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6  (Seidman) Staff’s Response
to First Set of Interrogatories

17 (Seidman) Mobil Annual

Report 1990

(Seidman) Contract dated
8 October ‘87 Betveen uu:m
Point and Dickerson, Plorida, Inc

11, 2, 3, ¢ and 5
£ (Reese) Letter from Plorida

Department of Environmental
Regulation to Niami-Dade Water
and Sewer Autherity

10 (Resse) Letter to Water
Customers from Sailfish
Point Utility, dated 5/22/88

11 (Late-Piled) (Ohon). Description

of six- versus eight-inch
pipe in ground
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(Hearing reconvened at 8:30 a.m.)

COMMISSIONER EASLEY: The magic hour having
arrived, I believe we had reached the point wvhere, Ns.
Bedell, you may inquire.

MS. BEDELL: Thank you, Madam Chairman, ve
have a composite exhibit that we need to have marked.

The exhibit is the Utility’s responses to
several of Staff’s Pirst Set of Interrogatories.

COMMISSIONER EASLEY: Wait one moment.
(Pause) Do the parties all have that?

MS. BEDELL: I believe the parties received
copies of these yesterday.

COMMISSIONER EBASLEY: All right. This will
be Exhibit No. 6. "Responses to Staff’s First Set of
Interrogatories.” Nos. 16, 19, 21, et cetera.

(Exhibit No. 6 marked for identification.)

FRANK SEIDMAN
having been previously called and duly sworn as a
witness on behalf of Sailfish Point Utility
Corporation, resumed the stand and testified as

follows:

BY MS. BEDELL:

Q Mr. Seidman, do you have a copy of that?

FLORIDA PUBLIC SERVICE COMMISSION
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unaccounted for, in a sense, not sold. However, since
doing the schedule, and .lt; response to Staff
interrogatories, we resvaluated wvhat these nonsold
members would be. '

Q And what vas your conclusion?

A As a result we would see that the

lunaccounted-for water, after accounting for other uses,
1- going to be in the 10% or less level.

Q Okay. And isn’t it true that the
unaccounted-for water in 1990 was actually 15%?

A I believe that’s correct. (Pause) Excuse

n, in what year?

Q 90, 1990.

A For the calendar year for this -- ending

Q Calendar year.

A I don’t have the calculation for calendar

Q Okay. Thank you. Would you agree that the

ttutaont cost of unauthorized construction water use

ishould not be borne by the Utility customers?

A I think that’s fair. Construction wvater is

isupposed to be metered. I think that the Utility has a
r.-ponsib:llity to try to monitor that. I guess it’s a

quution of whether you can monitor all of it, and
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there is going to be some type of use that’s going to

get away.

Q Can you tell u= vhat measures the Utility has
taken to reduce the unauthoriszed construction water
use?

A Well, the unauthorized construction vater use
that we noted took plmi‘i,n only two occasions duvring
tmmtymandtmm'tm. 80, to my
knowledge, I don't.kaaiﬁnhoth-r they are monitoring
more closely or those m Just incidents.

Q znmwmtmmumzot
unaccounted-for wvater, did you take into account the
unauthorized construction water use?

A Yes. PFor the year ending -- for the
historical period, yes, I took that into account.

Q Would you agres that during the break-in
phase of the nev calcite contacter in 1989, that

625,000 gallons per mowth was used in line flushing?

(Pause)
A  Let me look at my schedule.
Q. I think you may want to look at Interrogatory
No. 35,
A  35. Thank you. (Pause)
The attachment for it not in my copy. I have
it here in my not-l. That’s okay.

FLORIDA PUBLIC SERVICE COMMISSION
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WITNESS SETDMAN: There is no estimate. It

{just falls into it.

COMMISSIONER EASLEY: Is it a number?

WITNESS SEIDMAN: Well, all I’m saying is

lwvater sold, it falls into that amount.

COMMISSIONER BASLEY: It’s a fallout number?
WITNESS SEIDMAN: Yes.
COMMISSIONER EASLEY: Thank you.

Q (By Ms. Bedell) In Interrogatory 36, did you

:.ltillt. that amount?

A No, I dia not.
Q In the attachment, Page 18 of Exhibit 6 --

A Let me modify that. We did make an estimate

;fot the plant use as it was concerned with the calcite

|contacter itself, but not any other part of plant use.

Q Okay. Thank you. And if you could refer to
Schedule F-8, Page 1.

A Yes, I have it.

Q Okay. Isn’t it correct that to obtain the
margin reserve in gallons per day for water treatment,
that you applied the margin reserve percentage to peak
day flows rather than using yearly growth?

A Rather than using what?

Q Yearly growth. (Pause)

FLORIDA PUBLIC SERVICE COMMISSION

416




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A Well, I think it comes out the same. We’'re
douninlnqwummuy regquirements are
lassociated with growth.

Q nhqlmﬂamm?

A Yes. We took the growth in the peak day --

.mu me -- the grovth'i.n average sales from year to

year and applied that same percentage to the peak day.
Q And wvhy do you use this method?

A I’m assuming that the relationship of peak

day will increase at the same rate.

Q Okay. Are you avare that margin reserve is
inormally calculated using ysarly flows and not peak day
‘mm -= peak day flows, excuse me?

A It’s normally --

Q Calculated using yearly flows and not peak

A I wvasn’t avare that there was any norm.

Q Okay. If you had used a five-year average,

truc that your percentage growth and percentage margin
rmmldbolm.rthmtm.promtod in MFR
|schedule P-8, Page 1?

A Based on the information of F-9, yes. The

FLORIDA PUBLIC SERVICE COMMISSION
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iF-9 information is incomplete anyway. The average
lgrowth there that says ﬂn five years is really only
[two years because the information was not sufficiently
avn:uahle to produce the pesrcent increase in ERCs from
yur to year in terms vith' this schedule for the years
’85 through ’‘87.

Q And vhy vas that information not available?

A In order to make this type of determination,

Q Would you consider that to be a measure of
poor record keeping?

A I don’t know if it’s a measure of poor record
|keeping. It may be a measure of poor record storage.
We were able to go back and, as indicated in
|the response to interrogatories, we did find some of
ithe information but not all of it.

Q Okay. In your determination of margin
reserve for wastewater treatment, you calculated that
in the same fashion as we have just discussed on the
water treatment?

A Yes, basically so, yes.

Q Okay.
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A Except it isa’t on a peak-day basis, it’s an

Referring still to MFR Schedule 8, Page 1,
would you agree that projected growth based on recent
customer lot sales is not a good projector of growth

since recent sales could reflect a fluctuation in

|
f
E
|
|
|
|
i
|
|

lgrowth and, therefore, would not be representative of

future development?

| A No, I wouldn’t necessarily agree with that.
I think it depends on the stage the development is in
lwhether or not the average of several years is more
{indicative of future growth than recent happenings.

| MS. BEDELL: Thank you.

COMMISSIONER EASLEY: Are you leaving that,
lu. Bedell?

| MS. BEDELL: Yes, ma’anm.

COMMISSIONER EASLEY: Could I ask one
|question?

| In some of the exhibits yesterday offered by
llr. King, I noticed that there are 765 units,
tuid.ntial units, referred to in this development.
Do.s that sound about right? That was in -- it was in
tho zoning document, I believe.

WITNESS SEIDMAN: That, I believe, may have

FLORIDA PUBLIC SERVICE COMMISSION
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inumber for the

iwork.

customers then.

bnn the original density build-out.
COMMISSIONER EASLEY: What’s the correct

total number of residential units now?

MR. KING: Madam Chairman, I can answer that

for you. It wvas amended, I think it’s the 27th

WITNESS SEIDMAN: I have in my filings 565.

COMMISSIONER EASLEY: All right. You’‘re

WITNESS SEIDMAN: As being build-out, yes.
COMMISSIONER EASLEY: And you’re showing 600

las build-out. That may be close enough for government

MR. KING: 600 is what is authorized by PUD.
COMMISSIONER EASLEY: Mr. Seidman, do you
Ixnow of that number how many are sold?

WITNESS SEIDMAN: No, I don’‘t.

COMMISSIONER EASLEY: Do you know of that
number how many are currently customers?

WITNESS SEIDMAN: Yes. 331 vere customers at
the end of June ‘90 the end of the historical test
year, and ve projected for the projected test year

ending 6-92 that there would be 391 residential
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COMMISSIONER mt Right. Can you give me
|-- do you have the nusber of customers at June ‘89?
WITNESS mm: Yes, ma’am, 271.
COMMISSIONER EASLEY: And just for fun, June
{882
WITHESS SEIDNAN: I don’t have that.
couu:u:m m: Okay. Thank you.
Q (By Ms. Bedell) Did you verify that the 690
ugun is an actual up':_-h? Is the annual growth
|through 6-90 an actual ugu-?
| A rrom 271 0 331, yes, that is —- yeah, that
| ccmen et the Bi1ing atynia.
| Q@ If you could refer to MFR Schedule F-6, Page
1. Could you please ouphtn the two different sets of
|vastewater used and useful calculations presented in
lthis schedule?
| A Yes. The mmm treatment plant, which
1- currently operating under a construction permit, had

a rating, wvas to have a rating of 125,000 gallons per

The two used and useful calculations shown on
|page P-6 show the used and useful based on the 125,000

lgallon rating and then, again, on the 250,000 gallon
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irating.
Q In the narrative portion of F-6, Page 1, in

A Yes, ma‘sm.
| Q And you refer to there being an alternative
lto meeting thoss requirements which would be to
subdividn the basin into two parts. Isn‘t it true that
lenis is not a visble opucn for this Utility?

| A It may not be, and I think Nr. Resse is the
lone to speak to that.

. Why is the 125,000 gallﬁm per day being used
lin the usea and useful calculation is not tvice the
laverage day peak month flows? (Pause)
| A The question is why is the rating used? I
quu- L asnre ssbesutonll B4 qasstion. (Péuse)

Q Would you like fur me to repeat this?
A Yes, please repeat it.
Q Given the that DER requires redundancy in

A I don’t understand that concept of using

|twice the average peak day flov as the basis against
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which to measure the vtility flows?

Q Let me rephrase the guestion.

A  Okay. o

Q Oon mu M,uhy did you use the 125,000
rating in the Mi.? .

A  Because it’s the -- it was the applied-for

ratul capacity of the plant.

Q mm'tdouth_.t'h-votodovithmtuor

|£1lows?

A It’s the denominator for determining used and

luseful. The customer flows would be measured against
thnt rating to determine used and useful.

Q Okay .
COMMISSIONER mms Well, I’ve got to ask,

{because you left out a pn't 'o-t it, I think, wvhen you

ireasked it: Does DER have a requirement for fire flow?

WITNESS SEIDMAN: This is sever we’re

COMMISSIONER EASLEY: I thought I heard DER
. == on redundancies?

Ask that part of the question again because I

ldon’t know what you’re looking for well enough to ask
it But I missed something about the DER, and I need

t.o understand that.

Q (By Ms. Bedell) Does DER have a redundancy
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G

regquirement for the vastewater?

A Yes, it does.

Q What is that?

A The specific portions, I am not familiar
with. Mr. Reese can answer that, but there are
requirements for redundancy of certain facilities
ilwithin the plant to assure that the plant will operate

upartot:ltqoudounlﬂndou'thavounqo

Q I wvant to shift gears to the gray wvater.
Isn’t it true that the only recipient of
spray effluent is Sailfish Point golf course?

A That’s correct.

Q And isn’t it also trues that the utility does
fnot charge a fee for providing spray effluent to the
igolf course?

A That’s correct.

Q And do you believe that the utility should
charge for the spray effluent?

A No, I don’t believe they should.

Q Thank you. I’m going to shift again.

Would you agree that the cost of capital, as
|determined by the Commission, should only reflect the
lcost of providing water and wastewater utility service?

|
A Yes.

FLORIDA PUBLIC SERVICE COMMISSION
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Q If the capital structure for the June 30,

1992tutyur, as filed in the MFRs, is based on data

|trom the December 31, 1989 Mobil Annual Report?

That’s a statement. The capital structure as

Itiled is based on the 1989 Mobil Report, is that

' correct?

A That’s correct.

Q Okay. And isn’t it true that the December
31, 1990 Annual Report has been released?

A It has been released now, yes.
_ Q Would you agree the most currently available
intomtion should be used?
A Yes, I would.
Q To develop the projected capital structure?
A Yas, ma’anm.

Q If the Commission were to accept your

A Yes, I would.

Q Okay. In your response to Interrogatory No.
116, and in your rebuttal testimony, you cite a
reference from a Staff memorandum dated March 17, 1986,

rogarding an appropriate capital structure to use for
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: _ 426
| A I aid, yes. 7

Q Wouldn’t you agree fhlt only the Commission
can set policy and not Staff? (Laughter)

COMMISSIONER BASLEY: I suggest you agree

with that one. (Laughter) |

A  Absolutely.

Q In your response to Interrogatory No. 19, you
provi.dod'__:l Mh that dcu!lll the embedded cost of
laebt for the Mobil corperation as of the year end 1988,
1’89 and ’90. 1Is t.n. correct?

A Yes. And which one was that?

Q 19. Do you want to check?

A Yes, I have it. Thank you.

Q ¥Would you agree that the embedded cost of debt
for Mobil declined 119 basis points from ‘88 to ‘89.

A Yes, 1’d agree to that.

Q Would you agree that the embedded cost for
{Mobil declined 150 basis points from ‘89 to ’90?
| A Yes, I would.
Q Would you agree that if the Commission were
lto use Mobil’s capital structure as a proxy for
lallocating investor-supplied capital to SPUC, the
|conmission should use the more current 1990 embedded

|cost o- debt as opposed to the 1989 figure?
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A Yes, I would agree with that.

Q Okay. In your response to Interrogatory No.
21 regarding the Utility’s assumption of projecting
future additions of long-term debt at an incremental
cost of 10.5%, you state this assumption was based on a
telephone conversation with quote "someone in the
corporate treasurer’s departaent” close quote.

Do you have any other justification for the
10.5%?

A No.

MS. BEDELL: Madam Chairman, I also have
another exhibit that are selected pages from Mobil’s
Annual Report and from their annual reports to the
Commission that I’d like to have identified.

COMMISSIONER EASLEY: The document with a
cover page saying "Mobil Annual Report 1990,
consisting of 14 pages, will be Exhibit 7.

(Exhibit No. 7 marked for identification.)

Q (By Ms. Bedell) Referring to the pages from
the Mobil Annual Report, do you recall being asked to
read passages from these pages during your deposition
on May the 29th, 1991?

A Yes, I do recall that.

Q Okay. Would you agree that these passages

indicate that Mobil has is redeemed all of its high
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écoupon debt and is issuiny long-term debt to lock in
{thc lower 1nt¢r¢sth;i£¢i?

A Yes.

Q Okay. Is it reasonable to assume that Mobil
|would borrow a substantial amount of money at a very
{high rate in order to raise its embedded cost of debt
to 10.5%7

A No.

Q Could you pleass refer to Schedule A-16, Page
{2, of the MFRs? (Pause)

A I have fit.

Q Does this schedule accurately reflect the
actual manner in which Mobil has capitalized the
;Utility?

A Yes.

Q Would you agree that Mobil could have
capitalized the Utility with the same relative capital
;ntructur. that Mobil maintains on a consolidated basis?
A Yes, it could have.

Q Referring again to Schedule A-16, Page 2.

The amount on Line 20 labeled "Retained Earnings,"”

Irate relief requested in this proceeding?
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A Yes. That would reflect the net income
anticipat.d after the rate increase for a full year.

Q Also, referring to Schedule A-16, Page 2.
'nu amount reported on Line 29 as "Miscellaneous
Current and Accrued Liabilities,” is basically what is
reported as short-term advances from affiliated
companies on the annual report that the Utility files
lwith the Commission, is that correct?

A That'’s correct.

Q The account on Line 9 also decreases
Isubstantially from year-end June 30, 1991, to year-end
Juno 30, 1992. Is this change due solely to the
anticipated receipt of the rate relief requested in
[this proceeding?

A Yes. It’s basically a balancing out of the
|impact of the net income and the changes in cash flow
rron depreciation and CIAC receipts, and whatever.

Q Do you know whether Mobil plans to invest
lequity into the Utility during the projected test year
endinq 6-30-927?

| A I’ve spoken to the Company about that and
|they see no problem vith investing equity in the
luei1ity.

Q To whom did you speak?

A I spoke to some corporate officers.
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“‘ra R 430

Q I-tm-nny--ctmmnhnv:lnga

lconversation, is there any other form of verification

ot that?

| A There’s nothing in writing.

| Q Does SPUC incur interest expense on the
long-t.rl debt advances from associated companies?
A Repeat that.

| Q Does SPUC incur interest expense on the
1ong-t.cn debt advances tm associated companies?
A Oonly on one pott:lon, about an $800,000
|portion.

Q Does SPUC incur interest expense from the
|short-term advances from the associated companies?
A No, no interest expenses are recorded or
passed on.

| Q Okay. Please refer to Exhibit 7, the back

jlutility filed with the Commission.

At the bottom of Page 10, on the bottom of

lof the page --
A My pages are not numbered on the bottom.
Q I'm sorry. It would be F-6. Well, if you

lcould go back ten pages from the front page, we’ll make
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sure we’re all on the same page.
A Ten pages from the front?
COMMISSIONER EASLEY: Five pages from the

WITHESS SEIDMAN: Okay.
Q (By Ms. Bedell) Down at the very bottom of

|the page there is a note.

A Yes.

Q Okay. The note states th_lt, *The long-term

ladvances from affiliated companies are repaid as CIAC
ltunds are collectea"? '

A That’s correct.

Q Is this the matter in which all long-term

advnmu from affiliated companies are repaid?

A Nothing else is repaid. It remains there.
[There is nothing to repay it with. It’s due.

| Q Okay. 1Is thm_imoth.runmrinvhich
{long-term advances from iﬁﬂ.lhtod companies are paid
jor repaid?

A Hopefully. Get a rate incraase there will be

a means to do that but there are no funds to do that.

Q And hov are short-term advances from

laffiliated companies repaid?

A They are not repaid either. They just

laccumulate.
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;halod.

@ I wvant to shift for a mimute to prior rate
case expense. (Pause) |
Could you pluu refer to NFR Schedule B-7,
Page 2 of 27?7 | v
A I have it. i
Q Im'tlttmﬁ;ﬁtthmnum

expense for this proceeding includes $68,374 of prior

ratouuW?.-

A  Yes, that’s correct.
Q Am I correct in assuming this $68,000

previous rate case?

A Yes.
Q Could you please refer to the bottom of Page

1smmwumuummtn¢a4m
[testimony, which discusses why the Commission dismissed

the prior rate case?

A Yes.

Q Is it correct that your testimony could be

1nt.rprotod to mean that you disagree with the reason
why the Commission din.tuadth. prior rate case?

A I disagree with -m' information that was

{provided to the Commission on which that decision was

Q You also state in your testimony that A
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|rate case was used in preparing for this rate case?

A That’s correct.

;your fira to prepare the original cost and CIAC
con-cuon information?
A I’ve locked back at my records and the
billings do not designates whether I was working on
:propnring the original cost information or not. But
;ju-t knowing from what was involved and having to put
mt first case together, my estimation is anywhere
éfron 50 to 608 of the time was to build up all of this
loriginal information through that test year, and that
?intornatiom wvas necessary to carry into this one, too.
Q That gets me to my next guestion.

Isn’t it true that you were not able to use

lschedules in preparing for the current rate case?

A That’s correct. I cannot use the schedules
|because the MFR rules changed and new schedules were
id.-iqn-tod.

Q And ve vere using a different test year as
;woll?

A Well, that would affect the schedules, yes.

FLORIDA PUBLIC SERVICE COMMISSION
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It wouldn’t affect the fact that the information
|buildup to get there var still necessary.

Q And did you actually use any of the prior

rato base schedules for this case?

A You mean the actual schedules? No.
Q Did you use them as a starting point?
A I used the numbers. When you said

|*schedules,” I assumed you’re referring to these
lachedules. The case that was 2iled based on an ‘89
tut year vas based on no normal schedules but using
tho PSC rules to determine what i.h!omtion vas
|required. And it’s a method we had used up through
lthat time. Then when the Commission adopted new MFR
lrules they set out designated schedules that must be

fused. Of course, we had to shift for that.

MS. BEDELL: Could we have just a minute?
COMMISSIONER BASLEY: Surely. (Pause)
Q (By Ms. Bedell) Mr. Seidman, did you state

|in response to a question by Mr. King that when Utility
prop.rty is purchased, it is transferred to the books
ot the purchaser at net book value? (Pause)

Would you like me to repeat it?
A Yes.
Q Yes? Okay.
Isn’t it true that only for regulatory book
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jtreatment, that is only for regulatory book treatment,

not for tax purposes?
A Yes, that’s correct.
Q Okay. If you could please turn to MFR C-2,

iPage 2 of 2, which is Mso of Volume I.

A Yes, I have it.
Q Did you add one-fortieth of taxable CIAC book

|income to arrive at book nst income on Line 87

A Yes, I did.
Q Could you please turn to MFR C-2, Page 1 of

12, on page 80, the prw:l._oﬂi m-. Page 897

A Yes, I have it.
Q Do the numbers on the unlabeled line between

1 and 2 also represent that same portion of CIAC?

A Yes, that’s m
Q Isn’t it correct that although CIAC is

{taxable, it is not included in book revenues for

Q Isn’t it correct that this Commission does

inot allow the recovery in rates of income tax expense

onCIAC?

A Yes, that’s oormt It does it -- that's

Q mmmmumt“%%%
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lone-fortieth of CIAC sheuld not be added to the taxable

|income in calculating the rsvenue reguirement?

A Yes I’d agres vith that adjustment.

Q Would you also agree that no income tax

lexpense would be appropriate if there is no equity in
|the capital structure? ‘

A Yes, that’s correct.
Q Would you agree that the existing balance of

ldeferred income taxes should be included in the capital
{structure even if no income tax expense is allowed in

Irates?

A Yes, umidiuil have to be there.

Q If you could refer again to NFR C-2, Page 2,

to Page 90, Lines 30 through 32.

Was deferred tax expense calculated using

only the 34% federal rate?

A Yes, it was.

Q Could you please refer to your response to

Istaff Interrogatory No. 337

A I have it.
Q Does this state that "Mobil Land Developmant

Corporation has historically ignored the state tax rate

tor depreciation timing differences"?

A Yes.

Q Would this be for ease of calculation since
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A Yes, that’s my unde
Q Please refer to Page 1 of MFR C-2, Lines 18

ithrough 20. (Pause)

mttumumumtmym
tmrulmnumudhmumnuonotcurmt
tax expense?

A That’s correct.

Q On Page 2 of NFR C-2, Lines 12 through 14,
would it be correct to say that the federal rate of 34%
vas used in Column 1?

A That’s correct. ¥

Q Mmtbomnuetnntuum

|columns 2 through 5?

A Yes. :
Q  Was the debit deferred tax associated with
CIAC calculated at the combined rate on Lines 25
through 277 o,
S .

Q Is it correct that Sailfish Point is subject

to Florida income taxes?

A Yes, it is subject to them.
Q@  Wouldn’t it be Correct, them, to calculate

{al1l income taxes at the combined state and federal rate
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jof 37.63%82 :
: A I think that vould be correct; especially for
ratmkl.ng purposes, it should be taken into
consideration.
| Q@ 1In your rupmouznmatory ¥o. 31,
dou this shov the calculation of interest expense on
[MFR C-2?
A Yes, it does.
Q Does this interest expense shov the effect of
lthe parent debt adjustment?
A Yes, it does.
| Q Would you agree that Rule 25-14,004 of the
rlori.dn AMuinistrative Code requires a parent debt
adjultl.nt if the Utility’s capital structure is used
but not if the parent’s c.pl.ul structure is used?
A Yes, that’s correct.
MS. BEDELL: Just a moment. (Pause)
COMMISSIONER EASLEY: All right.
Cathy, would it bs helpful to take a short

MS. BEDELL: No. I think we’ve got this

COMMISSIONER EASLEY: All right. (Pause)
| MS. BEDELL: Madam Chairman, we would like to
:I.nqu.trc of the purtiu if they would have an objection
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MR. GIRTMAN: Okay.
NS. BEDELL: m: :'mlogtu We don’t have --

us. m: Inhuthnnooptu for
everyons, but certainly after inquiry, this will be
javailable if somebody would like to refer to it.
Q  (By Ms. Bedell) 'Did you include total debit
d.forr.d tll-l in rate m .‘lll tdul. credit d.t.rr.d

[taxes in the oapi.ul structure without netting them?

A

Q mmmtﬂlmﬂ&mmmtr

Ihave just referred to, Order No. 23541 issued on
10-1-1990 concerning CIAC? '

A VYes, I'm ful.l.:lg:vstﬂl thea.
Q Okay. And on Page 16 and 17 of this Order

lwould it be a correct statement to say that it states
that deferred taxes should be metted with met credits

rate base?
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A Yes, ndou dzahtng L
A Why I did not net in this case?
Uh-huh. '_ _
When I was preparing the case, that Order
came out in October we were working on that case, vhile
thatmuillwmm. and ve did not

nodi.ty it. (Pause)

Q  MNr. Seidman, if the Commission were to
approve a d:lttcnl_li nm tct used and useful
plant, would muru that tln tutmr provision for

[property taxes should be adjusted accordingly?

A Yes.

Q And vhat is the Utility’s current plant

capncity charge for water?

A $2500.

Q And sever?

A $1500.

Q And does the Company have a main extension

A No, it does not.
Q In your response to Interrogatory No. 1,

lwould it be correct to say that you stated that
roqardinq service availability charges, it would not be
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fair to have remaining cultuu'l ‘pay a higher charge

ithan the earlier cultu.rc?.‘

A That’s correct. I did state that.
Q Are you familiar with Rule 25-30.580, Florida

|Administrative Code, wvhich establishes the guidelines

for minimum and maximum levels of CIAC?

A Yes, I am familiar with it.

Q Would the Company’s currently authorized
Iservice availability charges be sufficient to bring the
Utility to 75% at build-out?

A No. But I don’t read the rule as requiring
to come up to 75, it’s a maximum of 75.
| Q Do you believe that it is appropriate for
Cclllilli.om staff to modify service avd.].lbility charges
if it’s determined that the utility will not be i
co-plhne. with the rule, based on the fallout numbers
rcsulti.ng from this proceeding?

A No, I don’t think it’s appropriate. I think

|

inappropriate, they should request the Utility to make
an application or to show why their rates shouldn’t be

changed.
Q In MFR Schedule BE-3, isn’t it correct that

Ithe Utility has requested a late payment charge of $10?
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A Yes, I.thll
Q mmdnuhhummu

appliod to a customer’s bill?

A Excuse me. I don’t understand.
Q When --

COMMISSIONER EASLEY: At what point is it a

|late charge and it would be charged to the customer?

WITWESS SEIDMAN: It would be charged,

buicany, after the waiting -pu'iod in the Commission

rules.

Q  (By Ns. Bedell) I was asking 1ike did they

[get it on the 10th after they 'Iunn't paid, after they

lare 10 days delinguent or ~--

A After the notice pu'!.od

Q If a customer doun't pay for 25 days, would
a late charge be applied?

A Yes.

Q louldth‘robonmuuommotor

lwater and wastewater, or m:l.d th.ro Just be a $10

icharge on a total bill?

A It’s one charge.
COMMISSIONER EASLEY: One $10 charge or one

|$20 charge?

WITNESS SEIDMAN: One $10 charge.

COMMISSIONER EASLEY: One $20 charge?
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WITNESS SEIDMAN: No. One $10 charge.
COMMISSIONER BASLEY: All right.
Q (By Ms. Bedell) Can you give us an estimate

a-tohwnnyottmomrwyouhnmmldh

A I can get that for you. I can provide it

i later in the day.

rwcnuu related to this?
A Some remedies?
Q Revenues.

A Yes.

Q Do you know how much you estimated the

A ¥Well, the revenues are --

Q From the charge?

A No, I can’t pull it right directly from the
MFR, I don’t believe, because they are tied in with
some other miscellanecus revenues. I could take a

i look. (Pause)

As I recall, it’s not broken out. I couldn’t

a
|take it directly. That’s why I’d like to look back and

givo it to you later.

Q Okay. We can come back to that. Isn’‘t it
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ltrue that the Utility charges customers a base facility
Icharge for vater and vastevater for the months they
ispend avay from the service area?

A Yes. The base facility charge is charged

Q Okay. And do you bill customers -- do you
h111 customers each month or do you accumulate their
chu’gu during the ﬁl. that they are awvay froam
rlorida?
A They are billed monthly.
Q Okay. (Pause) -

Do you believe that charging a $10 late fee
i- something that would be fair to the customers?
| A It’s probably too low. I don’t know what you
{mean by "fair."
| The option that we presented was that in lieu
of turning people’s water off because they had not

paid, especially when many of them are not in residence

Q Do you collect customer deposits?
A No. They don’t collect customer deposits.

|There is not a high degree in this area of nonpay.
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COMMISSIONER EASLEY: I’ve got to tell you,
lone of the -- I’mn looking at the total number of
customers and if everybody didn’c pay their bill once a
yur, ve are talking about a minuscule amount of money
lin the overall scheme of things and of the percentage

lor that 1 suspect ve‘re down into maybe something less

MS. BEDELL: Madam .Gu:lnln, we have no
turthor cross questions of this witness at this time.
{However, we would like to be able, have the opportunity
{to ask him a couple of additional questions if the tax
fellows from Dallas can’t answer them for us.

| COMMISSIONER EASLEY: I’m sure Mr. Seidman
w111 remain available throughout the course of the day,
land will be subject to recall.

Do you have any questions, Commissioner?
COMMISSIONER DEASON: Yes, I do.
COMMISSIONER EASLEY: Now is the time.
COMMISSIONER DEASON: Now is the hour.

Mr. Seidman could you refer to the MFRs,

WITNESS SEIDMAN: That’s correct.
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| COMMISSIONER DEASOM: All right. Would you
lagres, then, that if you took the utility plant in
urv:l.o., vhich appesars on np 40, and averaged those
ltvo numbers in Columns 2 lnd-sz?.thtyoumldgct the
total utility plant in service for water and wvastewvater
uhi.ch appom"on Pages 1 m'-z of the NFRs?

_ NITWESS SEIDMAN: I believe that should be

COMMISSIONER DEASON: What about CIAC? Would

WITNESS SEIDMAN: Mo, it should hold.

| omurm 'DEASON: Could you calculate
Ithat and see if that holds?

| WITNESS SEIDMAN: Any particular year?
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Ibalances on 6-)041_ and s-u-n. (ulng pause.)

I believe it’s correct, I just wanted to make

WITNESS SEIDMAN: Okay. I’1l take your word

tor it, if you want.

COMMISSIONER DEASON: All right. Fine.

So most of the rate base calculations are

takon from the balance sheet?

WITNESS SEIDMAN: That’s correct.
COMMISSIONER DEASON: But not all?

WITNESS SEIDMAN: It’s the other way around

lin this. We prepared vhat the rate base would be and

we took tkose numbers and transferred them to this

hnlanc. sheet.

COMMISSIONER DEASON: You’re saying that you

ibasically backed into the balance sheets.

WITNESS SEIDMAN: That’s correct.
COMMISSIONER DEASON: That’s because you're
using a projected test year, is that correct?
WITNESS SEIDMAN: That’s correct.
COMMISSIONER DEASON: If we were using

historic test year, though, you would take actual

historic numbers that appear on the balance sheet,
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{take your averages ani calculate your rate base, is

WITNESS SEIDMAN: Right. And on Pages 40 and
41 the historic and prior year should be per books.
COMMISSIONER DEASON: Yes.

WITNESS SEIDMAN: There wouldn’t be any
adjustments or anything until you get to the adjusted
yur.

COMMISSIONER DEASON: Could you identify what

WITNESS SEIDMAN: What items in my rate base?
COMMISSIONER DEASON: Yes. Is working
capital the only item which’ 1- not really a rate base

component? I mean, I’m sorry, is really not a balance

WITNESS SEIDMAN: Right. That’s correct.
It’s in deferred debits.

COMMISSIONER DEASON: Are you recommending
that there be deferred debits in the rate base?

WITNESS SEIDMAN: No. They would just -- the
working capital is basically a -- excuse me. Working
capital is basically cash that would be represented in

the current assets and liabilities.
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{formula method for mt:uu capital? \
WITNESS SEIDMAN: Yes. So that working

COMMISSIONER DEASON: I’m sorry. Could you
irepeat that?

WITNESS sm: That working capital number
Ithat’s in the rate base calculation does not appear
|specifically on the balance shest.

COMMISSIONER DEASON: BSo you found it

WITNESS SEIDMAN: That’s correct.

_ COMMISSIONER DEASON: Have you done a balance
lhut method of calculating working capital component?
WITNESS SEIDMAN: No, sir.

COMMISSIONER DEASON: Why did you not?

. WITNESS SEIDMAN: Commission rules require us
to use the formula method now.

COMMISSIONER DEASON: I think for the record,
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torratmkimpurm. and I think that needs to be
lt.atod on the record. |

| MR. GIRTMAN: Could we have a reference to
mt specific rule?

| COMMISSIONER DEASON: I’ll let the witness,

lrequires it, so I’11 let him reference it.

WITNESS SEIDMAN: It’s in the instructions to
ithe MFRs, and 1’11 have to paraphrase without it in
lfront of me, but my recollection is that you use the
tor-uh method and if you desire to use another method,
lyou do so at your own expense.

| COMMISSIONER DEASON: That’s for MFR purposes,
lis that correct?

WITNESS SEIDMAN: Well, the MFR is part of the
rul.., it’s incorporated.

COMMISSIONER DEASON: And does that -- is the
commission regquired to accept everything as filed in
|the MFRs for ratemaking purposes?

WITNESS SEIDMAN: 1It’s not required to accept
leverything we calculate in there, but we’re required to
laccept what the rule says.

COMMISSIONER DEASON: 8o you filed it that
vny and you think that’s the appropriate wvay to

lcalculate working capital?
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WITHNESS SRIDMAN: Well, I happen to think it

1., but that’s beside “he point, Commissioner. The
rulc -- the MFR instructions which are incorporated in
th. rule say use one-sighth O&M. And if you don’t,
thon you perform the other calculations at your own
cxp-m and it’s not recoverable.

COMMISSIONER DEASON: How expensive is it to
|pertorm a balance sheet calculation?

WITNESS SEIDMAN: Offhand, I don’t know. You
Iknow, it could be a few thousand dollars.

COMMISSIONER DEASON: Would you be surprised
jif I tell you I just did one here this morning in about

five minutes?

COMMISSIONER EASLEY: Commissioner, I think
ithe aifficulty is that sometimes the parties are caught
in the result of a vote on the Commission. In other
inltlncon in which -- in this case, as you are awvare,
om of our colleagues had a continual battle going on
t.his particular subject. For a while it looked like
maybe we might have a different outcome, but at the
-ount the voia has been to go with this methodology.
COMMISSIONER DEASON: I don’t disagree with
tha-':. I do think it needs to be clear that the rules,

thm;gh, I think, speak for themselves; that a certain
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uthodol.ogy is presciibed for filing in MFRs, but that

|certainly does not Hind the Commission in any way.

COMMISSIONER PASLEY: I understand. I

|lunderstand. For the benefit of those who hadn’t sat

through some of these arguments, I thought it might
explain what has gonz on before.

COMMISSI.ONER DEASON: Referring to Page 41 of

[the MFRs, specifically Line 29.

WITNESS SEIDMAN: Yes, sir.

COMMISSIONER DEASON: Are the intercompany
payables and receivables cost-free loans, or advances, or
whatever you want to refer to those between SPUC and SPI,
is that where that’s accounted for in the books of --

WITNESS SEIDMAN: A portion is in Line 29 and

a portion is in Line 23.

COMMISSIONER DEASON: The portion that

appoars in Line 29, do you know what portion of that

has a cost rate and vhat portion does not?

WITNESS SEIDMAN: None of it has an interest
expense that’s charged to the Company. It would be my
position that the cost rate is the cost rate of the
parent, Mobil. (Pause)

COMMISSIONER DEASON: In looking on Pages 40
and 41, would you agree that the current liabilities of

this company exceed current assets? (Pause)
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WITHESS SETDNAN:  Yes.

COMMISSIONMER DEASON: Would you also agree
that’s pr:lnﬂly h.eiun of the advances from the
{parent? b
| WITNESS SEIDNAN: That’s correct.
COMNISSIONER DEASON: How do you treat the
advancu from the parent in the capital structure, or
doyoutgmothuintutyourmuon is for a
consolidated capital ltruceur.?

WITMESS SEIDMAM: That’s correct. My
roco-tndltlon is that the capital structure of the
mhwulmumututhhhmm it more
trul.y reflects what capital is being put into the
| conpany.

COMMISSIONER nm: Why do you believe that

ces to the Utility?

I think they merely just
Ibook the advances -- book the money they put in as
advances as a convenience between intercompany

COMMISSIONER DEASON: Is it in any way related
to the transfer of assets to the Utility from SPI?
WITNESS SEIDMAN: I’m not quite sure I

COMMISSIONER DEASON: Well, I think earlier

FLORIDA PUBLIC SERVICE COMMISSION

453




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Ithere was an exhibit provided, I believe it was the
last page of Exhibit 3, which I think wvas a copy of the
ivoucher or journal entry of the transfer, and there vas
|5 certain amount of debt or advances which basically
mt along with that transfer. Are these basically the

|same advances ve’re talking about here in this balance

WITNESS SEIDMAN: Yes. A portion of it and
tho portion of the advances, for instance, the current
advanou. would be covering operating costs, losses.
COMMISSIONER DEASON: Has the Company
providod a reconciliation between the balance sheets
and the capital structure and the rate base?

WITNESS SEIDMAN: It’s only provided a

COMMISSIONER DEASON: Are you familiar with
the Commission’s policy as to the imputation of CIAC
bcl:wun affiliated parties, primarily between a
ldeveloper and a utility company that are affiliated?

| WITNESS SEIDMAN: I believe so. Basically,
if -- what I’‘m familiar with would be that if it’s
shown that assets were transferred that were written

loff as cost of goods sold, they would be imputed as
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COMMISSIONER DEASON: Do you know the basis

ifor that policy, if you understand it?

WITNESS SEIDMAN: No. But if it’s been

lwritten off, it’s not -- basically, is a contribution.

| WITNESS SEIDNAN: So the benefit that the
dnvclop.r receives by writing it off is the tax
doduction of that write-off, is that correct?

WITNESS SEIDMAN: Yes.

COMMISSIONER DEASON: Why else -- do you know
ot any other reason why a developer would want to write
ott the assets instead of having them earn a return and
laepreciation in the utility regulatory environment?

| WITNESS SEIDMAN: I really never participated
{in a developer’s evaluation of which choices they’ve
nd.. The only thing wve’ve done is if a developer has
com:lnuudutupautintylmmodustogo in and
d-tminc rate base, you know, we would go ahead and
vority whether or not it was written off.

: COMMISSIONER DEASON: Have you ever
participat-d in that very question and made
recommendations to management as to the guestion of
writing it off for tax purposes or transferring it to a

Iregulated utility company?
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WITNESS SCIDMAN: No, sir. Anytime we’ve
|workea for anybody, we’ve told them that we,

-p.ciﬂcany, I am not 2 tax expert and decisions you

COMMISSIONER DEASON: So you have not done it
for this company and you have really not made
recommendation to that effect for any utility?

WITNESS SEIDMAN: No, sir. The only thing we
would do if somebody asked us to determine what would
ibe the best way to capitalize, we would normally
jrecommend the Commission looks for capitalization, such
land such an equity ratio as being the best way, you
Iknow, more representative of what their CIAC policy is.
COMMISSIONER DEASON: This Company, though,
laid receive tax benefits from its investment in utility

assets, did it not, before they were transferred to the

WITNESS SEIDMAN: Apparently that tax --
dotorr.d tax credit.
COMMISSIONER DEASON: Well, wasn’t there
actual depreciation expense taken on utility assets for
lat least a couple of years before they were transferred
to the Utility Company?

WITNESS SEIDMAN: Depreciation expense was

taken.
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COMNISSIONER DEASON: That is a tax benefit
to SPI, is it not?
WITNESS SEIDIA): It resulted in a tax-timing

benefit to them.

COMMISSIONER DEASON: And vhat is the

laifference between that tax benefit and the tax benefit

iwhich the developer receives by costing it off in lot
sales? Or is there no difference; a tax benefit is a

itax benefit?

WITHESS SEIDMAN: Well, my understanding is
if they write it off in cost sales, there’s no longer a

{depreciable asset. It’s just an expense to the cost of
lgoods, and maybe Mr. Olson could speak to that more

COMMISSIONER DEASON: So a developer has the

opt.ion of writing it off in lot sales or taking
ldepreciation on those assets, or doing something
Inothing vith them and transferring them to a utility
lcompany and having that company handle it for tax

purpolcs and for regulatory purposes?

WITHESS SEIDMAN: That'’s correct.

COMMISSIONER DEASON: But this Company chose

ito capitalize those costs, depreciate them for at least

a couple of years and then transfer them to a utility

conpany, is that correct?
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| WITNESS SEIDMAN: Well, basically, I think
uhlt they did is the util:lty corporation wvas set up,
rudy to take over the utility, and during the initial
-uqu of construction, it was still under the parent

|corporation. And as far as I know, you know, I think

the books, tax records, show that they had alvays

1d¢m::lt:y to set those assets out more clearly. It’s as
|if they had operated, set it up initially as a division

lof the developer and not a separate corporation

COMMISSIONER DEASON: I believe you testified
yesterday that SPI took $405,245 of taxable
d.proclution on these assets before they were

transferred to the Utility, is that correct?
WITNESS SEIDMAN: That’s correct.
COMMISSIONER DEASON: I think you also
testified you don’t know what the tax benefit would
Ihave been if they had decided to do it in the cost of
|lot sales. You don’t know whether it’s more than the
| $405,0007
WITNESS SEIDMAN: I have no idea.

COMMISSIONER DEASON: Do you think it could
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lto do it this way, thit the deduction may have been
lhigher depreciating 't than writing it off in lot
sales?

WITNESS SEIDMAN: I have no idea. (Pause)
| COMMISSIONER DEASON: Mr. Seidman, you were
|lhere yesterday when the public witnesses testified,
|were you not?
| WITNESS SEIDMAN: Yes.

COMMISSIONER DEASON: We had a number of
lhout the level of the rate

WITNESS SEIDMAN: They did delay it. Whether
thly made a conscious decision to delay it or they just
procrutimm, I don’t know.

i COMMISSIONER m: Do you believe it was
lan attempt to keep utnu-y rates low while the

WITNESS SEIDMAN: It’s possible. You know,

COMMISSIONER DEASON: 1Is that something that
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| | 460

|regulators should be concerned with?

WITNESS SETDMAN: Only in the sense that it

undl vrong signals during that period but other than

that, I don’t think there is much to be concerned

about. I mean, it obviously causes tremendous change

at one time in the rates, and I certainly wouldn’t

defend that as a good way to do things. But during

that period of time, you know, the customers enjoyed a

lower-than-cost rate, so there is some trade off.
COMMISSIONER DEASON: There also was

itestimony from numerous witnesses who said they may not

reasoning that the customers have?
WITNESS SEIDMAN: I don’t think it’s an
unusual response in this type of development.
COMMISSIONER DEASON: You’re saying it’s not
lunreasonable for customers to have that feeling, but it
really depends on how the Company booked those costs?
WITNESS SEIDMAN: I understand, you know,
their feelings. To say whether it’s reasonable or

unreasonable, I don’t know, I think there is enough
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lcaveats in the papers we looked at that indicated that
ithe developer had nc control over future rates.

COMMISSIONER DEASON: And you believe that

WITNESS SEIDMAN: I would assume the pricing
lof the lots was a market pricing, you know, what it
could sell for.

COMMISSIONER DEASON: Part of the market

lwould be whether there are amenities such as wvater and
‘-cvnr, would they not?

WITNESS SEIDMAN: Oh, sure. Everything is
more valuable if it has utilities.

COMMISSIONER DEASON: There was a —-- excuse
me for just a moment. (Pause)

One of our public witnesses yesterday was an
individual by the name of Morris Cohen, and that
wvitness referred to an ongoing problem with pipe
replacements, and that this was necessitated by, I
think, what was referred to as faulty pipes or pipes
|that were exposed to the elements for a period of time
Ibetoro they were installed and then they had to be
replaced. Ars you familiar with this problem?

WITNESS SEIDMAN: Yes.
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COMMISSIONTR DEASOM: What’s the Company’s

lposition on this? Was this problem caused by faulty
;pip.l or was it a problem due to the manner in which
Ethoco pip.a were installed?

WITNESS BEIDMAN: I don’t think there’s -- I
fdon't think it was the manner in which they were
éinltallod. And I’m not too sure that there is any
?conolulion that the pipes wers faulty or what happened
fto them. They have had leakages in those, those are
[services running off the main, running down Marina way,
lana =«

COMMISSIONER DEASON: I guess my question
{thon is, are these costs part of the cost of service
[that’s a part of this rate case, or has that somehow
ibeen adjusted out?

WITNESS SEIDMAN: No. There hasn’t been any

lwhether they are doing that work or some other work,
;1t's still in there. And so whatever the cost of pipe
lis, that from time to time would show up as materials
iin the expense. I don’t think it’s =-

| COMMISSIONER DEASON: Do you think it is a

imaterial amount or relatively immaterial?
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|
!
|

WITNESS SFIDMAN: I think it’s a pretty small
amount, considering, because the number of repairs that

are done in a period of time, they are not all done in

lone particular year. There wouldn’t be that much

|expense showing up in any particular year.

COMMISSIONER DEASON: Okay.
Thank you, Mr. Seidman.
COMMISSIONER EASLEY: Redirect?

MR. GIRTMAN: Could we have a short five

|minutes?

COMMISSIONER EASLEY: I’d be glad to. We’‘re

ilgoing to take 10 minutes.

(Brief recess.)

COMMISSIONER EASLEY: Mr. Girtman, you were

:qolng to inquire on redirect?

MR. GIRTMAN: Yes, ma’anm.
COMMISSIONER EASLEY: Just a minute, Mr. Girtman.

Ladies and gentlemen, please, we have

ireconvened. Take your conversations to the back of the

lroom, please. Thank you very much.

REDIRECT EXAMINATION

BY MR. GIRTMAN:

Q Mr. Seidman, on the direct examination, you

vere asked some questions regarding the earlier
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;cortification of Sailfish Point Utility Corporation by
?th- Florida Public Service Commission. During the
brcak, have you examined your files and found an Order
frolating to that certification?

A Yes, sir.

MR. GIRTMAN: Commissioners, we request that

you take official notice of Order No. 11673, issued
IMarch 4, 1983.

COMMISSIONER EBASLEY: Take official notice of

Q (By Mr. Girtman) Mr. Seidman, would you
|please summarize for us the contents of that Order?

A This is the Order that granted a certificate
fin 1983. This would be the second time around for the
fUtility between its jurisdictional changes from PSC to
Martin County and back to the PSC. And it’s an Order
|granting the certificates and setting rates at that
[time.

When was the application filed?

The application was filed in July of ’‘81.

And vhen was the Order eventually issued?

> O » ©

In March of /83,
_ Q Now, you mentioned that Martin County
loriginally had jurisdiction over this Utility, is that

correct?
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A I think the Commission had jurisdiction and
Martin took it back; and then the Commission, and then
they gave it back to the Commission within a very short
period of time.

Q If you look at the style of that Order, the
Company is designated as Sailfish Point Utility
Company, is that correct?

A That’s correct.

Q And was that not changed in an Amendatory
order No. 11673-A issued in March 19837

A That’s correct.

MR. GIRTMAN: We request the Commission also
take official notice of that Order.

COMMISSIONER EASLEY: Take official notice of
the Order.

Q (By Mr. Girtman) Is there anything else in
that Order that you would like to bring to the
Commission’s attention?

A Yes. I think there was a question when Mr. King
was cross examining me about the authority for rates prior
to this 1983 certification. And this Order refers back;
in setting rates in this case it says, and I quote, "We
find it appropriate to approve those rates that were
previously approved by this Commission in 1980 prior to

this Commission losing jurisdiction to Martin County."
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Q

A

;availabl.

jPoint and

Q

A

So it’s an indication that the Commission had

lalready set rates in 1980, and those were the same

iratol that were maintained through the transition and

Thank you. During Mr. King’s cross

lexamination, he asked you after SPUC took over was work

contracted out by SPUC or SPI or perhaps by either?

|lHave you had a chance to review that issue?

Yes, I’ve looked back at some of the

MR. GIRTMAN: We regquest that this material

fthat ve have prepared here be marked for identification

fll an exhibit.

COMMISSIONER EASLEY: When I get it.
MR. REILLY: Has counsel made copies
so that we can follow this?

COMMISSIONER EASLEY: I think we’re all about

{to get one, Mr. Reilly.

This will be marked as Exhibit No. 8. Short

ltitle, "Contract Dated 8 October ‘87 Between Sailfish

Dickerson, Florida, Inc." (Pause)
(Exhibit No. 8 marked for identification.)

(By Mr. Girtman) What is the significance of

fthe contract, please?

The significance of this is just to show
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procedurally how contracts for additions were handled

jfor the Utility post-1903.

This happens to be a contract in ’87 to put

j-o-. lines in; and the exhibit contains the first page
iand the signature pages of the contract showing that
ith. contract is between Sailfish Point Utility
Icorporation and the contractor in this case, Dickerson,

Florida.

Then it’s followed up with some of the

ischedules that are attached to the contract, the scope
jof work and the insurance and terms of payment, which

2011 tie the obligations to Sailfish Point Utility.

And then there is a copy of the final payment

irequest by the contractor with the certification of the
.contractor that everything is done in accordance with

{the terms and conditions of the Utility. And attached
{to that is a detail of the work that was done, showing

;that it’s water and sewer lines.

And there’s some payment estimates and

|contractor’s affidavits. And, finally, a total of the
%tinal cost of the contract versus the initial

?co-nit-.nt on that contract.

Like I say, the only significance is to show

ithat procedurally the contracts wvere being done through

|SPUC.
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468
Q A fewv moments ago you were asked some
;quoltion- by Commissioner Deason on inclusion of cost
%ot utilities, some examples of the inclusion of those
%costs in lot sales. And your ansver, part of your
answver, was that the availability of a utility made the

other land more valuable and the other properties more

MR. REILLY: It seems as though the counsel
is suggesting the answer to the guestions he’s posing.
If he could just possibly pose the questions and seek
the answers?
COMMISSIONER EASLEY: Try it again, Mr. Girtman.
MR. GIRTMAN: Okay.
Q (By Mr. Girtman) Would you please clarify

your answer to Mr. Deason’s gquestion regarding the
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inclusion of Utility sssets in lot sales, the price of it.

A I’11 try to recall wvhat transpired. I think

;cG|lillioner Deason first asked -- this wvas a two-part

:that was considered when the developer priced the lots?

lAna I said in response that the pricing of the lots was

imarket, if it covers the -- and I didn’t expand on
fthat. But, basically, that just means they get for the
lots what they can, and if it covers their cost, fine;

jif it doesn’t, that’s their problem.

I think then there was a guestion after that,

|doesn’t the presence of utilities, I guess, enhance the
;valu. of lots? And I answered that by saying yes, the
ipresence of utilities enhances the value of anything.

IAnd that would be water or sewer or electric or

wvhatever it is.

I didn’t mean it to come out, if you thought

Ithat, that was the same as saying that the cost of the

lutilities was in the lot price.

MR. GIRTMAN: Thank you, no further questions.

COMMISSIONER EASLEY: Thank you. We will

|show Exhibit 1 as having been moved into evidence.

Exhibits?

MR. REILLY: I would like to also move

FLORIDA PUBLIC SERVICE COMMISSION

469




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Citizens’ cross examination exhibits into the record.

| COMMISSIONER RiSLEY: That was Composite
|Exhibit 3?

MR. REILLY: Yes, ma’an. And I think wve also
[nad a late-filed exnibit.

COMMISSIONER EASLEY: That exhibit has not
been specifically requested. The Company was asked to
iprovide information from Nr. Landguist, et cetera, and
the Company was to ascertain if that information was
available. Has the Company been able to so ascertain?

MR. GIRTMAN: l. are still working on that,
couiu.lomr. .m ve are hoping to have some
information vhen Mr. Olson takes the stand.

COMMISSIONER EASLEY: All right. We will
revisit the issue, but you are going to have to ask for
lit, Mr. Reilly.

MR. REILLY: Okay. And I think we also had
|Exnibit 4 that she mentioned. Is that --

COMMISSIONER EBASLEY: Yes, you have Exhibit 4.
Ilithout objection -~

MR. REILLY: And all exhibits be moved. I
tmm: Mr. King had --

| COMMISSIONER EASLEY: Hold it a minute.
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Mr. Seidman, vou have Exhibits 2 and that’s
|]it. without objection, Composite Exhibit 2 will be
|moved into evidence. MNr. King?
MR. KING: Yes. I wanted to move Exhibit 5
that vas identified during cross examination.
COMMISSIONER EASLEY: Without objection, 1
keep wanting to say "exception.®” Without objection,

Exhibit 5 will be moved into evidence.

Mr. Girtman, I left out your Exhibit 8. I'm
not going to move these for you guys, now. I’m doing
:lt this time, that’s the last time I’m going to do
this. You can move your own exhibits. Show Exhibit 8
lwithout objection.

(Exhibits Nos. 1, 2, 3, 4, 5 and 8 received
in evidences.)

MR. KING: May I inquire one moment?

COMMISSIONER EASLEY: Yes, sir.

RECROSS EXAMINATION
BY MR. KING:
| Q Mr. Seidman, with regard to Exhibit 8, is it
your contention that this is just a form that is
typical of the contracts that have been used throughout
:tho scope of this work and throughout the 10 years?

lwhy was this one in 1987 pulled, if it was pulled from

|2nything?
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A It wvas just pulled. I, vhen you were
questioning me --
Q That ansvered my juestion. The next question
is did you do it or did you ask somebody else to do it?
A I asked somebody else to do it.
Q And what did you ask them to get?
A Okay. I went and asked them to verify: are
Ithe contracts for work that are done between you and
the contractor, or are they under Sailfish Point, or
are they mixed? And they said, "They’re under SPUC."
I said "well, will you pull me a contract that shows
all of the parts, you know, that would indicate that
it'l betwveen SPUC and the contractor?®
MR. KING: Well, I would object to this
docun-nt showing that it has any significance other
than this particular one contract was done that way.
COMMISSIONER EASLEY: I’m going to allow the
exhibit into evidence and give it the weight to which
its entitled. Staff?
MS. BEDELL: Staff would like to move
Exhibits 6 and 7.
COMMISSIONER EASLEY: Without objection,
Exhibits 6 and 7 are moved into the record.
(Exhibits Nos. 6 and 7 received in evidence.)

COMMISSIONER EASLEY: Call your next witness.
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Thank you, Mr. Seidman. You will remain available?

MR. SEIDMAN: Yes.

COMNISSIONER BASLEY: Thank you, sir.

(Witness Seidman excused.)

MR. GIRTMAN: Call Mr. Reese.

COMMISSIONER EASLEY: As Nr. Reese is coming
jlup, gentlemen, I would like to ask you sometime in the
mm: hour, if you can’t do it right now, I would like
l

totmnunuotthtughwlmmthmkyman

igoing to need to finish. I’m talking about all

witnum for cross examination and redirect. In fact,
I think I’11 give you a little bit to contemplate that.
j If there is the possibility that we can
finiah today without having to continue this matter in
Tallmsm. it would be my desire to do so. But I
Ineed to have some sense of whether that is doable. So
if you would take a look at your guestions, take a look
atwlutv.caapu‘t it down to. And the vitnesses are

ukodf.ota)ul loock at their answers and vhat they can

Mr. Reese, you were sworn yesterday, were
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474

WITNESS REESE: Yes, I wvas.

WILLIAN D. .
lappeared as a witness on bshalf of Sailfish Point il
Utility Corporation, and after being previously da;ly
sworn, testified as follows:

DIRECT EXAMINATION

Q State your name and address, pleass.

A William D. Reese, 3003 South Congress Avenue.
Q By vhom and in wvhat capacity are you employed?
A Reese, Macon and Associates and I’m the

Q Have you prepared and have caused to be filed
:ln this proceeding prefiled direct and rebuttal
tutimy?

A Yes, sir.

| Q For identification, is that testimony, direct
tuttmny. contained in the document also containing

tho direct testimony of Mr. Seidman, which is marked as
Volun- IV of the first four volumes previously submitted?
b § Yes, sir. That’s correct.

Q And is also your rebuttal testimony included

lwith the document also including the rebuttal testimony

of Mr. Seidman previously submitted in this case?
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A Yes, sir. 71hat'’s correct, also.
Q And your additional rebuttal testimony

comistlnq of three pages?

A Yes, sir. That’s correct.

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

A Yes, sir. I do.

Q What are those corrections?

A My direct testimony, Page 4, starting on Line
6, it states that "A third well is currently available
for standby but its water quality is extremely poor."™
I have since determined that is not the case. It

should read, "A third well is currently available for

-tundby, but it does not produce sufficient flow to

meet plant demands."
Q If you vere asked the same questions as are

contained in your prefiled testimony, would your

A Yes, sir. They would.

MR. GIRTMAN: I move that Mr. Reese’s direct
and rebuttal testimony be inserted into the record as
though read.

COMMISSIONER EASLEY: Will be inserted into
the record as though read.

Q (By Mr. Girtman) Have you also prepared
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A

exhibits previcusly ideatified as WOR-1, vhich is
attached te your rebutta! testimony?

Yes, sir, I havs.

MR. GIRTMAN: Request that it be marked for

| identification.

COMNISSIONER EASLEY: WDR-1 will be marked as

(Exhibit No. 9 marked for identification)
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TESTINONY OF WILLIAN D. REESE. P.E. 477

BEFORE THE PLORIDA PUBLIC SERVICE COMMISSION
REGARDING THE APPLICATION FOR INCREASED RATES FOR
SAILFISH POINT UTILITY CORPORATION
' DOCKET NO. 900816-WS

Please state your name and address.

My name is William D. Reese. My business address
is 3003 8. Congress Avenue, Suite 1E, Palm Springs,
Florida 33461.

What is your profession and by whom are you
employed?

I am a Professional Engineer, Florida Registration
No. 30882. I am President and Principal with Reese,

Macon and Associates, Inc., Consulting Engineers.

Please summarise your education and experience.

I have a Bachelor of Science Degree in civil
Engineering and a Master of Science Degree from the
Ohio State University. These were obtained in 1972
and 1977, respectively. Froa 1973 - 1977 I worked
for the Ohio Environmental Protection Agency where

I vas in charge of the drinking water program in one
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of the Districts. Prom 1977 - 1980 I wvas a Senior
Engineer in the Concept Design and Operations Group
with Betz, Converse, Murdoch, Inc. in Philadelphia,
PA. From 1980 = 1986 I vas in the water and
wastevater department with Gee and Jenson of West
Palm Beach, FL. The last two years of that period
I vas the Departaent Nanager. From 1986 - present
I have been vith Reese, Macon and Associates, Inc.
The focus of my working experience has been wvater

and vastevater.

Eave you or your ﬂ.npmuﬂ engineering services
to the mxtcni; sailfish Point Utility
Corporation?

Yes. I tirst became involved with Sailfish Point
in approximately 1981 to help resolve a corrosive
vater problem. Since that time I have worked on a
wvide variety of projects and probleas associated
principally with ‘the water and wastewvater plants.

Are you familiar with the existing vater and
wvastevater facilities at sailfish Point and also
with the plans for expanding those facilities?

Yes, I an.
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on whose behalf are you appearing in this proceeding
and for wvhat purpese?

I am appearing on behalf of the Applicant for the
purpose’ of describing the water and wvastevater
treatment systems at Sailfish point and to explain
some of the specific environmental problems faced
by the utility because of the location of its
service area and its impact on the cost of providing
service. I will also address the plans to increase

the treatment capacity of the water and vastevater

plants.

Please describe the locatiom of the service area.
The service area is located on the end of an island
butween the Atlantic Ocean and the Indian River.
It is considered to be in an environmentally
sensitive area with little or no water available for
conventional water treatment. Portions of the site
are surrounded by Class II shellfish harvesting
waters. Reverse osmosis (R/0) reject disposal has
been a particular disposal problem. Also, rules for
Wastevater 'rrutml_:' Plant (WWTP) requirements have
recently become much stricter with rﬁaﬂ to plant
equipment and tankage redundancy .
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Please describe tho water supply and treatment
arrangement. |

The plant is supplied by two vells. The wells are
approximately 1000 feet deep and provide vater wvhich
exceeds DER standards for many dissolved mineral
elements. A third well is currently availablp for
standby, but
The vell water is treated using a reverse Osmosis
process. The R/0 facility is currently rated at
250,000 GPD capacity. R/O is the most common method
for treating this type of water in rlorida. R/O is
a relatively nev technology. When this plant vas
originally constructed the hollov fine fiber
membrane design vas state of the art. Today the
spiral wound membrane conttquration is virtually the
only style available. gince membranes have a
1imited life expectancy it has been necessary to
commence membrane change out using spiral wound
membranes. This has caused the need for
reconfiguring the plant internal piping. To reduce
costs, the membranes are being changed out in
phases. The modification for the second stage has
been completed. The modification for the girst
stage is planned for 1992. It is noted this change
is required at this time to maintain compliance with

'|I ‘"’i nd--‘roﬁue m‘dwﬁ* & meet
: pPlant
demands,
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DER standards on Total Dissolved Solids (TDS). The
initial design vas sutficiently conservative to
allowv sufficient building space to permit this
change out without structural modifications or
expansion. The reject stream from the process
initially vas directed to the Intracoastal. It nov
goes to the storm drainage systes.

Eave you made any efforts to minimise disposal cost?
Yes. Ve had rather protracted negotiations with DER
regarding regulatory {nterpretations and treatment
r.quirmnu concerning the R/O reject. Without
gcttinq too technical, their position has been that
the reject requires treatment for hydrogen sulfide
rewoval due to acute toxicity concerns. our
position, after extensive research and testing was
that the proble=s could be resolved with nominal
treatment. DER ultimately agreed with our approach
put continues to typically require hydrogen sultfide

removal for other entities.

‘are there any recurring costs associated vith the
2/0 systeam and maintenance of meabranes?

Normal membrane life is 3-3 years. The initial
membranes at SPUC had exceptional performance, vith
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: ting ten years. We have recommended cycled
replacemsnt of two vessels (12 membranes) about

every two years. The estimated annual cost is

; approu!..-ltolr $ 25,000 a year. A regular changeout

program will help to maintain a high level of
treatment efficiency and vater quality.

Eave thers Deea any problems with water quality?
Yes. R/0 product water has corrosive tendencies
due to the 1low solids and nature of the
constituents. The corrosive nature vas causing
deterioration of any metallic piping and the water
quality dct-riorafcd from the corrosion byproducts.
This is a problea that the R/0 industry had not
addressed effectively in the past. We have
recommended and installed, a low operational cost
passive system to introduce calcium into the water
and reduce corrosive tendencies (a calcite
contactor). It should be noted that if the raw
vater quality permitted, the corrosiveness could be
reduced by simply blending untreated vater vith R/0
product. The high raw water chloride concentration
prevents effective blending without exceeding the
chloride and/or TDS standard.
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Is this uausual vith an B/0 oinm?
The aggressive nature of product water is not
unusual. In fact there is great interest in the use
of the calcite contactor concept on other similar

plants as a cost effective corrosion control method.

Is the water treatneat and storage adequate?

At present, the t_mhr quality satistfies all
applicable standards hovever, based on projected
growth, the plant needs to be expanded in 1992. An
additional 100,000 GPD of treatment capacity is
being planned. This expansion, in conjunction vith
the existing storage capacity, will be sufficient
to mest the needs of sailfish Point at buildout.
The storage capacity satisties Dﬁk requirements and
is reasonable for fire protection requirements.

The wvastevater treatment facility consists of a
conventional extended aeration treatment process and
giltration using precast concrete tankage. Treated
effluent is stored in a storage reservoir and
ultimately sprayed on the golf course. The existing
plant vas built with a single 125,000 GPD asration
pasin. Although the plant has been allowed to

483
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operate under a ccnstruction permit, it has never

received an operating permit.

Why was an operating permit never issued?

There has been some disagreement with DER regarding
the golf course spray irrigation and the
interpretation of the back-up requirements in the
case of a plant upset. In addition, the regulatory
requirements for equipment redundancy changed
significantly after the dpltgu for the plant wvas
initially approved. |

" mave these areas of disagreement been resolved?

Yes. They have. As a result of extensive
nugotiations, DER wvill extend the construction
permit rather than issuing an operating permit for
the plant as it stands; the utility will implement
the modifications necessary to meet DER
requirements; and as a result of these
modifications, the plant will be rerated to
250,000 GPD.

Is it an economical choice to modify the plant in

such a wvay that its capacity is doubled?
Yes. During the negotiations, it became evident
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that much of the cost to seet DER requirements was
associated vwith providing equipment redundancy. To
meet the redundancy criteria, DER could have
required dual chlorine contact basins, dual
clarifiers, a separate off l1ine storage tank for
process upset containment and, somehov, the
subdividing of the existing 125,000 GPD aeration
basin. Through negotistions, DER agreed they would
issue a construction permit leading to an operating
permit if, instead of the above, the utility would
construct another 135,000 GPD aeration basin,
related gilters and an on line process
instrumentation and sonitoring system. The cost of
this negotiated approach is approximately the same,
and in addition, the plant will be rerated at
250,000 GPD.  Since it will be necessary to expand
the plant anyway, this approach takes care of both
problems. Most importantly, the chosen approach
meets all of DER's objectives for this plant.

I understand that the efflueat holding tank is belovw
ground level, SO as to blend ia with the surrounding
area. Does this result h any advantages or
disadvantages to the utility ?

It should be noted that thll tank is technically

485
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below ground mrtmmt is not below natural grade.
In essence, earth has been mounded up over the tank.
This is significant because it eliminates the higher
costs normally associated with below grade
construction in Florida, namely, high ground vater
and associated design to prevent buoyancy and uplift
forces. The only real extra cost of this approach
was the relatively nominal earthwork vhich is
significantly offset .by savings on painting.

Did you take part ia the determination of used and
useful for this rate case filing?

Yes I did, although I did not perform the
calculations. I provided MNr. Seidman with my
opinions as to the adequacy and usefulness of the
water and vastevater treatment facilities, the need
for and timing for expansion, and the economics of
the choice available. He thén performed the used
and useful calculations in the format familiar to

this Commission.

Eave you revieved those calculations and 4o you
agree with the results?
Yes. I believe they are a reasonable representation

of the usefulness of the treatment and related

10




] 487
[ X 3
P ,
[ : B
I : 3
o

| 9

.
l

|

{




N

&

O O N o W,

10

11

12

13

14

15

1lé

17

18

19

20

21

22

23

24

25

488
REBUTTAL TESTIMONY OF WILLIAM D. REESE
BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
REGARDING THE APPLICATION FOR INCREASED RATES FOR
SAILFISH POINT UTILITY CORPORATION
IN MARTIN COUNTY
DOCKET NO. 900816-WS

Please state your RADS, profession and address.

My name is William D. Reese. My business address
is 3003 S. Congress Aviqun. Suite 1E, Palm Springs,
Florida 33461.

Are you the same William D. Reese that has
previously submitted direct testimony on behalf of
the Applicant in this proceeding?

Yes I am.

What is the purpose of your rebuttal testimony?

The purpose of my testimony is to rebut the direct
testimony of Mr. William J. Thiel and Mr. Francisco
Perez of the State of Florida Department of

Environmental Regulation.

Mr. Peres states that the utility is not meeting
the appropriate levels for the Langelier Index and
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the pE range. Nr. Peres also states that recent
chemical analysis of rav and finished water
suggests the need for uuun_n treataent with
calcium ocarbonate. Are all of these factors
related?

Yes. These factors are all related to the
corrosivity/stability of finished water from the
reverse osmosis R/0 treatment facility.

What is the utility deimng to ocomtrol corrosivity?

The utility has been issued a permit to take action
to correct this situation. 1Its efforts have been
to reduce the pH lmi required to stabilize the
finished water through the introduction of calcium.
The objective is to satisfy the Langelier Index and
still meet the pH level requirement. The first
step taken was the addition of a calcite contactor
to iﬂtroduc. calcium into the finished water.
Tests were then made, the results of which

indicated that the calcite contactor alone was not

-sufficiently effective in reducing the Langelier

Index. We lubnqucntl.i added a carbon dioxide feed
to introduce carbon dioxide into the water prior to
it entering the ulcito contactor. This allows
more calcium to be dissolved in the contactor. The
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first samples taken indicate that the Langelier
Index is -0.1 and the pH level is 8.5. Both of
these measures are vithin the DER required limits.
We are now in the pw of formally requesting a

release from DER.

Is it @ifficult to balance the Langelier Index and
the pE factor?

Yes it is. DER officials have recognized that
meeting the pH standard is secondary to controlling
corrosivity. Exhibit (WDR-1)____ is a copy of a
letter from DER to the Miami-Dade Water and Sewer
Authority that acknowledges the problems inherent

in controlling corrosivity.

Do other R/0 plants have this problea?

Virtually every plant that does not blend its R/O
water has this problem to some extent. The fact is
that Sailfish Point Utility Corporation has been
progressive and inventive in its efforts to address
the problem. Other similar facilities have shown
an interest in SPUC’s approach and, I believe, will
be installing similar equipment in the future.

Does the finished water satisfy all standards with
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the cardbon dioxide feed?

Yoﬁ, it does, based on the initial test results.
But, obviously it is close to the allowable limits.
The standards are not particn;lrly applicable to
R/0 product water. :

Mr. Reese, have you revieved the prefiled testimony
of Mr. Thiel regarding the wastewater treatment
plant? ‘

Yes I have.

Do you agree with his statements?

I do, in general. However, I believe the portions
regarding compliance may be somewvhat misleading to
someone not familiar with the permitting process.

What part of Mr. Thiel’s testimony do you believe
may be misleading?

The part at page 3, line 19 where he indicates that
the plant is in substantive compliance with its

permit.

Why are you oomnod with this statement?
SPUC is in the process of investing a substantial

"amount of money to modify and enlarge the
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wastevater tmﬁ.ns plant. It would be misleading
if the Commission were to conclude that since the
utility is in conpl.:llaﬂ. with its permit, that the
work now being done hm NeCessary.

I want to clarify for the Commission that the
permit with which SPUC is in compliance is a
construction permit, uul: an Wtinq permit. SPUC
is in compliance with its construction permit
because it is camm “out the construction
required under the permit. SPUC does not have an
operating permit for its plant and cannot qualify
for an operating 'ﬁ.flit until the plant
modifications now being carried out are completed.
In essence, the plant will mot fully comply with
Chapter 17-600, Florida Administrative Code until
the construction 1q completed, as I previously
discussed in my prefiled direct testimony.

In addition, based upon the most recent flow data,
which indicates significantly increased flows, the
plant would not be i.u compliance with permitted
flow limitations unlnl the expansion were
underwvay.

Does that conclude your rebuttal testimony?

Yes it does.
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ADDITIONAL REBUTTAL TEZSTINONY OF WILLIAM D. REESE
BEFORE THE PLORIDA PUBLIC SERVICE COMMISSION
REGARDING THE APPLICATION FOR INCREASED RATES FOR
SAILPISH POINT UTILITY CORPORATION
IN MARTIN COUNTY
DOCKET NO. 900816-WS

Please state youi name, profession and address.

My name is William D. Reese. My business address
is 3003 8. Congress Avenus, Suite 1B, Palm Springs,
Ylorida 33461.

Are you the same William D. Reese that Dhas
previcusly submitted direct and redbuttal testimony
on behalf of the Applicant im this proceeding?

Yes Z anm.

What is the purpose of your additional reduttal
testimony?

The purpose of my additional rebuttal testimony is
to respond to the supplementary testimony of MNr.
DeMeza.

Nr. DeMesa states that the history of operation for
the original membrane system must be considered in
the 1ife of the nev membrane system. Is thers any
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direct ocorrelation detween the 1life of the old
membranes system and the hev membrane systea?

No. Not on the basis of years of service. There is
a correlation when the volume of water treated is
considered. The plant started up in 1981 but very
little wvater passed through the system. The
original membrans systes époutod for eight years,
1982 - 1989. The volume of vater sold vas very low
in the earlier years, so the membranes were not
fully utilized. When the total volume of water sold
for the periocd 1982 -1989 is compared to the voluwes
s0ld in 1990 and 1991, it is spparent that the new
membrane system may be treating as much wvater in
four years as the old membrane system did in eight
years. This higher volume flow will contribute to
a much shorter calendar life for the new membranes.

Mr. DeMesza :m.nﬁs a four year change out program
compared to your recommendation for a thres Yyear
change out program. Why do recommend the shorter
change out period?

Although one cannot be certain just how long a
membrane can function satisfactorily, manufacturers

typically provide a three year warranty for these
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membranes. It is wmcyve 'm to schedule the

change-out period to =itch the warranty period

ummumuﬁummr the menbranes

Ray or may not outlast the warranty periecd.

Does that coaclude your testimony?
Yes it does.
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| Q (By Mr. Girtman) Were you here during the
jcustomer testimony yesterday?

A Yes, sir.
Q Were you here when the letter was provided by
jone of the customers relating to the testing for lead

A Yes, I was.
Q Do you have a copy of that letter?
A Yes, I do.
MR. GIRTHMAN: Request that it be marked for
|identification.
| COMMISSIONER EASLEY: When I get a copy of it.
MR. GIRTHMAN: We only have one.
COMMISSIONER EASLEY: Well, I can’t mark it

until -- my problem now, Nr. Seidman -- Nr. Girtman, I
Ineed copies for the court reporter. Can you get
isomebody to make it real quick and come back to
|that?

MR. GIRTMAN: That'’s the last matter I have

examination and I’11 come back to that?
COMMISSIONER EASLEY: Yes.
MR. GIRTMAN: Thank you. I tender the

COMMISSIONER EBASLEY: Mr. Reilly?

FLORIDA PUBLIC SERVICE COMMISSION
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BY MR. REILLY:

Q Mr. Reese, on Pages 5 and 6 of your direct

uit.h the reverse osmosis water treatment plant? Would

testimony, you discuss the recurring cost associated

you explain how you arrived at a 12-membrane
ropllcmntmrytwymlMlmonthlt
$25,000 cost per year?

A Yes. Generally, I would say it was an
estimate. I do not have all the figures in front of
me, but 7Jenerally, the calculation was done based on
the total number of membranes anticipated for the plant
at its flow capacity, which, if memory serves, would be
142. Simply divided that by 3 and said we will be
lreplacing, I think we said 12 here, 12 to 14 would be
Ithe correct estimated number to be precise.

We then used prices obtained from a previous
contract that we had administered on the cost of

nnbrann and associated costs to install them. I

nga:ln, if memory serves, the number is in the vicinity
of $1,700 per membrane. $1,700 times 12 plus some
installation costs is how we arrived at the 25,000.

Q These membranes, they’re located in long
cylinders?

A That’s correct.

FLORIDA PUBLIC SERVICE COMMISSION
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Q And there are six mambranes per cylinder?

A That’s correct as vell.

Q You say that these nev membranes are designed
to last three to five years and that they are
guaranteed for three years, is that correct?

A I’m reading that. I said "normal membrane
life is three to five years." It is true that they are
typically guaranteed at three years.

Q Do you recommend that the Utility replace
these membranes when the warrantee runs out wvhether or
not the membranes, in fact, need to be replaced?

A No. You would replace them vhen they’re
needed.

Q So the Utility has no historic experience
with these nev membranes?

A Not with this particular design, that is
correct.

Q And, in fact, the Utility’s experience with
the other membranes, is it not true that they lasted
close to 10 years?

A Yes, they did. They were a different design
of membrane, and I would point out that the flow rates
that were occurring in the early years vere
substantially less than they are now. The membranes

have a physical life that is related to flow, as well

FLORIDA PUBLIC SERVICE COMMISSION
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as chronology. _

Q Notwithstanding tha® ﬂ.ov gqualification, is
there something particularly supcricr about these new
membranes, even though they may last a shorter period
of time, that would justify the Utility to go to that
type of membrans system as opposed to the old?

A I‘m not sure I follow you.

Q What makes these new Iﬂh'ms superior to
the old membranes that appear to have lasted so much
longer?

A There are several things. I suppose the most
significant would be that they are more tolerant of
silt density index is what they’re more tolerant of.
What that is is a measure of their ability to tolerate
more suspended solids in the water.

Q You indicated that, although you are
proposing to build into the rates this replacement cost
-- which, now, to the extent that experience results in
those membranes not being replaced after three years,
that the customers would be required to pay for an
expense that the Utility, in fact, did not incur?

A If they’re not replaced and it is budgeted
for replacement and included in the rate, that is

correct.

Q Okay. Do you agree that to meet the fire

FLORIDA PUBLIC SERVICE COMMISSION
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{f1ow requirements to put out a fire anticipated for the
multistory condo projects, the system must be able to

A Yes, sir.

Q Have you prepared a hydraulic analysis of the

A No, sir, I have not.

Q Can this fire flow, this 1500 gallons per
Iminute for two hours, be provided with the largest pump
out of service and provide the maximum daily flow of

Q Yesterday, a customer testified that,
although one of the condo projects called for an
eight-inch water line, the contractor, in fact,
installed a six-inch water line. Did you hear that
itestimony yesterday?

A Yes, sir, I did.

Q Do you agree with that testimony, or do you
have any knowledge about this situation?

A I am unaware of that situation.

Q Even if the Utility increased ui hiqh'

FLORIDA PUBLIC SERVICE COMMISSION
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|service pump capacity and lnio-iiv other changes that
would be necessary to permit z.t to mest this 1500-

preclude the Utility from ever being able to meet the
1500 gallon per minute fire flow reguirement?
A Not necessarily, no.

Q As an engineer, are you concerned that the

lutility is not able to meet the fire flow requirements

for the multi-story condo projects?
A Well, I wouldn’t say that they can’t meet it.
'uhat I testified to was that they can’t meet it with

the largest pump out of service. It would be typical

!to design for the largest pump out of service, but the
'fact that it isn’t designed that way it doesn’t mean

Ithey can’t meet the fire flow requirement. 1In fact,

5you'ra thinking perhaps is not such a great

with the pump in service, they can, and the max-day
flow. It is appropriate to include an additional pump
in the next expansion, yes.

Q Do I understand that answer to mean that
you’re not that concerned that they don’‘t meet these
requirements that are required for fire flow, because

|it presupposes that the largest pump might be out which

possibility?

FLORIDA PUBLIC SERVICE COMMISSION
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A To the best of my knowledge, that pump has

inot been out for any significant period of time. I

don’t think it would be fair to say that I’m not
concerned. I think it is a valid point and it warrants
inclusion of the pump in the next expansion.

Q Would you bs more concerned if you lived on
the top floor of one of those condo projects?

A I don’t think so.

MS. REILLY: I have for further questions.
COMMISSIONER BASLEY: Thank you. Mr. King?
CROSS EXANINATION

IBY MR. KING:
| Q Mr. Reese, the permit status of the water
ltreatment plant is a construction permit, is that
correct?

A Yes. That'’s true, sir. There is no
operating permit for the water plant ever.
| Q Well, what kind of -- is there something
lother than a construction permit?
| A Not for the water plant. There is for the
wut-wat.cr plant.
Q The water plant always operates under a

conltruct:lon permit. There’s never an operating permit

A You get a construction permit from DER.

FLORIDA PUBLIC SERVICE COMMISSION
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Q You had commeated that the 6-inch pipe would

ibe adequate to sustain the pressure.

A No, sir. I said it wasn’t necessarily not

ladeguate.

Q The smaller the diameter of the pipe the higher

tho pressure to sustain a particular flow, isn’t it?

A That’s correct.
Q Dommvlmahmtthomlh

strulgthotuhumt-youmwnothingabuutthnt

pipe?

A I have no :m:muy vith that pipe, no.
Q lntit'-dutmd-_-m_ymduignu for

certain pressures?

A Yes. It would b. designed and, in all

iprobability, tested at certain pressures, yes.

Q@ And 50 an attempt to put the flow through that,

you would have to increase tho pressure. If you --

A You would have to have more pressure to go --

the same flow through a 6-inch as you would an 8-inch.

|Yes.

Q All right. m is a requirement for the

rovoru osmosis discharge to be treated as industrial

wuto, isn’t that correct?

A Yes, that’s trus.

FLORIDA PUBLIC SERVICE COMMISSION
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A Yes, there is. 2

Q And do we have mdl a p.tlu?

A Yes, you do.

Q And that ponitm lnﬂul because rather

COMMISSIONER EASLEY: Into the what?
in the facility, and
y will be

MR. KING:

COMMISSIONER BASLEY: T just didn’t

MR. KING: Is our m
Q (By Mr. King) um nﬂl uu,.tnl owned by
the developer, but the uy that thtt lnlhltrial vaste
discharge permit was achieved vas to d:loqbqu- into

waters, is that not correct?
A What I’m tuuht calling "the harbor” is at
the marina. It does not go there. It does go into the

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

| | 505
lakes that are on the -golt course. I’‘m not sure if
m.inauummmmmt is
officially called "thn hu'lnr" or aot

Q Sodoymmumrornot'thoruid.ntl
were consulted about that plan of discharge before it
vas implemented before the developer?

A No, I do not.

Q The fact that the developer is still in
control of all of those facilities permits the
developer who also controls the -- is a stockholder of
the Utility to make decisions and utilize those
facilities for the developer’s interest in that regard,
is that correct?

A I would assume that is correct, yes.

Q If they wanted to discharge in somebody
else’s lake, they would have to have some sort of an
agreement or sorething of that nature.

A Presumably, they would.

COMMISSIONER EASLEY: Would they not need a
DER permit?

WITNESS REEVES: Yes, they would. I would
point out that the permit, like any permit, does
require public notice which was accomplished.

MR. KING: All right. Thank you.

COMMISSIONER EASLEY: Let me ask you a

FLORIDA PUBLIC SERVICE COMMISSION .
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lissue. Your statement or.ginaslly was that the fire
|flow can be met with the assuaption that the largest

COMMISSIONER EASLEY: Is that true vhen --

8-1nch pipe installation. Assuming that the 6-inch
ipipe is what is there while the specs call for 8-inch,
l[dces that affect your statement about being able to
mt fire flow if the largest pump does not go out?

WITNESS REEVES: I believe there is a
distinction between being able to deliver it to a given
site and being able to deliver it from the plant. My
istatement was intended to say that we can’t generate
and meet fire flow leaving the plant. The size of the
Imains clearly impact how it is delivered and where it
is delivered. The reality is that it depends on how
many feet of 6-inch pipe we have as to whether or not
(it has so much head loss that it can’t get the flow
through it, and I do not know how many feet we have.

COMMISSIONER EASLEY: I1I‘m not even sure --
t.he requirement to meet fire flow, is that a

requirement that is -- how is that stated? How do you

FLORIDA PUBLIC SERVICE COMMISSION
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duonstrato that you can meet fire flow? 1Is it as it

Ed.stinltion that the plant serves?
| WITNESS REEVES: No. It would be at the
Inydrant at some point on the system defined as most
ilcontrolling.
COMMISSIONER EASLEY: Okay. Thank you.
WITNESS REEVES: You’re welcome.
COMMISSIONER EASLEY: Staff.

CROSS EXANINATION
{BY Ms. BEDELL:

Q Mr. Resse, I’d like for you to look at

that is marked is part of the response to Interrogatory
INo. 36, Page 18 of the exhibit, and that is a response
|to a question about unaccounted-for water. Are you
tuilhr with that interrogatory or that response?

A I’ve looked at it; I have not prepared this,
but I have looked at it.

Q If you could hang on to that for just a
minute, I'm going to -~ if you could refer to MFR
ISch.dulo F-5. (Pause)

A Is there a page number?
Q Yes. Page 138.

A Okay.

FLORIDA PUBLIC SERVICE COMMISSION
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A

Q

Q

day flow?

A

Q
A
Q

|variance.”

Isn’t it correct that the peak day of the

Yes, I believe that’s accurate.

In your opinion, would you agree that a 5-day

average would represent less variance in the
calculation of projected psak days than using just the

one single peak day?

I’‘a not sure I know wvhat you mean by less
It would certainly result in a lower

Okay. If you ooﬁ:l.d refer again to that Page

18 of Exhibit 6, it shows on there a -- I think I

Imarked that one -- it shows the unauthorized

Okay. And is that not what is used in

Schodulo F=3, the month of that high unauthorized
|
lconstruction usage, is that not the same month that’s

included in the calculation in F-3 for the maximum peak

I‘- -
Am I going around in circles?
I don’t know. I didn’t prepare this so I'm --

Does the 600 figure for the unauthorized
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iconstruction usage fall in_tho month of March, 1990?

A I don’t know. I'm -~

Q Is that not on that schedule on page --

A Yes. I’m looking at the 600 here, and it does
occur in March of 1990, if that’s your question, yes.
| Q Okay. And is it also true that on F-3 that
Ithe maximum -- the peak day is also in March of 19907

A Yes, that’s correct.

Q Would it be possible to conclude from those
figures, both the one on Page 18 of Exhibit 6 and on
|[F-3, that with March 1990 being a month of high
lunauthorized construction usage, that it isn’‘t
|representative of peak usage?

A It would be possible to conclude that, yes.
Q I need to ask you just a couple of questions
labout the spiral-wound membranes. Could you please
lexplain to us why it vas that the hollow fiber

membranes were replaced with the spiral-wound

availability of the hollow fine fiber had all but

|disappeared. The industry has, for this type of
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{the spiral-wound membrane; availability as much as

anything.

Q It is true that you all enjoyed a long useful
life of the hollow fiber membranes?

A It wvas a long chronologic life, yes.

Q Okay. But you don’t anticipate having a

longer-than-average useful life for the spiral-wound

A I think we’re getting into the definition of
"long® in terms of gallons versus time. I certainly
lexpect the spiral-wound membranes to perform well here.
iuh.thor or not they will go 10 years, chronologically,

I suspect they will not.
Q I really wanted to know if there was a

particular reason why you chose the three years life
expectancy as opposed to anything higher?

A Three years is the industry standard for
establishing projections on the performance of
il.nhrln.s. It is the time that if you get a warranty
;quaranto. from the manufacturer that they will warrant

Q And does the Company anticipate a longer
lusage than the three years that’s warranteed?

A I will speak for myself. I don’t know what

the Company expects. I don’t know. I mean, to be just
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very honest about it, I do mot know.
Q Okay. And you couldn’t reach a conclusion
Ibased on the experience with the hollow fiber

| A Well, if you used that I think you would
concludo three years. Simply because if you look at
th. volume of water treated over the previous 8 or 10
mmttumtmpxohablyunlerutmrtho
inext three years, you have almost the same volume
trutodinthomxtthruyurluyoudidlnm
previous ten.

Q Thank you. Are you familiar with DER
roquir-l.ntl for redundancy?
| A Yes, I am.

Q Okay. There is reference in Schedule F-6 to

|the basins into two parts. Is this a viable option for

this Utility?
A We don’t think it is at this point, given the

flows and the negotiations that were completed with DER

Q Would it be safe to conclude from that that
expansion of the wastewater treatment plant is the only

solution to meeting the DER requirements for
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lredundancy?

A No. I mldn*f‘ny it vas the only solution.
Iwe think it was the best solution.

Q On Schedule F-5 there is a statement that the

Iquality of one well is extremely poor. Is the Utility

A No, they are not. That is the statement I
con-.cua in my direct testimony.

Q Is the well out of service? Is the well out
ot service?

A The well is not in use.

Q If that well is out of use, how is it that
you'ro neeting fire flow regquirements?

A Well, fire flow reguirements come from high

MS. BEDELL: I tender the witness.
COMMISSIONER EASLEY: Are you through?

MS. BEDELL: Yes.

COMMISSIONER EASLEY: Okay. Mr. Girtman, do

(Exhibit No. 10 marked for identification.)
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BY MR. GIRTMAN: ,_
Q MNr. Resse, you heard some testimony yesterday

regarding your concern about lead contamination in

pipes. Is there a problem at Sailfish Point with lead

{contanination in pipes?

A mmtl'-mno!.

A This notice wvas issued as part of a mandate
by the USEPA. It came at a time when they were quite

|concerned about lead in drinking water in genmeral. And

they effectively dictated that all systems above a

|lcertain size, and I’ve forgotten the sisze, needed to
Inotify their residents of the concern of the items

listed. A, B and C on there, as I recall, vere

mandatory requirements in terms of the language, was

put forth as part of the reguirement by the USEPA.

Q To wvhom did EPA require notice of lead

contamination be sent?

A All utility customers, and, again, I believe

[there was a size criteria in there.

Q Is that throughout the United States?
A To the best of my knowledge, it was through

tho entire United mm, yes.
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Q Okay. In the fourth paragraph of the first

ipage, could you tell us the measure of the quality of
A Yes, sir. It states there that "The

10.002 parts per million --*
Q And continue that sentence, please.
| A %"~- which is 25 times less than the current
mim contaminant level.”
MR. GIRTMAN: Thank you.
WITNESS REESE: You’re welcome.
| COMMISSIONER EASLEY: Are there any follow-up
croll examination questions on the letter?
Hearing none.
MR. GIRTMAN: Move Exhibits 9 and 10 into
ithe recora.

COMMISSIONER EASLEY: Hold on just a minute.
Do you have redirect?

Now, without objection, Exhibits 9 and 10
lwill be moved into the record.
(Exhibit Nos. 9 and 10 received into evidence.)

MR. KING: Might I inquire of this witness

about the extent of -- his knowledge of the extent of
the breakage matter that Commissioner Deason inquired

about yesterday in which Mr. Seidman said, and I
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mliso--lhnmmandldm'tlmwu

h."l awvare of it, but it does give a quantification on

that. It’s the only th!ng I’ve seen.

COMMISSIONER EASLEY: Briefly, Mr. King.
FURTHER CROSS EXAMINATION

Q Mr. Reese, are you aware of the problem about
tho line breakage on southsast, South Marina Way?
A No, sir. I’m not.
MR. KING: All right, that ansvers my question.
COMMISSIONER EASLEY: All right. All right,
|Mr. Reess, thank you very much.
(Witness Reese excused.)
COMMISSIONER EASLEY: MNr. Reilly, I believe
the next witness is yours.
MS. GIRTMAN: We have Mr. Olson.
| COMMISSIONER EASLEY: I’m sorry, I forgot we
wore going to take them now. I beg your pardon.
| MR. GIRTMAN: Call Mr. Terry Olson.

WITNESS OLSON: I wasn’t sworn before.

CHARLES TERRY OLSON
|wvas called as a witness on behalf of Sailfish Point
Utility Corporation and, having been first duly sworn,

testified as follows:
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BY MR. GIRTNAN: .
Q Please state mm and business address.
A  Charles Terry dim. 1201 Elm Street, Dallas,
lrexas 75207. ;
Q wmmiﬁ-'Mmmuymm
|emp1oyed?
A I work for Nobil Administrative services
|company, Inc. I’m the Federal Income Tax Compliance
Manager for Tax Administration, Dallas.
| Q Would you generally describe your duties for
IMobi2? '
| A The group I supervise is responsible for
ipreparing and £iling Mobil’s consolidated tax return
and seeing that all of our units are advised of any tax
1aw changes and properly report the federal income tax
linformation on an annual basis.

Q Do you have the responsibility for the

| Corporation?
A Yes.

Q Did you host the representatives of the
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A Yes.

Q What wvas the purpose of their visit to

Dallu?

A My understanding was they were going to come

lin and contirm that the depreciation deductions that
ucrc taken on the utility assets by Sailfish Point
lutility Corporation and sailfish Point, Inc. for the
lvears 1981 through 1989 ware, in fact, reported as

doprochtion on Mobil’s consolidated return.

Q Didn’t that review go back to 19797

A Yes. But the depreciation wasn’t started

Q But they did review it?
A They did review the ‘79 and ‘80 workpapers,

Q To your knowledge, was the information

|satisfactorily presented to them to show that the
|information was included in the returns as

depreciation?

A Yes. I believe we even asked them as they

lwere leaving whether we had shown that the deductions

vere -- had been properly rolled up, and, I believe;
Mr. DeWard nodded and acknowledged that they had.
Q Did he verbally state in the affirmative that

you had?
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A I believe so.

Q Okay. Would you please describe the process
that you go through in taking tax information from SPI
and SPUC and consolidating it into the Mobil
Corporation consolidated federal income tax return?

A Each one of our subsidiaries, there is about
300 of them, which include SPI and SPUC, go in and
generate their book income and any tax adjustments
necessary to come up with taxable income. And those
items are accumulated on a line-by-line basis with all
other subsidiaries and are reflected as consolidated
numbers in the tax return filed with the IRS annually.

Q What I8 a N-17?

A M-1 is a, I guess, a tax acronym for -- it’s
a tax adjustment that goes from the book basis to the
difference between the book number and the tax number
that is shown on the tax return.

Q During the visit, were the OPC representatives
able to trace, from the information on the individual tax
materials from SPUC and SPI, trace into the consolidated
Mobil return and confirm that those depreciation numbers,
in fact, got into the final return?

A I believe so. :I: believe even Mr. Reilly
added up the various numbers for depreciation and

reconciled that total to the consolidated number.
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Q Was information provided to the OPC
representatives made available at least to confirm
questions of contributions?

A The information was made available. I’m not
sure whether they lcmu.y locked at the information on
a consolidated level. But I’m sure they reviewed it in
the separate company workpapers.

Q Are you the same C.T. Terry Olson who
prepared an affidavit dated May 29, 1991, which was
forwarded to the representatives of the Office of
Public Counsel regarding the tax treatment of the
assets of Sailfish Point Utility Corporation?

A That vas me.

Q Rather than have you read the whole thing
into the record, would you, in your own words,
summarize what your comments were in that affidavit?

A I believe I’ve gone over the first couple of
items, my responsibilities.

The 1990 information -- the reason it vasn’t
able to be reviewed is because it is still in
preparation. That information will be filed with the
IRS on September 16th of this year.

I’'ve worked with Joe O’Gorman at the Mobil
Land Development Offices in Plorida in response to two

prior requests for production in providing various tax
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adjustment workpapers. In addition, I’ve basically
confirmed that those tax adjustment workpapers were

filed with the IRS on a timely basis for the years 1979

through 1989.

And how were all the Utility assets treated

during the years 1979 through the last year examined

during the years in which depreciation wvas taken or
which they were treated in any way?

Bvery year it vas treated as depreciation

expense, not as cost of sale.

A

8o is it correct to state that you haven’t

seen any indication that any of these assets wvere

itten off as cost of goods sold?

That is correct, anything that was identified

as a utility asset on our tax depreciation schedules.

Q Was there any ITC recaptured on the sale from
SPI to SPUC?
A No, there was not. And the reason there

‘t any is because the comsolidated return
regulations do not specifically state you do not have
to recapture ITC as if it was sold to a third party.
It wvas sold within the consolidated group.

Why did Mobil treat as depreciable assets

these assets versus treating them as a cost of sales?

I believe there were many alternatives looked

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

521
at in the early, probably around the 1980s as some of
the records indicate. But from a business point of
view, I belisve Nobil wanted to maintain the
flexibility of either donating them to the POA or
selling them to a third party or the County. And the
only way to do this was to set them up as a separate
business unit. And by doing that, we would have to
depreciate the assets.

Q As a predicate for my next gquestion, wvhat is
the master plan?

A My understanding -- and my real estate
background is limited -- but the master plan would be
all the basically the common facilities, like the
roads, I guess this clubhouse, and those sorts of
things that would be allocated out to the lots and
recovered as the lots are sold.

Q Was the Utility property treated as a
separate cost center from this master plan?

A That’s my understanding, along with the
marina and the golf course.

Q In your view, are the Utility assets treated
as a donated property between SPI and SPUC?

A No. I guess the way I view donations is a
donation would be a gift or something like that, and it

would be no basis transferred to the donee. And any
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time I have ever seen a donation, the donor has written
those expenses off on their books and the no basis wvas
transferred.

Q Is it common in Nobil Corporation to transfer
funds intercompany, between one subsidiary and another,
without having a cost attached?

A Yes, it’s common to have intercompany
advances between two members, parent/sub.

Q Do you consider that as a gift or
contribution wvhen you have this?

A No, not at all.

Q Commissioner Deason had asked some questions
yesterday on some of the documents and there was a
gentleman’s name, Mr. Pizsasza, P-i-z-z-a-z-a. Have you
been able to identify who that person is?

A I believe he was an outside attorney that was
attending some 6: the discussions.

Is he currently employed by Mobil --
No, he’s not.
-- or any of its subsidiaries, do you know?

» O > ©

As far as I know, he’s not.

COMMISSIONER EASLEY: And not retained as an
outside attorney?

WITNESS REESE: As far as I know, he’s

currently not,
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MR. GIRTMAN: Tender the witness.

COMMISSIONER EASLEY: Mr. Reilly?

MR. REILLY: I would like to ask for five
minutes if possible because I thought the motion was to
make this man a rebuttal wvitness, and it was granted.
And my understanding of the Prehearing Order was that
rebuttal wvitnesses would come after all the direct
witnesses, so ve need a couple of minutes to prepare a
question or two ==

COMMISSIONER BASLEY: I’m going to let do you
that because I had it the wrong vay as well. I though
wve would be putting it at the end. I think what
happened is we combined -- when we first got started,
we combined direct and rebuttal so we sort of tripped
over our own feet again. We’re going to take a
ten-minute break.

When you come back, please be prepared to
ansver my guestions about the length of time.

(Brief recess.)

COMMISSIONER EASLEY: Before we begin the
cross examination process, let me ask about the time
frame. If we took Mr. Rasmusen out of order, let’s
deal with Mr. Rasmusen’s testimony first. How long do

we anticipate that we will take for Mr. Rasmusen?
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MR. li_!ﬁ_.!s No guesiions.

COMMISSIONER EASLEY: MNr. King, will you have
much on direct? |

MR. KING: Be is going to summarize his
testimony and pllt the exhibits in, and that will be it.

COMMISSIONER RASLEY: All right. sStaff?

MS. BEDELL: 45 seconds.

MS. BEDELL: We just vwish _.tor-hil.;t.o adopt

his deposition.
COMMISSIONER EASLEY: I’m going to write down
15 minutes for Mr. Rasmusen, because I don’t think --
MR. REILLY: Anything can happen in 45

oani:nxm EASLEY: You got that right.

All right. Having dealt with the one I
thought was qoimutmﬁm Mr. Girtman,
ulluhwmcblmmrmthlnktormmt of the
vitnesses then. Give me an estimate including your
second rebuttal witness.

MR. Gm: Depending on what happens on
cross examination, 'I may not call my second rebuttal
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COMMISSIONER ERA:tLEY: Okay. Then how about

the other witnesses?
MR. GIRTMAN: Mr. DeVWard is sort of a

guestion. I would lntici.plﬁ not more than 10 to 15

minutes at the very most, if that.

COMMISSIONER EASLEY: All right. How about
Staff witnesses? 1I’m trying to do one attorney at a

time and get some time here.

MS. BEDELL: They’re not going to be here.
COMMISSIONER EASLEY: That’s right.
MR. GIRTMAN: We stipulated. Zero.

MS. BEDELL: I need to make a phone call if

COMMISSIONER EASLEY: Panic just set in,

jdidn’t 1it? (Laughter)

Okay. All right. Mr. Reilly, how are we

lacing on time for you, do you think?

MR. REILLY: Concerning our -- we’re in

pretty good shape. (Laughter)

COMMISSIONER EASLEY: Well, outside of the

leditorial, can you quantify that shape for me?

(Laughter)

MR. REILLY: Are you asking how much time

wit.h this witness?
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COMMISSIONER EASLEY: How much time with the
rest of the witnesses dc you think? I’ve got an
approximation now from 4r. Girtman that we’re looking
jat maybe another half hour on his bshalf. How about
you?
| MR. REILLY: Basically our wvitnesses are left
and I would have very little redirect. You haven’t
[mentioned DeMeza yet as far as you what might have for
him, our engineering witness; I have a fewv questions
|for this witness; I will not be taking up a lot of time
lasking a lot of questions from this point forward.
| COMMISSIONER BASLEY: This witness, how long?
| MR. REILLY: Just a matter of several
n:l.nutu, 10 minutes or so, 15 minutes.

COMMISSIONER EASLEY: MNr. King, do you have

| MR. KING: I anticipate no more than 10
linutu. About 10 minutes in direct with Mr. Rasmusen,
and I would say no more than five for the cross of the
rminlng witnesses.

| COMMISSIONER EASLEBY: All right, Staff?

MS. BEDELL: Staff estimates about five
linut.cs cross for DeWard, ten minutes for DeMeza.
Dop.nding on what a good job Mr. Reilly does on cross
cmining these vitnesses, we have, probably, maybe
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five to 10 minutes on the additional Utility witness
tnd a negligible amount of time for Mr. Rasmusen.
COMMISSIONER EASLEY: Gentlemen, sounds to me
1t I can hold you all’s feet to the fire, we can finish
[this sucker today within a reasonable period of time.
Let’s get at it and we will take an
{abbreviated lunch, and I‘m not even sure it’s necessary
{to take Mr. Rasmusen out of order. If you feel that it
h necessary to do so, ve will.

¥Why don’t we proceed for a while and see how

through on this one?
COMMISSIONER EASLEY: I think so.

MR. GIRTMAN: I was thinking there has been

{some questions raised about the guestion of a six-inch

or an eight-inch line, or whatever it is, at one of

t.heso condominiums. And I was trying to think of a way

|
lis the in-ground, you know, and vhat the problem is.

to get the factual information to you on what, in fact,

|And the problem I‘ve got right now is getting the man
here -- or I don’t know whether you would allow that to

presented. Or we could file a late-filed exhibit
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| COMMISSIONER EASLEY: As a matter of fact,
[that’s precisely what we’ll do. We’ll ask for a
;1at--t11.d exhibit whici. will be No. 11. That will be
a "Description of the six- versus eight-inch pipe
lthat’s in the ground.® 1Is that a good short

MR. GIRTMAN: That’s great.
(Late-filed Exhibit Mo. 11 identified.)
COMNISSIONER BASLEY: We’ll put a date for
|the late-fileds in the end.
: MR. GIRTMAN: I believe that was -- vas that
th. 2800 Condominium?
| COMMISSIONER EASLEY: I suggest you don’t
l1imit it to 2800. But if there is any other in the
systu vhere eight-inch specs have been called for and
Isix-inch exist, I suggest you include those.
MR. GIRTMAN: All right, thank you.
COMMISSIONER EASLEY: JMNow we’re all clear
what’s going to be on that one, right?
Okay. All right. Ready for cross,
llr. Reilly?
You might, before we get started, if we need
t'.o let the restaurant know, it would be my intent to

break for lunch as close to 12:00 as possible; take no
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A For ten years.

Q@  Prior to this rate case, what’s been your
|involvement with SPUC and IPI?

| A Very limited.

Q Where are the detailed SPI and SPUC records

A They’re kept here in Florida.
| Q Let me read just a portion of your affidavit
that interests me, and I would like to get your response
on a couple of things. 1In the affidavit, you said, "The
coct of assets, land, plani:, mains, lines --"

A Could you give me a reference, please?

Q We’re talking about the second page -- the
third page, actually. In fact, really, the last part

A No. 67
Q That’s correct. And in there, after you talk
labout the consolidated returns and the Schedule Ms, you
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[say, "The cost of the assets, land, plant, mains,

currcntly or previously vsed to provide water and

lwastewvater utility services to customers at Sailfish
[Point has not been deducted as a cost of doing
hus.'l.nou, or as a cost of sales, or as any other cost
lor expense on the consolidated Mobil Corporation tax
Ireturns except for depreciation of nonland assets."”

My guestion is, what steps did you take to
verify your statement that the assets were not deducted
as a cost of sales?

A I looked at the, basically, the work papers,
files, which starts with the book accounting. And the
lassets that are recorded on SPUC’s books for those
lyears were depreciated under the tax rules, I believe
undorm, and they were depreciated and treated as
d.prociat:lon expense on the tax returns. They were not
1n any way, that I could tell, taken as a cost of sale.
Q So you only reviewed the documents that were
in the position of the Dallas Accounting Center?

A That is correct.
Q And vhers -- excuse me?
A One other thing is I am familiar with, you

l:now, Mobil’s accounting procedures and basically I
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qms:hnmwmhmtmmtthmuo

depreciable assets bu.d on Mobil's accounting

procedures.

Q mtuyxmmmtmmu-mt

mldukoupmlumttumoutotulumm
bokqtatthootﬂm-—

A If you’re asking if I loocked at the local

lodqors. no, I have not.

Q Mr. Girtman asked you to comment on the

conclusionl you understood the Office of Public Counsel
lteam reached after their inspection on 6-13-91. And
jyou basically said that MM to be satisfied
that the schedule Ms prwim?ly provided were, in fact,
lutilized by Mobil in its comsolidated tax returns,

lvhich reflected the capitalization and the depreciation

However, is it not also true that after the

team reviewed the memos much discussed in this hearing,

|Items 16 through 19, that Mr. DeWard asked to see the
|[detail that comprised the cost of goods sold numbers

|for SPI for the years 1980 through 19847

A It’s my understanding that wvas in the

document to compel or whatsver it is, Motion to Compel?

Q But was that guestion asked and was not the

lanswer that that detail would have to be found at the
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A That’s the wvay il :
Q That vas th- qn.ut:l.an aul the answer?
A VYes, 'k' e Nl |

[second.  (Pause) A

mmmm: I'n .;m-y (Pause)

Q (B! lt. ﬂlllyl M Il it true that you

A I have no -hml.‘_gp? Uhat do you mean by

Q  No adaitional um "I think several

Itimes the vitness Mr. Se! . . Was m, -no you have

{the policies changed andn!orth?" And he looked

A Ithiuk!allud.ﬂtotm“rlium:y.mn
fer. c:l.rtunnkudmwhymmldhwotrum“
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Q This is Mh\' nu':ro' suraising then from
your lmowlodgootlubn's Mlingo!itltlxutum
uoppouultoanypnrucuhrhmlﬂlmluvonbwt
ithose memos. :-mtm-at-r
| A :u1m.mﬂ - yoah, based on the way
that I interpreted the documents that I read. And then
I mldméuttﬁt's-‘it‘mvamtm
m.m.-tommyw

Q ?Mnoﬂrst-hllﬂ-mnmotthucm?

A DNo.
|BY MR. KING: |
| Q Mr. Olson, you had mentioned about the master
[plan and I think I missed that. But what is the effect
lof the master plan on the way it’s trut«l from
accounting purposes?
| A My understanding is that the master plan
would be the roads, the CORBOR facilities, this
|clubhouse, and so fortn, are treated sll in one cost
centor and those costs m anmtd-::_mt to the various
lots. And as the lots are sold, then they are

recovered, the expense is recovered as the lots are
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I-tm.anrmtrggwthatm

[referred to to determine vhether the master plan at
|sailfish Point may have also included the SPUC or the
lueility facilities?

Ny understanding, m on t.ln vay 11';-'-

Could you answer first whether there’s any

ldocument that you have looked at?

No. :mmmam.

A

Q All riqht'.' Do you want to explain about your
und.rntlnding? ' _'
| A It’s my nndor-nn\ung that the master

upnnu and apart from

|-- or as a lopnrnto oo-t m. as I said earlier,
tron the Utility, the min uud the golf course.

And wvhere did you get that understanding

In discussions I had with the MLDC accounting
But you have n-m seen their documentation
No. I have not.

MR. KING: Thank you.
COMMISSIONER EASLEY: Ms. Bedell?
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MS. BEDELL: Thank you.
CROSS EXANIMATION

Q Mr. Olson, would you please refer to Page 12

lof Exhibit 3, if you have it there? (Pause)

A Okay .
Q Does the last sentence of Paragraph 4 state,

{*Tax would defer gain and recognisze as SPUC depreciated

the assets"?
A Canyoumtth..quuuon? I’'m sorry, I --
Q Can you read the last sentence?
A Yes. "Tax would defer gain and recognize as

Q Is it correct that Sailfish Point, Inc., took

tax depreciation under ACRS?

A ACRS? Yes.

Q Isn’t it correct that IRC Section 168-E
requires that public utility property placed in service
after 1980 be normalized to gualify for ACRS

depreciation?

A I’m not that familiar with that section. I’m

lorry.

Q Was the Utility property placed in service by

SPI prior to the transfer to SPUC?

A Yes, it wvas.
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Q :u'tttmmmmxm
cod.s.cticn“rmkummnueno!mtncnm

utility property?
A I’m not familiar vm tlnt. ncuon == with

that aspect of thlt section.
Q Who m M m&o
A kaam:muhumocm;mtm
normalisation mm, !'n aut,”tl-ilm with.
Q m vould know M norsalisation rules? Is

there m hu't?

A I don’t believe m

Q  Was the ITC used on the consolidsted tax
return? " - '

A Yes, it vas.

Q  Was the transfer of assets from SPI to SPUC
structured as a taxable sale or as a nontaxable
craseniliiont | '

A My understanding is it was treated as a sale.

Q Do you know why mt vas?

A mliy, vwhen mlnw a sale -- or, excuse
ne, mmmmuamm, some
value consideration, mn advance, it would be
trum.unuhum_uamimiontoa
subsidiary. Contribution meaning a contribution of
capital, not a donation.
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Does that answer your guestion? (Laughter)
Why weren’t ITCs associated with Utility

assets transferred to SPUC? Why were not ITCs

lassociated with the Utility assets transferred to SPUC?

I’m not sure whit you mean by "transferred."

Do you know whether SPI took ITCs before the

ltranster to spuc?

I think I’ve already said that they did, in

Okay. But those -- and why were those ITCs

I don’t know vhat you mean by "transferred.”

I'n SOrry.

Do you mean did SPI recapture and then SPUC

Can you answer that?

I‘’ve never heard of that being done before.
COMMISSIONER EASLEY: That’s a great
Would you care to try the answer?
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A That may uh a M a! uuuah.
omuuxm M% If ve ion't know where
ve’re going, vcnymtbalbhtomm
MS. BEDELL: Tore train is just going a little

Q  (By Ms. Bedsll) Did the decisions made
r.latod to these ITCs hlw-- did the fact that this is

A I believe I said that earlier when Mr.
Icirtman asked that question t.hat the consolidated
rogulationl do not require am on a sale
bctwun consolidated subsidiaries. That’s under the
1502-3 regs, I believe.

| Q Referring back again to the ITCs that SPI
took, do you know what happened to those, how they were
troat.d?

A They were included with all the other
investment tax credits gemerated by other Mobil
subsidiaries, Mﬂnymmmtnltth
consolidsted Ll Sk 1iability for 1981.

Q And is it correct that you do not know if

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

539

they were normalised?

A That is correct. I’m not that familiar with

Q Could you please refer to Page 7 of Composite
Exhibit 37 And could you, once you get there, please

lexplain Paragraph D, which is at the top of the page?

A Okay, you’re going to have to help me a

[little bit. Page 7?

Q Yes. It is also No. 17, Page 4.

Okay, I’a there.

It starts with "Purther tax problea exists ~--"
Do you want me to read that?

o » ©O »

Can you offer any, can you enlighten us any

on vhat that might mean?

A I have no idea what it means.
Q Okay. On Page 3 of Exhibit 3, which is Item

INo. 16 up at the top of the page, it’s dated December

14, 19797
A  Right.
Q There is a Paragraph 3 on the bottom of Page 3?
A Yep.
Q Could you please explain the last sentence on

|there that reads, "Sailfish will drop land into SPUC

and will try to translate its investment in SPUC into

its land basis"?
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I don’t know what that means at all.
On Page 8, thers is a note, the last note,

m-uxm'muhmmmotmmo.

o » O P

Uh-huh. Item B?

It says "1," and then there’s "A, B, C"?
Right. |

Could you read that for us?

COMMISSIONER EASLEY: Into the record? It’s

ulnuyiathcm.

S

NS. BEDELL: Staff tells me they’re unable to

read it at all.

COMMISSIONER BASLEY: I see. For

iclarification, please?

The wvay I read it is -- do you want me to

Q
A
Q
A
Q
A

Q

starting with ¥o. 1 down there at the bottom.
1-A7?
l-lo

®"SPUC stock in assets to third party on not

|for resale tax basis problems. B, May include in SP

ibasis and depreciate on SPUC." And then C is blank.

Do you have any idea what "SP" is on B?

I really don’t know. I mean "SP" in the

jother places seem to indicate Sailfish Point, but --

8o it could be Sailfish Point, Inc., but you
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don’t knov, is that o

A That'’s u\n.

Q Do you have sny idea what 1-A, does that mean
anything to you?

A No, it does uﬁ. | ‘

MS. BEDELL: aoummmwumn

ihave. T
| COMMISSIONER EASLEY: Thank you.
Commissioner? I torqoth ask you on the time frame.
| (Laughter)
| COMMISSIONER DEASON: Not long, Commissioner.
It alwvays dqnah on the M- you get, though.
| COMMISSIONER EASLEY: ALl right.
cauiuxcna DEASON: MNr. Olson, the
docuunts that are ocnuind in Bxhibit 3, those wvere
prov:l.dnd by you or through your office at the time of
ot Public Counsel’s --
i WITNESS OLSON: Mvminthcmkpnpor-
whon Mr. DeWard and Nr. Reilly came to visit.
COMMISSIONER DEASON: But you did not
part:lcipato in the actual writing or the discussions
that went into the production of these memos?
| WITNESS OLSON: No. Those aemos were
.v:ldontly prepared many years ago. I was not around.
| COMMISSIONER DEASON: But you would agree
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mtmotmlmetﬂnujoruyotm
language in these memos It least contemplates the
possibility of a minm _m, that being
including the cost of tne Utility assets in the cost of
101: sales?

WITNESS OLSON: . would agree that there were
mim, they indicate various alternatives vere
connidar.d.

j COMMISSIONER DEASON: And it’s your testimony
that, wvhile those llmnlttm were considered, they
wa.mtmmmtinrnlityth.coltofthc
Ut:l.li.ty assets wers not putt. of the lot sales for tax
purpo.u or for book purposes?

| WITNESS OLSON: That is correct.
emumun om: Somewhere during this
proc.u, thnn, there had tovho a decision by management
ito take that course of action. Is there any
laocumentation which describes the considerations and

WITNESS OLSON: I haven’t seen the
laocumentation or letters.

COMMISSIONER DEASON: Is it because it’s not
1n Dallas but may be -m. else, or you’'re just not
luro of it, that they’re being anywhere?
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WITNESS OLSON: I don’t believe it’s in any
jof the files that I have reviewed. It may be in some
{MLDC files, but I‘m not aware of that.
COMMISSIONER DEASON: Earlier, Staff asked

of these memos, and I beslieve you ansvered that you

[really didn’t understand what that meant. I was going

ito ask you that same question, so I’m not going to
repeat it. But there is another paragraph that I am

going to ask you about. And I don’t know the page

|
|
|
nunbor of the exhibit, but it’s Document No. 19, Page

4, vhich is typewritten.

WITNESS OLSON: Page 47

|
|
f COMMISSIONER DEASON: Yes, Page 4. I'm

looking at Paragraph No. 3. And approximately midways
:ln that paragraph, it reads, "Therefore, it is
rmmtmylhort-tmlmb.nd.tosm in
|la tax year other than a year in vhich the assets are

i

Itransferred to SPUC without consideration.”

Now, what does that sentence mean to you?

WITNESS OLSON: It doesn’t really mean

lanything to me. It seems l1ike someone at the time
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know what -- I’m not uluhr with wvhy that would be a

probleam.

COMMISSIONER m: The term "without
nk that applies to the loan

WITNESS OLSON: I would say “"without

iconsideration,” it would have besn considered possibly

as a contribution to capital to the subsidiary versus

jactually being a sale zmtho parent to the sub.

cmmmm: But, here again, you’re
saying this vas -- le, this was a consideration

mttothobutotyourhwhmmnot -=- this

lproposal was not MW‘*

WITNESS OLSON: Based on what I know, it vas

inot adopted.

COMMISSIONER DEASON: Would you turn to the

v.ry next page, Page 5, Paragraph 5, the last sentence
|reads, *The requirement of the Florida Public Service
c«;-iuion that SPUC hold its assets directly creates
[some unique tax problems which we will address in the

near future.®

I have two questions. PFirst, do you know

lwhat those unigue tax problems are; and, .ioondly, do

youhmitthcynroaddrmmtmfutnrn?
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WITNESS OLSOM: Pirst, I do not know wvhat the

un:lqu. tax probl.- are, and I don'trm_d.t they wvere
laddressed or mot. I mean I don’t know of anything, so

COMMNISSIONER DEASON: Okay.
WITNESS OLSOM: If there is any problea.
COMMISSIONER DEASON: I think Mr. Seidman,

lyesterday, maybe even some today, testified that the

assets of the Utility were first depreciated by SPI,

land that they were transferred to SPUC at a net book
ivalue, that being net of the depreciation that vas

|taken.

WITNESS OLSON: On a book basis.

COMMISSIONER DEASON: Yes, on a book basis.

lquantified that amount.

That would result in deferred taxes, would it

WITNESS OLSON: The difference between book

|depreciation and tax depreciation, assuming tax is

ihigher than book, yes.

COMMISSIONER DEASON: And tkhat is certainly

th. case in the early yesars of a development or early

yoarsofmummtnot-
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WITHNESS OLSON: Assuming that the ACRS is
[taster than the book depreciation, which is normally

COMMISSIONER DEASON: Are you familiar -- I

Ithink you’ve testified here today that you’re really

not that familiar with normaliszation, and that’s fine.
But are you avare that for regulatory purposes it’s the
pol:lcy of this Commission and, as far as I know, most
state commissions to adopt a normalization procedure
and have that reflected? Is that true or not? Or are
lyou aware?

WITNESS OLSON: I’m not aware of it.
COMMISSIONER DEASON: Would it be fair to
irecognize those deferred taxes for regulatory purposes

for SPUC? Or you have no opinion on that?
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WITNESS OLSON: I don’t know.
COMMISSIONER DEASON: Could that problea be
isolved by just recognizing for ratemaking purposes the
not of tax depreciation value of the assets for

rogulatory purposes? What I’m saying is, wvhat wvas

Iregqulatory purposes, recognizing the net value, that
b.:lnq net of tax depreciation, or you have no opinion

WITNESS OLSON: I’m sorry, I don’t know what

COMMISSIONER DEASON: Okay. In your
ntﬂdavit, the the last page which we referred to
urli.or, and I’m trying to locate that if you’ll bear
lwith me just a moment. (Pause)

In Paragraph 6, the second line, it reads,
i"Including the Schedule M work papers, as filed and/or
mnd.d.' The term "amended,” does that mean that the

WITNESS OLSON: No. What I meant by that wvas

that Mobil obviously files on a timely basis every
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year, and for vhatever reason we may have to amend, it
doesn’t mean ve are m 1t for the Utility assets,
{but we have 300 subsidiaries that we have to include
lalso.
| COMMISSIONER DEASON: So it’s not uncommon to
(file amendments, and it could address any of a number

WITNESS OLSON: It’s not uncommon at all. I
lwish it was uncommon. It‘s a lot of work.

COMMISSIONER DEASON: I’m sure you do.

Mobil has numerocus other developments besides
|suilzish Point, is that correct?

| WITNESS OLSOM: Yes. We have -- I don’t know
the number but there are many.

COMMISSIONER DEASON: And these other
d-vnlopunts, of course, have utility operations?

| WITNESS OLSON: To my knowledge, this is the
only one that I‘m aware of, as far as having Utility
Iproperty. But I’m just not familiar with any other
suhcidiary or development having any utility assets.
COMMISSIONER DEASON: 1It’s a little
troubnnq. Does Mobil put in deveiopments and leave
tho development of the utility to an outside person who

lis not atfiliated with Mobil?
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WITHNESS OLSON: I don’t know. Maybe there is

?know. in the area that'| i1znady providing service. I
laon’t xnov.

COMMISSION:R DEASON: So there has really not
|been an established policy at Mobil as to how utility
illl.tl are treated for tax and regulatory purposes?
IThis was basically --

WITHNESS OLSON: I believe we try to follow
ithe guidelines in the Code as far as hov we depreciate
Cutility assets, and so forth.

COMMISSIONER mm: 80 it’s not a standard
ipolicy, one way or the oﬁh-r, to include or exclude
iutility coltrin the cost of lot sales for tax purposes?
{Is there a policy, Mobil policy, one way or the other
;as to how that is done?

WITNESS OLSOM: Mot that I’m aware of, no.

COMMISSIONER DEASON: But you’‘re convinced,

lobviously, it was done a certain way for Sailfish
;Point; and that is, that it was not part of lot sales?
WITNESS OLSON: That is correct.

| COMMISSIONER DEASON: Do you know who would
éhavu made the decision to not include the cost of the
Utility assets in lot sales?

WITNESS OLSON: If you mean who would have
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upu'atc business unit and tlutow depreciate it, I
ilguess it would be somebody in MLDC management, both
l1ocal and headquarters.

| COMMISSIONER DEASON: But that’s not you, and
you did not participate in that?

WITNESS OLSON: That’s not me, no. No.

COMMISSIONER DEASON: Thank you. That’s all
COMMISSIONER EBASLEY: Thank you, sir.
NR. GIRTHAN: Yes, ma’am. Just a couple of

REDIRECT EXAMINATION

|
lanother, have you tried diligently since yesterday to
find out?

| A Yes. We tried to make several telephone

[may work in the real estate portfolio and whatever.

calls with people that may know that are currently --

innd. unfortunately, those people don’t have any more

history than I do as far as vhy something was done one

|
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Q Okay. Separate matter. Let me give you a
ihypothetical: Assume that the OPC representatives
lvisited your office on June the 13th, and that they

filed a motion to compel a response to discovery on

Jum the 25th, the day bafore the hearing started in
tnu case. And let’s further assume that they inquired
ot you about, or of your people, about 1980 to ‘81 cost
ot goods sales records. And let’s further assume that
thoy vere told that those records would be in Florida
and not in Dallas. And finally, let’s assume that
dur:lng that period of time that there was no request
nd. from the Office of Public Counsel to this
attormy, who is responsible for managing this case for
tho Utility, and to wvhom such a request would have had
to have been given.

Now with those assumpti

MR. REILLY: I have a question. 1Is this a
hypoth.t:lcal question?
j MR. GIRTMAN: That'’s a hypothetical question.
Q (By Mr. Girtman) With those assumptions do
lyou have any idea why they wouldn’t have asked me for

the records?
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MR. GIRTMAN: Thank you.

MR. REILLY: And this is redirect?

MR. GIRTMAN: Yep.

MR. REILLY: Okay.

COMMISSIONER EASLEY: Anything further?

MR. GIRTMAN: I finally understand his motion

{to compel, Commissioner.

COMMISSIONER BASLEY: Thank you, Mr. Girtman.

MS. BEDELL: Staff has two questions to

touov up Commissioner Deason’s guestions.

COMMISSIONER EBASLEY: Briefly, please.

RECROSS EXAMINATION

Q Mr. Olson, vere the deferred taxes resulting

from SPI accelerated depreciation reflected in the

financial statements?

A I haven’t seen the financial statements. I
don’t know.
MS. BEDELL: Okay. Thank you.
COMMISSIONER BASLEY: Nothing further of this
witness. Mr. Olson, you may be excused.

(Witness Olson excused.)

conussxoln: BASLEY: Mr. Girtman, vhat is
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your intention concerning your second rebuttal witness?
MR. GIRTHMAN: We don’t feel a need to call

COMMISSIONEF. EASLEY: Pine. I think in that

-- yes?

NS. BEDELL: I‘m sorry. I was just going to
qommwunythntnmm like to ask Mr.
iSeidman some of the norsalisation questions that we
mmn't. ask of this vi.unu

COMMISSIONER EASLEY: We had held Mr. Seidman
{subject to recall. I think this would be a good time
ito stop for lunch. We will announce a 45-minute lunch
lbreax. 1t the particiiaists figish prior to that time

|wve will reconvens prior to that time.

(Recess.)

(Transcript téllm in sequence in Volume
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