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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Charles H. Hi1l and my business address is 101 E. Gaines
Street, Tallahassee, Florida.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by the Florida Public Service Commission, as Director of
the Division of kater and Wastewater.

WHAT IS THE PURPOSE OF YOUR COMMENTS IN THIS DOCKET?

I am recommending that the Commission adopt proposed rule 25-30.433(1)
as proposed and adopt proposed rules 25-30.02C, 25-30.432, and 25-
30.435, as modified.

WHAT IS THE PURPOSE OF THE PROPOSED CHANGES TO RULE 25-30.020, FLORIDA
ADMINISTRATIVE CODE?

Rule 25-30.020, FAC, contains fees that are required in the water and
wastewater industry for many types of filings. These fees are assessed
to help offset the cost of processing the case. The current fee
schedule varies only by size of company for all types of filings that
require a fee. However, some filings are more complex and require much
more time and effort than others to process. The current fee schedule
does not recognize this difference in complexity in any way and is,
therefore, inadequate. The new fee schedule proposed by the Commission
recognizes both size of company and complexity of case and should be
adopted.

DO YOU HAVE ANY COMMENTS REGARDING RULE 25-30.020 AT THIS TIME?

Yes. The proposed fees for service availability are based only on

existing capacity and this is in error. In the event the division
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processes a service availability case, the entire company is looked at,
both existing and proposed customers and capacity. The proposed rule
should be changed to clarify that the fee is based on existing and
proposed capacity. I have provided modified Tanguage that includes this
correction as Exhibit CHH 1.

Also, I do not believe subsection 2(i) of the rules should be included.
In this section we were trying to codify current policy. Today, and for
the past six years, we determine "capacity” for filing fees by combining
the capacities of all systems included in the application. I believe
we should add language to Section 1 of the rule that simply states our
policy and delete subsection 2(i). I have provided language that does
that as Exhibit CHH 2.

WHAT IS THE PURPOSE OF THE PROPOSED NEW RULE 25-30.432, FLORIDA
ADMINISTRATIVE CODE?

The purpose of rule 25-30.432 is to codify in rule the Commission’s
policies with respect to various engineering issues and to provide
specific allowances and default formulas for calculating used and useful
percentages.

It should not surprise us to see that this particular rule generates the
most comments and the most criticism. Nor should we be surprised to
find that this issue is the most time consuming and most analyzed in
this proceeding. The issue of used and useful with its sub-issues such
as margin reserve, unaccounted for water, fire flow, etc., is the
biggest issue in this industry. It is the single most time consuming

and expensive issue in nearly every proceeding. It, by itself,
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represents almost 1/4th of total rate case expense. Any attempt to
eliminate this as an issue or to reduce the evaluation of the sub-issues
and resulting allowances to a rule will result in controversy.
Nevertheless, I believe a rule such as has been proposed by the
Commission should be adopted.

In 1988, during an extensive investigation into rate case expense, we
identified used and useful as a major cost component of rate case
expense and recommended it somehow be simplified and placed into rule.
The goal is an easy to use or apply method for determining used and
useful allowances (actually calculated percentages that are applied to
various plant accounts).

Most critics of this rule will say that you just cannot have a single
formula to apply to all the diverse companies and circumstances that
make up this industry. They say you cannot have a single formula or
application to use and still be fair, just and reasonable. They will
point out that there are hundreds of companies each with distinct
characteristics that must be taken into consideration when deciding used
and useful allowances.

I certainly agree that a single formula approach to this issue will
never work. However, I believe we can develop a combination of formulas
and allowance levels that fairly approximate the used and useful
allowances granted by the Commission. [ believe we can and have
developed in these rules a set of formulas that provide a reasonable
estimate of what the Commission would allow.

Furthermore, I believe the design of these rules is such that their use
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will be widespread and rate case expense will be significantly reduced.
That is, the rules are relatively easy to understand and follow. I
believe many of the companies that now employ outside help to evaluate
and present and defend their used and useful calculations will now
perform these functions in-house. Also, these rules provide advanced
knowledge to all parties of how the Commission will be evaluating used
and useful issues. This will allow parties to better prepare for areas
that in their opinion must be 1itigated. Finally, by providing as many
separate categories as are provided (i.e. source, treatment, storage,
transmission, distribution, etc.), a company may use the formulas for
most of the categories and provide evidence on a specific category where
it is believed that their company has unique characteristics or
circumstances.

In summary, while I agree we will never and should never have a single
formula to determine used and useful allowances, I believe a set of
formulas and allowances can be developed and adopted that provide
allowances that are fair, just and reasonable. Furthermore, I believe
the adoption of such a rule will ultimately lead to a reduction in rate
case expense as a result of companies using these formulas.

DO YOU HAVE ANY COMMENTS REGARDING CHANGES IN RULE 25-30.432, FLORIDA
ADMINISTRATIVE CODE?

Yes. While the provisions of proposed rule 25-30.432 represent a major
step in the right direction, I believe we can fine tune these provisions
to obtain a better rule.

The rule, as proposed, contains an inherent bias towards design
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criteria. This is only natural since we started the process with the
idea of what is correct from both a long run economic perspective and
an engineering design perspective. As a result, the proposed formulas
and allowances yield results that are biased towards these perspectives.
Since the purpose here (or goal of these rules) is to obtain a simple
to understand set of formulas and allowances that fairly approximate
what the Commission would allow, I believe we can modify certain aspects
of the proposed rule and obtain better results and, therefore, a better
rule. I have examined the expected results of the proposed rules,
applied Commission policy and practice as evidenced in previous
decisions and identified several areas where I believe changes should
be made and clarification is needed. ‘

WOULD YOU PLEASE IDENTIFY THE AREAS IN QUESTION AND EXPLAIN WHAT CHANGES
AND CLARIFICATIONS YOU RECOMMEND?

Yes. The first area of Elarification and fine tuning is margin reserve.
I believe Tanguage should be added that clarifies the current Commission
practice of allowing margin reserve if a utility requests it. 1In
addition, I believe the allowance of 20% of capacity is too high and
should be reduced to 12%. Also, because utilities 1ike Palm Coast exist
where available capacity is in place to serve more than ten times the
existing customer base, a cap needs to be placed on this allowance. For
these situations, I believe anticipated customer base five years in the
future is a reasonable level of capacity to use for a margin.

A second area is the buildout provisions of the rule. Currently the

rule states that if a system is expected to be built out within 36
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months, the system is considered 100% used and useful. To begin, the
language needs to be cleaned up to clearly state this. In addition, the
period of 36 months should be reduced to 24 months. This shorter period
is a more reasonable planning period to work with. Also, language needs
to be added to provide for a phase-in of the revenue effect of the build
out provisions over the same 24 month period.

Third, the automatic 100% used and useful provisions for water
transmission, non-developer related water distribution, non-developer
related wastewater collection system and pumping stations and wastewater
force mains should be replaced with the formulas for developer related
systems. This better reflects the allowances granted by the Commission
and eliminates the distinction between developer related and non-
developer related companies. Finally, the 100% used and useful
provision for other water facilities and other wastewater facilities
should remain.

Fourth, the fire flow provisions should be modified to better reflect
Commission practice. Specifically, language should be added that
provides for a fire flow allowance only up to the capacity of the
system. This is current Commission practice. Also, it should be
clarified that the Commission may order a utility to add capacity to
meet fire flow requirements and, if so, may include the additionai
investment in rate base. Finally, the inclusion of fire flow in the
used and useful calculations for the distribution system should be
simplified more. The current rule is too involved and implies an

accuracy that I do not believe exists. I believe the fire flow
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allowance for the distribution should be calculated by counting each
working fire hydrant as one ERC.

Fifth, the allowance for inflow should be reduced from 10% to 7% of
treated flows and the rule language should be clarified to eliminate
force mains from the from the infiltration provisions. Seven percent
is a more reasonable amount for this allowance and it is my
understanding that force mains are sealed and infiltration is not a
factor.

Sixth, the definition of fill-in lots should be changed. While I agree
with the concept of a fill-in allowance, I believe the proposed method
is difficult to administer and apply, very time consuming and creates
an area of controversy rather than eliminating one. Instead, I believe
a fill-in allowance of 7% of the actual test year ERCs is appropriate
and should be used.

Finally, seventh, there are several definitions that should be added to
the rules. These are gallons per day, gallons per minute, equivalent
residential connection and single family residence. The addition of
these definitions will make the rules more easily understood.

In summary, I believe the proposed rule can be modified to better
reflect the allowances granted by the Commission. 1 recommend the
changes I have discussed and have provided language that does thi: as
Exhibit CHH 3.

WHAT IS THE PURPOSE OF THE PROPOSED NEW RULE 25-30.433, FLORIDA
ADMINISTRATIVE CODE?

The purpose of Section 1 is to codify Commission practice and policy and
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to clearly delineate for all parties what is and is not considered by
the Commission in determining whether or not a utility’s service is
satisfactory. For many years the issue of quality of service was
considered by the Commission without any standards for what constituted
satisfactory or unsatisfactory service. Over the past six years we have
developed factors to be considered and established standards to be used
in every proceeding to determine quality of service. Since these
factors and standards have been established and are being used
consistently, they should be codified in the rule. I believe Section
(1) does this and should be adopted.

DO YOU HAVE ANY COMMENTS REGARDING CHANGES IN RULE 25-30.435, FLORIDA
ADMINISTRATIVE CODE?

Yes. Mr. Willis has provided comments regarding the Commission’s
proposed rule 25-30.435 which I agree with. Howevar, I do not believe
that this rule is broad enough for the industry and it should be
modified. Specifically, I believe the Commission should adopt both the
Commission proposed rule and the alternative rule included in the
recommendation for the March 5th, Special Agenda Conference. The
Commission proposcd rules require a company with multiple systems to
file all systems when requesting rate relief. I believe this rule will
work well for many multi-system companies and save both time and money
for all. However, I believe for some companies the alternative rule
would work much better. For example, the alternative rule requires a
company with multiple systems to file all joint and common cost

information necessary for the Commission to determine allocated costs
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and factors for the individual systems. The company may then file for
rate relief for a single system without involving the other systems.
This rule would work better than the Commission proposed rule, for a
company with only a few large systems. I believe we should have both
options available in the industry and recommend we adopt both. I have

provided language that does this as Exhibit CHH 4.



25-30.020 EXHIBIT CHH 1

2. (h) For an application for approval of charges or conditions




25-30.020 EXHIBIT CHH 2

(1) When a utility files any application for a certificate of
authorization eertifieatien;—extension—trensfer pursuant to
sections 367.045, 367.071 and 367.171, Florida Statutes, or files
any request for a rate change pursuant to sections 367.081,
367.0814 and 367.0822, Florida Statutes;—rate—echange; (except an
index or pass-through), or files for authorization to collect or
change service availability charges pursuant to section 367.101,
Florida sStatutes, the utility shall remit a fee. A separate fee
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€. Other water facilities: 100 percent used and useful

CODING: Words underlined are additions; words in
struck—threugh type are deletions from existing law.



w 0 N o U e

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

CODING: Words underlined are additions; words in
struek—threugh type are deletions from existing law.

- 11




w W N 0 W

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

CODING: Words underlined are additions; words in
struek—threough type are deletions from existing law.

-12 =



v @ N o ;s

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

CODING: Words underlined are additions; words in
strucic—threugh type are deletions from existing law.

- 13 =



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

CODING: Words underlined are additions; words in
struek—threugh type are deletions from existing law.

- 14 -



CODING: Words underlined are additions; words in
struelk—through type are deletions from existing law.

- 15 =



N

w W N U e

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

S

CODING: Words underlined are additions; words in
struck—threugh type are deletions from existing law.

- 16 -



v 0 N 0 e W

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

CODING: Words underlined are additions; words in
struck—threugh type are deletions from existing law.

- 17 -



v O N o ;e W N

S
N B O

13
14
15
16
17
18
19
20
21
22
23
24
25

CODING: Words underlined are additions; words in
struek—threugh type are deletions from existing law.

18




w N e

£

v 0 9 o WO

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

{X) Lots Served - the total number of residential lots that
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