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Rebuttal Testimony of Michael E. Burton 

Please state your name and professional address for the record. 
My name is Michael E. Burton. My professional address is Burton & Associates, Inc. at 
440 Osceola Avenue, Jacksonville Beach, Florida 32250 

By whom are you employed and in what capacity? 
I am employed by Burton & Associates, Inc. as its President. 

Please state your education and professional experience in matters related to water and 
wastewater utility rates and rate making. 
I received a Bachelors of Industrial Engineering degree f?om the University of Florida in 
March of 1970. I have over 21 years of experience in water and sewer rate making, 
including 10 years with Arthur Young & Company, now Ernst & Young, where I last 
served as a Principal in charge of the Firm’s Florida Utility Economics Practice Area. I 
founded Burton & Associates 11 years ago and we have specialized in water and sewer 
rate making since the Firm’s inception. I have conducted water and sewer rate studies and 
related financial analyses for over 60 governmental and private clients. I have also served 
as the regulatory rate consultant for St. Johns County for 9 years and as the regulatory 
rate consultant for Flagler County for three years. 

Have you been accepted as an expert witness in an administrative proceeding? 
Yes, in cases before the St. Johns County Water and Sewer Authority, the Flagler County 
Utility Regulatory Interim Authority and the Florida Public Service Commission. 

In what areas? 
Utility rates, rate making and related issues. 

Are you familiar with Intercoastal’s application and its proposal? 
Yes. 

-1- 



I 

1 

1 

1 

1. 

1 

II 

1’ 

II 

1‘ 

2( 

2’  

2; 

2: 

2 L  

25 

Q: 
A: 

Q: 

A: 

Q: 
A: 

2: 
4: 

Have you reviewed the Intervenor Direct Testimony of Deborah Swain and Doug Miller? 
Yes. 

Mr. Miller listed as a concern of his in his testimony the fact that Intercoastal has included 
Walden Chase in its application, whereas Walden Chase has an agreement with St. Johns 
County to provide water and sewer services as soon as May, 2000. Is this statement true? 
Intercoastal has assumed that Walden Chase would be in the requested service area in its 
application. At the time the application was filed, it is my understanding that the issue of 
St. Johns County serving Walden Chase was under legal appeal. However, in light of h4r. 
Miller’s concerns, I have run our model assuming that Walden Chase is served by St. 

Johns County. The implication is the removal of Walden Chase’s projected connections 
and resultant revenues, marginal expenses and property and cash CIAC. No adjustment 
was made to the CIP because Walden Chase would be served with the same backbone 
system as the rest of the requested service area and the elimination of Walden Chase’s 
connections would not be sufficient to resize the system. 

Do you have the results of your projections without Walden Chase? 
Yes. I have included Exhibit MB-3 which includes these adjustments. I should point out 
that Exhibit MB-3 also includes a scenario to demonstrate the effect with the assumption 
of fbnding with 40% equity and 60% debt in response to Ms. Swain’s testimony as 
described later in my testimony. 

With regard to the exclusion of Walden Chase, what are the results of your analysis? 
Assuming Intercoastal’s proposed. capital plan and plan of financing, the exclusion of 
Walden Chase causes the rate impacts, assuming an average single family residential water 
usage of 10,000 gallons per month, to go from $79.70 with current rates to $58.87 in 
2009. Compared to the analysis in MB-2, where the rate impacts of Intercoastal’s plan in 
2009 were $58.59, the removal of Walden Chase would have the effect of increasing the 
projected monthly water and sewer bill of the typical residential customer by 
approximately $0.28 per month by 2009. 

-2- 



11 

1 

1 

1 

1. 

1 

11 

1’ 

1: 

1‘ 

2( 

2: 

2: 

2: 

2 L  

25 

?: 

A: 

Q: 
A: 

Now let’s turn to Ms. Swain’s testimony. Does Ms. Swain present testimony regarding 
her opinion as to the financial viability and strength of Intercoastal with which you 
disagree? 
Yes. Ms. Swain concludes that Intercoastal has been unable to pay its debt service from 
operating earnings for the years 1997 and 1998 and that Intercoastal has had to increase 
wastewater rates over 40% in part to pay for new debt and that it is unclear whether this 
increase will provide revenues adequate to pay for new debt. 

Do you disagree with her conclusion? 
Yes. First, for the moment, assume that Ms. Swain’s concerns regarding the ability to pay 
debt service from operating income are valid. Under the scenario of service proposed by 
NUC, this concern about inability to meet debt service with net income would be even 
more apparent in the case of NUC during its start-up years. NUC will have to invest in 
substantial amounts of inhstmcture as a condition of being able to serve the first 
customers within its service territory and the monies required to hnd  debt (even at a 60% 
debt level) to cover that substantial investment will for years be far beyond the net income 
derived from revenues from customers actually served. This is because the utility will 
have to invest in those distribution, transmission and collection facilities and will not have 

any customers online (as does Intercoastal) prior to the construction of at least the first 
phase. Therefore, to the extent that Ms. Swain’s concern is a legitimate one, it will be 
substantially more apparent and of greater concern under the service proposed by NUC 
where there is no existing mature service area (such as with Intercoastal), revenues from 
which will help to lessen the impact of this new area of growth. 

That being said, the rate regulation criteria of St. Johns County and the Florida Public 
Service Commission do not provide for an investor owned utility to generate sufficient net 
income, on an accrual basis to pay for its debt service. Investor owned rate regulation 
provides only that a utility be allowed to recover 1) interest, in its return on rate base 
based upon the weighted cost of capital of the utility, and only to the extent that rate base 
reflects used and useful plant, and 2) principal in the form of depreciation on the assets 
funded with debt, and only to the extent that those assets are used and useful. 

There is no specific provision, or for that matter requirement, that a utility recover the 
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total amount of its debt service, and in fact my comments in the prior paragraph show that 
the regulations specifically disallow the recovery of principal and interest related to non 
used and useful plant. 

Therefore, Ms. Swain’s testimony that Intercoastal‘s financial strength is somehow 
suspect because of this condition is misleading, wrong and indicates that she either does 
not understand the dynamics of the rate regulation process as it relates to the recovery of 
debt service or is trying to mislead any readers of her testimony regarding Intercoastal’s 
financial strength in this regard. 

Do you disagree with any of Ms. Swain’s other conclusions? 
Yes. Ms. Swain concludes that Intercoastal’s recent rate increase of over 40% was to pay 
for new debt and that it is unclear if that new debt can be paid from the resultant revenues. 
Again, Ms. Swain either does not understand or is trying to mislead the reader of her 
testimony. Intercoastal’s recent rate increase was awarded by St. Johns County solely 
because of the impact of the requirement of the Florida Department of Environmental 
Regulation that Intercoastal install a wastewater effluent discharge line to the Intracoastal 
Waterway and upgrade its wastewater treatment processes to a level sufficient for such a 
surface water discharge. This was all to protect the Guana River system from effluent 
overflows that were coming from the Sawgrass retention ponds, where Intercoastal’s 
effluent was being discharged. The rate increase awarded was what Intercoastal was 
entitled to under the rules of the St. Johns County Water and Sewer Authority. 

Also, as with my answer to the previous question, if Ms. Swain’s concern about the ability 
to pay debt service with revenues is legitimate, it should be of much greater concern 
regarding NUC’s proposed plan of service because of the significant investment required 
to serve even the first customer, without an existing customer base such as Intercoastal 
has. 

What about Ms. Swain’s conclusions about Intercoastal’s highly leveraged position? 
Ms. Swain concludes that because of Intercoastal’s highly leveraged-position there is a 
high financial risk and that this raises questions regarding the continued financial viability 
of the utility over the long term, particularly in light of its plans to finance its expansion 
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into the requested territory entirely through debt. 

First, I will respond as to Ms. Swain’s assertion that it is bad to use debt to finance utility 
improvements, that it indicates a lack of financial strength and that it is risky is simply 
wrong. Debt is simply an alternative source of capital. The decision as to whether to use 
debt or equity as a source of capital is made in part based upon the cost of each source of 
capital and the impact upon the rate payers of the utility. In Intercoastal’s case, its cost of 
debt is 6.5% and the cost of equity is about 10.0%. Therefore, using debt to finance 
capital improvements results in lower rates than if equity were used, thus benefitting the 
rate payer. Also, the interest payments associated with debt are a deductible expense for 
the purposes of computing federal income taxes, thus having a beneficial impact on rates, 
whereas, return on equity is not deductible. 

What about Ms. Swain’s assertion that being highly leveraged is risky? 

Some may say that as a general rule higher leveraged systems have more risk. This may 
be a theoretical truism, however, fYom the actual rate making standpoint of Intercoastal 

and this service area, any alleged financial risks that may apply to the general case, either 
do not exist in Intercoastal‘s case or are more than substantially outweighed by other 
decreases in risks and benefits to the customers as a whole. 

From a pure revenue generation viewpoint, there is no more risk associated with debt than 
there is with equity, because rate regulation provides that the utility can recover the cost 
associated with each source of capital. In fact, by not depleting the financial reserves of 

the utility owners by large equity ihs ions  to the utility to fund capital, not only do the 
rate payers of Intercoastal benefit through lower rates, but they also benefit by the fact 
that the utility owners preserve those equity resources to draw upon in the event of 
unforseen temporary revenue shortfalls and to use to cover any cash flow deficits that may 
occur during periods when the utility’s used and useful percentage does not allow for full 

recovery of debt service. Therefore, at least in Intercoastal’s case, the use of debt is 
actually less expensive to the rate payer and less risky than the use of equity as a source of 
capital. 

Also, Intercoastal has maintained a highly leveraged position ever since the current owners 
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acquired the utility. The strength of this capital financing strategy and the testimony to the 
long term financial viability of the utility is this long history of successful financing and 
operation of the utility as it has grown into a large regional utility in northeast St. Johns 
County. 

Have you tested the impact of assuming the same percentage of equity financing as NUC 
used in Intercoastal's proposed plan for the requested service area? 
Yes. NUC used 40% equity and 60% debt in its application. Therefore, to demonstrate 
the effect of this equity/debt ratio upon Intercoastal's plan I reran our analysis using the 
assumption that 40% of the required capital improvements would be funded with equity at 
10.0% and 60% would be funded with debt at 6.5%. 

The results of this analysis are shown in Exhibit MB-3, which also assumes that Walden 
Chase will not be served by Intercoastal as discussed earlier in my testimony in response to 
one of Doug Miller's concerns. Exhibit MB-3 shows that for Scenarios la  and Ib, which 
project the rate impact of Intercoastal's plan to serve the requested service area, the use of 
100% debt financing (Scenario la) results in an average residential water and sewer biu of 
$58.87 in 2009 assuming 10,000 gallons ofwater usage per month, whereas, the use of 
40% equity financing and 60% debt financing (Scenario lb) results in an average water 
and sewer bill of $61.42. Therefore, by 2009, Intercoastal 'sproposed capitalfnance 
plan results in a monthly savings of $2.55 compared tofunding with 40% equity. 

Also, Exhibit MB-3 shows that for Scenarios 2a and 2b, which project the rate impact of 
Intercoastal adopting NUC's proposed plan to serve the requested service area, the use of 
100% debt financing (Scenario 2a) results in an average residential water and sewer bill of 
$64.3 1 in 2005 (the last year of NUC's capital plan) assuming 10,000 gallons of water 
usage per month, whereas, the use of 40% equity financing and 60% debt financing 
(Scenario 2b) results in an average water and sewer bill of $64.62 by 2005. Therefore, 
Intercoastal's proposed capitalfinance plan results in a monthly savings of $0.31 
compared tofinding with 40% equity. 
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What about Ms. Swain’s continued assertions that Intercoastal will not be able to pay its 
projected interest from operating income in the projection in your exhibits. 
Again, I must state that if Ms. Swain’s concerns are legitimate, NUC, under its proposed 
plan of service will be even less able to fund its interest payments from revenues (even 
though it proposes to utilize 60% debt), simply because of the fact that it will be a start-up 
utility with no additional sources of revenue from a mature service area to lessen the 
impact, as has Intercoastal. That being said, regulation of investor owned utilities does 
not provide or require that operating income cover interest, and in fact specifically does 
not allow for it in times when used and usehl plant is less than 100%. Furthermore, the 

ability to pay interest on debt is not limited to operating income. In the calculation of 
operating income, the non cash expense of depreciation is deducted, however, the cash 
recovered for depreciation is available to the utility. Therefore, the more appropriate 
measure of the utility’s ability to pay its cash expenses would be an analysis of cash flows. 

Have you conducted such an analysis of cash flows? 
Yes. Figure 18 in Exhibit MB-3 presents an analysis of cash flows for each year in the ten 
year projection period for all scenarios considered. For Scenario la, which reflects 

Intercoastal’s proposed plan, this figure shows that during the forecast period from 2000 
through 2005 that there will be adequate cash flows in each year to cover all of the 
utility’s cash expenses, with the exception of 2002 and 2003. In these years equity 
subsidies of $460,987 and $204,162 respectively will be required to cover all cash 
expenses. However, positive cash flows in 2004 and 2005 of $253,941 and 272,070 

respectively offset to a great extent the requirement for equity in 2002 and 2003 so that 
the net equity subsidies required by 2005 will be $139,138. From 2006 to 2009 the only 
years with negative cash flows are 2008 and 2009, and in those years the negative cash 
flows are $441,929 and $526,071 respectively. In summary, Figure 18, Scenario la  in 
Exhibit h4B-3 shows that the maximum cumulative equity subsidy required to cover 
negative cash flows through 2005 is projected to be $665,149, in 2003, and the maximum 
cumulative equity subsidy required through 2009 is projected to be $968,000, in 2009. 

It is important to note these maximum cumulative equity subsidies with 100% debt 
financing compare to maximum equity contributions of $5,051,694 through 2005 and 
$5,217,261 through 2009 if 40% of the capital used to finance capital improvements were 
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equity as is shown in Figure 18, Scenario l b  in Exhibit MN-3. I believe that this 
demonstrates my earlier point that by not using equity to fund capital initially, the utility’s 
owners can preserve those equity resources to cover any cash flow shortfalls that result 
from operating the utility under the regulatory constraints regarding recovery of the cost 
of capital. 

Ms. Swain states that Intercoastal’s plan will increase its current debt significantly in the 
next couple of years. Does this alarm you? 
No. In fact, I believe that Intercoastal’s continued ability to attract debt capital is a 
measure of its financial strength and the judgement of its financing resources that 
Intercoastal has a viable long term financial outlook. And as I stated earlier, adjustment of 
its capital finance plan to a larger equity percentage will only cause rates to be higher. 

Could Intercoastal implement its capital plan with 40% equity and 60% debt funding? 
Yes. I believe that Mr. Jim Bowen’s testimony indicates that Intercoastal’s owners have 
adequate financial resources to provide that level of equity funding. However, as I have 
continually stated, the proposed plan provides lower rates and less risk to the rate payer. 

Ms. Swain makes a number of comments about NUC’s proposed rates compared to 
Intercoastal’s proposed rates and concludes that rates should not be a major factor in the 
Commission’s decision in these dockets. Do you agree with Ms. Swains statements and 
conclusions? 
No. First, NUC has provided only what is required for a new utility application, that is a 
snapshot of its rates at 80% of capacity, whereas Intercoastal has provided the 
Commission with a ten year projection of the impact of serving the requested service area 
upon its rates. Therefore, Intercoastal has surely provided the Commission with a better 
basis to assess the impact upon the customers’ rates in the requested service area over the 
long term than has NUC. Ms. Swain’s statement regarding her assessment that W C ’ s  

rates should decrease over time as additional customers are added is not substantiated by 

any analysis that she has presented. 

Ms. Swain also presented a rate comparison and concludes that because the monthly bills 

of a customer with 5,333 gallons per month of water usage (Intercoastal’s average 
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customer) with NUC’s rates and with Intercoastal’s rates are virtually identical, rates 
should not be a major factor in the commission’s decision in these dockets. As I stated in 
my Intervenor’s Testimony, 5,333 gallons per month is the average residential customer’s 
usage for Intercoastal’s current customer base. However, this includes many individually 

metered condominiums east of highway AIA which have highly seasonal occupancy. The 
development that will occur in Nocatee will likely be more similar to the development in 
the western portion of Intercoastal’s service area, which is single family homes with year 
round occupancy. 

In my Intervenor’s Testimony, I provided several pictures of homes in this part of 
Intercoastal’s current service area. Since that time, I have also reviewed an analysis of 
water usage for the Sawmill Lakes subdivision, which is a subdivision in the western 
portion of Intercoastal’s current service area along CR 210. The homes pictured in my 
Intervenor’s Testimony, all in the western portion of Intercoastal’s current service area, 
are similar to the homes in Sawmill Lakes and at least one of the homes pictured is in 
Sawmill Lakes. 

This water usage analysis shows that the average monthly water usage for this subdivision 
for the three months ending 113 1/2000 was 18,590 gallons per month per home. It is 
important to note that these three months are historically the lowest months of usage 
throughout the year. Therefore, I believe that this level of water usage is a conservative 
indicator of what might be expected in the requested service area. However, we choose 
to use only 10,000 gallons per month in our customer impact analysis to be doubly 

conservative. In Exhibit MB-3, which updates Exhibit MB-2 from my Intervenor’s 
testimony, Scenario la, Intercoastal’s plan, shows that when the monthly water and sewer 
bills are compared with Intercoastal’s current rates (projected to 2002) and NUC’s 
proposed rates for 10,000 gallons per month of water usage, the bill would be $79.70 with 
Intercoastal’s rates and $84.78 with NUC ’s rates, an amount that is 6.37% higher than 
with Intercoastal ’s rates. 

Furthermore, these rate impact comparisons are for 2002, the first projected year of 
development in the requested service area, and the projections provided in Exhibit MB-3 
show that under Scenario 1 a, Intercoastal’s proposed plan, Intercoastal’s rates will 
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decreasefrom an impact of $79.70per month to an impact of $58.87per month by 2009 
which is a reduction of approximately 26% and NUC haspresented no evidence that its 
rates will decreuse in thefirture. Even if one accepts Ms. Swain’s opinion that NUC’s 
rates will also decrease in the future as customers are added, it could not happen until the 
utility exceeds 80% of capacity, the assumption under which its initial rates were 
calculated. Also, NUC will never have the comparative economies of scale that 
Intercoastal has in the form of its current customer base west of the Intracoastal 

Waterway. This customer base will always give Intercoastal more customers than NUC 
over which to spread its fixed costs, resulting in lower rates than can be achieved by NUC. 

Therefore, when a rate impact comparison is performed for the 10,000 gallons per month 
(the level of water usage that is more like what will occur in the requested sewice area) 
the favorable impact of Intercoastal’s rates over NUC’s rates is very large. N D  
prouosed rates result in monthlv water and sewer bills that are 6.37 % hipher than 
Intercoastal’s usina IO. 000 aallons per month in 2002. 18.01% hipher than 
Intercoastal’s in 2005 and 44.01% hiaher than Zntercoastal ’s in 2009. Berefore. I 
believe that the level of  rates must be a simificant factor in the Commission ‘s decision in 
these dockets. 

Furthermore, if, as Ms. Swain opined, NUC will experience some level of reduction in 

rates after the 80% of capacity level is reached, I submit that ifthat were true, she would 
have prepared an analysis to support her opinion. It seems that the importance of these 
proceedings to NUC would dictate that if an analysis could support such an opinion, it 
would be worth doing. Therefore, without a supporting analysis, one must assume that 
the initial NUC rates will not decrease, otherwise NUC would have substantiated such a 
claim. Also, it must be considered that the initial NUC rates may in fact increase in the 
hture, which would be further reason for NUC to avoid presenting an analysis of future 
rate impacts and to rely upon opinions unsupported by an analysis. 

Ms. Swain states that Intercoastal’s rates simply mirror the rates that are currently in 
effect under regulation by St. Johns County and that they do not include any pro forma 
effect of expanding the system to serve west of the Intracoastal Waterway and that they 
may not include the hll  rate making effect of water and wastewater plant expansions 
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which are in progress or have been recently completed. Are these statements correct? 

No. It is very curious to me that Ms. Swain can make such claims if she read my 
testimony because the essence of my testimony and Exhibit MB 1 (replaced by Exhibit 
MB2 in my Intervenor’s Testimony) was a pro forma ten year analysis of the full rate 
making effect upon Intercoastal’s rates. This pro forma analysis clearly includes projected 
units west of the Intracoastal Waterway (Figure 2 in Exhibits MB-1, MB-2 and MB-3) 
and a ten year capital plan (Figure 11 in Exhibits MB-1, MB-2 and MB-3) to provide 
service to those units. This analysis also clearly includes the recent wastewater system 
improvements and a projected expansion to the water system east of the Intracoastal 
Waterway (Figure 11 in Exhibits MB-1, MB-2 and MB-3). 

This proforma projection, which presents the full effect of all aspects of rate making in 
detail in the figures in Exhibits MB-1, MB-2 and MB-3, provides a much more detailed 
projection of not only the specific costs to serve the requested service area than does 
NUC’s testimony, but also of the effects of those costs through a full rate effects analysis 
for ten years, which was not provided at all in NUC’s testimony to date. 

Ms. Swain states that your projections include an excessive level of CIAC resulting in an 
artificially low projection of future rates due to the assumption that Intercoastal would 

only invest in the backbone mains running along CR 210 and that the backbone 
wastewater mains in Phase I appear to be inadequately sized. Do you agree with her 
statements? 

No. Mr. Forrester and h4i. Miller will address the issue of sizing of backbone wastewater 
mains and the level of contributed lines to be expected from developers versus the utility’s 
expected investment in lines in their testimony. However, even if one accepted Ms. 
Swain’s contention regarding the level of CIAC, Scenario 2 in Exhibit MB-2 in my 
Intervenor’s Testimony and in Exhibit MB-3 submitted with this Rebuttal Testimony both 
assume that Intercoastal simply adopts the capital plan proposed by NUC. I must assume 
that NUC’s capital plan includes the level of investment in mains and sizing of mains that 
NUC feels would be appropriate. Even assuming implementation ofNUC’s capital plan 
by Intercoastal, comparison of the results of Scenario 1 (Intercoastal’s plan) with Scenario 
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2 (Intercostal implementing NUC’s plan) in Exhibits MB-2 in my Intervenor’s Testimony 
in Exhibit MB-3 submitted with this testimony shows that all of the advantages that 
Intercoastal as the utility in the requested service area has over NUC, assuming 
Intercoastal implemented its proposed capital plan, would exist even if Intercoastal 
implemented NUC’s proposed capital plan. 

Ms. Swain also stated that it appeared that developer contributed l i e s  may have been 
excluded from your projections of future CIAC as a percentage of future plant and that 
your conclusion that Intercoastal’s CIAC will remain within Commission guidelines is 
suspect and cannot be verified. Do you agree? 
No. This statement by Ms. Swain indicates that she either did not examine my 
projections, does not understand the projections, or is trying to deliberately plant negative 
seeds of doubt regarding my projections with her unfounded speculative “may have 
excluded” statements. Developer lines are clearly included in my projections on Figure 7, 

page 2 of 2, line 1 in Exhibits MB-2, MB-2 and MB-3. Figure 9, line 1 and 17 in Exhibits 
MB-1, MB-2 and MB-3 shows that CIAC as a percentage of future plant is within 
Commission guidelines throughout the projection period and this percentage calculation 
includes total CIAC, including developer contributed lines, from Figure 7 in Exhibits MB- 
1, MB-2 and MB-3. 

Can you summarize the financial implications of your rebuttal testimony? 
Yes. Exhibit MB-3 revises Exhibit MB-2 to exclude Walden Chase from the projections. 

I will summarize the effect of this change and other scenarios of financing evaluated based 
upon two assumptions. The first assumption is that Intercoastal implements its proposed 
capital plan. This assumption is embodied in Scenarios la and lb  in Exhibit MB-3. The 
second assumption is that Intercoastal implements NUC’s proposed capital plan with 
wholesale service from the E A .  This assumption is embodied in Scenarios 2a and 2b in 
Exhibit MB-3. The a and b versions ofthese scenarios assume that capital projects are 
funded with a 100%/0% debt/equity ratio or a 60%/40% debtlequity ratio respectively. 

Assume that Intercoastal Imolements its Prouosed Stand Alone Cauital Plan 

The results of this analysis are that, assuming Intercoastal’s proposed capital plan and 
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100% debt financing, by 2009 the average monthly water and sewer bill of a single family 
residential customer with 10,000 gallons per month of water usage is projected to be 
$58.87, whereas with Walden Chase included in the projections it was $58.59. This is 
shown in the chart and graph on page 14. 

The results of assuming a plan of financing that includes 60% debt and 40% equity instead 
of Intercoastal’s proposed 100% debt financing are that by 2009 the average monthly 
water and sewer bill of a single family residential customer with 10,000 gallons per month 
ofwater usage is projected to be $61.42, whereas with Intercoastal‘s proposed 100% debt 
financing plan (adjusted to remove Walden Chase) it was $58.87. This is also shown in 
the chart and graph on page 14. 

Finally, a comparison of Intercoastal’s plan with 100% debt financing with NUC’s 
proposed rates shows that by 2005 NUC’s rates will be approximately 18% higher than 
Intercoastal‘s. Under this financing plan, ifNUC’s rates remain at the proposed levels 
throuph 2009 NUC has vresented no proiections of future rate reductions). thev will 
exceedlntercoustul’s proiected rates bv approximatelv 44%. This is also shown in the 
chart and graph on page 14. 

Comparing Intercoastal’s plan with 60% debt and 40% equity financing with NUC’s 
proposed rates shows that by 2005 NUC’s rates will be approximately 11% higher than 
Intercoastal’s. Under this financing plan, if NUC’s rates remain at the proposed levels 
throuph 2009 (UUC has presented no proiections of future rate reductions). thev will 
exceed Intercoastul’s Droiected rates bv approximatelv 38%. This is also shown in the 
chart and graph on page 14. 

-13- 



‘ 1  

2 

3 

4 
G - 
f 

< 

I 

11 

1 

1 

1 

1 

1 

1 

1 

posed Stand Alone Service 

Intervenor Testimony 

(1) Revised to remow Walden Chase 
(2) NUC did not project any adjustments to their initial rates. 
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Assume that Intercoastal Imolements NUC’s Prooosed Caoital Plan with Wholesale 
Service from the JEA 

The results of this analysis are that, assuming Intercoastal implements NUC’s proposed 
capital plan with wholesale service from the JEA and 100% debt financing, by 2005 (the 
last year of NUC’s projected capital plan) the average monthly water and sewer bill of a 
single family residential customer with 10,000 gallons per month of water usage is 
projected to be $64.3 1, whereaswith Walden Chase included in the projections it was 
$62.52. This is shown in the chart and graph on page 16. 

The results of assuming a plan of financing that includes 60% debt and 40% equity instead 
of Intercoastal’s proposed 100% debt financing are that by 2005 the average monthly 

water and sewer bill of a single family residential customer with 10,000 gallons per month 
of water usage is projected to be $64.62, whereas with Intercoastal’s proposed 100% debt 
financing plan (adjusted to remove Walden Chase) it was $64.3 1. This is also shown in 
the chart and graph on page 16. 

Finally, a comparison of Intercoastal’s plan with 100% debtfinancing with NUCs 
proposed rates shows that by 2005 NUC ’s rates will be approximately 32% higher than 
Intercoastal’s. This is also shown in the chart and graph on page 16. 

Comparing Intercoastal’s plan with 60% debt and 40% equityfinancing with NUC’s 
proposed rates shows that by 2005 NUC ‘s rates will be approximately 31% higher than 
Intercoastal’s. This is also shown in the chart and graph on page 16. 
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(1) Revised to refnobe Walden Chase 
(2) NUC did not project any adjustments to their initial rates. 

-16- 



1 

2 

3 

4 

5 

6 

I 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

?: 

4: 

i: 

i: 

Is there one simple statement that you can make or aspect of your analysis that you can 
highlight that will bring into sharp focus how and why Intercoastal is a better choice that 
NUC to serve the requested service area? 

Yes. To compare, it is best to compare “apples to apples” as the saying goes. When you 
make the adjustments to produce as close to an apples to apples comparison as possible of 
Intercoastal’s and NUC’s proposals, you get Scenario 2b in Exhibit ME%-3. This scenario 
assumes that Intercoastal will implement NUC’s capital plan with wholesale E A  service 
and that it will finance the capital plan with 40% equity and 60% debt. This adjusts 
Intercoastal’s proposal in response to the major objections ofNUC, that being 
Intercoastal’s capital plan and finding that plan with debt by simply incorporating NUC’s 
preferences as to how to accomplish these items in Intercoastal‘s plan. 

The results of this comparative analysis are profoundly in favor of Intercoastal. The chart 
on page 16 shows the summary results of this comparative analysis and the detail is 
presented as Scenario 2b in Exhibit MB-3. These analyses show that, VZntercoastal 
“stands in NUC‘s shoes” with repard to its capital plan and debUequitv findine ratio, 
Zntercoastal’s rates are nroiected to be wuradmatelv 31 % lower than NUC’s rates be 
2005. 

Also, If MJC had provided a ten year capital plan, we could extend this analysis through 

2009 and I expect that the difference would get larger. Furthermore, NUC will not reach 
80% of capacity (the level at which their proposed rates were calculated) until at least 
2005, so no NUC rate reductions would be possible until then. And when NUC gets to 
that point, more capital will be needed, and always, because of Intercoastal’s current and 
hture customers in its existing service area, NUC will have fewer customers than 
Intercoastal over which to spread its fixed costs causing it to always have proportionately 
higher rates than Intercoastal would have. 

Does this conclude your testimony? 
Yes. 
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June 2.2000 

Mr. M. L. Forrester 
Vice President 
Intercoastal Utilities, Inc. 
6215 Wilson Blvd. 
Jacksonville, Florida 32210 

Re: 

Dear Mr. Forrester: 

Enclosed you will the 2"d Revision of the Final Report of the above referenced revised analysis. This report 
will support my rebuttal testimony to the Florida Public Service Commission (FPSC) in the above 
referenced Application for Service Area Extension. 

This report was prepared based upon financial, engineering, growth and other data and information 
provided to us by you, your staff, Smoak, Davis & Nixon, your accountants and PBS&J, your consulting 
engineers. Burton & Associates developed a model which produced the results contained herein. The 
model was developed to predict as closely as possible the financial performance and rate revenue 
requirements of Intercoastal over a ten year forecast period. In each year of the forecast period the model 
determines the allowed return based upon calculated rate base and a weighted cost of capital analysis. In 
each year of the forecast period, this allowed return is then compared to achieved return before rate 
adjustments to determine any rate adjustments that will be necessary for Intercoastal to earn its allowed 
return, without over earning in any year. Subsequent years' revenue projections assume that rate 
adjustments identified in prior years are implemented. 

This report is a revised analysis because it incorporates i f o m t i o n  from direct and intervenor testimony 
filed by Nccatee Utility Corporation's WUC) witnesses that was not available when my intervenor 
testimony was prepared. This new information does not change the conclusions of the report but this 
analysis was revised to reflect the most current and accurate data available and to make comparisons 
between the rate impacts of NUC's plan and Intercoastal's plan to serve the requested service area. 

The report includes an analysis of water and sewer rates and a separate analysis of reclaimed water rates. 
All analyses are based upon annual capital requirements for water, wastewater and reclaimed water 
identified in PBS&J's Conceptual Master Plan dated December, 1999. 

I would like to thank you and your staff for your assistance in providing us the information needed to 
prepare this report. If you have any questions, please do not hesitate to call me at (904) 247-0787. 

Application for Service Area Extension - Financial Analysis - 2"d Revision 

/' Michael E. Burton 
- President 

MEBIcs 
- Enclosures 

- 440 Osceola Avenue Jacksonville Beach, Florida 32250 904/247-0787 
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Intercoastal Utilities, Inc. 
Application for Service Area Extension 

Financial Analvsis 

- 
Intercoastal Utilities, Inc. (Intercoastal) currently provides water service to approximately 5,500 

equivalent residential connections (ERCs) and sewer service to approximately 3,200 ERCs in 
northeastern St. Johns County east of the Intracoastal Waterway. Intercoastal has applied for an 
extension of its service area west of the Intracoastal Waterway, including an area in Duval County 
owned by DDI and planned for development as Nocatee. 

- 
- 

- A. Objective 

The objective of this financial analysis is to examine the financial feasibility of Intercoastal 
extending its service area as described above in terms of the implication to the water and sewer rates 
of its current and fbture customers. 

- 

- 
a S B  

- 
This analysis includes examination of the expected impact upon water, wastewater and 

reclaimed water rates of Intercoastal continuing to serve its current service area plus projected 
development in an extended service area west ofthe Intracoastal Waterway to include portions ofst. 
Johns County plus the projected development in Nocatee in Duval County. This analysis also 
compares the impact upon the monthly water and sewer bill of a single family customer with 
Intercoastal’s rates and NUC’s rates as proposed in the prefiled testimony of Ms. Swain. 

C. Information Sources 

Information used in this analysis was derived from the following primary sources: 

Intercoastal Utilities 1998 Annual Report filed with the St. Johns County Water and 
Sewer Authority, 
Intercoastal Utilities staff, 
Intercoastal Utilities Accounting Records, 
Intercoastal Utilities Certified Public Accountant - Smoak, Davis & Nixon 
Intercoastal Utilities’ consulting Engineer, PBS&J, 

- Prefiled direct and intervenor testimony of NUC witnesses 
INTERCOASTAL UTILITIES BURTON & ASSOCIATES 
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D. Studv Procedures 

In order to conduct this analysis, a comprehensive, predictive model was developed. This 
model was designed to project the financial performance of any water and sewer utility regulated by 
the Florida Public Service Commission (WSC) over a ten year forecast period. The model 
determines the allowed return in each year of the forecast period, based upon a weighted cost of 
capital analysis, and determines any rate adjustments required in each year in order for the utility to 
earn its allowed return. 

Allowing the model to calculate required rate adjustments in this way usually results in slight 
rate adjustments in each year of the forecast period. Therefore, in order to avoid rate adjustments 
in each year of the forecast period, the model also allows for rate adjustments to be specified in each 
year. It then calculates the achieved retum and compares it with the allowed return to show whether 
the utility will be under or over earning in each year of the forecast period. In this way a rational plan 
of rate adjustments can be developed which provides the utility with adequate earnings in each year 
within its allowed return. 

The model then evaluates the impact in terms of the monthly water and sewer bill for a single 
family customer with average usage. This customer rate impact is the real test of the financial 
implication of the utility providing service to its current and hture customers. 

E. The Analyses Pdormed 

The analyses presented herein in Scenarios l a  and lb  analyze the impact upon customer’s rates 
of the implementation of Intercoastal’s Conceptual Utility Master Plan to meet the water, sewer and 
reclaimed water demands ofthe projected growth in the service area for which Intercoastal’s service 
area extension application is filed assuming fhding of capital projects with 100% debt and 0% equity 
in Scenario l a  and with 60% debt and 40% equity in Scenario lb. The analyses presented herein as 
Scenarios 2a and 2b analyze the impact upon customer’s rates of the implementation by Intercoastal 
of the capital plan and wholesale water and sewer service agreement with the E A  presented in the 
NUC prefiled testimony assuming funding of capital projects with 100% debt and 0% equity in 
Scenario 2a and with 60% debt and 40% equity in Scenario 2b. 

The analysis then compares to NUC’s plan both 1) the impact of implementation of the 
Intercoastal Conceptual Master Plan and 2) the impact of implementation of the Intercoastal plan 
where Intercoastal “stands in NUC’s shoes” regarding implementation of the same capital and 
wholesale service plan as proposed by NUC in the requested service area. These comparisons are - 
INTERCOASTAL UTILITIES BURTON 6 ASSOCIATES 
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conducted based upon an assumed water usage for a single family customer. It is reasonable to 

assume that the development that will occur in Nocatee will likely be similar to the development in 

the western portion of Intercoastal's service area, which is single family homes with year round 

occu pancy. The homes pictured below are all in the western portion of Intercoastal's current service 

area, are similar to the homes in Sawmill Lakes and at least one of the homes pictured is in Sawmill 

Lakes. Therefore, in order to determine a reasonable assumption for water usage in the requested 

service area, I reviewed an analysis of water usage for the Sawmill Lakes subdivision, which is a 

subdi vision in the western portion of Intercoastal's current service area along CR 210. 

Sample Views of Single Family Homes in the 

Western Portion of Intercoastal's Current Service Area 

This water usage analysis shows that the average monthly water usage for this subdivision 

for the three months ending 113112000 was 18,590 gallons per month per home. It is important to 

note that these three months are historically the lowest months of usage throughout the year. 

Therefore, I believe that this level of water usage is a conservative indicator of what might be 

expected in the requested service area. However, we choose to use only 10,000 gallons per month 

in our customer impact analysis to be doubly conservative. 

This analysis also includes Scenario 3 which is a comparative analysis of NUC's reclaimed 

water rate plan to Intercoastal's reclaimed water rate plan. 

The results of the analysis are presented in the following section. All supporting analyses, 

including a description of underlying assumptions, are presented in the schedules which are 

included in the Appendices at the end of this report. 

F. Results 

NUC set initial rates assuming connections at 80% of capacity and NUC projects that will 

occur in four years, or 2005. Therefore, it is assumed that NUC's rates will stay at their initial level 

until 2005. Based upon NUC's initial rates and the assumption that those rates will remain constant 
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until 2005, we conducted a comparative analysis ofthe impact upon the monthly water and sewer bill 
of a single family customer with both the Intercoastal rates, as projected herein, and the NUC rates, 
as proposed in the prefiled testimony ofMs. Swain. Assumed monthly water usage of 10,000 gallons 
per month per single family residential customer were used in accordance with the discussion in the 
previous section. The subsections on the following pages present the results of this analysis. 

INTERCOASTAL UTILITIES BURTON &ASSOCIATES 
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1. Scenarios la and l b  - Intercoastal as a “Stand Alone Utilitv” 

The revised Conceptual Master Plan prepared by PBS&J for Intercoastal assumes that 
Intercoastal will continue to provide service to the requested service area as a stand alone utility. 
That means that the revised Conceptual Master Plan does not include wholesale service but rather 
includes the capital costs to provide water, wastewater and reclaimed water treatment facilities on 
site. This section compares this Intercoastal stand alone utility plan to NUC’s plan, which includes 
the purchase of wholesale water and wastewater treatment services from the E A .  Scenario l a  
assumes 100% debt and 0% equity financing and Scenario lb  assumes 60% debt and 40% equity 
financing. Supporting schedules and analyses for this scenario are presented in Scenarios la and lb  
in the Appendix. 

The chart on page 6 shows that, assuming Intercoastal’s proposed capital plan and 100Y0 debt 
financing, by 2009 the average monthly water and sewer bill of a single family residential customer 
with 10,000 gallons per month ofwater usage is projected to be $58.87, whereas with Walden Chase 
included in the projections in my Intervenor’s Testimony, it was $58.59. 

The results of assuming a plan of financing that includes 60% debt and 40% equity instead of 
Intercoastal’s proposed 100% debt financing are that by 2009 the average monthly water and sewer 
bill of a single family residential customer with 10,000 gallons per month of water usage is projected 
to be $61.42, whereas with Intercoastal’s proposed 100% debt financing plan (adjusted to remove 
Walden Chase) it was $58.87. This is also shown in the chart and graph on page 6. 

Finally, a comparison of Intercoastal’s plan with 100% debt financing with NUC’s proposed 
rates shows that by 2005 NUC’s rates will be approximately 18% higher than Intercoastal’s. Under 
this financing plan, ifNUC ’s rates remain at the uroaosed levels through 2009 RVUC haspresented 
no uroiections of  future rate reductions), thev will exceed Intercoastal’s oroiected rates by 
apuroximatelv 44%. This is also shown in the chart and graph on page 6. 

Comparing Intercoastal’s plan with 60% debt and 40% equity financing with NUC’s proposed 
rates shows that by 2005 NUC’s rates will be approximately 11% higber than Intercoastal’s. Under 
this financing plan, ifNUC ‘srates remain at the proDosed levels through 2009 /NuC has uresented 
no urojections o f  future rate reductions). they will exceed Intercoastal’s uroiected rates bv 
auuroximatelv 38%. This is also shown in the chart and graph on page 6. 
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I 
Description 

Monthly Water and Sewer Bill with 10,000 gal/Mo Usage 

Intercoastal's Financing Plan Nocatee's Financing Plan 

100% Debt, 0% Equity 60% Debt, 40% Equity 

2002 2005 2009 2002 2005 2009 

Intercoastal - Assumes 
Proposed Stand Alone Service 
Plan: 

Intervenor Testimony 
Rebuttal Testimony (1) 

$79.70 
$79.70 

$71.71 
$71.84 

$58.59 
$58.87 

NA 
$79.70 

NA 
$76.12 

NA 
$61.42 

NUC DirectTestimony-
Assumed 60% debt financing 
2) $84.78 , $84.78 $84.78 $84.78 $84.78 $84.78 

Amountthat NUC rates are 
higher than Intercoastal's $5.08 $12.94 $25.91 $5.08 $8.66 $23.36 
Percentage that NUC rates are 
hiQherthan Intercoastal's 6.37% 18.01% 44.01% 6.37% 11 .38% 38.03% 

(1) Revised to remo\€ Walden Chase 
(2) NUC did not project any adjustments to their initial rates. 

A graphical representation of this chart follows : 

Comparative Rate Impact 11 

leu with Stand Alone Service Plan 
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2. Scenarios 2a and 2b - Intercoastal “Standing in NUC’s Shoes” with regard to its 
Caoital and Wholesale Service Plan 

As stated in the previous section, Intercoastal’s revised Conceptual Master Plan assumes that 
Intercoastal will continue to provide service to the requested service area as a stand alone utility; 
whereas NUC’s plan includes the purchase of wholesale water and wastewater treatment services 
from the E A .  Therefore in order to have an “apples to apples” comparison, an analysis was 
conducted that assumed that Intercoastal would “stand in NUC’s shoes”, that is to assume that 
Intercoastal were to implement NUC’s plan in the requested service area, including the assumption 
ofwholesale water and sewage treatment. se.rvice fromthe EA, while continuing to serve its eastern 
service area with its existing and planned water and wastewater treatment facilities. Scenario 2a 
assumes 100% debt and 0% equity financing and Scenario 2b assumes 60% debt and 40% equity 
financing. Supporting schedules and analyses for this scenario are presented in Scenarios 2a and 2b 
in the Appendix. 

The chart on page 8 shows that, assuming Intercoastal implements NUC’s proposed capital plan 
with wholesale service from the E A  and 100% debt financing, by 2005 (the last year of NUC’s 
projected capital plan) the average monthly water and sewer bill of a single family residential 
customer with 10,000 gallons per month of water usage is projected to be $64.31, whereas with 
Walden Chase included in the projections in my Intervenor’s Testimony it was $62.52. This is shown 
in the chart and graph on page 8. 

The results of assuming a plan of financing that includes 60% debt and 40% equity instead of 
Intercoastal’s proposed 100% debt financing are that by 2005 the average monthly water and sewer 
bill of a single family residential customer with 10,000 gallons per month ofwater usage is projected 
to be $64.62, whereas with Intercoastal’s proposed 100% debt financing plan (adjusted to remove 
Walden Chase) it was $64.3 1. This is also shown in the chart and graph on page 8. 

Finally, a comparison of Intercoastal’s plan with IOO% akbtjnancing with NUC ’sproposed 
rates shows that by 2005 NUC’s rates will be approximate.$32% higher than Intercoastal s. This 
is also shown in the chart and graph on page 8. 

Comparing Intercoastal’s plan with 60% debt and40% equityjnanccing with NUC ’sproposed 
rates shows that by 2005 NUC ’s rates will be approximate+ 31% higher than Intercoastal’s. This 
is also shown in the chart and graph on page 8. 

- 
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c 

tercoastal -Assumes NUC 

holesale Sewice: 

(1) Revlsed to remove Walden Chase 
(2) NUC did not project any adjustments to their initial rates 

A graphical representation of this chart follows: 

Comparative Rate Impact 
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NUC did not project past 2005, so capital improvement program numbers for their plan during 
that period were not available. Therefore, this analysis does not include projections past 2005. 
However, although NUC does not address what its rates will be after 2005 it is useful to examine why 
Intercoastal’s rates would be lower than NUC in 2005 and to extrapolate the general nature of the 
comparative impact upon the rates of both NUC and Intercoastal serving the needs of the requested 
service area into the future. 

The reason that the Intercoastal rate impact is less than NUC’s in 2005 is p r h d y  due to the 
fact that Intercoastal is a mature utility with over 5,500 existing water ERCs and 3,200 existing sewer 
ERCs. One impact of being a mature utility is that when Intercoastal adds capital investment to rate 
base to serve the requested service area, it has continuing reductions in its existing rate base through 
depreciation to offset, at least to some extent, the increases in total rate base resulting from expansion 
in the requested service area. Whereas, NUC’s total rate base is the new investment in the requested 
service area and it has no increasing accumulated depreciation on an existing investment to serve 
5,500 and 3,200 existing water and sewer ERCs respectively, as does Intercoastal, to counteract the 
increases in investment, and thus return, to serve expansion in the requested service area. 

Also, Intercoastal is already covering the fixed administrative and operations costs of an 
ongoing utility in its current rates. Additional administrative and operations costs to serve the 
requested service area will only be marginal costs. Also, Intercoastal‘s current administrative and 
operations costs and other fixed costs will be spread over alarger base of customers as growth occurs 
in the requested service area causing downward pressure on rates due to these economies of scale. 

NUC will enjoy none of these advantages. And even assuming NUC is awarded the service area 
and matures as a utility over time, a comparative analysis over the same time period assuming that 
Intercoastal is awarded the territory, and “stands in NUC’s shoes” regarding implementation of the 
same capital and wholesale service plan as proposed by NUC in the requested service area, would 
show that Intercoastal will always be able to have lower rates than NUC because of the advantages 
of Intercoastal’s greater economies of scale due to its existing base of customers. 

3. Scenario 3 - Reclaimed Water Rates 

NUC proposed reclaimed water rates based upon a plan to purchase reclaimed water &om the 
E A .  Conversion ofNUC’s proposed reclaimed water rates results in monthly reclaimed water cost 
per reclaimed water ERC of $14.78. This conversion of rates to ERCs assumes that a reclaimed 
water ERC is equivalent to 261 gallons per day which equates to 7,830 gallons per month. 
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In Intercoastal’s plan to provide reclaimed water under its stand alone plan, assuming 100% 
debt and 0% equity financing, the cost per ERC for reclaimed water would be $15.48 in 2002, $1 5.48 
in 2003, $14.30 in 2004, $12.85 in 2005 and $11.61 by 2009. This shows that Intercoastal can 
provide reclaimed water under its stand alone plan at a cost that, although initially is slightly more 
than NUC (approximately 4.7% higher), will decrease through 2009 to the point that it is 21.4% 
lower than NUC as economies of scale are realized by growth in reclaimed water customers. In fact, 
Intercoastal would probably implement reclaimed water rates at the level calculated for 2005 [the 
fourth year of the plan and consistent with NUC’s initial rate calculations) which means that 
Intercoastal will have lower reclaimed water rates than NUC from 2002 onward. Supporting 
schedules and analyses for this scenario are presented in Scenario 3a in the Appendix. 

Assuming 60% debt and 40% equity financing, the cost per ERC for reclaimed water would be 
$15.48 in 2002, $15.48 in 2003, $15.48 in 2004, $14.85 in 2005 and $13.17 by 2009. This shows 
that Intercoastal can provide reclaimed water under its stand alone plan at a cost that, although 
initially is slightly more than NUC (approximately 4.7% higher), will decrease through 2009 to the 
point that it is 10.9% lower than NUC as economies of scale are realized by growth in reclaimed 
water customers. In fact, as with scenario3a, Intercoastal would probably implement reclaimed water 
rates at thelevel calculated for 2005 (the fourth year ofthe plan and consistent withNUC’s initial rate 
calculations) which means that Intercoastal will have lower reclaimed water rates than NUC from 
2002 onward. Supporting schedules and analyses for this scenario are presented in Scenario 3b in 
the Appendix. 

As with the water and sewer rates evaluated in Scenarios 1 and 2, this analysis also 
demonstrates that Intercoastal’s proposed plan to use 100% debt financing will result in slightly lower 
reclaimed water rates than will financing with 60% debt and 40% equity. 

Also, it is important to realize that NUC will not enjoy the same benefit of economies of scale 
from growth regarding reclaimed water as will Intercoastal. This is because according Ms. Swain’s 
testimony, NUC will purchase reclaimed water from the E A  for an annual cost, at 80% of capacity, 
of $1 19,988. This is approximately 50% ofthe $238,278 annual O&M costs for reclaimed water, at 
80% of capacity, as represented in Ms. Swain’s testimony. This is important to note, because as 
reclaimed water customers increase, no economies of scale will be realized relative to this purchased 
reclaimed water cost. In fact, as reclaimed water customers increase, the cost to NUC of this 
purchased reclaimed water will increase proportionately. 
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G. Conclusions 

This analysis shows that Intercoastal can provide water and sewer service to the service area 
requested, without requiring an increase in its water and sewer rates. If growth occurs as projected, 
reduced rate pressure may allow Intercoastal‘s rates to be decreased by as much as 10% by 2005 and 
by as much as 26% by 2009 if it implements its proposed plan. Also, it may be possible to reduce 
rates by as much as 19% by 2005 if Intercoastal were to implement NUC’s proposed plan with 
wholesale service from the E A .  Further reductions may be possibleunder this plan, however NUC‘s 
plan did not project beyond 2005. 

Furthermore, this analysis shows that under any set ofreasonable assumptions, Intercoastal can 
provide water, wastewater and reclaimed water service to the requested service area more cost 
effectively and with lower rates than canNUC. This is possible in great measure because Intercoastal 
is an existing, mature utility which would immediately derive the benefits of the economies of scale 
offered by its 5,500 existing water ERCs and 3,200 existing wastewater ERCs in its rates to serve 
the requested service area. NUC, on the other hand, would be a start-up utility, and would never be 
able to “make up the difference” relative to the advantages Intercoastal possesses in terms of 
economies of scale from existing customers. 

This advantage in terms of economies of scale will benefit not only the new customers in the 
requested service area, but also, Intercoastal’s existing customers by providing additional growth over 
which to spread its fixed administrative and operating costs, thus resulting in lower rates than would 
be possible without the additional service area. 
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Appendices 

c 
This section presents three (3) Appendices, one for each of the three (3) scenarios discussed 

in the report. Each Appendices includes eighteen (18) figures, titled Figure 1 through Figure 18. 
These figures present the detailed results of the financial forecast for each respective scenario. 

The figures are ordered so that, as nearly as practical, the earlier figures present the summary 
results of the analysis and data. Information used in the earlier figures “rolls up” from later figures. 
The table of figures for Appendices 1 and 2 are the same as those shown below: Appendix 3 is 
slightly different and its Table of Contents is included at the beginning of the Appendix 
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Scenario la  
Intercoastal as a “Stand Alone” Utiliw 
100% Debt and 0% Eguitv Financing 

This scenario analyzes the impact upon customer’s rates of Intercoastal Utilities implementing 
Intercoastal’s plan to meet the water and sewer demands of the projected growth in the area for 
which Intercoastal’s service area extension application is filed assuming that Intercoastal is a “Stand 
Alone” utility in that it provides all required water and wastewater treatment facilities on site. It 
assumes that capital projects will be funded with 100% debt and 0% equity financing. 
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Scenario l b  
Intercoastal as a “StandAlone ” Utilitv 
60% Debt and 40% Equity Financing 

This scenario analyzes the impact upon customer’s rates of Intercoastal Utilities implementing 
Intercoastal’s plan to meet the water and sewer demands of the projected growth in the area for 
which Intercoastal‘s service area extension application is filed assuming that Intercoastal is a “Stand 
Alone” utility in that it provides all required water and wastewater treatment facilities on site. It 
assumes that capital projects will be funded with 60% debt and 40% equity financing. 
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Scenario 2a 
Intercoastal “Standing in NUC ’s Shoes” 

This scenario analyzes the impact upon customer’s rates of Intercoastal Utilities implementing 
NUC’s plan to meet the water and sewer demands of the projected growth in the area for which 
Intercoastal’s service area extension application is filed assuming NUC’s capital plan and plan for 
wholesale water and wastewater service from the E A .  It assumes that capital projects will be funded 
with 100% debt and 0% equity financing. 
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Scenario 2b 
Intercoastal “Standing in NUC ’s Shoes” 

60% Debt and 40% Eauitv Financing 

This scenario analyzes the impact upon customer’s rates of Intercoastal Utilities implementing 
NUC’s plan to meet the water and sewer demands of the projected growth in the area for which 
Intercoastal’s service area extension application is filed assuming NUC’s capital plan and plan for 
wholesale water and wastewater service from the JEA. It assumes that capital projects will be funded 
with 60% debt and 40% equity financing. 
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___  . .. - _. ~~ ...-... ", 
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$4.979 $4.602 $4.184 $5.061 $4.618 $3.961 $3.116 

1 
I. 
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I .mi $ 79.70 I $79.701 $79 ,701 $71.781 $64 .82 I I I 
22 Achieved Return (Millions) 50.471 $0.213 $0.350 $0.102 $0.393 $0.413 $0.346 
23 Allowed Return (Millions) $0.712 $0.430 $0.398 $0.500 $0.466 $0.414 $0.346 
24 Rate Base (Millions) $5.913 $6.027 $5.579 $6.768 $6.302 $5.593 $4.663 
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Scenario 3a 
Reclaimed Water Rates 

100% Debt and 0% Eauitv Financing 

This scenario determines the reclaimed water rates of Intercoastal Utilities implementing 
Intercoastal’s plan to meet the reclaimed water demands ofthe projected growth in the area for which 
Intercoastal’s service area extension application is filed. It assumes that capital projects will be 
fimded with 100% debt and 0% equity financing. 
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Figure 13 
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Scenario 3b 
Reclaimed Water Rates 
p 

This scenario determines the reclaimed water rates of Intercoastal Utilities implementing 
Intercoastal’s plan to meet the reclaimed water demands ofthe projected growth in the area for which 
Intercoastal’s service area extension application is filed. It assumes that capital projects will be 
hnded with 60% debt and 40% equity financing. 
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Figure 2 
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INTERCOASTAL UTILITIES 
RECLAIMED WATER SYSTEM - I I I 

Figure 13 
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