAMORBDR IVTPDlSTSYS 
PULL WELL mIMS (4) 
REPUCE 4' WATER 
MASTER METERS 
VOLUSU m m r  UTum 
REPUCE VALVES - DIST SYS 
ROOF REPLAcEMwlS (SI 
CORllOSlON CONTROL EpUP 
TEL-Y EQUIPMWI 

PP&L PAS- E m  IRO SYS 
DHCC - EPP DISP W R O V E  
ENTEWWE SCHOOL US 016 
US AT BWTOL CI - m6 
TEL-RY EQUIP UPDRADE 
DELTONA LK ELM US - Xm4 
ANTILLES us. M2 
JESAMlNE COlRT US - 013 
F O W A W H U D  US. LX4 
LIS AT CONDO B . Xm2 
TELEMETRY EQWMENT 

T W  w.*r 

tWl219J 

I 2 1 2 9 5  
oJ131195 
0212819s 
M111195 
C.nedkd 
Cmrrlkd 
0113119J 
CIDsClkd 
01131195 

m i 1 ~ 9 s  

0912019s 

mfl1195 
021~819s 
mi11195 

Mnb19J 

04130195 
0113119s 
O212819J 
Ol131195 
03131195 
0113119s 

126S,786 0 
2 m . m  0 
232,790 0 

1012619s 38.096 12.m 
07nY91 31,715 9,763 
32139191 21.429 21,023 

13.29U 0 (C) 

11.857 0 
08104195 4,464 5,029 

3,J72 0 
MlMl9S z.sn 2,427 

2,014,Ua 81.016 
Mi30191 726,332 m.ms 

330.62J 0 
1210719s 1 7 m  19,183 
1112Z95 Il.aI0 12.m 
MI18191 9,131 1,769 

MI30195 6 . 3 1  0.364 
10130195 6,113 7,M9 

1211919s 2.709 SA78 

1211919s 8,928 9.088 

MI30191 2.769 2.819 

MI04195 2 . m  2,426 
I,lU.M2 677.953 



Projut I Rqut k r i p n o n  

U S T I A K E  m s  EST. 
94CCot2 DISTRIBUTION SYSTEM W R A D E  

I o S -  D s a  I l n S m n A m . " . L  
A C N d  AcNd 1 F d d  F d d  

MI13195 MI16195 262,182 248,010 
9ICC023 P U N T  IMPROVEMENTS MIlOl95 MI09195 226,144 241.321 @I 

FERN PARX 
91CC451 REPLACE HYDRO 24 830 

r f - W  

F I S H E W ' S  H A W N  
9JCC354 CVLORlWE BUILDING a PAD 

94CcoU DIOFSER UPORADE 
94CCdS8 FLOWhiETUL 

Tollf Wnkr 
MI30195 

08122195 
01131195 

MlOll95 1.186 1,112 
1,186 1,112 

12121195 11,331 36,634 
m12w95 4,133 4.m 

FOOUNTNNS 
95CClM LfAD AN0 COPPER CONTROL E.pco=d I.971 0 1  

Toul €'-him - Waur 0 
FOX RUN 

llll5195 lM6l95 1.973 4,223 

GRAND T E R U C E  
9JCC7OL1 

m o m  HOMES 
94cco21 

INTEETACHEN LMB EST. 

KEYSTONE HEIGHTS 

95CC356 



c 

pr0j.n 8 F70j-t k r i p t i o o  
I n S n i e  Dab I IaS-Arnouot 
F M  Aetud I 5 - L  ACtud 

LEHIGH 
RA TRANSMISSION AND DIST. LlNES 

WCSOJ) WATER m m  EXTENSIONS 
91CS05l REPLACE ACCEIATOR 
94CY31 SITE ACQUISITION 
9JCS361 FUTER MEDIA 
95CS362 hlETER UPORADES 
9JCS359 FLRE HYDRANTS 

TOW Wnbr 
RA COLLECTLON LINES 

94-33 SITE ACQUISITION 
9JCS36J LFT STATION UPORADET 

12i3li9J 12131i95 l.m,KX loL,Il% (d) 
CmccUcd 601,940 0 
0611119J 011419J 482.610 4J1.070 
W M i 9 J  1111119J I54.Ql3 IJ3.2W 
0111~195 O~IOIIPJ 9-1.761 43.9m 
12l3119J MI28191 19,184 1 3 , W  
1213119J I213ll9J J,lJ7 2.846 

2.966.029 871.171 
12131195 12131195 w5.m iu.m (m 
09iM195 12111195 160.36l 2J9,189 
10130195 12131195 110.6J7 149,165 

9 ~ ~ 6 3  SEWER m m  LINES I I ~ O R J  12l3119J 80.3J9 0 3 6 8  
TOW W I I V s b r  1.156.JTI 847,498 
T 

9 5 c a t 4  CHLORINE BUUDMO A PAD 0113091 M.01191 1.786 1.711 

TOW L.y.d H.kbubu. W e e  - 
LEISURE m s  

9 J W 3 4  EFFLUENTMETER W3019J 05124195 4 . M  4.073 

btARC0 I s m  
9 4 U M 6  
94csa4 
9JCS710 
9 J W M  
9 1 W U  
9 J W 8 2  
9 J W 8 l  
9 J W 7 8  

9 5 W M  
9JCS30 
9JCS380 
9 J W 7 9  
9 J W 1 6  
95-72 
9 J U 7 1  
9 J W 7 0  
9 J W 6 1  

COLLIEI( CONDEMNATION 1229195 W25195 4,799,919 J.MI,lW 
RO WIP IMPROVEMENTS 05/22/9J WR819J 257,891 282,973 
ACQUIFER STOPAOE RECOVERY l2llJ19J ~ 3 , 2 6 9  0 
METERING PUMPSW DRIVERS MIO119J IOI0219J 40,894 40.2% 
1 WFX WELL PUMP & MOTOR 09115191 1111719J 40.W 42,891 
I M W  WELL PUMP h MOTOR C4101195 OJ11719J 16,667 16,161 
TXICKENFD SLUDGE PUMPS 01130195 M/2119J 14.210 1J.018 
CHLDKNESCALE 02/2819J OJ111/9J 5310 5,104 

TOW W e r  5.408284 6,266,342 
EMEROmiCY OENERATOR m i o m  olm19s 35.227 Y,O7J 
LFT STATION CMRL PANEIS M10119J 120719J 28,1170 27,780 
LAO PUMPFORLSM & *6c 01107195 IUO719J 12.619 6,101 
LET STATION TELEMETERING 021Oll9J 1212619J J,953 5,JU 
uLmsomc FLOW METER 0210119J I2107195 4,261 1,893 
CL2 CHART RECORDER wmim ~uorm 2.571 2 2 4  
PH C O M R O L L U l  MlO119J 061129J 2.024 1,941 
ma. C A F C ~  usm a (A 0210119J 06114195 1.901 1,949 
WC~WSR m - p m  REUSE 0810119J 09/29/91 1,191 1,wo 

94 621 83 J07 



Royd I Roj.rl Danp6oo 

MlRlON O M S  
9JCM89 HYDRANTS 

93CWZ56 M P  EXPANSION 

95CW388 RETURN SLUDGE PUMP 

TOW Water 

0313119J oZ108195 3.J12 2.llJ 
T o w  wutlr.tor 163,181 527.051 

n.- 1 IoSInirr Amount 
FA4 Acmunl I Fdd ACIYd 

1013119J 11128195 19.613 4.3w 
19.613 4,393 

071i9195 0712~95 J J 9 . m  524,942 

MEREDIIHMANOR 
9JCC391 STORAGE TANK WME c Dn c c u u l 23.810 0 

9JCC390 

NORIHRECION PUNT 
9JcM09 NEW METERSICHANGE Dm PRO 12/3119J 12129195 186.m 83,579 
95CNZIO WATER SERVICES l213119J 12129195 64.849 42,118 

1013119J 12101195 16.905 8.274 95CN207 HYDRANTS 

O M  FOREST 
93CW662 W P  W R A D E  O U ~ ~ ~ J  0727.95 1X.591 143.379 

T W  o.* F r r t  - W.Ur - 
OPE#XTlONS M M l N  

95C0211 LO WATEB METER RETROFIT 12131195 I2i2019J I51.217 in.566 

PALMFORT 
9304399 REPLACE AERATOR ON OST U3131195 08101195 lI.905 12.085 

T a w  W.kI 13,878 12,085 
95CN714 LEAD AND COPPER CONTROL Ezipcsed 1,973 0 (1) 

95CN397 CULVERT & IMPRV DRIVEWAY 0212819J C41O719J 1,161 2 , m  
9 5 ~ ~ 1 9 8  rnsrALL now METERIWW PLT O n C C U C d  4.161 0 

P M M  IgRRACE 
9JCWllJ LEAD AND COPPER CONTROL EIipc.d 1.973 0 (8) 

Taw WUIr 1,973 0 
95CW40I LIFT STATION CMRL PANU. 05101195 IYQ1195 3.n9 3 . m  
'HCW516 M O m O R W O  WELLS Ou18195 12129194 2.171 2,120 



Southern States Utilities, Inc. 
1995 Filed and Actual FPSC Plant in Service Additions (W/O General Plant) 

As ofDecember 31,1995 

IoSrrirr D.L. I In-%& Amouol 
Fded Arhld I F M  AnUd Project I Rojrt Dcxtipdan 

PARK MANOR 
9 3 ~ ~ 4 0 3  INSTALL s,om GAL TANK 02128193 12119195 8.929 32 
93CN402 MSTALL FLOW M E T E W W  PLT Cvlrcllcd 1.161 0 

TOW Rrk %(.nor- W I I L c a  

PINE RIDGE 
12131I9J 11128193 21.129 19.617 9SCW4M FlRE HYDRANTS 

- W  

PINE RIDGE ESTATES 
94CUIl4 WELL P W  UPGRADE 

I.9l3 0 3' 93CCll6 L U D  A N D  C0PPF.R CONTROL 
Tdd sla Ridw E.t.ter W-trr 16196 lU 

POINT O'WOODS 
93CWI8 LEAD AND COPPER CONTROL Expcoscd 1,973 0 (1) 

1.973 0 
olI19193 im.310 0 

TOW Water 

94CWM2 WWIP IMPROVEMENTS 

POMONA PARX 
93CN40s 

REMINGTONFOREST 
3 ~10119J  3 691 3.190 9JCN4C6 

RIVER GROVE 
02RV95 08IMI9J 3,933 6,OJ8 
MBW9J MI1219J 4,161 2,437 
MI3W93 MI1219S 2.381 2,131 

9JCN410 E P U C P .  AERATOR ON OST 
9JCN4B REPPE P W  ROOM 
9JCN408 REPUCEROOF 
9JCNUn INSTALL AIR W E  COMPRESS m131i?s ~ 1 2 1 9 s  2 , m  974 
93cN719 (*) 

SLLVER I.llB EST.IW. SHORES 
M2,lW 0 

Iu31193 12R9I93 22J,$74 113,188 



Projlrt 8 Pmjd  Daeriprinn 
lo&mia Date I In&- Amount 
m d  A C N d  I F M  AClUd 



f 

R a i d  I Rq-t a c l n p i m  
In5exnm Dab 1 In&rnrrAmoum 

F d d  A c N d  I h-dd *.$""I 

95CCl2l  LFAD AND COPPER CONTROL 
Tow W d n o o i  

WOOD,WERh 

9JCN441 WELL 1z CONTROL PANEL MI3W9J 1OlO119J IIW 9,638 
9JCN439 CHLORINE ANALYZERS OSfl119J WlOll9J 3.691 3,190 

TOW Wahr I5.J% 13.428 
94CN497 REFURBISH L F I  STATION UZR819J 1112819J 26,886 U.819 

9JCN438 SH001WFIKWASH STATIONS 0212MJ III28!9J 3.091 2.W9 
9JCN442 PUMP REPLACEMWTS 1li31191 lll2819J 14,286 4,979 

Tow WP.t.I..h, 4 .268  32.816 
. . . . . . . . . . . 

WOOTEN 

93CN053 "P,"ROVEMWTS MR619J 13.672 0 

T a d  1995 Plant In-Senics Additions - A s  Filed in MFR's 
Less: NarrFPSC Planb Project AUocdan Adjustments 

T o d  Per MFR'r 

24,472.305 18,843,026 



Southern States Utilities 
Summary  of 1995 FPSC Filed and Actual Plant In Service Additions 
As of December 31,1995 

Plant In Service (Excl. General Plant) 

General Plant 

New Projects Added and Cornpletcd 

Refundable Advances - Lchigli Lines ( I )  

Schedule 
Reference 

A 

B 

C 

2,952,285 2,879,662 (72,623) (2.46) 

I ,770,284 1.770.284 

27,015,825 23,492.952 (3,522,873) (13.04) 

A (2SW,OOO) (559,404) 1.947.596 

24.508.X25 22.913.548 (1.575.277) (0 43)  

( 1 )  The Leliiglr lines are funded by rerundablc adv,vces which arc dcducad from m e  base. and lhcrcfore have zcro rnrc base irnpncr. 



EXHIBIT ( J D W b )  

PAGE I OF a 

hid I R o j d  k r i p t i a a  
In&& Drt. I 1 0 s r " k  Amovot 

Fld ArNd I T i  A.rfud 

BURNT STORE 
9JCS703 MlECTlON W€LL P W S E  U 

TaW Water 
95CS3Y COLLECTION LINE W B .  
95cu24 MFLUEM TROUOH WVrKP 
9JCS311 MSTALL BLOWER A MOTORS 
9JCS320 LIFT STATION ACCESS DOORS 
95CS319 LIFTSTATION CNTRLPhKEL 

12126195 11129195 1,419,341 2.742.986 
1,419,341 1.742.986 

06130195 12108195 52 .m 51.535 
06130195 MI16195 23.970 23,019 
11130195 12113195 LJ,M8 9.351 
C.ndIld l l J9I  0 
m13019s 06126195 10,715 1.393 

9JCSIL8 US u(ERO€NCY CONNECTIONS 03130191 LlI11195 1.691 1.616 
TOW W ~ Y x . t . r  ll5.590 97,920 
Tow B 

DEEP CREEK 
95CS7M IN-LINE Bo0sTE.R P W  12IIIV95 48,945 0 

TOW Wster 48.945 0 
94CsoIO LIFT STATlON IMPROVEMWTS MI10195 07110193 114.m 233,810 
9 5 ~ ~ 3 3 7  UPGRADE us cn dr 620 03130195 OJllS195 38.5U 36.578 
9 5 ~ 3 3 5  m o m  WBILITATION 01130195 MI15l95 9 9 8  9.146 

FISJERMAN'S HAVEN 
9 5 C a Y  CHLORnrr BUUDMO d PAD MI30195 MlOll95 1.786 1.711 

T d  Water 1.786 1,711 
94CCO25 DIOESTER UPGRADE 08nz195 IzIzL195 11.331 38,634 
94Cc488 FLOWMETER 01131195 mn0195 - 4,133 4.m 

FOX RUN 
95CCl07 LEAD AM) COPPER CONTROL II. 1519s 1 2 n 6 m  1,973 4.m 

TW pol Pun. w- - 
LEHIGH 

R A  TIUNSMlsJlON AM) DUT. L w u l  I1131195 12/31/95 1,602,000 2CuJ18 (0 
9 4 ~ 0 ~ 3  WATER m m  PXTFSSIONS CUlCCW 6Ol.940 0 
94CSM1 REPLACE ACCulTOR M113195 MI14195 481,640 4Y.070 
94'3433 SITE ACQUISITION 091~195 12121195 IY,M3 l53.290 
9 5 w 6 4  PILTERMEDLA 07115195 OU01195 94,764 43.903 
95CS62 METERUPGRADES lu31195 MI28195 19,186 13 .W 
95CS359 FEZHYDRANTS 12131195 1zn1195 5.357 2 , u 6  

TaW Water 2.965.029 8 n , m  
RA COLLECnONLWES i i n 1 1 9 ~  I2r31195 m.000 355,W Id) 

94'3433 SIl'R ACQUISITION 091W95 11121195 2m.561 259289 

95c4)a S E m m M L M E S  11130195 lYfll95 80,359 833268 
T W  Wut.r.1.r M A 9 8  

95CS65 LIFT STATION UPGFADES IW3(U95 12nll95 110.657 149.565 

L B ~ I H B I C H I S  
9 5 c a t 4  m o l l ~ p  nunoma dr PAD Mr30195 M 01 95 1.786 1.112 - Tml  u.dEdihb Wun 

MI30195 05124l9s 4.073 



Southern States Utilities, Inc. - South Region 
1995 Filed and Actual FPSC Plant in Service Additions (w/o General Plant) 

As of December 31,1995 

MARC0 ISLAND 
1212919J MIlJ195 4.1W.919 5.863.100 94CS056 COLLIER CONDEMNATION 
O5R2195 (RiZ8I95 211.891 282,913 94tsoI.l 110 WTP ~ P R O V E M E N T S  

95C5386 METERING PLIMps\L?€ DRIVERS WIOII95 10102195 40,894 40,296 
WIIJI9J 1111119J 4Wbl 42,891 9 S C U U  

9 J W 8 2  I NEW WELL PUMP k MOTOR 01101195 0511lI9J 16,667 16.361 
95CS38I THICKENED SLUDGE PUMPS an0195 M R I ~  I4,UO I5,QlS 

m12819J M117195 5,310 5.701 
S,U%28d 6,266,342 

9JCS710 A C Q W E R  STORAGE RECOVERY l2IIJI9J ~ 3 . 2 6 9  0 

I WET WELL PUMP & MOTOR 

9 ~ ~ 7 8  c m o m  SCALE 

9 J W b l  EMuLOfNff GFNERATOR mi01195 0112719J 35.227 34,075 
9 5 W S l  LE? STATION CNIRL PANEL5 ~ i o m  iiimisi 28.870 n , n o  

9 5 W 7 9  L F I  STATION TELEMETU(MO 0210119J IY26195 5,953 J,5U 
9 J W 1 6  ULTRASONICFWW h m E R  mio119~ 1zimi95 4,262 1,893 
9 5 W 7 2  CL2 C W R T  RECOEDER G9i0119J I2107195 2.J11 2,544 
95CS311 PH CONTROLLER 0110119J W12195 2.m 1,944 

9 J W 6 1  INCQJMSE IN-PIANT REUSE WQ1195 (RR919J 1.191 1,mo 

Tow W.k. - 
9 5 W 8 0  LAO PUMP FOR IS 16 k x6C 0710719J L2107195 12,619 6,107 

9 J W l O  MCR. CAPCITY U S Y  k 4A 02101195 Mll419J I,WJ 1,949 

m c o  SHORES 
9JCSl13 LEAD AND C0PPE.R COKTROL 

Told w.t.r 
95CSSl  WASHWATERBOOSTER 

1,973 0 (.I E.Wd - 
1,W3 0 

01101195 C912919J m3 ni 

SOUIHRKGION PlANT 
9 J C n l J  NEW MFTEWCHANGE OUT PRO IY31195 lUl9195 m.m4 113,188 
9JcJ213 WATER SERV1Cf.S 1213W9J 1Ul919J __ 136fY 56.453 

Tow Wltrr 362.lJ7 
9JCSZIZ S E W  SERVICES 12131195 12/29/95 ~ I 

Total 1995 P h t  IhSelvicc Additions - As Filed in MFR's 12.195244 11,431.150 

-ii%%P Lus: NobFPSC Phis Project AUoertion Adjustments 
Total Per MFR's 



Year 
1 9 9 2  

1 9 9 3  

1 9 9 4  

1 9 9 5  

TOTALS 

EXHIBIT ( r n - 7 )  

PAGE i or i 

PLANT IN SERVICE ADDITIONS 

Actual Budset Variance 
$ 6 , 7 2 4 , 1 0 6  $ 5 , 4 2 9 , 0 9 2  $ 1 , 2 9 5 , 0 1 4  

1 7 , 2 2 1 , 4 3 0  1 4 , 1 3 5 , 2 6 6  3 , 0 8 6 , 1 6 4  

3 2 , 0 5 6 , 9 5 1  3 1 , 6 4 1 , 9 3 7  4 1 5 , 0 1 4  

$ 2 2 , 9 3 3 , 5 4 8  $ 2 4 , 5 0 8 , 8 2 5  $ ( 1 , 5 7 5 , 2 7 7 )  

$ 7 8 , 9 3 8 , 0 3 5  $ 7 5 , 7 1 5 , 1 2 0  $ 3 , 2 2 0 , 9 1 5  

Cumulative variance of actual to budgeted plant in 
service 1 9 9 2  through 1995: 4 . 2 5 %  



Southern States Utilities, Inc. 
Plant In Service Projects Filed In Service in 1995 But Delayed Until 1996 

As of February 29,1996 

Fmjm k FTo~KI Dew"p6un 

(.mu - Y, EXHIBIT 

PAGE I OF I -_ 

InSemre  Dale 1nsen,cr Amount I 
Filed I % S & d  d e  1 A m a l  I fild ACl"d 

Page 1 o l 1  

CARLTON V U G E  
94CC017 HYDRO TANK & NEW WELL 08/15/95 02/12/96 0 

ViU 

DEEP CREEK 
95CS701 N L N E  BOOSTER PLRlP I ?  18191 08Q1.96 15.945 0 

Tad Deep CrePk ~ Water 48.945 0 

DELTONA LAKES 
93CN660 WELLINGTON WTP EXPANSION 10/IU95 01/29/96 02/16/96 1,365,786 1,380,372 
93CN661 AGATWSAXON WTP MPRV 09/14/95 (1206196 284.813 0 
93CN6.59 SAGAMORE DRWTP DlST SYS 12/12/95 01/16/96 232.790 0 

Total water 1,883.450 1,380,312 
94CN341 DHCC - EF€ DlSP IMPROVE 05/26/95 330.625 0 

MARC0 ISUWD 

POINT O'WOODS 
94CWC62 

SILVER LAKE EST.IW. SHORES 
94CC032 WTP & DlST. IMPROVEMEKT 11109.95 QlR9.96 01C9196 862.100 1.002.148 

To(pl s i l w  w. Shores - water 

TROPICAL PARK 
9402034 HYDRO TANK REPLACEMENT 05/06/96 . .  46,718 0 

UNIVERSITY SHORES 
9SCC724 LEAD AND COPPER CONTROL l l l l 5195  02,12,96 40.2Sl 0 

T d  vnine Sham - Warn (0.251 0 

WOOTEN . . ~ 

93CN053 WTP IMPROVEMENTS 0 

* Trial completed. Judge's ruling pending. 



EXHIBIT L.JDd-,q) 

PAGE. / OF- / 

Southern States Utilities, Inc. 
New FPSC Projects Added and Completed During the Year - Plant In Service Additions 
As of December 31,1995 

*D,IfI,vlsm TlVE 
9JCA910 AUTOMATED MAPPMO 12l29I95 

B U C O N  HRLT 
92CN303 WWTP OUTFALL 17120195 

DELTONA LAKES 
95CC742 FORCE MAIN llpoRADE 08116195 

MARC0 I S U N D  
95CS130 INJECTION WELL HYDRO TANK 10/10195 
95CS139 RAW WATER u r n  w u c R q s i  IOI1119J 
95-747 WELL REMEDUTIOK 12113195 

PINE RlDCE 
9 4 c w m 6  Bwrm STATION m107195 

SALTSPRINGS 
93CWl33 FDOT S.R. 19 UTILITY Q€LO 09/14195 

TOTAL PROJECTS ADDED AND COMpL€TW W 1993 

899.&16 

302,949 

49,219 

2 5 . U  
ZA0.114 

39,291 

16,829 

4 



Year Projert Description Plant In Regulatory Mandate 
Service 



Year 

BLOWER & MOTORS 

Pmject Description Plant In Regulatory Mandate 
Service 
Amount 

2 



Year 

I 1 I I Amount 1 
F’mjwt Description Plant In Regulatory Mandate 

Sewice 

3 



Year Project Description Plant I" Regulatory Mandate 
Service 
Amount 

4 

160,436.48 17410.550 

715.36 17.600.400 
13,201.93 17.61 0.550 

5.771.48 17-600.41 0 
271.86 17.600.440 

1993 91CC022 EFFLUENT DISPOSAL SYSTEM 

1993 92CC353 PROVIDE EMERGENCY POWER CAPABILITY 
1994 91CCO22 EFFLUENT DISPOSAL SYSTEM 

1994 88CC005 SANDFILTERS 
1994 92CC026 CHLQRINE SCALES (SINGLE) 

IMPROVEMENTS 

IMPROVEMENTS 

Subtotal 180,397.11 



Year Project 

1 I I I Amount I 
Description Plant In Regulatory Mandate 

Service 

SFWMD 40E-2. 25-30 26: 
I. 
I, 

SFWMD 40E-2. 25-30.26: 

I - Wastewater 
EXPANSION - SEWER 

17Wl.41I 
17604.1 30.400.50I 

17.610.84I .- ”... .^^ .^^-^^ 

CALES (SINGLE) 
UIETER RETROFIT 
IUBSIR PMP/EJ!iTX 

5 



Year 

6 

Roject Description Plant In Regulatory Mandate 
Service 
Amount 



Year 

7 

Project Description Plant In Regulatory Mandate 
Service 
Amount 



Year 

I Amount 

Project Description Plant In Regulatory Mandate 
Service 

1995 
1995 
1995 
1995 
1996 
19% 
1996 

8 

95C0211 LD WATER METER RETROFIT 8.843.00 62-555.320(6)\'(8). SFWMD 40E-2. 25-30.262.263.264 
95CS378 CHLORINESCALB 5.309.63 62-555.320(5) 
95CC331 CHLORINATR/BSTR PMP/EJ!ZIR 676.00 62-555.320(5)a 
95C0101 METER TESTnNSTALL EQUIP 208.00 62-555.320(6)\*(8). SFWMD 40E-2. 25-30,262,263,264 
96R0047 TRANSMIlTER & ANNUBARS 35,700.00 62.555.350111 
96R0044 WELL PUMPS AND MOTORS 16,664.00 62-555.35011 I 
96ROOS7 LARGE METER RETROFIT 12,357.00 62-555.320(6)\*(8). SFWMD 40E-2. 25-30.262.263,264 

Q,htnt*l L nAC C29 1 A 

-- 
I T  



Year 

' Actual cosls of projects projected in docket #920655-WS. 

Pmject Description Plant In Regulatory Mandate 
Service 
Amount 

9 



Year Project Description Plant In 
Service 
Amount 

Regulatoly Mandate 

1994 193CS480 IS7RIP CHART RECORDER 1 TURBIDITY 

IO 

4.964.581 I 7  550.560 

1994 

1994 
1994 

REGULATORS 
93CS.521 E.Q. PIPING &EQUIPMENT 176,385.73 17-600.740, \*410(8) 

93CS234 AUTO SWITCHOVER VACUUM 1.296.10 17-610.460.463 
92CS523 REPIPE SLUDGE LINES & WWTP 1.3 19.71 17 .6oo .410~  



Year 

C.O. -Consent Order 
Char. Co. Agmt. - Charlotte County Agreement 
DO -Domestic Operating 
DT - Domestic Temporary 
FS - Florida Statutes 
NNC - Notice of Non-Compliance 
MKWMD - Northwest Florida Water Management Dislrict 
OGC - Ofice of General Counsel 
SFWMD - South Florida Water Management District 
SJRWMD - St. Johns River Water Management District 
SWFWMD ~ Southwest Florida Water Management District 
TOP -Temporary Domestic Operating 
WL - Warning Letter 

Roject Description Plant In Regulatory Mandate 
Service 
Amount 



SOUTHERN STATES UTILITIES, INC. 
PLANT ADDITIONS & REGULATORY REQUIREMENT(S) 

West Region 

Year Project Description Plant In Regulatory Mandale 
Service 
Amount 



Year 

2 

h j e d  k r i p t i o n  Plant In Regulatory Mandate 
service 
Amount 



Year 

I 
1994 191CW367 IFLOW METER I 3.478.121 17.601.300 

Projeft Description Plant In Regulatov Mandate 
Service 

Amount 

I I pubtotal I 501,144.741 I 

3 



Year Roject Description Plant In 
Servicc 

I), SWFWMD 40D-2. 25-30.26; 
62-55! 

Regulatory Mandate 

ubtotal 
&on Oaks - Water . .. "--"... _-.- 

185.1 
331.1 

" ̂.-I 

62-555.320(6)\*(8), SWFWMD 40D-2, 25-30,262,263,264 
1, bWtWMV 4UU-L. L3-3U.LO 

lYY4 I Y L L W I U Y  ~ U l r m N  1 

4 



Year 

C WATER METER RETROFIT 
'HLORINAlR/ETR PMP/WFIR .- .-. . . -. . 

F'rujwt Description Plant In Regulatory Mandate 
Service 
Amount 

Oak Forest - Water 

'l!=sl/INSlAL.L OOUlP 
304.00 
544.00 

218.00 62-555.320(6)\*(8). SWFWMD 40D-2. 25-30.262.263.264 

5.00 62-555.320@N*f8). SWFWMD 40D-2. 25-30.262.263.264 
17.00 62-555.320(5)a 

IYYJ YJLULII k WAICKMClBKKBlKUrll 3J4.W O L - J J J  JLU(OJ\ (01, 3 V V r v v M U  4uv-L. LJ-JU LOL.LOJ.LO4 

1995 9SCO101 METER TESTIINSTALL EQUIP 8 00 62-555.320(6)\'(8), SWFWMD 40D-2, 25-30 262,263,264 
19% 96R0057 LARGEMETFRRETROF'IT 494.00 - 62-555 320(6)\'(8). SWFWMD 40D-2. 25-30 262,263,264 - 

1995 9SCC331 CHLORINAWBSIR PMP/EJETR 21 00 62-555 320(5)a 

c 

1995 
19% 

Pine Riape - Water 
ELL #4 

9sco101 N _. I 
-0057 L -. I 

- 
suowal Lw,oul . lo~ 

883.00 

* n..l- * L  

17655.315.320,351 
^^ -- - -- ̂ ^ ^ ^ ^ ^ ^ ^  ̂ ^ 

1- "I'IINSTALL EQUIP 
ARGE MFlXR RETROF'IT . .  

24.001 62-555.320(6)\'(8). SWFWMD 40D-2, 25-30.262.263.26l 
1.416.001 62-555.320(6)\'(8), SWFWMD 40D-2, 25-30.262.263,261 

-,, ,̂ . .,I 

5 



Year Fnject Description Plant In Regulatoly Mandate 
Service 
Amount 1 

Point 0' Woods - Water _. 
_. 17.550.320 E C.O. 92.1613 

62-551.500 
W A I E K M h l C K K C l K U P l l  -. 3~4.w 62-555.320(6)\'(8). SWFWMD 40D-2. 25-30.262.263,264 

_. 

I 

- 
E 
iCW7IS ...̂ .̂. 

'I" IRON FlLTERS 
EAD AND COPPER CONTROL 

HLDRINATRIBSTR PMP/UETR 
ETER T E S T f l N S T W  EQUIP 
M G E  METER RETROFIT 

12.001 62-555.320(6)\'(8). SWFWMD 40D-2. 25-30.262.263.264 
732.001 62-555.320(6)\'(8). SWFWMD 400-2. 25-30.262.263.264 

It 0' woods -wastewater 
U? STATION CONTROL PANEL ".- .. ,....̂ ..... .... ....̂ 6,957.39 17~604.130.400.500 

- 103,310.30 62-610.462. 464 110,267.69 t RmenonVRolling Green - Water 
1993 189CWO18 ICONSTRUCT PLANT 
, M A  Inlr..,.)l.. I,-.., -n..,r nnnr-" ".I.." 

-. 
_. Citrus Co. Ord. 86.10.17.555.315.320.350111 

1-n- I*C.WJO, C . ~ L . U N I Y ~  D U U J I ~  ruMr 070.0,  17.555.320141151 
1995 95C0211 U __ 62-555.320(6)\'(8). SWFWMD 40D-2. 25-30.262.263.264 
1995 95CC331 CI _ _  62-555.320(5)a 
1995 95C0101 Mcrcn ~ w r r u ~ ~ ~ n ~ ~ c y u i r  .,.w 62-555.320(6)\'(8), SWFWMD 40D-2, 25-30 262,263,264 

_ _  m 62-555.320(6)\'(8). SWFWMD 40D-2. 25-30.262.263.264 
m- 

183.00 3 3 WATER METER RETROFIT 
HLQRINATRIBSTR PMPMETR 
_*" -C."n.l-.. 1 r n , i , n  

256.1 
24,246.! -t V,l  

I I 
I I 

3.001 62-555 320(6)\'(6), SWFWMD 40D-2, 25-30 262,263,264 
1996 196R0057 /LARGE METER RETROFIT I 4.001 62-555.320(6)\'(8). SWFWMD 40D-2. 25-30 262 263.264 

seaboard - Water 
1994 94CW219 WTPTANK 52,616.52 17-555.35011) 
1995 95C0211 LG WATER METER RETROFIT 3,921.00 62-555.320(6)\'(8), SWFWMD 40D-2, 25-30.262.263.264 

62-555.320(5)a 1995 95CC331 CHLORINATRlBSTR PMP/FJETR 300.00 
1995 95C0101 METER TESTnNSTALL EQUlP 92.00 62-555.320(6)\*(6). SWFWMD 40D-2, 25-30,262,263,264 
1996 96R0057 LARGEMETERRETROFIT 5,479.00 62-555.320(6)\*(6), SWFWMD 40D-2, 25-30,262,263,264 

Subtotal 62,408.52 

6 



Year Rojeft Description Plant In 
Service 

I , , ___. . , -, - _ _  . . . - . 
1994 193CW439 IREBUILD SPRAY FIELD FLOW METER I 858.701 17.601.300.610.320. NPDES Permit FL0041220 
1994 193CW366 IFORCE MAIN REMCAllON 630.351 FS 331.403 

Regulatory Mandate 

I I 1,744,950.431 

I I ISubtotal I 464.001 I 

7 



Year Rojest Description Plant In 
Service 
Amount 

~ 

Spring Hill - Water 
1593 
1593 19322777 WATERSERVICES 
1994 194CW064 US 19 FDOT UnLlTY REU)CATIONS 

I R I  
I PI 

193CW506 a O W  METERS FOR WELL # 26, # 27, # 28 

_ _  

Regulatoly Mandate 

?BUILD 3 ONAN GENERATORS 
JMP & WELL REBUILD #6 
JLORINE ALARMS 

17,863.4 
4,734.6 

6.132.3 
6,062.5 
4,416.1 

17.555.320161 
FDEP Inspection lettor 101193. 17-555.320.350111 

17.555.320151i 
.7 ccc .I-,"lCI 

m 
I 
I 

-% 

0 n 

8 I 



Year 

9 

l'mjeet Description Plant In Regulatory Mandate 
Service 
Amount 



Year 

10 

Project Description Plant In Regulatory Mandate 
Service 



Year Rojeet Description Plant In Regulatoly Mandate 
Service 

F\Engineer\SBUD~d~\does\l53-W.doc (Rev.3/19/96) 

Sunny Hills - Wastewater 
1994 189CWo6J INSTALL IRRIGATION EFFLUENT PUMP 

I ISubtotal 
I 

1,200.60 17.610.320 
1,200.60 
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EXHISIT (WCG - + a 

PAGE I OF a 
Southern States Utilities, Inc. - West Region 
1995 Filed and Actual FPSC Plant in Service Additions (wlo General Plant) 
As of December 31,1995 

h M I  RojedDezliption 
In&& Dab I.  In&& Amount 

F M  Ahld I F M  Actual 

CRYST4.C R I W R  
93cwU7 WPIhfPROVEMWT 

.U4RlON OAKS 
19,643 4,399 

TOW W s t u  19.643 4,399 
93CW256 W P  WPANSION 0711919s 07Mm 559,609 524.942 

95cw389 HYDRANTS 10131195 ' 11/28/95 

95CW388 RETURN SLUDGE PUMP m 1 3 m  02108195 3.572 2,115 
TOW W u t s x i t u  563.181 527 017 

OAK FORBST 

93CW652 UTPUPGRADE 08103195 07127195 125,591 143 379 

PALMTBRRACB 
Erpsnld 1,973 0 (4 

TOW Water 1.973 0 
a(/01195 12101195 3,929 3.660 

-516 MONlTORlNQ WELLS GZR8195 I2129194 2.171 2.120 

95CW715 LEAD AND COPPER CONTROL 

95CW401 L P T  STATION CWEU PANEL 

TOW Wastewder 

PINB RUXR 
95cw4M 

WIh'TO'WOODS 

I3prn.d 1,973 0 (a) 95CW718 LFAD AND COPPER CONTROL 

TOW Wsbr 1,973 0 
9-062 WWl'PIMpROVEhEwrS 07119195 im.310 0 

SOOUTAPORIY 
MI10195 mi29195 33,220 13,342 9-502 HOLDING porn LININQ 

95CW415 CHAINLINKFENCE mi31195 08123195 2 916 2 333 

SUGAR M U  WOODS 
CIOSCUd 2,U7 0 

1,8S7 0 
w114195 12/05/95 875.038 846,717 (b) 

95CW430 DUAL I5MCL2 SCALESQ) 

93CWU5 W P  WROVEh4ENTS 
Tdd W&I 

. . . .  . . 

SUNh7HIU.S 
95CW432 UPOiV.DE LET STATION HA 



PAGE a OF 3 Southern States Utilities, Inc. - West Region 
1995 Filed and Actual FPSC Plant in Service Additions (w/o General Plant) 

As of December 31,1995 

WBSFRBGIONPLANT 
95CW726 LINE EXTENSIONS - WATER 12/15/95 12/29/95 894,540 433,479 
~ 5 ~ ~ 2 2 0  NBW MEIRRSICHANGB OUT m a  1?J31/95 12129195 m , n 5  151,332 
95CW219 WATER SERVICES 12/31/95 32/29/95 154.765 53,261 

TOW Wslor 1,227,880 638.071 
95CW7ZJ LINE EXTWSIONS ~ .... - SEWZR 12/15/95' 12/29/95 26,310 0 .  

TOW wutcv.ter 26,310 0 

ZEPHl'R SHORBS 
93cw663 

Total 1995 Plant InServicc Additions - As Filed in MFR's 3 , m , a w  z.2a3.m 
Less: Non-FPSC Plants Project A U d o n  Adjustments 

Total Per MFR's 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Application for a rate 
increase for Orange-Osceola 
Utilities, Inc. in Osceola County, 
and in Bradford, Brevard, Charlotte, 
Citrus, Clay, Collier, Duval, 
Highlands, Lake, Lee, Marion, 
Martin, Nassau, Orange, Osceola, 
Pasco, Putnam, Seminole, St. Johns, 
St. Lucie, Volusia, and Washington 
Counties by Southern States 
Utilities, Inc. 

Docket No. 950495-WS 

dross Examination Exhibit dtd 
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BUDGET INTRA-COMPANY CORRESPONDENCE 

Date: April 9, 1996 

To: Distribution 

From: Budget Department 

Re: Capital Budget Report - March 1996 

Attached is the Capital Pidget Report for the reporting period ending March 3 1, 1996. Th;- 
report reflects the direct and total pending for 1996. 

Reminder: Ifyour project is completed but not noted as such in this report, please fill-out a 
in-service completionketirement form andforward to the Budget depariinent or contact Ron 
Smith at ext. 447. Thanks. 

cc: 
Eric Teitiinen 
Bruce Pastor 
Frank Sandenon 
Rodney Henderson 

Dave Denny 
Ginger Clark 

John Losch 
Mel Fisher 
Scott Vierima 
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Sovfhcrn Stares Urifiries, Inc.  C W u l  Budgel Terminology 

Reporting Terminology 

Original Budget - The J m u p  1 approved and published original capital budgei. for the current budget year. 

Current Authorization - The original budget plus or minus any budget revision, additions, or cancellation 
approved by way of an E c a ~  or Rcar for the current budget year. 

Actual - The year-to-date charges to capital projects that have been paid or accrued through the reponing 
period. 

Total Project Budget - The total project budget for a capital project which includes any prior year charges, 
plus the current year budget'authorization. and after years estimates, including overhead allocation and afudc 
charges. 

Total Project Actual - This amount reflects all charges to a project which includes prior year e.xpenditures, 
overhead allocatioh and afudc charges. 

.. . ... 

Ofher Terminology 

In-Semce Date: 
Scheduled - The estimated date that 2 project will be placed in-senice 

Actual - The date at which a project is placed into service, but minor work is remaining before it can 
be classified 2.s totally completed. Some of the larger Engineering projects are segregated into phases; 
at M e r e n t  s a g e s  ponions of a project will go into service resulting in a project being panjally in- 
service. 

* 

Capital Authorization Request (CAR) - The form used for authorizing budgeted capital expenditures in the 
original capivd budget. 

Emergency Capital Authorization Request (Ecar) - The form used for authorizing capital expenditures for 
unanticipated emergencies that were not originally budgeted. 

Revised Capital Authorization Request (Rcar) - The form used for authorizing revisions to capital projects 
due to unforeseen budget deviations. Esamples of these deviations include a significant change in a project's 
estimated in-senice or completion date or a 10% over or under budget variance. These forms are also used to 
carry projects over into the upcoming budget y w .  

In-SenicdCompletion Report  USCR) - The form used to record a capital project that is in-service and/or 
completed. This form is also used to record asset retirements and transfers. 

P re l iminaT  Sun'ey 8: Investigation (PSI) - The form used for authorizing a study, master plan, 
investigation, prior to authorization of a capital expenditures. 

Renewal and Replacement - Unallocated budget funds that are later allocated to unanticipated emergency 
projects. budget re>isions or unbudgeted project carryovers that occur during the budget year. 



~b 

’ .  * 
Sourhern Sfales Utilities, Inc. Cupifal Bud@ Terminoiogy 

Reason o r  Priority - Five pre-defined reasons why a project is being initiated and considered a prudent 
investment. These reasons. wtuch are required on all capital authorization request forms, are used to prioritize 
capital expenditures. The reason classifications are as follows: 

- projects initiated to correct conditions that may directly or indirectly place 1. 
employees, customers or citizens at risk of injury. 

2 R e n l a t o n  Mandate ~ project initiated to comply with standards set be governmental 
agencies that oversee plant operations in order to ensue  the protection of public safety, 
health and welfare in addition to the conservation and preservation of water resources. 

3.  Oualiw of Senice -projects initiated 10 ensure quality service to the customers we serve. 

4.  
communities we serve. 

Grou.th - project initiated to meet the future water and wastewater demands of the 

5. General Imvrovement ~ projects initiated to enhance operational efficiency. 

Division -Refers to the capital expenditure type. Division classifcation types are as follows: 
Water, Sewer, Water and Sewer, General Plant and Gas. 



- I 
I Y 6  

hlON'I ' I I I~,Y CAI'l'l'!,- VARIAN( 

rcr t  C ~ p i t ; i l  lhiilgct Sclicilulc 
of M;ircli 31, 1796 

CUlICllt Y-'PI) V;iri;incc 
Ikli :I rt iricii t l l lcgi i in Aiill inriz:ilioii Ovcr/(Uiidcr) 

'Total ht l in i i i i r l rat iou 597,573 72,116 (527,457 
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10,275,421 

l,522,388 

525,537 
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580,309 
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13,861,955 
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.S/LVZR lAJ3T.T ESlilTG 
9 4 c c o ~ z  - WTP a DIST. IMPROVEMENT B PASTER 5w 

TROPICAL PARI' 
93CC038 - DISTRIBUTION SYSTEM UPGRD B PASTER 
94CC034. HYRO TANK REPLACEMENT B PASTER 

lJNtEI7'Y SIIflNlS 
95CC724 - LEAD AND COPPER CONTROL 8 PASTER 

Il'GfJDMERE 
96CN714 - WWTP REPLACEIEXPANSIDN B PASTER 

250 
56.866 

39.070 

160,775 

ICWTEN 
93CN053 - WTP IMPROVEMENTS B PASTER 7.509 

169 

19,795 

40.787 
857 

736 

-2.247 

0 35.824 24.188 

100.577 2.4% 5/6/96 

976,528 1,002,148 1/22/96 1/29/96 

1/29/96 1/10/96 401.648 318.504 

92.894 16,422 5/6/96 

57,718 5,856 2/12/96 

1.743.718 39,932 1011 397  

1W11196 

TOTAL CENTIUL IIEGION 

Page 301 13 



Region: SOUTtl 

MJRNTS"'I2E 
(1565731 ~ RO WTP IMPRV. PHASE 111 J LOSCH 

DE@ CREEK 
85CS704. INTERCONNECTKHARLOTTE J LOSCH 

LEIiiEtI 
94CSO52. SEWAGE SYS IMPROVEMENTS 3 LOSCH 

MARC0 IsL1wo 
95CS710. AQUlrER STORAGE d RECOVER J LOSCH 
95CS711. RAW WATER COLLECTION SYS J LOSCH 
SSCS712. NEW RO WELLS (5) J LOSCH 
95cS732. RO WTP ~ 1.0 MGD EXPAN. J LOSCH 
96CS7W. MEMBRAME REPLACEMENT J LOSCH 

533.131 19.847 803.593 103.542 ma 

56.557 4.226 84,439 

45.950 566,973 

15,103 8/21/96 

242.01 I a8196 

554.378 10/21/96 1379.315 553,565 -17.609 
277,909 l f 6 . W  1.005.403 7g1.300 4/f/96 
753,688 202.458 1.520.867 763.943 4ns19b 
517.747 436,231 1,500,946 1.%?9,171 5 / 1 W  

m,m 0 410,202 0 1 o m  

3,276,599 no8,osi 



I ’ rojrcl  N 1)riciipIlun 

95CW750. INTERCONNECT WI CITRUS 
APAQIE S l l O ~  

CITRUS SPNNGS 
95CW734 - 0 5 GSTfWlGH SERV PUMP 
95CW738 - WTP $2 -HYDRO TANK 

CRYST-U NER 
93CW247 - WTP IMPROVEMENTS 

GIBSONI~I E I A T K S  
92CWOlO ~ AUXILIARY POWER 

IMRlON OAKS 
95CW746 - WATER SUPPLY WELL NO 5A 

POIN? OIMODS 
94CWa67 - WWTP IMPROVEMENTS 

94CW464. DRIVE WIDENING 
94CW476 - CLASS I MODIFICATIONS 
95CW720 - REUSE TO TIMBER PINES 
95CW735 - 1 0 MG GSTfiIIGH SERV PUMP 
95cw737 -WELLS nm a 31 
96CW711- COUNN LINE WATER MAIN 

SUGd R MILL IIOOLX 
93CW255 - WWTP IMPROVEMENTS 
95CW736 - 0.5 MG GST/HIGH SERV PUMP 

IVEST~GlONP/ANf 
96CW712. LINE EXTENSIONS - SEWER 
96CW713. LINE EXTENSIONS - WATER 

Zf(IYR SHORES 
93CW663 - WWTP SITE IMPROVEMENTS 

D GOUCHER 
B GOUCHER 

B GOUCHER 

B GOUCHER 

D GOUCHER 

B GOUCliER 

8 GOUCHER 
B GOUCHER 
8 GOUCHER 
B GOUCHER 
8 GOUCHER 
B GOUCHER 

8 GOUCHER 
B GOUCHER 

D GOUCHER 
8 GOUCHER 

8 GOUCHER 

538.137 
55,W 

2.000 

23.263 

212.698 

500 

3,021 
1,545,566 

693,Wg 
4.620 

459,402 
138.200 

3D.W 
-,ma 

1o .m 

0 

4,622 
377 

27 

1.788 

591 

0 

-5,483 
2,564 

282.924 
4,362 
5,112 
20 

4.282 
4,533 

40 
49,365 

-153 

41.134 

763.823 
105,189 

49,267 

63.656 

337,646 

. 110,842 

1 10,080 
4.063.438 
1,764,356 
1,133,464 

661243 
189,288 

877,571 
973,103 

40,245 
402.450 

19.306 

0 

33.598 
30,712 

46,627 

35.268 

3,229 

110.11 1 

97,598 
2113.214 
500,206 
65,115 
55,682 

27 

852,461 
82.697 

40 
66,223 

5.551 

1 W14196 

1 W10/96 
5/20/96 

1218195 1215195 

2/26/96 

1W14ffi 

1/15/96 1/23/96 

12/28/95 
2/21/97 
3/28/97 
7/1&m7 
8/12/96 

12/15/96 

1 2 m 5  
1M)/96 

12/15/95 
12/15/96 

5131i96 

6 



1'196 Diiri l  Spencliag 

0PEMTlON.S AB4lN 
96C0155- BACKFLOW DEVICES D DENNY 
8660156 - HANORAIL BLANKET 0 DENNY 
96C0157. RENEWAL& REPIACEMENT E TEITTINEN 
SEGO158 - SERVICES BUINKET 0 DENNY 
WCOlSS. METER BIANKET E TEITTINEN 

In-Sitrvlec I)nlm Told Projcel Spending 

D DENNY 
D DENNY WC0186 - LG WATER METERS RETROFIT 

'TOTAL ADi%liNI5TlLll IVY. 

35.m 0 42.224 0 1Wli96 
63,7M, 0 76,848 0 l l l ly96 

283,750 0 342,325 0 12/1196 
425,000 39.841 512.720 4.064 1 ti30196 
534.930 67,085 645.340 80.931 1 1 m  

12.m 170 
168,030 11.437 202.675 13,797 1 1 m  

14.477 205 IlTJoIpG 

. 



96CN102. US UPGRADE (2) 
96CN103 - CIARIFER REHAB 

96CN104 -COLLECTION IMPROVEMENTS 

DMCON l///LS 
96CC224. U S  PUMPS (2) 

96CN105 - MANHOLE REFURDISIIMENT 

96CN106. REFURBISH HYDRO TANK 

96CN213 - REFURBISH GRAVITY MAIN 

8EEC//ER'.S POINT 
9GCN107 -REBUILD LIFT STATIONS 

DUEN/I!CNIUM 1Ah'ITS 
96CC203 - REFURQISH WELL PUMP 111 
96CC210 - PUMP INSTALLATION 

CENTR/I/, MGION PIANT 
96CC113 - HYDRANTS 

96CC114 -ELECTRICAL CONNECTIONS 
96CC115. CHLORINATION EQUIPMENT 
96CC116. WATER MAIN EXTENSIONS 

96CC218 - GAS MONITOR 

96CN153. HIGH SERVICE PUMPS 

96CN154. REFURDlSll WELL PUMPS 

C//llLUOTA 
9GCC117. HlG1.l SERVICE PUMP 
96CCl18-WELLPUMP 
96CC119-HYDRO TANK 

J WRIGHT 

J WRIGHT 

J WRIGHT 

J WRIGHT 

G MANNING 

D HOLCOMD 
D HOLCOMB 

G. MANNING 

P THOMPSON 

G TURNER 
M JOIHNSON 

F BRUCE 

D DENNY 
B HEATH 
D. DEBACA 
D SWEAT 

I< KERLIN 

K KERLIN 

K BURGESS 
K QURGESS 
KBURGESS 

20,000 

35,000 
60,000 
60.000 

1.704 

20,000 

50,000 

14.513 

20.000 

2,314 
1.798 

3.000 

3,990 
10.000 
14,000 
2,595 

1 1.000 

1 1,000 

4.680 
15.000 
35.000 

0 24,128 

1,005 42,224 

0 72,384 

0 72,384 

0 

0 

300 

0 

0 

2,314 
1.832 

0 

797 
0 

2.864 
0 

0 

0 

0 

300 
0 

2,056 

24.128 

60.320 

17.508 

24,128 

2,792 
2.169 

3,619 
4,814 

12,064 
16,890 
3,131 

13,270 

13.270 

5.646 
18,096 
42,224 

0 

1.21 2 
0 

0 

0 

0 

362 

0 

0 

2.792 
2.210 

0 

961 

0 

3.456 
0 
0 

0 

0 
362 

0 

311195 

5/1/96 

2/1/96 

4/1/96 

311 5/96 
4/1/95 

5/1/96 

3130196 

6/1/96 

1/5/96 1/5/96 
211196 

121196 
4130196 

4/1/96 
12/11S6 
3/15/96 

113 1/96 

2/1/96 

3115196 
6/1/96 

6/1/95 

Page 7 or 13 
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95CC612-40HPWELLTURBlN MOTOR 

96CC124 - UPGRADE WELL 25AND 27 

96CC125- REPLACE ROOF (3) 

96CC126 - CL2 SCALE. COURTLAND WTP 

96CC127 - REFURBISH CHLORINATOR 

96CC128 - CHLORINE ALARMS 

96CC129 - CS UPGRADE (5) 
9GCC219- TURUlDlTYMElER 
9GCC229 - REPLACE PIPE 

tiF%W/TS CO12 
96CN130. DRIVEWAY AND CULVERT 

PAIM ronl 
96CN160 - BLOWERS AN0 MOTORS 
9GCNIGl -INSTALL MANIIOLE (3) 
96CN162- REQUILD LIFT STATIONS 

P N K A 4 A N O R  
96CN166. REBUILD LIFT STATION 

SALTSPRINGS 
9GCN168 - REPLACE LS PUMPS d PANELS 

96CN214 - QROKEN CHECKVALVE 

S / L I r n  LAKE OAKS 
96CN171 - REBUILD LIFT STATION 

sumn rl / ILL cc 
96CC179 - LS PUMPS AND RAILS 

TROPICAL PARK 
96CC228- REFURBSIH WELL PUMP 

UNIIZRSIT'I S//O/ES 
9GCC187 - HYDRO TANK REPLACEMENT 
96CC216 - FLYGT ELBOWS (2) 
96CC221 . CHEMiCAL FEED PUMP 

IKNIT/AN I l l , /AGE 
9GCC206 - LIFT S'rATlON PUMPS 

0 DEBACA 
D DEBACA 

D LOVELL 

D LOVELL 
D LOVELL 

D LOVELL 

D LOVELL 

D LOVELL 

D ILOVELL 

D LOVELL 

0 WAR0 

P THOMPSON 
P THOMPSON 
P THOMPSON 

P TIIOMPSON 

0 YOCUM 
P THOMPSON 

P THOMPSON 

D LOVELL 

M JOHNSON 

K BURGESS 
K BURGESS 
K BURGESS 

U IiEATH 

1.G31 

1,253 

1,302 

3.855 
4,269 

6,825 

7,420 
15,000 

1,400 
7.700 

6 . m  

4.000 
10,000 
15,000 

10.000 

10,600 

1,575 

10.000 

4,200 

2.756 

35.000 
1,745 
1,494 

1.6'30 

1,513 

1.186 
0 

0 

0 

0 
0 

550 
0 
0 

0 

0 
0 
0 

0 

0 
1,575 

0 

0 

0 

0 
0 

0 

1,609 

1,968 

1,512 

1,571 

4,650 

5,150 

8.234 

8.951 
18,096 

1.689 
9.289 

7.230 

4.826 
12,064 
18,096 

12.064 

12.788 
1.900 

12.064 

5.067 

3.325 

42,224 
2,105 
1.802 

2.039 

1,862 

1.431 

0 
0 

0 

0 
0 

664 
0 
0 

0 

0 
0 
0 

0 

0 

1.900 

0 

0 

0 

0 
0 
0 

2,038 

12/31 195 

12/31/95 

1/31/96 

1/31 196 
3/1/96 

1/31/96 

1/31/96 
7/1/96 

311 5/96 
3/29/96 

3/1/96 

31 1 196 
4/1/96 
3/1/96 

4/1/95 

8/1/95 
2/15/96 

5/1/95 

2128196 

3/29/96 

6/1/96 
3/31/96 
4/8/96 

U15196 3/15/96 
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96CC222 - US PUMP 1122-6 

96CS108. I S  CONrROL PANELS(2) 

96CS109. REVAMP US A22-1 

96CS110 -REVAMP US #22-2 

96CSl I 1  . WWTP IMPROVEMENTS 

96CS112 - COLLECTION SYSTEM REHAB 
96CS212 - WWTP COMPOSITE SAMPLER 
96CS230 - US PUMP 1122-6 

DEEP CREE< 
SGCS123 - 1S UPGRADES -PANELS 
9GCS227- REPLACE IlYDRANl 

/.E/IIC/I 
95CS616 - LABORATORY RENOVATION 
96CS001 -HIGH PRESSURE REG (24) 
9GCSl33- HYDRAULIC StlORlNG EQUIP 
9GCS134 - HYDRANTS 
96CS135 - REPLACE WWTP GENERATOR 
96CS209 - REPLACE US PUMPS (2) 
96CS211 -REPLACE PUMPIMOTOR 

96CS226. CHLORINE EJECTORS 

E/L/IN/ /iE/G/fTS 
96CSl36- PORTAULE GENERATOR 

R D'AIUTO 

R D'AIUTO 

R D'AIUTO 

R D'AIUTO 

R D'AIUTO 

I? D'AIUTO 
R D'AIUTO 

R D'AIUTO 

T IIENNELLY 

T HENNELLY 

G TFRNIIERG 
C. SWEAT 
T POUND 
T POUND 

8 STEPHENSON 
T POUND 
G FERNUERG 
G FERNRERG 

T VANASDALE 

1.975 

12.000 

22.410 

22.110 
25,000 
30.000 

2.440 

1,064 

14.000 
71 8 

4.900 

1,309 
10,000 

10.000 
100,000 

3.551 
2,206 

5,000 

29.000 

0 
0 

0 
0 
0 

0 
2,506 

0 

0 
0 

4.855 

0 

0 

303 
0 
0 

3,551 

1.519 

0 

2,383 
14.477 

27,035 

27,035 

30.160 

36,192 
2,944 

1.284 

16,890 
866 

5.91 1 
1,676 

12,064 
12.064 

120,640 
6,032 
4.284 
2.758 

34,986 

0 
0 

0 
0 
0 

0 
3,120 

0 

0 
0 

5,857 
0 

0 
366 

0 
0 

4.284 
1,832 

0 

2/26/96 

3/1/95 

2/29/96 

3/31/96 
3/31/96 

6/1/96 

2/15/96 3/26196 
315195 

8/1/96 
3/5/85 

12/31/95 
9130196 
6/1/96 
911 196 
4/1/96 

2/10/96 
7/19/96 
3/25/96 3/27/96 

6/30/96 

... , 
1' 



95CS619. REFURBISH PUMP # l - E O # l  
95CS626. CONSUMER PUMP 112 

96CS002 - NEW GAS SERVICES 

96CSOO3 - PROPANE TANKS 
96CS004. GAS METERS 

96CS005. REPLACE REGULArORS 
96CS137 - 6 TON FLOOR JACK 

96CS138 - PLATE COMPACTOR 
96CS139 - CONTROL PANEL US #6 
96CS140 - CONTROL PANEL U S  #22-A 

9 6 C S l 4 l  -AERATOR REPLACEMENT 
96CS142 - LS 7-8 25 HP PUMPS (2) 
96CS143. UPGRADE U S  116-A 

96CS144 - UPGRADE U S  #7 
96CS145. TRANSMITTER a ANNUBARS 
96CS201 -REPLACE PUMPSIMOTORS (2) 
96CS215 - REPLACE WATER SERVICE 
96C.5225. REFURBISH 600 HP MOTOR 

.A/,IRCO SHORES 
95CS618 - REFURBISH PUMP112-LS #MS2 

96CS146 - BACKWASH CP AND SWITCHES 
96CS147. CONTROL PANEL US #27-E 

96CS148 - RESTORE METAL TANKS 

96CS204 - PUMP 112 AT U S  #MS2 

S O U W  WGlON PlANT 
96CS172 - US UPGRADES 

7ROP/C,I/, I S U S  
96CS205. REPLACE SURGE PUMP 

IOTAl,  S O l l l l l  I<ECION 

G BOYCE 

R WElS 

C. SWEAT 

C. SWEAT 
C. SWEAT 

C. SWEAT 

M OUIGLEY 
M OUIGLEY 
G EOYCE 
G EOYCE 
G EOYCE 

G EOYCE 
G BOYCE 
G BOYCE 
R WElS 
R WElS 
M QUIGLEY 
R WElS 

G BOYCE 

R WElS 
G BOYCE 
G EOYCE 

G BOYCE 

T VANASDALE 

T VANASDALE 

1,650 

4.218 
3.000 

4,500 

6.000 
9,000 

750 
1,450 
3.250 
3.400 

10,000 
10.000 

26,700 
26,700 
30.000 
23.373 
7.940 
7.274 

690 
3,000 
3.300 

10,000 

674 

30,000 

525 

1,750 
3.879 

970 
0 

835 
0 

689 
1,373 

0 
0 
0 
0 
0 
0 

0 
0 

13.437 
7.274 

731 
0 

0 
0 

71 4 

0 

554 

1,991 

5.089 

3.619 
5,429 

7,238 
10.858 

905 

1,749 
3.921 
4.102 

12.064 
12,064 
32,211 
32.21 1 
36,192 
28,197 

9.579 
8.775 

832 
3.619 
3,981 

12,064 
813 

36,192 

633 

2.111 
4,680 

1,170 

0 
1,007 

0 
831 

1,656 
0 

0 

0 
0 
0 

0 

0 

0 

16.210 
8.776 

882 
0 

0 
0 

862 

0 

668 

12/31/95 

12/31/95 

11/1/96 

11/30/96 
10/31/96 
10/30/96 

4/30/96 2/6/96 

4130196 211 7/96 
8/1/96 
8/1/96 
711 196 
6/1/96 
9/1/96 
711 196 
5/1/96 
3/1/96 

2/29/96 
3/22/96 

12/31/95 
3/31/96 

8/1/96 
8/1/96 

2/10/96 215196 

1011 196 

2/8/96 

525,537 45.021 
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96CW121 .EGRESS SYSTEM 
96CW122 - PORTABLE GENERATOR 

96CWZZO - BACKIIOE TRAILER 

LAXE GlDSON 
96CW131 -ABANDON WELL 
96CW132-TRASH PUMP 

MARION OAKS 
96CW149 - HOIST 
96CW150. BLOWERICLARIFIER MOTOR 
96CW151 -HYDRANTS 
96CW152 - LS ELECTRICAL BOXES (5) 

P N M  1cRJucc 
96CW163- EMERGENCY REPAIR KIT 
96CW164- SCOA (MSA) 
96CW165 - US PUMP REPLACEMT (2) 

PINE RIDGE 
96CW167 - HYDRANTS 

POINT O'IVOODS 
96CW202 - DISCONNECT SWITCH 

96CW208 - STARTER COIL 

SFAIIOAM 
96CW169- REPLACE ROOF 

96CW170 - CRANE IlOlST 

SPRING ////L 
96CW173 - UPGRADE US U22A AND U22B 
96CW171. LS UPGRADE #25F 
96CW175 - UPGRADE US 11251 
96CW176 - UPGRADE US U19A 
96CW177. UPGRADE US U15A 
96CW178 - UPGRADE US U25C 

9GCW207 - PRECISION METER 

F SANDERSON 
F SANDERSON 
F SANDERSON 

F SANDERSON 

D. DEBACA 

J MACK 

0 YOCUM 
R YOCUM 
LI YOCUM 
0 YOCUM 

I< LEK11 
I7 LEACH 
R LEACH 

F SANDERSON 

F SANDERSON 

F SANDERSON 

I1 DENNY 
D DENNY 

R I.EACI1 
R LEACH 
R LEACH 
R LEACH 
R ILEACH 
R LEACH 

R LEACH 

1.555 

1,820 
28,000 

5.700 

930 
3,020 

5,440 
7.300 

13,200 
10.500 

1.590 
2.260 

13.077 

25.440 

1,200 
2.01 1 

2,920 
5.410 

5.300 

9,955 
17.667 
18.000 
22,279 
22.967 

2.067 

0 1.876 
0 2.196 
0 33.779 

0 6.876 

800 1.122 
0 3.643 

0 6.563 
6.042 8.807 

0 15,924 
0 22.318 

0 1.918 
0 2.726 
0 15,776 

0 30,691 

0 1.148 

2,011 2.426 

0 3.523 
0 6,563 

0 6.394 
0 12.010 

4.841 21,313 
4.01 1 21,715 

0 26,877 

0 27,707 
0 2,494 

0 

0 
0 
0 

965 
0 

0 

7.289 
0 

0 

0 

0 
0 

0 

0 

2.426 

0 
0 

0 
0 

5.844 
5,004 

0 
0 
0 

4/30/96 
2/28/95 

1/31 196 
311 5/96 

6/30/96 

6/ 1 196 
3/1/96 

12/1/96 
011196 

5/1/96 
5/1/96 
5/1/96 

12/1/96 

2/29/96 
2/15/96 1/5/96 

511 5/96 
4/15/95 

8/31/96 
1011 5/96 
811 5/96 

5/1/96 
811 5/96 

1 1/30/96 
2/1/96 

" 
p. .. % -  

vi., 
7 '' 

'1 



1 

I~rojrc1 I1 l ~ ~ S C , I ~ , ~ l < ~ ~ ,  

SUtiAlf h/ /U,  11'OOUS 
96CWI80. PRESSURE SUSTAINING VALVE 

96CW181 -LIFT STATION PANELS (6) 
9GCW182 - PORTAOLE GENERATOR 

96CW217- REPLACE WELL MOTOR 

9GCW223 - JET TRUCK ENGINE 

SUNNY ////,/.S 
96CW183- ECONO 2 CRANE 

96CW184. UPGRADE US #1-D 

1IT.V REGION P U N S  
96CW188-SCBA(MSA) 

ZEPIIYR SIlORES 
96CW190 - REPLACE FENCE 

96CW191 -PRESSURE VALVE 

' l O ' 1 , \ 1 , \ V l W  I l l X I O N  

l ' , < > j , C l  h l i l l l i l ~ C I  

J LEVESOUE 

J LEVESQUE 

J LEVESQUE 

J LEVESQUE 

J LLVESQUE 

H REGISTER 
I1 REGlSlER 

R LEACH 

D. DEBACA 

D. DEBACA 

6.480 0 

23.050 0 

35.000 0 

5,102 0 

2.636 0 

5.110 3.160 

25,435 0 

13.426 0 

1,000 0 
1,610 0 

358.727 21,668 

7.817 

28,773 

12,224 

6.252 

3.100 

6,563 
31.891 

16.197 

1,206 

1.978 

0 

0 

0 

0 
0 

3,812 
0 

0 

0 
0 

511 5/96 

8/31/96 

5/24/96 

3/15/96 

3/25/96 

2/1/96 

4130196 

3/8/96 

611 0196 

611 0196 
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1 

I) cl l : l l - t  l l l c l l l  

T01;d Ai l i i i i i i is t i~:~t i r i i i  

Ccil1r;il Rcgioii 
Soii lh Rcgiori 
Wcsl Rcgion 

Total Eii~!,iiicci-i~~g 

A d ~ ~ i i ~ i i s k ~ t i v c  
Ccntrnl Rcgion 
S o i i l l i  Rcgion 
Wcsl Rcgioir 

Tot:il 0pcr~:itiuns 

Gr:llirl Tot ill 

19 
X 

I K  
5s 

7 
32 
28 
2 9 
96 

157 

30 
K 

18 
56 

7 
4 6  
4 4  
3 s  

132 

194  

0 

I 
0 
0 
1 

0 
1 4  
IG 
6 

36 

37 

125 

4 5  

1976 r1:111f In-Sei-vicc 
Scllct lulcl l  Aclii:il 

6 1 

2s II 
8 0 

12 2 
45 13 

7 0 
4 4  2 
40 5 
3 4  1 

125 8 

176 22 

Rciii:i i II i ix 

5 

I ,I 
8 

10 
32  

7 
4 2 
35  
33  

117 

154 

' .  

, .-- 



Engiiiccring 5,12 I ,94 1 540,612 (5,3 X I ,  329) 
O p e r a h s  1,261,542 63,131 ( I  ,200,J 1 1,)- 

Tal:tl Rcgi i lnlory Mmilxlc 7,185,4R3 603,743 (6,581,740) 

2,480,583 801,973 (1,678,GlO) 
5 ~ 0 , 5 3 0  76,609 (503,921) 

3,061,l I D  87H,582 (2,182,533) 

585,973 

19,895 
10,000 

615,868 

14,209 
39,500 
43,547 - 
97,256 

609 
(1.2 10,792) 

(780,177) 
(1,990,351) 

57,906 

0 
51,756 

(150) 
(528,067) 

(19,895) 
(10,150) 

(558,lll) 

13,116 1,955 1,690,09 I (12,171,864) 

5 1 .HJ Yo 

J..l.l% 

1 00.00 "h 



DELTONA LIIA'l3 
95PC718 - WET WEATHER SYSTEM IMPRV 

9fiPCOO2 - SAGAMORE HIGH SVC PUMP 
BGPC003 - AGATHAISAXON ELECTRICAL 

.SUGAR A IIIJ. CC 
9GPCOO8. WTP GENERATOR 

SUNSHINE PMl?Kll'Al' 
96PCO09. GENERATOR 

SSPCOIO- PERC POND RERATE 

'TOTAL CENTIIAI. IUXION 

UWlN7's?Olll.' 
9GPSOO1 . RO WTP PHASE IV EXP STUDY 

l .~ l l lGl l  
94PSO14 - WTP EXPANSION 

95PS724. WTP STANDBY POWER 

AlAllCO ISIAND 
94PSO15- IGOACRESITE 

94PS338 - COLLIER RECLAIM H20 LINE 

95PS731 . SWTR RULE COMPLIANCE 

gGpsoo4. RO w rp  RAW WTR STUDY 

9GPSflO5 - PERC POND INVESTIGATION 

ror,\l,soui i i  IIBCION 

Glll.~ONIA ESr4lL.S 
95PW722. HWY 98 FDOT UTILITY RELO 

/AXE GILLSON 
95PW723. EFF DlSP INVESTIGATION 

AIMION OAKS 
95PW737 - COLL SYS INVESTIGATION 

SPlllNG IIILL 
9GPWflO7. WATER MAIN EXT-- US 19 

0 PASTER 

U PASTER 

0 PASTER 

0 PASTER 

B PASTER 

B PASTER 

B PASTER 

J ILOSCH 

J LOSCll 

J LOSCH 

J LOSCH 

J LOSCH 

J LOSCH 

J LOSCH 

J LOSCH 

0 GOUCHER 

B GOUCHER 

0 GOUCHER 

B GOUCHER 

15.000 0 

25,000 -1,529 

4.000 0 

8.000 0 

5,000 0 

5.000 0 

6,000 0 

68.000 -1,529 

35,000 0 

85,000 -500 
4.000 0 

170,000 7,783 
160.000 1,079 

24,000 0 
45,000 0 

65,000 0 

588.000 8,363 

3,000 179 

12.745 9.257 

8,000 27 

2.000 0 

25.745 9.463 

20,123 

85,188 

5.356 

10,732 

6.708 

6,708 
8,049 

46.953 

153.504 

5,453 

533.241 
31 2.352 

36,098 

60,368 

87,190 

4,214 

23,524 

11,020 

2.683 

0 

49,598 

0 

0 

0 

0 
0 

0 

38.806 
87 

315,628 
99,160 

3.902 
0 

0 

430 

18.945 

324 

0 

PSI I s 



EXHIBIT NO. 217 

WITNESS: GOUCHER 

DOCKET NO. 950495 - WS 

Appl i cation f o r  rate increase by 

SOUTHERN STATES UTILITIES, INC. 

BEFORE THE 
FLORIDA PUBLIC SERVICE COMMISSION 

DESCRIPTION: 

DEP construction permit for Sugarmi 1 1  Woods M P  



Florida Department of 

Environmental Protection 
Southwest District 

3804 Coconut Palm Drive 
Tampa. Florida 33619 

Ul.+i4441W 

v i i a  8. w nhrnll 
k n u r .  

PERKITTEE: P ~ l ~ I F I C A l ' I O N  
Southern states Utilities, Inc. GXS ID Ma: 4009POS400 
1000 Color Place P d t  lo: DCOS-242735 
Apopka, FL 32703 Date of Issue: 06/23/94 

Expiration Date: 04f01/95 
COuntv: citrus 

Attention: 
Hr. Rafael A. Terrero. P.E. 
Environmental Service. Manager 

~ -~ 
LatfL6nq: 28.43'05" 

82.3 0'50" 
SecfTounIRange: 28/20S/18E 
Project: sugarmill Woods 

Processor: A.D. McLaurin 
U W P  Expansion 

This permit is issued under the provisions of Chapter 403, Florida 
Statutes, and Florida Administrative Code Rule(.) 17-3, 17-4, 17-300, 
17-500 and 17-600 Series. 
authorized to perform the work or operate the facility shown on the 
application and approved drawing(s), plans, and other documents, 
attached thereto or on file with the Department and made a part 
thereof and specifically described as follows: 

The above named permittce.zs hereby 

add-tAon of a new clarifrer, dual chlorine Contact c-rs and sludge 
processing and handling system with chlorinated effluent to a 1.5 mcj 
holding pond and then to a 53.35 acre restricted access spray 
irrigation site. 

-cation: South of C.R. 480 and North of U . S .  98 in Citrus County, 
Florida 

Replaces Permit No: NfA Expired: NfA 

SPECIFIC CONDITIONS: 

1. Drawings, plans, documents or specifications submittd by the 

District Office, are made a part hereof. 

2. The zone of discharge boundary shall extend horizontally 100 fee: 
,p5 from the rite boundary or to the installation's property boundary, 

whichever is less, and vertically to the base of the shallow water 
table aquifer. (Rule 17-522.410, F.A.C.) 

,d w permittee, not attaohab hereto, but retained on file at the Southwest 
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Department of 
- Environmental Protection 

Mr. Rafael A .  Terrero, P.E., 
Manager of Environmental 
Services 

Southern States Utilities. Inc. 

March 21, 1995 

Citrus Countv 
Sugarmill wobds WWTP 
GMS I D  No. 4009P05400 

.- 

1000 Color Place 
Apopka, Florida 32703 

Modification of Conditions 
Permit No. DC09-242735 

Dear M r .  Terrero: 

The Department received your request, application 265903, for a 
modification of the permit conditions of the above cons:ruczion permi: 
originally issued on June 23, 1994. The conditions are hereby changed 
as follows: 

Cox?ieion From ZQ 

Expiration Date April 1, 1995 December 3:. 1995 

This permit modification, DC09-242735A. authorizing the above chanaes 
m u s t  be attached to your original permit and. together with any other 
preceding modification(s), becomes a 

V RDG/rkl 

c: C i r r ~ s  County public Health Unit 
Phyllis James, D I P  
Rsber: Lea=, DE? 




