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1 PROCEEDI NGS
2 MR, SUNSHI NE: Good norning. Pursuant to
3 notice, this tine and place has been set for a
4 staff rul e devel opnment workshop to take input from
5 I nterested persons -- persons on updating and
6 clarifying Rule 25-30.0371, Florida Adm nistrative
7 Code, Acquisition Adjustnents.
8 | am Dougl as Sunshine with the O fice of
9 General Counsel. Also here on behalf of staff are
10 Mark Cicchetti and Bart Fl etcher.
11 Al materials for today's workshops --
12 wor kshop are posted on the Conm ssion's website
13 under the rul e devel opnent tab.
14 Before we begin, | would Iike to noted note
15 that we have elected to have a court reporter
16 present for this workshop, and the transcript wll
17 be published once received. Additionally, the
18 video recording wll be available for view ng on
19 t he Commi ssion website by clicking the Watch Live
20 and Archived PSC Events headi ng on the hone page,
21 and then navigating to or entering a search query
22 for Undocketed WAW i ndustri es workshop on the
23 subsequent page.
24 You may contact the Comm ssion or reach out to
25 me directly if you have any difficulty finding the
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1 vi deo recordi ng of this workshop.
2 As there is a court reporter, please use a
3 m cr ophone and i ntroduce yourself before speaking
4 for the benefit of those listening to the workshop
5 on-line. Also, please be mndful not to tal k over
6 anyone as it prevents a proper transcription from
7 bei ng made.
8 At this point, does anyone have any
9 prelimnary matters -- prelimnary matters or
10 guesti ons before we begi n?
11 kay. Seeing none. Mark, | will hand it off
12 to you.
13 MR ClI CCHETTI: Good norning, everyone. W
14 certainly appreciate all of you being here this
15 norning to deal with this inportant issue,
16 particularly since you also had to deal with the
17 rain. You know, they say if it rains on your
18 weddi ng day, it's good luck. Hopefully raining on
19 the day of a acquisition adjustnment workshop nmeans
20 we are going to have a productive neeting and
21 produce a good product for the citizens of the
22 state of Florida.
23 We are going to have sone very brief staff
24 I ntroductory comments, and then what we are going
25 to do is go through, section by section, the
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1 proposed rule. And today we will start fromthe
2 left and go to the right, and also ask if anyone
3 el se would |ike to nmake sone comments, and then go
4 to the next section.
5 MR FRIEDVAN. Mark, this is Marty Friedman.
6 | have sone general -- before we go through
7 i ne-by-line specific conmments, | do have sone j ust
8 general comments about the rule | would to nmake
9 that | don't -- | think should be nmade probably
10 before we go through the rule section by section --
11 MR. ClI CCHETTI: Ckay, but --
12 MR FRIEDVAN: -- when you think is
13 appropriate to do that?
14 MR, CICCHETTI: Yeah. Let us just finish up
15 these brief introductory comments and we will do --
16 | et everyone have sone introductory comments, and
17 then we will get to the section by section.
18 MR. FRI EDMAN: Thank you.
19 MR. CI CCHETTI: Thank you, Marty.
20 The only one thing that | want to point out
21 before we get to sonething that's in this section
22 by section has to do wth the cunmul ative present
23 val ue of revenue requirenents analysis. | just
24 want to say that is just an exanple that we are
25 putting out there right now Nobody is required to
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1 use that, and | just wanted to put that out there
2 before we got to the introductory comments.
3 Bart would also like to say sonething before
4 we start.
5 MR, FLETCHER: Yes. Good norni ng.
6 Just a followup on sone of the comments at
7 the | ast general workshop, | wanted to nmake a few
8 comments prior to going over this rule.
9 | amrem nded sonmething that Dr. Jam son
10 nmentioned at the recent PURC, is, you know, that he
11 was asked to do an analysis, just do the analysis
12 and report the results. So | kind of -- |ooking at
13 sonme of the NAWC, slide 15 that was avail abl e
14 on-line, conparing the consolidation with
15 Pennsyl vania versus, | wanted to |ook at their
16 results versus Florida.
17 | f you remenber on that slide, it gave the
18 nunber of utilities in 1983 being 333 utilities,
19 and in 2022, it went down to 55. So that was a 278
20 utility reduction, or 83-and-a-half percent.
21 So | started | ooking at Florida, |ooking at
22 t he dat abase that we had going back to '83, using
23 our master comm ssion directory, and then al so
24 | ooki ng at our current count of annual reports
25 required in 2022 based on our RCE database that we
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1 have. So in '83, it was 634 utility that Florida
2 had jurisdiction over. It went down to 140 -- 14.
3 That's a 520 reduction in utilities, or 82 percent.
4 | will note that | amnot sure howit's done
5 I n Pennsyl vani a, whet her they have the sane
6 structure here where the counties are -- rescind or
7 give jurisdiction to the PSC there, but I will note
8 here, out of 67 counties, in '83 we had -- the
9 Commi ssion had jurisdiction over 30 counties. In
10 2022, it went up to 38.
11 So just | ooking at sone nore infornation based
12 on ny research of transfers that occurred after the
13 acquisition adjustnent rule becane effective
14 August 1st, 2002, to the present. There have been
15 84 transfers of an QU to a governnental utility
16 authority; 85 transfers froman IQU to another |QU;
17 30 TMODs, or transfer majority organizational
18 control; two transfers froman exenpt entity to an
19 | QU; and seven transfers fromI QU to an exenpt
20 entity.
21 Now, under the policy presently codified in 20
22 -- Rule 25-30.0371, acquisitions have continually
23 occurred. To illustrate the consolidation results
24 of jurisdictional water and wastewater utilities,
25 there were 201 annual reports required to be filed
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1 in 2003, and 114 in 2022. Wich represents a 48.28

2 percent reduction since the acquisition adjustnent
3 rul e becane effective.
4 Wth that said, | would note that there are
5 factors other than transfers to governnental
6 utility authorities or exenpt entities that affect
7 t he nunber of water and wastewater annual reports
8 filed with the Conm ssion, such as original
9 certificates and in the county giving and
10 rescinding jurisdiction over investor-owned water
11 and wastewater utilities.
12 And al so there could be factors |ike just
13 consolidation that was experienced wth Sunshine
14 Water's predecessor, Uilities Inc. of Florida. 1In
15 2016 when they had the rate case for rate
16 consol i dation, there were 11 revenue requirenents
17 for water, 14 for wastewater. That was a total of
18 25 revenue requirenents. And after the rate
19 consol i dati on was approved, it went to two, one for
20 wat er and wastewater. And prior to that corporate
21 reorgani zation, collapsing about 11 or 12 affiliate
22 conpani es down to one conpany, Uilities Inc. of
23 Fl ori da.
24 So those are ny opening comments just to
25 refl ect what results have been under the present
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
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1 rul e.
2 MR ClI CCHETTI: Ckay. Thank you, Bart.
3 Marty.
4 MR, FRI EDMAN:. Thank you. Marty Friedman on
5 behal f of Sunshine Water Services.
6 Sunshi ne Water Services believes that the
7 acqui sition adjustnment rule should identify broadly
8 appl i cabl e consi derations, but not be overly
9 prescriptive, quantitatively or cookie-cutter.
10 Every acquisition is unique and brings forth a
11 di stinct set of facts and evi dence. Therefore,
12 al l ow ng each acquisition to be assessed on a
13 case-by-case basis according to a well-defined Ii st
14 of considerations nmakes for sound policy and
15 affords the Comm ssion sufficient description --
16 di scretion in each situation.
17 Setting fornmulistic, quantitative or strictly
18 obj ective nmeasures or tinelines as the determ ning
19 criteria would unnecessarily restrict the rel evant
20 practical considerations for an acquisition and,
21 thus, limt the Commssion's ability to nake a
22 reasonabl e determ nati on based upon the evidence
23 applicable to its specific set of facts.
24 The conpany believes that its nodifications --
25 and we have submtted to the staff our suggested
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10

1 changes. |f anybody needs a copy, | have got -- |
2 think I have distributed nost of them but | have
3 got other copies if sonebody is interested in one.
4 We believe that our nodifications to the
5 proposed rule allow for a broadly applicable nethod
6 for acquisition adjustnent approval. Inportantly,
7 to does so while maintaining focus on custoner
8 benefit and appropriate prioritization of
9 non-vi abl e systens.
10 The definition of the proposed rule for
11 non-viable utility largely mrrors to the
12 definition from M ssouri. However, the M ssouri
13 code uses a custoner count threshold as an
14 overreachi ng factor foregoing enbeddi ng ot her
15 criteria. This neans that the smaller utilities
16 t hat have current violations are deened non-viabl e
17 regardl ess of their potential to provide safe and
18 adequate service in the future.
19 In addition to primary water quality
20 st andards, the Comm ssion should al so consi der
21 secondary water quality standards as required or
22 ordered by the Comm ssion. Secondary water quality
23 st andards have been a major issue in nost rate
24 cases of recent, nore so than prinmary, because the
25 standard of secondary nost of the tinme is whether
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the consunmer adequately likes their water snell or
t aste.

This proposed rule retains the current
consi derations for the Conm ssion in approving an
acqui sition adjustnent; however, they are tied, in
this case, only to non-viable utilities and not
appear to apply to viable utilities.

We see no reason that these considerations
shoul d not be relevant for an analysis of any
acqui sition whether the seller is viable or not.
Even if the system does not neet a standard or
criteria for a, quote, non-viable status, the
acquiring utility may be able to denonstrate that
It can provide benefits such as cost efficiencies,
capital access, conpliance with regu-- reliability
I nprovenents, the seller may be viable but
unwi | ling or unable to nmake certain inprovenents
t hat support |ong-term adequate service.

Sellers may al so not have the resources or
adm ni strative support to offer enhanced cust omner
servi ces, such as pronpt service orders, cal
center responses, alternative paynent options and
access to custoner assistance progranms. These
possibilities are generally accounted for in

acqui sition approval standards as the enhanced
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12

1 manageri al operation or technical capabilities of

2 the acquirer, and should be consi dered by the

3 Comm ssion in relevant to proposed transfers.

4 It's also not comon for the Comm ssion to set

5 separate criteria for non-viable and vi abl e

6 systens. Instead, states nornally apply relative

7 factors and include viability of the systemjust as

8 one consi derati on.

9 For exanpl e, Kentucky, Indiana, Texas, O egon
10 and lowa were states that set broad criteria, but
11 identify troubled, small, distressed or non-viable
12 status as an additional consideration for the
13 approval of an acquisition adjustnent.

14 MR CICCHETTI: Marty, it seens |like you are

15 goi ng through section by section rather than just

16 gi ving sone brief introductory comments.

17 MR, FRIEDVAN. Al right. Well, I can -- |

18 can -- we will deal with the rest of these as we go

19 through. Let nme -- okay, | will wait and do the

20 rest of themas we go through them

21 MR, CI CCHETTI: Ckay. Yeah. W are going to

22 do them section by section. | don't nean to cut

23 you off, 1 just thought you were going to just give

24 sonme brief introductory comments.

25 MR FRIEDVAN. Well, that was. | was going to
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13

1 briefly describe the sections, but | can do it in
2 detail when we go through it if you would |ike.
3 MR, CI CCHETTI: GCkay. Thank you.
4 Does anyone el se have -- would like to nmake
5 brief introductory comments?
6 Susan.
7 M5. CLARK: | will introduce nyself. | am
8 Susan Clark with the Radey Law Firm and with ne is
9 Aaron Silas, who is the Director of Regulatory
10 Qperations for Central States WAter Resources. W
11 are here to coment on the rule.
12 | would just say, in response to Marty's
13 comments, we have | ooked over what he has
14 suggested, and we find nmuch to be in agreenent
15 with. W would only say that we -- we do work in
16 M ssouri, and we have seen, you know, the notion of
17 vi abl e and non-vi abl e categories --
18 cat heterizations work, but, you know, we are open
19 to what ever nakes sense, and we are happy to
20 participate in this rul emaking.
21 | would also like to take the opportunity to
22 thank the staff, particularly you, M. Sunshine.
23 You have been very hel pful to us when we've had
24 inquiries. You have told us where to get things on
25 the website, and it's very much appreciated, so
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1 t hank you.

2 MR ClI CCHETTI: Troy, before we start, we do

3 have copi es of Sunshine's comments. They are on

4 the side table there by the front of the side

5 table, and also of the notice and the attachnents

6 to the notice.

7 Tr oy.

8 MR, RENDELL: | will be brief. Tory Rendel

9 with U S Wter Services.

10 First of all, | applaud the staff's efforts to
11 exanmne this rule in an attenpt to make it better
12 and easier to -- to use. | always keep the phrase,
13 you know, keep it sinple, you know, and not

14 over conplicate things.

15 | too have read Sunshine Water's comments, and
16 | amin agreenent with them and | support their --
17 their cooments. | think it makes it alittle -- a
18 little I ess conplicated. Also, | don't want to see
19 the Commi ssion going to a hearing on what's viable
20 and not viable. | nean, that's just a tough issue
21 to go to hearing on.

22 So overall, | do support, you know, Sunshine's
23 efforts, and | appreciate the opportunity.

24 MR, DETERDI NG Good norning. F. Marshal

25 Deterding here fromthe law firm of Sundstrom &
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15

1 Mndlin. | just wanted to nmake a few comments on
2 one specific area, the Conm ssion is considering
3 action on.
4 | was unable to attend the | ast neeting, and
5 " m probably going to have to | eave this one early,
6 but I have listened to the recording and revi ewed
7 nost of the docunents that the other entities have
8 offered fromthe industry, and | agree with both of
9 those. So | just wanted to touch base on one
10 i ssue, and that is the subject of the negative
11 acqui sition adjustnments, which | don't think got a
12 great deal of discussion at the |ast neeting.
13 | noticed that the Sunshi ne proposal does
14 | eave intact what the original version of that
15 subsection (5) is, and | amin agreenment with that.
16 | agree with the cormments of several of the
17 fol ks at the last neeting that systens being
18 acqui red and under net book val ue often involve
19 systens with operational and financial stress
20 i ssues, but | disagree that those are the only such
21 acqui sitions that occur under net book val ue.
22 There may be any nunber of circunstances that place
23 the owner of these systens in a situation where
24 they are willing to accept | ess than net book val ue
25 for those systens, and those circunstance can often
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
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1 be nothing nore than the inability of the owners to
2 obtain capital for sonme other need, and therefore,
3 a desire to dunp a utility conpany that they own.
4 Secondly, the nost likely to be inpacted by
5 the current rule on negative acquisition adjustnent
6 I s whether -- whether troubled systens or not are
7 very small ones, nom and pops. The negative
8 acqui sition adjustnent recognized in rate setting
9 serves no purpose other than to penalize these
10 smal | systens, their cash strapped owners and
11 potential buyers, and to provide a windfall to the
12 ratepayers. The sinple threat of such recognition
13 substantially reduces the likelihood that a small
14 systemin need of capital inprovenent, or just in
15 need of nore professional consolidated nmanagenent
16 will find a willing buyer.
17 It al so ensures that once recogni zed, the
18 I nposition of a negative acquisition adjustnent
19 will cause the utility systemto be operated at
20 even thinner margins than the already razor thin
21 ones that snall capitally intensive water and
22 wast ewat er systens operate at.
23 Then they will, for the rest of the life of
24 the utility assets, bear the burden of this
25 reduction and investnent, which nakes them | ess
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1 attractive for acquisition and the consolidation
2 that the Comm ssion has expressed an interest in
3 seeing, as well as teetering on the edge of
4 I nsol vency as a stand-al one system
5 | have heard coments at the first workshop
6 about the inportance of adherence to original cross
7 principles unless there are very good reasons for
8 departure fromit, yet the sane people who caution
9 you and chanpion the existing rule on negative
10 acqui sition adjustnments fail to note that it
11 clearly strays fromthe original cost principle,
12 Wi th no sound basis for such a departure.
13 The Public Counsel has cautioned you that the
14 current rule was inplenented after nuch negotiation
15 give and take. | submt to you that there was
16 little or no participation by the nom and pops who
17 are primarily affected by that rule in devel oping
18 it.
19 In any case, the fact that certain parties
20 were able to get this punitive rule in place
21 decades ago does not, in itself, present you with a
22 reason to keep this unprecedented counterproductive
23 rule. No other state has ever seen fit to enact
24 such a rule or policy.
25 | f one goal of the Comm ssion is to -- the
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
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pronotion of consolidation of systens, then | think
that no rule or policy that has done nore to

di scourage that result than the negative
acquisition adjustnent and the threat of inposition
of that rule.

| urge the Conm ssion staff to do away with
the current rule, and to replace it wth sonething
that recog-- that says that recognition of a
negative acquisition adjustnment in rate setting
wi || not occur going forward.

Thank you, and | appreciate everything staff
has done on this, and all the issues that you are
coveri ng.

MR. CI CCHETTI: Thank you, Marty.

O fice of Public Counsel.

M5. CHRI STENSEN: Good norning, M. G cchetti.
Patty Christensen with the Ofice of Public
Counsel. Wth nme is Charles Rehw nkel, Deputy
Public Counsel, Marshall WIlis, one of our
accountants, Danijela Janjic and Ali Wessling, also
attorneys with the O fice of Public Counsel.

We have drafted our changes to the proposed
rule. We can hand those out. | think it m ght
facilitate going through section by section and

make it easier for all the parties. W can do that

112 W. 5th Avenue, Tallahassee, FL 32303

Premier Reporting

premier-reporting.com

(850)894-0828 Reported by: Debbie Krick



19

1 now i f you would |ike.
2 We have not had the opportunity to review
3 Sunshine's comments or the proposals from Marty.
4 We can try and take a | ook at those as we go
5 section by section and offer our coments as best
6 we can. They may need additional thought from our
7 office toreally give a full feedback on them
8 | am not sure how far we are off as parties as
9 to what we are trying to acconplish regarding the
10 positive acquisition adjustnment and potenti al
11 changes to the rule for that.
12 Il wll say this: Regarding the negative
13 acquisition adjustnent, as M. Deterding said,
14 there was very little comment on that, and we stand
15 by the previously adopted rule and woul d not
16 advocate for any changes to the rule. That was
17 negoti ated, albeit a while ago, | amsure this
18 Comm ssion staff has nenories of, you know, the
19 types of litigation that occurred when negative
20 acqui sition adjustnments in the rule had not been
21 clearly defined. W don't want to have to go back
22 to additional those days, you know, and we think
23 that the rule works, and has worked for over 10
24 years wthout really -- and essentially took away
25 the litigious aspects related to negative
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Debbie Krick



20

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

acqui sition adjustnments. And | amsure this
conmssion is well aware that the Comm ssion, even
prior to the rule adoption, had a |long history of
maki ng adj ustnments for negative acquisition.

So our comrents today are prinmarily focused on
trying to address the positive acquisition
adjustnent; making it clear; nmaking it, contrary to
what Marty said, naeking it objective, quantifiable,
so that there is not a whole | ot of undue
subjectivity to make it clear to all the parties
fromthe rule what's expected when they cone in and
request a positive acquisition adjustnent, and nake
it clear for all parties what the expectations wll
be. And that's the spirit in which we made our
comments and we can address the specifics as we go
t hrough each section of the rule.

MR. ClI CCHETTI: Thank you, Patty.

| think this is a good tine to nention that
what staff has in mnd is we are going to take into
consi deration everything that we hear at this
wor kshop, and the postworkshop conments, and we
antici pate anot her neeting, another workshop where
a newrule that reflects all that we have been
| earning at sone future date, so please be on the

| ookout for that.
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1 Now, is there anyone that's not at the front
2 table that would |ike to make introductory
3 conment s?
4 Seei ng none, we can start going through
5 section by section. And what | intend to do is,
6 each section, give you sone idea of what staff was
7 t hi nking when they canme up with this proposed rule,
8 and then we will go one by one and hear all the
9 parties' comrents.
10 One other thing before we get to that. |If
11 there is anything that's mssing out of this
12 proposed rule, please do not hesitate to |let us
13 know, or provide it in your post-hearing comments.
14 Ckay. Section 1 has to do with the
15 definitions. And we thought it was inportant to
16 add sonme definitions, particularly if we were going
17 to get awnay fromthe criteria of extraordinary
18 ci rcunst ances.
19 And what we've proposed is with regard to what
20 a positive acquisition adjustnent is, and what a
21 negative acquisition adjustnment is, pretty much the
22 standard of what's already existing. And then we
23 wanted to introduce the concepts of viable and
24 non- vi abl e.
25 And we did see in the comments and in what was
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1 presented at the |ast workshop, that other states
2 have followed this procedure. And we thought it
3 was very useful, because we think, to a great
4 extent, with certain other changes that were nade,
5 that non-viable is pretty much what is currently on
6 t he books.
7 Most of the tinme, extraordinary circunstances
8 nmeant a troubled system and so we wanted to define
9 a troubl ed system or a non-viable system so that
10 there woul dn't be any confusi on about the
11 di fference between a viable and a non-vi abl e
12 system And | do want to say that we thought sone
13 of the contributions that Sunshine contributed in
14 comng up wwth a definition were very good, and we
15 wi ||l take those into consideration.
16 But we were | ooking specifically at
17 Connecticut, and what we've added for a non-viable
18 utility, that it's in violation of statutory or
19 regul atory primary water quality standards that
20 affect the quality of service provided. And as you
21 -- you can see all these. | don't think I need to
22 read themto you, but | would |like to hear folks
23 coments with regard to the definition of the
24 non-vi abl e system
25 MR. FRI EDVAN:. Yeah, this is Marty Friedman.
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1 As you can tell by our analysis, the
2 definition of non-viable is sonething we need to
3 work on, but it -- it's -- we don't think there is
4 a differentiation when it conmes to an acquisition
5 adj ust nent, but having a good definition of
6 non-vi able is inportant.
7 On that section you were tal king about, | am
8 curious as to why you limt it to primary water
9 qual ity standards and not include secondary water
10 qual ity standards, since the Comm ssioners are --
11 certainly stress secondary water quality in every
12 -- in every situation, and then the rule requires
13 that you -- that you do that. So secondary is very
14 inmportant in Florida, and it's -- to ignore that, |
15 think is not appropriate.
16 MR, CICCHETTI: Well, that's a good point.
17 And after we hear fromeveryone el se, we can see if
18 we need to consider secondary water quality
19 standards with regard to a system bei ng non-vi abl e.
20 MR, FRI EDMAN:. Thank you.
21 MR, DEASON. Yeah, | just have a few comrents.
22 | just want to, you know, echo Marty's
23 comments about the secondary water quality
24 standards. That kind of hits hone with nme with ny
25 conpany.
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Just as an exanple, in Lake County, we have a
system in Penbroke, and they've had secondary water
quality issues with iron for a long tine. And
that's sonmething that we are going to address, and
we are going to -- | think we finally were able to
i nvestigate the issue and cone up with a --
sonething that is going to require a | ot of capital
i nprovenent. We think it's sonmething that's going
to resolve the issue. And it's only going to serve
about 1,200 custoners. That's it. And we have
over 70,000 in the state. And -- but the capital,
not counting the increased O&%M just the capital
i mprovenents are $9 nmillion for just a secondary
wat er quality issue.

So on a stand-al one basis, a 1, 200-cust oner
system woul d not be able to spend the cap -- or
typically have not going to have the capital to
spend just to address a secondary water quality
I ssues. But since |I'mconsolidated, we are a
| arger utility, we can spread that over a nuch,
much | arger customer base to nmake it sonething that
can be done, versus sonething that cannot be done.

So I would just, you know, encourage you to
consi der secondary water quality issues, because

just |l ooking at Penbroke, ny ROE is lower than it
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1 shoul d be because of that secondary water quality

2 I ssue. And that's sonething that the Conm ssion

3 takes seriously, and | think it definitely should

4 be i ncl uded.

5 Al so, another thing you want to look at is a

6 situation of systens that either zero or negative

7 rate base. In nmy experience, when | investigate

8 those as for potential acquisitions, the only way

9 you can get to that little of a rate base is if you
10 have conpl etely negl ected any capital inprovenents
11 over the life of your utility. So every one | have
12 seen, they are in dire need of capital

13 I nprovenents. They need to be nade. It is past

14 due in that sense.

15 So | think you definitely need to include

16 t hose situations, and include those in the

17 definition as well.

18 MR. CI CCHETTI: There are a nunber of cases

19 we' ve had regarding the secondary water quality

20 standards, the utility was directed to get with the
21 customers to explain what it mght cost to correct
22 that secondary water quality standard's problem

23 and in a nunber of instances, the custoners decided
24 that they didn't want to have to bear that cost.

25 You talk about a $9 million investnment in
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting (850)894-0828 Reported by: Debbie Krick



26

1 order to inprove a secondary problem Do you think

2 that should be incorporated into the rule as a

3 definition of non-viable, or is it just sonething

4 that the Conmm ssion should take into consideration?

5 MR DEASON. | think it's sonething they

6 shoul d take into consideration. Absolutely. |

7 would like to see it in the definition, because

8 even in spite of us doing what the Comm ssion

9 ordered us to do, talk with the custoners, saying,
10 here's an option, here's what it would cost, and

11 the custoners decided not to, in spite of that, the
12 Commi ssion still decided to | ower our RCE in those
13 I nst ances.

14 So basically we are put in a position where we
15 -- we are basically being told indirectly, you need
16 to address this issue. It has to be done, or else
17 you are still going to continue to be punished in
18 the future. And that's what we intend to do.

19 So if they are going to take it that

20 seriously, | think it needs to be included in the
21 definition.

22 MR FRI EDVAN: And to reiterate that, since

23 that was one of the systens in Penbroke, that -- if
24 that were a stand-alone utility, even though it net
25 all primary standards, you had custoners that were
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1 -- that were very dissatisfied with the water. And
2 as was pointed out, we got a ding on the ROE
3 because of that.
4 That system if it were a stand-alone, it
5 woul d not be able to afford to do the inprovenents
6 to bring that systemto be where the custoners wl|
7 be happy with it. That system woul d be non-viable
8 if it were a stand-al one system And that's the
9 kind of systemthat you want to | ook at and say,
10 wel |, you know, it's well run, you know, it's well
11 managed, but it needs an infusion of capital that
12 doesn't justify spending and so you have either got
13 a bunch of -- and that's the one we did where we
14 actually had a custoner neeting with the HOA and we
15 expl ained what if cost, and they just didn't want
16 to go -- they didn't want us to go forward with it.
17 But you have got to include secondary here as
18 a -- as a factor in determning whether a utility
19 IS non-viable or not, because you have stressed --
20 t he Commi ssion stresses secondary standards so much
21 that you just can't ignore it.
22 MR ClI CCHETTI: Susan.
23 M5. CLARK: Excuse ne, | was going to address
24 your draft, and then naybe if we turn to Marty's,
25 we can address those as well.
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1 One thing | noticed was you do not have a

2 definition of viable. Ws that intentional? Ws

3 it -- you know, if -- you are either -- if you are

4 not non-vi able, you are viable.

5 MR, CI CCHETTI: Yeah. That's correct.

6 M5. CLARK: In section D, and this appears

7 twi ce, you have the phrase "in violation of", and

8 my question is do you require an actual citation

9 fromthe regular -- regulating entity, or would it
10 i ncl ude the instances where the utility is in

11 violation of the standard but there has been no

12 citation issued?

13 And we ask that question because it's not

14 unusual for an acquiring utility to find, when they
15 I nspect the plant, that the utility being acquired
16 IS operating in violation of requirenents but just
17 hasn't been cited yet.

18 The other thing we had a question about was

19 you have those criteria, the first three criteria
20 (d)(1), (2) and (3), and we were wondering what is
21 -- what is sort of -- why do you have one and two
22 when three is sort of a catchall?

23 MR CICCHETTI: That's a good point, and we've
24 t hought about that, and perhaps we can just go to
25 three as the catchall
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Debbie Krick



29

1 M5. CLARK: (Okay. But sone of this may be

2 cured by what Sunshi ne has suggested, but you have

3 answer ed that question for us.

4 What information or evidence would you require

5 to show that the utility is not reasonably expected

6 to furnish and maintain safe and adequate services

7 and facilities in the future?

8 MR CI CCHETTI: Bart.

9 MR, FLETCHER: Just off the first inpression
10 is, isif there is duration of nonconpliance that's
11 cited in the earlier subsections, that would cone
12 to mnd. And if you see comunication fromthe
13 utility and naybe DEP or the Health Departnent,

14 where there is [ack of conmmunication continual,

15 stuff of that nature conmes to ny m nd.

16 MR, CICCHETTI: | think it would be on a

17 case- by-case basis, and the Comm ssion woul d have

18 to determ ne whether or not it was considered

19 non-vi abl e. That woul d be part of the process.

20 M5. CLARK: But then the question is what

21 evi dence are you | ooking for?

22 Mark, | amnot trying to put you on the spot.

23 | amjust suggesting that maybe we want to | ook at

24 fleshing that out a little bit.

25 MR, FLETCHER: kay. | think we can -- like
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1 goi ng through this process, we will take the

2 comment s under advisenent as far as further

3 refinements of the rule.

4 M5. CLARK: (Okay. And that's an area we could

S addr ess.

6 | think ny next question is on subsection (2),

7 so we wll wait on that.

8 MR. CI CCHETTI: Troy.

9 MR. RENDELL: | echo the comments of Sunshi ne.
10 |, too, have had utilities that got dinged on RCE
11 because of secondary standards, in spite of the
12 fact the utility invested mllions of dollars to
13 address through either forced restoration or iron
14 filter renoval. And secondary standards are -- can
15 be a tricky issue in rate cases, where the utility
16 Is doing the right thing but, you know, custoners
17 still aren't happy. So | do echo the -- Sunshine's
18 comments on the secondary.

19 And | do support many of the proposed changes

20 t hey have here that actually adds and enhances,

21 such as, you know, inability to nake the repairs,

22 or historical inability to put investnent into the

23 utility, which would Iead to a negative rate base

24 potentially, so | just -- that's it.

25 MR. CI CCHETTI: Thank you, Troy.
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1 Publ i ¢ Counsel .
2 M5. CHRISTENSEN. Hi, this is Patty
3 Christensen with the Ofice of Public Counsel.
4 We provided our conmments. As you can see in
5 section (1)(b), we had additional |anguage that we
6 added for the definition of positive acquisition
7 adj ust nent, adding the | anguage "full or partial
8 anount of the purchase price that is greater”
9 That was to be consistent with sone of the
10 ot her changes that we are proposing throughout the
11 rule to bring in the idea that a positive
12 acquisition adjustnent nay either be granted in
13 full or part, or requested in full or part into the
14 definitions section.
15 We al so had sone concerns, | think that were
16 echoed by Ms. O ark, regardi ng what type of
17 evi dence needed to be provided. W put in sone
18 | anguage that | think gives a descriptive of the
19 type of evidence that we think would need to be
20 provi ded.
21 We haven't | ooked at the factors that sone of
22 the other utilities have provided in the coments,
23 but we will as we go through and think about those
24 and possi bly provide response comrents on our
25 opi ni on on those.
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1 And we will certainly consider whether or not
2 secondary water quality standards shoul d be
3 I ncl uded when eval uati ng whether or not a systemis
4 non-viable. W w | take that into consideration
5 as well as sone of the other factors that have been
6 addressed, and we can provide our comments then.
7 | nmean, we -- we do recognize that there have
8 been sone valid concerns laid out by the conpani es
9 that if they are going to be -- have their RCEs

10 adj usted for secondary water quality, that maybe

11 that would be an appropriate factor. So we w ||

12 consider that and we will provide our thoughts on
13 that in the reply conmments.

14 Thank you.

15 MR, CI CCHETTI: Thank you, Patty. And | ooking
16 at what you have proposed here, | think it could be
17 very helpful. And for those on Granicus, | wll

18 just read it.

19 It states: Based on the purchaser's,

20 pur chaser's subm ssion of conpetent, substantia

21 evi dence that constitute -- that constitutes a

22 denonstrabl e, verifiable and quantifiable show ng
23 that the utility is not reasonably expected to

24 furnish and mai ntain safe and adequate service

25 facilities over the next five years.
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M5. CHRI STENSEN: W had sone additi onal
tweaks to that |anguage. After "show ng", we were
going to take out "that the utility is". And after
the word "five years", | think -- | think that was
-- we struck through your |anguage "in the future".

So the sentence would read: Based on the
pur chaser's subm ssion of conpetent, substantia
evi dence that constitutes a denonstrabl e,
verifiable and quantifiable show ng, not reasonably
expected to furnish and maintain safe and adequate
service and facilities over the next five years.

MR ClI CCHETTI: Thank you. And with regard to
-- oh, Susan.

M5. CLARK: | just would nmake it clear that I
think that goes to the quality of the evidence, not
the factors you would consider. So | kind of think
it's out of place, and | would further conmment that
it inplies the Comm ssion doesn't do this in every
i nstance. That, you know, the standard for you all
in an adm nistrative hearing is conpetent,
substanti al evi dence.

MR CICCHETTI: Ckay. And just to get to the
poi nt of viable versus non-viable, we wanted to
make clear that with a non-viable system there is

going to be a lot of qualitative evidence that the
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1 Commi ssion needs to take into consideration. There
2 m ght be sone denonstrable quantitative, if the
3 utility is insolvent or unable to pay its debts, et
4 cet er a.
5 Wth a viable system we think it's inportant,
6 given the nature of what we are dealing with, the
7 cost of the investnent devoted to the public
8 service, that there be a quantifiable benefit for a
9 vi abl e system so that we don't have the type of
10 things that we are concerned about happening if
11 rate base is being set at greater than net book
12 val ue.
13 For exanple, if the market value statute
14 actually gets inplenented, at this point, it says
15 that the Conm ssion will determ ne whether or not
16 that's in the public interest. And how would you
17 determne that if you are not going to | ook at
18 sonet hing along the lines of here's what we expect
19 rates to be if this systemis not acquired, and
20 here's what we expect rates to be if the systemis
21 going to be acquired.
22 We think there needs be a quantification of
23 that benefit to the best of -- of our ability to
24 provi de those estinmates, so that we don't get into
25 a situation where the custoners are going to pay
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting (850)894-0828 Reported by: Debbie Krick



35

1 substantially nore sinply because a system was

2 purchased and the nane was changed.

3 And so that was our idea between delineating

4 bet ween non-vi abl e and vi abl e, and what woul d be

5 required to show if a viable systemis being

6 pur chased.

7 And with that, | think we can go to -- unless

8 sonebody wants to nmake sonme comrents.

9 MR, FRIEDVAN. Mark, | was just goes to go say
10 if you are creating that bright |ine between viable
11 and non-vi able makes it extrenely inportant that we
12 get the definition of non-viable correct.

13 MR, CI CCHETTI: Agreed.

14 MR, REHW NKEL: MarKk.

15 MR Cl CCHETTI: Yes.

16 MR. REHW NKEL: | just want to just nake a
17 general comment fromthe Public Counsel's office.
18 What we put forward to you with our

19 suggestions are suggestions. The spirit that we
20 have approached this is to try to cone and work
21 constructively to find a solution that neets the
22 reasonabl e concerns that the industry has raised,
23 and that the Comm ssion has enveloped in this

24 process. So | think today, what we are not going
25 to do is to get into a kind of a counter response
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1 to each thing that's brought up.
2 We are putting this out here for you to
3 consider. There is sone good | anguage that
4 Sunshi ne has put out here for you to consider. W
5 woul d expect that you are going to consider all
6 this, and maybe take sonme of this, and take sone of
7 that, and take sone of what you think and put
8 anot her product out.
9 So we ook forward to that. And | think it
10 woul d be -- we think this is a very constructive
11 process that you are doing, and we | ook forward to
12 maki ng it work.
13 MR. CI CCHETTI: Thank you, Charl es.
14 Al right. On to section 2.
15 MR. HETRICK: Mark, | had one questi on.
16 | just wanted to get a reaction on OPC s, the
17 non-viable utility, nunber three, over the next
18 five years versus in the future. | nean, | -- |
19 don't know what in the future nmeans. | know that's
20 our | anguage, but what do you think about five
21 years, any of the parties?
22 MR FRIEDVAN. | -- this is Marty Friedman.
23 | mean, five years is, | think, an arbitrary
24 nunber and doesn't provide the flexibility for a
25 particular circunstance that it may be because of
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1 certain issues, supply chain issues, lots of issues
2 to be able to nake -- inprove on the quality of
3 service. So | don't think there should be a
4 definitive five-year cutoff, if it's five years and
5 one nonth, too bad, you are out.
6 So | think there needs to be the flexibility
7 to let the utility show you why that tine period
8 that they are picking nakes sense and benefits the
9 cust oners.
10 M5. CLARK: We would agree with Marty's
11 conment s.
12 MR CICCHETTI: And, Keith, fromthe staff's
13 perspective, the reason we threwin five years in
14 in instances where we did was it's our belief that
15 i f you can't show that purchasing the system and
16 you are going to show benefits to the custoners, if
17 that can't be done in five years, | really question
18 whet her it can be done at all.
19 And al so, given the severe consequences of
20 setting rate base above net book value w thout a
21 justification, you start running into
22 I ntergenerational problens. Do we want people
23 payi ng a nmuch higher rate today so that soneone 30
24 years fromnow is going to get the benefit and we
25 are going to show in this analysis that over a
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1 30-year period it will work out?
2 So that -- that was our thinking in limting
3 our analysis to a five-year period. It doesn't
4 necessarily have to be etched in stone. W could
5 draft it so that the Conm ssion has -- has, you
6 know, discretion if they want to go a little
7 | onger, or a little shorter, whatever, but that was
8 our idea between a five-year, rather than cone to
9 the Commi ssion and say, we can make this work for
10 the custonmers. This is going to be to the
11 customers benefit for us to acquire the system |If
12 you can't show that it's going to benefit the
13 custoners within five years, then you are --
14 MR, FRIEDVAN.  Well, nmaybe put in a section,
15 Mar k, that says, you know -- which | have seen in
16 sonme other -- sonme other rules -- that says five
17 years, or such longer period of tinme as the utility
18 can show.
19 | nean, if these things woul d have happened
20 when -- during COVID, and supply chain -- and
21 utilities are still having supply chain issues,
22 particularly like neters. You know, that's beyond
23 their control, and it may -- things may take | onger
24 to show i nprovenent over tinme. And who knows
25 what's going to happen in the next year and the
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1 year after. Maybe things will be back like they
2 were during the COVID situation
3 So I think you need to -- if you are going to
4 put five years, | think you need to provide
5 flexibility if the utility can showthat it's a
6 | onger period of tine.
7 MR, FLETCHER: That -- that's a good comment.
8 And like | say, we will take all of this
9 information in. As you well know, the 25-30.433
10 provi sion that has that for nonrecurring expense,
11 five years unless a |longer or shorter period is
12 requi red, we can take that under advisenent for
13 this subsection as well.
14 And |ike Mark nentioned earlier, some of the
15 ot her comments, is sonetinmes you have a uni que
16 situati on where you have to |l ook at things on a
17 case- by-case basis where you need that flexibility.
18 MR. FRI EDMAN: Ri ght.
19 MR, REHW NKEL: Yeah, you are not going to
20 hear nme say his often. | agree with Marty. In
21 response to Keith's question, | think that concept
22 has a place in here.
23 MR, CICCHETTI: Well, how about wthin five
24 years, or whatever period -- or whatever period at
25 the Comm ssion's discretion, whatever period of
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1 time the Comm ssion would say i s appropriate?
2 MR REHW NKEL: | would say -- | was going to
3 suggest unless a different period is denonstrated
4 by the purchaser, sonething like that. | think the
S burden is on them
6 M5. CHRI STENSEN: And -- and it needs to be
7 somewhat specific, because otherw se would you run
8 i nto JAPC probl ens.
9 MR, CICCHETTI: Al right. W will work with
10 t hat .
11 Al right. Section 2 is where we say: For a
12 non-vi abl e system a partial -- a full or partial
13 positive acquisition adjustnment will be allowed for
14 non-vi able systemif it is denonstrated that
15 custoners will benefit if a full or partial
16 positive acquisition is all owed.
17 I n determ ni ng whet her custoners benefit, the
18 Conmmi ssion will consider evidence provided to the
19 Conmmi ssion, and then the rest is as -- as it
20 currently exists.
21 So as | nentioned earlier, to a great extent,
22 this is for non-viable systens what the Comm ssion
23 currently has on the books. Although, we did
24 adj ust sone other parts of the rule. For exanple,
25 the negative acquisition adjustnents, et cetera,
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1 that changes the rule. But in terns of positive
2 acquisition adjustnent, this is what we have for
3 non-vi abl e system
4 Marty.
5 MR. FRIEDVMAN.  And this was ny problemwth --
6 with the original. | nean, these are all the right
7 things to consider. It's just historically, it's
8 i npossible for a utility to neet any of these, as
9 you can tell, because they haven't had a positive
10 acqui sition adjustnment granted in 30 years.
11 So obviously, the standard that the Comm ssion
12 is looking at to say, yes, we are going to neet
13 these criteria, is so high that it's inpossible.
14 And so | don't knowif it's necessarily, boy, you
15 got the right words there, but having sonebody | ook
16 at it with the flexibility to realize that we've
17 got -- you know, there are situations that neet
18 t hese standards.
19 And obvi ously, they don't, because they've
20 never granted one. So it's a -- | don't know that
21 t hat does anything for the positive acquisition
22 adj ustnent even for a non-viable utility.
23 MR, CI CCHETTI: Well, what about this, | would
24 agree with you for a viable system but for a
25 non-vi abl e system there is not a |ot of people
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1 runni ng around payi ng nmuch over book val ue for
2 them Most of the non-viable systens are just we
3 need to get into a -- the hands of a good operator.
4 MR. FRIEDMAN. So no -- no -- no sale that has
5 taken place in the last 25 years has been of a
6 non-viable utility?
7 MR, CICCHETTI: Well, | don't know. | am not
8 sure | can recall a non-viable utility where it was
9 pur chased at above book value, is there?
10 MR, FLETCHER: W will have to take it under
11 advi senent at this point. | can't recall. And,
12 you know, | am not prepared at this neeting to cone
13 up wth every scenario past, so we wll take your
14 comment s under advi senent.
15 MR. FRI EDMAN:  Yeah, but that's ny point, as |
16 mentioned at the outset, is that these need -- they
17 need to provide flexibility and not some, you know,
18 cookie-cutter, it's here it is. It's a, you know,
19 put in the nunbers and it spews out the result.
20 You have got to have the flexibility to be able to
21 show thi s uni que transacti on and why we are goi ng
22 to do things, you know, better, faster, cheaper.
23 And that doesn't necessarily nean non-vi abl e.
24 | nmean, | amsure a lot of the utilities that
25 Central States purchased, you know, they -- they
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1 apparently weren't able to neet that prior

2 standard, but you are going to get a lot nore

3 prof essi onal running of these systens. You are

4 going to have -- you are probably going to have

5 better custonmer service. You are going to have

6 payment options. You are going to have on-line

7 paynment options, you know, there are a | ot of

8 t hi ngs that conpanies |ike that, and |ike Sunshine

9 Utilities can provide, that aren't being provided
10 by a conmpany even though it is, quote, viable. And
11 | think you need to consider -- to be able to

12 provide the flexibility to be able to consider

13 those types of issues.

14 MR, CICCHETTI: And ny understanding is

15 Central States all -- they purchased all viable

16 systens, what we considered viable systens. But |
17 t hought a major part of having this workshop was

18 for an instance where we could -- it could be shown
19 that having -- allow ng an acqui sition adjustnent
20 could still be in everyone's best interest based on
21 the circunstances. And with the extraordi nary

22 circunstances criteria, that kind of excluded the
23 situation where one viable utility can buy anot her
24 viable utility, increase the econom es of scale,

25 I ncrease efficiencies, and so forth. And the
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current rule doesn't really allow for that. And we
were trying to expand the rule, as well as nake
sone ot her changes to the rule to allow for that.

And | think that's getting to the point that
you are nmaking, there hasn't been a positive
acqui sition adjustnent allowed in 35 years. And
that's what we are trying to -- to address here by
going with the availability for a viable system

MR. FRIEDMAN. And | hope that it -- in the
application of the rules, | hope that cones to
fruition, because | amnot so sure that just by
elimnating the word "extraordi nary circunstances"
that really does anything. Because the old rule
says "extraordinary circunstances” and then it
defi ned what extraordinary circunstances were, and
they were the exactly the sane things you have
her e.

So all you have done is said, we have got the
sanme criteria, we are just not going to call them
extraordinary circunstances. Now, if that's going
to give for a nore flexible application of the
rule, I amall for it.

MR Cl CCHETTI: Susan.

M5. CLARK: Excuse ne, Susan d ark.

A coupl e of maybe questions, and then
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1 corments. | am|looking at the introductory

2 paragraph in section 2. | amjust wondering if

3 line 23, should it read: A full or positive --

4 full or partial positive acquisition adjustnent

5 will be allowed. Should you have for the

6 acqui sition of a non-viable systenf? Because that

7 may be inplicit, but I think that's what you are

8 tal ki ng about.

9 MR. CI CCHETTI: Yes.

10 M5. CLARK: And the other thing is, it goes on
11 to say: If it is denonstrated that custonmers wll
12 benefit if a full or partial positive acquisition.
13 I think what you are looking at is if the custoners
14 will benefit fromthe acquisition. It's not -- |
15 nmean, | think you could argue in no case woul d they
16 benefit if it's -- it's tied to the acquisition,

17 not the adjustnent.

18 MR, CI CCHETTI: Thank you.

19 M5. CLARK: The other thing is -- let ne see
20 if I have it right -- is it intended that each one
21 of the -- we -- we counted five criteria. |Is it

22 i ntended that all of the criteria have to be net?
23 Because you have at the end: And whether the

24 purchase price was nade in an arm s-length

25 transacti on.
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1 W were thinking that the first ones were

2 alternatives. If you could show this, perhaps

3 that's the only thing you should show -- could

4 show, woul d you get an acquisition adjustnent for

5 t hat ?

6 MR, CICCHETTI: | think so, because it says:

7 W1l consider -- the Conm ssion will consider.

8 M5. BRUCE: Yeah, | think it's just a matter

9 of reworking it. And it would be ny understanding
10 that, nunber one, it has to be part of an

11 arm s-length transaction. Then if you can neet

12 t hese ot her things, one of the other things, you
13 can get -- but, you know, the starting point is

14 arm s-1| engt h.

15 MR. CI CCHETTI: Because you brought up the

16 termarm s-length, one of the -- and we didn't go
17 to -- we didn't make any changes here. But one of
18 the things that we di scussed was we are concerned
19 that it's really not an arm s-length transacti on.
20 Because you al ways think of an arns | ength

21 transaction -- | know what the definition in the
22 dictionary is, but you always think of it as one
23 side trying to get the highest price and the other
24 side trying to get the | owest price.

25 But if you are in the situation where -- and |
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1 am just playing devil's advocate -- of, you know, a
2 utility wanting to nake an investnent to increase
3 rate base because they |ike the safety of that kind
4 of investnent, are you in a situation where both
5 parties are really trying to get the highest price?
6 And | know, like in the market statute rule, it
7 tal ks about -- what's the word | am | ooking for --
8 you have to get a appraisal, but we didn't get into
9 any detail about that.
10 But what are your thoughts about the term
11 arm s-length transaction? Do we really have in --
12 in the instances that we are concerned about, about
13 one party trying to get the highest price and the
14 other party trying to get the |owest price, is
15 t here any concern about that?
16 M5. CLARK: Well, | guess that's what you have
17 I n any negotiation, buyers and seller. | don't --
18 the point being that you have different entities
19 with different interests.
20 MR, SAYLER Yeah, this is Aaron Sil as,
21 Central States. | want to add to that as well.
22 | mean, our business practice is to always
23 start at $1, right? | nmean, if -- if a positive
24 acquisition adjustnent is at risk, | don't think
25 you necessarily have two parties trying to get a
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1 hi gher price, right? If -- if there is risk
2 i nvol ved, | would say that you have one side of the
3 party that's always |ooking for the | owest -- the
4 | owest possible price.
5 So just kind of fromthat perspective, | would
6 say it is arms-length, but -- but |I agree, putting
7 maybe sone definitions around that could -- could
8 be hel pful.
9 MR. CI CCHETTI: Thank you.
10 Al right. Troy, do you have sonme -- anything
11 on section 2?
12 MR, RENDELL: Just briefly.
13 You have in there anticipated rate reduction,
14 but if you think about how did it get non-viable.
15 It wasn't making investnents. |It's in trouble with
16 the regulatory agency. It has insufficient cash.
17 It's alnmost insolvent. |In that case, if sonmeone
18 does purchase it and have to nake investnent, or
19 have, you know, hire soneone el se, then you are
20 going to have a rate increase, but | do recognize
21 you have or rate stability over the long-term so
22 that m ght take care of it.
23 But if it truly was insolvent, and a viable
24 utility buys it and makes the necessary investnent,
25 you know, it just nmakes sense that they are going
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1 to have to increase rates because, in the past,
2 they didn't have sufficient revenues to cover the
3 costs in the first place.
4 MR, CI CCHETTI: Thank you.
5 MS. CHRI STENSEN. Patty Christensen, OPC.
6 Qur changes, we've -- we've nmade sone
7 substanti al suggestions. One was the addition of
8 the cumul ati ve present val ue of revenue
9 requi rements type of analysis under this rule, and
10 M. WIlis can explain, | think inalittle bit
11 better detail, why our thoughts were to include
12 that in this section of the rule.
13 And then just regarding the section bel ow
14 that, which is the factors that the Conmm ssion
15 woul d consider. Again, our -- our interest is in
16 provi di ng denonstrabl e, verifiable, quantifiable
17 showi ng of these factors, and that's -- that's kind
18 of the thrust of our concerns.
19 We do take into consideration Ms. dark's
20 comment regarding whether this should be an and,
21 all of these five factors, or an or. |If -- if the
22 Conmm ssion were to consider sonething |ess than
23 five of those, | think there may be sonme room for
24 adding a majority of these factors, or sonething,
25 wi Il consider the majority of these factors and
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1 whet her to grant it. Because, you know, | think if
2 it's just one of the factors, it nay be we would
3 have a question whether that would be sufficient to
4 grant a positive acquisition adjustnent.
5 | think M. Rendell's comment that, |ikely,
6 with a distressed system you are going to have to
7 I nvest noney, which is going to inevitably lead to
8 sone sort of rate increase, is -- is sonething that
9 needs to be of concern when you are already adding
10 a positive acquisition adjustnent on top of the
11 rate base.
12 And | -- when you | ook at our factors, we did
13 add -- you had rate reduction. W added, or at
14 | east five years of rate stability wth that kind
15 of concept in mnd. That, you know, rate stability
16 -- not that the rates wouldn't necessarily
17 I ncrease, but there wouldn't -- there wouldn't be
18 rate shock to address these issues, | think was the
19 concept we had in the idea of rate stability.
20 | don't know if that's sonething that needs to
21 be nore defined, or if that's sonething that we
22 could just leave with rate stability, but that was
23 kind of the thought process in there.
24 And | amgoing to leave this to M. WIllis to
25 di scuss the CPVRR
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1 MR WLLIS: Let nme just explain alittle bit
2 why we think it's a the nore inportant that the
3 CPVRR analysis in the first part instead of second
4 part for non-viable, and that's because the
5 Commi ssion is going to need to know exactly what
6 this transaction is going to cost. And that's
7 where the CPVRR anal ysis would cone in. | nean,
8 that would include the positive acquisition
9 adj ust nent .
10 | f you have got a conpany comng in to
11 pur chase a non-viable system | think it would be
12 i nperative for all parties to know exactly what
13 this is going to cost custonmers for the Comm ssion
14 to make that decision. And that's what that
15 anal ysis woul d actual ly provide.
16 And | think the one thing you m ght want to
17 consider in the | anguage we provi ded, we just noved
18 your | anguage up, but you would have to take out
19 the word "positive" in front of that, because you
20 are not going to have a positive CPVRR anal ysi s.
21 What you are going to have is a CPVRR anal ysi s
22 that's actually going to list out for the next five
23 years basically what it's going to take to bring
24 this systeminto conpliance with the positive
25 acquisition adjustnent. And with that in hand, the
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1 Conmmi ssion woul d be able to make a nuch nore
2 obj ective decision in the very front end on whet her
3 this is the appropriate thing that needs to be done
4 for this system
5 And that's why we thought it was nore
6 I nperative that you nove it to this section instead
7 of having it for a viable system
8 MR, CICCHETTI: GCkay. And | think when we
9 wer e tal ki ng about a positive CPVRR, we just neant
10 good, not necessarily, you know, we think --
11 MR WLLIS: There is a lot of --
12 MR, CICCHETTI: -- savings are going to be
13 negative --
14 MR WLLIS: -- around positive --
15 MR, CI CCHETTI: -- yeah. Good point. W need
16 to clarify that so it's not -- not confusing.
17 Al'l right. | guess we can nove to the next
18 secti on.
19 MR. HETRICK: Before we do, | haven't heard
20 any kind of reaction to OPC s proposal fromthe
21 ot her side. | know you are seeing it, but just
22 that general notion for these non-viable systens,
23 what -- what's your reaction's to OPC s approach?
24 MR, DEASON:. | just had a question as far as
25 the CPVRR, as far as the different scenarios you
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are going to | ook at.

So ny assunption is you are going to | ook at
it fromthe scenario as that the transaction
doesn't happen. The conpany is just going to keep
on keeping on. They are still going to be
nonconpliant. They are not going to invest the
capital, and what would the rates be in the future?

Anot her scenario is if -- what would it be if
it was acquired and there is a positive acquisition
adj ust nent, what would the rates be?

But what would be -- a third scenario, would
you look at as if what if the viable wanted to
becone vi able, and then go and spend who knows how
much capital and how nuch rate shock it's going to
be under that scenario, and then conpare that
scenario with a positive acquisition adjustnent and
see if the custonmers are going to benefit, because
| don't knowif it's really laid out to ook at it
fromthat standpoint the way it's witten right
now.

MR, CI CCHETTI: Got you. Your third
alternative is what we are shooting for

MR, DEASON. Ckay.

MR, CI CCHETTI: Anyone el se?

MR SILAS: Yeah. This is Aaron Sil as,
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1 Central States Water Resources again.
2 | think that | heard it nentioned at kind of
3 t he beginning of this workshop, which is for the
4 non-viable utilities in particular, there is a | ot
5 of qualitative data that goes along with that,
6 right? And | think that kind of what Susan
7 mentioned the earlier, which is we've seen this
8 non-vi abl e versus viable work in a |ot of other
9 states, is that -- that qualitative data? And |
10 think that putting this CPVRR portion in with the
11 non-vi abl e status forces that quantifiable data
12 rather than kind of relying on the qualitative.
13 So we've seen the qualitative work very wel
14 in alot of the states that we operate in,
15 M ssouri, Arizona, et cetera, so that's kind of ny
16 -- ny thought there about putting it in this
17 section, as OPC has kind of requested.
18 MR. CI CCHETTI: Thank you, Aaron.
19 MR, HETRICK: And | apol ogi ze, | have to ask
20 t he questi on.
21 If -- the way | understood Marty's proposal is
22 that it -- it attenpts to coll apse non-vi abl e,
23 viable, we are not really making that distinction,
24 and then you have another qualification built into
25 your s.
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1 If -- if -- would that still be appropriate if
2 there was sone reason to have? And how woul d we
3 integrate a CPVRR analysis if it was appropriate in
4 viable systens if we were to coll apse your
5 approach, Marty, to use your approach? | amtrying
6 to wap ny head around how t hat woul d worKk.
7 Because there seens to be sone value in the CPVRR
8 at | east maybe agreenent, | amnot sure, but for
9 vi abl e systens.
10 MR, FRI EDMAN:.  You know, maybe if it's
11 sonet hing, we don't think so. | nean, | don't -- |
12 don't like anything that's just you plug in the
13 nunbers -- and then that's kind of |ike used and
14 useful, you know, you plug in the nunbers and it
15 says what it says. But that rule says but, and
16 there is always -- you know, you can always say, in
17 spite of the fact that these are what the nunbers
18 say, here's why we think that used and usef ul
19 shoul d be a different nunber, and you need to have
20 the same flexibility in this.
21 It seemed to ne is that when you | ooked at the
22 positive acquisition adjustnent for a viable
23 utility, you are just going to put these nunbers in
24 a spreadsheet, and it's going to spew out
25 sonething, and all that is is nunbers. It's got
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1 nothing to do with the other el enents of being able

2 torun a utility. Are you going to have better

3 cust oner service? Are you going to have better

4 rel ati onships with your custoners? Are you going

5 toes provide your custoners with ability to pay

6 on-line to track their -- their -- their usage in

7 real ti me?

8 | mean, these things don't spew out of a

9 spreadsheet. And so the problemwith -- with the
10 viable, as | read the -- your proposed rule, is you
11 are just going to -- it's going to be a nunber, and
12 there is no alternative. The nunber is going to

13 say what to the nunber says, and everything el se be
14 damed.

15 And | -- | think the Comm ssion has got to

16 have the flexibility in a viable situation to | ook
17 at those non-nunbers tine of criteria and apply

18 those. That's why the criteria in the -- for

19 non-vi abl e, you know, being able to | ook at whet her
20 you got operational, managerial and financi al

21 resources that you don't have. That doesn't --

22 that may not show up in a sinple spreadsheet.

23 MR CI CCHETTI: So, Marty, would putting sone
24 flexibility around the CPVRR anal ysis, would that
25 satisfy you? Because it would seem kind of hard
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1 for the Comm ssion to not quantify these things,
2 and it would sort of, | think, kind of be anal ogous
3 to in a rate case saying, well, we think we are
4 going to save sone noney over here, and we think we
5 are going to save noney over here, and then we
6 think there is where our rate increase should be X
7 rat her than actually putting the nunbers down on
8 paper and then doing a calculation, and then, for
9 exanpl e, they could say, well, you know, we think
10 the risk is alittle higher so we will give thema
11 little nore on the return on equity. It appears
12 t hey have sone discretion, but you do have to
13 actual ly get sonme quantification of what you are
14 tal ki ng about .
15 MR FRIEDVAN. |If you are going to use that as
16 a one of several criteria, then, sure. |If you are
17 going to use it as the only criteria, no.
18 MR, CI CCHETTI: Ckay. Thank you.
19 So that brings us to the --
20 MR, REHW NKEL:  Mark.
21 MR, ClI CCHETTI: Yes, Charl es.
22 MR REHW NKEL: You know, and | think that,
23 again, we're not -- | think we are seeing the
24 I ssue, and we are trying to be supportive, and |
25 think Marty has raised a good point. W would just
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1 -- we've put sone | anguage out here that you are
2 going to kind of junble out there, even the
3 qualitative data, we would just |like to suggest it
4 shoul d be verifiable. That's one of the words that
5 we put out there. Just not |ike aphoristic kind of
6 things, oh, it's going to be better. You would
7 want to see testinony or evidence that's put
8 forward that says that these qualitative factors
9 will exist. They are not just possibilities, but
10 they will exist, such that when you get down five
11 years fromnow, or in the next rate case, you can
12 | ook back and say, okay, they said this, this and
13 this, did this, this and this happen? Because
14 that's what the Comm ssion ultimtely does.
15 And so they've raised a good point that there
16 are other factors than just a bottom|ine nunber.
17 So we -- we are supportive of that, as long as you
18 kind of button it down.
19 MR, CI CCHETTI: GCkay. Thank you, Charles.
20 Vell, | think we've discussed the positive
21 acqui sition analysis pretty much, but this is what
22 we have. And | just want to say -- | know | am
23 repeating nyself, but we thought one of the real
24 shortcom ngs of the real acquisition adjustnent
25 rule is the fact if it can be shown that an
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1 acqui sition adjustnment can still allowed and still
2 be in everyone's best interest, why not allow that
3 to happen? And we thought that the current rule,
4 as it stands, wouldn't allow that to happen. So we
5 thought it was inportant, if we are going to try to
6 get that to happen, that the Conm ssion have good
7 evi dence and -- and quantification of that, given
8 the best know edge at the tine. G ven our best
9 estimtes of what we think it's going to be for the
10 exi sting system and what the -- what it would be
11 for if that existing systemwas purchased.
12 Now, we know this exanple that we have given
13 I's not conprehensive. W can easily adjust that.
14 For exanple, let's say a utility is going to need a
15 certain anmount of investnent. They need a new well
16 in year three. Well, that could be incorporated
17 into that type of analysis easy enough. You could
18 just add that investnent in that year and say, the
19 existing utility would probably have to pay this
20 for that, and then the cost of capital associ ated,
21 that would be this, and then the taxes woul d be
22 this, and then you woul d get your CPVRR result.
23 But that's the whol e i dea behi nd havi ng that
24 CPVRR. | know there are certain utilities in that
25 state that wouldn't think tw ce about doing that
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1 kind of analysis in order to provide that kind of
2 evidence, and we're just trying to get that here so
3 we can get the acquisition adjustnment rule to be
4 able to better serve the citizens of the state of
5 Fl orida, and better serve all the stakehol ders, the
6 custoners as well as the | OUs.
7 And with that, | would be happy to hear
8 comments. We will start again with Marty,
9 anyt hi ng?
10 MR FRIEDVAN. | think -- | think I -- | think
11 that, as | nentioned before, using that as one
12 criteria is fine.
13 MR Cl CCHETTI: Susan.
14 MR DEASON. Is it okay if | just say a couple
15 of words? Yeah, | just want to echo what Marty
16 sai d.
17 | think, just in general, when it cones to --
18 we just warrant assurances that when you are
19 | ooking at a viable system that it's not just a
20 pure quantitative exercise. |It's both quantitative
21 and qualitative, you know. | think it's inportant
22 to treat, whether you are viable or non-viable, it
23 needs to be both criteria need to be net.
24 On top of that, and just going by what talking
25 about before, you know, |ooking at the different
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1 scenarios, nmultiple scenarios, the three scenarios
2 | have said before, whether it's just status quo,
3 maki ng i nprovenents on your own versus being
4 acquired by a consolidated entity and the
5 I nprovenents you get fromthere. So you would be
6 |l ooking at it fromdifferent angles to get the best
7 i nformati on avail able to nmake your deci sion.
8 MR, CI CCHETTI: And what we were thinking al so
9 is that hopefully this would be a tool that a
10 conpany m ght say, well, why -- why would we pay
11 that nmuch for this if this is going to be the
12 outcone? It's sonething that sort of forces you to
13 real ly think about the nunbers hard.
14 Not that | am saying you don't, but just from
15 being able to put that on paper and say, fromthe
16 Conmmi ssion's perspective, this is what it's going
17 to look like, maybe we shouldn't pay that nuch, or
18 maybe we could even pay a little nore based on the
19 anal ysi s.
20 Ckay, Susan.
21 M5. CLARK: Susan C ark.
22 | -- 1 think Marty makes sone good points, and
23 we wll leave it at that.
24 MR ClI CCHETTI: Aaron? Nope?
25 Tr oy.
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting (850)894-0828 Reported by: Debbie Krick



62

1 MR, RENDELL: | also agree. | was wondering
2 if, like, towards the end of the workshop, you
3 could take a mnute or two just to kind of explain
4 the nodel? | haven't had tine to digest it and --
5 but, you know, that would be -- that woul d be
6 hel pf ul .
7 MR. CICCHETTI: Al right. This is what was
8 -- this is what the results would be. And | can't
9 -- | have a good -- we do have --
10 In the discount rate, if you look in the upper
11 ri ght-hand corner, we are tal king about the
12 di scount rate, the weighted average cost of
13 capital. That would be your marginal cost of
14 capital. So basically you are |ooking at investor
15 sources of funds.
16 And the start date, the acquisition date are
17 sel f-expl anat ory.
18 And then we are going to | ook at the things
19 that go into a revenue requirenent. |It's
20 essentially a revenue requirenent analysis. And
21 there is two ways of looking at this. One is to
22 say, well, we can just do it on an increnental
23 basis and get the difference between what we think
24 their cost would be if they are not acquired and
25 what our costs going to be if they are acquired.
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1 And you woul d hope to end up with savings from
2 that, which would be a negative nunber.
3 O you could also run the nodel, or create a
4 nodel that would also | ook at what happens if you
5 are just going to run a systemon its own, or if
6 you are going to fold it into a bigger system And
7 if you are folding it into a bigger system you
8 want to know that not only is this going to be
9 beneficial for the custoners that are being
10 acquired, but also for the custoners of the
11 acqui ri ng conpany.
12 And everything else, | think, is -- is pretty
13 sel f-explanatory. W have the -- on the second
14 page here shows all the forrmulas. And as far as
15 the revenue requirenent cal cul ation, you have your
16 &M expense; your depreciation and anortization
17 i ncluding any additional investnment that's going to
18 need to be nmade; taxes other than incone; your
19 i nt erest expense; your return on equity; your
20 income tax. And then it's just going to be a
21 conpari son between, you know, the total revenue
22 requi rement and what you expect you mght get to
23 collect fromyour custoners and derive a tota
24 savings or costs. And then, of course, you know,
25 qualitative factors, if that's the way we draft it,
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1 t hey woul d be considered al so.
2 But again, we are not saying people have to
3 use this nodel, but whatever nodel is used, we are
4 going to want total transparency. W are going to
5 say, what were your assunptions? And what -- what
6 Is the, you know, the actual nodel that you used,
7 and so forth, so that, you know, we coul d advi se
8 the Commi ssion one way or the other.
9 MR, RENDELL: Well, | think the way it's
10 witten you are required to use the nodel.
11 MR, CICCHETTI: Right here inthis -- in
12 this -- no, | don't think we say it in this. You
13 need to do a cunul ative present val ue of the
14 revenue requi renents analysis, but you don't need
15 to do this specific nodel You need to do sonething
16 that's going to show the Conm ssion what it's going
17 for cost, and whether or not that's beneficial or
18 not. This -- this was put in as a form and |
19 think we have said it's an exanple of what you can
20 do.
21 Al right. Any further comrents?
22 MS5. CHRI STENSEN: Yes, Patty Christensen with
23 OPC.
24 As you can see, we added additional comments
25 under the viable utility positive acquisition
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1 adj ust nent under nunber three.

2 We did take out the CPVRR anal ysis | anguage

3 here, although not necessarily opposed to having a

4 CPVRR anal ysis done. Qur focus was on whether or

5 not the positive acquisition adjustnent is

6 projected to provide benefit synergi es and cost

7 savi ngs equal to or greater than the revenue

8 requi renment, including the requested positive

9 acqui sition adjustnment, which | think brings it

10 nore in line with what you will see in other

11 i ndustries, is that it looks at it in a nunber of
12 factors. And one of those factors before the

13 Comm ssion will consider a positive acquisition

14 adjustnent, is that it will result in |ower revenue
15 requi rement for custoners going forward.

16 So the custoners basically are held harnm ess
17 by the acquiring of the system by another entity,
18 and so that the benefits are flowi ng through to the
19 cust omer base, and that's what we were trying to

20 capture here.

21 MR, CICCHETTI: Ckay. This norning is the

22 first tine | have seen it, or that we've seen it.
23 So we wll definitely look at it and take that into
24 consi derati on.

25 MR, WLLIS: Yeah, Mark, the way you expl ai ned
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Debbie Krick



66

1 it, that's -- that -- we have no problemwth
2 | eaving that in there, the CPVRR anal ysis, because
3 when you are | ooking at the stand-al one versus what
4 it would be if it was consolidated or nerged, and
5 you are going to | ook at the factors between the
6 two and whether or not there are cost savings that
7 way, it does the sanme thing we tal ked about.
8 MR. SUNBACK: Mark, if | can -- for those
9 people that are viewing on-line, the CPVRR
10 spreadsheet is accessible under our rule
11 devel opnent tab.
12 M5. CHRI STENSEN. Okay. That -- that was
13 going to be our next question, is where we could
14 get a copy of that so we can take a -- a closer
15 | ook at the fornulas, and take a | ook at the
16 factors that the Commi ssion is considering in that,
17 if we need to comment on it in our reply comments
18 or postworkshop comments.
19 MR, CICCHETTI: Ckay. |If there is no further
20 di scussion on the CPVRR, we can go on to --
21 MR HETRICK: Mark, if -- | have one nore
22 guestion while we are still on CPVRR
23 Marty, you nentioned the need to nmaintain
24 gqualitative data as an option. | think OPC
25 acknow edged that provided that it's verifiable. |
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1 aminterested in the notion -- it's sonetines
2 easier said than done -- verifiable qualitative
3 i nformati on sounds very reasonable, but | am
4 interested fromyou all's perspective, Troy, Susan
5 and Marty, and even OPC for that matter, what --
6 what mght verifiable qualitative information |ook
7 i ke? What does that nean? What is verifiable?
8 What is that tern? Wen you think about that term
9 in ternms of qualitative, how do you understand that
10 t er n®?
11 MR, FRIEDMAN:. | think that OPC suggested that
12 because it's an inpossible standard to neet. |
13 don't think that you can neet qualitative, viable
14 and whatever that other word is. | don't think
15 those are standards. | think you need to show by
16 the -- by the preponderance of evidence that you
17 are going to provide these benefits, A B, C D
18 You are either going to provide them by the
19 evi dence or not.
20 | don't know what those other terns, viable --
21 | nmean, you know, denonstrable, | think those are
22 just things to add to nake it nore difficult to get
23 a positive acquisition adjustnent.
24 MR HETRICK: Yeah. | think, you know, part
25 of the discussion here, Charles and everyone, is to
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1 kind of flush out, you know, what -- what everyone
2 perceives these things to be so that in these words
3 so that we, you know, can think about this and have
4 a di scussi on.
5 M5. CHRI STENSEN. Well, let us -- | guess, |et
6 us give you sone exanples of what we m ght consider
7 verifiable.
8 You have a systemthat has issues with water
9 qual ity standards. You can obviously get
10 i nformation fromthe Departnment of Environnental
11 Protection. That's verifiable, anybody can go | ook
12 that up. Conplaints within the Conmm ssion's
13 system you can | ook at the nunber of conplaints.
14 W frequently do a lot of these kinds of analysis
15 on water quality when we put on rate cases to
16 determ ne whether or not the quality of service
17 that' s being provided.
18 You can | ook at the nunber of conplaints
19 regarding billing, or the billing system say, you
20 know, we've only had 467 conpl aints or whatever.
21 O you can put on evidence that this conpany has
22 150 billing conplaints. Qur conpany, we are the
23 acquiring conpany, if it's another utility, we've
24 only had one in the system That's quantifiable,
25 qualitative kind of analysis that can be put on
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1 that has sonme nuneric value as well as qualitative

2 anal ysi s.

3 You know, if they are going to provide -- |

4 think Marty Friednman had argued about, well, you

5 can put in better custoner service treatise and

6 custoner service things. You can put on testinony

7 that the utility we are going to acquire doesn't

8 have any custoner service. W have a custoner

9 service system W handle, you know, 1,000 calls a
10 nonth. You know, we are able to answer it wthin,
11 you know, five seconds.

12 We are not suggesting that it has to be an

13 overwhel m ng anount, but there has to be sone sort
14 of evidence that they are putting on that these

15 qualitative services that they are going to provide
16 are, in fact, going to provide better, faster,

17 service. And they've done it when they tal k about
18 manageri al technical skills. They cone in and say,
19 wel |, we have billing services. W have a billing
20 service. Well, what is that? Wat -- howis that
21 handl ed?

22 | think what we are tal king about is details,
23 things that can be asked, you know, you can, you

24 know, go and | ook at an independent third site, or,
25 you know, you can give us information about how
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your billing systemruns. Those kind of things are

what we are | ooking for. Sonething that can be put

into evidence that's solid. Not, well, we think we
are going to reduce -- we are going to iInprove
custonmer billing. Just saying it isn't sufficient.

| think what we are | ooking for is how.
Specifics. How are you going to inprove customner
billing? Well, we are going to put in this billing
system and it's going to provide bills on a
nmont hly service, and we always provide tinely
bills, and here is how we've done it in the past.

MR REHW NKEL: Keith, | think the word that
we have seen was anticipated, and that seened
hi ghly just subjective, and we were trying to cone
up W th sonewhat nore objective concepts. W are
not wed to any of these.

Verifiable, the definition of that is capable
of being verified. And | think that's what we are
| ooking at, is it sonmething that if -- if the
Commi ssion relies on it today and they | ook back
and say, did that happen?

Anti ci pated, expected, we just thought those
were too general. So we are trying to nove the
bal |, give you sone concepts to look at. So that's

-- that's the spirit in which we put that out
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1 t here.
2 MR HETRICK: That's hel pful, and | know
3 Susan.
4 M5. CLARK: My first point would be | don't
5 think it's a standard of proof, evidentiary
6 standard, and | don't think it belongs in this
7 rule. If it does, it belongs in every other rule
8 you have, where you list factors. And it's really
9 an adm nistrative procedure thing, you know, that
10 you have to neet the quality of conpetent,
11 substanti al evidence when you nake decisions to
12 support your decision. So it really has no -- it
13 shouldn't be in here. It -- it isn't a factor.
14 It's the quality of the evidence.
15 And | think a | ot of what your -- | agree with
16 merit. | think it's probably an inpossible
17 standard, but you have in here the fact that if
18 they don't materialize later, you are going to go
19 back and | ook at and adjust it. So | think that's
20 sort of the failsafe that they are | ooking for,
21 that it actually has to happen.
22 And | -- you know, the Conm ssion oftentines
23 wi |l say, you know, ratemeking is forward-I| ooking,
24 and we believe these things are going to happen.
25 We believe you are going to need the X nunber of
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1 customers, or X nunber of enployees, and then you

2 go back and verify that, and it sort of plays into

3 what you would do the next tine. So |l -- | don't

4 think it needs to be in here.

5 MR, HETRI CK: When you say it doesn't need,

6 you nean the word -- use of the word and --

7 M5. CLARK: | don't think you should put in

8 here the standard of proof.

9 MR HETRICK: Right. GCotcha.

10 MR, CI CCHETTI: Anything el se?

11 MR, RENDELL: Yeah, | agree. The difficulty
12 cones when the utility -- previous utility owner

13 was either falsifying docunents to the regul ator

14 and the regul ator had no clue what was going on. A
15 lot in Florida is you are self-reporting. So when
16 sonet hi ng happens, you are supposed to report it to
17 DEP.

18 For instance, we purchased a utility recently
19 that was out of conpliance on both nutrient renoval
20 and their filter was out of service, but it wasn't
21 reported to DEP. So it's difficult to have

22 verification docunents that, you know, this is

23 goi ng wr ong.

24 You know, oftentines, after we purchase it, we
25 follow the rules and we issue boil water notices if
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there is a break. And, you know, the custoners are
surprised, saying, we never had one of these
before, so the owner wasn't follow ng the rules.

So there are difficult circunstances that you
can't really provide quant -- you know, verifiable
evi dence, but you don't know until you get in
there. But, you know, there are -- there are other
I ssues that, you know, we could |ook at, but I
agree with -- with Susan on that.

MR, CICCHETTI: Ckay. | think we can nobve on
to sections 4 and 5. And the big change that we
are proposing in section 4 is to say that -- to
make it clear that an application for a full or
partial acquisition adjustnent can be nade at the
time of transfer of ownership, or at any tine
within three years of the date of the order
approvi ng the transfer of ownership.

And our thinking there was -- had to do with
the data getting stale. |If you are not going to
get an acquisition adjustnment at the tine of the
transfer, if you start |ooking at data six or seven
years later, and you say, well, the acquired --
acquired utility would have been paying this, or
this woul d have been the price for that.

It seens to ne that waiting until the next
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1 rate case could be an awful long tinme. So we
2 thought it was reasonable that within -- we wanted
3 to address sone of the concerns, and say if it's
4 not going to be at the tinme of the transfer, then
5 what woul d be a reasonable period after that? W
6 canme up with three years. | know CSWR had sai d,
7 you know, we need sone tine to run the systemso we
8 can get an idea of -- of what's actually happening
9 here, and | think three years would be a reasonabl e
10 period of tinme to do that.
11 So that's -- that was our thinking, and now we
12 woul d |i ke to hear what you are thinking.
13 MR, FRI EDMAN:.  Thank you. Marty Friedman.
14 As long as it's not a bright line three years,
15 and you have got sone flexibility, because there
16 are going to be circunstances that you are not
17 going to be able to verify the inprovenents that
18 you are making within that three-year period, or
19 for any nunber of reasons. So if you are going to
20 put three years, don't nake it a bright line, you
21 know, three years and one day, you are out.
22 MR ClI CCHETTI: Jared.
23 MR. DEASON:. Yeah, | just agree wth Mrty,
24 you know, especially if your -- if that three years
25 coincides wwth rate cases. Lately, you know, we
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1 haven't been having rate cases every three years.
2 Usual ly, it's been about every four or every five
3 years. So a little bit of flexibility would be
4 appreciated in that.
5 MR Cl CCHETTI: Susan.
6 M5. CLARK: W agree with those coments.
7 One thing we wanted to nmake sure was that you
8 can make it in a subsequent rate case. It doesn't
9 have to be a separate ask. It doesn't have a
10 separate proceeding that you are comng in and
11 asking for an acquisition adjustnment. It can be
12 part of the rate case.
13 MR ClICCHETTI: Yes, but are you okay with the
14 three years?
15 M5. CLARK: | think Marty is correct, that,
16 you know, as long as it isn't a bright line, if you
17 can show reasons to go beyond that three-year
18 period. [It's not unreasonable, Mark.
19 MR. CICCHETTI: Wth arule -- rule -- rule
20 wai ver, would that satisfy the situation?
21 M5. CLARK: Mark, that's cunbersone, very
22 cunbersone. And it's a very high standard to neet.
23 Aaron would like to coment on the tine
24 peri od.
25 MR. Cl CCHETTI: Okay.
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1 MR SILAS: Yeah, | would just |like to say
2 first of all, thank you for, obviously, the
3 consi deration of kind of sone of our comrents that
4 we nmade in our acquisition proceedings.
5 | think that, you know, from our perspective,
6 a lot of these systens that we have acquired have
7 been non-viable, and | think that giving the
8 conpany enough tinme, kind of what was said before
9 about, you know, not reporting the right things to
10 DEP, seens to be, fromvery closely working DEP
11 and have di scovered a significant |ack of
12 I nvestnment in sone of the assets that we coul d not
13 have found out if you were not actually running and
14 operating the system
15 So I think that, you know, making the
16 application within three years with that kind of
17 denonstrative evidence of -- of the state of the
18 systemand the state of the assets nmakes a | ot of
19 sense. | agree with Marty that it's not a
20 catchall, where there m ght be sonme things that --
21 that cone out after that. But | think that three
22 years is a -- obviously a great inprovenent over at
23 the tinme of -- of acquisition, so we appreciate the
24 consi derati on.
25 MR. FRIEDVAN:  And then, Mark, let ne --
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1 because that brought up another question about the
2 interpretation of that, whether that says -- it
3 says the acquisition adjustnent can be nmade at any
4 time. Now, does that nean the granting of the
5 order or the filing of an application? Because
6 those two things are very different, particularly
7 if it didit in conjunction with a rate case that's
8 going to last for, you know, eight or nine nonths.
9 MR, CICCHETTI: W were thinking the filing.
10 MR. FRIEDVAN. So you are tal king about filing
11 for it not --
12 MR CICCHETTI: Wthin three years, yeah.
13 MR. FRIEDMAN. -- not actually getting it?
14 MR, CI CCHETTI: Right.
15 MR. FRIEDVAN: Yeah. It seens |like four years
16 -- | just wonder why you picked three as a default,
17 since four years is kind of -- the general theory
18 has al ways been the utilities file rate cases every
19 four years, which is why they anortize rate case
20 expense every four years. So, you know, that's
21 kind of the default tinme period. | just wonder how
22 three cane in instead of four? But, although if
23 you got the flexibility to do a | onger period, then
24 it doesn't matter what period you have there.
25 MR. ClI CCHETTI: Good point.
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1 Ckay, Troy.

2 MR, RENDELL: My only comment is the way it's

3 witten, it alnost -- | just want to caution. |t

4 | ooks like you are forcing the utility to cone in

5 for arate case in three years. And | bring that

6 poi nt up because if you look at the original rule,

7 and there is a section about anortization and

8 negative acqui sition adjustnent over a seven-year

9 period, and if you don't conme in for a rate case it
10 wi |l not being recognized for earnings surveillance
11 for overearnings. And that was a conproni se that
12 was made with staff and OPC at the tine. So that
13 was to encourage utilities to stay out of a rate

14 case for seven years. So | just don't want it to
15 | ook I'i ke you have to cone in in three years for a
16 rate case.

17 MR, CI CCHETTI: Qur thinking was you could do
18 the acquisition adjustnent filing, and then rates
19 woul d be increased at your next rate case.

20 MR, RENDELL: Ckay. So you don't have to have
21 a rate case. You can ask for a positive -- okay.
22 | got you.

23 MR, CI CCHETTI: That was our thinking.

24 Patty.

25 MS. CHRI STENSEN: Yes. Qur conmments were --
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1 you know, we are still of the position that we

2 beli eve that an acquisition adjustnent -- a

3 positive acquisition adjustnent, the reasons and

4 rational e should be known at the tinme of transfer.

5 W will certainly take into consideration the

6 comments that others have nmade today and w ||

7 address those in our comrents.

8 MR. CI CCHETTI: Thank you.

9 And then section 5, we gave a | ot of thought
10 to this. And what -- the conclusion we reached was
11 nost negative acquisition adjustnments are
12 associ ated wth non-vi abl e systens, or troubled
13 systens. And we wanted to provide as nuch
14 i ncentive for those systens to be taken on by a
15 vi abl e system as possi ble, and so, you know,

16 considering the fact that no other state has

17 negati ve acquisition adjustnments, we thought that
18 it would be good, and this would be a good tine to
19 make that change to our rule, and we would like to
20 hear your comments.

21 Marty.

22 MR, FRI EDVAN: W support that position

23 whol eheartedly.

24 MR. DEASON. Yes. | just echo what Marty

25 said. Yeah, | think, overall, it comes down to you
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Debbie Krick



80

1 have to incentivize viable |larger systens to take

2 over the small non-viable systens. And doi ng away

3 wi th a negative acquisition adjustnent would go

4 al ong way in acconplishing that goal.

5 M5. CLARK: Susan C ark.

6 Yes, we agree it would be well to do away with

7 negative acqui sition adjustnents.

8 MR. CI CCHETTI: Troy.

9 MR, RENDELL: | would say | also agree. It

10 does get away fromthe original cost theory. But
11 speaki ng from experience, fromone that has several
12 utilities wth negative acquisition adjustnent, one
13 with a very |large negative acquisition adjustnent,
14 what it does is disincentivizes investnent. So if
15 the negative acquisition adjustnents, to the extent
16 that you are not going to get a return on needed

17 capital, like, for instance, the system| am

18 tal ki ng about is The Wods, where it was purchased,
19 | think, for $10, but it was one that it has its

20 probl ens, but we had to put iniron filtration for
21 renmoval , which was very costly, but the negative

22 acquisition adjustnent, you know, it can be a dis
23 -- disincentive to nake investnents.

24 MR CI CCHETTI: Patty.

25 M5. CHRI STENSEN: Yeah. | think we addressed
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1 our conments regardi ng the negative acquisition
2 adj ustnent at the begi nning of the workshop, and we
3 wi || address anything else further brought up today
4 I n conment s.
5 Thank you.
6 MR. ClI CCHETTI: GCkay. Thank you.
7 And | think any change to section 6 -- well,
8 we renoved the | anguage that is associated with a
9 negative acquisition adjustnment, and | think
10 everything else is just to nake it consistent with
11 ot her parts of the rule.
12 And section -- in section 7, we wanted to nmake
13 it clear, because we heard a | ot about regulatory
14 certainty. And | did go back in part of our
15 research | ook at the testinony of forner
16 Conmmi ssi oner Deason in the Vero Beach case. And he
17 had sone good points, | thought, in there about
18 regul atory certainty, and the -- a conpany being
19 concerned about having to justify something 30
20 years later, or continuously, or sem continuously
21 over a 30-year period.
22 And so we thought it would be good to provide
23 sone reqgul atory certainty in this area, and say
24 that if there was going to be a review and
25 nodi fication, that it had to be done wthin five
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1 years. But what we do think that it is absolutely
2 necessary to review the acquisition adjustnment and
3 al l ow positive acquisition adjustnent so we can see
4 I f these expected savings and expected benefits
5 actually occurred. And we've had instances, or at
6 | east an instance in the past where the Comm ssion
7 decided, well, it didn't pan out, so we didn't want
8 to take that discretion away fromthe Conm ssion,
9 but we wanted to provide sonme regulatory certainty.
10 So with that, | would like to hear your

11 conment s.

12 Marty.

13 MR. FRI EDVAN:  Yeah, we certainly agree that
14 we need to have requlatory certainty. Qur only

15 comment on this particular section was when it

16 tal ked about whether the -- the changes

17 materialize. You know, our comment is -- is

18 dealing with whet her substantially materialized.

19 You know, for instance, you say there is going to
20 be a five years decrease in rates, and all of a

21 sudden it's only 4.9 percent. Qops. You know, is
22 that going to negate the whole acquisition

23 adj ust nent because they didn't neet exactly what

24 you had? So | think there has to be sone

25 substantiality standard within that criteria.
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1 MR, CI CCHETTI: Susan -- Jared, did you have
2 sonet hi ng?
3 MR. DEASON. Yeah, | was just going to just
4 el aborate a little bit nore.
5 | mean, sonetines things happen beyond the
6 control of the utility, and they are putting forth
7 their best efforts to nmake those materialize, and
8 maybe they are materializing but not as quickly as
9 possi bl e due to, like, for exanple, supply chain
10 di sruptions that we have experienced in the |ast
11 few years. That's beyond the control of the
12 utility, but we are still doing the best we can,
13 and we are in the process -- we are still in the
14 process of nmaeking them materialize, and we still
15 feel it is. | just want a little bit of
16 flexibility instead of having just a hard and fast
17 five years, everything has to be done in five years
18 or you are taking it all away.
19 So just if there is any way you can work in
20 sone of that flexibility, that would be good. But,
21 yes, | do agree you need to have regul atory
22 certainty, and | amdefinitely onboard with that
23 concept.
24 MR, CICCHETTI: I'msorry. Wth flexibility,
25 do you want us to nmake it six or seven?
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1 MR, DEASON. Well, | nean, you can look at it
2 within five years, but | just don't want to be in a
3 situation where everything as has to occur in five
4 years and sonething -- and it | ooks |ike everything
5 Is going to occur in five years, but sonething
6 happens al ong the way beyond the utility's control,
7 like | said before, a supply chain disruption.
8 Li ke, for exanple, we are going to replace al
9 the neters in five years, and, you know, with AM,
10 for exanple, but yet we can't get the neters
11 because of supply chain disruptions, and we are
12 only able to get half of them and only install
13 half of themin that tine, would you use that as an
14 excuse to take back all of the positive acquisition
15 adj ust nent ?
16 MR, CI CCHETTI: Got you.
17 MR, DEASON. So just have a little bit of
18 under st andi ng that sonetines things happen beyond
19 our control, and don't use that to negate a
20 positive acquisition adjustnment is all | am saying.
21 MR, FLETCHER: | would point out that the --
22 in the beginning of the rule, it said maybe. That
23 may be the flexibility already in the | anguage.
24 May be subsequently nodified. So at a -- at a
25 point in tinme, the utility could cone forth, give
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1 ext enuati ng circunmstances, and because it has

2 maybe, | think that does provide flexibility.

3 MR, DEASON:. Ckay.

4 M5. CLARK: | think Marty and Jared nade

5 coments that are worth consideri ng.

6 MR. ClI CCHETTI: Thank you.

7 Tr oy.

8 MR, RENDELL: | agree that, you know, | do

9 li ke to the | anguage that Sunshine has in here,

10 about due to factors beyond the acquiring utility's
11 control .

12 For exanple, we cane in requesting a positive
13 acquisition adjustnent for Royal, because we knew
14 we coul d reduce the chem cals and el ectri cal

15 because of the way that they were operating the

16 plant with their backwashing filters. Wat we

17 didn't expect was recently our chem cal costs went
18 from |ike, 600 per cylinder to over $2,000 per

19 cyl i nder.

20 So chem cal costs are extrenely high right

21 now. They have al nbst doubl ed in sone instance.
22 So that would be a factor beyond the utility's

23 control, that although you are using -- you know,
24 you are not using as nuch water, the chem cal cost
25 Itself went up.
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1 MR, CI CCHETTI: Ckay. Patty.

2 MS. CHRI STENSEN: Yes, | think our concern

3 with maintaining the five-year or closer in tine

4 | ook at whether or not those factors are is the

5 availability of the data, and neking sure that you

6 can actually take a | ook and see if those kind of

7 synergi es and benefits are materiali zing.

8 You know, | think these guys have given us

9 exceptional circunmstances that may occur, and --

10 and | think the rule, the way it's currently

11 wor ded, would give that flexibility to the

12 Conmmi ssi on.

13 We have done sone wordsmthing to this section
14 consistent wth sone of the -- our other suggested
15 | anguage changes t hroughout, but we woul d be

16 concerned about going too far out in tinme, because
17 there is other factors beyond stuff that -- beyond
18 factors that are beyond the utility's control. You
19 know, there is -- expenses go up and down, costs

20 i ncrease and decrease in between the tine a utility
21 is purchased and the tine even five years or 10

22 years out. And the further out in tinme you go, the
23 harder it is to trace costs back to whether or not
24 you are getting synergies or benefits fromthe

25 acquisition, or if it's just due to changes and
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1 flexibility in costs over tine.

2 So that's why we woul d suggest you need to

3 have it within a reasonable tine of the acquisition

4 to actually nmake that a neani ngful analysis.

5 MR, REHW NKEL: MarKk.

6 MR, CI CCHETTI: Charles.

7 MR. REHW NKEL: We've -- | think we've given

8 you | anguage that's consistent is consistent with

9 the concept that you are putting forward. W -- we
10 suggest the word nodified could be either reduced
11 or elimnated. Because you are -- | don't think

12 you are ever going to be increasing the anount. So
13 we put that out there just for clarity.

14 And | think that |anguage about reduced all ows
15 for the flexibility that we heard fromthat it --
16 you mght -- you might not take all of it away, you
17 m ght say 30 percent needs to cone off because

18 this, this or this didn't happen, and after you

19 have listened to their evidence.

20 Just | ooking at your |anguage on the screen,
21 sonet hing just occurred to ne. On the "any

22 subsequent nodification by the Comm ssion will be
23 within five years", you mght want to say will be
24 made by a docket that is initiated within five

25 years, because you coul d have, for whatever
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1 reasons, deferrals, delays, whatever, you could
2 kind of filibuster it out where it didn't happen,
3 and | don't think that's what you i ntended.
4 MR CICCHETTI: That's a very good point.
5 MR, REHW NKEL: Ckay.
6 MR. CICCHETTI: Al right. Well, we heard
7 sonme very good ideas, and very sincere hard work
8 went into all of this, | can tell. W are going to
9 ask that your conments be supplied within three
10 weeks, and that would be May 4th. | would like to
11 hear if you think that's -- that's reasonable. |
12 know [ ast time we had a lot nore issues that had to
13 be addressed. |Is everybody okay with three weeks
14 and May 4th?
15 Now, | know you are all probably deeply
16 di sappointed that this -- this workshop is not
17 going five hours like the | ast one, but we got it
18 in an hour and 45 m nutes, and that's about where |
19 thought it was going to be. | didn't knowif we
20 were going to have to burden our court reporter,
21 but | think we nade it, so | would like to thank
22 everybody. | hope you don't have to deal with --
23 MR, REHW NKEL: Can | just say, we -- we
24 really appreciate the spirit that you initiated
25 this, and that the utilities have cone forward.
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1 Their -- their comments are -- are earnest, and
2 they are based on experiences that they've had, and
3 we wll work with you and themto try to find a
4 reasonabl e rule that neets everybody's concerns.
5 We are concerned, of course, about the inpact
6 on customers, and we will -- we will make our
7 comments and our suggestions fromthat point. But
8 | think this process has been constructive, and it
9 has been the way things ought to work. Thanks.
10 MR, CICCHETTI: And we al so appreciate al
11 your earnestness in your office, so thank you very
12 nmuch.
13 MR FRIEDVAN. | want to reciprocate and agree
14 wi th sonething that Charles said since he -- and
15 lightning didn't strike us when he agreed with ne,
16 so | hope that | have the sane luck, but | do echo
17 Charl es' thoughts on that as well.
18 | do have one question, are the -- are the
19 changes that we tal ked about, |ike you nentioned a
20 m nute ago, the workshop addressed a | ot of other
21 issues as well. |Is there any thoughts on those
22 I ssues, and whet her they are goi ng anywhere, or are
23 you just going to put themin the back burner until
24 this one is done?
25 MR CICCHETTI: | hadn't thought about that.
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1 | know we are going to proceed with all of the
2 t hi ngs what we addressed in the first workshop one
3 way or the other. | knowthis is on the -- on the
4 front burner, and so we will probably deal with
5 this first, and get this taken care of, and then we
6 will nove on to the other itens that we addressed
7 in the first portion.
8 MR, FRI EDMAN.  Thank you very much.
9 MR, REHW NKEL: Hey, Mark, can | comment on
10 that just a little bit?
11 MR, CI CCHETTI: Certainly.
12 MR. REHW NKEL: Cbviously, there is an issue
13 about this cost recovery nmechanismthat was raised
14 in the initial workshop that | think inclusion of
15 that in any way with this process will certainly, |
16 t hi nk, probably danpen if the spirit of noving
17 forward to get a constructive rule, because, |
18 mean, | think we can work sonmething out on this
19 acqui sition adjustnment issue. So | nean, that's
20 our conmtment to work constructively to get there.
21 If it's conbined with other stuff, which | consider
22 to be sonmewhat baggage, | think it would harmt hat
23 process.
24 MR, SUNBACK: Mark, if | can add, for those
25 that are viewing on-line or renotely, you do not
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1 need to have attended or participated in today's
2 staff workshop in order to submt witten comments.
3 There will be nolimt on witten comments, and
4 witten comments wll be given the sane
5 consi deration and wei ght as oral comments.
6 However, we ask that if you have any specific
7 rul e | anguage to suggest, or if you have type and
8 strike version of the rule that you would |ike us
9 to consider, that you include that |anguage in your
10 comments. And those can be filed in the undocketed
11 file with our Clerk's Ofice.
12 MR CICCHETTI: And with that, thank you,
13 every --
14 M5. CLARK: Mark, may | have -- when we w ||
15 we see the transcript? That's been very hel pful to
16 me in drafting.
17 MR, CICCHETTI: Two weeks. | just got the
18 si gnal .
19 M5. CLARK: Could we have four weeks for
20 comments then? | don't know.
21 MR, CI CCHETTI: Anyone -- flip opposed four
22 weeks.
23 M5. CLARK: All right. Disregard ny request.
24 MR, CICCHETTI: Ckay. Al right. Wth that,
25 t hank you everyone, and save travels.
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