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PROCEEDINGS 

(Transcript continues in sequence from 

Volume 24.) 

CHAIRMAN CLARK: All right, I understand we 

have it figured out as far as what we need to insert in 

the record, and it’s my understanding that we need to 

insert into the record the document, the prefiled direct 

testimony of Ms. Dismukes that was filed on February 

12th, which consists of 91 pages: is that correct? 

MR. McLEAN: That’s correct, Chairman Clark. 

And as for a check to ensure that you’re looking at the 

right document, Page 66, Line 13 should have no 

redaction. And Schedule No. -- Ms. Witness, was it 
Schedule 24? 

WITNESS DISMUKES: Yes. 

MR. McLEAN: Schedule 24 should be include.. in 

the exhibit. 

CHAIRMAN CLARK: Okay, I have both of those in 

this document. 

MR. McLEAN: That’s the correct version of the 

testimony. 

CHAIRMAN CLARK: The testimony of Kimberly 

Dismukes, filed on February 12th. 1996 will be inserted 

in the record as though read. 

M R .  McLEAN: Thank you, Chairman Clark. 
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KIMBERLY H. DISMUKES 

resumed the stand on behalf of the Office of Public 

:ounsel, and having previously been duly sworn, 

:estified as follows: 

CONTINUING DIRECT EXAMINATION 

3Y MR. McLEAN: 

Q Ms. Dismukes, did you also prepare an 

ippendix which is affixed to your testimony? 

A Yes, I did. 

Q And an exhibit which contains 41 schedules? 

A Yes. 

MR. McLEAN: Ms. Clark, may we have those two 

items marked for identification? 

CHAIRMAN CLARK: Yes. They will be marked as 

:omposite Exhibit 175 and that is the appendix and the 

Schedules. 

MR. McLEAN: Thank you, ma'am. 

(Exhibit No. 175 marked for identification.) 

Q (By Mr. McLean) Ms. Dismukes, did you also 

xepare and arrange to be filed supplemental direct 

cestimony dated March 4th, 19961 

A Yes, I did. 

Q It too is in the form of questions and 

mswers? 

A Yes. 
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Q Is that correct? And do you have corrections, 

additions or deletions to that testimony? 

A No, I do not. 

Q If I asked you the same questions, would you 

provide the same answers which you gave on that 

occasion? 

A Yes. 

MR. McLEAN: Madam Chairman, may we have that 

moved into the record as though read? 

CHAIRMAN CLARK: All right, I'm on the 

supplemental direct testimony. 

MR. McLEAN: That is correct, ma'am. 

CHAIRMAN CLARK: Dated March 4th. 

MR. McLEAN: That is correct. 

CHAIRMAN CLARK: That supplemental direct 

testimony will be inserted in the record as though 

read. 

Q (By Mr. McLean) With respect to the 

supplemental direct testimony, Ms. Dismukes, did you 

prepare an exhibit to that testimony? 

A Yes. 

Q And how many schedules does it have? 

A One. 

MR. McLEAN: Chairman Clark, may we have that 

schedule marked for identification? 
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CHAIRMAN CLARK: That will be marked as 

Exhibit 176. 

COMMISSIONER KIESLING: I'm sorry, could I get 

one clarification. The copy I have has a blank page for 

Schedule 1. Am I looking at the right thing? 

WITNESS DISMUKES: I don't know if I can help 

out. 

letter. The Schedule 1 is the cover page to it and 

behind it is supposed to be the letter. It has since 

been, it's my understanding, is no longer considered 

confidential. 

That was originally claimed to be a confidential 

COMMISSIONER KIESLING: Okay, SO it's not -- 
WITNESS DISMUKES: It's not a schedule in the 

true sense that we typically speak of them. 

COMMISSIONER KIESLING: Thank YOU. I was 

looking for something with numbers and columns. 

MR. McLEAN: Thank you, Commissioner. And it 

was marked for identification? 

CHAIRMAN CLARK: AS 176. 

(Exhibit No. 176 marked for identification.) 

Q (By Mr. McLean) And Ms. Dismukes, did you 

also file a supplemental testimony March 25th, 1996 in 

the form of questions and answers? 

A Yes. 

Q Do you have any corrections and deletions to 
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:hat particular testimony? 

A No, I do not. 

Q And were you asked the same questions, you 

rould provide the same answers: is that correct? 

A Yes. 

MR. McLEAN: Madam Clark, may I have the -- 
CHAIRMAN CLARK: Yes, the second supplemental 

Iirect testimony of Ms. Kimberly Dismukes, filed on 

larch 25th, 1995, will be inserted in the record as 

:hough read. 

MR. McLEAN: Thank you, Chairman Clark. 

Q (By Mr. McLean) And Ms. Dismukes, there's one 

sxhibit with three schedules: is that correct? 

A Yes. 

MR. McLEAN: May we have those marked for 

identification? 

CHAIRMAN CLARK: That would be marked as 

:omPosite Exhibit 177. 

(Exhibit No. 177 marked for identification.) 
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What is your name and address? 

Kimberly H. Dismukes, 5688 Forsythia Avenue, Baton Rouge, Louisiana 70808. 

By whom and in what capacity are you employed. 

I am a self-employed consultant in the field of public utility regulation. I have been 

retained by the Office of the Public Counsel (OPC) on behalf of the Citizens of the 

State of Florida to analyze SSUs rate f i g  in the instant docket. 

Do you have an appendix that describes your qualifications in regulation? 

Yes. Appendix I, attached to my testimony, was prepared for this purpose. 

Do you have an3xhibit in support of your testimony? 

Yes. Exhibit\-(--1) contains 41 Schedules that support my testimony. 

What is the purpose of your testimony? 

The purpose of my testimony is to respond to certain portions of Southern States 

Utilities, Inc.'s (SSU, Southern States, or the Company) request to increase rates by 

$18,137,502, which equates to an increase of $11,791,242 for water service and 

$6,346,260 for wastewater service. 

/ 
9 5 ,  

My testimony is organized into nine sections. In the first section of my testimony, I 

address SSU's weather normalization clause proposal. In the second part of my 

testimony, I examine SSU's rate design proposal. In the third section, I discuss the 

Companjk conservation program. In the fourth section, I discuss the gain on the sale 

of the Venice Garden System and other gains that SSU has recently recognized or 

anticipates recognizing. In this section I also address adjustments to  SSU's equity 

2 
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ratio. In the fifth section of my testimony, I discuss several adjustments related to 

SSU's test year level of revenue. In the sixth section of my testimony, I discuss the 

Company's acquisition program and associated adjustments. In the seventh section, 

I address various expense adjustments that I recommend to correct SSUs test year 

level of expenses. In the eighth section, I address adjustments to rate base that I 

recommend--specifically adjustments related to Lehigh and Buenaventura Lakes. 

Finally, in the ninth section, I present my overall recommendations concerning my 

adjustments and their impact on SSU's revenue requiiement. 

Do you have any general comments before you begin your testimony? 

Yes. In order for the Office of the Public Counsel to orderly compile and produce the 

testimony of its consultants, counsel for the Citizens requested that I use a cutoff date 

with respect to discovery of January 26, 1996. Thus, because there was still discovery 

of the Citizens' outstanding as of this date, it may be necessary for me to supplement 

my testimony as SSU responds to discovery. In most cases I have noted these 

instances throughout my testimony. 

Weather Normalization Clause 

Please turn to the first section of your testimony. Would you describe SSU's 

proposed weather normalization clause? 

Yes. According to SSUs witness, Mr. Forrest Ludsen, the Company is proposing 

a weather normalization clause in the instant proceeding because "SSU faces an 

inordinate level of financial and business risk as compared to water utilities operating 

in other parts of the country due to circumstances beyond its control, such as 

3 
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weather." [Testimony, p. 21 .] The weather normalization clause (WNC) is designed 

to provide monthly adjustments in the gallonage charge to reflect deviations from the 

target consumption per bill that will be established in the instant proceeding. 

According to h4r. Ladsen, implementation of the weather normalization clause would 

simplify the regulatory process by removing the necessity of aggressively litigating the 

appropriate consumption level to use for rate setting purposes. [Testimony, p. 28.1 

Do you see any problems with SSU's proposed weather normalization clause? 

Yes, I do. There are several problems with the clause. First, SSU's proposal is 

essentially a revenue decoupling or revenue normalization proposal. It is not merely 

a weather normalization clause proposal. If implemented as proposed by SSU, the 

Company will be insulated from all forms of variation in revenues and pass this risk 

onto customers. The Commission should carehlly consider the desirability of 

dramatically shifting the risk of revenue recoverability from SSU's stockholders to 

ratepayers. Although Southern States is a regulated utility and has an obligation to 

serve its customers, this should not provide it with an automatic guarantee that it will 

recover essentially 100% of its revenues despite circumstances. 

. 

As proposed, SSU's W C  will insulate it from variations in weather, conservation, 

tourism changes in the economy, and all other factors that affect water consumption 

It is insulation 60m the risks of the latter three factors of the clause that are the most 

disturbing. Ratepayers should not be put in a position of guaranteeing collection of 

SSU's proposed revenue requirement regardless of the circumstances. SSU should 

4 
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bear some, if not all, of this risk 

In the electric industry when similar proposals have been made to decouple revenues 

from profits, the Commission has specifically not allowed the utility to decouple the 

effects of the economy. [Order No. PSC-95-0097-FOF-EL] 

Second, contrary to Mr. Ludsen's opinion, the mere establishment of the weather 

normalization clause or decoupling proposal should not reduce the litigation 

associated with establishing the'appropriate test year consumption level. If the test 

year level of consumption is not properly set, the weather normalization clause will 

produce much wider variations in surcharges or rebates than necessary. While it might 

be desirable for SSU to know that it will recover its revenue regardless of any errors 

or omissions in the rate setting process, it is still extremely important that the starting 

point of the process is correct. 

I question to what degree SSU truly believes its own statement since it has proposed 

two adjustments that have sipficant impacts on'test yeas consumption--its repression 

adjustment and its conservation adjustment. If the regulatory process was to be 

simplified by the WNC, with no need to litigate the appropriate consumption levels, 

SSU would not have needed to propose its repression or conservation adjustments. 

In fact it is interesting that SSU has only made adjustments to revenues that are 

beneficial to it in the development of test yeas consumption levels. Both the repression 

5 
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and conservation adjustments reduce test year consumption levels and increase 

current rates to customers relative to not proposing such adjustments. If SSU wished 

to reduce the level of litigation associated with test year consumption levels, it would 

not have proposed these two adjustments. 

Third, and related to the second problem with SSUs proposal, SSU has not started 

with weather normalized test year consumption. (I discuss this greater in the fifth 

section of my testimony.) Unless corrected, this error will produce rebates in the 

future. In my opinion, customers would rather pay lower rates now than pay higher 

rates now and get rebates in the future. Furthermore, it would not be good regulatory 

policy for the Commission to ignore the test year consumption controversies merely 

because any injustice will be corrected in the future. 

The Commission should ensure that test year consumption levels are set as close to 

reality as possible. Since the clause proposed by SSU is supposed to be a weather 

normalization clause (even though it is not), the Commission should make sure test 

year consumption levels are also properly weather normalized. 

Fourth, the Company has not properly accounted for changes in costs that would be 

affected by changes in consumption. The Company's proposal essentially assumes that 

all costs are fixed and that changes in consumption would not change costs. This is 

an unrealistic assumption. SSU does incur costs that vary directly with the level of 

6 
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consumption. These are purchased water, purchased power and chemical costs. 

Unless these costs are adjusted for actual consumption levels, as opposed to targeted 

consumption levels, SSU will over or under collect the revenue requirement resulting 

from this case. In other words, if sales decline and expenses are not adjusted 

accordingly, excess profits may result which are not a knction of management's 

performance. Under recovery could also result, but this risk is less than over 

recovery, since the regulatory process is not symmetrical. SSU has no incentive to 

draw attention to excess profits, but would be quick to request rate relief when profits 

fall below-the authorized level. SSU's proposal may create a pattern of excess profits 

only partially balanced by the possibility of inadequate profits. 

Fifth, SSU has not explained how it proposes to recover over or under collections. 

In other words, will the difference be collected by merely adjusting each month's 

gallonage charge, or will it appear as a separate line item on customers' bills? Clearly, 

the latter option is preferable to the former, as it should create less customer 

confusion. Customers can see from their bill that the actual rate per 1,000 gallons 

remains constant, and that it is only the weather normalization clause that is producing 

a change in their cost per unit. This is similar to the way the Commission treats fuel 

: 

adjustment clauses. 

b t h ,  the clause may create customer confusion, because ifcustomers consume less, 

(in total) the actual unit cost will increase. Similarly, if customers consume more, the 

7 
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unit cost will decrease. 

Seventh, SSU's decoupling proposal could lead to perverse incentives related to 

quality of Service issues. Under traditional regulation a water utility has the incentive 

to quickly respond to outages because lost water sales directly affect profits. If the 

Company is assured that all revenues will be collected regardless of the level of sales, 

it may not react as quickly to line breaks and the like that affect water sales and 

quality of senice. 

Are there any other aspects of SSU's proposal that you believe should be brought to 

the Commission's attention? 

Yes. The Commission needs to consider all of SSU's proposals together. The 

Company is requesting to change its rate structure such that it will collect more of its 

revenue requirement from the base facility charge (BFC) than the gallonage charge. 

According to Dr. Whitcomb, SSU is proposing to change the percentage of revenue 

collected through the base facility charge fiom 33%, approved in Docket No. 9201 99- 

WS, to 40% in the instant proceeding. Likewise, less of SSU's total revenue 

requirement will be collected from the gallonage charge. SSU proposes to collect 

6Oy0 of its revenues from the gallonage charge versus the 67% approved in the last 

rate case. [Testimony, pp. 10-1 1.1 

. 

SSVs rate design proposal will shift greater risk for revenue collection to customers. 

This results because SSU is guaranteed to collect all revenue associated with its BFC, 

8 
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all else equal. By shifting a greater portion of its revenue requirement into the BFC 

SSU has shifted the risk relationship between customers and stockholders. This 

produces greater revenue stabiity for SSU. Thus, under the Company's proposal, the 

revenue instability associated with changes in consumption will be less than past 

experience has indicated. If the Commission grants SSUs rate design proposal it 

should not adopt the WNC until experience is gained with the proposed rate design. 

As described in a later section of my testimony I do not agree with SSUs proposed 

rate design changes. 

You have identilied several flaws in SSU's weather normalization proposal. What do 

you recommend? 

I recommend that the Commission not approve SSU's WNC proposal. It is seriously 

flawed and shifts most, if not all, of the risk associated with revenue recovery to 

ratepayers. To the best of my knowledge, the Commission has never approved such 

clauses in the past for water, electric, or telephone companies, and I see no 

extenuating circumstances that would warrant it in the instant case. 

Do you have an alternative recommendation if the Commission believes that such a 

clause is desirable? 

Yes. First, the Commission, if it approves any form of weather normalization clause, 

should do so only on a trial basis. The Commission should annually reevaluate the 

effects of the proposal on both SSU and ratepayers. Such a reevaluation will allow the 

Commission to fine tune the process 2s more experience is gained. It is worthwhile 

to note that in the electric industry, Similar decoupling proposals have been abandoned 
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or rejected because of the potential impact on customers' rates. 

Second, I would not recommend even an alternative proposal unless the Commission 

also appropriately adjusts test year consumption to ensure that the effects of weather 

are minimized. Otherwise, customers will be asked to pay higher rates today in 

exchange for rebates in the future. I do not believe that this would be equitable 0; 

good regulatory policy. 

Third, the Commission should adjust the --mula propose by SSU to adjust for 

expenses which directly vary with consumption. To ignore this change in expenses 

would allow SSU to over or under collect its true revenue requirement. It similarly 

could put SSU in an over or under earnings position. 
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Fourth, a5 an incentive for SSU in the future to "get the pot right" at the beginning 

of the process, the Commission should require SSU to pay interest on revenues which 

are over collected. The opposite would not be true for revenues that are under 

mllected. (SSU should not be allowed to charge interest for revenues that are under 

collected.) Ifthe Company is required to pay interest on revenues that it over collects, 

SSU wiU have an incentive not to under project test year consumption. Interest would 

be calculated in accordance with the Commission's Rules. 

Fifth, because I do not believe that it is appropriate for customers to insulate SSU 

10 
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fiom 100% of the variability in its revenues, I recommend that the Commission not 

approve recovery of 100% of changes in consumption. My recommendation varies 

depending upon the Commission's decision with respect to the rate structure issue. If 

the Commission adopts the rate structure proposed by SSU, then I recommend that 

the Commission allow SSU to collect 50% of the changes in consumption through a 

revenue normalization clause. As 1 previously noted, SSU's rate design proposal 

already exposes customers to greater risk than the previously approved rate structure. 

In addition, because there are factors that will affect consumption which are not 

properly borne by customers, i.e., changes in the economy and tourism, the 

Commission can ensure that customers do not bear this risk by not allowing 100% 

recovery of changing consumption levels. It is worthwhile to note that in his 

deposition, Dr. Whitcomb indicated that he believed weather accounted for about 

45% Of the variation in ssus customers' consumption. Mowing ssu to true-up 50% 

of the variability in its revenue would be consistent with the degree to which the 

Company believes weather affects the variability in consumption. 

If the Commission adopts the rate design proposal that I recommend, then the 

Commission should allow SSU to collect 75% of the changes in consumption through 

a revenue normalization clause. Since my rate design proposal will potentially produce 

greater levels of conservation and revenue instability, I believe it would be appropriate 

to allow SSU to include a larger portion of its consumption variability in a clause that 

is designed to adjust for the effects of weather. The increased revenue stability 

\d 
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associated with including 75% of consumption in the clause will help offset the 

increased variab&ty associated with the rate structure that I recommend. By allowing 

SSU to recover only 75% of the variability in consumption, the Commission can help 

ensure that customers do not completely bear the risk of an economic down turn. 

Finally, I recommend that the Commission modify the clause proposed by SSU. The 

continual change in rates, caused by SSUs proposal, may create significant customer 

confusion. I recommend that the Commission adopt a methodology that is similar to 

the fuel adjustment mechanism used by electric utilities. That is, consumption levels 

and revenue would be trued-up to actual. In other words, barring legal constraints, 

one-year after the rate case is completed, SSU would file for a weather normalization 

clause proceeding. At that time the Commission would determine the revenue 

shortfall or excess that would be collected or credited in the following year. This has 

the advantage of continual regulatory review and it should lessen customer confusion, 

because the portion of customers' rates associated with the revenue normalization 

clause would not change monthly. 

Rate Design 

Please turn to the second section of your testimony. Would you address SSUs rate 

design proposal? 

Certainly. According to the testimony ofDr. Whitcomb, SSU is proposing to increase 

the percentage of revenue collected from the BFC and reduce the percentage of 

revenue collected from the gallonage charge Currently the Company's rates collect 

12 
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33% of revenue fiom the BFC and 6Ph from the gallonage charge. SSU proposes to 

change this relationship with 40% coming from the BFC and 60% coming from the 

gallonage charge, According to Dr. Whitcomb, the rate structure proposed by SSU 

is a water conserving rate structure, using the criteria set forth in the Brown & 

Caldwell Study. 

Dr. Whitcomb suggests that because the 40/60 split results in a water conservation 

score of 3.2 (according to the Brown & Caldwell study), it qualifies as a water 

conserving rate structure. I have included as Schedule I of my exhibit the calculations 

performed by Dr. Whitcomb to arrive at this score. 

Dr. Whitcomb prefers the 40/60 spilt to the 33/67 split because it produces a greater 

level of revenue stability for SSU. This occurs because a greater proportion of SSITs 

revenue is collected from the base facility charge which is not dependent upon 

consumption. SSU is guaranteed to collect these revenues, all else equal. But, this 

does not enhance conservation, as Dr. Whitcomb admits in his Waterate 

documentation 

Remember that one of the best ways to reduce water 

consumption is to shitl cost recovery from the fixed 

charge to the quantity charge. You can lower meter 

charges and increase water price and still collect the 

same revenue. [Response to Citizens Document 
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Request 23 .] 

Would you please discuss the criteria used by the Southwest Florida Water 

Management District (SWFWMD), as developed by Brown & Caldwell, to assess 

whether a rate structure is considered conservation promoting? 

Yes. The study developed by Brown & Caldwell uses four criteria to evaluate the 

effectiveness of a utility's rate structure in promoting water conservation. They are 

rate structure form, allocation of costs to fixed versus variable charges, sources of 

utility revenue, an - communication on the customer's bill. 

The first criterion judges the relative c o m a t i o n  promoting potential based upon the 

type of rate structure. The types of rate structure include: uniform quantity charge, 

inclining block quantity charge, seasonal block charge, and fixed monthly charge. 

The second criterion judges the conservation potential based upon the allocation of 

costs between the fixed and variable component, Le., the base facility charge versus 

the gallonage charge. The more of a utility's revenue requirement collected from the 

gallonage charge the greater the conservation potential. 

The third criterion, the source of revenue, considers the portion of a utility's revenue 

requirement obtained from rates as opposed to other sources, like tax receipts, 

connection fees, and turn-on fees. 
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The fourth criterion, communication, evaluates the communication about rates and 

consumption on customers' bds. It scores the utility's conservation potential relative 

to whether rate and consumption information is included on the customer's bill. 

The Brown & Caldwell study assigned a weighting factor to each of these criterion. 

They are as follows: 
I 

Rate Structure Form 20% 

Allocation of Costs 40% 

Sources of Revenue 3 0% 

Communication 10% 

As admitted in the study, these criteria are subjective and others might weigh them 

differently. 

After the weighting system was developed, the Brown & Caldwell study ranked and 

scored the various options within each of the four criteria. I have attached the 

complete scoring system included the Brown & Caldwell study as Schedule 2 of my 

exhibit. For example, as shown on Schedule 2, within the rate structure form 

criterion, an inclining block rate structure, where the ratio of the tail block charge to 

the first block charge is greater than 1.5 times and the first block threshold is less than 

or equal to  125 percent of the average monthly use for the class, a score of 3.5 is 

achieved. A nonseasonal uniform charge receives a score of 2.5. 
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With respect to the allocation of costs to the fixed and variable component, Brown 

& Caldwell assigned a high score of 5 to rate structures that recover between 90 and 

loo?! of revenue from the quantity component and a score of 1 to rate structures that 

recover between 50-S9% of revenue from the quantity component. As depicted on 

this schedule, the sources of utility revenue range from a high score of 5, when 90 to 

1ooO! of a utility's revenues are collected from rates and charges to a low of 1 when 

50 to  59% of a utility's revenues are collected from rates and charges. The last 

criterion, ranks the conservation potential of a utility': rate structure based upon the 

information provided on the customefs bill. The more information a customer is given 

about his or her rates and water usage the more likely he or she will respond to price 

signals. As shown, ifa utility's bill contains rates, water use in the current month and 

water use in a similar period of a prior year and/or and average from a prior year, a 

score of S is achieved. On the other hand, if a utility's bill shows no information on 

rates or usage, a score of 1 is achieved. 

According to the Brown & Caldwell study, in order for a utility's water rates to be 

defined as conservation promoting it must achieve a score of at least 3.2. While the 

weighting and scoring system developed by Brown & Caldwell is not perfect, it can 

be used by the Commission as a starting point to evaluate the relative effectiveness 

of a utility's rate structure proposals. 

Do you agree with SSU's rate design proposal? 

No, I do not for several reasons. First, the Company's proposal shifts more risk for 
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revenue collection from SSU's stockholders to its customers. I do not believe this is 

necessary. 

Second, while SSU claims that its rate structure qualifies as a conservation rate 

structure, it cenainly is not the most aggressive conservation rate structure. In fact, 

its proposal is less conservation oriented than its prior rate structure. Relative to a rate 

structure which collected 33% from the BFC and 67% from the gallonage charge, 

SSU's proposal reduces the cost per 1000 gallons of water, thereby, providing less of 

a financial incentive for customers to reduce consumption. The 3.2 score of SSU's 

proposed rate design is the lowest possible score which can still be considered a 

water conserving rate structure. 

A review of some of SSVs internal correspondence. suggests that its goal with respect 

to rate structure is more revenue stability than conservation In a letter SSU wrote 

to Dr. Whitcomb, SSU stated: 

One area of discussion will be your ideas on revenue 

stability. Currently our commission is looking at 

something like 30% of revenues coming from 

our ked charge versus 70% from the variable 

charge. In the past we have also had 40% 

coming from fixed, and there is one instance 

(in a high per capital consumption plant) of 

17 
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20% of revenues being generated from fixed 

charges. The company's stance is that 

something closer to 50% should come from 

our 6x4 charge. To give you an example, last 

year there was a substantial increase in rainfall 

from recent years, which causes a company's 

revenues to be volatile ifa substantial amount 

of those revenues are generated from the 

variable charge. We would like to discuss what 

effects the fixed charge percentage and the 

implementation of a conservation promoting 

rate structure would have on the stability of 

company revenues. [Response to Citizens 

Document Request 107.1 

. .  

Third, while moving from a 33/67 split between the BFC and gallonage charge to a 

40/60 split allows SSU to stay within the score of 3.2, it is a move in the wrong 

direction. I do not believe the Company, which apparently believes itself to be a 

water utility which promotes water conservation, should move in a direction which 

gives customers less of a price signal to conserve water. SSU's proposal, in my 

opinion, is illogical. MaFy of SSU's systems operate in water resource caution areas 

or proposed water resource caution areas. SSU's rate design is inconsistent with 
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reducing consumption in these areas 

Southern States has recognized the precious and limited nature of Florida's water 

supply. 

Since Florida's aquifers hold so much fresh water, 

many residents view the supply as endless. 

Unfortunately it is not. In many parts of our State, 

there is visible evidence of the severe depletion that 

has and is occuning within our underground reservoir 

system due to population growth, development, and 

salt-water intrusion. 

Much of Florida's natural resources and a large portion 

of our economy is dependent on an adequate supply of 

high-quality fresh water. But, providing enough clean 

water for Florida's hture is becoming a major 

challenge. Floridians consume water at a rate matched 

by few other states. In fact, we are second only to 

California in water consumption. [Response to 

Citizens Document Request 247.1 

Despite its stated concerns, Southern States proposes to move its rate design in a 
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direction that produces less water conservation than previously approved by the 

Commission. SSU suggests that although it has moved in a direction away from 

conservation the Commission should take comfort in the notion that they are still 

within the subjective conservation designation of the Brown & Caldwell study. This 

should be no comfort at all. SSU chose the 40/60 split because it produced a result 

within the conservation designation. In my opinion, SSU should move in a direction 

that gives a better price signal and produces more, rather than less, conservation. 

Do you have a recommendation for a rate structure that is more conservation oriented 

than the one proposed by SSU? 

Yes. I recommend that the Commission approve a rate structure which collects 25% 

of SSU's revenues from the base facility charge and 75% from the gallonage charge. 

The Commission should continue the existing 20/80 split BFUgallonage for Marco 

Island. Because the customers of this system consume an above average amount of 

water it would be appropriate to continue with the existing 20/80 rate structure. 

The 25/75 split between the BFC and the gallonage charge for SSUs other systems 

will move SSU to a more water conserving rate design. I developed the split between 

the BFC and the gallonage charge using the criteria set forth in the Brown & 

Caldwell study, The spilt that I recommend will move SSU up one notch under the 

cost allocation criterion set forth in the Brown & Caldwell study and will produce an 

overall score of 3.6. Inclusion of historical consumption information on SSU's 

customers' bills will boost SSU's overall score to 3.7. 
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Can you give an example of how your recommendation would impact rates compared 

with SSUs proposal? 

Yes. Assume the monthly revenue requirement for a residential customer consuming 

10,000 gallons per month is $35.00. Under the 40/60 split requested by SSU, the 

customer's rates would consist of a BFC of $14.00 and a gallonage charge of $2.10 

per 1,000 gallons. Under my recommendation, this exact same set of circumstances' 

would produce rates of $8.75 for the BFC and $2.63 for the gallonage charge. If this 

customer's consumption pat'-ms change, the latter rate structure will send a better 

price signal than the former. For example, assume this customer consumes 20,000 

gallons in the next month. His or her total bill will increase to $56.00 under SSU's 

proposal and to $61.35 under my proposal. Thus, under SSU's proposal while a 

customer's consumption increased by 100% his or her total bill only increased by 

60% However, under my recommendation the customer's bill would increase by 

approximately 75%. 

The opposite is also me. If a customer conserves water, his or her total bill will 

decrease more under my proposal than under S S U s  proposal. Assume the same 

circumstances as above, but the customer consumes only 5,000 gallons in a month. 

Under SSUs proposal, the customer's bill would be $24.50, for a decrease Of 23%, 

with a decline in consumption of 5O?h. Under my recommendation the customer's bill 

would decline to $21.90--a decrease of 37%. 

Are there other rate structures that also promote water conservation? 
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Another rate structure that may enhance water conservation is an inverted block 

rate. Under such a rate structure, the gallonage charge would increase as customers 

consume more water. Typically, such rate structures are done in blocks, such that the 
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first block recognizes the average or typical water consumption of a customer. Any 

consumption in excess of this typical level would be priced higher, recognizing the 

increased cost associated with producing this additional water. 

Conservation Program 

Please turn to the third section of your testimony. Would you explain SSU's water 

conservation program? 

Yes. SSU has three water conservation programs. The first is a general water 

conservation program designed to educate customers about basic water conservation 

practices. The second is a pilot program targeted at Marco Islands customers. The 

third is a program to gear up in 1996 targeted at six communities: Palisades Country 

Club, Silver Lake Estateflestern Shores, Quail Ridge, Dol Ray Manor, Sugar Mill 

Woods, and Valrico Ws. According to Ms. Kowalsky, SSUs conservation witness, 

these communities were selected primarily because they had high average monthly 

consumption for the past four years. 

18 

19 

20 

SSUs statewide conservation program began in 1991 and includes communication 

and public education as well as operational efforts regarding unaccounted for water 

21 
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and meter change out programs. The program for Marco Island began in December 

1994. It consists of public education programs including workshops, open houses, ! 

22 



i 

2721 

1 

2 

- 
3 

4 

5 

6 

7 

a 
9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

newspaper advertising, feature article placement, a conservation newsletter, school 

programs, trolley signs, an annual Christmas float, and stickers. The program also 

includes a promotion of indoor conservation retrofit devices. Initially the kits were 

made available at no cost. Now the kits are available for $6 each. Each kit contains 

a low flow showerhead, kitchen and bathroom aerators, and a toilet tank bag. The 

program also includes water audits for high volume residential and multifamily users. 

In addition to the water audit, participants were offered a $50 rebate toward an 

irrigation shut-off device. Beginning in 1995 as part of SSL": enhanced efforts on 

Marco Island, SSU anticipates expanding its rebate offer to include a broader 

audience and it will include rebates for both low flow toilets and moisture sensing 

devices. 

The expanded program beginning in 1996 for the six targeted communities is to 

include an alleged extensive public education program, free indoor retrofit kits, water 

saving toilet rebates, and rebates for irrigation shutoff devices. In addition, SSU 

proposes to survey customers to assess the effectiveness of the program. 

To account for the expected consequences of SSU's conservation efforts the 

Company has reduced test year billing units by a total of 142,788,000 gallons. Of this 

amount, 63,765,500 M o n s  relate to the six targeted communities and 79,022,500 

gallons relate to Marco Island. This information is reflected on Schedule 3 of my 

exhibit. 
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As depicted on Schedules 4 and 5, SSUs water conservation program is expected to 

cost $524,428 in 1996. As shown on Schedule 4, this compares to a 1995 budget of 

$199,250, actual expenditures in 1994 of $149,743 and actual expenditures in 1993 

of$70,780. SSUs 1996 budget represents a 641% increase in costs relative to 1993, 

a 2500/0 increase relative to 1994, and a 163% increase relative to 1995. Schedule 5 

of my exhibit sets forth the detail of SSU's conservation expenses for 1995, the 

proforma adjustment for 1996, and the total budget for 1996. 

Do you have any general comments with respect to SSU's conservation program? 

Yes, I-do.'SSU has not demonstrated that its conservation program is cost effective. 

It has provided no analyses comparing the various alternative conservation methods 

that are available to it and its customers and the costs and benefits of each. In my 

opinion, this is a hndamental flaw in SSU's proposal. SSU has failed to demonstrate 

that any of its water conservation programs are cost effective. In the Citizens' 

document request 215, SSU was requested to provide a copy of all costbenefit 

studies or analyses prepared by or for SSU concerning its proposed conservation 

program. In response to this request, the Company produced one memo on the 

alleged effectiveness of the Marco Island high volume user audit program and an 

alleged codbenefit analysis related to other Marco Island projects. Neither of these 

documents are, in my opinion, a codbenefit analysis of SSU's proposed conservation 

program. The two alleged costhenefit analyses do attempt to estimate the impact 

(water savings) of the various conservation measures and the cost to  customers of 

installing the devices, but they contain many assumptions and fail to evaluate the full 
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spectrum of alternatives available to SSU and the entire cost of the programs 

Do you see other problems with SSUs proposed conservation program and 

expenditures? 

Yes, there are several. First, SSU has proposed a 1996 proforma adjustment to its 

1996 budgeted conservation expenses of $321,290. Without a proper costlbenefit 

analysis SSITs request is highly questionable. There are several problems wit6 SSU's 

1996 proforma proposal. For example, the 1996 proforma adjustment includes 

$14,080 for conservation expenses associated with Valrico Hills. According to 

Ms.Kowalsky, this system was included as one of the targeted communities because . 

it was in the Southwest Florida Water Management District's Southern Water Caution 

Area and it had consumption in excess of the 110 gallons per capita per day goal 

established for these areas. Ms. Kowalsky noted that it was not one of SSU's systems 

with the highest water consumption. I would suggest that SSU look to the price these 

customers have been charged, for an explanation as to why consumption is relatively 

high. The cost per 1,000 gallons of water for residential customers in this system is 

$60. This is roughly half of SSU's current rates. 

Another concern that I have with respect to SSU's I996 proposal relates to the cost 

and associated water conservation resulting from the free retrofit kits. As shown on 

Schedule 6, the 1996 proforma adjustment includes $60,180 for these kits. SSU's 

consultant provided SSU with information stating that based upon information 

obtained from similar efforts in Tucson Arizona the impact from low flow 

25 
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showerheads was small due to the high rate of removal of cheap deviies'. [Response 

to Citizens Audit Request 24.1 Furthermore, SSU has assumed that of the total 

number of kits given away, only 50 to 60% of customers will actually install the 

devices. This seem rather inefficient. A more cost-effective option might be to offer 

a rebate after the devices are installed. Under this scenario, only those customers that 

actually install and use the devices would receive the equipment free of charge. If not 

used, the rest of SSUs customers will not be asked to  pay for the retrofit kits. 

Another alternative would be to charge customers for perhaps 50% of the cost of the 

retrofit kits. Customers would be more likely to install the kits if they had to pay for 

t he4  than ifthey were provided free of charge. SSU did not prepare any analysis of 

the various costs of such alternative or of the associated penetration rates. Such an 

analysis would enhance SSWs decision making and lead to a more informed decision. 

With respect to the six targeted communities and to Marco Island, SSU proposes to 

spend $20,850 for rebates associated with irrigation shut-off devices. It is unclear to 

what degree these devices are effective. According to a survey of local contractors 

done by Image Marketing, rain sensors may not be effective. For example, Capri 

Landscaping told Image Marketing that rain sensors only kick in when it is raining and 

they only operate for 2 to 3 hours after any given period of rain. Likewise, 

Thompson Irrigation indicated that they tried to install soil moisture sensors a year 

I would note that SSU apparently proposes to upgrade the hts for the targeted community. But it is not 
clear ifthey would still be considered "cheap'. 

1 
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ago, but they did not work. Thompson Irrigation lost money on the venture because 

they were forced to put in extra work trying to get the sensors to work. Image 

Marketing wrote to SSU stating: 

Here's what we found out locally concerning firms 

willing and able to install sensor devices. From what 

we have learned, there isn't much knowledge on 

Marco--or generally in Naples-concerning the value 

and use of water sensor devices .... We would need 

some positive PR to make the islanders aware of the 

sensors to the point they would be willing to pay to 

have them installed. [Response to Citizens Document 

Request 221 .] 

Do you see any other problems with SSU's water conservation proposal? 

Yes. It is d&dt to distinguish what portion of SSUs water conservation advertising, 

open houses, poster contests, parade floats, stickers, trolley signs, and the like are 

really conservation efforts as opposed to public relations efforts. My review of the 

invoices and memorandum submitted by SSUs marketing consultant indicates that the 

Company's ostensible conservation program is designed to enhance SSU's image as 

well as to produce water conservation. 

For example, since 1993 SSU has sponsored a float in the Christmas parade on 
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Marco Island and has budgeted for one in 1995 and 1996. Regarding the 1993 parade 

float, SSU's marketing consultant wrote in a memo: "The parade went very well, and, 

judging fiom the reaction ofthe crowd, the float was a big hit. The float looked great 

(will send you photos as soon as they are processed) and everything went very 

smoothly .... You can score this one as a positive PR effort all the way." [Response to 

Citizens Document Request 221 .] In an analysis of the Marc0 Island conservation 

prograndcommunications budget, SSUs marketing consultant indicated that the 

trolley signs were "a god  SSU image builder." With respect to the possible billboard 

signs the consultant noted: "Also an excellent image builder." Regarding special 

events, the consultant noted that such efforts were "good community image builders, 

but expensive and time consuming for limited exposure." Concerning the school 

programs sponsored by SSU, Image Marketing (SSU's marketing consultant) wrote: 

"Good image building opportunity which offers PR possibilities." [Ibid.] With respect 

to other efforts, bills from the Company's marketing consultant often use the 

designation "public relations" concerning several alleged conservation programs. For 

example, with respect to the conservation kits, the consultant's bill states: "fax release 

to client for approval, prepare and distribute to media with photos, fax clip of PR to 

client." Concerning the poster contest, the consultant's invoice reads: "Poster Contest 

PR: Write copy for press release and revise." Similar "public relations" designations 

are noted with other alleged conservation expenditures. 

SSU essentially claims that all of these costs are consumer education or conservation- 
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related costs. I do not agree. SSU is spending considerable amounts of money on 

advertising and other public relations efforts that are not solely designed to enhance 

conservation. That portion of the costs associated with SSUs "public relations" 

efforts should not be borne by ratepayers. The Commission has consistently 

disallowed public relation costs in the past. In Order No. 10306, the Commission 

found that Florida Power & Light Company had included in its expenses costs related 

to an exhibit at Disney World, floats for parades, membership in Reddy Services, Inc. 

and expenses of the companj+s energy advocate program. The Commission concluded 

that only the latter expense should be allowed for ratemaking purposes and that the 

other expenses were removed as public communication expenses. [Order No. 10306, 

p. 28.1 

The Commission has also held that the burden of proving the reasonableness of 

advertising expenditures in on the utility: 
1 

... it is incumbent upon a utility to affirmatively 

demonstrated that such charges [advertising] are in the 

interest of ratepayers. [Order No. 7018, p. 9.1 

SSU has provided no such demonstration in the instant proceeding. 

Have you identified any other problems? 

Yes. SSU has budgeted $20,000 for residential water audits on Marco Island. 

However, the last time SSU performed water audits for residential customers the 

audits were not well received. Specifically, only 7 of 17 residential customers 
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contacted participated. This is in stark contrast to the commercial audits where 66 of 

the 78 customers contacted participated in the study. It is not clear that the proposed 

$20,000 for residential audits would be used. 

Other concerns I have relate to SSUs budgeted expenses for "conservation" 

workshops. In her deposition, Ms. Kowlasky indicated that the last consdrvation 

workshop she attended in the fall of 1995 on Marco Island only drew 25 customers 

even though all customers on the island w v e  informed. The year-round population 

of the island is approximately 1 1,000 with this amount increasing threefold during the 

tourist season. Ms. Kowlasky explained that she thought there were extenuating 

circumstances associated with this workshop that may have accounted for the low 

turn out. At another public meeting on Marco Island, SSU's marketing consultant 

reported that: "While the turnout was a little disappointing (64 at its peak, not 

including media or SSU officials), it can't be blamed on lack of publicity." [Response 

to Citizens Document Request 22 1 .] Considering the population on Marco Island, 

the turnouts for these two meetings seem dismal at best. SSU has provided no 

evidence that these workshops were or are cost effective. 

Has SSU expended funds in the past associated with its conservation efforts that were 

not cost effective? 

Yes. SSU conducted a survey on Marco Island of customers that installed retrofit 

kits. This survey was conducted on the advice of its marketing consultant despite a 

conclusion reached by the same marketing consultant that it would not yield the 

. 
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desired results. 

Tracking must be done from the outset, not by billings, 

which contain too many variables, but with set 

formulas to guarantee accuracy. Even so, I feel we 

should go ahead with the Marc0 Island retrofit survey, 

even if a bit after the fact. The information, at a 

minimum, will give us a valuable look at customer 

usage, attitudes and perceived water savings, as well 

as serve as a good PRlconservation tool. Whether we 

will be able to develop hard data from it is another 

question. [Response to Citizens Audit Request 24.1 

In my opinion, this recommendation from SSU's consultant should have been 

questioned. What was the real impetus for the survey--water conservation results 

which could not be effectively developed--or enhanced public relations? 

Has SSU evaluated the relationship between its rate structure, alternative rate 

structures, and its proposed conservation program? 

No. Southern States' conservation expert had no knowledge concerning the 

relationship between the two. It became clear to me, during her deposition, that the 

conservation committee did not evaluate how rates might affect conservation relative 

to spending $524,430 on specific targeted programs. In addition, in response to the 

Citizen's interrogatory 274, SSU stated: "SSU has not made a comparison between 

the projected water saving that could result from the enhanced conservation program 
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and the water savings that could be achieved from any particular rate design " In my 

opinion, this is another fUndamenta1 flaw in SSUs approach to its conservation 

program SSU is essentially asking its customers to pay considerable amounts of 

money to help produce conservation when a change in its rate design could produce 

the same or more conservation for a fraction of the cost. 

What are your recommendations with respect to SSU's water conservation program?. 

Given SSUs lack of overall conservation planning and costhenefit analyses the 

Commission would be justified in disallowing all of SSU's conservation expense. 

Nevertheless, I recommend that the Commission allow some of SSUs expenditures, 

specifically, $175,957. This produces a disallowance of $313,473 associated with 

SSUs conservation expenses. In addition, the Commission should remove fiom 

SSUs expenditures $35,000 to recognize that the South Florida Water Management 

District is assisting SSU with the funding of some of these programs. In total I 

recommend that the Commission disallow $348,473 of SSUs proposed 1996 

conservation expenses. 

I have allowed some conservation expenditures because it is my understanding that 

the water management districts require SSU to have a public education program in 

order to qualify for a consumptive use permit. I have also allowed most of the 

expenses associated with the Marc0 Island conservation program because of the high 

consumption per customer on the island and the potential water shortages faced by 

this community. I have disallowed all costs associated with the six targeted 
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communities because SSU has not shown that the conservation programs are cost 

effective and because SSU can gain as much or more conservation by merely changing 

its rate structure. This is decidedly less expensive than SSUs proposal. I also have 

disallowed all costs associated with public relations efforts. If the Company's 

description indicated that it was public relations-related, I disallowed the cost. In 

addition, I recommend disallowance of one-half of SSVs advertising costs which SSU 

claims are conservation related. SSU has not demonstrated that these ads are in fact 

solely designed to produce water conservation. In fact, my review of past 

advertisements suggests that they are designed for both purposes-public relations and 

conservation. I also recommend disallowance of the water audit cost and survey costs 

associated with Marco Island for the reasons previously described. 

Next, I recommend that the Commission disallow a portion of the cost associated 

with sponsorship of a 1996 conservation education program. SSU has not justified 

the increase in 1996 expenditures budgeted for this program. In fact, SSU has not 

provided any information on the nature or benefits of this sponsorship. Finally, as I 

just mentioned, SSU will receive %35,00d in cost share fmds from the South Florida 

Water Management District. SSU failed to take these funds into consideration when 

developing its 1996 budgeted expenses. Since SSU will not incur these costs, they 

should not be recovered from ratepayers. My specific recommendations are set forth 

SSU has d w d  approvd of its request for $1 0,oOO lo fund its 1 995 water conservation rebate program. 
SSU has submined a propmal for funding of $25,000 in 1996. According to SSUs response to Citizens's 
Document Request 163, the 19% request has been approved 

2 
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on Schedule 7. 

Gain on Sales and Equity Adjustments 

Please turn to the fourth section of your testimony. Has SSU recently sold assets for 

which it recognized a gain on the sale? 

Yes, these gains, and in one instance a loss, are shown on Schedule 8 of my exhibit 

As shown, the largest after-tax gain, $19,088,063, occurred in 1994 when SSU sold 

its Venice Garden Utility (VGU) to Sarasota County, under the threat of 

condemnation. I have included the total pre-tax gain on this system as an after-tax 

gain due to the unique tax circumstances of sale. Apparently, SSU took a special 

election on its income tax return such that income taxes were minimized or deferred. 

W e  I believe a portion of the total gain was taxed or deferred, SSU has, to date, 

refused to provide a copy of SSU's income tax returns as requested by the Citizens. 

If these are provided, I will adjust this figure accordingly. In addition, other 

adjustments may arise when SSU produces its income tax returns. 

SSU also recogruzed two gains from parcels of land sold at its Spring Hill system in 

1995. These two sales produced after-tax gains of $33,394 and $44,866. In addition, 

SSU anticipates selling its River Park system in 1995 for an anticipated gain of 

$33,726 and another parcel of land at Spring Hill for an after-tax gain of $201,950. 

SSU also incurred a loss of $115 associated with the sale of land in Seminole 

County. In total, these gains and the one loss amount to $19,401,882. 

Are you proposing that part of the gain on these sales be passed along to Southern 
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States' customers? 

Yes. I am recommending that these gains be amortized over a period of five years 

consistent with the Commission's rules concerning non-recurring items. According to 

SSUs response to the Citizens' interrogatories 207 and 55, all of these assets were 

included in rate base as 100% used and usefbl. SSU recognized other gains during 

1993 and 1994, but the associated assets were not included in rate base. I have, 

therefore, not included these other gains in my calculation of the amount of the gain 

that should be amortized above the line for rate making purposes. 

SSU is likely to claim that the proceeds from the gain on the sale of VGU do not 

belong to the customers regulated by the Florida Public Service Co&ssion, since 

the Venice Garden system was not under the Commission's jurisdiction at the time 

of the sale. In fact, when the Citizens initially requested information concerning gains 

on sales of utility assets SSU did not provide the information with respect to Venice 

Gardens, allegedly because it was not an FPSC regulated system. This howevgr, 

contradicts the Commission's recent decision in Docket No. 930945-WS, where the 

Commission found: 

..,we find that SSU is a single system whose service 

transverses county boundaries. As such, this 

commission has exclusive jurisdiction over SSUs 

existing facilities and land in the State of 

Florida ....[ Order No. 95-0894-FOF-WS.] 
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Given that the Company strongly advocated the position that the Commission had 

complete jurisdiction over all of its systems, I find it disturbing that SSU failed to 

initially provide the Citizens with the information requested concerning all systems 

and assets sold. 

Why do you believe that these gains should benefit Southern States customers? 

There are several reasons why these gains should be shared with ratepayers.. First, 

in past proceedings this Commission has required utilities to share with ratepayers the 

gain on the sale of utility property. For example, in Docket No. 82007-EU the 

Commission stated: 

In Docket Nos. 81002-EU (FPL) and 810136 (Gulf 

Power), we determined that gains or losses on the 

disposition of property devoted to, or formerly 

devoted to, public service should be recognized above- 

the-line. We consider it appropriate to treat this gain 

in the same manner ._.. [Florida Public Service 

Commission, Docket No. 820007-EU, Order No 

11307, p. 26.1 

The Commission should continue with its precedent and attribute the gain on the sale 

of these assets and land to ratepayers. 

Second, with respect to the land sales, I question how SSU could sell land that was 

previously included in rate base as 100% used and useful. One must question why 
P 

36 



2735 
1 

1 
r' 

,-- 

! 

1 

5 

6 

7 

8 

9 

IO 

11 

12 

13 

14 

15 

16 

17 

18 

customers were asked to provide a return on land included in rate base that, by its 

very sale, indicates that it was not used and useful. Absent unusual circumstances, 

SSUs past actions have required ratepayers to provide a return on land that was 

apparently not used and useful. Accordingly, consistency would require that the 

Commission allow customers to receive the benefit from these gains. 

Third, while Southern States will claim that no costs of the VGU system are being 

borne by the remaining FPSC regulated systems, this is not completely accurate. 

Because of the sale, FPSC systems, as well as the other systems, are absorbing the 

A&G and general plant costs that would have been allocated to VGU had it not been 

sold. Thus, indirectly through the allocation of common costs, Southern States' 

customers are paying for a portion of the costs that would have been allocated to 

VGU. 

For these reasons, I believe the Commission should impute to the benefit of Southern 

States customers a portion of the gain on the sale of Venice Garden and the 

properties at Spring Hill, the anticipated sale of the River Park System3 and the 

anticipated sale of land at the Spring Hill system. 

19 Q. In SSUs last rate case the Commission determined that the gain on sale of an SSU 

20 system should not be shared with ratepayers. Do you agree with the Commission's 

P 

Ifthe commission adopts my recanmendation with respect to the gain on sale of the Kver Park system, 
it would need to consistently adjust the allocation of administrative and general and customer expenses 
to remove these customers &om the allocation factor and redistribute the costs. 

3 
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decision? 

No. In addition to the reasons addressed above, there are several other reasons the 

Commission should allocate of portion of the gains to customers. First, as I mentioned 

earlier, the Commission has determined that all of SSU's  systems are under its 

jurisdiction, as such, the gain on sale resulting from the VGU system should be 

shared with all customers of SSU regulated by the Commission. . 

Second, in the past, under circumstances similar to the present case, the Commission 

has required customers to absorb the loss on the sale of an entire system. Specifically, 

in Order No. 17168 the Commission found: 

Subsequent to the test year, Southern States sold the 

Skyline Hills water system to the Town of Lady Lake 

We believe the gain or loss on the sale of a svstem 

should be recognized in settine rates for the remaining 

svstems Based on the net investment in plant by the 

utility, closing costs, and the purchase price, the sale 

of the Skyline WS system resulted in a loss of $5,643 

This loss should be amortized over a three-year period 

resulting in an annual expense of $1,881. [P 9, 

emphasis added ] 

It would be unfair for the Commission in the above instance to require the customers 

to absorb a loss after the sale of an entire system, but not to similarly allow them to 
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share in any of the associated benefits. Unless the Commission consistently treats 

gains and losses the same, customers will be caught in a "catch 22"--if it's a loss, 

customers pay, but if it's a gain, customers get nothing. 

Third, SSU anticipates selling other systems in the future. In his deposition, Mr. 

Sweat indicated that his recommendation to divest several additional systems was 

viewed favorably by SSU's management. Mr. Sweat's recommendation comes from 

a draf? strategic plan developed by himself and others. This plan specifically targeted 

several systems: 

... this look at ourselves must include a look at systems 

such BS Marc0 Island, Kingswood, Oakwood, Holiday 

Haven, Leliani Heights, Fox Run, Fisherman's Haven, 

Beecher's Point, Wootens, Tropical Isle, Jungle Den 

and Sunny Hills. An evaluation over an eighteen 

month period will be conducted on the feasibility of 

SSVs divestiture [ofl these and other specific satellite 

operations. A critical look will be given to certain 

operations that fall into singular categories such as: 

. geographically strains operating and 

maintenance performance 

. stagnated growth or no growth 

. politically correct 
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. water supply originates from another 

source 

. exceptionally high operating cost 

. capital intensive 

These systems for the most part are stifled by small 

customer numbers, geographical distances, inhibiting 

water purchase agreements, etc. pesponse to Citizens 

Document Request 161.1 

It is evident from SSUs strategic plan that it anticipates sales in the hture and that 

such sales will be a recurring item. 

Fourth, SSU wiil undoubtedly argue that VGU has always been treated as stand alone 

for ratemaking purposes. While true, this does not mean that there have not been 

costs incurred for the benefit of the VGU system that were in fact paid for by the 

other systems of SSU. SSUs method of allocating all administrative and general 

expenses requires that all customers share in these costs regardless of which system 

incurred the expense. For example, in the Marco Island rate case Docket No. 

920655-WS, I testified that the Company incurred approximately $14,000 in legal 

fees concerning either permitting or EPA and/or DER violations for the Venice 

Gardens system. [Response to Citizens Interrogatory 307, Docket No. 920199-WS 

and Citizens Interrogatory 64, Docket No. 9206S5-WS.] These fees were not directly 

charged to the VGU system, but were instead charged to all customers of SSU, 
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contrary to my recommendations. While the amount in this particular instance was 

not large, SSU has made it a policy to treat all of its systems as if they were one, 

allocating all administrative and general expenses and customer expenses regardless 

of what system the expenses were incurred to benefit. Either SSU is one system as 

it argues, or it is not. Under SSUs theory---it is one system--there should be no 

distinction between one group of customers and the next--all should share in the costs 

and all should share in the benefits, including gains on sales. 

Schedule 8 also includes the gain on sale from the St. Augustine Shores system. 

Would you explain why you have included this gain? 

Yes. As I mentioned above, the Commission did not approve of sharing this gain with 

customers in the last case. However, I respectfully disagree with the Commission's 

decision in that case and I believe that given that SSUs customers have been required 

to absorb losses from sales of entire systems, that it is only fair that they likewise 

share in the gains. Accordingly, I have included in my calculation of the gains that 

should be attributed to ratepayers the gain on St. Augustine Shores. 

Have you developed a recommendation concerning the amount of the gain that 

should be attributed to Southern States' customers? 

Yes. Using the number of customers as a basis to distribute the gain between the 

various systems, I determined that Southern States filed FPSC systems' share of the 

gain is $16,817,059. I recommend that the gain be amortized over five years, so the 

adjustment to increase test year net operating income would be $3,363,412. 

Have you attributed any of these gains to stockholders? 
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Yes, I have With respect to the gain on the sale of the VGU system , I attributed the 

portion ofthe gain that would have been allocated to VGU had it still been a part of 

the SSU family. The portion of the gain that I attributed to SSUs stockholders was 

$1,651,117. I made the same type of allocation with respect to the sale of St. 

Augustine Shores, with $1  18,020 attributed to shareholders. 

With respect to the other assets, systems, and land that was sold or anticipated to be 

sold, I attributed 3% to stockholders. I believe the remainder, 97%, should be 

moved above the line. The percentage attributed to stockholders is based upon the 

percentage of SSUs efforts devoted to its acquisition program. For these gains, I 

have estimated the after tax gain to be $3 13,820. Of this amount $304,405 should be 

moved above the line and attributed to SSUs remaining customers. Using a five year 

amortization this produces an adjustment to test year net operating income of 

$60,881. 

Do you have an alternative recommendation if the Commission does not adopt yo& 

primary recommendation? 

Yes. Ifthe Commission treats these gains as non-utility or does not pass them along 

to ratepayers then I believe that, at a minimum, the associated dollars should be 

removed from the equity portion of SSUs capital structure. Assuming the 

Commission makes the determination that these funds are nonutility and thus belong 

to stockholders not ratepayers, then it is only appropriate that these funds be removed 

&om equity. This Commission has historically determined that nonutility assets should 

. .  
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be removed from the equity component of the capital structure. In my opinion, a 

determination that these funds should not be attributed to ratepayers is analogous to 

attributing them to nonutility functions. As such, SSUs equity should be reduced by 

$8,940,411. This amount is net ofthe $12.0 million SSUs paid to MPL in the form 

of dividends in 1994. This adjustment would reduce SSU's requested overall cost of 

capital structure from 10.32% to 10.20%--with an associated reduction to SSUs 

requested net operating income of $189,463 and a reduction to its revenue 

requirement of $322,977. 

Do you recommend any other adjustments to the equity component of SSUs capital 

structure? 

Yes, as depicted on Schedule 9, I recommend that the Commission adjust the equity 

component of SSUs capital structure to recognize the refund the Commission ordered 

SSU to make pursuant to Order No. PSC-95-1292-FOF-WS. In that Order the 

Commission ordered SSU to rehnd the difference between the statewide rates 

approved in Docket No. 920199-WS and the rates approved in Order No. PSC-95- 

1292-FOF-WS. As a result of this refund of approximately $8.2 million, SSU will 

incur a reduction to its 1996 net operating income of approximately $4.8 million or 

more, depending upon when SSU makes the refund 

I also recommend that the Commission reduce SSU's equity ratio to remove the 

general plant allocated to its gas operations. It appears that SSU only removed the 

direct investment in its gas operations from the equity component of its capital 
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indicated in its response to Citizens's interrogatory 97, that to develop a model to 

accurately measure the impact of weatherhinfall "would be extremely complex and 

unduly costly to prepare and maintain." [Response to Citizens Interrogatory 97.1 

Have you reviewed any data which demonstrates that rainfall was abnormally high 

during the period used by SSU to average test year billing units? 

Yes. Schedules IO through 15 demonstrate that rainfall was abnormally high for the 

years 1991 and 1994. For the years 1991 through 1994 rainfall for the majority of 

SSU's systems was above average. SSU's method of developing projected test year 

billing units is flawed and significantly understated projected test year consumption 

and revenue. 

The information presented on these schedules was obtained from SSU's response to 

StafPs interrogatory 14. This response contained rainfall data obtained by SSU from 

each NOAA station closest to fourteen of SSU's service areas. The rainfall data 

collected accounts for 96.6% of SSU's total residential consumption. The data 

collected showed inches of rainfall for the period 1960 to 1994 and it compared the 

average annual rainfall for the period 1960-90, where available, against 1991, 1992, 

1993, and 1994. I have presented a summary of this data on Schedule 10. This 

schedule shows that in almost all service areas, the rainfall experienced in 1991 and 

1994 was abnormally high, and in several instances the rainfall experienced in 1992 

was unusually high as well. For example, in the service area that contains Beacon Hills 

and Woodmere, the rainfall experienced in 1991 was 35.32% above the average for 
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on-line with N O M .  He is checking with the 

climatolo@st at Southwest Water Management 

District to see where the data is available From. 

This doesn't mean he can't do the study, just 

that it may not be as in depth as originally 

proposed. To gather data manually from 

different sources would hold up the study by 

several weeks, which we don't have. 

[Response to Citizens Document Request 

107.1 

For some unknown reason SSU abandoned its efforts to duectly adjust its 1994 billing 

units to account for the impact of abnormally high levels of rainfall. SSU, however, 

did have Dr. Whitcomb prepare an analysis that examined the impact of weather (Net 

Irrigation Requirements) on SSU's consumption. This analysis was not used for 

purposes of the instant rate case. 

SSU maintains that its method of determining test year billing units helps solve some 

ofthe problems associated with its failure to normalize its billing units. This results 

b s e  SSU has averaged four years worth of data. The implicit assumption in SSUs 

rationale is that while in some years the rainfall might be high in other years the 

rainfall would be low and on average the result produces billing units that reflect 

normal weather. This is a relatively simplistic and inaccurate assumption. SSU 
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derive its billing units (gallons) for the projected test year, SSU averaged 1991 

through 1994 gallons and then increased this average by the historic compound 

average growth rate in customers over the same period of years. This computation 

was made on a system by system basis. 

The primary 5aw in SSUs methodology is that it has failed to take into consideration 

the impact of weather, in particular rainfall. During 1994 SSUs billing units were 

notably understated due to heavy amounts of rainfall. SSU's management reports are 

replete with references to the abnormal level of rainfall depressing 1994 revenue. 

Likewise, SSUs MFRS indicate the costs for several systems were either higher or 

lower due to the heavy rainfall experienced during the historic test year 1994. 

Similarly, in a letter to Dr. Whitcomb, Mr. Isaacs wrote that: "...last year there was 

a substantial increase in rainfall fiom recent years ...." mesponse to Citizens 

Document Request 107.1 Mr Bencini , in his deposition, also made reference to the 

abnormally high level of rainfall experienced during 1994. 

SSU apparently considered a specific adjustment for the effects of rainfall on its 

consumption data, but for whatever reason rejected using such an approach. In a 

memo to Forrest Ludsen from Tony Isaacs, Mr. Isaacs wrote: 

We may have a slight problem in the weather 

normalization. To do the extensive analysis he had 

originally planned John would need data that are not 
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structure. To be consistent with this adjustment, the Commission should also remove 

$203,924 associated with the general plant that was allocated to its gas operations. 

As shown on Schedule 9, these adjustments reduce SSU's overall cost of capital 

from 10.32% to 10.27%. It also reduces SSUs required net operating income by 

$80,750 and its reduces its revenue requirement by $143,153. This schedule also 

depicts the change in the Company's overall cost of capital using the cost of equity 

recommended by Citizens's cost of equity witness. As shown using a cost of equity 

of 10.10% and the equity adjustments that I recommend, SSU's overall cost of capital 

is reduced to 9.43%. 

Revenue Adjustments 

Please turn to the fifth section of your testimony. Would you discuss the adjustments 

that you have made to SSUs test year revenue? 

I have made several adjustments to SSU's test year revenue. These adjustments are 

depicted on Schedules 10 through 20. Schedules 10 through 18 relate to the issue of 

weather normalization. Schedule 19 adjusts SSU's variable expenses for the increase 

in consumption that I recommend due to SSU's failure to adequately consider the 

effects of rainfall on consumption. Schedule 20 relates to revenues associated with 

new reuse customers on Marco Island. I am also proposing an adjustment for the 

revenue effect of SSUs conservation program. The impact of this adjustment is 

depicted on Schedule 3 .  

Would you please discuss your weather normalization adjustments? 

Certainly. SSU has proposed to use a projected 1996 test year in this proceeding. To 
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the years 1960-90. Likewise, the rainfall experienced in 1992, 1993, and 1994 was 

32.82%, 12.55%, and 32.07%, respectively above the average. For the Marco Island 

and Marco Shores area, rainfall in 1991 was 34.91% above the average, rainfall in 

1992 was 3.15% below the average, rainfall in 1993 was 17.39% above the average 

and rainfall in 1994 was 12.12% above the average. In total, for Marco Island and 

Marco Shores, for theyears 1991-94 rainfall was 15.32% above the 1960-90 average. 

As noted on this schedule there were a few months during 1991-94 where data was 

missing for three service areas. To overcome this problem, I substituted the average 

level of rainfall during the month for the period 1960-90, for the missing months. 

The results of this analysis are depicted on Schedule 11. With data available for all 

service areas for all months, it is possible to compare the total for 96.6% of SSU's 

service area. As shown on this schedule, the average annual rainfall for all of the 

systems for the period 1960-90 was 661.52 inches. This compares to 824.93 inches 

in 1991,761.12inchesin 1992, 635.11 inches in 1993 and 818.23 inches in 1994. €n 

total, rainfall for the period 1991-94 (the period SSU chose to average its billing 

units) was 14.86% above the average of the 30-year period. Clearly, the time period 

used by SSU to estimate 1995 and 1996 billing units is significantly biased downward 

due to the abnormally high level of rainfall experienced during this time period. 

Schedule 12 of my exhibit graphically compares the level of rainfall experienced in 

each of the years 1991 through 1994 to the average experienced over the period 

1960-90. Schedule 13 contains the detailed information supporting Schedules 11 and 

. I  
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12. It shows the monthly rainfall for each of the years 1991 through 1994. In those 

months were there was missing data, I substituted the average for the period 30-year 

period. I have noted when a substitution was made with the use of an astrict. 

I also prepared two similar schedules, but instead of substituting the average for the 

months of missing data, I substituted zero. In other words, I assumed that there was 

no rainfall in the months when there was missing data. This is an unrealistic 

assumption, but it nevertheless still shows that even with this overly conservative 

assumption, rainfall experienced in the years 1991, 1992, and 1994 was above ' 

average. As shown on Schedule 14, during 1991 rainfall was 24.40% above average, 

during 1992 it was 13.04% above average, during 1993 it was 6.61% below average, 

and during 1994 it was 21.02% above average. In total for the four year period, 

rainfall was at least 12 95% above normal. Schedule 15 shows the detail supporting 

Schedule 14. 

The data presented on Schedules 10 through 15 demonstrates that, to the extent 

rainfdl affects consumption, which even SSU has been forced to admit, the billing 

units used by SSU to estimate its 1995 and 1996 b h g  units are woehlly understated 

due to the above average level of rainfall experienced over the period 1991 though 

1994. The Commission should reject the method used by SSU to project its 1995 and 

T" 1996 bdli~g units and projected test year revenue 

Have you developed an alternative to SSUs projected test year billing units? Q 
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Yes, I have. The results of my analysis are depicted on Schedule 16. My alternative 

uses the results of a study prepared by Dr. Whitcomb entitled "Financial Risk and 

Water Conserving Rate Structures" and produced in response to Citizens's document 

request 24. In that study Dr. Whitcomb estimated the impact of rainfall (actually Net 

Inigation Requirements) on SSUs water consumption While the study prepared by 

Dr. Whitcomb did not capture the effects of net irrigation requirements for all 

systems, the study did encompass 96.6% of the total SSU residential water use. 

Accordingly, since the majority of SSUs residential water consumption was captured 

in this study, I have used it to estimate the impact of weather on SSU's billing units 

The results of the study indicate that average annual weather normalized water 

consumption for SSUs residential customers equals 9,476 gallons per bill per month. 

I used this estimate to develop weather normalized billing data for residential 

customers for the projected test year 1996. The results of this analysis are shown on 

Schedule 16. Using the number of bills for residential customers projected by SSU for 

1996 I applied the weather normalized consumption per bill to arrive at the 1996 

projected billing units. As shown on this schedule, using this method produces an 

increase in projected 1996 residential consumption of 1,227,876,000 gallons. 

Multiplying this increased consumption by SSU's test year gallonage charges 

produces an increase in test year revenue of $1,937,947. Accordingly, I recommend 

that the Commission increase projected test year revenue by $1,937,947. 

Did you prepare any other analyses of SSUs proposed test year billing units? 
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Yes. The results of this analysis is shown on Schedule 17. Instead of using SSUs 

1991 through 1994 average consumption as the starting point to project 1995 and 

1996 billing units and revenue, I used the average of 1992 and 1993. I excluded 1991 

and 1994 for three reasons. First, as I have discussed, 1994 experienced an 

abnormally high level ofrainfall and therefore distorts the average. Second, 1991 also 

was a year when the rainfall was abnormally high and would tend to understate the- 

consumption. Third, SSU has indicated that the 1991 data is not particularly reliable. 

As shown on this schedule, if 1992 and 1993 billing units are used to project 1996 

billingunits, an increase in total consumption of 318,515,813 results This produces 

increased test year revenue of $428,398. If the Commission does not accept my 

primary recommendation to increase test year revenue by $1,937,947, then I 

recommend that it increase test year revenue by $428,398. 

Have you examined other data which suggests that SSUs estimation method 

understates test year billing units and therefore revenue? 

Yes. Schedule 18 shows SSU's historical and projected test year billing units by year 

and the average consumption per customer by year. As shown on this schedule, for 

all FPSC systems, in 1991 SSUs customers consumed an average of 10,5 15 gallons 

per month, in 1992 they consumed 10,935, in 1993 they consumed 11,124, and in 

1994 they consumed 10,016. It is interesting that customers on average tend to show 

increased consumption per year with the exception of 1994. It is not clear to what 

degree this decline is influenced by abnormally high levels of rainfall or other factors 

51 



2 7 5 0  

r- 

r- 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

such as conservation. Nevertheless, if 1994 data is ignored as being abnormal, one 

would expect to see an increase in consumption per customer projected for 1995 and 

1996. 

However, SSUs projections show just the opposite. Specifically, for 19954 SSU's 

estimate of galloa and bills suggests that on average customers will consume 10,327 

gallons per month. For 1996', the results are lower with customers consuming 10,283 

gallons per month. Both ofthese estimates are substantially below the actual 1991, 

1992, and 1993 consumption per customer and only slightly higher than the amount 

experienced in 1994 SSUs estimated consumption per customer for 1995 and 1996 

is even below the average for the four years which is 10,640 Since SSU has not 

demonstrated to what degree, if any, conservation has affected 1994 consumption it 

is not possible to accurately assess its impact on 1994 consumption data. Because 

SSU's conservation program has been in effect since 1991, one would expect these 

earlier years to reflect the impact of conservation on consumption. 

17 One difference between 1994 and earlier years WOLL be consumption relate' to 

SSVs enhanced conservation efforts on Marco Island. But, SSU's pilot conservation 

program for Marco Island did not begin until late 1994. Therefore, its impact would 

be minimal. Nevertheless, even if the full impact of SSUs enhanced conservation 

18 

19 

20 
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program on Marco Island were added back to 1994 billing units, the total 

consumption per customer would increase to only 10,103, which is stili substantially 

below prior years. In summary, it is evident that for whatever reason, weather or 

other factors, SSUs 1994 billing units are sign~ficantly below prior years. By including 

this data in the base fiom which its projections are determined, SSU has understated 

projected test year biUing units and revenue, and overstated its revenue requirements. 

Did you make an adjustment to account for the increased expenses associated with 

the increased consumption that you recommend? 

Yes. My adjustment is shown on Schedule 19. If the Commission accepts my 

recommendation to increase test year billing units by 1,227,876,000, then it would 

need to likewise adjust test year variable expenses to account for the increased 

consumption and related costs. As shown on this schedule, this adjustment would 

increase test year expenses by $51 5,332. 

Would you please address your next adjustment to test year revenue? 

Yes. The next adjustment, shown on Schedule 20, relates to effluent sales to new 

customers on Marco Island. SSU assumed that during the projected test year it 

would no longer be providing potable water to Hideaway Beach and the T o m y  

Barfield School, but instead would be providing effluent for reuse to these two 

customers. Accordingly, SSU reduced test year revenue by $183,688 and increased 

wastewater revenue by $13,668. 

1. 

In response to Citizens's interrogatory 192, SSU indicated that the Hideaway Beach 
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reuse facilities would not be on-line by the end of the projected 1996 test year. In 

depositions, SSUs witnesses did not know if the Tommy Barfield facilities would be 

in place by the end of the projected test year. SSU will be providing a late-filed 

deposition exhibit to answer this question. For purposes of making my adjustment I 

have assumed that the Tommy Barfield reuse facilities will not be in-service by the end 

of the projected test year. Accordingly, as shown on Schedule 20, I have increased 

test year water revenue by $183,668 and reduced test year wastewater revenue by 

$13,688. 

Earlier you mentioned that you made an adjustment related to SSUs conservation 

program. Would you please explain this? 

Yes. As discussed in the third section of my testimony, I recommend that the 

Commission reject some of SSUs proposed conservation expenses for the six targeted 

communities. If SSU likewise does not implement its conservation program for these 

systems, as it has suggested it would not if the expenses are not approved by the 

Commission, then the conservation revenue impact estimated by SSU would also not 

materialize. Schedule 3 of my exhibit removes the revenue effect of the conservation 

programs for which I recommend disallowance of the related costs. As shown, test 

year revenue should be increased by $70,710 

For consistency I have also adjusted the variable expenses that would change as a 

result ofthe change in consumption. SSU failed to make this adjustment. Specifically, 

in response to Citizens's interrogatory 310, SSU indicated that it did not adjust 
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variable expenses for the associated decline in consumption related to its conservation 

proposal. Schedule 3 of my exhibit shows the amount expenses that should be 

reduced ifthe Commission adopts SSUs proposal as well as the amount expenses that 

should be reduced if the Commission adopts my proposal. As shown, under my 

recommendation, test year expenses should be reduced by $33,372. 

Acquisition Program 

Please turn to the next section of your testimony. Would you address SSU's 

acquisition program and its affect on customers? 

Yes. SSU has an aggressive acquisition program underway. It is in the process of 

attempting to acquire several system. In its strategic growth plan SSU suggested that 

even though: 

the market today is considered a 'sellers' market, the 

opportunities are such that Southern States should add 

50,000 customers to its current customer base within 

five years. SSU can achieve customer growth by 

adopting an aggressive acquisition attitude, and 

soliciting resources from our parent Minnesota Power. 

We must consider paying more than rate base for 

utilities that fit our growth needs and accomplish our 

financial goals. [Response to Citizens Document 

Request 161.1 

SSU's report elaborated hrther with respect to the types of systems it expects to 
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target : 

This report recommends that an immediate full scale 

effort be placed on the acquisition of the targeted 

FPSC A&B utilities in Florida. However, included 

with this acquisition effort is a commitment to the 

smaller utilities that are strategically located or 

otherwise a natural fit into SSU family of systems. The 

report details our acquisition strategy outside Florida 

in the southeast corridor states. It list[s] our 

acquisition target states, from the first to last, and our 

reasoning behind our choices. [Ibid.] 

It is clear from SSVs strategic plan that SSU is not planning on buying small run 

down systems that are considered by some to be nonviable. In fact, its strategic plan 

and its divestiture plan suggests just the opposite. Contrary to some beliefs, SSU is 

not the savior for small run-down nonviable systems. 

Does Southem States suggest that its acquisition program is beneficial to its 

customers? 

Yes. Southern States has continually argued that by acquiring more systems it can 

reduce its costs on a per unit basis. In other words, as SSU grows it can spread its 

fixed costs over a larger customer base. In the instant case, Mr. Vierima testified that 

in addition to economies of scale and other efficiencies offered by Southern States, 

its size enables it to hire specialists who concentrate their efforts on certain limited 
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fields of expertise and identify areas where costs can be decreased or quality of 

service improved. [Testimony, p. 10.1 

Have you examined any evidence that suggests that SSU's acquisition program is not 

necessarily beneficial to customers? 

Yes, I have. First, as shown on Schedule 21, I examined the impact of SSUs 

acquisition of Buenaventura Lakes on the costs of this system on a before and after 

acquisition basis. I compared the stand alone cost of Buenaventura Lakes to the cost 

of providing service under SSUs ownership. As depicted on tFs  schedule, SSUs 

acquisition of this system actually increased the cost to the customers of 

Buenaventura Lakes--it did not decrease, as would be expected if SSUs acquisition 

offered it the economies of d e  SSU so often touts. As shown on this schedule, the 

cost to operate Buenaventura Lakes on a stand alone basis in 1996 dollars is 

$1,957,883. This compares to the cost after acquisition by SSU of $2,503,780, also 

in 1996 dollars. In other words, instead of decreasing costs, SSUs acquisition of this 

system increased its operating costs by $545,897--or 28%. 

The most alarming aspect ofthe increase is depicted under the category administrative 

and general expenses. This would normally be the area of expenses were a reduction 

would be reflected since these costs are relatively fixed and SSU should be able to 

provide service at less cost than a stand alone system. Contrary to my expectation, 

SSUs acquisition of Buenaventura Lakes increased administrative and general 

expenses by $494,532---an increase of 123%. Clearly there were no economies of 
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scale to the customers of Buenaventura Lakes after it was acquired by SSU 

Have you reviewed any other information concerning Buenaventura Lakes which 

suggests that either SSU has not properly identified the potential cost savings as a 

result of acquiring Buenaventura Lakes, or that others could operate it more 

efficiently? 

Yes. The City of Kissimmee was interested in purchasing this system. It ultimately 

concluded that the system should not be purchased because the asking price was too 

high and consequently it would not produce a positive cash flow. Nevertheless, the 

City prepared a study to examine the cost of providing service to the customers on 

a stand alone basis as well as ifit were acquired by the City. This analysis showed that 

while the cost to operate the system would increase, it would only increase by 

$32,00O--not over $500,000. It is also worthwhile to note that if the City had 

acquired this system, customers rates would have decreased not increased as 

requested by SSU in the instant case. Specifically, if this system had been acquired by 

the City, the rates for these customers would have been $1.19 per 1,000 gallons for 

water and $4.03 per 1,000 gallons for wastewater. This compares to SSU's proposed 

rates of $2.16 and $4.74, respectively. The base facility charge would have also been 

lower, The BFC for water under the City's tariffs is $2.23 and for wastewater it is 

$8.05, This compares to SSU's request of $9.17 and $17.59, respectively. 

SSU also did a preliminary analysis of the cost to operate Buenaventura Lakes if it 

was acquired by SSU when it was pursuing the system. Contrary to the amount 
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included in SSUs test year expenses, SSU projected that it could reduce 

Buenaventura's administrative and general expenses by one-half. In the instant case, 

SSU only removed 21% ofBuenaventura Lakes administrative and general expenses 

prior to adding SSU's administrative and general expenses6 to Buenaventura Lakes. 

If 50% ofthe costs were reduced as originally estimated by SSU, an adjustment of 

$307,000 would be needed as opposed to SSUs adjustment of only $127,327. 

Perhaps the acquisition of Buenaventura and the impact on costs is an anomaly. Did 

you examine any other recent acquisitions? 

Yes. I made a similar comparison for SSU's acquisition of Lehigh Utilities in 1991. 

This analysis is presented on Schedule 22, and it reflects a similar result. As shown, 

on a stand alone basis, Lehigh's costs for its water operations were $803,241. After 

acquisition by SSU, its costs were $908,906 for an increase resulting from SSUs 

acquisition of $105,665. The same result occurs for the wastewater side of the 

operations. On a stand alone basis, Lehigh's operating costs were $686,013. However, 

after acquisition by SSU its wastewater operating costs increased to $822,61O--an 

increase of $136,597. 

Have you examined any other data that shows, contrary to SSU's assertions, that 

there may not be administrative and general economies of scale associated with SSU's 

larger size? 

Yes, I have. Schedule 23 examines SSU's administrative and general expenses and 

.y. 

It is the addition of SSU's allocated administrative and general expenses that causes the costs for the 
Buenavenma Lakes systems to increase so dramatically. 

6 
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customer expenses per customer in 1991 compared to the expenses in 1994, 1995, 

and 1996. As shown on this schedule, and contrary to expected results, SSU's 

administrative and general and customer expenses have actually increased on a per 

customer basis. In 1991, the cost per customer of its administrative and general and 

customer expenses was $54.18. This cost increased to $70.26 in 1994, to $74.03 in 

1995, and to $76.78 in 1996. From 1991 to 1996 SSU's number of cuitomers 

increased by 6,207. Despite this increase in the number of customers, the actual cost 

per customer increased. This result is the opposite of what one w o  'd expect if there 

were the economies of scale alleged by SSU. In fact, this schedule suggests that there 

are diseconomies of scale associated with SSUs larger size and the acquisition of new 

systems. 

Your analysis suggests that SSUs customers have not benefited from SSU's 

acquisition program How can the Commission protect SSUs customers from these 

inefficiencies? 

I recommend that the Commission reduce SSU's adjusted test year expenses to 

account for the diseconomies of scale or inefficiencies that I have identified. TO 

develop this adjustment, I allowed SSU to recover the cost per customer of its 

administrative and general expenses as incurred in 1991. I then multiplied this cost, 

$54.18, times SSUs 1996 average number of customers to arrive at a 1991 level of 

expenses adjusted for the current number of customers. This produced an expense 

level of $8,929,022. To this amount I added inflation for the years 1992 through 

1996. This produced an allowable or efficient 1996 level of administrative and 
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general and customer expenses of $10,257,661. From this amount I subtracted the 

amount of administrative and general and customer expenses SSU is requesting in the 

instant proceeding, to arrive at a gross inefficiency adjustment of $2,395,104. 

Applying the FPSC allocation factor to this amount results in an adjustment of 

$1,818,842. From this amount I also subtracted other adjustments that I recommend 

and those of other consultants that reduce the inflated level of SSU's 1996 expenses 

relative to the 1991 level of expenses. For example, in 1991 SSU did not incur the 

same level of conservation expenses as requested in the instant proceeding. Likewise, 

I have taken into consideration the payrolVwage adjustment recommended by Mr. 

Katz as well as the other adjustments that I recommend that reduce 1996 expenses. 

By removing the impact of these other adjustments I have ensured that there would 

be no double counting ofother adjustments with respect to this adjustment. As shown 

on Schedule 23, d e r  taking these other adjustments into consideration, I recommend 

that the Commission reduce test year expenses by $243,773 to account for SSU's 

diseconomies of scale or other inefficiencies. 

Have you made any other adjustments for SSUs acquisition efforts? 

Yes, I have. These two adjustments are reflected on Schedules 24 and 25 of my 

exhibit. As shown on Schedule 24, I have reduced test year salaries by $175,928 to 

reflect the portion of SSUs salaries devoted to SSUs acquisition efforts. SSU books 

the costs of its acquisition efforts to an account that is recorded below the line. 

However, for purposes of the projected test year SSU failed to recognize the full 

amount of costs that should be recorded below the line. SSU estimated that $30,585 
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would be recorded below the line for its acquisition salary-related efforts. This 

amount, however, is substantially less than what was recorded below the line in 1994 

and is substantially less than what should be recorded below the line in 1996. 

Schedule 24 shows each person that expended time on SSU's acquisition efforts in 

1994 and the percentage of their time devoted to this effort. To anive at the amoun? 

to remove 60m the 1996 test year, I used the percentage of time actually devoted in 

1994 applied to each person's 1996 base salary, with three exceptions. The exceptions 

include the three individuals that work in the corporate development section of SSU. 

This is the department at SSU that is primarily responsible for SSU's acquisition 

efforts. According to Mr. Sweat, he spends approximately 90% of his time on SSUs 

acquisition efforts. Therefore, instead of utilizing the percentage actually recorded 

in 1994 for Mr. Sweat and his subordinates, I used Mr. Sweat's current estimate of 

the time he expends on SSU's acquisition program. Since SSU intends to increase 

its acquisition efforts relative to 1994 it is only reasonable that a larger portion of Mr. 

Sweat's salary and his subordinates' salaries be recorded below the line in 1996. My 

estimate of the additional salaries that should be removed from test year expenses and 

recorded below the line is most likely quite conservative. I have not increased any of 

the percentages of other persons in SSU that work on the acquisition of new systems, 

despite SSU's increased effort in this area. As shown on this schedule, my adjustment 

reduces test year expenses by $175,928. 
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The next adjustment that I recommend is similar As shown on Schedule 25, I have 

removed from test year expenses 90% of the amount of material and supplies, 

transportation, and miscellaneous expenses charged to Mr. Sweat's responsibility 

center. Since the majority of h4r. Sweat's time is devoted to SSUs acquisition 

program it is only logical to conclude that the same percentage of expenses should 

likewise be charged below the line. The adjustment that I recommend reduces test 

year expenses by $10,742. 

Expense Adjustments 

Please turn to the seventh section ofyour testimony. What other adjustments do you 

recommend? 

I am recommending several other adjustments. These are shown on Schedules 26 

through 36. The first adjustment shown on Schedule 26 removes from the test year 

the salary of the Company's public relationdgovenunental relations employee. In 

response to Citizens's interrogatory 114, SSU stated that for the projected test year 

it did not record below the l i e  any salaries related to lobbying. With respect to the 

salary of its employee designated for its governmentaVlobbying efforts, SSU 

responded: "The 1995 budget contains no below the line salary expense for lobbying 

although the budget does include a charge of $92,000 for lobbying costs to be 

performed by outside consultants. The 1995 budget was prepared prior to Mr. Smith's 

hiring at SSU, and therefore, his labor being included in lobbying costs was not 

anticipated." [Response to Citizens Interrogatory 1 14.1 
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I have reviewed the travel vouchers of Mr. Smith for the year 1995 and most of his 

travel relates to lobbying efforts. For example, his expense reimbursement request for 

March 1995 contains the following descriptions: "lobbying activities-telephone calls," 

"lobbying activities-lodging," and "legislative committee meeting-Tallahassee airfare". 

Similar descriptions are made on his reimbursement request for May 1995, some 

examples include: "legislative dinner"," lobbying activities," and "Tallahassee 

Chamber Meeting for Legislator-Tallahassee tickets". Other examples on his expense 

reimbursement requests for other months include such descriptions as: "Public 

Relations Society of America Chapter Meeting," "Tallahassee-lobbying dinner," and 

"Tallahassee Legislative Relations". [Response to Citizens Document Request 85.1 

With rare exception, Mr. Smith's travel has been mainly related to lobbying and/or 

public relations. 

Correspondence between Mr. Smith and SSVs lobbying consultant also confirms Mr. 

Smith's dominant role as a lobbyist for SSU. For example, in a letter to Mr. Sharkey, 

SSUs lobbying consultant, Mr. Smith wrote: 

Thank you again for including me on the guest list for 

dinner with the Governor and Mrs. Chiles. It was a 

most enjoyable and memorable evening. While the 

affair was intended as a tribute [to] the excellent work 

you've done on behalf of the Governor, it was I who 

felt honored to be in attendance. [Response to Citizens 
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Audit Request 222.1 

In a fax to Mr. Smith, Capital Strategies (SSU's lobbying consultant) wrote: 

"Attached is an agenda for the meeting in Tallahassee next week. I have ascertained 

that the Governor is in town on the 30th and have requested a 'courtesy visit' with 

him. His scheduling office will let me know tomorrow. I will call you." [Ibid.] 

Other correspondence also supports Mr. Smith's involvement in lobbying for the 

benefit of SSU. In a memorandum from Mr. Sharkey to Mr. Smith, h4r. Sharkey 

wrote:- . . 

I spoke with Kari Hebrank of the Association of 

Counties regarding the water and sovereignty issue for 

the counties. She is going to be handing the topic in 

the Legislature for the Association. She told me that 

Mike Twomey had attempted to excite the Association 

into developing legislation supporting statutory 

authority for counties to regulate investor-owned 

utilities. She told me that she does not believe that the 

FAC will actively promote this initiative but they have 

developed a legislative & in support of the 

concept. I mentioned to her my conversation with 

John Hart, the incoming President of FAC and his 

concern that the Association not get too 

f . 
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involved in this issue. Kari does not want the 

association to get out in front on this. We need 

to educate their executive committee on the 

issue as soon as possible, which I will start to 

do immediately. [Ibid.] 

It is apparent from the correspondence between Mr. Smith and SSUs lobbying 

consultant that Mr. Smith is one of the main contacts at SSU who handh  legislative 

matters. Mr. Smith is also a registered lobbyist for SSU. [Response to Citizens ' . 

Interrogatory 95.1 The Commission has historically not permitted the recovery of 

lobbying and public relations activities from ratepayers. Such efforts are for the 

benefit of stocbolders not ratepayers. As shown on Schedule 26, I recommend that 

the Commission remove fiom test year expenses $65,661 which is the 1996 budgeted 

salaries and overheads for Mr. Smith. 

What is you next adjustment? 

My next adjustment is similar. As shown on Schedule 27, I recommend that the 

Commission remove from test year expenses, those costs included in the budgeted 

test year related to public relations, government relations, and image enhancement. 

The Commission has consistently found that such expenses do not benefit customers, 

but are for the benefit of stockholders. [Order No. 7669, p. 10; Order No. 11307; 

and Order No. 24049, p. 28.1 As shown on this schedule, I recommend removal of 

the following expenses: $375 associated with public relations association dues; $5,000 

'. . 

66 



2765 

1 

1 

2 

3 

4 

5 Q. 
6 A. 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

related to Florida Leadership training; $658 related to legal costs which are lobbying 

or public relations related; $900 for public relations memberships; and $13,250 

associated with corporate image enhancement. The total adjustment for the FF'SC 

systems is $15,626. 

Would you please describe the adjustments shown on Schedule 28? 

Yes. There are two adjustments depicted on Schedule 28. First, as part of its goal 

setting process for 1995, SSU established a goal to reduce certain budgeted 

expenditures below the level of the approved budget by 5%. These were specifically 

identified as administrative and general and operating miscellaneous costs (material 

and supplies, telephone, postage, temporary help, etc.) and contractual services for 

legal, accounting, engineering, and other. [Response to Citizens Document Request 

56.1 Since SSU will or has presumably strived to meet this goal, I recommend that the 

Commission adjust the overall level of budgeted expenses in these categories by 5%. 

In response to Citizens's interrogatories 130 and 131, SSU indicated that the 5% 

reduction would amount to $239,000. This equates to an FPSC adjustment for 1996 

of $191.002. 

Second, I propose an adjustment to true-up SSU's 1995 budget to actual. For 

purposes of this adjustment I used the September 1995 year-to-day budget variance 

analysis prepared by SSU. I examined each difference between SSUs 1995 budget 

and actual expenditures made as of September 1995. For those expense accounts over 

or under budget where it appeared that the overage or underage would continue into 
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the remainder of 1995, I accordingly adjusted the expense account. These adjustments 

are shown on the bottom half of Schedule 28. The adjustments that I recommend 

reduce test year expenses by $305,033 

What is the next adjustment that you propose? 

My next adjustment is shown on Schedule 29 and relates to SSUs request to recover 

from SSUs customers $208,776 associated with MPL's shareholder expenses. Mr: 

Vierima explained: 

The MFRS include $209,000 of costs which 

represents Southern States' portion of costs incurred 

by Minnesota Power regarding shareholder reporting 

and communication. These costs have been assessed to 

the parent and all subsidiaries based on average 

invested equity as a percent of consolidated equity 

[Testimony, p. 35.1 

Mr. Vierima explained that the shareholder expenses include costs for shareholder 

meetings, SEC filings, stock exchange fees, rating agency fees, registrar and transfer 

agent expenses, board fees, annual and quarterly reports, proxy statements, and the 

staff assigned to respond to shareholder inquiries. [bid.] Other than this brief 

description, SSU has provided no support for these costs or how they benefit SSU's 

ratepayers. The Commission in the past has disallowed certain shareholder expenses 

that are passed onto a subsidiary: 
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Shareholder relations expenses are incurred for 

activities related to image building and good will. This 

type of expense is not normally allowed by this 

Commission if incurred by a utility. This type of 

expense should be disallowed if incurred by a parent 

and passed through to subsidiary companies. [Order 

No. 11307, p. 23.1 

The Commission has also disallowed ownershiphnvestor costs allocated f ,m a 

parent company. [Order No. PSC-0708-FOF-TL, p. 3 1 .] 

In my opinion, SSU has not demonstrated that the costs it seeks to recover from 

ratepayers are appropriate. SSU has produced no documentation supporting this 

expense or that the components thereof represent costs that the Commission typically 

allows in rate proceedings. Accordingly, I recommend that the Commission disallow 

50% of the costs requested by SSU. As shown on Schedule 29, the Commission 

should remove $79,272 from SSU's projected test year expenses. 

Would you please explain the adjustments you recommend concerning rate case 

expense? 

The adjustments that I recommend are depicted on Schedule 30. I made two types 

of adjustments. The first relates to SSUs current rate case and the second relates to 

SSUs request to recover the cost of the uniform rate state-wide rate investigation as 

part of rate case expense in this case. 
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What adjustments are you proposing to the current rate case expense? 

I made several adjustments. First, as discussed later, I increased rate case expense 

by $30,481 to reflect the overtime included in the 1995 budget. Second, I removed 

the rate case consulting fees for witnesses that have not prefiled direct testimony in 

this proceeding. SSU's rate case expense included $30,000 for consulting fees for W. 

Gartzke and $20,000 for W. Cresse. Since neither of these consultants have provided 

direct testimony in this proceeding, I removed the associated expenses. If these 

conc .Itants are used for rebuttal testimony, it might be appropriate to add these costs 

back, at least with respect to W. Cresse. I also removed the cost the Company 

estimated for its cost of capital consultant, Dr. Morin. In my opinion, the 

Commission should not allow this expenses or any additional costs incurred by SSU 

for cost of capital testimony. The Commission developed the leverage formula to 

estimate water and wastewater utilities' cost of equity. This was done to ease the 

burden on the Commission and ratepayers due to the significant time and effort 

typically expended on this issue in rate cases. If SSU chooses to use a witness for this 

subject, then its stockholders should bear the associated cost, because its stockholders 

will be the sole beneficiary to any increase in the cost of equity proposed by SSU over 

the leverage graph. 

Concerning your adjustment for the state-wide uniform rate investigation, would you 

please explain the background of that case? 

Certainly. SSU fist pursued the issue of uniform rates in Docket No. 900329-WS. 

That case was dismissed and as such there was no decision by the Commission 
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concerning uniform rates. In its 1992 rate case (Docket No. 920199-WS) SSU 

included a request for a capped rate--supported by SSU's witness Mr. Cresse. The 

Commission, however, went beyond the cap proposal requested by SSUs and 

ordered state-wide uniform rates, excluding only those systems which were not part 

of the "giga" rate case. This uniform rate design decision prompted intense 

opposition from systems whose rates would be materially higher than they would 

have been on either a stand alone basis, or under the rate design proposed by SSU. 

In response to this opposition, the Commission, on its own motion, opened Docket 

No. 930880, an investigation ofthe appropriate rate design for SSU. 

Both reconsideration and appeals of the uniform rate design aspects of the 

Commission's Order in Docket No. 920199-WS ensued. Similarly, after the 

decision in the investigation docket, the parties also asked for reconsideration of that 

proceeding and filed an appeal. 
I 

Recently, the First District Court of Appeal, reversed the Commission's uniform 

rate design Order in Docket No. 920199-WS and the Commission subsequently 

ordered a rate design very similar to that originally proposed by SSU. Shortly after 

the Fust DCA's reversal of the uniform rates, SSU unsuccessfully sought review in 

the Florida Supreme Court. 

Did SSU pursue the issue of uniform rates to the fullest extent possible? 

Yes. Although SSU did not initially propose uniform rates in Docket No. 920199- 
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WS, SSU became an advocate of the Commission's ordered rates. SSU spared no 

expense in defending uniform rates, going so far as to petition for extraordinary 

review of the First DCA decision by the Florida Supreme Court. Indicative of its 

endeavor, SSU acquired the senices of former Florida Supreme Court Justice Arthur 

England who charged SSU $500.00 per hour, well in excess of the fees charged by 

counsel normally retained by SSU. 

Even though the imposition of uniform rates otherwise would have been st. ,red by 

the operation of law, Le., where an order is appealed by an agency of the government, . 

SSU requested and the Commission granted SSLJ's request to dissolve the stay of the 

Commission's Order in Docket No. 920199-WS. 

In your opinion are the costs that SSU's has incurred to pursue state-wide uniform 

rates reasonable? 

No. I do not believe that all of these costs should be borne by ratepayers. SSU has 

never maintained that the choice of uniform over stand alone rates, or visa-versa will 

affect their revenue requirement. Consequently, I question whether the considerable 

expense of advocating one rate design over any other--where the result is revenue 

neutral--is reasonably incurred. 

Was there an exception to the revenue neutrality of this rate design issue? 

Yes. When SSU successfully sought to dissolve the stay of the Commission's Order 

in Docket No. 920199-WS it may have put several million dollars of its revenue at 

risk. At the time SSU gladly accepted this risk, apparently because it believed the 
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court would affirm the Commission's decision. Contrary to its belief, other parties 

were successfi~l in obtaining a reversal ofthe Commission's Order. Because SSU may 

be unable to recover foregone revenue from many customers, it may experience a 

revenue shortfall. 

Why do you believe SSU was willing to incur the costs you have described? 

I do not know what SSWs motives are. I question whether SSU would have incurred 

the costs that it did, if it knew that such costs would not be recovered from 

ratep: yers. SSU may believe that its stockholders will benefit in the long run if 

uniform rates are adopted by the Commission. In the absence of this reasoning, it is 

difficult to imagine a reason why SSU would spend over $400,000 on a revenue 

neutral issue. 

Hasn't SSU consistently alleged that uniform rates will benefit its customers? 

Yes it has. SSU may have an initial obligation to its customers to bring to the 

Commission a rate design which its believes is not unduly discriminatory. But SSU 

has exceeded that obligation. SSU has remained a staunch advocate of uniform rates 

primarily because it gives the appearance of lower rates to customer groups that 

might experience extremely high rate increases. Nevertheless, a large number of 

Southern States' customers are far less than satisfied with SSU's looking out for their 

interests. These customers have not only been put to the expense of arguing against 

the Commission's decision, they have also had to incur expenses arguing against 

SSWs defense of the Commission ordered rate design. If SSU is permitted to include 

its uniform rate design advocacy expenses in rate case expense, these customers 
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would also have to finance SSU's fight. 

What do you believe would have been an appropriate role for SSU, 

investigation? 

Clearly, SSU needed to participate in the uniform rate investigation. However, SSU's 

participation went beyond that of a utility making itself available to the Commission's 

inquiry. Nothing in the Commission's investigation put any of SSU's revenue at risk. 

In fact, the Commission's Order on this subject aptly notes that the investigation was 

revenue neutral. It was an inquiry into the wisdom and perhaps authority for 

uniform rates. SSU participated as an enthusiastic advocate in that docket as if it 

were at risk. SSU solicited and bused customers supporting uniform rates into service 

territories where there was opposition, it engaged the services of a telemarketer, and 

it hired a public relations consultant. The costs of these types of actions should not 

permitted by the Commission. 

Would you describe the costs SSU incurred concerning this investigation? 

Yes. SSU incurred $432,069 associated with the uniform rate investigation. Its costs 

include $34,358 on a telemarketing consultant, $95,285 on consultant testimony, 

$4,587 on Image Marketing Associates (SSU suggests that this was for customer 

education) $102,629 on legal services, $104,804 on FPSC notices, transportation, 

and security, $54,963 for "customer education mailings", $1,574 for open houses, 

and the remainder, $33,888, on miscellaneous travel, federal express, and the like. 

in this 

. 

Several of these expense by their very nature should not be recovered from customers 
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These include expenses for a telemarketing consultant, expenses for Image 

Marketing--a P/R consultant, expenses for "customer education" mailings, and 

expenses for open houses. These expenses were incurred by SSU for the sole 

purposes of gaining customer support for uniform rates. Such expenses are analogous 

to lobbying expenses and public relations expenses which the Commission does not 

allow recovery from ratepayers. SSU initiated a strong campaign to gain customer 

support for uniform rates. Its efforts included such things as placing door hanger on 

customers' doors, various unneeded direct mailings to customers, an ' busing 

customers in support ofuniform rates into areas where there was opposition. SSU has 

not provided a breakdown of the $104,804 of expense associated with notices, 

transportation, and Security, so it is not possible to determine what portion of any of 

this expense is reasonable. 

SSU is requesting that customers pay $432,069 for expenses incurred in the state- 

wide rate investigation. This is almost one-half of what the Company expects to 

spend in the instant rate proceeding where $1 8.0 million dollars is at stake. 

What is your recommendation with respect to expenses SSU incurred in the uniform 

rate investigation? 

Most of SSU's expenses should be disallowed. As set forth above, SSU had an 

obligation to bring to the Commission a reasonable and not unduly discriminatory 

rate design. Once this rate design was brought before the Commission, SSUk 

obligation on the issue was satisfied. SSU also had an obligation to h l ly  co-operate 
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with the Commission's investigation But the advocacy of uniform rates in that 

docket was unnecessary, or benefited SSUs stockholders, not ratepayers 

Accordingly, as shown on Schedule 30, I recommend that the Commission disallow 

80% of the costs SSUs incurred, or $345,671. 

What is the next adjustment that you recommend? 

The next adjustment that I propose implements the recommendation of the Citizen's 

engineering consultant concerning excess unaccounted for water. Schedules 3 1 and 

?3- of my exhibit show that to account for excessive unaccounted for water above 

1 O%, the Commission should reduce test year chemical, purchased power, and 

purchased water expenses by $67,121. 

Would you please address the adjustment depicted on Schedule 33? 

This schedule removes from test year expenses Operations and Administration 

Projects (OAF') that will be hlly amortized by the end of the 1996 test year. SSU did 

not adjust its 1995 or 1996 test year expenses to remove those expenses that will be 

amortized by ya-end  1996. As shown on Schedule 33, my adjustment reduces test 

year expenses by $93,452. 

What is the next adjustment that you recommend? 

The next adjustment that I recommend is shown on Schedule 34. According to SSUs 

budget variance comparison for the month of June 1995, SSU overestimated the cost 

of an aquifer performance test at Keystone Heights. According to the Company's 

budget report, a change is scope reduced the cost of this OAF' project by $45,000. 

According, I have reduced the cost of this project. Since the project will be amortized 
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over seven years, test year expenses should be reduced by $3,214. 

Would you please explain the adjustments shown on Schedule 35. 

Yes. This schedule combines several miscellaneous adjustments that I recommend. 

Many ofthese SSU has already indicated would be appropriate adjustments. The first 

adjustment shown on this schedule reduces test year salaries by $16,764 for an error 

SSU made in applying its salary increase to 1995 salaries and wages to arrive at 1996 

salaries and wages. This adjustment reduces test year expenses by $16,764. 

The nextadjustment increases test year revenue for revenue received by the Company 

which was greater than the cost of providing the service. The monthly billing to 

customers of the Palm Terrace system include a fixed charge for electricity use for 

street lights. SSU receives a bill for the exact amount of electricity used. The excess 

ofthe amount collected from customers and the amount paid to electric company is 

recorded below the line for ratemaking purposes. SSU claims that this is the 

appropriate treatment because it is a non-utility function. I disagree. Unless the 

expenses associated with processing the bills are recorded below the line, the excess 

revenue should be recorded above the line. Accordingly, test year revenue should be 

increased by $7,000. 

.:. 

The next adjustment reduces test year purchased water expense for the Enterprise 

system by $22,753. In response to the StafFs Audit Request 145, SSU indicated that 

it erroneously included $24,720 associated with purchased water at Enterprise in its 
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1995 budget. The amount that should be removed from the 1996 test year, according 

to SSU, is $22,753. [Response to Staff Audit Request 145.1 

The fourth adjustment relates to overtime expenses. In its 1995 budget the Company 

included $30,481 for overtime related to the rate case. These expenses should either 

be considered nonrecurring or moved to rate case expense. I have accordingly, 

removed them from the projected test year expenses. I have included them as an 

allowable expenses under my adjustment to rate case expense. 

. : 

The next adjustment that I propose concerns employee recognition expenses. These 

include such items as luncheons for employees and other small tokens of appreciation. 

SSUs budget indicated that additional employee recognition expenses would be 

incurred during 1995 due to the demands of the rate case. Since SSU will not be 

processing a rate case in every year following the test year in this proceeding, I see 

no reason to allow the abnormally high level of expense as if it were recurring. In 

addition, a comparison of the employee recognition expenses incurred by SSU in 

prior years demonstrates the excessive nature of the amount budgeted in 1995. In 

1992, 1993, and 1994 SSU incurred $13,989, $13,613, and $19,099, respectively 

associated with employee recognition expenses. These amount compare to a 1995 

budgeted figure of $33,785. [Response to Citizens Interrogatory 222.1 I recommend 

that the Commission reduce this expense to the level incurred during 1994, adjusted 

for inflation and customer growth. Therefore, test year expenses should be reduced 

T- 
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by $14,341 

The next adjustment relates to bad debt expense. SSU's March 1995 budget variance 

report indicated that bad debt expense was reduced by $46,955 to reflect a lower 

reserve requirement Accordingly, I have reduced bad debt expense by $46,955 

The seventh adjustment shown on Schedule 35 reduces test year expenses by $76,463 

for a ! 994 Price Waterhouse audit included in the 1995 budget. SSU also included 

in its 1995 budget an audit for the year 1995. SSUs budget appears to include the ~ 

cost of two audits, yet only one should be included. Therefore, I have reduced test 

year expenses by $76,463 to recognize this double counting 

The next several adjustments relate to utility-related income recorded below the line 

for ratemaking purposes, With the exception of the management fee for Pirates 

Harbor, SSU agreed in response to Citizens's interrogatory 189 that this income 

should be moved above the line for ratemaking purposes. I have also moved above 

the line for ratemaking purposes the management fee charged to Pirates Harbor. I 

reviewed SSU's allocation of common costs to determine if any of these costs were 

allocated, below the line, to the management hnction at Pirates Harbor. Since no 

costs were allocated to this hnction, the associated income should be moved above 

line. The total amount ofthese adjustments is $10,997. 

.. . 
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Schedule 35 also depicts an adjustment for revenue not billed. In response to 

Citizens's interrogatory 214, SSU identified several customers that receive water or 

wastewater service either free of charge or at a discount. In my opinion, if SSU 

chooses to provide water and wastewater service either free of charge or at a 

discount, these foregone revenue should be borne by stockholders, not ratepayers. 

Accordingly, I recommend increasing test year wastewater revenue by $50,595. The 

Company has not demonstrated that its other customers receive any benefit from these 

free or discounted services. In some instances SSU indicated that in exchange for free 

or discounted services it received the use of an easement or right of way. I did not 

include these instances in my adjustment. I would note that the agreements which 

support these discounts were provided at the time my testimony was being finalized. 

If the agreements contain additional information, I will supplement my testimony 

accordingly. 

The last adjustment shown on this schedule relates to $225,100 associated with a 

cooperative hnding agreement between SSU and the Big Cypress Basin for partial 

fimdmg of the Marco Island ASR Project. In its response to Citizens's interrogatory 

202, SSU indicated that this contribution was not included in SSU's proposed test 

year rate base. Accordingly, since the cost of the ASR Project is included in the 1996 

rate base, it is only appropriate to include the associated cost share hnds as CIAC. 

This adjustment would reduce SSU's rate base by $225,100 
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As shown on Schedule 35 the total miscellaneous adjustments that I recommend 

amount to: a reduction in expenses of $1 63,245, an increase in income of $8,474, 

an increase in revenue of $57,595, and a reduction to rate base of $225,100. 

What is the next adjustment that you propose? 

The next adjustment relates to the recommendation of Dr. Dismukes to not approve 

SSUs repression adjustment, For consistency, I have reversed SSUs adjustment to' 

reduce test year expenses for the related reduction in chemical, purchased power and 

purchased water expenses. As shown on Schedule 36, this increases test year expense 

by $287,585. 

10 VDI. Rate Base Adjustments 
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Please turn to the eighth section of your testimony. What rate base adjustments are 

you proposing? 

I am proposing two sets of rate base adjustments. One group relates to the Lehigh 

system and the other relates to the Buenaventura system. With respect to Lehigh, I 

am recommending two adjustments. These adjustments are shown on Schedules 37 

and 38. Schedule 37 presents my recommendation with respect to land included in 

SSU's rate base that should be removed. Schedule 38 depicts adjustments for non- 

used and useful transmission, distribution, and collection lines. Schedule 39 reduces 

and increases portions of Buenaventura's rate base consistent with the Commission 

decision permitting the transfer of this system to SSU. Schedule 40 reduces SSU's 

rate based for wetlands at Buenaventura that are nonused and useful. 

Would you please describe your adjustment to Lehigh land? 
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My recommendation includes two adjustments to the land at Lehigh included in rate 

base. The first adjustment recognizes an error SSU made in developing the rate base 

for Lehigh. In response to SMAudit Request 104, SSU indicated that the first three 

parcels of land purchased form its affiliate Lehigh Corporation and shown on 

Schedule 32, should not have been included in rate base. This land should be removed 

60m rate base and included in land held for hture use. This adjustment reduces test 

year water rate base by $122,035 and wastewater rate base by $260,562. 

The next adjustment that I recommend relates to the fourth parcel of land shown on 

this schedule in the amount of $19,268. I recommend that the Commission reduce the 

value of this land by 60% consistent with its decision in Lehigh’s last rate case, Docket 

No. 91 1188-WS. In that case SSU argued that the difference between the purchase 

price of the consortium ofLehigh companies and the book value of those companies 

should be attributed 100% to the unregulated operations, including the company 

which owned a substantial amount of land. The discount from book value 

represented by the purchase price was 60%. Topeka Group, Inc. purchased the assets 

of the Lehigh group for $40.0 million while the book value of the group was $99.0 

million. 

The Commission essentially agreed with SSU that no discount 6om book value 

should be attributed to the utility operations and that all of it should be attributed to 

the non-utility operations. Accordingly, the land that SSU purchased from Lehigh 
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Corporation should be reduced by 60%, consistent with SSU's claims that it was the 

Lehigh group's non-utility investments that were valued at 60% below book value. 

It was not possible to determine the value ofthis land included on the books of Lehigh 

Corporation because SSU refused to provide the information requested in discovery. 

Nevertheless, for purposes of the adjustment that I am making, I have assumed that 

they were purchased at book value as opposed to market value. Accordingly, for 

consistency with the Commission's decision and SSU's claim in the last Lehigh rate 

case, the cost of this land should be reduced by 60%. As shown on Schedule 37, rate 

base for Lehigh's wastewater operations should be reduced by an additional $1 1,561, 

I also recommend that the Commission require SSU to write down the value of the 

land included in land held for f h r e  use. This will prevent SSU from moving the 

purchase price ofthis land into rate base in the future. The Commission should order 

that the remainder of this land be written-down by $229,558. 

What is the next adjustment that you recommend with respect to Lehigh? 

Schedule 38 of my exhibit represents adjustments the Commission should make to 

remove non-used and useful assets from Lehigh's plant in service, and the associated 

adjustments for depreciation expense and accumulated depreciation. These 

adjustments relate the developers agreement and relationship between Lehigh 

Corporation and SSU. In July 1992, Lehigh Utilities, Inc.' and Lehigh Corporation 

entered into a developers agreement which set forth the terms under which Lehigh 

At this time Lehigh Utilities, Inc. was a separate subsidisry and had not yet been merged with SSU. 1 
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Corporation and Lehigh Utilities, Inc. would construct water and wastewater facilities 

that would subsequently be used to provide water and wastewater services to 

customers at Lehigh. The agreement provided that Lehigh Corporation could 

construct certain utility assets, but that LehigWSSU would only reimburse Lehigh 

Corporation for funds expended as customers connected to the system. In August 

1994, SSU and Lehigh Corporation entered into a modified developers agreement. 

The terms of that agreement indicate that pursuant to modified escrow agreements* 

with the states of Michigan and New York, Lehigh Corporation can withdraw funds 

from the escrow account to construct utility assets at Lehigh. 

According to the Company's response to Citizens's interrogatory 241, as assets are 

constructed by Lehigh Corporation, they will be subject to the Modified Developers 

Agreement which requires SSU to record the assets with an offsetting refundable 

advance to Lehigh Corporation. As future customers connect, SSU will repay Lehigh 

Corporation for the cash received in the form of connection charges. 
+. 

From reading the Company's response to Citizens's interrogatories and the depositions 

of SSU's witnesses the arrangement should work such that any non-used and useful 

assets that are constructed by Lehigh Corporation would be offset by refundable 

advances until such time as customers actually connect. While in theory the agreement 

The escrow agreements between Lehigh Corporation and the States of New York and Michigan were 
originally established to ensure the availability of funds for utility connections at the time lot owners in 
New York and Michigan built on their lots. 
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sounds reasonable, SSU application of it in the instant case is not. The Company has 

included substantial amounts of non-used and useful assets constructed by Lehigh 

Corporation in rate base without the offsetting refundable advances’. 

Would you please explain how you made this determination? 

Yes. In 1995 and 1996 the Company proposes to include in rate base $1,602,000 and 

$220,000 of water transmission and distribution mains associated with ‘Lehigh 

Corporation and the Escrow Agreement. Likewise is proposes to include $905,000 

and $451,000 cE wastewater assets respectively in its 1995 and 1996 rate base. 

According to the Company’s response to Citizens’s document request 196, ofthese . 

amounts only a small portion of these assets are related to customers that have 

connected to the system. These amounts are represented on Schedule 38,as contractor 

payments. As shown, in 1995 the non-used and useful amount of these water assets 

amount to $1,476,540 and in 1996 they amount to $42,000, for a total of $1,518,540. 

Similarly, for wastewater, the amount of non-used and usehl assets amount to 

$661,460 in 1995 and $93,750 in 1996, for a total of $755,210. 

How do you know that the Company did not effectively remove these assets from rate 

base when it applied its non-used and useful percentages to this account? 

A review of the Compan)’s F Schedules show that from 1994 to 1996, the non-used 

and useful percentage of transmission, distribution, and collection lines decreased, 

they did not increase. While this might be expected, since the Company projects 

. , 

?haeiSStilldiscoveryoutstandin g on this subject that may require that I supplement my testimony in the 
future. 
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customer growth between 1994 and 1996, the Company failed to add to the 

denominator of the used and useful calculation the additional lots represented by the 

addition ofthese transmission, distribution, and collection lines. From 1994 to 1996, 

the number of available lots remained unchanged for Lehigh's water system at 7,789. 

Similarly, from 1994 to 1996 the number of wastewater lots remained unchanged at 

5,270. Clearly, since the Company is adding substantial amounts of transmission, 

distribution, and collection plant to plant in service, the number of available lots 

should have increased 60m 1994 to 1996. Ifthe Company had correctly increased the 

number of lots, then it is possible that the application of the non-used and useful 

percentages would have correctly removed these plant additions. This, however, was 

not done. 

Earlier you mentioned that this non-used and useful plant would be offset with an 

equal amount of escrowed funds. Has the Company included these funds in rate base 

to off set the non-used and useful plant? 

No, it has not correctly performed this calculation. The Company's MFRs, pages 715 

and 703 for water, and pages 481 and 469 for wastewater, show that the Company 

assumed 100% of its advances for construction were non-used and usekl. Thus, 

when calculating its non-used and useful plant for Lehigh, the Company subtracted 

the advances for construction. As a result, the amount of non-used and useful plant 

for Lehigh increases rate base as opposed to decreasing rate base. This results 

because the amount of advances for construction is greater than the non-used and 

useful plant. This confirms that the Company did not correctly determine the amount 
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of nonused and useful transmission, distribution, and collection plant associated with 

Lehigh. 

Would you please explain how you developed the adjustment that should be made to 

rate base? 

Yes. These calculations are set forth on Schedule 38. First, I examined the total 

amount of transmission, distribution, and collection plant on the Company's.books 

for 1996 From this amount I subtracted the amount of Lehigh Corporation 

constructed assets that are not used and useful. Next, I applied the Company's non- 

used and useful percentage to the balance of transmission, distribution, and collection 

plant to amve at the amount of non-used and useful plant that is consistent with the 

Company's lot count percentage. For water this produced non-used and useful plant 

of $1,500,977. To this amount I added the non-used and useful assets constructed 

by Lehigh Corporation which for water amounted to $1,518,540, for a total non-used 

and useful amount of $3,019,517. From this amount I subtract the amount of non- 

used and useful transmission and distribution lines as determined by the Company, 

$1,847,422. I subtracted this amount from the total non-used and useful plant to 

anive at the amount ofthe adjustment that should be made to the Company's plant in 

service. This amounts to $1,172,095 for water plant. The same calculations produce 

an adjustment to wastewater plant of $667,015. Accumulated depreciation should be 

reduced by $279,673 for water and $196,177 for wastewater. CIAC should be 

reduced by $36,757 for water and $34,021 for wastewater. Accumulated amortization 

of CIAC should be reduced by $2,268 for water and $2,503 for wastewater. 
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Likewise, depreciation expense should be reduced by $26,454 for water and 

$14,252 for wastewater 

Would you please explain the adjustments that you propose with respect to 

Buenaventura Lakes? 

Yes, the first group of adjustments are depicted on Schedule 39. These are the same 

adjustments ordered by the Commission when it approved SSUs acquisition of 

Buenaventura Lakes by SSU. As shown on Schedule 39, water rate base should be 

reduced by $29Q, 190 and wastewater rate base should be reduced by $930,770. 

Depreciation expense should also be reduced by $2,261 and $22,173, respectively for 

water and wastewater. 

The second group of adjustments relate to wetlands at the Buenaventura system. 

These are presented on Schedule 40. SSUs due diligence study described the 

wetlands as follows: 

On December 31, 1983, 207.72 acres of wetland[s] 

was transferred to OOU by Real Estate Corporation at 

a figure of $9,23O/ame. The sites were to be used as a 

segment of OOITs effluent disposal system. In OOUs 

1985 rate case, the cost of the land was reduced to 

$4,547 per acre [due] to the nature of the related 

property transaction. OOU later wrote the land cost 

down (in accordance with FPSC order) to $717,854. 
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Added to the land cost was $816,614 of 

construction costs  related to berms and piping, 

bring the total wetlands cost on OOU's books 

to $1,585,257. Only 39 acres of the wetland[s] 

have functioned effectively as a disposal 

system. The FPSC, in OOUs 1988 rate case 

No. 871 134-WS indicated that of the wetlands 

only 15.2% [were] used and useful, allowing 

$240,959 in rate base. Due diligence disclosed 

the upper wetlands have not been used since 

January 1989. It is recommended that the 

offering price for OOU be reduced by 

$1,066,933 the net book value of the upper 

wetlands, and that REC should take title to the 

131 +/- wetland[s]. [Response to Citizens 

Document Request 168.1 

Some notes obtained by OPC while reviewing SSU's acquisition files also reveal the 

non-used and useful nature of most of these wetlands. These notes state: 

Reports indicate that the upper wetlands (130 acres) 

have not been used since 1989. This is bound to be an 

issue in the next rate case. (How long can you argue 
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that they are drying out?) 

The Company's due diligence study indicated that an adjustment of $591,110 should 

be made to the land account and that account 36220-3, Oxidation Lagoon should be 

reduced by $628,270. This study also showed that accumulated depreciation should 

be reduced by $153,141 as ofDecember 31, 1994. 

In response to Citizens's interrogatory 278, the company gave the following response 

to Citizens' inquiry about the wetlands. 

. . . The investment in the wetlands at Buenaventura Lakes 

is in wastewater utility plant in service. This 

investment in wetlands has not increased since the 

FPSC audit performed at the time of transfer.. . . The 

wetlands are necessary as a backup to the 

groundwater infiltration system placed in service. The 

investment in wetlands is approximately $1.5 million. 

mesponse to Citizens Interrogatory 278.1 

Unlike the determination made by SSU in its due diligence study and the Commission 

in OOU's last rate case, SSU is now suggesting that the wetlands are 100% used and 

useful. I believe that the facts show that most of the wetlands are not used and useful 

and have not been used since 1989. Accordingly, I have made an adjustment, shown 

on Schedule 40, to remove this investment fTom SSU's rate base. As shown, plant in 

service should be reduced by $1,219,380, accumulated depreciation should be 
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reduced by $200,261, and depreciation expense should be reduced by $15,707. 

Summary and Overall Recommendation 

Please turn to the last section of your testimony. Do you have a schedule which 

summarizes your recommendations and the adjustments that you propose? 

Yes, I do. A summary of all of the adjustments that I propose is presented on 

Schedule 41. The 6rst column ofthis schedule describes each adjustment, the'second 

column shows the amount of each adjustment, the third column shows the net income 

impact of the adjustments, md the fourth column shows the revenue requirement 

impact of the adjustments I recommend. In total, these adjustments reduce SSUs 

requested revenue requirements by $9,933,350. 

Does this complete your testimony prefiled on February 12, 1996? 

Yes. it does. 

13 
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SUPPLEMENTAL TESTIMONY 
OF 

KIMBERLY H. DISMUKES 

On Behalf of the 
Florida Office of the Public Counsel 

Before the 
FLORIDA PUBLIC SERVICE COh4MISSION 

Docket No. 950495-WS 

What is your name and address? 

Kimberly H. Dismukes, 5688 Forsythia Avenue, Baton Rouge, Louisiana 70808. 

Are you the same Kimberly H. Dismukes that prefiled direct testimony in this 

proceeding? 

Yes. 

Do you have an exhibit in support of your testimony? 

Yes. ExhibitlKHD-2) 1'p contains 1 Schedule that supports my testimony. 

What is the purpose of your supplemental testimony? 

The purpose of my supplemental is to address the Lehigh Corporation Escrow Letter 

between Mr. Ronald Sorenson and Ms. Laura A. Holquist, dated December 14, 1993 

and produced by Southern States on February 23, 1995, pursuant to the pre-hearing 

officer's Order "Escrow Letter". I have included as Schedule 1 to my exhibit a copy 

of this letter. 
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Would you please describe the background of the escrow agreements and the Escrow 

Letter? 

Certainly. Lehigh Corporation had approximately $5.2 million held in an escrow 

account under the terms of Escrow and Trust Agreements with Barnett Bank. The 

escrow accounts were established pursuant to the direction of the States of New 

York and Michigan to ensure the availability of funds for utility connections at the 

time the lot owner builds on the property. These funds were never recorded on the 

books of Lehigh Corporation, the developer of land owned in Lehigh Acres. 

According to the letter from Ms. Holquist, these funds were previously believed to 

belong to the lot purchasers and that Lehigh Corporation had no ownership interest 

in the funds. Legal research apparently concluded that the funds actually belonged to 

Lehigh Corporation and not the lot purchaser. Furthermore, this research concluded 

that the funds represented no liabiity to Lehigh Utilities, Inc. (a/k/a SSU) because the 

Commission ruled in March 1993 that the funds did not represent any liability or 

impute CIAC. Because of these conclusions, Lehigh Corporation reconsidered the 

accounting treatment of these funds. 

The letter from Ms. Holquist describes the various rationales for assuming that Lehigh 

Corporation has little or no obligation to future customers as they connect to the 

system. It was concluded that: 

... we have determined that any significant water and 

sewer reimbursement obligation that might exist from 

2 
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sales representation would be binding only 

onto the original lot purchasers. We have 

further determined that the average age of 

these lot purchasers when the reimbursement 

obligation could potentially be incurred would 

be greater than 86 years. Thus it appears that 

due to natural life-span constraints, minimal 

reimbursement, if any would actually be paid 

under our assumption that an obligation exists. 

We have concluded that no liability should be 

recorded for this potential exposure. [Escrow 

Letter.] 

Lehigh Corporation stopped short of recording no liability for the escrowed fimds 

because of its intent to negotiate access to these funds, which it successfi~lly did. 

Lehigh Corporation also negotiated a supplement to the developers agreement 

between itself and SSU. This supplemental developers agreement provides that, with 

the release of the escrow funds, Lehigh Corporation would install utility facilities, 

including transmission and distribution lines, collection lines, water and wastewater 

treatments plants, and other major utility assets, and sell these facilities to SSU. If the 

facilities are not used and usefd within 10 years, the plant will be contributed to SSU. 

According to Ms. Holquist, installation of water and sewer lines toward New York 
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and Michigan purchasers’ lots would spur development and increase the value of the 

lots, presumably those still to be sold by Lehigh Corporation. In related 

correspondence Bill Livingston, of Lehigh Corporation wrote: 

A conceptual plan for providing water and sewer 

service will then be prepared for each service area. 

Each plan will provide for spending all available 

escrow funds, as well as projected fiture receipts, in 

a manner that will extend water and sewer lines as 

close as possible to the contributing lots and also 

provide sufficient plant capacity to serve those lots. 

Careful consideration will also be eiven to benefiting 

Lehigh Comoration owned orooertv as much as 

reasonablv possible. (Emphasis Added.) 

In her letter, Ms. Holquist noted that because Lehigh Corporation’s management 

intends to offer a credit associated with the escrowed money, an obligation may be 

created in the near fiture. Accordingly, Lehigh Corporation estimated this obligation 

so that it could be recorded on its books. Using present value analysis and projections 

of when New York and Michigan lots would be expected to connect to the central 

utility services, it was determined that the present obligation is approximately 

$662,000. The remainder, or approximately $4.5 million was recorded as income. 

Because ofthe purchase agreement between Lehigh Acquisition Corporation and the 
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Resolution Trust Corporation, the income tax liability associated with the income, or 

escrow funds recorded prior to 1991, was to be included on the tax returns of 

Resolution Trust Corporation, not Lehigh Corporation. Income taxes on escrow 

money and interest earned after the acquisition are to be recorded on the books of 

Lehigh Corporation. 

Did Lehigh eventually record the hnds on its books? 

Yes. According to the CompanqJs response to the Citizens' interrogatory 241, in 1994 

Lehigh Corporation recorded approximately $5.2 million of escrowed funds held 

under offering statements approved by the States of New York and Michigan as a 

post-acquisition adjustment. The cash is apparently restricted to Lehigh Corporation 

and can only be drawn to construct major utility facilities. Under the provisions of 

various agreements between SSU and Lehigh Corporation, Lehigh Corporation is to 

develop water and wastewater utility facilities using these escrowed monies and sell 

them to SSU under a refundable advance. Lehigh Corporation is to be paid for these 

assets based upon future connections. 

As part of the agreement with the states of New York and Michigan, Lehigh 

Corporation agreed to grant a credit to lot owners for future connection fees in the 

amount of escrowed funds attributable to their specific lot as of March 31, 1994. 

Consequently, these customers will no longer receive the benefit of interest being 

earned on money they gave to the developer to construct utility assets. Based upon 

projected future connection dates, a deferred liabiity equal to the present value of this 
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projected liability was recorded by Lehigh Corporation, totaling $700,000. In order 

to access the cash for construction, SSU agreed to guarantee the future credits to 

customers through a reduction of the approved CIAC tariff at the time the customers 

COM& to the Lehigh plant. These credits, plus an administration fee, are to be billed 

to Lehigh and paid to SSU at that time. 

Because of these various agreements and negotiations, Lehigh Corporation recorded 

income totaling $4.5 million and a deferred payable to SSU of $.7 million--this latter 

item is the present value of the estimated liability for refunds of deposits made by 

Michigan and New York lot purchasers. 

Is Lehigh Corporation an fi l iate of SSU? 

Yes. Lehigh Acquisition Corporation is the sole stockholder of Lehigh Corporation, 

Topeka Group, Inc. (TGl) owns 100% ofthe stock of SSU and approximately 80% 

of the stock of Lehigh Acquisition Corporation. Minnesota Power owns 100Y0 of the 

stock of TGI. In essence, Minnesota Power controls the operations of the regulated 

SSU and the nonregulated Lehigh Corporation. This control was made especially 

evident in some correspondence related to this issue. In a memorandum from Mr. 

Scott Vierima of SSU to Mr. Bert Phillips, then president of SSU, and to other 

officers of SSU, Mr. Vierima expressed the desire of Minnesota Power with respect 

to these funds: 

LAC [Lehigh Acquisition Corporation] is finalizing 

modifications proposed by State authorities in NY and 
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MI, and has asked SSU to be prepared to 

execute the supplements within the next two 

weeks in order to ensure the ability to book 

related earning in MP's fist quarter. 

In reviewing various memorandum and correspondence concerning these escrowed 

funds it is apparent that the final treatment of these funds was structured such that 

they would have no positive affect on the customers of SSU and that all of the 

positive benefits, Le., income, would inure to Minnesota Power's unregulated 

operations. 

What significance does this have to the Commission? 

The Commission should consider whether the utility customers of SSU have been 

treated fairly with respect to these funds and their treatment on the books of SSU and 

Lehigh Corporation. Because of the manner in which the various agreements have 

been structured, there is no benefit to customers associated with these escrowed 

funds. Yet there is a significant benefit to Minnesota Power's unregulated operations. 

Minnesota Power was able to recognize a windfall profit of $4.5 million in 1994 

because of money contributed by future customers of SSU. In addition, Lehigh 

Corporation will construct, and has constructed, water and wastewater assets in the 

Lehigh Acres development that will increase the value of the developer's lots. The 

developer will be reimbursed by SSU for water and wastewater facilities, through 

CIAC collected from near term customers, for which it has contributed nothing to 

increase the value of its lot inventory. This will in turn accrue to the benefit of 
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Minnesota Power in the form of higher profits for land sold by Lehigh Corporation 

much of which was brought about by the use of money collected from future 

customers and assets paid for by near term customers. Normally, the construction of 

utility lines by developers are contributed to the utility. However, in the instant case, 

no such contribution is being made. Instead, the money is being advanced by future 

customers and then the assets are being paid for by near term customers in the form 

of CIAC. 

What do you recommend? 

In my opinion, the Commission should impute CIAC associated with all facilities 

constructed by Lehigh Corporation as future customers connect to the system. 

According to the Company's response to the Citizens Interrogatory 241, for the 

projected test year ending 1996, SSU will have repaid Lehigh Corporation for 

$769,000 for assets that Lehigh Corporation constructed. These used and useful 

assets are included in SSU's rate base. By imputing CIAC on these assets and future 

assets constructed by Lehigh Corporation the Commission can ensure that customers 

are not banned by the various agreements and negotiations entered into by SSU and 

Lehigh Corporation that do nothing but enrich Minnesota Power, because of the 

contribution made by customers. 

Are there any other factors the Commission should consider when addressing this 

issue? 

Yes. The Commission should realize that much of the plant and facilities that are 

being constructed by Lehigh Corporation are non-used and useful. I addressed this in 
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my direct testimony and I proposed an adjustment to Lehigh's transmission, 

distribution, and collection facilities to ensure that current customers do not bear the 

cost of these non-used and useM assets. But the Commission also needs to be aware 

of the future problems that may arise because of Lehigh Corporation's construction 

activities. 

Certain scenarios could develop that would further enrich Minnesota Power at the 

expense of customers. For example, assume that after enough customers connect to 

these new lines, SSU determines that it must construct additional water and 

wastewater treatment facilities to serve these additional customers. SSU may 

construct such facilities larger than necessary arguing that its less expensive to build 

a larger plant now, than several smaller plants over time. Under this scenario, SSU 

will likely argue that because of the prudence of the economies of scales associated 

with building a larger plant now, the entire plant should be considered 100% used and 

usefi~l. This is an argument routinely made by SSU and often adopted by this 

Commission. If such a scenario evolves, and the Commission does not recognize the 

plant as non-used and useful, customers will pay for non-used and useful plant with 

the beneficiaries being SSU and Lehigh Corporation. Because of the negative 

potential impact on customers, the Commission should warn the Company today that 

current customers will not be saddled with the cost of non-used and useful assets 

resulting from the construction activities of Lehigh Corporation. 

Should the Commission evaluate this issue in conjunction with any other issues in this 

9 
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proceeding? 

Yes. The Citizens' witnesses Larkin and DeRonne are recommending that the 

Commission recognize a negative acquisition adjustment with respect to the Lehigh 

system, as well as others. As I noted in my direct testimony, the Citizens were not 

successlid at persuading the Commission in the last rate case involving Lehigh 

Utilities, Inc. which is now SSU, that a negative acquisition adjustment should be 

made. I believe the Commission should carehlly reconsider its decision concerning 

the negative acquisition adjustment for Lehigh. 

In the last Lehigh rate case SSU argued that the entire discount from book value 

associated with the acquisition of a consortium of Lehigh companies should be 

entirely attributed to the nonregulated operations of the purchased assets. Part of this 

argument was based upon the declining value of land in the area. Despite this 

assertion, Minnesota Power has recognized sigtuficant income associated with the sale 

of land by Lehigh Corporation--in fact, it reported a return on its equity investment 

in Lehigh Acquisition of 56% in 1994. In addition, due to the contributions of SSU's 

customers, Minnesota Power stands to enhance its profits in the fiture from land 

sales. The Commission should seriously question SSU's assertion that the discount 

from book value, associated with the purchase of the Lehigh consortium of 

companies, should be related solely to the nonutility assets purchased by TGI. In my 

opinion, the Commission should recognize the unusual relationship between SSU, 

Lehigh Corporation, TGI, and Minnesota Power and give the customers of Lehigh a 

10 
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3 Q. 

4 A. Yes, it does. 

portion of the benefit associated with this acquisition by recognizing the negative 

acquisition adjustment recommended by h4r. Larkin and Ms. DeRonne. 

Does this complete your supplemental testimony prefiled on March 4, 1996? 

11 
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SECOhTD SUPPLEhENTAL TESTIMONY 
OF 

KIMBERLY H. DIShWKES 

On Behalf of the 
Florida Office of the Public Counsel 

Before the 
KORIDA PUBLIC SERVICE COMMISSION 

Docket No. 950495-WS 

What is your name and address? 

Kimberly H. Dismukes. 5688 Forsythia Avenue, Baton Rouge, Louisiana 70808. 

Are you the same Kimberly H. Dismukes that prefiled direct testimony in this 

proceeding? 

Yes. 

Do you have an exhibit in suppon of your testimony I 

Yes. Exhibitc(KHD-3) contains 3 Schedules that suppons my testimony. 
1 

What is the purpose of your supplemental testimony? 

The purpose of my supplemental testimony is to address the income tax returns of 

Southern States and its parent companies which were recently provided to the Office 

of the Public Counsel. 

What subject regarding the income tax returns would you like to discuss? 

I would like to address the acquisition of Lehigh Acquisition Corporation (LAC) by 

Topeka Group, Inc. (TGI). In July 1991 TGI acquired a two-thirds ownership 

1 
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interest in Lehigh Acquisition Corporation for $6.0 million. Lehigh Acquisition 

Corporation subsequently acquired for $34.0 million the stock of Lehigh Corporation 

and several other subsidiaries involved in real estate from the Resolution Trust 

Corporation. Lehigh Utilities, Inc. (Lehigh Utilities, Inc. was subsequently merged 

into SSU and is now a system of SSU) was part of this purchase. The total purchase 

price of the assets was 540.0 million, the net book value of the assets was S99.0 

million-representing a discount of $59.0 million or approximately 60%. At the time 

of the purchase, Lehigh Acquisition Corporation apparently decided that the entire 

discount associated with the acquisition should be attributed to the non-regulated 

operations of Lehigh Acquisition Corporation and not Lehigh Utilities, Inc. CUI). 

The reason for this allocation is unclear. However, TGI hired Raymond James & 

Associates, Inc. to check the reasonableness of the allocation. 

The Raymond James report, which I have attached as Schedule 1 to my Exhibit, 

essentially endorsed the allocation proposed by LAC. Raymond James endorsed the 

allocation because 1) it essentially agreed with MPL that M€'L would have paid book 

value for the assets ofLebigh Utilities, Inc. and 2) there were numerous uncertainties 

and contingencies associated with the non-utility assets of LAC. 

Apparently, with the endorsement of Raymond James, SSULUI argued in LUTs last 

rate case that all of the discount associated with the purchase of the Lehigh goup 

should be allocated entirely to the non-regulated operations of the Lehigh goup .  

2 



2802 

1 r- 

2 

3 

8 

9 

10 

11 

12 

/-. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

From a regulatory perspective, this would prove advantageous for TGLMPL 

because there would be less risk that the Commission would include a negative 

acquisition adjustment in the rate base of Lehigh Utilities, Inc. Furthermore. as it 

turns out, it provides a significant benefit to TGI and its stockholders. 

As I have stated elsewhere in my prior testimony, in the last Lehigh rate case, Docket 

No. 91 1188-WS, the Commission did not endorse the arguments of the Citizens 

concerning the attribution of 2 60% discount to the operations of LL7. The 

Commission apparently believed the arguments made by SSULLJI that the discount 

was entirely attributable to the non-utility operations. The reasons for rejecting the 

Citizens' arguments and adoption of the SSULUI's arguments were summarized by 

Commissioner Clark at the January 19, 1993 Special Agenda conference concerning 

the Lehigh rate case: 

COMMISSIONER CLARK: I just want to have clear 

in my mind an added reason for not making m y  

acquisition adjustment. It seems to me, first of all, that 

we don't make acquisition adjustments, either up or 

down, absent extraordinary circumstances. And what 

would add to the argument that you not make [an] 

adjustment in this case is that it appears that where 

3 
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the devaluation reallv took dace was not in the utilitv 

assets. but in the orooertv held for develooment. That 

the market had - in effect. the bottom had gone out of 

the market. and anv devaluation that took place we 

could reasonablv conclude was not r d v  related to the 

utilitv. but more related to land develooment value. 

And. therefore. one could argue that there is no -- they 

didn't oav less than book value for the utilitv assets. 

[Transcript of January 19, 1993 Special Agenda 

Conference in Docket No. 91 1 IS-WS, p. 19, emphasis 

supplied.] 

D d  the arguments made by LWSSU in fact materialize, i.e., that the fair value of the 

non-utili? assets was substantially below the book value of the non-utility assets? 

No. SSU.'LbJ's arguments that the value of the non-utility assets was significantly 

less rhan book or fair value is in stark contrast to how the acquisition was recorded 

on rhe books of TGI. Subsequent to the Raymond James report, and LWSSU'S 

contention that the fair market value of LUI approximated book value and that the 

fair market value of the non-utility operations of LAC approximated $39.0 million 

less than book value, it was determined that the fair market value of LAC was 

actualIy substantially greater than argued to the Commission in Docket No. 921 118- 

WS. In fact, instead of a fair market value of $34.0 million, the actual fair market 

value of the non-utility assets was $96.0 million. 

A 
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Where did vou obtain this information? 

As part of the workpapers to the 1992 income tax returns of TGI, the Company 

provjded the financial statements and accompanying notes to the financial statements 

of TGI. (I have included this page of the financial statements as Schedule 2 to my 

Exhibit.) One on the notes to TGI's hancial statements has particular reievance to 

the value of the LAC. Specifically, note 5 to the financial statements discusses the 

acquisition of Lehigh Acquisition Corporation in 1991 by TGI. 

The fair value of the net assets acquired by Lehigh 

Acquisition Corporation exceeded the purchase price 

by approximately $62 million. The excess of fair value 

over purchase price (the bargain purchase amount) has 

been allocated to acquired receivables, land, land 

improvements and residential construction, and 

property and equipment expected to be realized after 

June 30, 1992 on a pro rata basis based upon the 

estimated fair value of these assets. Recognition of the 

bargain purchase amount as income began on July 1, 

1992, as principal payments on acquired receivables 

are received and cash h d s  are received for the sale of 

assets. During 1992 57.0 million of this bargain 

purchase differenrial was recognized as income. 

. 
\ 

In other words, the fair market value of the non-utility assets was determined to be 

5 
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substantially more than the purchase price. This differential allows TGL"L to 

recognize as income approximately 57 0 per year over the period that the bargain 

puicii&e amount is anionbed. 

What significance does this have to the instance proceeding? 

At least in part, the support for the Commission's decision in Docket No. 91 1188-WS. 

was either not factually accurate, or changed dramatically at about the time the 

decision was made in that docket. Consequently, it would be more than appropriate 

for the Commission to reevaluate the issue of a negative acquisitio- adjustment for 

the Lehigh system of SSU. In my opinion, the facts today, do not support an 

allocation of the entire discount ofthe purchase price to the book value to the non- 

utility operations of LAC. 

Do you have any other support for your contention that part of the discount should 

be attributed to Lehigh? 

Yes. In a recent acquisition, specifically, Lakeside Golf, Inc., the Company prepared 

a draft due diligence study that compared the purchase price of Lakeside GolC Inc. 

to Lehigh Utilities, Inc. I have attached as Schedule 3 to my exhibit a portion of this 

draft study. This comparison stated:"As shown by the following measures, terms of 

the proposed purchase compare favorably to that ofLehigh Utilities." The cornparkon 

showed that the purchase price of Lakeside Goq Inc. was .41 times book value while 

the purchase price of Lehigh Utilities, Inc. was .45 times book value. In other words, 

for purposes ofthis comparison, the Company showed that Lehigh was purchased at 

45% of book value, not the 100% alleged in Docket No. 91 11 88-WS. The difference 

6 
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closely approximates the 60% discount that the Citizens argued should be attributed 

to Ixhigh in Docket No. 91 1188-WS. 

What are your conclusions? 

The facts and arguments made by LWSSU in Docket No. 91 1 188-WS turned out to 

be incorrect. In my opinion, the substantial extraordinary difference between what 

was alleged in Docket No 91 1188-WS and what actually happened, clearly warrant 

that the Commission include a negative acquisition adjustment in the rate base of 

the Lehigh system of SSU. The amount of the negative acquisition adjustment is 

depicted on Schedule 17 of the Citizens witnesses Larkin and DeRonne. 

Does this complete your supplemental testimony prefiled on March 25, 1996? 

Yes, it does. 
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Q (By Mr. McLean) Ms. Dismukes, you were 

ieposed on April 15th, 1996; is that correct? 

A Yes. 

Q And as I recall, there was not a notary 

)resent at that particular deposition. 

A That's correct. 

Q And you're under oath this afternoon? 

A Yes. 

Q Were all the answers given by you in that 

ieposition the same as they would have been had you been 

inder oath at that time? 

A Yes. 

Q Such that you now say under oath those are the 

:orrect answers to the questions posed by the attorneys? 

A Yes. 

Q Thank you, ma'am. Have you prepared a summary 

:o your testimony? 

A Yes, I have. 

Q Would you provide that summary to the 

:ommission? 

A Yes. MY testimony covers a lot of topics. I 

?ant to try and hit the high points and move through 

:his rather quickly, but bear with me. It is a little 

long. 

The first section of my testimony I deal with 
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the Company’s weather normalization clause. I‘m opposed 

to the Company‘s weather normalization clause. It is 

not a weather normalization clause as the Company 

suggests, but it’s a revenue normalization clause for a 

decoupling proposal. The Company’s proposal essentially 

shifts business risk from the Company’s customers -- 
from the Company’s stockholders to the Company’s 

customers. It insulates the Company from all forms of 

revenue variability, including variations in weather, 

conservation, tourism, changes in the economy and all 

other factors that affect water consumption. I don’t 

believe that customers should be put in a position of 

guaranteeing the Company the collection of its proposed 

revenues, regardless of the circumstances. Stockholders 

are in a much better position to hedge this risk than 

ratepayers. This Commission, in fact, in considering a 

decoupling proposal of an electric utility, found that 

the revenue losses associated with an economic downturn 

should not be borne by customers, but they should be 

borne by the Utility. 

In the second section of my testimony I 

address the Company’s rate structure proposal. The 

Company, as you know, is proposing to move from a rate 

design -- a rate structure is that less conservation 
oriented than the rate structure the Commission approved 
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in Docket 920199. I am recommending that the Commission 

move a little bit further in the direction of 

Eonservation and to have the Company's revenues in rates 

structured such that 25 percent of the Company's revenue 

is collected from the base facility charge and the 

remaining is collected from the gallonage charge. 

In the third section of my testimony I address 

the Company's conservation program. The Company is 

proposing to include in test year expenses in excess of 

half a million dollars for a proposed water conservation 

plan. The Company's requested expenses are 

substantially in excess of what it has spent in the 

past. For example, in 1994, the Company expended 

$149,000 on conservation programs. I studied the 

Company's proposed expenses, past conservation efforts 

and the degree to which the Company evaluated the 

relative cost-effectiveness of its proposed programs. 

My examination indicated that the Company's programs 

were not evaluated for cost-effectiveness. This is in 

contrast with the recommendations of Brown & Caldwell 

and the St. Johns River Water Management District. Nor 

did the Company consider in its overall conservation 

plan the relationship between rate structure and its 

conservation programs. Likewise, it did not attempt to 

assess the degree to which capacity deferrals would 



2810 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

result from its conservation program. 

In addition, my review of the Company's past 

:onservation efforts shows that some of the costs 

incurred were more for PR or for image enhancement than 

lor conservation. I would like to quote from SSU's 

mdget concerning one of the purposes associated with 

jome of its conservation expenditures. The quote in its 

iudget is, "to promote the image of SSU in its presence 

tn the communities it serves." For these and a variety 

)f other specific reasons I am recommending that the 

:ommission disallow $300,000 of the Company's proposed 

sxpenses. 

illows a considerable sum of money for conservation, 

;pecifically $170,000, for programs such as public 

?ducation and the specific programs proposed for Marco 

Csland. 

I will point out that my recommendation still 

Q Ms. Dismukes, we can hear you remarkably 

fell. would you put a little distance between yourself 

m d  the microphone? 

A If you'll bring me a glass of water. 

CHAIRMAN CLARK: MS. Dismukes, do YOU need 

some water? 

WITNESS DISMUKES: Yes, it's empty over here. 

CHAIRMAN CLARK: Okay, we'll get you some. 

WITNESS DISMUKES: Thank you. In the fourth 
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section of my testimony I discuss the gain on sale 

issue. I am recommending that the Commission amortize 

the gain on sale of several systems and assets of 

Southern States above the line. My recommendation 

increases test year revenue by $5.7 million. 

In the next section of my testimony I discuss 

the Company#s 1996 projected test year revenues. The 

Company has proposed to project its billing determinants 

based upon an average of the years 1991 through 1994. I 

disagree with the methodology used by the Company 

because I believe that it understates projected test 

year revenue. 

The primary reason for my disagreement with 

the Company's proposed methodology is that it uses 

consumption data during a time period when rainfall was 

abnormally high. As such, it understates projected test 

year consumption. I have proposed that the Commission 

use information obtained from a study done by 

Dr. Whitcomb, which attempted to capture -- I'm sorry -- 
which attempted to capture the effects of rainfall on 

residential consumption. The study Dr. Whitcomb 

prepared showed that the weather normalized consumption 

for residential customers was 9,476 per bill her month. 

I used this estimate to calculate projected 1996 revenue 

and billing units. I have also proposed an alternative 
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adjustment which is similar to the Company's method, but 

instead it uses the years 1992 and 1993 for the period 

in which to project 1996 billing units. During these 

time periods, rain levels were more normal than the 

four-year time period that the Company used. 

In the sixth section of my testimony I address 

the Company's acquisition program and show that with 

respect to at least the two recent and largest 

acquisitions made by Southern States, the cost of the 

newly acquired systems actually increased: they did not 

iecrease. The Company has continuously argued that its 

acquisition program is beneficial to customers and 

allows it to spread its fixed costs over a larger body 

of customers thereby reducing the costs per Unit to the 

customers. 

I tested this theory by examining the 

Company's administrative and general expenses over the 

period 1991 to 1996. My analysis showed that as SSU's 

size increased, so did the cost per customer. This is 

the opposite of what one would expect if economies of 

scale so often touted by SSU were true. My analysis 

showed that the cost per customer of administrative and 

general expenses increased from $54 to $77 in 1996. 

MR. JACOBS: Madam Chairman, maybe we could 

share some water, since they seem to be a little bit 
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lengthy getting it to her. 

there? Could we just have some of that, or whatever, 

because she's getting dry here. 

Do y'all have some up 

CHAIRMAN CLARK: Matt, what happened? 

MR. FEIL: I passed it off to Lila. (Pause) 

WITNESS DISMUKES: Thank you. The conclusion 

drawn from my analysis of the Company's administrative 

and general expenses is that SSU's larger size is not 

more efficient but less efficient. Accordingly, I am 

recommending an inefficiency, or diseconomies of sale 

adjustment, of $1.8 million. 

After considering the other adjustments 

proposed by myself and other witnesses for the citizens, 

the net adjustment that I recommend is a reduction in 

expenses of $244,000. 

The remainder of my direct prefiled testimony 

addresses various expenses and rate base adjustments, 

including removal of lobbying salaries, acquisition 

expenses, rate case expenses and rate base adjustments 

related to Lehigh and Buenaventura Lakes. 

I am going to move on to my first supplemental 

testimony. In that testimony I address a recent event 

that occurred with an affiliate of Southern States, 

Lehigh Corporation. In 1994 Lehigh Corporation 

renegotiated some escrow agreements with the states of 
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New York and Michigan and was allowed to access some 

funds to construct utility assets in Lehigh Acres 

Community. 

It likewise recognized a gain in that year on 

its books of 4.5 million associated with the escrowed 

monies. 

suggests that it is the intention of Lehigh Corporation 

to install lines in areas where it will increase the 

value of the lots held in the inventory of Lehigh 

Corporation. During this time period, the time period 

that the escrow agreements were being renegotiated, 

Southern States and Lehigh Corporation negotiated a 

modification to a developer's agreement whereby Lehigh 

Corporation would advance to SSU the funds used to 

construct the utility assets. The agreement between SSU 

and Lehigh Corporation is supposed to work such that 

nonused and useful assets constructed by Lehigh 

Corporation and sold to SSU would be offset with 

advances for construction until customers connect to the 

system. When customers connect to the system and pay a 

Eonnection charge, the refundable advance will be drawn 

3own. 

The correspondence that I have reviewed 

You might ask what relevance this has to 

Southern States. I believe it's important for the 

Commission to consider the effects of this arrangement 
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between Southern States and Lehigh Corporation. 

Corporation is an affiliate of SSU. As such, the 

various transactions cannot be considered arm's length. 

My evaluation of the various transactions indicate that 

they were carefully constructed such that there would be 

no benefit associated with the transactions to the 

customers of Southern States. All of the benefit will 

inure to the unregulated operations of Minnesota Power & 

Light. 

Lehigh 

In 1994 Minnesota Power & Light recognized a 

windfall gain profit of $4.5 million because of money 

contributed by future customers. In addition, Lehigh 

Corporation will construct and has constructed utility 

assets that will serve to increase the value of the 

developer's lot. A developer will be reimbursed by SSU 

for water and wastewater facilities the developer 

constructed through CIAC collected from the interim 

customers. The developer has contributed nothing to 

increase the value of its lots. Normally the 

construction of utility lines by a developer are 

contributed to the utility. However, in the instant 

case, no such contribution is being made. Instead -- 
lost my place. Instead the money is advanced by future 

customers and then the assets are being paid for by near 

term customers in the form of CIAC. Because of the 
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complexities of this transaction and their affiliated 

nature, I am recommending that the Commission impute 

CIAC associated with all facilities constructed by 

Lehigh Corporation. 

In my second supplemental testimony I also 

address the Lehigh system of Southern States. In 

current information obtained from Minnesota Power & 

Light’s tax returns I discovered what I believe to be an 

inconsistency between what SSU told the Commission 

concerning the acquisition of the Lehigh consortium of 

companies in the last Lehigh rate case, Docket 911188-ws 

and what actually transpired. 

In Lehigh’s last rate case, the Company told 

the Commission that the 60 percent discount from book 

value associated with the acquisition of the Lehigh 

Companies should be attributed entirely to the 

nonregulated real estate operations because of the 

decline in the value of those assets relative to the 

book value. 

However, for tax and book purposes there was 

no decline in the fair market value of the assets of the 

nonregulated real estate operations. Instead, the fair 

market value of the assets was determined to be the same 

a s  the book value. In deliberating on this subject 

during the agenda conference of whether or not a 
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iegative acquisition adjustment should be attributed to 

:he regulated operations of Lehigh, the Commission 

relied upon statements of Southern States that in my 

)pinion were incorrect. Accordingly, I recommend that 

:he Commission reevaluate the acquisition of Lehigh 

Jtilities, which is now a system of Southern States, and 

include a negative acquisition adjustment in rate base 

is recommended by Witnesses Larkin and DeRonne. 

:ompletes my summary. 

That 

MR. McLEAN: Chairman Clark, tender the 

fitness for cross. 

CHAIRMAN CLARK: Mr. Jacobs. 

MR. JACOBS: I have no questions. 

CHAIRMAN CLARK: Mr. Twomey? Mr. Hansen? 

MR. HANSEN: I don't think he has any 

luestions. 

CHAIRMAN CLARK: Okay, Mr. Hoffman. 

MR. HOFFMAN: Thank you, Madam Chairman. 

CROSS EXAMINATION 

BY MR. HOFFMAN: 

Q Good afternoon, Ms. Dismukes. 

A Good afternoon. 

Q I'm Ken Hoffman representing Southern States 

Utilities. What I will try to do with my examination is 

to try and keep it somewhat organized by asking you 
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questions kind of by subject. 

A That's good. 

Q Let me start with the weather normalization 

clause. Would you agree that the Commission should 

establish the most accurate projection of 1996 

consumption per bill as possible in this rate case? 

A Yes. 

Q Without regard to whether the weather 

normalization clause is approved? 

A Yes. 

Q And in order to do that, the Commission needs 

to evaluate whether it is appropriate to include SSU's 

conservation and price elasticity adjustments to 

projected consumption; isn't that true? 

A Yes. 

Q You admit that it would be appropriate to 

include a price elasticity adjustment if your rate 

design proposal is adopted by the Commission, correct? 

A You asked me that question in my deposition, 

and I think that my response was that under the rate 

design proposal that I am recommending, there would tend 

to be more repression or conservation associated with 

that shift in the gallonage charge, between the BFC and 

the gallonage charge. I -- 
Q Let me ask -- 
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A Go ahead. I'm sorry. 

Q Let me ask you to refer to Page 60 of your 

Ieposition beginning at Line 22. Do you have that in 

iront of you, Ms. Dismukes? 

A Yes. 

Q Could you read the question that begins on 

ine 22 of Page 60 and the answer that finishes on 

.ine 2 of Page 61? 

A "DO you know if it would be appropriate to 

tnclude a price elasticity adjustment as part of your 

rate design proposal? 

"1 think to the extent that the calculation on 

:he estimates, et cetera et cetera, were performed 

:orrectly, that it would be appropriate." 

Q Okay, so then you do agree that it would be 

ippropriate to include a price elasticity adjustment if 

rour rate design proposal is adopted by the Commission? 

Assuming that their repression adjustment was A 

:alculated appropriately, and I don't agree that it was. 

Q You agree that the weather normalization 

:lause will assist Southern States in obtaining lower 

:ost of capital, all other factors being equal? 

A Yes. 

Q Ms. Dismukes, I took a look at the appendix to 

four direct testimony. 
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A Yes. 

Q Which is identified as part of Exhibit 175. 

A Yes. 

Q And in going through that appendix, which 

:oncerns your qualifications, it did not appear that you 

lad any experience regarding different types of 

idjustment clauses: is that correct, or is that 

incorrect? 

A That’s a little incorrect. 

Q Could you just briefly describe the experience 

:hat you have with different types of adjustment 

:lauses? 

A The primary experience that I have is with the 

he1 adjustment clause in electric utilities. 

eamiliar with other forms of adjustment clauses, 

purchased gas adjustment clauses. I believe the 

Commission here has a conservation cost recovery clause. 

Q How does a fuel adjustment clause operate? 

A 

I’m 

Essentially it operates to allow the utility 

to collect the changes in the fuel, the cost of its 

fuel. 

Q What about a purchased gas adjustment clause, 

how does that operate? 

A Basically the same way. It allows the utility 

to collect the changes in the cost of its fuel relative 
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generally to either what was included at the time of a 

rate case, or if you have annual true-ups or -- in 
Florida they have -- either annually or every six months 
they have a fuel adjustment proceeding. 

Q Okay, I think you also mentioned a 

conservation cost recovery clause? 

A I'm familiar that there is one of those in the 

state of Florida. 

Q Do you know how it operates? 

A NO, not specifically. 

Q Do you agree that there are some similarities 

between this Commission's fuel adjustment clause and 

Southern States' proposed weather normalization clause? 

A I would agree with you that there are 

similarities, but I think there are large differences as 

well. The fuel adjustment clause is not designed to 

completely insulate the utility from all forms of 

variation in the consumption patterns. Furthermore, the 

reason -- my understanding -- the reason that many 
commissions implemented fuel adjustment clauses had to 

do with significant increases in the cost of fuel that 

occurred in the 1970s, and that it was difficult for the 

utilities to control those costs. 

Q Doesn't Southern States face similar 

uncontrollable events, including rainfall, evaporation 
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and other weather factors, tourism and such, that would 

clearly affect Southern States' projected level of 

revenues? 

A I would agree with you that Southern States 

loes not have control over those particular aspects. 

Phose are factors that the Company has -- since it's 
Deen operating in the state of Florida -- operated 
inder. As I indicated in my summary, the risks 

vzsociated with those types of events can be diversified 

>y the stockholder. They cannot be diversified by the 

mstomer. So therefore, I think it's more appropriate 

in this instance for the shareholders of Southern States 

:o bear those risks. 

MR. HOFFMAN: Madam Chairman, I'm going to 

Rove to strike that answer. My question simply was 

Yhether or not Southern States faced similar 

incontrollable events, including rainfall, evaporation 

ind et cetera, as the uncontrollable events that are 

,art of the fuel adjustment clause. 

CHAIRMAN CLARK: I'm in a bit of a dilemma, 

Ir. Hoffman, because I think she simply repeated what 

;he said in her summary with respect to the 

iiversification. I would agree with you, it's probably 

lot completely responsive, but it's previously been in 

:estimony too, so I don't know what harm it does. 
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Q (By Mr. Hoffman) Your answer, Ms. Dismukes, 

just so the record is clear, is that Southern States 

ioes face such similar type of uncontrollable events in 

its operations? 

A Yes, with the explanation that I gave. 

Q Okay, fair enough. 

CHAIRMAN CLARK: Let me ask a question while 

le's conferring with Mr. Armstrong. Do you know in rate 

iesign for electric utilities, is there -- in the 
Eorecasting, do they do weather normalization and do 

:hey do conservation? 

WITNESS DISMUKES: That's a very good point. 

4nd to be honest with you, I -- in Florida I don't 
mow. 

aeather normalize when they have a projected test year. 

CHAIRMAN CLARK: Okay, because it seems to me 

I do know in other jurisdictions that they do 

that we do in Florida, too, but I don't -- 
WITNESS DISMUKES: It would seem pretty 

intuitive if you're using a projected test year. 

CHAIRMAN CLARK: And do you know if we take 

into account conservation? 

WITNESS DISMUKES: I would assume that YOU 

would, but I haven't participated in any electric rate 

cases here. 

CHAIRMAN CLARK: Okay. 
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WITNESS DISMUKES: Well, TECO, but that Wasn't 

:he subject. 

CHAIRMAN CLARK: All right. Go ahead, 

Ir. Hoffman. 

Q (By Mr. Hoffman) Ms. Dismukes, I think your 

testimony is that fuel adjustment clause is designed to 

sllow the utility to recover only changes in the fuel 

:omponent of its total cost: is that correct? 

A Yes. 

Q Do you know on average what percentage of an 

alectric utility's total cost per customer is for fuel? 

A Could you just repeat that, please? 

Q Yes, matam. Do you know on average what 

percentage of an electric utility's total cost per 

customer is for fuel? 

A Not on a cost per customer basis, but I am 

qenerally familiar with the relative relationship 

between fuel costs and total costs. It is fairly high. 

I would say it's -- I don't -- I don't know the precise 

percentage. A rough guess would be 50 percent. It 

could be higher than that, but I haven't performed the 

calculation. 

Q Okay. You acknowledge that the weather 

normalization clause proposed by Southern States 

actually includes all factors affecting consumption, not 
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A Yes. 

Q I think you also proposed that if there is an 

ivercollection under the weather normalization clause, 

that Southern States' refund be made with interest: is 

that correct? 

A That's correct. 

Q But if Southern States undercollects, your 

recommendation is that SSU recover the undercollections 

without interest, correct? 

A Yes. 

Q Do you know whether or not the fuel adjustment 

clause mechanism in Florida includes an interest 

component? 

A I believe it does. 

Q How does that work? 

A Interest is -- it works both ways. In other 

words, if they overcollect, they pay interest. If they 

undercollect, they earn interest. 

Q Okay. Ms. Dismukes, we're in this hearing for 

approximately two weeks. 

oath from perhaps 50 to 70 witnesses, many experts in 

their fields; would you agree? 

We'll hear testimony under 

A Yes. 

Q When we're concluded, the Commission will 
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letermine SSU's revenue requirement and the return which 

;SU should be given an opportunity to earn: would you 

sgree? 

A Yes. 

Q Why do you object to establishing rates so 

:hat SSU actually is permitted to earn the Commission 

letermined revenue requirement and authorized return? 

A Well, I think there are a lot of problems with 

:hat. I don't think that it gives the utility an 

incentive to operate efficiently. If the Commission 

aere going to guarantee Southern States their overall 

rate of return, I think we would need to substantially 

reduce their overall rate of return. The Commission is 

supposed to act as a surrogate for competition. There 

sre not many companies out there that I am aware of that 

sre put in a position where their return on equity is 

guaranteed. I have several problems with the weather 

2ormalization clause outside the fact that it will allow 

the Company to collect the level of revenues that it is 

?rejecting in this case. 

Q Ms. Dismukes, let me ask you to now move to 

four rate design discussion that begins somewhere Close 

to Page 11 of your testimony. 

A Yes. 

Q On Page 11, Lines 17 through 19 of your 
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testimony, you state that if the Commission approves 

your rate design proposal -- which is 25 percent to the 
base facility charge and 75 percent to the gallonage 

charge -- that SSU should be permitted to collect 75 
percent of the changes in consumption through a revenue 

normalization clause. Is that correct? 

A Well, it's taken out of context a little bit. 

That is what that says there, but that's an alternative 

recommendation. My primary recommendation is that the 

Commission not adopt the Company's weather normalization 

clause, revenue normalization clause. But, I felt like 

it was important, because I did not know whether or not 

the Commission would be interested in adopting such a 

procedure for Southern States, that I give them some 

alternatives that I felt corrected some of the problems 

I found with the weather normalization clause. And this 

is my third alternative, I believe, if the Commission 

adopts my rate design proposal. 

Q Ms. Dismukes, I simply asked you if that's 

what your testimony stated. 

A And I said that is what my testimony stated 

but it is out of context. It appears as if it's a 

recommendation with respect to my rate design proposal 

and it is not. 

MR. HOFFMAN: Madam Chairman, I object. 
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Eounsel will have an opportunity to do redirect. I'm 

simply trying to ask the witness a simple question, and 

I'm not asking for explanation on other parts of her 

testimony. 

CHAIRMAN CLARK: Well, I thought she was 

responding to how she characterized your question in 

zlarifying the context in which the previous answer was 

given, and to that extent I'm going to allow the 

answer. 

Q (By Mr. Hoffman) Can you distinguish for us 

the difference between your revenue normalization clause 

proposal and Southern States' weather normalization 

clause? 

A The first recommendation that I made with 

respect to the weather normalization clause would be 

that the Commission assure that the test year billing 

units that are chosen in this case are as accurate as 

possible. I -- as I've said, I don't -- I don't agree 

with what Southern States has projected, and I would 

recommend that the Commission adopt my proposal. 

MR. HOFFMAN: Madam Chairman, I don't Want to 

push the envelope on this. 

her. I asked her if she could distinguish for us the 

difference between her revenue normalization clause 

proposal on Page 11 of her testimony and Southern 

That's not what I asked 
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States' weather normalization clause. That's all I 

3sked her. 

CHAIRMAN CLARK: Ms. Dismukes, would you do 

that, please? 

MR. McLEAN: Madam Chairman, may I respond? 

CHAIRMAN CLARK: Go ahead. 

MR. McLEAN: The intent of the question is to 

try to show that Ms. Dismukes has a weather 

normalization proposal. She opposes weather 

normalization. However, she says if you might want to 

give them one, you might consider this or that. 

Now, Mr. Hoffman's questions, I think, are 

3esigned to try to get Ms. Dismukes to say that she 

supports weather normalization by some methodology when 

in fact she does not, as she has testified. 

CHAIRMAN CLARK: He has asked for her to 

distinguish between the two, and as I understand the 

characterization of her direct testimony, she makes it 

clear -- 
M R .  McLEAN: Yes, ma'am. 

CHAIRMAN CLARK: -- what she is recommending. 
Ask your question again. 

Q (By Mr. Hoffman) Ms. Dismukes, can you 

distinguish the difference between your revenue 

normalization clause that you refer to on Page 11, Line 



2830 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

19 of your direct testimony and Southern States' weather 

normalization clause? 

A I'm not trying to be argumentative, but the 

iifference, if you want to look at only this paragraph, 

iYhich I think takes my entire recommendations out of 

context, is I am recommending that the Commission allow 

the Company to recover 75 percent of changes in 

consumption, whereas the Company's proposal is 100 

percent. 

MR. HOFFMAN: Madam Chairman, I understand. I 

think her testimony speaks for herself. I am trying to 

get an answer to a question. 

CHAIRMAN CLARK: As I understood her answer, 

the difference is she recommends 75 percent as opposed 

to your 100 percent: is that what the difference is? 

MR. HOFFMAN: That wasn't the question. 

CHAIRMAN CLARK: Okay, maybe I've 

misunderstood the question. 

MR. HOFFMAN: The question is, I am asking 

Ms. Dismukes to distinguish the difference, if any, 

between the "revenue" normalization clause that is 

spelled out in her testimony and Southern States' 

Ivweatherv8 normalization clause. 

CHAIRMAN CLARK: would you explain to us the 

difference? 
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WITNESS DISMUKES: Perhaps I don't understand 

four question. 

"weather" and "revenue, It or what my recommendations are 

to improve Southern States' proposed weather 

?ormalization clause? 

Are you distinguishing between the words 

MR. HOFFMAN: Neither. 

WITNESS DISMUKES: Okay. 

Q (By Mr. Hoffman) I'm looking at a phrase in 

four testimony. And it's your testimony. 

A Yes. 

Q And it's a phrase 'Irevenue normalization 

zlause." It's a phrase that you have used. 

A Oh, yes, that's correct. 

Q And I'm asking you to distinguish between 

that -- if there is any distinction between that revenue 
normalization clause and Southern States' weather 

normalization clause? 

A In terms of terminology, no, they are both, 

you know, designed to do the same thing. The Company 

zharacterizes it as a weather normalization clause, but 

it doesn't really just capture weather, it captures 

everything, and that's why I've kind of called it a 

revenue normalization clause and that's probably why 

Dr. Whitcomb called it a water normalization clause. 

I'm sorry, we just weren't communicating. 
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Q In other words, your use of words "revenue 

iormalization clause" is intended to mean essentially 

:he same thing as Southern States' weather normalization 

:lause, in terms of how you understand Southern States' 

roposal? 

A Yeah, they do the same thing. I just thought 

line was a better characterization of what the proposal 

lid. 

Q I apologize, Ms. Dismukes. I'm sure I was 

:alking past you on that. 

A Must have been. 

Q NOW, the basis for your recommendation here is 

:hat with 75 percent of SsU's revenue requirements in a 

jallonage charge, there will be greater levels of 

:onservation; is that correct? 

A Yes, there should be. 

Q And there will also be a greater level of 

2lasticit.y in consumption; is that correct? 

A I believe so, yes. 

Q 

A Yes. 

Q You disagree with Southern States' proposal to 

And there will be greater revenue instability? 

JO from a 33/67 base facility gallonage charge Split to 

3 40/60 split; is that right? 

A Yes. 
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Q And you disagree with what Southern States has 

proposed because you do not believe it is sufficiently 

aggressive in terms of conservation, correct? 

A Well, I believe it's a move in the wrong 

rlirection. 

Q Let me ask you to turn to Page 10 of your 

3eposition, Line 15, and if you would read the question 

and the answer that are on Lines 15 through 17. 

A ItIs the effect on conservation the only reason 

you do not agree with the proposed 40/60 split? Yes." 

Q Are you changing that answer today? 

A NO. 

Q so if your proposed rate structure is adopted, 

you must agree that a larger elasticity adjustment must 

be made to future consumption than that proposed by 

Southern States, correct? 

A Assuming that the Commission makes a price 

elasticity adjustment, yes, it would be a larger 

adjustment. 

Q Now, at Pages 11, and I'm at Line 17, through 

Page 12, Line 2 of your testimony, you agree that a 

consumption adjustment must be made if your 25/75 Split 

is adopted, but you suggest that only 75 percent of the 

elasticity adjustment be permitted: is that correct? 

A No, I don't believe so. 
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Q Isn't it your position in that portion of your 

:estimony, Ms. Dismukes, that if your 25/75 split is 

idopted that only 75 percent of the weather 

iormalization clause amount should be recovered? 

A Through the revenue normalization clause, yes. 

Q On what basis could the commission eliminate 

:onsideration of the other 25 percent? 

A I'm not sure I follow your question. I think 

rhat the Commission would do is look at what the Company 

ias projected in this particular case relative to what 

ictually happens, and allow the Commission -- the 
!ompany to recover 75 percent of that difference as 

)pposed to 100 percent of it. 

Q And my question is, how would you justify 

Sxcluding recovery of that other 25 percent? 

:hat not also be recovered? 

Why should 

A Oh, well, in my testimony I explained that at 

Least if the Commission is going to adopt a revenue 

iormalization clause, that it shouldn't completely shift 

111 of the risk from stockholders to ratepayers. So by 

mly allowing Southern States to recover 75 percent of 

;hat variability, they have essentially ensured that not 

ill risk is shifted from stockholders to ratepayers. 

Q Well, this clause would work both ways, 

though, wouldn't it, MS. Dismukes? In other words it 
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zan pay money back to customers or it can collect extra 

noney from customers, correct? 

A It can do both. 

Q Have you taken that into account in your 

recommendation that that 25 percent of the weather 

normalization clause not be permitted? 

A Yes. 

Q You acknowledge that the rate design that the 

Eompany has proposed satisfies the Brown & Caldwell 

xiteria as a conservation rate structure? 

A It's at the low end of the scale. It's the 

lowest you can be. 

Q Was that a no or a yes? 

A Yes. 

Q Your position, as I understand it, is that if 

you lower the percentage of revenue collected through 

the base facility charge, there will be less risk for 

the customers? 

A Well, I don't know that I looked at it from a 

risk perspective necessarily. I was looking at it from 

a conservation perspective. Well, there are actually -- 
I guess you could look at it that way, there would be 

less risk to the customers because of the fact that 

they're not required to pay Southern States regardless 

of what their consumption is. I think it's -- I've been 
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st a lot of service hearings and customer hearings, and 

they always get very confused about the base facility 

zharge and the fact that they have to pay for something 

vhen they don't actually receive service. 

Q Well, there could also be greater risk to the 

customers as well, couldn't there, when you put a lower 

amount of revenue recovery into the base facility charge 

because, for example, if you have a real dry year, the 

customers' bills, assuming they choose to water their 

lawn, are just going to be higher, correct? 

A Yes, but customers also have the ability to 

control that. I personally like the ability to know 

that when it rains a lot I don't have to water my lawn. 

And I don't particularly want to be put in a position 

where the Company is going to control that for me in 

terms of their billing procedures. 

Q Wouldn't you agree that customers would be 

subject to significantly greater risk of higher bills if 

the Commission approved a zero base facility charge? 

A No. I mean it could happen like in one 

particular month where it was very dry, and so if you're 

going to look at it from that perspective. But over 

time it should be equal. And moreover, if 100 percent 

of their revenues were collected from the gallonage 

charge, customers would have total control. 
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Q DO you have any empirical data or evidence to 

support that conclusion, or is that just your 

speculation? 

A In terms of whether or not customers would 

have complete control over their bill, in other words 

that -- I mean it’s pretty intuitive that if all of the 
money is collected from the gallonage charge, that if 

the customer doesn’t use any water in one particular 

month, they don’t have to pay anything. And I believe 

the Brown & Caldwell Study also refers to situations 

where a large percentage of the -- and I think it goes 
up to 100 percent, a large percentage of the revenue 

requirement is collected entirely from a gallonage 

charge. 

Q Wouldn’t it also be intuitive that if 100 

percent of the revenue requirements were loaded into a 

usage charge, that customers face a greater risk of 

higher bills? 

A In particular months, but on average it should 

work out to be roughly the same. 

Q You believe that a base facility charge, a 

gallonage charge rate structure with a zero base 

facility charge, is reasonable: do you not? 

A Yes. 

Q Dr. Whitcomb has testified in this proceeding 
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that Florida lies in the region of the United States 

with the highest variability in consumption due to 

weather. 

statement? 

Do you have any basis to disagree with his 

A NO. 

Q Would you consider it reasonable to impose the 

most extreme riskiest rate structure of a zero base 

facility charge on SSU's customers who reside in the 

area of the United States that has the most extreme 

variability in consumption? 

A That*s not my recommendation. 

Q I know, ma'am, but would you consider it 

reasonable? 

A Well, you have to look at it. It's a matter 

of degree. If you want to look at it from Southern 

States' perspective and you're trying to balance the 

interests of Southern States' stockholders versus the 

interest of customers, given the circumstances where 

there is a lot of variability, I can see some argument 

to a base facility charge. 

Q So you would consider it reasonable? 

A What reasonable? 

Q Well, that's kind of the problem. I'm not 

sure that you answered my question. Let me ask it 

again. Would you consider it reasonable to impose the 
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nost extreme riskiest rate structure on customers of 

Southern States who reside in the area of the United 

States that has the most extreme variability in 

zonsumption? 

A NO. 

Q Let me now ask you a couple of questions about 

the testimony pertaining to conservation. 

that your proposed disallowance of approximately half of 

Southern States' conservation expenses is nothing more 

than a judgment call, correct? 

You admit 

A NO. 

Q Let me ask you to turn to Page 15 of your 

deposition. 

A Yes. 

Q Let me withdraw that question. You agree that 

there are going to be some positive public relations 

aspects associated with a conservation program, even 

though it is designed purely for conservation reasons, 

correct? 

A Yes. 

Q And would you also acknowledge, conversely, 

that Southern States is going to have some positive 

conservation impacts for programs that are designed 

solely for public relations efforts but that also 

discuss conservation? 
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A Yes. 

Q Okay, I would like to just move to gain on 

sale. On Page 35 of your testimony, if you could turn 

:o that, you refer to certain assets where Southern 

states has recognized a gain on sale, and you conclude 

:hat these gains should not be amortized above the line 

Eor rate making purposes because the assets were not 

included in rate base; is that correct? 

A Yes. 

Q And your rationale is that the remaining 

:ustomers of Southern States never provided any kind of 

return on or return of that investment; is that correct? 

A Well, not remaining, but just Southern States' 

xstomers in total did not provide any return on or 

return of. 

Q And this is the rationale that the Commission 

ias employed in the past when determining whether or not 

n gain on sale should be placed above the line or below 

:he line for rate making purposes, correct? 

A Generally, yes, that's correct. 

Q In your opinion, if assets are not included in 

rate base, then the customers are not bearing the risk 

nssociated with those assets and should not be impacted 

3y any gain or loss on the sale of such assets, correct? 

A Yes. 
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Q On Page 35, Line 4 of your testimony. 

A Yes. 

Q You refer to -- and I'm -- let me just tell 
IOU, MS. Dismukes, I'm talking here about the Spring 

Iill properties. 

A Yes. 

Q You refer to Interrogatories 207 and 55 as 

lour source for including certain gains that should be 

shared by all customers on the ground that these 

interrogatories said that the assets were 100 percent 

ised and useful, correct? 

A Yes. 

Q And you're including here three sales of 

?roperty from the Spring Hill service area? 

A Yes. 

MR. HOFFMAN: Madam Chairman, I would like to 

lave an exhibit marked for identification and give 

ils. Dismukes a minute or so, as long as she needs, to 

review it. 

CHAIRMAN CLARK: The next exhibit number I 

lave is 178. 

MR. HOFFMAN: 178. 

(Exhibit No. 178 marked for identification.) 

CHAIRMAN CLARK: And that exhibit number is 

€or SSU's Responses to OPC Interrogatories 108, 205 and 
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WITNESS DISMUXES: Okay, I'm with you. 

Q (By Mr. Hoffman) First, Ms. Dismukes, with 

respect to the responses to OPC Interrogatories 108, 205 

and 199 that are included in Exhibit 178, did you have 

an opportunity to review these responses before you 

filed your testimony? 

A I believe so, yes. 199 doesn't look real 

familiar. 108 looks familiar, as well as 205. 

Q You didn't mention the Company's response to 

3PC Interrogatory 108 in your testimony. And the 

response to Interrogatory 108 refers to an appendix 

provided in response to Interrogatory 55. Doesn't the 

response to Interrogatory 108 contradict the response to 

Interrogatory 55 and say that only one of the seven 

parcels was actually 100 percent used and useful? 

A Yes, I believe you're correct on that. 

Q And that is a parcel located in Seminole 

County at Plant 332, Apple Valley; is that correct? I'm 

on Page 1 of this exhibit. 

A Thank you. I know where you are. I'm just 

trying to make sure we're all together. 

to compare these to my schedule or do you want me to 

agree that your response to your interrogatory says what 

you say it says? 

Do you want me 
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Q Well, I want to you to agree with me that 

these assets should not be shared with the ratepayers 

for rate making purposes because they're nonused and 

useful, or otherwise not in rate base, based on the 

Company's responses to these interrogatories. 

A The Company has provided some contradictory 

responses to its interrogatories. In one instance they 

said that the properties were included in rate base as 

100 percent used and useful. In this response they are 

suggesting otherwise. Right before I left Baton Rouge 

to come to Tallahassee, the Company filed a revised 

response to Interrogatory 55, which is the original 

interrogatory that I used, and I believe they did 

zorrect and show that several of the parcels were not 

included in rate base. To the extent that that 

information is correct, and I have no reason to 

disbelieve it, I would, you know, accordingly, 

consistent with my recommendations with respect to the 

other property that was not included in rate base, 

likewise recommend that these gains also go below the 

line. 

Q Okay, thank you. And just real quickly 

MS. Dismukes, if you turn to Page 5 of this exhibit, 

178, which is Page 1 of 1 of Appendix 205-B, you see 

there that the three parcels -- excuse me, the four 
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parcels of Spring Hill property that are referenced on 

that page are shown to be nonutility property; is that 

correct? 

A Yes. 

Q Ms. Dismukes, on Page 37 now, moving on to 

Page 37, Lines I through 13 of your testimony, you 

recommend an adjustment arising out of the sale of the 

Venice Gardens plant based on the fact that the A&G 

costs of the Venice Gardens customers are now being 

borne by SSU's remaining customer base: is that correct? 

A Yes. 

Q Isn't it also true, however, that with the 

acquisition of the Buenaventura Lakes facility, SSU has 

essentially added a few more customers than it lost 

through the Venice Gardens sale? 

A I would accept that subject to check. 

Q Now, your alternative recommendation for the 

treatment of the gain on sale from the Venice Gardens 

plant is essentially the same type of adjustment that 

you recommended for the St. Augustine Shores 

condemnation in Docket No. 920199: Correct? 

A Yes. 

Q And your recommendation in Docket No. 920199 

for St. Augustine Shores was rejected by the Commission, 

correct? 
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A Yes. 

Q Let me now ask you a few questions about your 

reather normalization adjustment to revenue. First let 

le ask you, have you reviewed Mr. Bencini's rebuttal 

:estimony? 

A Yes, I have. 

Q So you're familiar with the passage in that 

.estimony where he quotes a statement made by Public 

:ounsel witness Steven Stewart in the Marco Island rate 

:ase? 

A Yes. 

Q Where Mr. Stewart indicates that if SSU had 

ised the average of five years of consumption data, that 

'ive years of data would have been sufficient to account 

'or weather normalization and there would have been no 

ieed for him to submit testimony proposing a weather 

iormal izat ion adjustment? 

A I am aware that that is what is in the 

.estimony of Mr. Bencini. I thought it was three years, 

but if you say five years, I'm sure you're right. 

:hink that -- I know Mr. Stewart very well, and that if 
le was of the opinion or knew that the level of rainfall 

Luring that five-year period was abnormally high or 

lbnormally low that he would not use those years to 

roject billing units. 

I 
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Q Now, in the Marco Island rate case, you adopt 

snd relied on Mr. Stewart's testimony in support of a 

?reposed increase to SSU's projections of consumption in 

revenue; is that correct? 

A Yes. I mean I calculated the rate impact of 

it. 

Q Based on Mr. Stewart's analysis? 

A That's correct. 

Q Here SSU has projected its consumption in 

revenue based on an average of four years worth of data 

xojected up by a compound growth factor; is that 

:orrect? 

A Yes. 

Q In Mr. Bencini's rebuttal testimony, now that 

tctuals are in for 1995, Mr. Bencini has offered 

:onsumption projections based on an average of five 

{ears worth of data for illustrative purposes, hasn't 

le? 

A Perhaps he has. I didn't get that specific 

dth respect to his testimony. 

1995 was relative to Southern States' projections. 

I know he did show what 

Q Are you aware that the 1995 actual consumption 

lata shown in Mr. Bencini's rebuttal testimony reflects 

that Southern states actually overprojected consumption 

for 1995 in its MFRs? 
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A Yes, 1 am aware of that, but I think it's 

important to point out that 19 -- 
M F i .  HOFFMAN: Madam Chairman, if I could, all 

E asked her if she was aware of that. 

CHAIRMAN CLARK: Ms. Dismukes, I'm sure your 

zounsel will elicit further information on redirect. 

Q (By Mr. Hoffman) Ms. Dismukes, on Page 46, 

Line 22 of your testimony, you state that SSU's method 

>f projecting water gallonage is a relatively simplistic 

md inaccurate assumption, correct? 

A Yes. 

Q Your statement is a characterization of the 

:ompany's use of a four-year average consumption by 

?lant to project future test year gallonage, correct? 

A Yes. 

Q Yet you offer the Commission a two-year 

iverage as a more sophisticated approach, don't you? 

A Well, it's my alternative recommendation; it's 

not my primary recommendation. 

Q That's a yes, correct? 

A No, it's not a yes. That is my alternative 

recommendation. It is not my primary recommendation, 

and I think it's important that there is a significant 

distinction between my two years and Southern States' 

four years. My two years consider more normal levels of 
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rainfall than Southern States four years. When I was 

:alking about it being inaccurate, I was referring to 

:he level of rainfall. 

Q You eliminated the two lowest consumption 

rears, correct? 

A I eliminated the two years where rainfall was 

Lignificantly above average. 

:esult in two years where consumption was low, that 

rould be intuitive. 

If that happened to also 

Q Ms. Dismukes, let's be clear. You eliminated 

:he two lowest consumption years: is that correct? Yes 

)r no? 

A With the explanation I gave, yes. 

Q Now by eliminating the two lowest consumption 

rears, you produced a lower gallonage charge: is that 

:orrect? 

A A lower gallonage charge? 

Q A lower rate. 

A I didn't change the rate at all. I changed 

:he consumption of the billing units. 

niscommunicating. 

Maybe we're 

Q By eliminating the two lowest consumption 

{ears, you reduce projected consumption? 

A That's correct. 

Q Now one of the years you pulled was 1994, 
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Zorrect? 

A One of the years I eliminated was 1994, that's 

iorrect. 

Q Are you aware that Dr. Whitcomb has testified 

inder oath that the net irrigation requirement in 1994 

gas the most normal year of the years 1991 through 1994? 

A Yes. I'm aware that he testified to that. I 

nsked him -- 
Q And you donrt dispute that, do you? 

A To be honest with you, Mr. Hoffman, I asked 

?or the backup data for that information in a POD and he 

jave it to me on a weighted consolidated average basis 

,ecause that was the basis of his testimony, and I did 

iot have the opportunity to evaluate the data as I would 

lave liked to. I don't dispute that he does say that. 

Q In our interrogatory to you, Ms. Dismukes, I 

chink your statement was that OPC has not performed an 

nnalysis of the net irrigation requirement study 

?erformed by Dr. Whitcomb. Is that your answer? 

A That was my answer, and I think it's important 

:o clear up that I asked for the information and didn't 

jet what I asked for. 

Q Let me ask you a question or two, 

9s. Dismukes, concerning your adjustment on your 

Schedule 28, which I think is discussed on Page 67 of 
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your testimony. 

A Yes. 

Q Let me just ask you this. Do you believe that 

it is proper rate making for a regulator to disallow 

sxpenses without a determination that the expense is 

mreasonable in amount or not prudently incurred? 

A Could you repeat the question, please. 

Q Sure. Do you believe that it is proper rate 

naking for a regulator to disallow expenses without a 

ietermination that the expense is unreasonable in amount 

3 1  not prudently incurred? 

A Generally speaking, no. There could be 

zituations where the Company hasn't sufficiently 

justified a proposed cost increase, or that expenses 

lave gone through the roof and the Company hasn't 

3orne -- you know, they haven't properly justified that 

chere the Commission, I believe, could reasonably 

iisallow it. 

Q Ms. Dismukes, let me turn to your positions on 

the expenses for the uniform rate proceeding. 

A Okay. 

Q Would you like to take a break? 

A No, I'm fine. 

Q That starts, I think, on Page 70 of your 

testimony, right around in there. 
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A Okay. 

Q You acknowledge that in Docket No. 930880, the 

:ommission made it clear that rates could change as a 

:esult of that proceeding, correct? 

A Pardon me? 

Q Do you acknowledge -- 
A Could you refer me to my testimony so I can -- 

: mean if you can. I thought you said Page 70. 

Q I think that discussion, the discussion of 

:hat subject, is in the area of Page 70. I was not 

Yeferring to any certain page or line with my question. 

[y question was a general question concerning that 

ubject. Let me repeat it. 

A Okay. 

Q Do you agree that in Docket No. 930880-WS, the 

!ommission made it clear that rates could change as a 

result of that proceeding? 

A I would accept that subject to check. The 

:evenue requirement wouldn't change, but the rates could 

:hange. 

M R .  HOFFMAN: Madam Chairman, I would like to 

lave another exhibit marked for identification. 

CHAIRMAN CLARK: The next exhibit number I 

lave is 179. 

(Exhibit No. 179 marked for identification.) 
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CHAIRMAN CLARK: Exhibit 179 is order Setting 

Issues and Revising Dates For Filing Testimony and 

Exhibits in Docket 930880. 

MR. HOFFMAN: Thank you, Madam Chairman. 

CHAIRMAN CLARK: The date of that order is 

December 16th, 1993. 

Q (By Mr. Hoffman) Ms. Dismukes, if you could, 

I'll just be very brief with this exhibit. If you could 

read what was identified as Policy Issue 4 in that order 

into the record. 

A Could you tell me what page it's on so I can 

get it to it quicker? 

Q Page 2 of the order. I'm sorry. Right on the 

front page there. 

A Policy Issue 4: What are the appropriate 

rates on a going-forward basis?" 

Q And are you aware that rates were in fact 

changed in Docket No. 930880 as a result of that 

proceeding? 

A I believe the only rate that was changed was a 

rate associated with the Hernando County bulk water 

system. 

Q 

A 

Q 

Wastewater? 

Wastewater, if you say so. 

Are you aware that residential wastewater 
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:cites also increased as a result of the reduction of the 

Iernando County bulk wastewater rate? 

A No. 

Q 

A Yes. 

Q Us. Dismukes, were you here for Dr. Beecherrs 

Would you accept that subject to check? 

Lestimony? 

A I heard quite a bit of it over the phone. I 

lialed up direct. I wasn’t actually in the hearing 

:oom. I heard a lot of her testimony. 

Q Dr. Beecher testified that rate structure 

:ould affect Southern States’ capital costs. In other 

lords, a certain rate structure could require Southern 

ltates to incur costs which Southern States might not 

)therwise incur under a different rate structure. In 

riew of that testimony, why shouldn’t Southern States 

;upport a rate structure that reduces costs to 

:ustomers? 

A Well, first of all, I didn’t hear that part of 

ier testimony, but assuming that she did say it, I’m not 

it all opposed to Southern States supporting uniform 

rates. My recommendation with respect to the rate case 

sxpense has to do with the Company’s advocacy efforts to 

iersuade its customers that uniform rates is the most 

zfficient thing or the best thing for them. That’s 
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primarily my bone of contention. I did not think it was 

necessary for the Company to hire a telemarketer, to bus 

people, and I don't want to belabor the point. They're 

laid out in my testimony, but that's it, I'm not against 

Southern States wanting uniform rates. 

Q Thank, Ms. Dismukes. Let me ask you to turn 

to Page 76 of your testimony, Lines 6 through 10, where 

you propose to reduce test year chemical purchased power 

and purchased water expenses for all plants with 

unaccounted for water above 10 percent. Are you with me 

there? 

A Yes. 

Q Isn't it true that purchased power is not a 

pure variable cost since there is a demand charge 

associated with the purchase of electricity which 

remains constant, notwithstanding the level of usage? 

A Yes. 

Q Did you take that into account in making your 

recommended adjustment? 

A No, I did not. Neither did the commission in 

Docket 920199. The Commission assumed a direct 

proportional relationship between those expenses and 

unaccounted for water. 

Q Would it be appropriate to take that into 

account in this proceeding? 
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A You could do that. 

Q Okay, let me turn to your Supplemental 

:estimony. 

1s. Dismukes? 

Do you have that in front of you, 

A Yes, I do. 

Q NOW in your supplemental testimony you ~ 

2855 

re 

iroposing a reduction of $769,000 to rate base to impute 

:IAC on the facilities constructed by Lehigh Corporation 

.hrough the use of the escrow funds, correct? 

A Yes. 

Q Now in the Docket No. 911188-WS, Lehigh 

ftilities rate case, the Commission determined that no 

ldjustment to rate base should be made as a result of 

.hese escrow monies; is that correct? 

A That's correct, but circumstances have changed 

:onsiderably since that case. 

MR. HOFFMAN: Madam Chairman, if I could have 

mother exhibit identified. 

CHAIRMAN CLARK: The next number I have is 

. 80 .  

MR. HOFFMAN: I don't have enough copies, 

tadam Chairman. 

CHAIRMAN CLARK: We'll then take a break and 

tllow you to get copies, and Ms. Dismukes, we will 

mterrupt your testimony temporarily to take the ones on 
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the teleconference and then we'll bring you back. But 

we will be through with you today. 

WITNESS DISMUKES: Okay, great. 

CHAIRMAN CLARK: Just so it's clear, we are 

going to take a break until 4:25, when we will reconvene 

to prepare for the teleconference witness. 

(Recess from 4:lO p.m. until 4:30 p.m.) 

CHAIRMAN CLARK: Are the mikes on? We're 

ready to reconvene the hearing again. 

record is complete, we were unable to do the 

teleconferencing portion. 

trouble with the sound, and it also appears that the 

witnesses were not given the correct location to be at. 

Just so the 

At this point we were having 

so what we need to do is go back to the 

cross-examination of Ms. Dismukes by Mr. Hoffman. Do we 

have enough copies of 180? 

M R .  HOFFMAN: Madam Chairman, I'm not going to 

enter that document into the record as an exhibit. I 

would like to hand MS. Dismukes a copy of the document 

and I'll hand copies to counsel. 

CHAIRMAN CLARK: So we have no Exhibit 180 at 

this point? 

MR. HOFFMAN: NO, matam. (Pause) 

Madam Chairman, just for the record, I've 

handed Ms. Dismukes and counsel copies of the Lehigh 
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Utilities rate case order and the order on 

reconsideration. Both of those orders have been 

officially recognized by the Commission per our request. 

CHAIRMAN CLARK: Okay. 

MR. HOFFMAN: Thank you. 

Q (BY Mr. Hoffman) MS. Dismukes, I believe my 

last question and your last answer was that in the 

Lehigh Utilities rate case the Commission did not make 

an adjustment to rate base as a result of these escrow 

monies; is that correct? 

A Yes. 

Q Public Counsel did not seek reconsideration of 

that determination by the Commission, nor did it appeal 

the issue to the first DCA, did it? 

A No, it did not. 

Q Lehigh Corporation uses the escrow funds to 

construct utility facilities and transfers title to the 

facilities to Southern States; is that correct? 

A I believe so, yes. 

Q There is no initial rate base effect since the 

amount of transferred plant is offset by refundable 

advances until they are placed in service, correct? 

A Yes, theoretically, that is supposed to -- is 
how it is supposed to work. With respect to this issue, 

I do take issue with the methodology that the Company 
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ised to make that specific calculation. 

lifferent section of my testimony. 

rou're correct. 

Che Company's calculations were not correct. 

It's in a 

So theoretically 

In actuality it did not work that way. 

Q So there's no initial rate base effect since 

:he amount of transferred plant is offset by refundable 

Idvances until the plant is placed in service, correct? 

A Only from a theoretical standpoint. From an 

npplication standpoint, the Company did not perform the 

Zalculations correctly. 

Q When one of the lot owners connects, 

refundable advances are reduced and CIAC is increased 

€or the same or similar amount. So again, there is no 

rate base impact when a lot owner connects: is that 

correct? 

A I'm not precisely sure how the CIAC is going 

to be recorded on the books of Southern States. To the 

extent that the CIAC is recorded on Southern States' 

books as the customer connects, that is correct. 

Q Okay. Thank you. Now, if one of these new 

customers was one of those, let's say, for example, one 

of those Michigan customers that had contributed to the 

escrow fund. 

A Yes. 

Q The CIAC paid by that lot owner is reduced by 
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:he amount of the lot owner paid into the escrow 

iccount. 

:orrect? 

So the lot owner gets credit for that payment, 

A That’s correct. That’s my understanding. 

Q Okay, now on Page 2, Line 4 of your 

supplemental testimony you refer to the escrow and trust 

ngreements. 

Jew York escrow agreements? 

Is SSU a party to either the Michigan or 

A No, it is not. 

Q And you would agree that there are no 

:ircumstances under which Southern States could apply to 

the escrow agent, in this case Barnett Bank, for a 

aithdrawal of those funds and expect disbursement; is 

that correct? 

A No, its affiliate does that. 

Q Southern States can‘t, correct? 

A I answered no, but an affiliate does that. 

Q I just want to make sure the record is clear, 

jouthern States cannot do that: is that correct? 

A Southern States does not do that, but itts 

affiliate does. 

CHAIRMAN CLARK: I’m sorry. There’s a 

palitative difference to me. You have say they do 

not. Can they? 

WITNESS DISMUKES: No, I don’t believe they 
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:an either. Only the affiliate can. 

Q (By Mr. Hoffman) Would you agree that 

;outhern States cannot withdraw these funds? 

A Yes. 

Q Okay. On Page 8, Line 21, you state that much 

,f the plant being constructed by Lehigh is nonused and 

iseful. If that were true and some of those facilities 

aere being funded with escrow monies, would the impact 

3n rate base be neutral in view of the refundable 

advance arrangement? 

A Assuming the Company calculated it correctly, 

yes. 

Q Now on Page 10, Line 16, you refer to an 

equity return of 56 percent produced by Lehigh 

Acquisition Corporation. Do you recall that? 

A Yes. 

Q What portion of the equity return referenced 

in your testimony is associated with the sale of lots in 

the areas subject to the New York and Michigan escrow 

agreements, as opposed to earnings generated from 

finance charges on receivables, bulk property sales, 

recognition of deferred tax benefits, golf course and 

resort sales, lot sales elsewhere in Lehigh, rental 

income and other sources? 

A I don't know. 
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Q If the Commission were to impute CIAC On 

iacilities which have already been funded by either 

:ustomer CIAC, developer CIAC or developer refundable 

idvances, wouldn't the utility's rate base be 

inderstated? 

A No, not necessarily. The Commission could not 

zollect the CIAC -- or not the Commission, but the 
2ommission could order the Company not to collect the 

2IAC from customers as they connect such that there is 

no double recovery. 

a normal situation would contribute the property, then 

the Commission could evaluate the service availability 

fees and ensure that whatever is collected from future 

customers recognizes the imputed CIAC associated with 

the developer's contributions. 

To the extent that the developer in 

Q Ms. Dismukes, let me back up. Suppose, for 

example, we've got a situation where a customer 

contributes -- where a customer pays service 
availability fee. Let's just assume that much for the 

moment, okay? 

A Okay. 

Q If the Commission were to impute CIAC on the 

facilities constructed through that service availability 

fee, wouldn't there be a double counting of CIAC and the 

utility's rate base understated? 
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A Well, it's all a matter of degree. I am aware 

chat that's the argument that Southern States is 

aaking. 

leveloper would contribute the property, the CIAC levels 

zontributed by the customers would be reduced. 

the extent that if you're doing both, you would 

potentially double collect the contribution, but to the 

Extent that the Commission imputes the CIAC that I am 

recommending, then we would look to the development of 

the CIAC charges to take care of that situation. 

In the normal course of events where the 

So to 

Q Let me try again, Ms. Dismukes. I'm looking 

€or a simple direct answer. If, for example, a customer 

pays a service availability charge and the Commission 

imputes CIAC on the facilities constructed with that 

service availability charge, wouldn't there be a double 

zounting of CIAC resulting in an understatement of the 

utility's rate base? Yes or no? 

A I think I already answered that question. 

Q Is that a yes or no? 

A It's neither. 

MR. HOFFMAN: Madam Chairman, could I ask you 

to instruct the witness to answer this question, please. 

CHAIRMAN CLARK: Ms. Dismukes, if you have 

inswered it, I don't understand it. You need to answer 

yes or no and then explain your answer. 
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WITNESS DISMUXES: Okay. Yes, however, the 

2ommission can take care of any double counting, okay, 

3r double collection of CIAC by imputing the CIAC 

issociated with those lines that were constructed by 

Lehigh Corporation in the development of the service 

availability charges such that in the future on a 

going-forward basis the amount of CIAC collected from 

zustomers would recognize the fact that the imputed CIAC 

has been taken into consideration in those 

zalculations. (Pause) 

Q (By Mr. Hoffman) MS. Dismukes, I would like 

to now turn to your second supplemental testimony. 

A Okay. 

Q Now here you are asking the Commission to 

impose a negative acquisition adjustment: is that 

zorrect? 

A Yes. 

Q That was yes? 

A Yes. 

Q Ms. Dismukes, if you could refer to the Lehigh 

Utilities rate case order that I handed you a copy of, 

and I've provided a copy to counsel. Official 

recognition has been taken of that order in this docket, 

!¶adam Chairman, and I'm referring to Order No. PSC 

33-0301-FOF-WS. If you could turn to Page 14 of that 
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order and read the portion of the order under the title 

Acquisition Adjustment into the record. 

A IlBy Order No. 25391, issued November 25th, 

1991, as amended by in Order No. 25391A, issued February 

24th, 1992, we approved a transfer of majority 

organizational control of this utility from LRC to 

Seminole. Because this was a stock transfer, there was 

no change in rate base. Therefore, no acquisition 

adjustment resulted. Based upon the foregoing, we have 

made no acquisition adjustment to rate base." 

Q Thank you. Now, I've also handed you a copy, 

and I've handed a copy to counsel, of the order on 

reconsideration in this -- in the Lehigh Utilities rate 
case. Now this acquisition adjustment issue was an 

issue that the Office of Public Counsel pursued on 

reconsideration in that case, correct? 

A Yes. 

Q I would ask you to turn to Page 3 of that 

order, of the order on reconsideration, and if you could 

read the first paragraph on Page 3 into the record. 

MR. MCLEAN: Chairman Clark, I want to 

object. If the document has had official notice, it's 

already in the record. My objection is that the 

evidence to be provided by Ms. Dismukes would be 

cumulative, in effect. 
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M R .  HOFFMAN: I'll move on, Madam Chairman. 

Q (By Mr. Hoffman) If you look there at the 

eirst paragraph of that order, Ms. Dismukes, you'll see 

:hat it says, "We find that our decision on the 

icquisition adjustment issue was based on the evidence 

in the record that the purchase of Lehigh was by a 

xansfer of stock which had no effect on the value of 

the utility's rate base." Now, wouldn't you agree, 

UIs. Dismukes, that there is nothing in the final order 

in the Lehigh Utilities rate case, nor in the order on 

reconsideration, that addresses the acquisition 

adjustment issue, other than the fact that this -- that 
the transaction was a stock transfer; is that correct? 

A That's correct, but that doesn't necessarily 

mean that the Commission did not rely upon other 

information when it came to its decision. And as you 

well know, as you argued in your brief on 

reconsideration, Chairman Clark was the one that 

indicated that one of the reasons that it would not be 

appropriate to make a negative acquisition adjustment in 

this case, in particular, was because of the fact that 

the Southern States argued that the difference between 

the book value associated with the nonregulated assets 

was entirely the result of the devaluation of those 

assets that had occurred, and that's why it was 
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ippropriate to assign the discount from the purchase 

rice to those assets. So the -- it is reflected in the 
record that the Commission did rely upon that 

information. And I agree with you, it's not in the 

xder . 
Q Let's just be clear then. There is nothing in 

the order, in either one of these orders, concerning 

snything other than the fact that this was a stock 

transfer that is relied upon by the Commission to reject 

the Public Counsel's request for a negative acquisition 

sdjustment; is that correct? 

A What was relied upon by the Commission in 

terms of our request for reconsideration was whatever 

was in our request for reconsideration. What I am doing 

in this particular proceeding is bringing new evidence 

before the Commission and asking them to reconsider the 

issue of the negative acquisition adjustment. 

the Company -- the information that the Commission 
relied upon was inaccurate and that what actually 

happened was completely different than what Southern 

States told the Commission was going to happen. 

I believe 

NOW, I don't disagree with you that the 

Commission has in the past consistently said that if 

it's a stock transfer there is no need for a negative 

acquisition adjustment. I would, however, like to point 
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>ut that the Deltona was also a stock transfer, and on 

the books of Topeka Group a negative acquisition 

adjustment was recorded. 

Q Ms. Dismukes, you're not disagreeing with 

me -- 
A No. 

Q -- that the only -- you're not disagreeing 

with me that the only grounds cited by the Public 

service Commission in either of the Lehigh orders is 

that this involved -- is that the transaction involved a 
stock transfer and that that was the reason why Public 

Counsel's request for a negative acquisition adjustment 

was rejected? Are you disagreeing with that? 

A I'm not disagreeing with you, Mr. Hoffman, in 

terms of that is what is in the Commission's order. The 

Commission considers a variety of things. I have 

been -- when we have asked for reconsideration on 
issues and we will say that it wasn#t cited in the 

Commission's order, the Commission would come back and 

say it was considered, it was part of the evidence, and 

therefore our order stands as it was. So the Commission 

relies upon a lot of things, not just what they actually 

put in their order to come to the conclusion that they 

draw. 

Q So you're taking the position in this case 
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that the Commission relied on things, for example the 

acquisition adjustment issue, that are not reflected in 

their order; is that correct? 

MR. McLEAN: Objection. Chairman Clark, the 

order speaks eloquently for itself Lawyers can argue 

about whether the Commission relied on something outside 

the four corners of that order. I'm not sure this 

witness is qualified to make that argument. But the 

point remains that what that order says is a matter of 

which the Commission has taken official notice at the 

instance of the Company, and the recurring questions to 

MS. Dismukes as to what is within the four corners of 

that order don't seem particularly useful to me. 

CHAIRMAN CLARK: Are you moving to strike her 

answer, Mr. McLean? 

MR. McLEAN: No, ma'am, I'm moving to prevent 

this question which is on the floor. 

CHAIRMAN CLARK: Mr. McLean is suggesting 

she's not competent to answer the question as to what 

the Commission relied on. 

MFt.  HOFFMAN: I think I probably agree with 

that, Madam Chairman. 

CHAIRMAN CLARK: Okay. 

MR. HOFFMAN: But I'm not asking her that. 

I'm asking her a factual question. I'm asking her if 
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ier -- I'm essentially asking her if her testimony is 

)ased on a ground for an acquisition adjustment that is 

lot reflected in the Lehigh order. 

CHAIRMAN CLARK: I think you can ask that, but 

:#m not sure you have asked that. 

MR. HOFFMAN: Then I ask that. 

WITNESS DISMUKES: Could YOU repeat the 

pestion, please? 

Q (BY Mr. Hoffman) Ms. Dismukes, concerning 

rour second supplemental testimony, are you requesting 

:he Commission to impose a negative acquisition 

idjustment on a basis or a ground that is not reflected 

in the Lehigh Utilities rate case order or order on 

reconsideration? 

A Yes, I believe so. 

Q On Page 2 of your second supplemental, Line 

11, you state that Lehigh Acquisition Corporation's 

reasons for the decisions on the allocation of the 

mrchase price were unclear. If I could ask you to turn 

ilso to Page 3 of 17. 

A I'm sorry, I didn't see where I said unclear. 

Vhat page? 

Q I'm sorry, Line 11 of Page 2. 

A Okay. Thank you. 

Q You see that? 
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A Uh-huh. 

Q You say, "The reason for this allocat 

inclear. 

A Right. I'm with you. 

Q Now if you could turn to Page 3 of 17 

on is 

of the 

ittached Raymond James' exhibit. You see there that it 

says in the next to last paragraph, and I'm starting 

in -- at the second sentence where it starts, "In 
irder." You see that Ms. Dismukes? 

A The last paragraph? 

Q Next to last. 

A "In order to determine," okay. 

Q It says, "In order to determine LUI's, Lehigh 

Jtility, Inc.'s, fair market value, we reviewed recent 

:omparable utility purchases, relevant comparable 

?valuations, or other publicly traded companies and 

Aher traditional utility Company valuation benchmarks. 

4 detailed review of LUI's historical operating results, 

:urrent status, commitments and contingencies was 

Jerformed and the results considered in determining our 

%=timate of LUI's fair market value." 

Now my question for you is, what did you find 

inclear or missing in the approach used by Raymond James 

in determining the purchase price allocation? 

A Well, my understanding from reading the entire 
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document was that the agreement actually set forth that 

the purchase price would be allocated such that 

6 million would go to Lehigh Utilities and 34 million 

would go to the unregulated operations. 

In terms of -- 1 guess 'Iunclear" is not 
perhaps the best use of the word there. The Raymond 

James did recommend, consistent with the Company, that 

100 percent of the discount go to the nonregulated 

operations and zero of the discount go to the regulated 

operations. I think it's important to note that the 

Raymond James' report drew a conclusion with respect to 

the nonregulated operations which did not occur. And 

you could likewise conclude from that that their 

conclusions with respect to the regulated operations 

also should be reconsidered. 

Q Is your answer that you couldn't find anything 

unclear concerning the purchase price allocation? 

A Let me read my testimony in context. (Pause) 

Oh, okay. At the time of the purchase, Lehigh 

Acquisition Corporation apparently decided that the 

entire discount associated with the acquisition should 

be attributed to the nonregulated operations of Lehigh 

Acquisition Corporation, and not Lehigh Utilities, Inc. 

The reason for this allocation is unclear, and I then 

went on to subsequently state that TGI then hired 
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Raymond James & Associates to check the reasonableness 

of the allocation. So the unclear reference was to why 

or how Lehigh Acquisition Corporation came up with their 

distribution, not with respect to how Raymond James & 

Associates came up with theirs. 

Q And what was unclear about it? 

A There was no information. My understanding 

from reading the documents was that it was 100 percent 

to the nonregulated operations, the discount went 100 

percent, and zero percent to the regulated operations, 

with no explanation whatsoever in terms of how that was 

developed. So that's why I would say it was unclear as 

to the reasons for it. (Pause) 

Q Ms. DiSQUkeS, you are aware that the books and 

records of Lehigh Acquisition Corporation and Lehigh 

Utilities, Topeka Group and Minnesota Power were all 

audited by the independent outside auditing firm of 

Price, Waterhouse for the year ending 1991, the year of 

that acquisition, correct? 

MR. McLEAN: Objection. That appears to be a 

representation of counsel that that's the case. 

M R .  HOFFMAN: I asked her if she was aware. 

M R .  McLEAN: That something was true. You may 

want to ask her if she's aware. 

CHAIRMAN CLARK: I think it's a fair 
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question. 

MR. McLEAN: Commissioner Clark, may I 

illuminate my objection a bit? There is a 

representation in the record by Mr. Hoffman that that 

took place. Now irrespective of whether the witness 

says yes or no whether she's aware, it still remains the 

case, according to Mr. Hoffman, that it did take place. 

CHAIRMAN CLARK: Mr. Hoffman. 

MR. HOFFMAN: So she can agree or disagree or 

say she doesn't know. 

MR. McLEAN: Irrespective of whether she 

agrees or disagrees, there remains an assertion that it 

is the case. 

CHAIRMAN CLARK: Ask her if she's aware of 

it. 

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

said ask her if? 

CHAIRMAN CLARK: Uh-huh. 

MR. HOFFMAN: Okay. (Pause) May I have a 

moment? (Pause) 

Q (By Mr. Hoffman) Ms. Dismukes, are you aware 

if the books and records of Lehigh Acquis tion 

Corporation, Lehigh Utilities, Topeka Group and 

Minnesota Power were all audited by the independent 

outside auditing firm of Price, Waterhouse for the year 
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xiding 1991? 

A With the specifics that you have in that 

pestion, no. It wouldn’t surprise me if they were. 

Q Are you aware if the audit that was performed 

included a review of the Lehigh purchase price 

%llocation, and that review and allocation is utilized 

?or shareholder and SEC disclosures regarding the 

mrchase? 

A No, I am not aware of that. 

Q Are you aware of any -- are you aware if there 
ire any Florida plants that serve in excess of 10,000 

:ustomers that have been sold for 40 percent or less 

:han their net book value during the last ten years? 

A Any Florida plants? What kind of plants? 

Q 

A That have been sold for -- 
Q 

Florida water and/or wastewater utilities. 

Forty percent or less than their net book 

ralue over the last ten years. 

A Lakeside Golf was pretty close to that. 

ind -- you’re putting me in a period of ten years. I 

30 know that Southern States purchased one system for 

Like $10 at one point, and I would assume its net book 

galue was much more than that. 

Q Are you familiar with Southern States’ recent 

sale under threat of condemnation of its Venice Gardens 
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eacilities to Sarasota County? 

A Yes. 

Q To your knowledge were those assets sold for 

In amount in excess of their net book value? 

A Yes. 

Q Do you know how many customers Lakeside Golf 

;ervice area has? 

A Not off the top of my head. It was a small 

system. 

Q certainly was not 10,000 or more customers? 

A No, it was not. 

Q On Page 5 of your second supplemental, Line 

12 ,  you state that, “the fair market value of the 

ion-utility assets was determined to be substantially 

nore than the purchase price.tt 

A Yes. 

Q Are you saying there that the Resolution Trust 

:orPoration sold real estate assets to Minnesota Power 

chat it could have sold to others at the same time for 

$60 million more? 

A Perhaps. I don’t know the particular 

:ircumstances of the actual transaction. It was a 

listress sale, I believe. 

The most important point of this whole issue 

is the fact that the Company argued in the last Southern 
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states' case that there was a substantial devaluation in 

the assets of Lehigh Acquisition Corporation when we 

2btained additional information in this case that 

3evaluation in fact did not take place, and in fact the 

Company's financial statements noted at the time of the 

Lehigh rate case that no devaluation had in fact 

xcurred. 

Q Are you aware of any investments made by 

Lehigh Acquisition Corporation in the service area that 

dould have tended to increase the value of the property? 

A What property? 

Q The nonutility property. 

A Subsequent to the actual acquisition? 

Q Yes. 

A No. If you read the notes of the financial 

statements, they talk about the fact that the -- the net 
assets acquired by Lehigh exceeded the purchase price by 

$62 million. That was almost done simultaneous with the 

acquisition. So I'm not sure that even if there were 

improvements, that that has anything to do with the 

actual value of the assets that were acquired at the 

time of the purchase. 

Q Do you know if Lehigh Acquisition Corporation 

was able to bring in international investors? 

A I do not know. 
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Q Ms. Dismukes, let me ask you to turn to the 

iue diligence study, the Lakeside due diligence study 

chat you attached as Schedule 3 .  

A Yes. (Pause) 

Q Let me just simply ask you with respect to 

that document, is that document executed as recommended 

3r approved? 

A I'm sorry, I don't understand the question. 

Q I think the last page of that document. 

A Oh, yes, this is a draft document. This was 

not the final. In fact you took out the Lehigh 

reference in the final document that was produced. 

Q The document is -- okay, thank you. If I may 

just have a moment, Madam Chairman. 

MR. HOFFMAN: Thank you. I have no further 

questions. 

CHAIRMAN CLARK: Staff? 

MR. JAEGER: Chairman Clark, I'm passing out 

one exhibit and a couple of documents from the MFRs that 

we'd like to refer to. 

I would like to have that exhibit. It's the 

first two pages of actually the exhibit from the 

Terrero's Rebuttal Testimony, Exhibit RAT-11. I would 

like to have that identified. 

CHAIRMAN CLARK: We'll go ahead and identify 
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that as Exhibit 180. 

(Exhibit No. 180 marked for identification.) 

CROSS EXAMINATION 

BY MR. JAEGER: 

Q Ms. Dismukes, on Page 63, Lines 13 and 14 of 

your testimony, you recommend removing test year 

salaries and overhead for Tracy Smith; is that correct? 

A Yes. 

Q Now, in its rate case expense request, the 

utility has included travel expenses for Tracy Smith. 

Should those expenses also be removed? 

A Yes. 

Q Are you aware that the Commission initially 

voted at the October loth, 1995 agenda conference to 

5eny SSU's request for interim rates? 

A I am generally aware of that, yes. 

Q And were you also aware that SSU appealed that 

vote? 

A Yes. 

Q Now, are you also aware that that appeal was 

dismissed and that SSU did not reappeal? 

A I am aware of that from the fact of sitting 

here and listening to these hearings, yes. 

Q Since this appeal was denied by the courts and 

SSU did not reappeal the decision, do you believe it's 
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appropriate to include those costs in rate case 

expense? 

MR. HOFFMAN: I'm going to object. I think 

that's outside the scope of her testimony. 

MR. JAEGER: On Schedule 30, Page 69, she goes 

into rate case expense in great detail, and since she 

had testified to rate case expense, I'm just asking if 

this is another rate case expense item that should be -- 
CHAIRMAN CLARK: I'll allow the question. 

COMMISSIONER GARCIA: Could you repeat the 

question? 

Q (By Mr. Jaeger) I'm saying that since this 

appeal was denied by the courts and SSU did not reappeal 

the decision, do you believe it's appropriate to include 

those costs in rate case expense, the appeal costs? 

A NO. 

Q Would you agree that it would be inappropriate 

for a utility to hold on to costs associated with 

abandoned projects for a year or more before they begin 

amortizing those costs? 

A Yes. 

Q In your testimony, you propose to make an 

adjustment to test year amortization expense for the 

Keystone Heights aquifer performance test. Would you 

agree that an adjustment to working capital for the 
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inamortized balance would also be appropriate? 

A Yes. 

Q Now that adjustment that you proposed is based 

3n a revised cost estimate from the Company8s budget 

Jariance comparison as of June, 1995; is that correct? 

A I believe that’s correct. 

Q If a more recent update were available, would 

fou agree that an adjustment should be made based on 

that revised cost estimate? 

A Yes. 

Q On Page 43 of your testimony, Lines 11 through 

18, you recommend that the Commission reduce common 

Zquity by 4.8 million. This is based on the refund that 

the Commission ordered the Company to make: is it not? 

A Yes. 

Q If that refund is not ultimately required, 

rould you agree that the adjustment should not be made? 

A Yes. 

Q On Page 42 of your testimony regarding the 

Venice Gardens Utility, you say, if the gain on the sale 

Df Venice Gardens utility is not recognized above the 

line, then as an alternative, you are recommending that 

the gain on sale of Venice Gardens be removed from 

equity in reconciling capital structure to rate base; is 

that correct? 
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A Yes 

Q Was Venice Gardens a regulated utility? 

A Yes. 

Q Please turn to Page 44 of your testimony. 

rhat's -- I'm sorry, but regarding the $203,924 in 

jeneral plant, isn't it true that the general plant is 

in allocated amount? 

A Yes. 

Q Would you agree that the Commission's practice 

Jf removing nonutility investment from equity is based 

m the presumption that nonutility investment is more 

risky than utility investment? 

A Yes. 

Q So is a general plant more risky than the 

rater utility then? 

A We discussed this in my deposition. If you're 

Looking at it from that standpoint, just because the 

jeneral plant is associated with or allocated to the gas 

Jperations, it's kind of hard to draw the conclusion 

:hat it's more risky. I think perhaps the more 

appropriate way to look at it is that if the gas 

Jperations were on a standalone basis and they had their 

Jwn general plant, it would also be removed from the 

:apital structure. 

Q So was that a yes or no? I'm sorry, I heard 
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m explanation, but I didn't hear the answer. 

A I think that the answer is no with an 

2xplanation. 

Q Okay. Thank you. Now, on Page 5 of your 

3ppendix to your testimony, you give quite a list of who 

you've testified before. Can you tell me how many of 

those were water and wastewater cases? O r  give me just 

1 rough estimate of how many water and wastewater cases 

tou've testified in. 

A Ten. 

Q Are you aware of any water utilities that have 

aeather normalization clauses? 

A NO. 

Q Going to your testimony on Pages 9 through 12 

regarding weather normalization. 

A Okay. 

Q In your opinion, is there any mutual benefits 

that utilities -- that the utility and its ratepayers 
can gain through some sort of weather normalization 

clause, or revenue normalization clause I think you say? 

A Is it a mutual benefit? Is that the 

question? 

Q Yes. 

A To the extent that there is a decline in the 

utility's cost of capital, I think that would be a 
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mutual benefit. 

Q Now, if the Commission implemented -- still on 
weather normalization. If the Commission implemented a 

mechanism which would permit a utility, or almost 

guarantee the utility a level of earnings equal to 

Commission authorized rate of return, then is it your 

opinion that this would essentially reduce the utility's 

incentives to act efficiently and could affect the 

quality of service which could ham the customers? 

A Yes. 

Q If it would reduce inefficiency? 

A That it would reduce inefficiencies? 

Q It would reduce the utility's incentives to 

act efficiently, I'm sorry. 

A Yes. 

Q 

A Yes. 

Q Is this quality of service issue the only 

And could affect the quality of service? 

disadvantage of having such a mechanism, disadvantage to 

the customers? 

A No. I think there are a lot of disadvantages 

to the customers. In terms of -- perhaps disadvantage 
is not a particularly good word, but I think it's going 

to create a lot of customer confusion. I think it's 

going to be difficult for the customers to understand 
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what is happening. You've got somewhat conflicting 

information or signals being sent to the customers in 

terms of if their usage goes down, the charge goes up. 

I think it could be an administrative headache for the 

Commission. You've got some real complexities in terms 

of: What do you do if Southern States sells another 

system? What do you do if Southern States acquires 

another system? So I think there are a lot of 

disadvantages to it. 

Q Given these disadvantages, including the 

quality of service and inefficiency, in your opinion 

should the water and wastewater industry ever approve 

some sort of a weather normalization clause? 

A Well, I think I would be a whole lot less 

opposed to Southern States' proposal if they could just 

perhaps isolate the effects of weather and be 

compensated for that variability. I do think that they 

are fairly significant, and if they could fine tune it 

to that degree, I would be a lot more favorable towards 

it. 

Q The next questions I have go to billing 

determinants basically. On Page 50, Lines 15 through 17 

of your direct testimony, you state that you used the 

number of bills for residential customers projected by 

SSU for 1996 and applied the weather normalized 



2885 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

:onsumption per bill to arrive at the 1996 projected 

>illing units: is that correct? 

A Yes. 

Q So you agree with SSU's growth calculations to 

letermine the 1996 projected number of bills? 

A I looked at it. I did not see any particular 

xoblem with it. 

Q On Page 41, Lines 15 through 18 of your direct 

:estimony, in Schedules 10 and 11, you refer to rainfall 

lata obtained by SSU from each NOAA, National Oceanic 

ind Atmospheric Administration weather station. 

A Yes. 

Q And your schedules refer to the average annual 

rainfall for the period 1960 to 1990: is that correct? 

A 1960 to 1990, and then individually '91 

:hrough '94, yes. 

Q Where -- you had individual figures for '91 
:hrough '94? I'm sorry. 

A I believe so. 

Q But the 30-year average, what, is that -- they 
io the 30-year average changes every ten years: is that 

low they operate for the NQAA? 

A I don't understand your question. 

Q Okay, I'll withdraw that. Just go on. 

On Page 50, Lines 1 through 4 of your direct 
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testimony, you refer to a study prepared by Dr. Whitcomb 

entitled "Financial Risk and Water Conserving Rate 

Structures" in which he uses average annual weather 

normalized water consumption for SSU's residential 

customers of 9,476 gallons per bill per month to project 

1996 consumption; is that correct? 

A Yes. 

Q Isn't it true that this number of gallons per 

bill per month can only be applicable if the Commission 

approves a uniform rate structure? 

A Could you repeat the question, please? 

Q Isn't it true that this number of 9,476 

gallons per bill per month would only be applicable if 

the Commission approves a uniform rate structure? 

A Well, I think the Commission -- it would be 
more applicable under uniform rate structure, to answer 

your question directly. But the Commission, I still 

think, can apply those billing units, as I've done in my 

schedule, on a system-wide basis and then break out the 

consumption for each one of the individual systems so 

that it can apply the individual standalone or modified 

standalone rates. In the schedule that I prepared, 

that's what I did. You would have to prorate, 

basically, the total consumption to the individual 

systems in order to price it out. 
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Q I'm sorry, I'm going to go back to this -- the 
pestions I had on the NOAA rainfall. 

A Okay. 

Q Let me be clear. Do you know if the 30-year 

iverage that is collected by NOAA changes every ten 

{ears? 

A I don't know what you mean. I don't know why 

i 30-year average would change. I mean to the extent 

:hat you're moving forward in time, it's going to 

:hange. 

Q If a standalone rate structure, or a modified 

standalone rate structure is approved -- I think you 
rere starting to get into that -- in your opinion how 
should 1996 consumption be determined for each 

individual plant? 

A Essentially, what you would have to do is you 

rould take the total consumption for all systems, okay, 

and then prorate the difference between the normalized 

-onsumption that basically I've come up with on my 

Schedule 18 to the various systems based upon the -- 
lither you could do it -- let me look at my schedule if 
fou don't mind. 

CHAIRMAN CLARK: Mr. Jaeger, how much more do 

you have? 

MR. JAEGER: Just a little bit, not very much. 
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CHAIRMAN CLARK: The reason I ask, I've been 

informed that we do now have the capability to go back 

to the teleconference, and it looks like the witnesses 

%re there, and one of them has a scheduling conflict for 

the time we would reschedule him to. So we would like 

co go to those witnesses now. 

Why don't we do this -- that will give you 
time to look over your questions. We'll go ahead and 

take a -- how long do you need, Carol? 
MS. PURVIS: Five, ten minutes. 

CHAIRMAN CLARK: We'll go ahead and take a 

Dreak until 25 till 6 and then we will go with the 

teleconferencing and then we will come back to 

fs. Dismukes after that. Okay? Go ahead and take a 

break. 

(Recess at 5:20 p.m.1 

(Transcript continues in sequence in 

Volume 26.) 
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APPENDIX I 

QUALIFICATIONS 

What is your educational background? 

I graduated from Florida State University with a Bachelor of Science degree in 

Finance in March, 1979. I received an M.B.A. degree with a specialization in Finance 

from Florida State University in April, 1984. 

Would you please describe your employment history in the field of Public Utility 

Regulation? 

In March of 1979 I joined Ben Johnson Associates, Inc., a consulting firm specializing 

in the field of public utility regulation. While at Ben Johnson Associates, I held the 

following positions: Research Analyst from March 1979 until May 1980; Senior 

Research Analyst from June 1980 until May 1981; Research Consultant from June 

1981 until May 1983; Senior Research Consultant from June 1983 until May 1985; 

and Vice President from June 1985 until April 1992. In May 1992, I joined the 

Florida Public Counsel's Office, as a Legislative Analyst 111. In July 1994 I was 

promoted to a Senior Legislative Analyst. In July 1995 I started my own consulting 

practice in the field of public utility regulation 

Would you please describe the types of work that you have performed in the 

field of Public Utility Regulation? 

Yes. My duties have ranged from analyzing specific issues in a rate proceeding to 

1 
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managing the work effort of a large staff in rate proceedings. I have prepared 

testimony, interrogatories and production of documents, assisted with the preparation 

of cross-examination, and assisted counsel with the preparation of briefs. Since 1979, 

I have been actively involved in more than 160 regulatory proceedings throughout the 

United States. 

I have analyzed cost of capital and rate of return issues, revenue requirement issues, 

public policy issues, market restructuring issues, and rate design issues, involving 

telephone, electric, gas, water and wastewater, and railroad companies. 

In the area of cost of capital, I have analyzed the following parent companies: 

American Electric Power Company, American Telephone and Telegraph Company, 

American Water Works, Inc., Ameritech, Inc., CMS Energy, Inc., Columbia Gas 

System, Inc., Continental Telecom, Inc., GTE Corporation, Northeast Utilities, 

Pacific Telecom, Inc., Southwestern Bell Corporation, United Telecom, Inc., and U.S. 

West. I have also analyzed individual companies like Connecticut Natural Gas 

Corporation, Duke Power Company, Idaho Power Company, Kentucky Utilities 

Company, Southern New England Telephone Company, and Washington Water 

Power Company. 

Have you previously assisted in the preparation of testimony concerning 

2 
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revenue requirements? 

Yes. I have assisted on numerous occasions in the preparation of testimony on a wide 

range of subjects related to the determination of utilities' revenue requirements and 

related issues. 

I have assisted in the preparation of testimony and exhibits concerning the following 

issues: abandoned project costs, accounting adjustments, affiliate transactions, 

allowance for h n d s  used during construction, attrition, cash flow analysis, 

construction monitoring, construction work in progress, contingent capacity sales, 

cost allocations, decoupling revenues from profits, cross-subsidization, demand-side 

management, depreciation methods, divestiture, excess capacity, feasibility studies, 

financial integrity, financial planning, incentive regulation, jurisdictional allocations, 

non-utility investments, fuel projections, mergers and acquisitions, pro forma 

adjustments, projected test years, prudence, tax effects of interest, working capital, 

of€-system sales, reserve margin, royalty fees, separations, settlements, and resource 

planning. 

Companies that I have analyzed include: Alascom, Inc. (Alaska), Arizona Public 

Service Company, Arvig Telephone Company, AT&T Communications of the 

Southwest (Texas), Blue Earth Valley Telephone Company (Minnesota), Bridgewater 

Telephone Company Wnnesota), Carolina Power and Light Company, Central 
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Maine Power Company, Central Power and Light Company (Texas), Central 

Telephone Company (Missouri and Nevada), Consumers Power Company 

(Michigan), C&P Telephone Company of Virginia, Continental Telephone Company 

(Nevada), C&P Telephone of West Virginia, Connecticut Light and Power Company, 

Danube Telephone Company (Minnesota), Duke Power Company, East Otter Tail 

Telephone Company (Minnesota), Easton Telephone Company (Minnesota), Eckles 

Telephone Company (Minnesota), El Paso Electric Company (Texas), Florida Cities 

Water Company, General Telephone Company of Florida, Georgia Power Company, 

Jasmine Lakes Utilities, Inc. (Florida), Kentucky Power Company, Kentucky Utilities 

Company, KMP Telephone Company (Minnesota), Idaho Power Company, 

Oklahoma Gas and Electric Company (Arkansas), Kansas Gas & Electric Company 

(Missouri), Kansas Power and Light Company (Missouri), Lehigh Utilities, Inc. 

(Florida), Mad Hatter Utilities, Inc. (Florida), Mankato Citizens Telephone Company 

Nnnesota), Michigan Bell Telephone Company, Mid-Communications Telephone 

Company W e s o t a ) ,  Mid-State Telephone Company (Mmesota), Mountain States 

Telephone and Telegraph Company (Arizona and Utah), North Fort Myers Utilities, 

Inc., Northwestern Bell Telephone Company (Mmnesota), Potomac Electric Power 

Company, Public Service Company of Colorado, Puget Sound Power & Light 

Company (Washington), Sanlando Utilities Corporation (Florida), Sierra Pacific 

Power Company (Nevada), South Central Bell Telephone Company (Kentucky), 

Southern Union Gas Company (Texas), Southern Bell Telephone & Telegraph 

(L 
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Company (Florida, Georgia, and North Carolina), Southern States Utilities, Inc. 

(Florida), Southern Union Gas Company (Texas), Southwestern Bell Telephone 

Company (Oklahoma, Missouri, and Texas), St. George Island Utility, Ltd., Tampa 

Electric Company, Texas-New Mexico Power Company, Tucson Electric Power 

Company, Twin Valley-Ulen Telephone Company (Minnesota), United Telephone 

Company of Florida, Virginia Electric and Power Company, Washington Water 

Power Company, and Wisconsin Electric Power Company. 

What experience do you have in rate design issues? 

My work in this area has primarily focused on issues related to costing. For example, 

I have assisted in the preparation of class cost-of-service studies concerning Arkansas 

Energy Resources, Cascade Natural Gas Corporation, El Paso Electric Company, 

Potomac Electric Power Company, Texas-New Mexico Power Company, and 

Southem Union Gas Company. I have also examined the issue of avoided costs, both 

as it applies to electric utilities and as it applies to telephone utilities. I have also 

evaluated the issue of service availability fees, capacity charges, and conservation 

rates as they apply to water and wastewater utilities. 

Have you testified before regulatory agencies? 

Yes. I have testified before the Arizona Corporation Commission, the Connecticut 

Department of Public Utility Control, the Florida Public Service Commission, the 

Georgia Public Service Commission, the Missouri Public Service Commission, the 

Public Utility Commission of Texas, and the Washington Utilities and Transportation 
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Commission. My testimony dealt with revenue requirement, financial, and class cost- 

of-service issues Concerning AT&T Communications of Southwest (Texas), Cascade 

Natural Gas Corporation (Washington), Central Power and Light Company (Texas), 

Connecticut Light and Power Company, El Paso Electric Company (Texas), Florida 

Cities Water Company, Kansas Gas & Electric Company (Missouri), Kansas Power 

and Light Company (Missouri), Houston Lighting & Power Company (Texas), Lake 

Arrowhead Village, Inc. (Florida), Lehigh Utilities, Inc. (Florida) Jasmine Lakes 

Utilities Corporation (Florida), Mad Hatter Utilities, Inc. (Florida), Marco island 

Utilities, Inc. (Florida), Mountain States Telephone and Telegraph Company 

(Arizona), North Fort Myers Utilities, Inc. (Florida), Southern Bell Telephone and 

Telegraph Company (Florida and Georgia), Southern States Utilities, Inc. (Florida), 

St.  George Island Utilities Company, Ltd. (Florida), Puget Sound Power & Light 

Company (Washington), and Texas Utilities Electric Company. 

I have also testified before the Public Utility Regulation Board of El Paso, concerning 

the development of class cost-of-service studies and the recovery and allocation of the 

corporate overhead costs of Southern Union Gas Company and before the National 

Association of Securities Dealers concerning the market value of utility bonds 

purchased in the wholesale market. 

Have you been accepted as an expert in these jurisdictions? 

Yes. 
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Have you published any articles in the field of public utility regulation? 

Yes, I have published two articles: "Atfiliate Transactions: What the Rules Don't 

Say", Public Utilities Fortnightly, - August 1, 1994 and "Electric M&A: A Regulator's 

Guide" Public Utilities Fortnightly, January 1, 1996. 

Do you belong to any professional organizations? 

Yes. I am a member of the Eastern Finance Association, the Financial Management 

Association, the Southern Finance Association, the Southwestern Finance 

Association, the Florida and American Water Association, and the National Society 

of Rate of Return Analysts. 
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CHAPTER I 

WEIGHTING SYSTEM FOR CRITERIA 

The previous chapter (Chapter 6 )  summarizes the guidelines developed in Chapters 2 
through 5. As specified in Chapter 6 ,  the utilities have to initially satisfy those guidelines which 
are the most effective in promoting water conservation (unless they qualify for the stated 
exemptions) and within 2 years satisfy all the guidelines. That is, the guidelines are presented 
in a Go/No Go formaL The short coming of this GoMo Go format is that a water utility may 
satisfy 3 of the 4 criteria (by a wide margin in the cases of Criterion 1 and 2) but sfiU not have 
rates that are defined as a water conservation promoting because of not meeting one of the 
criterion. 

For example, a utility may meet the two relatively qualitative criteria (Criterion 1 and 4) 
and recover 100 percent of the utilities total revenlie requirements via rates (as compared to the 
75 percent requirement set forth in Criterion 3). but only recover 70 percent of the net revenue 
requirements via the quantity charge (as compared to the 75 percent required by Criterion 2). 
Clearly this ulility (which fails via the requirement that all four criteria be satisfied) actually 
collects more of its total annual revenue requirements via the quantity charge (70 percent 
[1.0 x 0.701) than does the utility which passes all four criteria (56.2 percent t0.75 x 0.751). in 
an attempt to a-doid L k s e  types of anomalies, we have also developed a weighting system for 
determining whether or not a utility has adopted a water conservation promoting rate structure. 
This weighting system can be used by the District as an alternative to b e  GoMo Go system 
summarized in Chapter 5. 

Weighting System 

In order to develop a weighting system, it is fxst necessvy to establish a rmk (via 
weighting factor) fer each of the four criteria These weighting factors are presented in the tabk 
below. 
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- Title 
Tvbk of Contents 

Southern Stater Utilities, Inc. 
Rate Design Score 
Brown & Caldwell Weighting System 

Southcrn States Utilities, Inc. 
Weather Conservation Program Adjustments 
Comparison of Conservation Costs 
Detail Conmation Expenncs 
1996 Conservation E~pmscs  
Detail Conservation Expenses: By Project 

Southern States Utilities, Inc. 
Gain on Sale Adjustment 
Adjustment to Equity Component of Capital StNCNm 

Southern States Utilities, Inc. 
Rainfall Comparison: 1960-1994 
Rainfall Comparison: 1960-94 Adjusted for Missing Data: Assume Average Rainfall 
Inches ofRainfall (Graph) 
Rainfall 1991-1994 Missing Data Adjusted by Average Rainfall far the Month 
b n f a l l  Comparison: 1960-94 Adjusted for Missing Data: Assume Zno Rainfall 
Rainfall 1991-1994 Missing Data Adjusted by Assuming Zcm Rainfall for the Month 

Southern States Utilities, Inc. 
Weather Normalized Residential Consumption: Revenue Impact 
Projected Test Ycar Revenue Adjustment: Averaged 1992 and 1993 Gallons 
Average Consumption Per Bill 
Adjustment for Variable Expenses 
Marco Island Reuse Project: Revenue Impact 

Southern States Utilities, Inc. 
Impact of SSU on Buenavenhlra Lakes 
Impact of SSU on Lehigh 
Diseconomies of Scale Adjustment 

Southern States Utilities, Inc. 
Allocation of Salaries to Acquisitions 
Acquisition Expense Adjustments 

Southern States Utilities. Inc. 
Public/Governmental Relations Salary Adjustment 
PublidGovemmental Relations Expense Adjustment 

Southern States Utilities, Inc. 
Budget Adjustments 
Shareholder Expense Adjustment 
Ratc Case Expens Adjustment 
Unacoounted for Water 
Unaccounted for Water Adjustment for Variable Expcnscr 
Operations and Administrative Project Adjustments 
Keystone Heights Adjustment 
Miscellaneous Adjustments 
Repression Effect on Expcnses 

Southern States Utilitics, Inc. 
Lchigh Land Acquisition Adjustment 
Lehigh Rate Base Adjustments: Non-U& and Useful Plant 

Southern States Utilities, Inc. 
BuensvenNrs Ratc Bssc Adjustments 
BucnavcnNra: Wetlands Adjustment 
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Southern States Utilities Inc. 
Summary of Adjustments 41 
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Table 7-1 Weighting Factors 

Weighling Factor. vercmi 

4. Communication on Bill 

Total 

20 I 1. R a k  Sounure Form 

10 

103 

2. Nocarion of Costs to FuedNariablc Charges 

3. S o w  of Utility Revenues 

40 

30 

Obviously the weighting factors shown above are subjective. This is the way Brown and 
Caldwell weights the four criteria Others might weight these criteria differently. 

Having established o-geral weighting factors for each of the f3ur criteria it is necessary 
w develop a xoring system for each criteria The sccr-ng system k presented in the following 
xctions. 

Rate Structure Foim (Criterion 1). For the reasons iqdicated in Chapter 5, seasond 
quantity chxgcs ax *e most equi'zklc zn3 efficient L? :ccorer;_?g the cns: of smite and L? 

promoring consemiion fr)r service artas ha t  exhibit seasonal a=. In OUT weighting systcm (sec 
Tatle 7-3, the seasonal iiite i]uanti~,f chaigc received a higher score thzi either Lie r.onsp,asmai 
uniform quvltity charge cr the inclining bicxk quarrtity charge, the peak-season charge must 
exceed the off-peak seas3n charge by 25 percent. Inclining block quantity charges. althobgh 
difficult to design based OR sound economic principles. cw. zlso be effxtive in promoting 
conservation. Depending cn the ratio cf L5e price of the tail block to the price of Lye first block, 
the block lhresholds, and L!e size cif the blocks. this type of smctilre maybe mcre ccnserralion 
promoting L5an a nonseascnai uniform quantity charge. As we indicated in Chapter 2, the size 
of &e k: '-,lock should not exceed 125 percent of average monthly usage. Declining block and 
flat raE sactures are nevei conservation promoting and thus have been assigned the lowest 
score. The weighting factors for Criterion 1 arz pi-esenlza beIow. 
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Quanti!y Charge Form 

SeasOd 

1. Ratio of peak season to off-peak season charge is greater than 1.5. 

Score 

5 

2. Ratio of peak season to off-pak season charge is less than or equal to 1.5, but 
grrater than 1.25. 

3 .  Ratio of peak season to off-peak s a w n  charge is less than or equal to 1.25. 

Inclining Blocks 

1. Ratio of tail block charge to first block charge > 1.5 and the first block 
rhreshold is less than or equal to 125 percent of average monthly use for class. 

2. Ratio of tail blcck charge to first block charge is less than or equal to 1.5 
andlor first block threshold is greater than 125 percent of avenge monthly use 
for class. 

Nonseasom! Uniform Quantity Charge 

Declining Blocks - 
L . , I  Flat Rates 

4 

2.5 

3.5 

2 

2.5 

1 

0 .~ - 

Percmtage of Net Revenue Requirements 
Recovered via the Qunntity Charge 

90- loo 

80 - 89 

70 - 79 
60 - 69 
50 - 59 

Score 

5 

4 

3 

2 

1 
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Sources of Utility Revenues (Criterion 3). As indicated in Chapter 4. the greater the 
amount of total revenues recovered via rates (as opposed to taxes. transfers from the general 
fund, or other subventions) the more effective the pricing signal. 'The proposed scorhg system 
for this criterion is presented below. 

The Pacentage of Total Utility Revenue 
CoUecd via Rates 

Score 

90- 102 

80- 89 

70 - 79 

60 - 69 

50 - 59 

- 
Conmunic.&on on Bill 

Rate Stnicture and Water Use Communication (Criterkn 4). As indicated L1 
Cnanrer 5. the more information a customer is given about tne r a m  and their water usage, tl:: 
more likely they arz !e RspOnd to a pricing signal. A scoring system for this criterion is 
presented he:o\v. 

Score 

Table 7-5 Weighting Factors for Critencn 4 

Rate& w a w  uc Ln current b m g  paid ard warn use in similar 
paid of prior y m  andlor avaage from prior year 

Rares and warn use io cmmt billiig pried -- 
Rar+s only 

Wata  use in currat  billing period 

MODthlv >I bimonlhlv billine 

5 

4 

3 

3 

2 

- 

No information on rates or usqe  I 1  



7-5 

Given the weighting of the criteria and the individual scoring of each criterion. the highest 
score possible is a 5. In order for utility water rates to be defined as conservation promoting 
using the weighting and scoring system it must have a score of at least 3.2. 

Example 

To illustrate the use of the weighting system, we have provided a sample calculation for 
a water utility with a nonseasonal uniform quantity charge. 70 to 79 percent of its net revenue 
requirements recovered from quantity charges, 80 to 89 percent of its total revenues collected via 
rates, and only the water rates (not usage) are communicated on the bill. The results calculation 
are presented in Table 7-6 below: 

Table 7-6 Example Utility Scoring 

CIi!?ri2 
~ 

1. Rate structure form 

2. Allocslion of costs 
to fixedvariable 
charges 

3. Sources of utility 
rev en u e s 

4. Communication on 
bill 

Total 

Weighting factor times score. 

Weighting factor, 
Dercent 

20 

40 

30 

10 

100 

Score 

2.5 

3 

4 

3 

_- 

Total' 

' 0.5 

1.2 

1.2 

0.3 

5.2 



Dosksl No. 950495-WS 

Exhibit No. -(IcHDl) 
Sshcdvls 3 

I;nnbsr5. H. hunuksr 

southern States utilities, hc 
Water Conservation Pmgrsrn Adjustments 
P 

1996 C o w m t i o n  1996 consepmuon 
Prnjlctrd pmgm Adluted con*rV8uon RW<"W 

Coruumpuuon S.Vi"gl consurnpuon Percan1 Rl1e ElTrct 
9,924,535 949,004 8.975535 9.6% s1.23 S1.167 
15,229,292 474,500 14,751,792 3.1% S1.U 584 

265,110,836 21,425.500 243,685,336 8.1% S1.23 26,353 

38,774,520 5.584.500 33,190,020 14.4% 10.60 3.351 
2,239.361[.221 79,022500 2,160,345,721 3.5% 12.96 233,907 
2.972.401.095 142.788,ax) 2,829,613.095 4.8% 1308.820 

2284,980 292000 1,592,980 12.8% $1.23 359 

401,708,711 35,040.000 366,668.711 8.7% 11.23 43,099 

S524,425 

733,032874 
2239,368,221 

3,417,130 729,615,744 
79,022,500 2,160,345,721 

Adiustment for V.riable E r a n ~  R-m-ded EXpn* 
Recommended colu1.000 consemuon Rd"ni0" 
hf.M b h d  Vui.Mc SO.56 3,417,130 SI,% 

S31 465 
)I 

ShCmunitinVuib.lcEv W.40 79,022,500 
Adlusf Variable Expch.ca 

W.56 
50.40 

79.022500 W.083 
$25 390 

L f l  
63,765.SW 

11.23 U,203 

S238,llO 
S2.% s233,907 

I 170.710 I 



6208 
6208 
6358 
6428 
6508 
6608 
6158 
6158 
6158 
6158 
6158 
6758 
6758 
6158 
6158 
6158 

135 S 34,150 
140 S 2,350 
I50 S 16,200 
IS5 s 1.m 
16a s 6cil 
166 S 14.500 
175 s 1,500 
18s s 3 , s w  
190 S 8W 
19s S 400 
200 s 1.800 
205 S 200 
210 s I s 0  
235 s 6,6cil 
245 S 3.m 
2so s 112,500 

s -  

S 34,816 
s 23% 
S 16,516 
s 1,020 
S 612 
S 14.183 
S 1,529 
S 3.568 
S 816 
S 408 
S 1.83s 
S 204 
S 153 
S 6,129 
S 3,059 
S 114,694 
s -  

s .  5 -  
S 199.250 S 203.138 

S 19,991 
S 4,880 
S 83,SSO 
s 640 
s -  
S 24.603 
s 1.512 
S 1,349 
s -  
S 2736 
s 3.300 
s -  
s -  
s -  
s -  
S 77,163 
S 16.461 

S 54.801 
S 7.216 
s 100,066 
s 1,660 
S 612 
S 39,383 
S 3.041 
S 10,911 
S 816 
S 3,144 
s 5,135 
s 204 
S 153 
S 6,129 
S 3,059 
S 191,851 
S 16.461 

S 19,108 S 19,108 
S 321,290 S 524.428 

S 30,140 
s 1 S l  
S 19.147 
s 25 
S 216 
s 1,092 
I 456 
s 1,221 
s 100 
s 988 
S 1,229 
s 299 
s -  
s -  
s -  
s 8,510 
s -  s 
s 10,780 

s 44,648 48.0% S 34,150 
I 1.912 953.1% S 2,350 
S 26,519 34.3% S 16,200 
S I45 480.0% S 1.ooO 
S 199 269.9% S 6cil 
S 23,285 228.3% S 14,500 
S 1,486 225.9% S 1,500 
S 3,630 191.3% S 3.500 
S 1,023 923.0% S 800 
S 1,272 28.1% S 400 
S 1.484 20.1% s 1.800 
S 189 -36.8% S 200 
I -  - s I s 0  
s -  - S 6.603 

S 36.011 323.2% S 112,500 
S 1.314 - s 3.m 

-23.44% 
-10.52?4 
-38.91% 
589.66% 
-24.91% 
-31.13% 

0.94% 
-3.58% 

-21.8ow 
-68.55% 
21.29% 

5.82% 

128.31% 
212.35% 

s -  - I -  
s .  - I -  
S 149,143 111.6% S 199,250 33.06% 

S 54.801 60.5% 
S 1.216 209.6% 
s 100,066 511.7% 
s 1,660 66.056 
S 612 2.0% 
S 39.383 111.6% 
S 3.041 102.1% 
S 10.911 211.5% 
S 816 2.Wh 
S 3,144 686.W 
S 5,135 185.3% 
S 204 2.0% 
S IS3 2.0% 
S 6.129 2.0% 
S 3.059 2.V? 
S 191,851 10 5% 
S 16,461 
S S 524.428 19,108 163.296 
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Southern States Utilities, Inc. - 
Accouut Descriotion 

M&S-Office Printing 
State-Wide Communications 
Marc0 Program 
Six Pilot Programs 
Total 

M&S-Ofiice Supplies 
Statewide Communications 
Marc0 Program 
Six Pilot Programs 
Total 

Contract SewicesOther 
Statewide Communications 

clippings 
PR News 
FL Bus. Net 
surveys 
PR wunsel & research 

Marc0 Program 
public relations 
water audits 
surveys 

Six Pilot Programs 
literature search 
outside services 
surveys of wntrol group 

Total 
Rental Equipment 

State-wide Communications 
Marc0 Program 
Six Pilot Programs 
Total 

Statewide Communications 

Statc-wide Communications 
Marw Program 
Six Pilot Programs 
Total 

Mi% Exp-Telephone 
Statc-wide Communications 

Six Pilot Programs 
Total 

State-wide Communications 

Transportation 

Advertising 

Marc0 Program 

Misc ExpPostage 

Pmfoma  
Accouut 1995 Escalation 1996 1996 1996 
Number CEC Budget Factor Budget Adjusbnent Total -- 

6208 135 
$34,150 

SO 
SO 

$34,150 

$2,350 
$0 

6208 140 

$100 
$100 

$1,000 
$5,000 
$l0,000 

$0 
$0 
$0 

$0 
SO 
$0 

$16200 
6428 155 

$1,000 
$0 
$0 

$1,000 
6508 160 

6608 166 
$600 

$14,500 
$0 
$0 

$14,500 

$1,500 
SO 
SO 

$1,500 

6758 175 

6758 185 
$3,500 

1.95% $34,8 16 $0 $34.816 
1.95% $0 $8,000 $8.000 
1.95% $0 $11,991 $1 1,991 

$34,816 $19,99 1 $54,807 

1.95% $2,396 SO $2,396 
1.95% $0 S2,ooO $2,000 
1.95% $0 $2,880 $2,880 

$2,396 $4,880 $7,276 

1.95% $102 $0 $102 
1.95% 5102 SO $102 
1.95% $1,020 $0 $1,020 
1.95% $5,098 $0 $5,098 
1.95% $10,195 $0 $10,195 

1.95% $0 $12,000 $12,000 
1.95% $0 $20,000 $20,000 
1.95% $0 $lO,OOO $ 10,000 

1.95% $0 $12,000 $12,000 
1.95% $0 $19.500 $19.500 
1.95% $0 $lO,OSO $10,050 

$1 6.5 17 $83,550 $100,067 

1.95% $ 1,020 SO $1,020 
1.95% $0 SO $0 
1.95% $0 $640 $640 

$1,020 $640 $1,660 

1.95% $612 $0 $612 

1.95% 6 14,783 SO $14,783 
1.95% $0 $17,000 $17,000 
1.95% SO $7,600 $7,600 

$14,783 $24,600 $39,383 

1.95% $1,529 SO $1,529 
1.95% $0 $252 $252 
1.95% $0 $1260 $1,260 

$1,529 $1,512 $3,041 

1.95% $3,568 $0 $3,568 

Page 1 
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Southern States Utilities, Inc. 

Account 
Pmfoms 

1995 Escalation 1996 1996 1996 
Account Descriotion 

Uarco Program 

Total 
Misc ExpDues 8: Subscription 

Statewide Communications 
Misc ExpTravel 

State-wide Communications 
Marco Program 
Six Pilot Programs 
Total 

State-wide Communications 
Marw Program 
Six Pilot Programs 
Total 

Misc ExpEmployee Training 
Statewide Communications 

Misc Exp-Office Cleaning 
Statewide Communications 

Misc Exp-Employee Recognition 
Statewide Communications 

Mix ExpTemporary Help 
Statewide Communications 

Misc ExpOther 
Statewide Communications 

regulatory meetings 
environmental organizations 

six Pilot Programs 

Misc ExpFood 

Number CEC Budget Factor Budget Adjuslment Total -- 
$0 1.95% $0 $3,500 $3,500 
$0 

$3,500 

$800 

$400 
$0 
$0 

$400 

$1,800 
$0 
$0 

$1,800 

$200 

$150 

$6,600 

$3,000 

6758 190 

6158 195 

6758 200 

6758 205 

6758 210 

6758 235 

6158 245 

6758 250 

wnserve educatiodCons. 96 sponsor 

public education 
wntract services 
toilet rebates 
gifl certificates 
spccial cvcnts 

Six Pilot Programs 
rctrorit kits 
toilet rebates 
moisture rebates 
special eventdsponsorships 

Marc0 Program 

Total 
Labor 
FringeBenefits 

Total 

$1,000 
$8,000 

$18,000 

$42,000 

$5,000 
$2,500 
$1,000 

$0 
$0 
$0 

$35,000 

$0 
$112,500 

5199,250 

1.95% 

1.95% 

1.95% 
1.95% 
1.95% 

1.95% 
1.95% 
1.95% 

1.95% 

1.95% 

1.95% 

1.95% 

1.95% 
1.95% 
1.95% 

1.95% 
1.95% 
1.95% 
1.95% 
1.95% 

1.95% 
1.95% 
1.95% 
1.95% 

Source: Southern States Utilities, Inc., Response to OFT Document Request 181. 

nn.m mrn ccc+ansT- 

$0 $3,849 $3,849 
$3,568 s7.349 $10,9 17 

$816 $0 $816 

$408 SO $408 
SO $1.728 $ 1.728 
$0 5l:OOS $1,008 

$408 $2,736 $3,144 

$1,835 $0 
$0 $980 

$1,835 
$980 

SO $2,320 $2320 
$1,835 $3,300 $5,135 

$204 

$153 

$6,729 

$3,059 

$0 

$0 

$0 

$0 

$204 

$153 

$6,729 

$3,059 

$1,020 $0 $1,020 
$8,156 SO $8,156 

$18,351 $20,000 $38251 

$42,819 ($42,819) $0 
$35,683 ($35,683) $0 
$5,098 $4,903 $ 10,oo 1 

$1,020 $981 $2,001 

$0 $60,180 $60,180 
$0 $40,3300 $40,300 
SO $18350 SlS,350 
SO $ll,OOo s11,ooo 

$1 14,696 $77,163 $191,859 
$76,461 $76,461 

$2,549 ($49) $2,500 

$19,108 S19,108 
$203,141 $321,290 $524,431 

Pagc 2 
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(10% rebates @, $50 each) 
Surveys of Control Group ( 5 %  of 
Community @ SSOPerSon) 
Residential Water Audits 

Total Community 

Southern States Utilities, h e .  
1996 Conservation Expenses 

Estimated 1996 Conservation Costs 
I 1 

$ IO( 

s -  
$ 3,65( 

Palisades 
Country 

s 3,350 I $ 150 I $ 50 I $ 5,500 $ 900 $ 10,000 

Description 
Public Education 

a) Public Workshops (2) s 500 
b) Mailers(3) s 90 
cl Soecial Mailines s 60 

S 20,050 

I I I I I I s - 1s - 1s - 1s - 1 s - I s 20,0001 $ 2 0 , m  
s 65,930 I $ 4,750 I $ 2,170 I S 97,360 1 $ 14,080 1 0 87,500 I S 275,440 

Source: Southern States Utilities, Inc., Exhihit CHK-3. 

,,n.n, 9 s  .*-",am 



Southern States Utllitles, hc. 
LktaU Consewation Expense: By P m J a  

A 11 o r  r d 

1096 

CO.UtvY.tI0. 

E=- 

142.816 
14.3% 

sn 
SO 

1102 
Io 
so 

15.098 
Io 

1996 
rob1 

5 ,801 
11,276 
M 
Io 

1102 
1102 

11.020 
55.098 

110,195 

134.ISO 
12,350 

134,816 
12.3% 

so 
IO 

$8,030 
12,030 

so 
Io 

111.991 
12.880 

134,150 
12.350 

so 
M 

11W 
1 l W  

$1.030 
15.030 

flO.033 

11W 
SI03 

51.030 
15.033 

110.033 

SI02 
1102 

11.020 
15,098 

110,195 

so 1I2.033 
so 120,033 
so 110,033 

so 
so 
Io 

SlZMO 
120,030 
110,MO 

112.000 
119.5W 
110.050 
11,660 

I612 
139.383 
13.041 

110.917 
<e16 

so 
Io 
SO 

so 
so 
so 

11.020 
1612 

119.692 
11.181 
17.068 

1816 
12.136 
12.815 

s204 
SI53 

16.729 
13.059 

10 
so 
so 
Io 
IO 
Io 
Io 
so 
10 
so 
so 
so 
10 
IO 

111.030 
119,500 
110.050 

%40 
Io 

s7.m 
11.260 
13.849 

SO 
11,008 
12.320 

so 
so 
$0 

so 
so 
10 

11.033 
SMM 

114SW 
11,SW 
53.503 

1800 
5400 

$1.803 
12W 
SI50 

16.m 
13.030 

11,033 
16w 

114.m 
11.5W 
13.m 
5803 
5400 

11,8W 
12W 
Slso 

14m 
13.033 

11.020 
S612 

114.783 
11,529 
13.568 

1816 
1408 

11.835 
1204 
1153 

16.729 
13,0$9 

(519,692) 
(11.2W) 
03.849) 

(11.008) 
(12.320) 

_".I 
13,144 
15.135 

1204 
1153 

56.729 
13.059 

51,033 
58.030 

518.033 

11.020 
18.156 

138.351 

fl.030 11.020 
18.033 18.156 
118.030 138.351 

11.020 
18.156 

118.030 

Io 
SO 
so 

(120.351) 

142.030 
135.m 

15.033 

so 
so 

110,WI 

s42.033 so 
135,033 Io 
15.033 110.031 (110.031) 



Southern %ala Ulilltla, Inc. 
Dctnll ConsemaUon Expuua: By Projrd 

I995 1996 I995 1996 1995 1596 199511596 Allorcd 

Si, SIX cat I596 
Sblr-Wldc Sblc-Wldc mrco M.WO PllDt Pilot 1 99s 1996 Shsm I596 C O W C I W I O "  

AmunlDnrrloUan Comnunlr.Han Comnunhnon Prqnn Pmgnn Pmgnms pwgnns Told T o l d  Fund, DIs.llonnn Expnu 

gin CQtifiata 12.500 12.500 12.500 1 2 . m  SLS00 
&sl c m c s  s1.m s2.001 S I . M o  s2.001 (S2.001) $0 

rclrofI14ics so 560.180 so $60,180 ~ssO.l80) so 
mikt mhtm so 140.303 so 140,300 (125.m) (S15.300) SO 
moislm rebates so 518,350 so 118,350 (Sl8.350) $0 
ipceial cvmW$pamonhip so I1l.m so Sll,Om (Sll.Wo) so 

slx P h t  FT.?qm. 

Labor 8: Fringe Bmtib 130.300 120.047 $45.221 $0 195.568 (547,784) 141.784 

Tokl $I 13,750 1166.272 $85,500 $IIO.Ow IO $248,149 IIW.250 SS24.4M 1- 1 iu13.473)J . S175.951 

FPSC Allasl imFactw 11.06% 1706% 

FPSC Mjlammt (526,972) (1241.562) 



Southern Stater Utilities, he. 
Gain On Sak Adjluhnent 

Gnu Ne1 AmoNul lon Year Sold 
119,088.063 519,088.M3 $3.817.613 1994 

S I  Awwune Shora %,158,311 s1.ZW.003 1840,003 1591 

s-ls counly 1 I mea (1187) (1115) ($23) 1994 

Spnngffill 5 1 3 9 m a  554,381 $33,394 16.679 I 595 

Sprvls f f i l l6  159 $73.071 $4.866 18,913 1995 

Rrvcr Parl; syslan 5S4.928 $33,726 %,14J Antlnpacd 1595 

T a l  Excludq VGU/SAS $51 1.107 1313,820 562,161 
Alloution w SloSLhOldar (3.w.) $15.333 19,415 $1,883 
Am-1 w R a k p y a  (9%) S495.114 530440S 160,881 

VOW 
Told $19.088.063 $19,088,063 $3.817.613 

AllosatlmwStoslrholdar(8.65%) $1.651.117 11,651,117 5330,223 
Am-tmhpycm(91.3S%) 517.4369M $17.436.%5 t3.481.389 

Total Gam on Sale 
Auwm w SloSLholdar $1,856,361 $1,778.552 $355,710 
b u n 1  w Rafcp.ycl. 524.501.186 521.823.331 14,361,666 

rpsc Iunsdletlm Allouuan (1) n 06% 
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Southern States Utilities, Inc. 
l c t u r e  

Comoanv Cost of Eauity 

Long-Term Debt 
Customer Deposits 
Deferred ITC 
Equity 
Adjustment for Gas 

OPC Cost of Eauity 

Long-Term Debt 
Customer Deposits 
Deferred ITC 
Equity 
Adjustment for Gas 

Weighted - 
Amount Adjuslmenl Adjusted P e m n t  - Cost Cost 

$118,535,363 $1 18,535,363 59.88% 9.06% 5.42% 
$1,753,184 $1,753,184 0.89% 6.00% 0.05% 
$1,335,813 $1,335,813 0.67% 9.63% 0.06% 
$82.821.786 ($4.800.000) $78.021.786 39.41% 12.25% 4.83% . .  . ,  , ,  . ,  
($1,481,000) ($203,924) ($1,684,924) 4.85% 12.25% 4.10% 
$202,965,146 $197,961,222 100.00% 10.27% 

Requested Cost of Capital 10.32% 

Change in Cost of Capital 0.05% 

Rate Base $1 58,023,064 

NO1 Impact $83,975 

Revenue Requirement 1 1  

Weighted 
Amount Adjustment Adjusted Percent - Cost Cost 

$1 18,535,363 $118,535,363 59.88% 9.06~~ 5.42% 
$1,753,184 $1,753,184 0.89% 6.00% 0.05% 
$1,335,813 $1,335,813 0.67% 8.79% 0.06% 
$82,821,786 ($4,800,000) $78,021,786 39.41% 10.10% 3.98% 
($l,481,000) ($203,924) ($1,684,924) -0.85% 10.10% 4.09% 

$202,965,146 $1 97,961222 100.00% 9.43% 

Requested Cost of Capital 10.320/0 

Change in Cost of Capital 0.89% 

Rate Base $1 58,023,064 

NOIImpact $1,403,058 

Revenue Requirement [d 

Sourcc: Southern States Utilities, Inc., MFR Schedule D-l 



1.31% 

6.06% 

5.71% 

I .02% 

3.235 

1.01% 

4.12% 

10.36% 

3.15% 

1 . W A  

27.55% 

2.63% Hi l l sbao~qh  

26.35% Hmmcdo 

96.58% 

41.13 

52.39 

41.14 

44.59 

48.68 

41.13 

44.62 

49.50 

46 51 

41.11 

41.26 

42.15 

49.16 

2981% 

M 

51.97 
10.65% 

6460 
35.32% 

52.22 
11.115 

66.14 
35 81% 

56.01 
1884% 

66.29 
48.51% 

66.78 
34.91% 

6590 
30.94% 

48 31 
2.420% 

69.28 
46.59% 

43.16 
O.%Y. 

57.9% 
16.52% 

36.57% 

54.2% 
15.11% 

62 16 
19.1% 

63.41 
32.82% 

54 M 
21.24.A 

49.34 
1.36% 

58.88 
24.93% 

55.81 
25.21% 

41.94 
-3.15% 

52.96 
13.81% 

53.83 
14.12% 

59.88 
26.10% 

34.93 
18.18% 

M 

8.58% 

43.65 
-7.380% 

48.15 
-8.09% 

53.13 
12.55% 

31.90 
-15.W% 

M 

98.61 
3.14% 

44 31 
6.65% 

58.11 
11.3Wo 

44.53 
-4.26% 

44.86 
4.m 

34.49 
-21.02% 

31.53 
-12.21% 

M 

15.38% 

47 64 
1 08% 

49.22 
4.05% 

63.05 
32.01Yo 

13 01 
63.14% 

M 

61.27 
42.13% 

66.88 
49.89% 

55.50 
12.12% 

61.82 
45.82% 

48.10 
3 24% 

11.09 
50.42% 

41 14 
1027% 

M 



Swlhcm Stales Uiiliiies, Inr 
RdnMI Compuiron: 1960-1994 Adjusted for Missing Dai.: h u m =  Avenge Rdnfdl(1) 

pcysmm& A- A-C A* 

* 
P a c a t  DDwMn F m  A- 

1.31% 

6.06% 

5.71% 

I.OZ% 

3.23% 

101% 

172% 

10.36% 

3.1% 

1 . m  

27.59% 

263% Whu@ 

2635% Hermndc 

96.58.A 

41.13 

52.39 

47.74 

11.59 

48.68 

47.13 

44 62 

49.50 

46.51 

47 17 

47.26 

42.75 

49.16 

661 52 

2981% 

51.98 
10 2% 

57.97 
10 65% 

M.M 
35.32% 

52.22 
I 7 . l l K  

66.14 
35.87% 

56.01 
18.81% 

66.29 
48.57% 

64 78 
31.91% 

M.90 
30.94% 

48.31 
2.42% 

6p.28 
16.59% 

43.16 
0.96% 

57.98 
l6.52Y1 

824.93 
24.7% 

36.57% 

54.28 
I 5  17% 

62.76 
19.79% 

63.41 
32 82% 

54.M 
21.24% 

49.34 
1.36% 

58.88 
24.93% 

55.87 
25.21% 

47.94 
-3.15% 

52.96 
13.87% 

53 83 
14.12% 

59.88 
26.10% 

34.98 
-18.16% 

47.61 
-4 32% 

761.12 
15.M.h 

8.58% 

43 65 
-7.38% 

48.15 
d . W A  

53.73 
12.55% 

37.90 
-IJ.Oo.h 

51.67 
6.149. 

e . 6 1  
3.14% 

44.31 
&65% 

58.11 
17 35% 

44.53 
-4.26% 

1 4  86 
d.W& 

34.49 
-21 02% 

37.53 
- I 2 2 I %  

37.63 
-24 38%% 

635 ) I  
.3 99% 

15.38.A 

47.M 
1 08% 

49.22 
-6.05Y. 

63.05 
32.07% 

73.01 
63.14% 

52.95 
8.77% 

67.27 
42.73% 

66.88 
49.89% 

55.50 
12 12% 

67.82 
45.82% 

48.70 
3.24% 

71.W 
50.42% 

47.14 
10.27% 

51.26 
3.01% 

818.23 
23.69% 
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Southern Stmm Ulllilks, Inr. 
R.lnfdl: 1991-94 Miulnz Dnla Adjusced by Avelye  M n f d l  for :hi Month (1) 

lune July A w l  seotcmbn W&r Nwcmba Dnrmba hlvl hw - Plant. Y a  Januuy Fcbnuy Msrch A M I  
h l i a  blmd 
P-- ofRcsidmtkl Uw 150% 1991 9.38 I 1 8  1.44 5.82 5.74 10.62 9 30 2.57 2.30 4.44 0 19 0.51 fQO9 
C m h r  N m u  1992 5.39 2.10 4.39 3.51 613 9 85 3.16 7 51 1 I S  1152 I 92 0.53 63.22 

I593 5.14 3.10 5.94 1.04 1.80 2.51 4.39 4.54 5.94 11.24 290 0 1 2  50.26 
1994 1.95 1.22 2.73 1 40 2.16 5.16 3 43 2.17 4.49 1319 4.40 511 5341 

% e n  Ldc, Keptone Club. KeWme 
He@&, LakwrW. p0a-t~ 

I 9 9  * 51.98 Pemmwe ofRnidcntil Uw 131% 1991 6.66 0 32 8.78 6 02 6.24 6.58 1.25 4.02 2 40 1.41 031 
0.73 54 28 h v  Alschvs 1592 5 20 3 48 I r a  3.78 1.99 12.86 I 5 2  8.55 4.31 5.14 2.06 

I993 3.26 4 11 4 61 0.91 1.41 6 07 3.41 5 65 2 m  798 1.35 2.23 4365 
1.28 47.M 1 994 1 1 6  0.43 2 65 1.51 3.83 4 %  1.66 6.14 5.98 5.10 0 10 

Apache shorn, cim spring., CrY.lal 
R i m  Wid. Oolden Tmaos. aapel 
b l a n d ~ . . o a l r F ~ c P i n ~ R i d g s . P o i n t  
C n u d  R~mmUnollLqOreer~ 

Pi- ofRnidatid Use 
SIqpnoill wood. 

awv 
6.06% 1991 
c im I992 

1993 
I994 

2 92 I 1 3  5 89 5 89 
2 39 2 51 168 4 47 
3 91 4 17 6 40 2 61 
9 56 I 2 7  I 2 0  198 

5 44 
1.37 
I 93 

1014 
1080 
5 77 
8 85 

7 83 
3 PI 
4.56 

8.19 
15.03 
2 43 
1.57 

3.10 
7.07 
8.19 

4 85 
9.04 
5.38 
3 23 

0 41 
3 44 
0 23 
2 I 3  

0 92 
I 05 
I 8 1  
2 01 

51 97 
62 76 
48 I 5  
49 22 0.42 4 49 6.51 

5.71% 1991 
D u v d  1992 

1593 
1994 

1.11 090 8 23 4.14 
1.26 I 1 9  4.41 1.80 
7.22 3.55 5.13 1 .31 
9.19 I .oa 2.01 0.93 

3 21 
2 48 
0 58 
2 91 

8.60 
14.12 
1.10 
6.70 

I 1  51 
399 
2.31 
6.81 

5 97 6.61 
11.m 
8.43 
6.11 

6.11 0.95 0 48 
0 1 7  
2 52 
4 71 

64 fQ 
63 41 
53 73 
63 05 

6 56 
2.54 
5.17 

1.54 
15.59 
I I .26 

281 
2 19 
5 51 

1.02% 1991 
ozceds 1992 

I593 
I994 

I 8 1  0 41 6 I 2  5 0 9  
136 2 8 1  2 01 5 6 5  
3 63 I 8 1  6 41 3 08 

8.58 
3.30 
1.36 

5 69 
191 
5 6 6  

1013 
2 15 
2.80 

611 
10.73 
I 22 
8.18 

4 88 
9 91 
4 94 
II 29 

2 72 
3 85 
5 19 
3 68 

0 25 
3 19 
0 26 
7 25 

037 
0 53 
0 94 
313 

5222 
54 06 
31 90 
1301 4 41 3 78 I 3 4  5 91 5.05 I I .49 6.84 

Jzh& 0.05 66 14 
Pcrrmfagc oIRFaidmtkl Uw 3.23% 1991 6.42 I 2 6  0 73 4.96 6.68 6 1 0  12.88 11.12 9.80 3.96 2.18 

I993 5 91 I 6 3  311 2 02 OM 8.26 7.05. 6 8 9 '  1.59 5.85 I .fQ 
C M Y  Il.ndry 1992 2 21 3 36 3.13 3.81 1.35 1699 3 8 1  613 5.33 I .24 0 79 I 1 3  4934 

1.10 5161 
1.67' 3 4 1  5295 I 9 9 4  1.69 * 3.92 2.49 3 46 1.50 1086 5.45 6.89 * 5.M) * 5 95 



4 12% 
wls  

10.36*% 
Collin 

3.1% * 

I .m. 
CharlntS 

1991 
1992 
I993 
1994 

19991 
1992 
I993 
I994 

1991 
1992 
1593 
I994 

1991 
1992 
I993 
1994 

1991 
I592 
1993 
I994 

I 95 
I I4 
4 12 
159 

6 01 
I 83 
4 63 
6 61 

9 40 
0 49 
1% 
1 56 

2 37 
I35 
4 89 
3 91 

5 84 
0% 
4 34 
1 50 

0 59 
3 42 
I44 
2 03 

I16 
2 22 
311 
0 89 

211 
3 69 
3 93 
I 61 

093 
2 42 
I 4 8  
3 58 

I81 
3 59 
2% 
0 84 

4.25 
1.15 
4.47 
2.12 

10.46 
3.50 
6.85 
2.30 

I .86 
2.65 
2.13 
1.11 

666 
3.61 
6.26 
1.21 

3 03 
3 05 
4.04 
2.20 

4.92 
6.80 
3.80 
1.43 

9.36 
1.51 
1.53 
0.93 

2 92 
2.55 
2 25 
1.21 

1.12 
9.10 
178 
3.03 

1.66 
I I 8  
3 46 
5.80 

9 21 
2 43 
2 85 
I44 

8 20 
3 21 
2 01 
399 

10 10 
0 91 
2 91 
0 93 

9 48 
I 1 9  
232 
2 87 

9 45 
0 01 
0 18 
0 15 

1099 
1167 
I M  
12 16 

8 95 
8 44 
2 22 
998 

5 64 
1094 
611 
1086 

5 9 8  
868 
4 41 
1028 

8 30 
1915 
6 37 
6 02 

13 IO 
5.06 
9.21 
8.35 

7.30 
5.58 
3.55 
1.13 

14.15 
7.90 
919 

I I .30 

10.78 
2.60 
6.49 
13.21 

141 
189 
6 30 
1.46 

3 02 
I I  50 
600 
8 54 

6 93 
1205 
664 
968 

8 52 
9 22 

I I  12 
149 

7 1 3  
8 03 
5 95 
6 23 

4 I9 
6 26 
4 55 
918 

2 63 
790 
909 
1246 

3 9 0  
6 45 
5 16 

10 49 

5 31 
8 21 
3 51 
9 46 

4 53 
113 
5 35 
184 

3 36 
5 14 
5 I O  

1018 

498 
3 24 
3 85 
2 82 

168 
4 81 
4 32 
6 23 

4 51 
0 69 
6 81 
3 79 

4 76 
5 I 7  
4 61 
5 18 

I I I  
I 97 
6 23 
I23 

016 
4 01 
019 
3 48 

0 11 
5 49 
I36  
512 

I29 
0 57 
0 s2 
2 54 

0 21 
214 
011 
7 32 

175 
2 I1 
009 
I 3 4  

021 
0 56 
1 21 
4 25 

091 
012 
I61 
2 88 

0 31 
OM 
0 59 
3 58 

0 24 
0 88 
016 
3 04 

0 28 
120 
0 64 
2 20 

56 01 
58 88 
48 61 
61 27 

I 6  29 
55 81 
44 31 
ffi 88 

ffi 18 
41 94 
58 1 I 
55  50 

ea90 
52 96 
44 53 
61 82 

48 31 
53 83 
44 86 
48 70 



DocknNo 950495-WS 
K M M y  H D d a  
ExhiblNo --lJ 
Sshsdule I 3  

Apple Valley, chuluo4 Dcltonq h i d  
Hill% Enfsrpw Fern PsrL. H.many 
Homa.L.kaBmIJey,WreH&Est, 
Moadith %a. Dol Ray Aka 
P-ugc ofReiidentlal Use 21.5% 1591 I 65 1.34 9.04 1 2 6  

1593 5.26 3.31 3.40 1.72 
I 5 9 4  6,32 2.38 3 48 0 84 

C W r Y  Scmnola 1992 I 93 7 19 2.17 3.54 

Hnshel He&U. Scabard. Valnco HII, 
p-ugc ofua%ldcnUal uae 263% 1991 2 41 0 4 1  4 73 1 54 
C W t Y  Il.bornugh I592 I 4 1  3 67 0 95 2 11 

I593 3MI  2 32 3 93 2 45 
I 5 9 4  3 59 0 43 066 3 43 

2635% 1591 3 59 I 61 4 95 5 38 
Hcmmdo 1992 I 3 4  4 I5 0 48 3 %  

I593 3 0 9 -  185 I 7 1  I 5 5  
I 5 9 4  I 1  27 150.  4 0 8  300 

1 6 9  1141  1660 3 56 4 61 4 83 0 43 
3 46 704 449 I 5 3 0  6 50 4 58 303 
3 88 266 2 56 I 95 3 91 3 82 0 47 
220 1025 810 1041 8 87 3 I O  9 01 

6 n8 3 78 9 92 135 3 43 0 78 I 26 
0 1 0  7 03 2 80 8 22 2 95 2 20 2 43 
114 318 2 92 5 0 5  660 4 23 0 22 
0 07 598 1131 8 37 8 20 3 29 0 24 

8 55 4 9 8  1010 I 1  97 3 35 I 50 a 61 
0 50 1 3 1  1 6 2  1 1 2 '  6 2 2 '  350 5 I O  
I 24 559 6 10 768 2 55 360 01s 
1 80 262 1080 1 8 2  5 51 166  om 

086 6928 
068 5988 
I 55 1449 
547 71 09 

0 6 1  43 I6  
0.99 3 1  98 
I 2 8  37 53 
1.51 41.14 

127 51 98 
025 4761 
1 9 2  31 63 
I 2 0  51 26 



1.31% .4h&m 47.13 49.w 54.28 43.65 417.- 
6 07% 1s 17% -7.38% 1.08% 

6.06% 

571% 

52.39 

47.74 

57.97 62 76 48.15 49.22 
10.65% 19 79% 4.m 4.05% 

M.W 6341 53.73 63.05 
3J 32% 32~82% 12.55% 32 07% 

1.02% 

3.235 

44.59 

48.68 

52.22 54.06 37.W 73.01 
n 11% 21.24% . I S M *  63.74% 

66.14 49 34 37.73 37.10 
35.81% 1.36% -22.49% -23.79% 

w 
P- Fro0 A- 

1.01% Pou; 56.01 58.88 48.61 67.27 
18.84% 24.93% 3 14% 42.73% 

4 72% 

1036% 

44 62 

49.50 

66.29 
48.57% 

66.78 
3d.91'1 

55 87 
2521% 

47.94 
-3. lJK 

44 31 
4 69% 

58.11 
17.39% 

6688 
49.89% 

55.50 
12.12.h 

3.19.h 

I 90% 

46.51 

47.17 

60.90 
10.94% 

4831 
2.42% 

52 96 
1387% 

53 83 
14 12% 

44.53 
-4.26% 

44.86 
4.m. 

67.82 
45.82% 

48.70 
3.24% 

27.59% 

2.63% 

26.3JY. 

47.26 

42.75 

49.76 

69.28 
46 5PA 

41.16 
0.96% 

57.98 
I6.5ZK 

822.90 
24.40% 

59 88 
26 70.h 

34 98 
-18 18% 

34.49 
-27.02% 

37.53 
-12.21% 

34.54 
-10.59% 

617.80 
6.61% 

71.09 
50.42% 

47.14 
10.27% 

49 76 
0 my. 

34.27 
-31 13% 

747.78 
13 04% 

8w.56 
21.02% 

%.5Vh 661.52 



Southern Stat" Utllltks, hc. 
R.lnfd.11: 1991-1994 Mlasiw D.1. Adjusted by Auumlng Zclo Rainfall for t h e  Month (1) 

A w l  Wlanber Wok Nwank IxMlbn h w l  Plvl t l  Y I I ~  I s n w  Fcbnury March A d  M a y  June Id" 
Amclis hlmd 

h t y  N- 1992 5.39 2.10 4.39 3 51 6.13 9.85 316 1 5 1  1.15 11.52 1.92 053 63.22 
o r R a i h t a  use 150% 1991 9.38 1.18 1.44 5.82 5.74 10.62 9 30 2 57 2 . M  4.44 0.19 0.51 €4709 

1993 5.74 3 50 5.94 I .M I 8 0  2 51 4 39 4.54 594 11.24 290 0 1 2  50.26 
I994 7.95 1.22 2.13 I 40 2 16 5 16 3 43 2.11 4.49 13.19 4.40 511 5341 

1.31% I991 666 0 32 8.78 6 02 6.24 6.58 1.25 4 02 2.40 1.41 0.31 om 4959 
073 54 28 

I993 3 26 4.71 4.61 0.91 I 4 1  6 07 3.41 5.65 2 .m 7.98 1.35 223 43.65 
I594 1.16 0.43 2.65 1.51 3 83 4.m 1.66 6.14 5.98 5 10 0.70 1.28 41 64 

Alxhua 1W2 5.20 3,48 4.W 3 18 1.99 1286 1.52 8.55 4.31 5.14 206 

1991 
I992 
I993 
I594 

292 I 7 3  
2 39 2 51 
3 91 4 11 

5 89 
168 
6 40 
I 2 0  

0 41 
3 44 
0 23 
2 13 

51 91 
62 76 
48 I 5  
49 22 

5.89 
4.47 
2 61 
198 

5.44 
1.37 
1.93 
0.42 

1014 
10.80 
5.11 
8.85 

1.83 8.19 
3 91 15.03 
4.66 2.43 
4.49 1 5 1  

3.10 
1.01 
8.19 
6.51 

4 85 
9 04 
5 38 
3 23 

092 
I 05 
I 8 1  
2 01 9.56 1.27 

1991 
I992 
1593 
I994 

7.11 
7.26 
1.22 
9.79 

090 
I19  
3 55 
108 

8 23 
4 41 
5 13 
2 01 

4.14 
I .80 
I 3 1  
0 93 

3 21 
2 48 
0 58 
2 91 

860 
1412 

1 7 0  
6 10 

11 51 5 97 
399 6 56 
2 31 2 54 
681 5 I1 

6.61 
11.08 
8.43 
6.11 

611 
154 

IS59 
I 1  26 

0 95 
281 
2 19 
5 SI 

0 48 
0 1 1  
2 52 
4 11 

64.M 
63.41 
53 13 
63.05 

I991 
I992 
1993 
I 5 9 4  

187 
I 3 6  
3 63 
4 41 

041 
2 81 
I 8 1  
3 78 

612 
2 01 
6 41 
I 3 4  

5 W  
5 65 
308 
597 

5 69 
191 
5 %  

11 49 

1013 611 
275 1013 
2 80 I 2 2  
6 84 8 18 

4 88 
9 91 
4 94 

1 1 2 9  

2 12 
3 85 
5 19 

0 25 
3 19 
0 26 
125 

0 I1 
0 53 
0 94 
313 

s2 22 
54 06 
37 90 

8~58  
3.30 
1.36 
5.05 3.68 13 01 

3 23% 
HF+ 

I991 
1992 
1593 
I994 

6 42 
2 21 
5 91 

I 2 6  
3 36 
I 63 

0.13 
3.13 
3.11 

4.96 
3 RI 
2 02 

6.68 
1.35 
0.06 
1.50 

6 10 
1699 
8 26 

1086 

1288 1112 
3 81 6 I 3  
OM OM 
5 45 ow 

9.80 
5 33 
1 5 9  

3 %  
I 2 4  
5 85 
5 95 

218 
0 79 
160 

005 
I I3 
I 1 0  

65 14 
49 34 
37 73 
31 I O  0.w 3.92 2.49 3 46 0.00 OM 3 47 



4 25 4 92 9 21 1099 1310 3 02 2 63 498 016 0 21 56 01 
SN 11 50 

4 4 1  3 80 2 85 1 6 6  9 27 600 9 0 9  3 85 019 I 21 48 61 
2 I2 I 4 3  2 82 3 48 425 61 27 8 5 4  1246 8 35 I 4 4  1276 

I I5 6 no 243 1167 7 9 0  3 24 4 01 0 %  $888 

1991 
I992 
I593 
I 5 9 4  

I .95 
I14 
4 72 
7.59 

0.59 
3.42 
1.44 
2.03 

4 72% 
Lake 

1991 
I592 
I593 
1994 

6 07 
I 8 3  
4 63 
6 61 

9 40 
0 49 
7 6 6  
I 5 6  

1.76 1046 
3 50 
6 85 
2 30 

9 36 8 i n  
I 5 1  3 21 
I 5 3  2 07 
098 359 

8 95 
8 44 
2 22 
998 

7 30 6 93 3R1 
5 5 8  1205 6 45 
3 55 6 64 5 76 

I 6 8  
4 81 
4 32 
6 23 

n 77 
5 49 
I 3 6  
5 12 

091 66 29 
072 5587 
167 4431 
288 6688  

2 22 
3 71 
0 89 7 73 968 1049 

10.36% 
Calli" 

I991 
I992 
I993 
I 994 

211 
3 69 
3 93 

I 86 
2.65 
2.13 
1.11 

292 1070 

2 25 2 97 
2 55 n 91 

I 2 1  n 93 

5.64 1415  8.52 5 31 4 51 
0 69 
6 81 
3 19 

I 2 9  
0 51 
0 52 
2 54 

037 6678 
O N  4794 
059 5811 
3 58 55 50 

1094 
611 

1086 

7 9 0  9 22 8 27 
919 1172 3 51 

I 1  30 1 4 9  9 46 I 67 

3.19% 
orange 

I991 
I592 
I993 
1994 

2 37 
I 3 5  
4 89 
3 97 

098 
2 42 

3 58 
I 48 

666 
3 67 
6 26 
I 2 1  

1 1 2  9 48 
9 i n  1 1 9  
I 1 8  2 32 

5 9 8  
868 
4 47 

4 76 
5 17 
4 61 
5 I 8  

027 
2 74 
017 
7 32 

024 6nR) 

076 4 4 s )  
304 6782 

os8 5296  
I 0 1 8  713 4 53 
260 8 03 1 1 3  
6 49 5 95 

3 03 2 87 1028 

1991 
1592 
I993 
I 5 9 4  

5.84 
0.96 
4.34 
i.50 

I 8 7  
3 59 
2 %  
o 84 

3 03 
3 05 
404 
2 20 

1 6 6  9 45 

3 46 0 78 
I IS o 07 

5 80 n 75 

8 30 
1915 
6 31 
6 02 

I I 1  
I 9 7  
6 23 

I 7 5  
2 I 7  
009 

028 4831 
1 2 0  5383 
O M  4486 

7 47 4 19 3 36 
i 89 6 26 5 14 
6 30 4 55 5 10 
7 46 918 1018 I 2 3  1.34 220 487n 



Southern Stales Utilllln. he. 
IWnbIl: 1991-1994 Misrlng Dsta Adjusled br k u u m l n ~  k - o  Rnlnfall for lhe Month (I) 

Kea l m w  F c b m w  &oh Apnl May 1Une luly A w l  W b a  &toter November h b a  Annd P h U  

Apple Valley. C h u l w  Dellom. Lwd 
Hills. Pa-. F- P& Hatmcmy 
Homn. Lake BnnUey. LsLa Hamrt ~ t . .  
Meredith Mma, Dol Ray Maria 
P e m y  ofRaidenld uw 
colnty k r n o l c  1992 

086 6928 27.5% 1991 1.65 1.34 9 04 7.26 1.69 11.41 1660 3 56 4.61 4.83 0 43 
I 93 1.19 2.17 3 54 3.46 1 0 4  4.49 15.30 6.50 4 58 300 068 59.88 
5.26 3.31 3.40 1.12 3.88 2.66 2.56 I 95 3.91 3 82 0 4 1  1.55 34.49 1993 

I594 6.32 2.38 3.48 0.84 220 10.25 810 1041 8.81 3 10 9.07 5 4 1  7 1 0 9  

Henhcl Hcighla. Seabard VdnrO Hilla 
P m y  ofRclidmtid u= 
COUntY 

263% 1991 2.41 0.41 4.13 I 5 4  6.88 3 78 9.92 135 3.43 0.78 I 2 6  0 6 1  43 I 6  

I593 3.M 2.32 3 93 2.45 1.74 3 I 8  2.92 5 0 6  6.60 4.23 0 22 I 2 8  1753 
I994 3.59 0.43 0.66 3.43 0 01 598 11.31 8.37 8.20 3.29 0 24 I 51 41 14 

Il.tGTOugh 1992 1.47 3.67 0 95 2 1 1  0.10 1 0 3  2 80 8 22 2.95 2.20 2 43 ow 3498 

S p h g f i l l  
Peranwe olRaidmtt.1 u= 2635% 1991 3 59 
COVntY Ilcmando 1992 1.34 

1993 0.00 
1994 11.27 

I 67 4 95 5 38 8 55 498 1010 1197 3 35 I 50 0 61 I 2 1  5798 
4 I S  0 48 3 %  0 50 1 3 1  1 6 2  ow 000 3 50 5 10 025 3421 
I 8 5  I 7 1  I 5 5  I 2 4  5 59 6 10 168 2 55 360 015 I92 3454 
000 408 3 w  I 80 7 82 5 51 I 6 6  003 I 2 0  4976 262 1080 
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Southern States Utilities, Inc. 
Weather Nomslized ResidentiaI_Coosumptn; Revenue Impsct 
P 

(ow 
C o m t v  

1996 
Consumplion 

6,039,511 

2,233,810 

8,273.381 

463,923 
26,605 

1 4 3 2 8  
19,098 
8,189 
9,462 

333,211 
1,114,572 

19.814 

7,398 

7,868 
6 522 

(000) 
1996 

1996 Consumption 
Bilk Per Bill 

688,332 

314,334 

1,002,666 

87,328 
6.912 

36.934 
2,810 
1,065 
1,944 
1,035 

104,386 
62580 

2,434 
L O 4 4  

8.174 

7.106 

8.251 

5.312 
3.849 
5.207 
6.654 
7.689 
4.867 
7.148 
3.193 

(WO) (000) 
1 9 9 6 N o r m d i  1996 1996 

Consumption N o r m d i  (WO) RWP"W 
Per Bill Consumption DiITerense R.to Impact 

10.076 6,935,921 896,350 S1.23 S1~102.511 

8.161 2,565.336 331,526 S2.52 

9.476 9.S01.263 1,227,816 S1.58 

68,852 S1.24 S85,317 

28.544 54.12 S117.601 
3,949 s1.23 54,857 

6.101 532,115 
4.420 30,554 
5.980 220,812 
1.642 21,932 2,834 62.21 $6;264 
8.830 9,404 1,215 S2.07 S2.516 
5.590 10,866 1,404 $2.07 12,907 
8.209 8.4% 1,098 $1.23 S1,350 
3.667 382733 49.462 $2.40 $1 18.708 

17.810 20.454 1,279.989 165,417 S2 % 5489.634 
8.141 9.349 22,755 2,941 W.94 $2,164 
7 536 a 611 9 016 I i 6 x  mnn m _ _  -.--- .,... - . ~  

S991 
24,760 4,237 5.844 6.711 28,435 3,615 S2,462 

2,233,810 314,334 7.106 8.161 2,565,336 331,526 S2.52 $835,436 

968 S1.03 .,.-. 1,565 4.161 4.186 7,490 
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Southern States Utilities, Inc. 
P m j e c t e d u s t m e n t :  Avers-2 and 1993 Gallons 

Recomndrd 
1996 

GpUOnS (1) 

7,161.93 1,630 

236,995.26s 
19,557,693 
10,190,445 
9,476.994 

397,689.909 
2,261,017,569 

16,005,160 
9,169,452 

2,960,102,487 

(1) Does not include m l l ~ ~ ~ a G o n  adjustments. 

(2) Excludes w g s  of 6,002,000 sssoSiated with galla~s "of billed 

c0lllP.ny 
1996 

Gdom (1) 

6,864,171,362 

234,586,892 
19,218.1 I3 
11,090,069 
9,462,162 

402,453,341 
2,239.36,,221 

15,299,560 
7,867,584 

2,939,345,942 

WTerrnee 

297,759,268 

2,408,373 
339,580 

-899,624 
14,832 

4,763,432 
21,649,348 

705,600 
1,301,868 

20,756,545 

R . I L  

$1.23 

- 

$412 
$2.21 
$2.07 
$2.07 
$2.40 
$2.96 
so.94 
m.00 

Revenue 
Adjurhnent 

$366,244 

9,922 
750 

-1.862 
31 

-11,432 
64,082 

663 
0 

$62,155 



iM'QW6 
i6C8VL 
LLl'019~V 
811.9Sv'I 
i&51I'Ol 
WL.sII'I 
V81'86i'6 
968'088'1 I 
864361'91 
li6'68V'S 
mI'L%~W 
856'6'116'11 
Clb'lP1'69C1 
LW'906'51 
591'18p'S 
%L'K6'lPI 
611'LBCIL 
i61'UL'LI 
i81'V81'01 
98656f'W 
Li6%Q'2 
W1,19'LLV 
iO1'1LO'L 
L51'698'911 
m1'lPI'i 
6LO'Z91'VK 

19 
09 
65 
81 
LS 
9% 
II 
K 
c5 
15 
IS 
02 
6b 
w 
LV 
W 
IP 
pt 
CP 
ZP 
IP 
OP 
6C 
8( 
Li 
9f 
si 
K 
ii 
1i 
IC 
K 
67 
81 
Ll 
91 
21 
W. 
il 
11 
I1 
01 
61 
81 
LI 
91 
I1 
PI 
'1 
11 
II 
01 
6 
8 
L 

I 
P 
i 
2 
I 

3F-n 



Llnc 
N. - 

62 
63 
64 
63 
66 
61 
68 
69 
10 
11 
R 
11 
14 
73 
76 
71 
4 
n 
82 
81 
81 
83 
84 
83 

617,917 6 4 0 3 1  6Sl.133 (113.6m 6 4 8 m  1n.w 111.111 

9.614 10.883 1c441 9.131 9.811 9.5% 9.497 

104.694 206,208 lll+S4 119,815 210.715 l lJ .8LU tJlJ81 

11.231 11.773 13.111 12,760 13.190 11.m 12,740 

~,(s0.050282 9 a s 9 . m ~  9 ,ws8u ,m6 9.009?i3,40~ 9 . i 4 i S u i , x 9  1.64% 9.474,430.W1 4.70% 9.801,6b5.06I 1.47% 

811.611 846,801 863,519 MJ.493 859,108 917,413 9 3 1 9 9  

10.315 10z>3 11,114 10,016 10,640 l O ? n  10.181 
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Southern States Utilities, h e .  
Adjustment for Variable Expenses - 

Conventional Reverse 
Weather Normalization Tmnhnent osmosis Total 
1996 Variable Expenses $3201.573 $1 218241 $4,419,814 

Projected Consumption 

Cost per loOD Gallons 

h o d  Consumption (OW) 

Increased Expenses 

8,040,449 2,183,794 10324,243 

$0.40 $0.56 $0.43 

1,062,459 165,417 1227,876 

$423,053 692,279 -1 

S o w :  Southern States Utilities, Inc., hER E Schedules 
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Kunberly H. Dismukes 
Exhibit No. -(KHD-I) 
Schedule 20 

Southern States Utilities, be. 

Hideaway Beach 

Tommy Barfield School 

Total 

Increase Decrease 

Gallons Rate Revenue Rate Revenue 
(000) Water Water Reuse Wastewater 

54,750 $2.96 $162,060 $0.25 ($13,688) 

7,300 $2.96 $2 1,608 

-1 
$0.00 $0 

1 1  

Source: Southem States Utilities, Inc., MFR E Schedules; Response to O K  Interrogatory 192 
,NIP6 4s66PH 
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Southern States Utilities, Inr 
-turn Lakes I 

195% 1996 
S h d  Alone ssu cost Percent 

cat Cmt h e m e  Increase 
5274,880 $274,879 ($1) 0.00% 

Buenavmtura Lakes 
Direcl warn 

custmcr Amounts $257,189 $308,555 $51,366 19.97% 
$403,614 16898,146 $494,532 I2 2.5 3 % AdmuuJVative and General 

Total $1,957,883 S2.503.780 $545,897 27.88% 

D k d  sewer $1,022,200 161,022,200 $0 0.00% 

. .  
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Southern States Utilities, Inc. 

Salaries and Wages 
Pension and Benefits 
Purchased Power 
Chemicals 
M n t e d s  and Supplies 
Contractual Services - Eng. 
Contractual Services - Acg. 
Contractual Services - Legal 
Contractual Services - Met. 
Contractual Services - Other 
Rental ofBuilding 
Rental of Equipment 
Transportation 
Insurance - Vehicle 
Insurance General Liability 
Insurnnce - Workman's Comp 
Insurance - Other 
Advetfising 
Bad Debt 
Miscellaneous 

Totnl 

1991 
Stand Alone 

74,522 
144352 
28,250 

395 

12,678 
24,675 
22,830 
I 1,652 
3,415 

18,795 
0 

21,746 
7,722 

I1 1,981 

54.487 

Water 
1991 
ssu Cmt 

Cost cost  Increase 
$214;546 $353;363 $138.817 

34.605 94292 59,687 
75,158 636 

144,352 0 
35,370 7,120 

26 -369 
9,465 - 102,s 16 

0 -24,675 
26,831 4,001 

3,950 -7,702 
191 -3,224 

18382 413 
10,523 10,523 
14,084 -7,662 
8284 562 
6,931 6,931 

732 732 
14.549 -39.938 

6,833 -5,845 

Percent 
Increase 

64.70% 
172.48% 

0.85% 
0.00% 

25.20% 
-93.42% 
-91.55% 
46.10% 

-100.00% 
17.53% 

66.10% 
-94.4 I %  
-2.20% 
INF 

-35.23% 
7.28% 

lNF 
INF 

-73.30% 

Wastewater 
1991 1991 

Stand Alone ssu Cmt 
cost  cos t  Increase 
$212,938 $339,484 $126,546 

29384 76,952 47,568 
118229 118,764 535 

5,912 5.912 0 
41,891 47,133 5,242 

21 21 
89,787 7,406 -82,381 
26,188 5,346 -20,842 
2,938 0 -2,938 

85,902 88,670 2,767 

3,187 149 -3,038 
9,988 8,872 -1,116 

8,233 8233 
17,725 I 1,020 4,705 
5,799 5,595 -204 

0 5,423 5,423 
0 572 572 

4.509 11.384 6.875 

8,940 3,090 -5,850 

Percent 
lncmase 

59.43% 
161.88% 

0.45% 
0.00% 

12.51% 
INF 
-91.75% 
-79.59% 

-100.00% 
3.2296 

45.44% 
-95.32% 
-11.17% 
INF 
-37.83% 
-3.52% 
INF 
INF 

152.47?'O 
16.590 85,590 69,000 415 91% 22,695 78,584 55,889 246 26% 

$803241 $908,906 $1 05,665 13 15% $686,013 $822,610 $136,597 1991% 

Southern States Utilities, Inc., Docket No. 91 I188 MFRs. 

I"_ 4.>m m-,'L_ 



southern St.ta utilities, hr 
Adminish'ative And General and Curtmcr E x p e w :  Di.eeonomb of Scale Adjustment 

1991 1994 199s 1996 

1.043.224 1,340,745 1,443,203 1.594.180 
$4,639,425 15.593.429 55.811.631 16.672452 

60.128 71.602 80,492 90.631 

301,042 
0 

170.822 
131,423 
471,695 
147,491 

9,406 
89.787 

112,131 
254.552 
99.563 

288.791 
33.523 

107.248 
276.594 
159.134 

7,283 
149.461 
122.W8 
250.798 
103.970 

171,985 

347.244 

181,456 
109,339 
412.236 
187.649 

11,834 
155,097 
124.387 
308.753 
107,778 

34.m 

2,859 
309.669 

545 
269.707 
97,235 
88.020 
75.044 
2,038 

10,787 
178,503 
197.297 

4,716 

6,929 27,649 27.165 52,295 
267.959 124.864 217.899 246,165 

18.592.R3 110,4@4,895 111,054.349 112,652,165 

158.594 148,082 149.313 164,801 

sn 18 $70 26 174 03 176 18 

108,340 22284 24,899 25.385 

1,233.298 1,426,410 1,781.259 1991.107 

sn 18 

164,801 

18.929.022 

1149 

510,257,661 

(12395.104) 

75 94% 

(11,818.842) 

(5191.002) 
18,3M) 

(126,972) 
(1241.562) 
(1495.143) 
(SW.458) 

(165.661) 
(115,626) 

(1175,928) 
(110.742) 
(179.272) 
(146.955) 

EmployecR&tlonExpcrucr (114.341) 
Sdey E m  (116.164) 
CvUlMc Ad,usmmt (530.481) 
m- w.tahnuc 

Nd AdJWmcnl 
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Southern States Utilities, Inr 
Allocation of Salaries to 9u i s i t ionr  . 

1594 1994 199Y1996 I b t i t l I B l d  

Arnovnt Pemnt Perrmt 1996 Amoun1 

P 

1994Bnu Char@lt. C h a a d l o  199SBlu C h q d l o  W % h e  C h q d t t o  
salary AcquIsitiorU Aquisllbnr Salary Arquhitlons Splsr~l(1) Acquldtlona 

&@ore Nune 
ch.rlol Blin $54,102 $2,795 5.17% 556,158 5.17% 559,387 53,068 

ChdS SW.1 82,760 24,141 29.89% 85,450 90.00% 90.363 81,327 
DcbonhPaCirs 20,675 235 1.14% 
Diloc Lit.cy 24,960 132 0.53% 25,912 0.53% 27,402 145 
Felix Montau 21,590 I 5s 0.73% 
F-I Lud.m 89,010 602 0.68% 91.23s 0.68% %,481 653 

ch.rle8 Lewis 51,920 6.147 11.65% 57.920 I I .65% 61,250 7,135 

Gail M- 21,614 216 1.00% 22,501 1.00% 23,195 237 
Gary M m  54,095 4,601 8.52% 56,118 8.52% 59,919 5,108 

Jack Bwh 62282 60 0.10% 85,085 0.10% 89,977 81 
James Rn&k 48,305 1 74 0.36% 0.36% 

Jacph Miller 19.513 I42 0.13% 
Joy~c Hslchcr 23,275 s,m9 24.96% 24,928 W.OO% 26,361 23,725 

Kvla Turlcy 90,000 9.203 10.23% 91,800 10.23% 97,079 9.927 
Karhlcm Heath 19,941 54 0.2PA 21,328 0.27% 22,554 61 

Mmlhnu Fsil 49,536 7,549 15.24% 51.418 15.24% 54,315 8,286 

Jvdith Kimbdl 65,526 6,914 10.55% 69,447 10.55% 73,440 7,749 

Maril" salmon 26,915 1,989 7.39% 21992 1.39% 29,602 2188 

Michael SahWLCr 51,029 s34 1.05% 
Marir k c h i  62,896 21 0.03% 69,459 0.03% 73,453 25 
Nclwy, M..laaon 23.982 69 0.29% 24,715 0.2PA 26,136 75 
R.lSclTara0 82,265 401 0.49% 85,970 0.49% 90,913 443 
Rioihnrd F m m  29,078 252 0.8736 30,236 0.87% 31,915 211 
Sandra Blinco 19,968 1,101 5.51% 19,968 5.51% 21,116 1,164 
S h  JoiW 49,500 198 1.61% 
Scott VQi- 90,000 1,475 1.64% 93,000 1.64% 98,348 1,612 
Tnry Kmwles 49,388 353 0.11% 51,364 0.11% 54,317 388 
V i i a  Clark 57,046 667 1.17% 60.184 1.17% 63.645 744 
John Dsvms 42,311 90.00% 44.744 40,269 

$1,347,297 $77,798 5.71% $1,245,099 51,316,692 3194,693 

Aaaooi.tcd PCnaiavl8r Bar&& (24.99%) 

WorkmdsComp~atim(l.71%) 

Payroll T u e  (8.0%) 

T d  19% tW Charp  

19% Amovnt Rcoordcd Below the Lins 

19%Adjvltmcntforhboraurgcd10 AEquisitiiarrr 

FPSC Alloostion Faotor 

19% Adjlutmmt for tabo. Chvgcd to Aquiaitinu FPSC Amolnl 

S48,654 

53,329 

525,575 

$262252 

530,585 

(S231.661) 

15.94% 
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Schedule 25 

Southern States Utilities, he. 
~~ 

Coroomte DeveloDrnent Emenses 
Materials and Supplies ($2,280) 
Transportation ($1,842) 
Miscellanwus 

Total 

1996 Attrition 

1996 Total 

Possible Acquisition Percent 

Adjustment 

FF'SC Allocation Facto1 

FPSC Adjustment 

($1 1,295) 
($1 5,417) 

10 1.95% 

($15,718) 

90.00% 

($14,146) 

75.94% 

-1 

Source: Southem States Utilities, Inc., 1995 Budget. 

IN196 J01QM -mm 
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Kimberly H. Dismukes 
Exhibit No. -KHD-l) 
Schedule 26 

Southern States Utilities, Inc. 
Public Relations/Governmental Relations Salary Adjustment 

1996 Salary 

Associated Pensions & Benefits (24.99%) 

Workmen's Compensation (1.71%) 

Payroll Taxes (8.0%) 

Total Salary-Related Costs 

1996 Adjustment for Labor-Related to P/R 

FPSC Allocation Factor 

$64,190 

$16,041 

$1,098 

$5,135 

$86,464 

($86,464) 

75.94% 

1996 Adjustment for Labor-Related to P/R FPSC I ($65,661)1 

Source: Southern States Utilities, Inc., Response to OPC Interrogatory 114. 

~ m I : ( Y F u ~ x s  
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Schedule 27 

Southern States Utilities, Inc. 

PR Associauon Dues 
Flonda Leadershtp Trauung 
Legal - public Relatmns 
public Relabons Memhersh~ps 
Coxparate Image 

Total 

1996 Attntion Factor 

I996 Expense 

FPSC Allocation Factor 

FPSC Adjustment 

1995 
($375) 

($5,000) 
($658) 
(S9W 

($13.250) 
($20,183) 

101.95% 

($20,576) 

75.94% 

(i 

Source: Southem States Utilities, lnc., 1995 Budget. 
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Southern States Utilities, h e .  

KRA Goals 
1995 1996 

Amount Amount 
Contractual Sewiffis ~ 5% Reduction $135,000 $137,633 

Misccllsncous - 5% Reduction 104,000 113,880 

Total $239,000 $25 1.5 13 

FPSC Permtagc 

Total 

73.45% 75.94% 

($175,535) 

Budget True-Uo as of Seotember 30,1995 

Sludge Removal Expense ($133,493) ($146,175) 

Chemical Expense 
M a w  Island 
Deltona LaLes 
University Shons 
Chuluota 
Amelia Island 

($26,791) (1) ($29,336) 
($80,064) (687,670) 
($11,565) (612,664) 
($6,453) ($7.066) 
$8,052 $8,817 

Bcawn Hills and Wmdmere $17,388 $19,040 
Unexplained Variance ($53,223) ($58,279) 

($152,656) ($167,158) 

Contractual Snvicer 
UniverTify Shores 
Plant Audits 
M a w  Island 

FSPC Allocation Fact01 
FF'SC Travel 

Travel 
Technical SeMffi Specialists 
Customer Scrviffi 
Unexplained Variance 

FSPC Allocation Factor 
FPSC Travel 

Total 

629,483 $32,284 
$54.075 $59.212 

($20.719) ($22.687) 
1662,839 $68,809 

75.94% 
$52,253 

(643,538) ($47,674) 
($52.857) ($57.878) 

75.94% 
($43,953) 

($276,167) 1 ($305,033)1 

(1 ) Nel of Delayed implementation of lead and wpper wmsion wnirouI program 

Source: Southern Statcs Utilities, Inc., Response to O K  Interrogatories 130, 131 and 303; MFR Allocation Schedules. 

LRIsl I r n N  B-- 
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Schedule 29 

Southern States Utilities, Inc. 
Shareholder Expense Adjustment - 
Shareholder Expenscs s20a.m 

50% Disallowance 50.00% 

Adjustment ($104288) 

FPSC Allcation Factor 15.94% 

FPSC Adjustment l o ]  

Sourcc: Southem States Utilities, Inc., MFR Allocation Schedules. 

1- W O N  - 
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Exhibit No. --I) 
Schedule 30 

Southern States Utilities, Inc. 
- u s t  

Add Overtime Expenses 

Cost of Capital Witness - Morin 

Joe Cressc Testimony - Rates 

Cost of Capital - Gafzke 

Uniform Rate Investigation 

Total Adjustment 

Four-Year Amortization 

S30.481 

($2 1,500) 

(s20,000) 

($30,000) 

($345,671) 

($386,690) 

Source: Southern States Utilities, Inc., MFR Schedule B-10. 



southern Stat" utilities, Inc. 
Unaccounted For Water 

(0001 

419.359 
5.555 

139,372 
1.W 

495.058 
7.928 

53,136 
14.102 
72.815 
32.121 

203,865 
8,179 

16,127 
3,038.671 

13.431 
45.456 
6,468 

18,934 
13,382 
9,764 
3,998 

11.140 
1.594 
5.423 
lY1 

12,736 
8,514 
1.311 
1,442 
6,051 
6.018 

14.321 
21,472 
14.684 
2694 

122042 
3.610 

13,359 
6.548 
8,148 

28,192 
822 

51.6l2 
8.804 
44,999 

202139 
85.212 
4,450 

16,722 
10.811 
17,823 
6,215 

18,533 
1,625 

13,454 
127,313 
I8.W 
19.235 
24,889 

91565 
659 

13SM 
5% 

-1,265 
1.398 

45 
2807 
3,545 
3.253 

36.447 
233 
325 

351,264 
-75 

6.451 
641 

1.493 
590 

-304 
545 
I l l  
149 
953 
72 

543 
648 
715 
875 

1,311 
436 
821 

4.790 
3.649 

36 
14,318 

-189 
-1,209 

310 
465 

1,425 
5 

5.053 
1.295 
1.917 

15.519 
1412 

355 
4.360 

451 
1.747 

768 
9,394 

-39 
2,338 
7.292 

-2.132 
1.846 
4,034 

21.86% 
11.86% 
9 . W A  
8 . m  

4.26% 
11.63% 
0.08% 

19.50% 
4.87% 
9.94% 

11.88% 
2.85% 
2 02% 

11.56% 
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13.439 
16.067 
1,911 
8.656 

12.182 
19.827 
33,586 
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269,418 
1.902 
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4,885 13,299'0 I O W A  3.29% 
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164 1 . 9 ,  

69 6.89% 

1,6M) 11.98% IO 00% 1.98% 

119,385 38.56% 10.00% 18.56% 
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8oS,W3 10.94% 
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1,zw 
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88,424 
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227,391 
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1.655 
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I 5  4% lO.Wv0 5 4l% 605 
I9 P A  1 o . m  9.75% 824 
49.14% 1 o . m  39.14% 
7.58% 1.4990 55,026 
- 

WSC ToUb I1.066.302 1,086265 9.82% 289,362 
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Southern St.tes utilities, lnc. 
-ect Adiustmenk 

Arnortlyu0" Cat TesIYnr I995 1996 
PIllOd Cat  Months Per Month Months Adjualmanl Adlu.Unsn1 
3rn-W) ss3,oso ss 1%) 6 (SZ652) (S2.698) (1) 

4)914M 12,139 MI 212 12 -z455 -2,498 
?-1)9S 31,141 MI 619 I2 -941 -%Z ( I )  

1/9o-W5 81349 66 1,236 6 -7,414 -1,543 

1 8 2 -  12196 8 . 6 3  60 144 12 -1,721 -1,757 
IB4-IU% 9 . m  36 275 12 -3,300 4 3 S 8  

8193 - lB6 37,18S 36 1,041 I2 -12.495 -12,114 
li93-&% 1S.060  36 418 12 -s,020 4 , 1 0 8  

3'94-3DS 290,000 12 24,161 3 43,497 -44.348 (1) 
8 1 9 4 - 1 2 M  29,609 28 1,OSl I2 -1&252 -124.56 

(S91.757)L (S93,4S2d 



Docket No. 950495-WS 
Kimberly H. Dismukcr 
Exhibit No. -(KHDI 1 
Schedule 34 

Southern States Utilities, InC. 
Keystone Heights Adjustment 

Total Cost 

Amortization Period 

Annual Amortization 

Estimate Cat  Adjlument 
$75,000 $30,000 

7 7 

$ 10.7 I4 $4,286 

Monthly Amortization $893 $357 

Months in Test Year 6 6 

Total $5,357 $2,143 I o ]  

Souroc: Southern States Utilities, Inc., Bud@ Summary Reports 

- ,nnl-TaQnI 



Docket No. 950495-WS 
I ;Lnkly H. Dismukes 
Exhtbil No. -(KHDl) 
Schrdvle 35 

Southern States Utilities, he. 
Miscellaneous Adjuatments 

Err -  lncmr RcVmUe Rate Bue 
Adjlubncnt Adjwbnenta Adjwtmenb Adjwbnenls 

adjynmna for Salary Expmse E m  ($16,764) 

($22,753) 

($30,481) 

Rice waternouse 1994 Audit 

R m u e  Not Billed 
Wastnvatn 

cost Share Funds 

($76,463) 

$7,000 

$542 
$63 1 

$3,494 
$6,330 
$10,997 

$50,595 

- 
($207.757) $10.997 $57,595 ($225,100) 

75.94% 77.06% 100.00% 100.00% 

r-mq r m  

Source: Sauthsn States Utilities, Inc., 1995 Budget; Response to OPC Intmogatwia 189.83,202,214,222,256, and 163; 
Rerponv to OPC DocumW RequaaS 189, and 1 11; Budget Stunmuy Variance Repom. 



DockdNo. 950495-WS 
Kimberly H. Dismukes 
ExhibitNo. - W - l )  
Schedule 36 

Southern States Utilities, Inc. 
Repression Effect on Expenses 

Reverw 
Company 

Adjustment 
Conventional Treatment $2541 17 
Reverse Osmosis $32 %a 

1- Total 

Source: Southern States Utilities, Inc., MFR E Schedules. 



Docket No. 950495-WS 
Kimberly H. Dismukes 
Exhibit No. -(KHD-I) 
Schedule 37 

Southern States Utilities, Inc. 

Acres PridAcre cost 
46 $2,598 $119,118 Mirror Lakes Parcel 1 

Industrial Park Parcel 2 27 3,202 86,275 
Wet Weather Storage Parcel 3 IO 3,202 32,917 
Lee Boulevard Parcel 4 

Total 

Move to Plant Held for Future Use-Wate1 

7 2,691 19268 
$257.577 

Move to Plant Held for Future Use-Sewer ($260,562) 

Reduce Value of Land by 60% Parcel 4 

Total Adjushneut to Sewer 

($11,561) 

Source: Southern States Utilities, Inc., Response to OPC Document Request 127, Appendix D, p. 1 IO 
and Document Request 196. 



Docket No. 950495-WS 
Kmberly H.. Dismulies 
Exhihit No --I) 
Schedule 38 

Southern States Utilities, Inc. 1 
1995 Additions to Plant-LAC 
Less Contractor Payments 
1995 Non-Used and Useful 

1996 Average Additions-LAC 
Less Average Contractor Payments 
19% Non-Used and Useful 

Total 1995196 Non-Used and Useful-LAC 

Total Transmission/Distributio~Collection 
Less LAC Non-Used and Useful 
Total T D t S  Less LAC 
Non-Used and Useful Percent 
Adjusted NUU Plant-Non LAC 
LAC Non-Used and Useful Plant 
Total Non-Used and Useful Plant Recommended 

Non-Used and Useful Percent 

Company Non-Used and Usefbl Plant 
Advances for Construction 
Net Effective Non-Used and Useful Company 

Adjustment for LAC Non-Used and Useful Plant 

Depreciation Rate 

Reduce Depreciation Expense 
Amortization of CIAC 
Reduce Depreciation Expense Net of CIAC 

Reduce Accumulated Depreciation 

Reduce CIAC 

Accumulated Amortization of CIAC 

Water Wastewater Total 
$1 ,602,000 s905,oOo $2,507,000 
($125,460) ($243,540) ($369,000) 

$1,476,540 $661,460 $2,138,000 

$1 10.000 $225,750 $335,750 
($68,000) ($132,000) ($200,000) 
s42,oOo $93,750 $135,750 

$1,518,540 $755,210 $2,273,750 

$1 5,605,203 $8,093,122 $7,512,081 
($1.5 18,540) ($755,210) ($2,273,7501 
$6,574,582 $6,756,871 $13,331,453 

22.83% 1 1.69% 1 7.1 8% 
($1,500,977) ($789,878) ($2,290,855) 
($1,518,540) ($755,210) ($2,273,7501 
($3,019,517) ($1,545,088) ($4,564,605) 

37.31% 20.57% 29.25% 

$56.568 $717,896 $774,464 
($1,903,990) ($1,595,969) ($3,499,959) 
($1,847,422) ($878,073) ($2,725,495) 

I] 1 ($1,839,1101 

2.33% 2.28% 

($27,310) ($15,208) ($42,518) 
856 956 $1,812 

m(S26,454)11($34,25211 I ($40,706)1 

-534,0211 I $70,7781 

m - 1  ($4,771)) 

Source: Southern States Utilities, Inc., MFR A and B Schedules; Response to OPC Document Request 196. 

mm I O * l * U  m-xyI 



Docket No. 950495-WS 
Kimberly H. Dismukes 
Exhihit No. -(KHP-I) 
Schedule 39 

Southern States Utilities, Inc. 
Buenaventura Rate Base Adjustments - 

Water Wastewater 

Utility Plant in Service 

Land 

Accumulated Depreciation 

CIAC 

Adjustment Adjustment 
$31,494 ($284,536) 

($290,368) 

($126,635) 

(S538) 

(S605.930) 

($285,489) 

1-1 r&%%yj Accumulated CIAC Amortization 

Composite Depreciation Rate 4.36% 4.04% 
Reduce Depreciation Expcnsc $1,373 ($1 1,495) 

(1) Composite CIAC Amortization Rate Used at 2.87% 

(2) Composite CIAC Amortization Rate Used at 3.74% 



Docket No. 950495-WS 
Kimberly H. Dismukes 
Exhibit No. -KHD-I) 
Schedule 40 

Southern States Utilities, Inc. 
- j l  

Adiust Plant Accounts 
1996 

Adjusted 
1996 Non-Used .. . . 

Account Description Balance Adjustment Balance Useful 
262.2 Spccial Collecting %1,158,301 ($628,270) $530,031 54.24% 

353.4 Land & Land Rights $973,149 ($591,110) $382,039 60.74% 

Total Adjustment $2,131,450 $912,070 57.2 1% 

Aciust Accumulated DeDreciation 
1996 

262.2 Special Collecting ($628,270) 

Depreciation Rate 2.50% 

Depreciation 94  ($15,707) 
Depreciation 95  ($15,707) 
Depreciation '96 ($1 5,707) 
1993 Accumulated ($153,141) 

Total Adjustment pzirzq 

Adiust Denmiation Emense 
1996 

Total Adjustment 

Source: Southern States Utilities, Inc., MFR B Schedules; Responsc to O K  Document Request 168 

LN*UfN-  
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($26.971) 
(l241.%21 

110.710 
(133.312) 

$3.363.412 

14.m.m 

11,937,947 
$515.332 

SlF3.668 
(113.6881 

(1243.773) 

($175.928) 
(110,142) 

(165.661) 
(115.626) 

1sw~rn2) 
(5305.033) 

(179.272) 

(Sp6.6731 

(167,121) 

(193.45Zj 

113.214) 

(5163.2451 
$8.47.1 

$57.595 
(5225,IM) 

1287.385 

(1122,035) 
(12T2.123) 

(11,839,1101 
1473.850 
570,778 
M.771) 
(140.7M) 

(S298190) 
(1930,770) 

(12.261) 
(122.173) 

(11.219.3801 
S2M.261 
RIJ.707) 

116,567 
1144379 

141.479 
120..99 

S3.363.412 

183.975 

11.136.817 
(1316.543) 

$107,141 
( ~ 0 2 9 )  

1149.137 

$IW.Cfd 
16.599 

140,332 
S9.3B 

$117.323 
1187.365 

148.693 

159.381 

141,229 

157.103 

11.974 

s i r n , m  
sa474 

$33.186 
521,227 

(1176,649) 

lll.Jo8 
S2J.661 

1173.428 
(144.873) 
(%PO 

1450 
12J.m 

s.24119 
$87.772 
$1.389 

$13,619 

(I28.2421 
(S23L912) 

1170.710) 
($34.944) 

(15.733.M8l 

($113.153) 

(11,937,931) 
1519.61 1 

(. s.rn7i 
113.687 

(12J5,2J71 

(11S4.216) 
(111.148) 

(W7541 
($16.362) 

(s200.m) 
(1319.403) 

(18).w71 

(1101.221) 

(170.2&0 

(197,8551 

113.366) 

(1170.935) 
(514.446) 
(157.595l 
(136,186) 

1301.134 

(119.6181 
1143,745) 

(1295,643) 
$76,494 
511.378 

($767) 
wz6ni 

(147.935) 
(1149,624) 

(12,368) 
(123.217) 

1114.988 (1196.0191 
(514885) P t l 9 3  
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RC'TLEDGE. ECENIA, UNDERWOOD, PERNELL 8: HOFFMAK 
PROFESSIONAL ASSOCIATION 

ATTORNEYS AND COUNSELORS AT LAW 

STEPHEN A ECENIA 

KENNtrH & HOFFMAN 

THOMAS W KONRAD 

R DAVID PRESCOTI 

HAROLD F X PURNELL 

GARY R RUTLEDGE 

R MICHAEL UNDERWOOD 

WILLIAM B WILLINGHAM 

POST OFFICE BOX 551,32302-0551 
215 SOUTH MONROE STREET. SUITE 420 

TALLAHASSEE, FLORIDA 32301-1841 

GOVERNMENTAL CONSULTANTS 

PATRICK R MALOY 
AMY2 YOUNG 

TELEPHONE (904) 681-6788 
TELECOPIER (904) 681-6515 

February 23, 1996 

NOTICE: CONFIDENTIAL DOCUMENTS ATTACHED 

HAND DELIVERY 

Charles J. Beck, Esq. 
Office of Public Counsel 
111 West Madison Street 
Room 812 
Tallahassee, FL 32399-1400 

Re: Docket NO. 950495-WS 

Dear Charlie: 

R E C E I V E D  
E 5  2 3 1996 

Office of 
Public Coucse! 

As indicated in Southern States Utilities, Inc.'s ("SSU'') 
Eleventh Motion for Temporary Protective Order filed and served in 
the above-styled docket on this date, I am providing to you the 
following document which SSU believes to have a colorable claim Of 
confidentiality: 

(1) Letter dated December 14, 1993 from Laura A .  Holquist to 
Ronald Sorenson. 

SSU requests that the Office of Public Counsel keep these 
materials confidential and exempt from disclosure under Florida's 
Public Records Act, pending a decision on the Company's Eleventh 
Motion for Temporary Protective Order and thereafter once a 
Temporary Protective Order has been issued. 

Sincerely, 

6 K nneth A .  Hoffman 

i., 

W j r l  
Enclosures 
cc: Parties of Record (without enclosures) 



AttorneylCLenl Rivileged 

h m b e r  14,1993 

Mr. RonaId Somson 
Brigs and Mmgm 
2200 Fim National Bank Building 
St. Pad, MN 55101 

Rc Acmunring for the New York and Michigan Estrpwed Cash Accounts 

Dear Ron: 

We have completd our analysis of the Lehigh Corpomkm amunting tratmenl for the New York 
and Michigan c u r o w d  c s h  accounts. Details on the analysis and our conclusion are pmvided 
below. 

hekground 

M g b  Corpration currently har S5.2 million held in MOW under the terms of Bcrov and Trust 
Agrements with Bank% Bank. 7he exrow a w u n t s  arc required by the states of New York and 
Mjchigan in order for Lehigh to sell lots in those s t i l ts .  The purpose of rhe e ~ ~ r o w  aLIxKIats was 
to pmtrd stale residenu in the event the developer (Lehigh) cannot fund water and swer line 
instatlatiom when requid  under its Density Agreement with the Florida Department of HdLh and 
Rehabatatire Suviccs (Density Agreement). 

To p r i d e  monies for the CSCIDW accounts, the stamt required lehigh to charge New York and 
Michigan lot purchasers an additional amount, xangingJmm $1,070 to $1,470, as part of their lot 
purchase contracts. LeLehigh then agreed, in !he Escsowand Trust Agrrzmcnts, IO remit Ibc monies 
rnllectaj to an CSCIUW agent, clrrrenUy Barns3 Bank Under the terms of the Escrow and Trust 
Agremenfs, monies remined are releascd to Lehigh if the lot purchaser cancels rhe purchase 
m b a c t  or when water and s e w  lines are installed. 

The gwuw actDunts were established in 1973. and monies currently on deposit, including interest 
earned to dak, Dtal S4.6 million for New York and S:6 milIion for Michigan. 

The Problem 

The additional amounu charged and collczted from the New York and Michigan customers and the 
G& held in escrow have never been rcponed in Iphigb’s financial statements. Previously it was 
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believed that the monies belong4 to the lot purchasers1 from whom the monies had been wllcaed 
and rhar k h i g h  had no ownership interest in the funds. In addition, Lchigh had never included the 
funds in raxable income. 

Last Spring, legal rcsearsh pcrfomed by Briggs and Morgan (s& lest Exhibit 1) c~ncludcd that 
the c;cmved monies actually belonged t~ Lehigh. not .the lot purchaser. In  addition, the Ronda 
Public Service Commission (FPSC) ruled in the& March 1993 U g h  Utilities, Xnc., (LUQ rare 
order chat no liabiliy or imputed CIAC was applicdblc for Ihe esctowd funds sin= LUI had no 
access lo rhc fonds and ws not a p t y  to the escmw agreemenrs. A capy of the related pagcs in 
Ibe sate ordu are included at W i b i t  2. 

Based on t h e  even=, it is prudent to =nsides the c u m t  accounting treatment far the monies. - 

A d p i 5  

In July 1991. when M g h  Acquisition Corporation ~%quirrd m g h ,  it wzs kIiev4 WI the 
CscXDwed monjes bdonged to the lot purchasers. Bxd on review of FASB 5 'CmtingenCjes," the 
monies would have been tazhnidy classified at aquisition ps contingently impaired BPSBS. 'Ihp 
amtingency would have besl a form of customer deposit liability. As stated b v e ,  rrtently it hat 
b delcnnIned that the escrovrad monies actually belong IO LJligh and there is no imputed CL4C 
appliQble to the monia. Tl~erefo~. there is no .casUxmef deposit' liability, the a y ~  is no longer 
amtingently impaked, and the cvrowed monis  ne& to be reported M Lehigh's financial 
slatementr 

FASB 38 'Accounting for Reacquisition Contingencies of Purchased Enbprises' provides the 
promulgated acwunting mment for acquititim contingencies. Acmrding 10 FASB 38, 'After 
the end bf the aIlmation ptricul, an adjustment thar r e ~ ~ l t s  from a preacquisition contingency ocher 
than a lolr carryforward shall be included in the determination of nei inmrne in the period in which 
the adjustment is determined' (FASB 38 parx 6)- For the Lehigh acquisition, the allocation pcnd 
ended oa June 30,1992, one yeu aRn the purchasz. 

Having defined the accounting Lreabnent for the m o w e d  monies, the next step i s  10 deknnjnc 
whether an adjustment h a  resulted from (he greacquismon contingency. As the monies are in the 
form of cash on deposit with a bank. a mrdable assel exists in the amount of $5.2 million. IS 
thm a recordable liability? It is Lrhigh management's ~ p i n i ~  that M rrcordable future 
obligations or exposures exist regarding the ewrowed monies. Management has developed this 
opinion based on the following: 

* 
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m e  E s m w  and Trust Agreements control rhe uzc of the evrowcd funds. Under the 
agreemars. the only developer (khigh) obligation to ?be lot purchssez is to fund the 
exrursion of utilirics in accordance pith tbe Density AgreemenL No ctulits or 
reimbursunurU of funds t~ lot purchaserr; are required in the apcmcntr. If a lot purchav 
agraemm is canceled or a purchavr trades a lot, the dated evrovcd monies. including 
interest d, e returned tn Lthigh. SSC a,Crrpy of the Marcb 26, 199d, Eyrrw and 
Trust Agrement at W b i t  3. 

W g h  hpr m w r e  obligm-um ur apsures  mhued to & u m d  nwniu un&r Ihc Nnv 
york ami Atiddgan agrcuncms@r &d Md rhe incorpo& ogering sakmenn -PI QC 

relates 10 clam#? c, and I h i s  erpaFute ir rrinbnaI. 

Agreements for deed and the incorporated offering statcmmts were used as the conhacts in 
the sale of Io& ID Ncv York and Michigan reridcntp. copies of the m o 9  r e ~ r l y  used 
agreematt for dmi form and offering smatement are included at Exhiin 4 for New York and 
Exhiiit 5 far Mchigan. 

We have rwieWed Ihe forms of agracments for deed and offering Stat€ZIMk uspd by 
Lehigk Alrhough the ag=cmenLc and offering patemats varied thrwghwr rbe yean, wc 
found IIO obligations or exposures related to the1 escruwd funds, accpt undrr Claws C of 
the ag~emenu for d d .  

aomt c 

If a lot p u r c h a ~  should cancel an agrement for de&, Clause C of the agreement rep- 
M g h  la refund 'the mount, if any, paid in by the buyer (exclusive of in-) that 
exceeds I5 permt of the purchase prim (uclusive of interest) m thc adual hags 
i n c d  by the seller, whichever is gmater.' Tbis wording is unclear as ID vhelher =row 
payments a to be b~cluded in the refund calculation. However, azttaiu offering statune~ts 
used ovet chc years for New York residenu Ep&ified that escrowed monies paid were ID be 
included %I the determination of the 'amount, Eany, paid by the buyer.' Other New York 
o f f h g  smernents and the Michigan statemcots did not include this wording. 

Assuming that all acdve agrcemenls for dccd required m o w  pyments  to be included in 
the C l a w  C =fund calculation and that all the agreements canceled, 5483,734 of thc $5.2 
million in CSCIDW monies would be subjat to rehnd. Based on candation hibory. 
however. We know lhat Ihe probable fuhlre refund obligation is substantially less. As yo0 
b o w ,  we alreildy have a S2.5 million Ciause C:refund liability established on tbe financial 
stalemenh I h e  52.5 million is reserved against $32 million in principal payments lhat 

L, 
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could be subject to refund, i.e., we are approximately 7.8 pcrcent m e d .  Expenenfe has 
shown that the reseme rUnains more than adquare, as actual contract delinqucnciu have 
been significantly less thao we projkfcd in the m e  calculation last Daernbcr. 

We have wnciuded ulcn that, although thae is some u~rurc  to a (slau4c C =fund 
&Gigadon dated to the c r m ~ e d  monks, the e x p ~ ~ r c  can be quantified at l a s  rhan 
540,ooO (7.8 percent of 983,734). Duc to this minor amount and the fact that the 
obligation best belongs 1 ~ 9  part ofthe &Sing Clause C nfund liability, we have determined 
that a 

Should tat escrowed monies k em- as a /om of prepaid fee. ihe poremid Lshigh 
obtigarion IO reimbumejmis is minimal. 

The Water SuppIy and Sezvv DispotaI redons of the various New York and Michigan 
offering stawments used she 1973 conveyed lhRP basic id-: i) that cenhal wtrx and 
sewer sawices would bc crtmdcd to purchased lots as spgific densities were m h e d .  G) 
that the ercn~wed monies would be used to defray the cost of installing the central services, 
and iii) that Septic systems and wells wouldi be permittsd u n a  senlral setvices were 
installed. Other than these basic idns,  the offsing statement representations varied ~ d d y ,  
plicularly in heir didomrr: of ?he purdraur's fuithu obligations to pay for cenhal 
fadities, Iine extensions, aod boohdtap fees. In additim, the representations vert 
generally inconsistent 6th ausmt utility regulation and m a b i n g .  Copier of Wata 
Supply and Sewer Disposal bgtwrrJ of sefat offering statements arc provided at Exhibit 6. 

Lehigh management beIicvs &at. bey& the Density Agreement requinmentS, no 
obligation tn the bt purchasen Uinr as a result of the water and sewer represcnunons 
made in the offering smema~&. Hauvcva. using today's utility satemaking pbilosophics 
and utiIity sccounring hzatments, the escmwved monies could be construed af a form of 
prepaid fee and the feeE may be reimbursable torlor putchasm af%x they connect to cenaal 
facilities and pay a O D M d O n  charge. We snalyzed any expsure lhat could mulr from 
this possible Scenario as follom: 

P o k m k l  Obligarion D m  Nor i%qjic? in SnLqf Prrrperrv 

refi~nd liability for the ~ ~ ~ ~ e d , m t m i r o  is u-. 

c. 

First we determind that the d d s  issued in hansfenhg lots to New York and Michigan 
purchasers did not include meation of the water and sewer d a t d  escrowed monies nor did 
they provide for any obligations regarding the monies. Therefore, we know that any 
possile reimbursemurc obligation is not attached IO h e  property and could only be 
construed from interpretition of the sales dozuments. . -. 

We then reviewed tk language used in Ihc agnxments for dced and the water and Stwa 
offering slaternent Rpresentations. and we found tha! the agreemenu and associatal 
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&ligations suMved the deeding of the pm-. However, w r d i n g  to Clause M, the 
agments  could not be assigned without Lehigh’s writtcn umsmt. While purchasers were 
stin paying on their accounts, Lehigh p v i d d  thk consent, although it was rarcly 
requenad. AAcr lots were deeded, the ammt lo assign uas n d  given. Thus we mncludcd 
tha any obligations under the d e s  documenrr would terminare when thc associated lot 
m s f d  owners. Note that of the 3,291 agrc=mentr undu which current -wed 
monies have bcen d d s  have bctn iyucd for 2,634, more rhan 80 percent. 

F m  Nnu York and Michigaw Ruchastn 

Lehigh des statistics show that over the hst 20 years the avMge ia purchaszr has hcn 
about 55 yean old. We did an age analysis of the agmmentr for deed related to the 
cscsowed monies and found that the agreements were entued inro an avqage of 13 years 
ago. As a result, the average New York and Michigan purchaser is 68 y” old Way. 

Ewr annea IO Ccnnd Sem.cer 

Our nrm step pas to obtain a list of escrovcd monies su- . by the land sections in 
whit3 rhe u s d a t e d  purrhd lots are located. Ihe list is included as Attachment 1. We 
ha cmtped  the laad smions on the list with i) a listing of current e o n  densities 
prepared by Southern states Utili& (SSU) in June (see Attachment 2) and C) an absorp’tion 
labk indudd in the Lehigh Acres WaSnvam Master Plan showing expe3ed buildouts 
thmugh 2011 (see AVachmenc 3). The master plan WIS completed in July 1993 by Holes, 
Monm & Auodates, Inc., far SSU. B a d  on rbese cornprisons (see mdts at Attarhrnent 
4), we derermined that the lots asvlciated with the escrowd funds M located in rparsely 
p o p W  land d o n s  lhat are not crpcred to reach densities chat w d d  q u i r e  waw and 
sewer line extensions until affer 2011. In other wordr, extensions w d d  ~ O I  be q u i d  
within the next 18 years. Since the average New York and Midrigan kt purrhasar are 68 
years old tcday;‘fhey would be, on average, %!yean old in  201 1. 

In conclusion, wt .have determined tha any significant uam and m e r  reimbursement 
obligation that might exist from d e r  rcprcvnbtions would be bding only onto the 

-original lot purchasers. We have further delermined that h average age of these lot 
punhann when the nimbursement obligation could potentially be incurred would bc 
greata than 86 years. Thus it appearJ that due to natural tire-span cons&&, minimal 
reimbursements. if any, would actually be paid under our assumption rha! an obligation 
exists. We have concluded then that no liabilify should be m r d e d  for this potential 
eXp0SUI.C. 

The analysis a! (a) through (c) above derermined that Lehigh has no recordable liability assodated 
with the ~XIOWUI funds. With lhis Condusion, j l  appears that a S5.2 million inmrne adjustment 
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has iesultai from the preacquidtion mndngmcy. Aocording (0 FASB 38, this amount should bc 
included in 1993 n d  income. H D W L N ~ ~ ,  another factor must be considemi: 

Mtznagm&?'s ImcN Rrgording rhc EFcmwred MOnicS 

Prior to UIC Wigh acquisition, Lhc due diligence team had identified the d monies. Bill 
Livingstmi, E member of the kam md the e u m t  president of lrhigh Copration. had had prior 
u#tncc dealing wifh such funds wivirh Dellma Corporation. Bill had succwfuUy amended 
D ~ ~ ~ o M ' s  euuw apunents through discussions with the states of Ncv York and Michigan and 
bad obtained dcue of Deltonn'a funds from escrow. As part of the amended qmmcnts, Deltona 
w85 flowed fre ust af the funds, that IS, they wemnot rrquifid lo use the escrowed funds for 
ntiIity instaIJariai. Houwcr, Dcllona did a g e  to provide those lot purduvrs who had balsncts 
remaining on thdr lot pudtase mntrects credits against their final b i i  far their p h o n  of the 
MOW accoont bakncl At that time, many of the purchase conhacu were paid in full, in which 
case no credit or rcfuad w requid .  

Based on his e m - ,  then, BiU knew that from h e  standpoint of both the customer and Iehigh 
it vas prudent ID negotiak amss t~ Lehigh's funds. hsahtion of witer and sewer Iines toward 
New York and Michigan pmshaserz' lots would spur development and increav the value of the 
IOU. QI d e t ,  the funds wefe b&ting ody h i  banL. As a result, Bill put tog&er a plan 
to prcwt to New Yark and Mi- regarding Lehigh's monies. Bill ddaibed his plan in an 
octobu 27, IS92 memo (= Attachmenr 5)- 

Generally. the memo prwidcs that Lehigb plans to use the escrow& moniu to i n s a  plaM and 
sewer mfmrtruchl~  ea^ stdons of land where New York and Michigan purchased lots an: 
1-W- I t  also sraks lhar Lehigh would assign a credit. based on monies in escm tcday, to ea& 
New York and Michigan ptachaydld The d t  would be mrdd as parr of the deeded land 
and would h given when the bt is c~v)ectpd to wata and sewer semo. 

A subsequent change to the plan presenlpd in the memo is lhar Lehjgh cumtly intends to transfer 
complered water and ssver facilitia ID Lehigh Utilities (now SSU) under the exkbg developer's 
agreement, whereby SSU would rdmbursc Wgh the cost of the facilities as customers amected. 
Uhigh would essentiauy 'd' Ihe facilities to SSU. The devel0F.r agreement allows 
improvements ID beom 'mntriiuted plant' to SSU if nor "used and usefd. within five years. 
Due to the long-tam nature of the improvements inended with the escrowed monies. the 
developer's agreement will be modified to extend the 'used and useful' period to ten yean. 

Based on M g h  managemmt'6 i n h t  to of fa  a cralit azsociaW wirh the escrowed monies, it 
appears that, alrhough no currat obligation exists regarding the monies, an obligation may k 
mated in lhe near fUtur& This factor should be amside& in recoding !he pracquisitim 
cantingency and n d s  to be quantifiad. 

i 
.- 
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To quantify the future obligation, an analysis was performed IO dclcnnhc when Nev York and 
Michigan lots would be expectal to connect u) ~ t d  llriliy seavim This was done by obtaining 
the Wastewater Master Plan graphic depicting w h m  tmsmisrion mains arc planned 10 be installed 
through 2011. On the graphic, he land Sections whac New York and Michigan lots are lcrated 
wag identifiad (sae A d m e n t  6. shaded m). U#g pupulanon data included in the master 
plan and Ihe densities projmd h u g h  2011 (=ejAItachrncnt 4). the avaage ymn until 
appropriate densities would be reached to in& water and I M ~  servic~r for Nev York and 
Michigarr land sections were csfimatcd. The densitia are 25 p u ~ t n t  far water and 50 percurt for 
sewer. The &mare by h d  section of average y g n  to 

Finally, the future obligadon was calculated by disfouating the ewtDwed monis by land s t i o n  
over &e estimated avvenge years to connect, using an Slpercuat dismmring factor. Ihe result was 
M obligation of s662,ooO. The 8 percent factor is a&mpria?e csnsidcring the flucwtions ia the 
mst of money aver time. The obIigation would be reasesd  annually and adjuskd amrudingly. 

is provides at Artachmcnr 7. 

Income Tax5 

The legal rurarch performed by Briggs and Morgani that amcluded rhar the errowed monies 
belong to Lehigb also mncluded that the monies should have been i n J u d d  in the ddermhdon 
of incame pxcs at the time thc monies were collsted. ! The concludm tms bared on the faa that 
Iehigh 'owned' the funds at the point of mXld;on and the funds were not a form of refundable 
advana. 

Tbc 1991 purcbasc agreunent W e e n  ZPhigh Acquisidon Copratioa and Ihc Rwlucion TIUS 
Corporation for fhc purchase of Lehigh included an Fmnity claw. indemnifying LAC 
preaquisiticm CIIOIS in reporting income taxes. Undq this indemnicy eke, LAC claimed that 
Mgh had insppmpriatclr repcu%d pmqukition tqable ina~mc 10 the New York and 
Michigan esamved monies. The issue was n z s o h d l ~  part of the Duxrnber 1592 Settlement 
Agreement witb rhe RTC, whereby the RTC agreed to include rhe m e d  m o n k  and related 
in- earned in taxable income for their 1991 shonjperiod tax rehm that wa2 yet to be filed. 
W e  were infmed by Arlhur A n d e m  - Denver that they were working on the RTC's 1991 sholt 
p r d  retllm and the return was to bc filed by October 15- 

Escmwed manies colleted and interest earned on thc m u n t s  s ins  the acquisition have bcen 
included in LAC'S 1991 and 1992 income tas ralcularinrs. 
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Conclusion 

Our m c b  has derermined that the New Yorkand Michigan e.scmwed monies were p r q u i s i u o n  
contingently impaired assets and the contingurcy no longer exists. As a result, the monies necd 
to bc Iccorded on Lehigh's financial statemmts. 

In analyzing how to racord rhe mor&, it was dctennined that S5.2 million in resuicled cash should 
bc r m r d d ,  offret by a S.7 million contingat fume obligation and a S4.5 million adjustmen1 to 
nu incomc. The future obligation could result from Lehigh management's plan to aujess the 
escrow& monies and would be reasyssed annually. 

We discussed the accounting tMhnenC of the escrowed monies with o w  indcpendmt aeODuntants 
(F'rice Watcrhousc). and uley agree with OUT condusions except as relates to the .evmt' that 
relieved the urntingent impairment of the 'Ehey kl ieve  that the reacrions from the statez of 
New York and Michigan to our p h  to access the monies are significanl CVeriLS, and, to be 
canservaBk, Lehigh should defer ramding the income adjustment until the srates' reactions are 
known. As we intcnded to move f o d  immediately in approaching New York and Michigan 
regarding thc funds, we decidcd to defer d g  the adjustment until the reactions are received. 

Ln late November and early f)erember lettus verc sent IIY New York and Michigan rapeshg 
modifications u1 &e Escrow and Trust A g ~ e m a r l s  that would allow a c w s  ID the =rowed monies, 
Cqia  of the are included i l ~  Attachments 7 and 8. No reactions have been received IS of 
the date of this letter. 

Sincerely. ,*-+- - 
+-A*&; 
Laura A. Holquisl 

Enclosures 

E: M a r k k  Schbber 
William 1. Livingston 
W. Don W b p  
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SET NO.. 
INTERRCSP.TZRY NC. 
ISSUE DP.7:: 
PREPARE3 Z-', 

LEHIGH UTILITIES, INC. 
RESPONSE TO INTERROGATORIES 

DOCKET NO. 91 1188-WS 

OPC 
1 
1 1  
Jun C2. 1992 
Forresi Ludsen 

INTERRCSA;3RY: 1 1  

Provide m y  n d y  or aDpraisal premred by 0: on behalf of Topeka which addressed the 
advanrages -3 icpekc of the Lehigh Durchase. 

.. 
RESPCKZE: 

ToDekc nirEz Roymc-,d James & Associates, Inc. to review the purcnose of ishigh 
Corpcr2:ior 2nd relc:ed ccmpcnies. including Lehigh Utilities. Inc P, ccoy of Rai.Tond 
James' "3i?':,? end c-a!ysi.c summc:~ is c3ocned os Appendix 1 , I - P  



Board of Duecan 
Topeka Group lnurporated 
30 WS Superior Street 
Duluth. Minnesota 55802 

Gentlmex 

You have requested Ravmond James & hsoc ia ra ,  Inc.. ('Raymond Jams') tn rMm the 
purkase of mi+ ~arpo&n. L a i g h  ~ o r p o m i o n  Nbsidiaries, and relared companies -+i& 
Group.) by Lehigb Acquisition Corporadon ('Acquisition') and Seminole Urility 6. ( ' S d l e ' ) .  
Under &e kpls of the purkase c3nmc: dared July 2, 1991, for the L&igh Group, Aq&iuon 
pu r i i a sd  all xxnpanies of the L&i$ G r o w  cxxcqt Lehigh Urilides, hc . ,  which was pllr- by 
Seminoic. hcquiiition has proposed to alloait 5 3  million of rhe %O million combined p u r a e  pric: 
to the :onitdiiy companies of the Lzhigh Group and 56 million to Lthigh Utilines. Inc. You have 
r ~ q e r t e d  Raymond James to provide you with our opinion as u) the reasonableness of he above .w:hase 
pric: ailoarion. 

h providing our opinion as ta rhe reasonableness of h e  purchase price allocarioq we @rind 
the follcwing: 

Visitd Lrbigh Group's significant real safe boldinp; 

Reviewed reievant financial sciremenLs, i n t end  analyses, and re!ared domenradol! 
provided by che L&igh Group concerning their businma; 

Reviewed appraisals, internal analyses, and r d d  informarion utilized by T o p e h  
Group Inummed ('Topeka'), in due diligene team and Acquisinon in preparing 
rhe purchase pric: allocation; 

Reviewed comparable sales of rea[ sme and compared companies of ohc Mgh 
Group u) repsenrao've public andlor privare company valuzions; 

Interviewed Lehigh Group and Acquisition mnagemea and Topeka's aquisidon 
team; 

Reviewed the Ktmeth Leventhal and Company valuation report on the Lehigb Gmup to 
the Rmlution Trust Company dared October 10, 1990; and, 

Utilizd Raymond James' extensive experience in the Florida real estate marker 

In ~ ~ e c r i o n  with our review, we have assumed the a m c y  and completeness of the fmacial 
and orher informarion furnished to vs by Topeka, Acquisition and Lehigh Group management and have 
not indqendently verified such information. 



?age 2 c f  :i ' -  

Baud of D i r r o n  
Angust 8.1591 
Page 2 

Cur opinion on ihe reasonableness of rhe purchase price allocadon is based upon circmsances 
aisdng as of b e  dosing date of h e  purdme. 

S u b j c  ;o rhe forcgoing d based upon our experience as invesrment bankers, our work dacioed 
above, and orhe: factors we d a d  r c l c v q  ir is our opinion b e  p u r h c  price allomion of 56 
million 10 U l g h  Utilities, Inc., and $54 million [D the non-uriiity companies of rhe Lehigh Group is 
reasonable. 

very mlly youn, 
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INTEROFFICE CORRESPONDENCE 

m. Leh:gh Acquisition File DATE: August 19.15991 

FROM: O.ar!ic Lh ig  6: Gary Downing 

Indum'oa 

Sc-inoie Utiiiries Company ('Seninole Vtilities.), a subsidiary of . h a o r a  Power. and L S g h  
.k+iuon Crporat icn (Uc), a joint vcztuic bewee3 Topcka Group., In& (Topchca'). ako a 
sukidiary of !vfinncmta Pwe:. Frank Ford and Kchard McMahon. are  proposing to buy I C 0 3  o i  
the stock of Lri igh Ccr;.orarion and subsidiaries (mUcCrive!y %high'), inc!uding hhi& UdiUa, 
Inc (ZL.,, and CZFJ~JI othc: subsidiaries of L m d  Resourcrs Coporation for S U I  million Tnc 
puXk~arC ?nc w l  mc&t of a cash d m  payment oE Si5 mlllioa, a note guaranted  by Topch Of 
SS 5 i l io r  arc a SZ9 oillion motingent note payable solely born collections on land and timeshare 
r c : i a b i a .  

The a n z x  audited ne: h k  value of the to be acquired companies is app-atev $59 rruilion. 
Aurdingy, the a a u n d n g  p u r c ~ ~  p n c  aUccarion will involve writing doatn rrain asses and 
m r d i a g  ncprive p d w i l l  The purchaw wnuac. calls for LAC 10 brry all non-udiiy subsiaiKia 
ani Scninolc Utiiitics '9 bup 1- of LUL Tnc c3ntraG spcclfies a purchase prim allcadon of 56 
d o n  for LLT (approximat: book d u e  at March 31. 1931. is S6J million) and the S 3  &on 
baiznc  h h i g h  Corporat;on and subs (apprcximatc book value at March 31, 1991, 6 SY?? 
&on). 

1 

Gvca the 1-c d i w u n r  to net b o k  value for the Le igh  purciaw and the ncar t x x k  value 
p ~ ~ h a x  p n c  for LUL Raymond James bar bee- asked 10 render an opinion on the rcaronablcncss 
of thc p u r ; i w  pricc aUocatioa bewen  k n i &  and LUL 

Our analysis d fccus on TW major issues: 1) Is it reasonable to a l l c a r ~  the majoriy of the 
pur;iaW ?ncz d k a u n t  to the non-utility businesses and ~SKLS;  and 2) What is thc fair rnarkct value 
of LUI if it were to be sold to an unrc!ated bwc:. In order to determine LuTs fair market value, 
wt :&wed rcx-nt camparable utility purchasu, relevant comparable valuations of otbcr publicly 
traded mrnpmks, and other haditional utility company valuation benchmark%. A detailed m.m of 
LUTs historical openting r a u l q  current SUNS, commitments. and contingencies IMS pcr fomd and 
ch: resulu mrsidcred in de:crmining our estimate of LUTs fair market d u e  

In r&cw'ng the i w n a b l c n c s s  of the discount allocated to the non-utiIity assets we rm'nvcd 
con+nms of the non-utility asses, reviewed the proposed LAC busineu plan, Visited all significant 
rcal a t a t e  holdinF, d i s c s c d  the plan with LAC management and estimated the plan's impact on 
noc-utdity KSCS. analyzed the value of the key business and operational risks at LACS busin- 



and asccnainc.' whether these rirb and unczra in t ia  w m n t  the wn'tcdowddircounn applied to 
them in the purchase prim allocation 

..Vtcr al lout ing approxlmatelv currczt net b o o k  value to LLZ. the ren-g S 3  d o n  in purchase 
pr ia  must bc allocated to &u with a net b k  d u e  of SP'U million A summary of thcw HYU 
is listed in Exhilait 1. The prowsed G M  actounting allocation r d t s  in Nbs;andal a n t e  dowm 
to the h e d  aws. rcc:ivabld. and land inventory. MCs analysis of fair m a r k :  d u e  does not 
s q p n  t h e  mtedowns. In the pm-d businas plan almost all asses are p r o j c n d  to k sold 
ar grexe: than their curem net bock ~ U M .  Howcve:, these proj&ons arc cioudod wirh many 
maiOr unccrtaindcs. Addirionally. there are wved pending lausuirr relating to land sal= a&ao 
which muld advtncly impac: the laod and rer,-ivaolc values and possioly result in a major x d c n c n t  
payme3r 

l A C ? S  business plan conternplates the closing down of the land sales and timaharc s%a;_s O F t i o n s  
and b e  padual liquidation of related busin- and assets. Toe plan p ro jcd  b: dirposal of all 
major land invexory and b e d  w x  holdings we7 b e  n e n  6vc years. The foDWiDg anal- wiil 
d k r s  the major asse: cate_eories. their net book value, projec:ei ~ U i n g  p r i y  and ~%k and 
u n c r a i n t i a  m ' a r e d  wirh thek ulfimatc reakable MIUC 

1) Cash - Ner of Accounts Pavabic and Othe: Liabilities 

Bock value at March 51.1991 was 412 d o n  
Fair markc: d u e  is equal to net bcmk value. 

2) Conmcu. Kx-teaga. and Other R e i v a b l a  

Ne: b k  v a h  at March 31.1991 aas 5258 aillion 
P;s!e~Ied c o k t i o n s  ($e yean - undirwuntcd) per business plan - S572 miilion. 

The purchase accoundng will result in a substantial wiredown of the r r r c ~ l c  podolio. Ye: 
as show a h  U C  CXW-LS to more than rraiizc the net b m k  value Vaiuation of thc 
rrcivabla k a hif ly  s u b j k e  and uncertain aerciw. Most analyses of the re5mbIa have 
a~csissistcd of taking the conuac:cri amordzation schedules, adjuring tbm for histodd 
cancellation nres and then discounting at various interest ra ter  The presenr d u e ,  at a 20% 
b u n t  ratC is approximately 525 million which ir near the current net b o o k d u e  WKlc this 
would appear to be a reasonably wnwrvative valuation approach it d w  not a m u n t  For all 
of the substantial qualitative facton which arc e r p c t e d  to impact future conexions 
SmQllY, tbcsc nonquantitative f a a o n  which we belime wanant a si@cant discount to 
the rcccivablc portfolio are: 

a) The basic credit undcnvriting is very weak. The typical receivable bdancc K well in ~ 1 = o  

Of the fair market value of the underlying m l l a t e d  ?he average rccizivablc balance K in the 
55,001) range and the fair market value of the avcra_ee undeveloped lot is in tbc S1,DM) - 
range There are no credit checks of any kind performed on the customerS pnor to buying a 
lot Furthemre, historically the average Lchigh lot purchaser is a middle-blower middle 
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bwmc bluc collar individual. 
downrum. 

T ~ I S  w ~ o a e r  pmac is more susceptible to economic 

b) Toe S20 milion conringcat note. payable soleiv k o m  rr-ivable mUccrions. U widen= b a t  
LAC has doubts about the ultimate rcaiizaoiliry of  the portfolio. 

c) Toe planccd cessation ofland s a l s  opcnuocs may advex.?. impar: collcc3'onr Tbir u u l d  
happcn barn h e d  land salesme2 contaring rczcivablc c s m m e s  and convincing the= to 
=c! and buy a lot from a new wmuanv. rUrcnariveiy. w r o m t r z  may intcrprc: the shut 
dmn ?J impairing the Ions tern viabiiiry of the communiry, and thus. the value of their lot 

d) Tnc General Developmeat Bankruptcy has rcctived mrsiderablc negarive pres cwczige 
and like* IO m a t e  incc=d uncc.xainry in c s t o m e s '  minds as to the value of their lots. 
I n ~ e  canctSatiom arc iikciy from this rypc of press uvcragc. 

c) Tne impac: of the recession has ;.--,-nrh, adverxiy impacsd tbt numbcr o i  dehinqucnr 
a w u n u  A mntinuing susrained r e m i o n  wr!C result in higher than expecred cancellations 
and in p m  cancellation statisria not k i i g  an ;~c=~ra~e forecasu: of future cancellation rates. 

f )  Lf aq of the haudulex  sales pracicm srirr were to te = d i e d  as c i s  ac3'on and 
customen notified. an incease in mncz!]zuou is kciy  as a result of rstomezs rc ic ing  
negarivdy to thc realization that their land n a y  'x wonh las than =bar they OWC 

g) lht is no viabie m a r k :  to sell the rccchbies without I-CXIUIY. The current lending 
cnvi~~nmcnr  umbincd with the uncc.&ds surioundinc the shut down of the land $ala 
operatiom ~5eicrtciy prevcxr any sale of rrzzhnbia without 

3) P r o m m .  Plank a n a  Eouipmenr 

Xe: book value at March 5 i .  1991 was sd4 &on 
P m , k .  sala pricz ( h e  years - undiswunred) p e r  business plan - $6 million 
Tnc p u n h x  acmundng wiil m u i t  in the FP&E W;KCZI d m  to m. 

The major rnrnpontxs  of this balancz arc 

a) Tnc T w  Lchieh Golf  Counes. 

The m u M  cuncntly suffe: from substantial deferred mainunanu and h e  money on an 
O p e r a d n p  basis. The business plan projccs wiling both golf muses for a total of SZ million 
W e  thic d o a  not appear to bc an aorbirant estimate, it is not cicar what krrl of capital ' 

impmemenu arc r q u i r e d  and what is a r e w n a b l e  a t i m a u  of stabilized net opcrahg 
b m m e  ? h e  will be the ultimate determinants of value to profit m o h t c d  buyen. The 
-!ion of lands s a l a  derived tourism will most likely reduce golf c o u r y  usagc thus 
pote~tiali). impairing value. 

b) Comuanv Buildinn and Improvements. 

Approximate Book Value f550.000 

, 

Approximate Book Value 52.5 million 



This balana wnsistr of various sales and adminisaawc buildings. the auditorium. 121-mm 
mote? model center. and building suppiy stox The liquidation mode that Lthigh now 
entering aiil clearly imoair the value of the Various sales and ad-uativc facilities. The 
motc!'s bigs user is &e Lchigh land s a i a  operation 7be loss of this business combind  wirh 
some defer& maintenance and the mmnt opcraMg loss position do not appear to justify 
UCs 52 million s a l 5  pricc projcm'ou ?his projcrion is bawd upon increased p u p  plf 
usage rcplachg the lass of land sales pros~~ecr,  h a  hnittd appcd as a group plf 
destination and any increase in businas is not likely to be s i w c a n t  Ihc  auditorium k m l y  
used losa money, and has asentially no Vaiuc In our opinion. it is likely these asses d bc 
sold at signscant d b u n t  to current book vaiuc. 

C) Comaanv Eouiument and Fmra. Approximate Book Value S X  million 

Tnis unsirrz of road building equipment vehicles. computers. fu rn i r~r r  golf come quipmenr  
ex. If:hc b u i n n s  IO w h c j  thir, equipment beiong is c i m d  doom. the related quipmcnt  Zay 
only h a w  z a p  value. While the majoriry of -&is equipment has d u e  in a liquidation it nay 
be s i -dcancly  less than book value. 

d) Land and Land ImDrovemenrz. Approximate Book Value 58oo.ooO 

This re?rcsezts the land componezt of the various wmpany bu i id ing  Many of these b d & F  
are well located with the ament  bcs inas  disrric, Book value appeus to be rcasonable 
estimate of fair valuc 

4) Land Iwentorv 

Ye: book vaiue at !v.Iarch 51. 1991 was S S  d o n  
?rojer& sales pricc - undkiounted - 579.1 d i o n  

W e  rhc land invenro~ will be substantially r d u d  for purchase actoundop purpowr the 
a'mvc se.cms to indicate the fair marke: vaiue is greater than the book valuc However. there 
are major uncc&d5 and risks e a r e d  4 t h  reaiidng the p r o j m d  sales pnC-3 in the 
businns plan risks and unccrJiinties include: 

a) % h g  a n  arc l ikely to 'be substantial LAC pmj&n w b g  cosfs in the 10 -20% Of d e s  
p n e  range. Actual selling a n  a u l d  bc higher if sales volumes are inadequate from KUal 
sales method%. The above sales pr im should be r e d u d  by dirm w b g  as. 

b) Many of the potcatid suatc@c buyen (GDC, Delmna, PGI, etc) are either in b m p t c y  
or in sigdicant hhancial d i fb l ty .  They are highly unlikely to bc able to buy any Of the 
P*Pc"T: 

C) Since Lehigh has aiuays controlled most of the land in tmq there are very few comparable 
sales. Once it is houm that all of the Lrhigh inventory k for 4% it is lkeb that p a t  
comparable s a l a  (on which some of the projected s a l a  values arc bawd) may not bc f&' 

indicative of value. The past comparable sales were completed when there war a restriaion 
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on Lhc suppk of L c 5 g h  comrncrc;al inventory. There r e d ?  is no comparable sda data for 
the mapitudc of the land :o bc dispcscd 

d) Tbc national and regional red ma te  r e c s i o n  has subsundally reduce.’ the n u m b a  of 
potential buyers. ice banidng and savings & loan crisis has r e d u d  Lhe financing so- 
a d a b l e  Thee faczon c x t  si@unt unccrrainty as to the :ealk?odity of the project4 da 
pr0Cc:ds. 

e) Toe business plan : c u g ~ ~ i ~ a  the cxrent  re31 estate ccdit  m c h  and ~ ~ O J C C S  prowding 
b a n c h g  to land pmhascrs. It is p i o l e  the availability of urn d attract land s p c C h n  
as opposd to end uyrs. The collecjoiiity of these purchase m o n e  mongaga  could become 
quarionabic if the L h i g h  arc3 d o a  not deve!op and p J w  as ptD!cnCd- 

- 

f )  Tncrc arc only h i r e d  uses for eve11 the morc desirable commee.al propeny. For example. 
there are approdmauiy 50 commeriily-zone.’ a c e s  dong Lc: kulevard.  the main road 
bcb: ::z L 5 g h  and FL Myers. The business plan re; > p m ~ g  the desirable Ioc~tion of this 
land. projecrr selling prica of S O . O o 0  - 5100.ooO per a m .  Eowcvcr, an and+ of this land 
:weak that almost all of t h a e  lots M only 200 feet deep and have dedicated roads b e k d  
then= Tny arc curr r~r ly  suitable oniy for n a m w  small sVip centc: uses. fast food IOC3dOIIS. 
gas stariou, ex .  Tnere arc aiready m- such users on this road. This land is not suitable for 
I K ~ C  icrail cztcrs or relate.’ commercial development wvhici resuirc much dctper a c u g c  
11 may be difficult to achieve the projeacd wUing prices for all of rhis pmpeny and it is 
possiole the absorprion period could bc subsrantialy longer than prcjencd. 

g) The businas pian mnremplata a sale of the Lehigh Building Company and impicmenudon 
of SACS of developed loa to a -goup of x l e c x d  local and national buildex. This is a biz 
change f n m  how the morc Miuablc dcvclopei lots have hirtorkdy been sold Tnerc is 
u ~ ~ ~ . . t y  as to wherher this new sala method will be suw.Fd in Lchigh If tbk ncw 
p r o w  is not s u c c ~ s f u l  projened sales \aha Uiu be adver& inpacred 

h) .Much of the Leiigh land inventoy is not developable in the near futurc Many of the 
commcmal and singe f a m i y  parctir M located in remote a r e a  several m i l a  from current 
dcvc!opmenr It is likely that bcse propemes an11 only be sold at a substantial discount to 
business plan value. 

i) There arc uncertainties as to wherhcr all of the Lehigh land invcxory is ‘varcd‘ under Le 
amty Comprchensin Land Use Plan for concurrency purposa. If it is not v e s t 4  Certain 
areas may not be developable and other developable arcas could h a w  higher development 
costs. This Prould a k r d y  impacr the d u e  of the affected land inventory. 

fl The Laidlaw environmental repon idestified several environmental problems which will n c d  
to be corrccrcd Their esrimatc of the a x t  to clean up was appmximatciy S2-2 million. ’he  
achlal clean up could axst substantially m o r c  

S) Defezed Selline h c n s a  and Other Assets 

Net book value a t  March 31,1991 as $3.1 million 
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Esenatei fair marker d u e  is SO 

The aajorirg ci this c a t q o y  is dcf:rrel’ x ! h g  c*pcnsa d a r i n g  to sales whicb have not k 3  
rcc3rdcd for a m u n t i n g  purposes due to lcss than 20% down payments. Tne d u e  cf the 
rebred rcz5abla has a k d y  bct3 tocsidcrcd in the Reucivablc senion. Aaadin@y, the fair 
mark:: value cf the sellin5 ape= is mnsidercd neglkg~nle. The balance of this Line i um k 
prhaxiiy deferred debt QSVI which have no fair market value. 

6) Chnmitnenrs and Conrinoencin 

Ar %e lollwiog d i s c u i o n  indicata thcrc are numemu ant ingent  liabiiiria associated with 
the ?urciase of Le&$. n e  RTC is pm’ding a limited indcrnnibt ion fund by p u e  ail 
saia p r c a &  into an e s m w  acf3unt wkch will then be used to pay any p r c - u c  acquiddon 
lidgation liahiiiua. However. a revier of pending litigarion suggan there wuld sa be 

non-ufiiiry blzsinesses, primarily land a d  h a h a r e  sales. A review of the major mnIingczt 
su&-ann’al h“‘ UUM incurred by S A C  .u1 of the s i w c a n t  pending lidgation perrains ID rtc 

L b l % k  k aS fOflOW5: 

a) ?osside LIabiiirv and Fiture E-rt Relared to Pa ramoh  C Eneatica Paragnph C 
6 a h o n  oi  the A g e e m e x  for Dcei COU:~:! into for u c h  lot s a l c  The d o n  dnnba 
the p a c  piods and ternination prwisions of the conuac- It s t a t a  that ?n ihc went of 
de5ulf Seller will refund the amounf if any. paid in by Buyer (cxrlusiVt of interest) h a t  
cnxds 15% of the purchase p r k  (a imive  of interest) or the amount of a d  damaga 
m-ed by the Seller. whicheve: is grcau:.‘ 

Currcntiy. Lrkigh is invoived in lidpion @orentidy c!as acrion) reparding the? mcrhcd of 
QjcdaCing acrual damaga. If the tow. de:c&es that Lehigh’s a d  damages arc l i rm~z 
10 a-ions paid. a worst case ruling. the maximum potential liability resulting boom this 
titiprion would be appmximarely SI0 millicn 

In addition a u r d i n g  to the Purciasc -men& LAC will be raponsiolc for making refunds 
for iot d e  cancellations that ocx af& the ciosing date of the acquisition T!x RTC wiU 
r c i u n c  LAC for the ponion of the refund re!atd to m o n i a  a l leued  before the closing 
date The rtimbursement will mme Erom the indemnification fund crcatcd H a rmdt of the 
pur-jxe 

Using historid QnceUation r a t s  and mmc gcneral assumptions, under the current method of 
d c d a & g  damagcs, LAC atimam in ponion of chc refund obtigation to bc 51.4 d o n  and 
RTCs portion to be $12 miIlio~l H-cr, if a wont czsc rul ing is r e a d  from the 
Parapaph C Lugation discused abvc, the refund obligation u a d m a d  as S8.4 d o n  for 
L 4 C  and 57.1 million for RTC 

b) b m a o a  C a d  bv Potential Fraudulent Sales Practice Aleeations and Rmlrine Adverse 
pu’ciin’w for Tooeka. iu Armiata. and/or Partners. Over the past several yt”. the Ronda 
land sala business has becn under conn’dexble public scrutiny for purported d e c e p h  sale 
p d c a  Ar an example, a suit has m a r l y  been brought against Gcneral lh’clopment 
Copration (GDC) and its lenden allecjng conspiracy in a h u d u l e n t  scheme tn sell lots and 
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homes u, our-of-state buyers. ?he main ailcgations arc that homes and lots were sold for 
sukantiaily more than market valuc. promised lot improvcmcnrs were ncvcT intended be 
cornpier& a d  horn m o n g a g a  were panted based on nonconforming appraisals w/hich 
mnctdcd tcc m c  fair markc: d u e  of GDC built h o m a .  

 le^& is aka in the xtaii lot and h o m a  sda businas in Fioridb A Le&& loo have kc3 
sold at p r im in a c e s  of the p r i m  for similar IOU on the resale m a r k c  Howmer. Lekigh's 
lot prices rct l r :  high selling costs and providing out-of-state C L L S L O ~ C ~ S  a senice by @ng &en 
the oppo&r)r to purcbasc devclopcd p r o p e p  on favorable payment tcnns. Morccvcr. 
Lchigh's Ofieing Statcme=ts since at least 1980 have contained bold-faced dxlosurcs advising 
P U ~ T ~ S C K  that lot r a a l e  p r i m  a r e  substannally Iowc: thar Le!i&'s lot prices and. in far, that 
lots may not be resaiabic at any price. 

As for promised lot improvcmezts. Lehign has completed drainage and road developmex in 
all sold ax% except 18 lots. Thu rc-naining iaprovencnt obligation has beer? reserved for on 
the financiai s ta temex.  

hr i ) . ,  in &e GDC suir. GDCs lenders are being charged with conspiring tn pcrpeDatc !he 
Eraudulent h e m e  by purchasing home mortgages that they hov were suppon& b. 
nonmufomq aooraisals. .. By doing so, the lenders provided GDC with the financial capadry 
to wntinuc its busincss. 

In the tzy of Lehigh. U C  rvill benefit born Lehi&'s Conrncn  R m i v a b l e  prom& and as 
a result could be named in a suit against L!i& Howeve:, the fans  regarding Lek@ and 
LAC arc m u t i  dif€erenr than in the case of GDC and in lenders. Based on work perfomed 
LAC b e l i e ~  that Lehigh did not w nonconiorining appraisals in the s a l s  of in homes. In 
addinon, L4C intends to terminate e;dsdng lot sala propams. As a rcsulr. thcrt will be no 
basis for a cornpiracy a r p m e n t  which is the rn of the allegations Wt GDCs lend- 

In mnclrrrion although Lebigh's sales practices are dissimilar hom G D C s  in many regark a 
suit b a s d  u p  lot values is a possioility. W e  it is unlikely that such a suit would be 
sucesiul i r  muid r m d t  in a d v e x  publici7 and bandal exposure for khigh and pOmaly 
LAC 

c) Potential Liabiiin, Due to Chane Sales P C X C ~ C M .  P a d  Clang was an indepcndent lot ralcs 
broke: for M@ h m  Marcn  1983, to June, 1990. Planning to develop a C h i n a m  
subdivision .MI. Chang sold Lehigh lots to individuals of Chinese heritage in thc Mirror Laka 
area of Lebig!~ Acres. The lots were sold at a premium due to the Chinatuwn conccpt He 
also purchaKd commercial land and inten& to build a hotel and a pagoda in the area. 

MI. Chang's broker agreement with L.ehi@ xms terminated in June, 1990, when it was found 
that he had sold lots and not reponed the s a l e  to Lehigb Since then. some misrepresentation 
allegations have bees made agaimt Mr. Chang, and it was found that u n l i c c d  asroCiareS 
were selling lots under his agreement m e n  individuals wno no longer aish to own L~$I 
lo& bring such sales to Lehigh's attention, all monies collected plus taxa and dues, are 
refunded subjat to verification of allegations. 

>~ 

, 



a resuit there arc tw main -urn d a t e d  IO C b n g  sala practices: 1) refunds 
due to rcprcvntauons made by Chang that arc not d e d  OUL and 2) r c b d s  r q u i r t d  for IOU 
sold by the unlicensed asS0c;atcs. 

As of k m b c r  51. 1990. 511.; million ne: of refunds, had beta colleied on Chang sales 
con t rae~ .  W d e  managcmext bc!icves it is hi-dy udikcly that all connacu wi~I  bc caocid  
due to micrc?rcsentation. LqCs a t b a t e  of thir exposure would be up to 5700.000 basd 
upon calcuiauons performed by L&@ pcrsonccL In addition the refund exposure relard to 
the u n i i c e d  associara s a i a  is esdmarc.' to range from 555O.ooO to 51.4 millios i n d h g  
taxes and d u a .  

d) Liabgitv for Cosn to Fiil Sold Lou in the Grecnbriar Subdivision. The Florida Public 
offeftring Suremenr inciude.' as pan of each lot sale conuac, rcpresenu that b e  purc-:'s 
a t  to dear and El a lot prior tn home consuucion uill average 55.50;) per homairc 
Howeve:. some sccrions of the Greenbriar and .hi Lakes areas m u l d  ast s u b s t a n d y  
more IO mL It is felt that Lehigh may bc liable for h e  e x c a  a t  related IO sold Ion AI 
Seprcnkr, 3,1990. a S9iO.ooO liabiljcy &red on hhigh's &ancia1 statemenu for the b r  
Lakes RCS Ell liabilin., but no such reserve had been established for Greenbriar. The 
Greeribriar potential liabiiicy for sold IOU could range f,rom 51.4 mllion to 5 2 ;  rm7lion 

ADoatioo tD LlJI 

L b j  is k i n g  aIlocated a purchase p r i c  of 56 raillior Minnesota Power is basing this d o a t i o n  on 
what it would have paid scparateb (or what it bciines anothe: third o a q  would haw paid) for LLX 
Lb7 would a p p r  to bc a wn markerable w m p a q  if it were to k'sold Factors which wc bc5cve 
makc LL? an amactive acquiition candidate are: 

1) Lb? has an m!usive fxanc';ise to p&de water, sewer, gas, and garbage services in the Leihigh 
area. 

2) The company has beta consistenth. pro~itable wih pre-tax earnings in the 51 million range OVe: 
the lasl Swcd jralx. 

;) The outlook for LUI k favorable Revenue -0Mh has averaged 7% per year oyer the b b e  
years and is anrjc;pated to continue to grow a t  lea: this fast into the for~se=ablc future 

4 )  LUI is carniq well bciow thc Florida Public Service Commission (PSC)  abwablc rcrUrn on in 
aater and 3crvq rate base and it would a p p r  IO bc an e l l e n t  candidate for an increase. in water 
and sewer ram. 

This outlook sbould bc tempered by the following facars: 

1) LUI is heady  regulated Water and sewer r a t a  are Y: by the PSC and garbage rates set by 
Lr- County. Gas is not r e p l a t e d  Tnc PSC will only allow a c r ta in  return on rate b s ,  thus the 
profitability of tbcsc businesses is somewhat resm'ctcb ?he garbage bushes, although curren$'=ry 
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prO6Idblc k rc.icwed aznuaih. and zta are a d j u u d  to r c k z  a t h a t e d  average ~ s U  in k 
countp. 

2) L U  is currently undcruking an e a n s i o n  ?la= which wiil r a u i t  in some of h i s  ncw plant king 
ategotized as a used and usc%L lf the utili? plant is not w w ~ c e r d  used and useful and is not 
QoeCd to be used and us& in the 3 u r  futurc ir  aill k cx!uded from race base by the PSC and 
no r e m  can bc earned on it und it Ls used and ~~ A LISC~ acd lzxful smdy prepared for U C  
bp Ha~aan M a t a  i n d i u t d  that the water f a & d a  were on average a% d and useful 
Sewer plant was ari?iatcd to be 975 user! ana u f u L  TniS sa* m based on 1990 amunt 
M a n u  S i p i k u ~ r  additions have k:n made in 1 9 1  and wiil wntinuc inro :he foreseeable fume. 
7he r u u i r e s a t  of larzc apirai F c n d i r a r a  wik rht possidirl, of no immediate return a u l d  be 
a drag on prohbiiiry. 

5 )  Appmimau!y 2.ooO I O U  a5.t w'cich LL7 k ociimted to provide w a u r  and .vasrcaate: vcmncnt 
hookup a t  a a t  to Lcbien of 5630. Curenuy,  the CJ: to wnnc. a a t c r  and warrcaarcr vument 
sen?= is 51.739. Toeref&. LL? wuid have impurd Conmbutions in Ad of C x m t i o n  (CWC) 
for the dEcrcnc bewc:n the m m z t  and a-m:d upon charge Ar today's hookup fee. 5 7 2  S o n  
w u l d  k rcardd as C I C  ii ail IOU were w n n e . L  Such a charge would r c d u c  mu basc Sp S 2 2  
d o n  and thm s i p 6 u n t l y  ncgativeiy imuac: proErabiiity sicce c r c n t  waur  and yule: rau base 
k oniy approximatc!y 565 d o n  

h ordc to determine fair markc: d c c ,  we cornpard the LL? aquisition 10 h e  pricing Of W e d  
other =nt simiar uriiicy auuisiticns. and c3mparci LLT IO rhc zarke: valuation of other pubiicfy 
traded u g i t i a  The r a u l u  of thex vaiuadocs were the2 adjured to rea- the operating 
characrcrisda p A 5 c  to LbT 

Cornoarable c6lirv Acouisinom 

hiinnesta ?o=rr, thmugh iu su'bsi&i+a, h u  k-3 acrively acquiring water and w e :  urilida in 
Florida we: the past x v c d  peus. n e  ?SC doas a ccnain minimum r e m  on the watt: and 
ware: $an: rau base Gene.&. rate base a o p r o x k a u s  net book Vaiuc of watt: and we: proper'y, 
plans and q u i p c n r  If an ac&irer pays &ore rhan mu base for a udiy,  the original raft base is 
not changed and thus an ayuire: would ean less ihan the PSC allowable rerum on its invaunent 
If an acguira las than rate baw. we undcrs-and that the PSC has m ' d  mu-fully to date, 
to arablish this b u n t  prim as the ncw rate b a s e  In other a~ordr then ir no inmatkc to pay 
more &an rau base and possibly on& limited bcnc5u fo purchasin~ at less than rate base 

Mianmra Pwwds smug has been 10 acquirc aa~tr and m e r  udlidcs a t  no more than rate b e  
Can k seen a1 EXh-Dit 2 they have generally k e n  succ=ssful in this stzatqy. h partidar, 

Minnaora Poua bas purchased u t 3 r i a  h m  other landsales/ommunity development compania 
which arc substantially similar to Tne u&cy acquisitions Iisted in Exhibit 2 *:e w!med 
because rhcy w m  mast similar to LziI in t e n s  of sire,  growth potential, maturity, and past opcnhg  
MOT. Thew Pansanions are perhaps the ba: indicator of LUIS value due to their strong 
similarities to LUI and the f a n  they were indepxdentty negotiated With five diEerent Kllcn We: 
a three year time period. We beliwe this maiysis provides strong support that the 56 d o n  
allocated tn LUI is reasonablc 



Gmcarabic Publiclv-Traded Water and Sewer Utilities 

.As shown ’9 Erhibit 5, the pricing multiples imptied by a 56 d o n  p u r c k  prim appear to be on 
thc loo’ side of publicly-traded watcr and m e :  ufilitia. Howcvcr, we bcticvc the diswunt to 
mrnparahlc public water ut i l t ia  is reasonable for the following reasons: 

1) n e  mmparable public companies arc much large:. more established and more divcrsilic.‘ k n s .  
h r d i n g y ,  an investor would normally be willing to pay a premium for thac lyp=s of compania 
bcc;luw t b q  gcnenlly have less w e d l  business nsk  ban a small. one  loation ulility such as Lb7. 

2) since LL? is a private company, an investor would apply a discount versus public ufiides for 
illiquidiry. 

5 )  Toe mmparable public companies have the 6nandal abiiiry to a m c  more capable managcnent 
and lmcr  a t  capital than smallc:, privately hc!d companies, such as LLZ 

Leiioh LThiitia Commitmenu and Continoenda 

Our r i m  of the litigation summay provided by the RTC and LACS intend andy~k, rcvcAd DO 
m a t e d  pad ing  litigation which could sipifiwntb impact the current or future d u e  of LeSgh 
urilitics, Inc 

BaKd upon our review LACS acquisition analysis and discusions with Le&& Group and Lac 
managemex OT did not b e a m e  aware of any major mndngencies. other than the potendal C U C  
~ S W C  p r i o u s l y  diwussed in the repon, which might si@canrly impair the current or fururc 
d u e  of LSgh Ufilida, Inc 

SUmmarV 

It is very d i 5 d t  to s - d y  puantiry the b u n s  to appty to the major non-udiy asses. 
Hmever, we believe the purchase p r i c  d i u n r  in g e n c d  ir properb a t u i b u t d  ID the n o n - u a ~  
~SSC’J and 

I)  
signZcant questions as to the value of the major non-utility subsidiaries, busin- and ~SSCXS 

2) The lack of historical bulk land sales activity combined with the current r d  estate credit m c b  
and a national real estate r-ion create a wide ransc of potential oummcs for the valuation Of 
the land inventory. 

5 )  The mkt$dity of the receivables k dficult to estimate @en the p r o m  CtsatiOn Of the 
rerail land sales business, increasing negative press on the land s a l a  business and impan  Of the 
current national recession 

the ufility assen for the following rwsom: 

Tnc uncnainry related to the pcst liquidation Lchigh business cwiromnt creates 
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4) The cootinge:.t liabilities a.ssociated with IAU'Te:lt or furore litigation. while tempered by the: RTC 
inde:::l:lity escrcw acc:::.:Jlmt c;"lL(kl stILi r~·I.J( iu ,( 1.1.11<'; tme.:ye\,i:.ed litigation settle:me:nt payme:ot. The: 
risks of these pctential liabilities are come:ly tr3ce3..ble to the land sales and timesbare businesses. 

We: believe thc ?urchase price allocated to LL1 is :-e:lSOcable for the following reasons: 

1) It is: consiste::.t ",.;th the: pricing of other rece:lt comparable wate:- and sewer utility ac:quisitiollS. 

2) It is in line 'Il.ith the valuation of comparable: publ.icly-traded wate:- and sewer utility companies. 

3) We are :Jot a"OIr'3.re of any material uccenaioties or deficiencies in current L"L'T'! operations or in 
c:::xpec:ed future :esults which warrant the: allocation of a significant discount to the pre-acquisition 
boo Ie value.. 

http:a"OIr'3.re
http:tme.:ye\,i:.ed


B u s b a s  Plan 
Book Vduc value 

AsKn at 03ni191 f u n d i x o u n t d )  Cnmmcnn 

Cash S 129  f 2 9  Markc: value quair, Mi value 

Conrram. Moqages,  a d  
Ofhe: Rc5vabks  

Propen).. P!ant and 
Equipment 

Land Inventory 

T o d  Aswrs 

Actours Pa>ablc and 
0 t h  Liabilities 

Totai Liabilities 

35s 

6.4 

43.0 

573 

6.0 

79.1 

5.1 0.0 

s 101.2 f 1553 

8.7 8.7 

S 8.7 S 8 7  

No marker value 

Mainly p v b l e s  and r e scvs .  
OEfwr against cash 

Condngmt liabilities mcsr be 
wrsidcrcd 

Common Stock and 925 146.6 
Retained Earning 

Total Liabiiiries and E,uiry S 101.2 5 1553 

(A) Book d u e  may be werst.a!ed due to chanse in business smeg and r r m t  i n d u r q  problem 
which wuld a E s  mU&ons. 

(B) Cessation of land sales may si&can@ impair w g c  and the:eforc d u e  

(C) Substantial uncenainry xgardinz timing and potential value of land i n w t o ~ .  



Asses 

Cash 

Awunrs R e c e k b l e  

Properr)., Plant and Ecuipmett  

Other k c r s  

Comments 

s 522 

618 Normal customer receivables 

16,193 Primarily water and w e :  plant 
inciudig mnstrunion in pmgcss 

Deferred debt expense -- 
I l l  

5 18.110 - 

Liabilitia and Stockholder’s Eouirv 

Acwunts Payable 

Mongage Payable and Other Debt 

Conn-~~tions in Aid of Construction 

Deferred Income Tax 

Total Liabiiincs 

StockAolder‘s Equiry 

Total Liabilities & Stockholder's Equiq 

s no Normal uade payables 

6,731 

i,797 Non-intern: bearing hook-up 
fe=s. amo*5 as r d u c i o n  in 
d e p r k a d o n  erpcnx 

w3 f i e i y  be mnrnbuted to cap- 
id by khigh 

17 

11.575 

6,535 

S 18.110 - 
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Notes to Consolldatbd RIUIICW Statemants 
r 31. 19J.Ll .d 1991 

5 .  Acquisit lon of Lohlgh Acquisit ion Corporation 

In July 1991 Topeka acquired a Wc-lhirds ownership interest in Lehigh Acquisition Corporation tor 
$6 million. Lohigh AcqrrisiUon Corporation subsequently acquired for $34 million all o f  !he stock Of 

Lehigh Corporation and various other real estate rubdiaries of Land Resources Cerporation whose 
properties are located noar Fort Myers, florida. The purchase price included $9 million in cash and 
525 million of debt issued to the seiler. Resolution Trust Corporation (RTC). which was to be paid 
over the next fwe years. The acquisition was accounted for under the purchase method and 
consaiidated with .Top.k. beginning in July 1981. Lehigh Acquisition Corporation's subsidiaries are 
primarib engaged in the sale of residential and commercial real estate and other ancillary 
businesses. Managemant wifh ertensive florida real estate experience was hired at Lehigh 
Acquisition Corporation to implement a 15year business plan to sell these real estate holdings and 
related operations to qualified buyers in an orderly manner. 

The fair value of tho ne1 .t&s acquired by Lehigh Acquisition Corporation exceeded the purchase 
price by approximately $62 million. The excess fair value over purchase price (the bargain 
purchase amount) has boen allocated to acquired receivables, land, land improvements and 
residential WMtNCtion. and property and equipment expected to be realized after June 30, 1992 
on a pro rata basis based upon the estimated fair value of these assets. Recognition of the bargain 
pur&- amount as income began on Juty I, 1982. as prinapal payments on acquired receivables 
are recaived and cash funds are received for the sale of assets. During 1992, 57.0 million of this 
bargain purchase differenbl was recognized as income. 

Topeka received dividends from Lehigh Acquisition Corporation of $800,000 and $2.0 million in 
1992 and 1991. respectively. Minority interest in the equity of Lehigh Acquisition Corporation at 
December 31, 1982 of approximately $6.2 million is reflected in other deferred credits on the 
consaiidated balance sheer On December 30, 1992, Lehigh Acquisition Corporation extinguished, at 
a discount, the 515.5 million remaining prindpal balance of the $25 million of debt issued lo the 
RTC and assumed cotlain contingent liabilities for which It had previously been indemnified. The 
early extinguishment of debt resulted in a nontaxable extraordinary gain to Lehigh Acquisition 
Corporation of approximately $7.0 million. Topeka's share of this gain was approximately 54.7 
million net of the one-third minority interest. The operating results of Lehigh Acquisition 
Corporation and subsidiaries for the year ended December 31, 1992 and the period July 1, 1991 to 
December 31, 1991 are presented below and included in other income-nonutility subsidiary on the 
consolidated statement of income. 

5 



Docket KO 950495-\VS 
Km~bcrl\ H DlsrnuLcr 
Exhibit No 
Schedule 3 
Covcr Page 

Southern States Utilities, loc. e 



ACQUISITION PROPOSAL 
FOR 

LAKESIDE WATER UTILITY 

1 .  COMPANY BACKGROUND 

Lakeside Water Utility is a privately held corporation located 5 miles north of 
Inverness, Florida in Citrus County. The first phase of this water system was formed 
in 1978 by Mr. Max Smith to serve approximately 100 connections with 74 
connections served at the present time. The second phase is now being 
developed by new second owner Nobuyoshi Hirukawa of Japan. The transfer of 
ownership took place on October 15, 1W2. The second phase has approximately 
152 potential connections with 5 connections served at the present time. 

2. IJTILITY SYSTEM 
The plant assets of this system are summarized in the table below. 

ASSET QUALIW COMMENTS 

Water Plant 1 6' backup well with 300 gpm 
submersible well pump 

12' well with 1.000 gpm 75 HP Goulds 
vertical turbine pump. 

1 

1 

1 

1 

1 

4 

14,200 

125 KW Caterpillar emergency 
generator equipped with automatic 
start up. 

Dual scale mounted 150 Ib. chlorine 
cylinders with Capital Controls 
chlorinators equipped for automatic 
switch over. 

20' x 20' concrete block building 
housing the 12', the turbine pump as 
well as the diesel generator. 

15,000 gallon hydropneumatic tank. 

Iron Removal Filters with automatic 
backwash. 

Feet on 6' PVC Main. 



The first phase was supplied potable water by o 4' well and 3m gpm 
submersible well pump. This well is being used as a standby well at the Present 
time. The original plant also included equipment such as hydropneumatic tank, 
block building, chlorinator, ect. that was abandoned as part of the recent phase 
II.WTP expansion. The distribution system consists of opproximately 2,500 feet of 4' 
PVC main. The lots are served by 1' meters. These meters have never been read 
except for the one at the pump house. 

The second phase was completed in late 1992 with the addition of a new 
second well. The second well is 12' and is the primary well with the older 6' well 
as the standby. The well has a 75 HP Goulds vertical turbine pump with a 
capacrty of 1 .ooO gpm that operates automatically on demand. The pump and 
well are housed within a brand nc, N 20' x 20' concrete block building that also 
houses the Auxiliary Generator and Chlorination equipment. The emergency 
generator is a Diesel 125 KW Caterpillar equipped for automatic start-up. The 
building also has a separate room for the chlorination system. The chlorincdion 
system consists of dual scale mounted 150 Ib. chlorine cylinders with Capital 
Controls chlorinators equipped for automatic switch over.The room does have a 
exhaust fan and toss of vacuum detection alarm as well as a chlorine leak 
detector in the adjacent room. Adjacent to the block building there is a 15,000 
gallon hydropneumatic tank to provide the necessary pressure to the system. The 
water in this area of Citrus County is high in iron thus requiring there to be four Iron 
Removal Filters with automatic backwash. The distribution system for the second 
phase consists of 11,700 feet of 6' PVC main. This phase also has seven fire 
hydrants to meet the necessary fire fighting requirements. The connections to 
each home in phase II also have 1' meters that have never been read. 

Currently, net uti l i  plant assets in sewice are booked at a value of $293,737. 
Projected rate base is just over S 1 19,000. No additional investment is needed over 
the next several years. 

Southern States inspections concluded that facilities are in satisfactory condition 
and have been reasonably maintained. 

3. REGUIATION 

Lakeside is subject to the regulation of the Florida Public Service Commission. 
The utility presentty operates without a FPSC approved certificate, but SSU will 
incorporate a Citrus County water certificate amendment with the FPSC. 

Contacts with the State and local environmental regulators indicate that the 
u t i l i  is properly permitted, has no unresolved violations and has no current 
operating problems. 



4. PURCHASE PROPOSAL 

Terms of a purcP,ase agreement to acquire Lakeside assets have been 
negotiated by SSU subject to Senior Management's approval. Total purchase 
price is S 119,000 cash. As shown by the following measures, terms of the proposed 
purchase compare favorably to that of Lehigh Utilities. 

S 1 19,003 
Purchase Price 

Per connection 

Times Annual Revenues 

Xmes Net Book Value 

Lakeside 

S 1,608 

7.7x 

0 . 4 1 ~  

Lehiah 

s445 

1 . 6 ~  

0 . 4 5 ~  

5. PROJECTED OPERATING RESULTS 

Under the uniform rates ordered in Docket No. 920199-WS the annualized first 
year (prior to being incorporated into the 1994 consolidated filing) earning are 
$1,174. representing a (9.93%) return on Common Equity. AS in many other SSU 
systems, the stand alone revenue requirements are higher than what the uniform 
states generate. 

6. PRO FORMA - ASSUMPTIONS 

(a) Revenues based on SSU uniform water rates at current customer level. Rate 
base adjusted for non used & useful is approximately $163,326 on net plant. 
The 1994 consolidated FPSC rate case will incorporate Lakeside and its 
revenue requirements. 

(b) O&M expenses only reflected projected direct cost for electric and chemicals 
at the plant. Customer and administrative cost were excluded as was 
general plant from the rate base. 

(c) Capital structure was the projected 1993 as filed in the Sarasota County 
Venice Garden Utilities filing. In this capital structure Common Equity was 
at 12.40%. 

(d) Atthough not incorporated into this rate study, this is possible growth behind 
the golf course as well as across the road. Also the City of Hernando. Florida 
wants to purchase water from Lakeside Utilrty. 

Southern Sta-tes is serving several water utilities within a twenty mile radius. 
The system is approximately two miles from the Golden Terrace system. 



The following is 0 three yeor income statement projection of Lakeside IJTlIity: 

PROJECTION 

1993 
Revenues $16,157 
O&M $929 
A&G so 
Depreciation $7,517 
Amortization ($1,114) 
Taxes Other $1,261 
Operating Income $7,664 

Interest Expense $5,682 
Pretax Income s 1.882 
Income taxes $708 

Net Income $1,174 

Actual Rate of Return 0.98% 
Less debt, Cust Deposits & ITC 4.92% 
Actual Return less 'Other' (3.94%) 

Percent Equrty 39.68% 

Actual Rate of Return on 
Common Equrty (9.93%) 

1994 
S 17,787 

$957 
so 

$7,517 
($1.1 14) 
s 1,343 
$9,184 

$4.990 
$4.195 
S 1,578 

$2.6 16 

2.49% 
4.92% 

(2.43%) 

39.68% 

(6.12%) 

1995 
$24,255 

$986 
$0 

$7,517 
($1.1 14) 
S 1,643 
S 16,223 

$4.661 
$10.563 
$3,975 

$6,588 

6.71% 
4.92% 
1 . 7 m  

39.68% 

4.52% 

These returns are based on stand alone. requirements versus uniform rates 
from the 'Giga' case as well as the consolidated 1994 filing. 



7. RECOMMENDATION 

Corporate Development recommends acquisition of Lakeside Water Utilih/ OS 
discussed in the foregoing. 

Prepared and Recommended 

Recommended 

Approved 

ACQUISITION TEAM 

(1). JOE MACK - ENGINEERING 
(2). FRANK SANDERSON - OPERATIONS 
(3). RALPH TERRERO - ENVIRONMENTAL 
(4). BILL WILLIAMS - WEST REGION 
(5). GARY MORSE - RATES DIVISION 
(6). JUDY KIMBALL - ACCOUNTING & FINANCE 



CERTIFICATE OF SERVICE 
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SOUTHERN STATES UTILITIES, INC. 

RESPONSE TO INTERROGATORIES 
DOCKET NO.: 950495-WS 

REQUESTED BY: 
SET YO: 
INTERROGATORY NO: 
ISSLiE DATE. 
WITNESS: 
RESTONDENT: 

INTERROGATORY NO: 

OPC 
3 
10s 
09/07/95 
Arend J. Sandbulte 
Arend i. Sandbulte 

I os 

For purposes of this request. please refer to the Company's response to OPC's Interrogatory 55. 

(a) For each gain or loss indicated in this response, please explain why the Company did not amonize and 
recognize this gain as income for purposes of the instant rate case. 
- 
(b) In light of the fact that the Company considers itself one system and the Commission has ruled in the 

Company's favor with respect to the issue of jurisdiction, explain why in the Company's opinion. it would 
not be appropriate for the gain on the sale of any utility property to be passed on to all customers of SSU. 

RESPONSE: 108 

(a) 
purposes of the instant rate case for the two property sales included in Appendix 55.A. In the case of the 
various parcels of land included in Appendix 55-B. the description of the parcels indicates that all such 
parcels were either in plant held for future use or in non-utility property and as such. were never included in 
rate base. The only exception to this of the seven parcels indicated on Appendix 55-B is the . l l  acres 
located in Seminole County at Plant 332, Apple Valley. The Company actually lost $187 on this disposal. 

The Company has already explained why it did not amortize and recognize the gains as income for 

SSU believes that customers do not gain ownership rights in utility property by paying rates for 
service. Customers, therefore, should not share in gains or losses from property dispositions. 

(b) 
Company's favor with respect to the issue ofjurisdiction, the issue of sharing any gain on the sale of utility 
property is not solely an issue of jurisdiction or of being one system. 

Although the Company has considered itself one system and the Commission has ruled in the 

The Commission denied OPC's requests that gains on sale be ''passed on 1.0 all customers" in 
Docket No. 920199 in the case of the sale of St. Augustine Shores facilities and a portion of the University 
Shores facilities. The FPSC stated its position in Order No. PSC-93-1598-FOF-WS issued 11/2/93 in 
Docket No. 920199-WS: "We agree with Mr. Sandbulte that customers who did not reside in the SAS 
service area did not contribute to recovery of any return on investment in the SAS system. Further, when 
this system was acquired by St. Johns County, SSu's  investment in the SAS system and its future 
contributions to profit were forever lost. Thus, the gain on the sale serves to compensate the Utility 
shareholders for the loss of future e m i n g s .  Arguably, if the sale of this system had been accompanied by a 
loss. any suggestion that the loss be absorbed by the remaining SSU customers would be met with great 
opposition. However. the rationale for sharing a loss is basically the same as the rationale for sharing a 
gain. Since SSU's remaining customers never subsidized the investment in the SAS system, they are no 
more entitled to sharing the gain from that sale than they would be required to absorb a loss from it." SSU 
continues to believe that customers do not gain ownership rights in utility property by paying rates for 
service. Customers, therefore, should not share in gains or losses. With regard to sales of facilities serving 

f 



OPC Interrogatories 
Set 3: No. 108 
Pa.ge 2 

entire service xez. SSU agrees with the Commission that m y  gain serves to compensate SSU shareholders 
for the loss of iuture earnings. 
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SET NO: 
INTERROGATORY NO: 
ISSIX DATE: 
WITNESS: 
RESPONDENT: 

SOUTHERN STATES UTILITIES. INC. 

RESPONSE TO INIZRROGATORIES 
DOCKET NO.: 950495-WS 

INTERROGATORY NO: 

OPC 
7 
205 
09/29/95 
Judith J. Kimball 
Judith J. Kimball 

305 

For purposes o i  this request. please refer to the Company's response to OPC's Interrcigatory 55 .  Please 
provide a detailed breakdown of how the gain or loss on sale was computed. Please provide the book basis, 
and an itemization of all costs added to the book basis. the sale price and an itemization of any items 
subtracted from the sales price and provide the pre 3nd post-tax gain on sale. 

RESPONSE: 205 

As provided in response to OPC's Interrogatory 55. Appendix 205-A provides a brezlkdown of original cost 
basis, sales price, and the resultant gain on sale of plant. Funher information is provided on this appendix 
to reflect after-tax Sain on sale at the effective tax rate for the corresponding year. With regard to expenses 
of $6.411 identified in the 1991 University Shores condemnation. we have been unable to locate the records 
to further break down the expense classification. As the amount can he considered immaterial in relation to 
the gain. and given that the entire transaction is not included in this rate case, we have suspended the search 
for the missing records. 

Appendix 205-B breaks out net proceeds from the sale of land. and also now reflects after-tax gain on sale 
of land, also at effective tax rates. 

a 



SOUTHERN STATES UTILITIES 
CALCULATION OFGAIN O N  SALE OF PLANT SOLD 

PRE-TAX EFFECTIVE POST~TAX 
GAIN (ILOSS) TAX GAIN (LOSS) 

ON SALE HATE% ON SA1 E SALES PRICE YEAR DESCRIPTION SOLO T o  C O S T I S  _____ 
1991 SALE FROM CONDEMNATION OF ORLANDOIORANGE PLANT 391.011 00 

PARCEL 137 @UNIVERSITY SHORES COUNlY EXPRESSWAY CWIP 27,730 00 

PLANT 1106 AUTHORITY ACCUM DEPRECIATION (4.420 00) 

ClAC - AMORT 2.155 00 
LONG JEHM DEBT (27.167.001 

100% USED AND USEFLIL ClAC (129.334 (in) 

RECEIVABLES 2,002 00 
EXPENSES - S A i ! O o  

269.210 00 796,03000 

1992 ASSET TRANSFER PER INTERLOCAL VOLUSIA COUNTY PLANT 167,742 50 
AGREEMENT @ DELTONALAKES ACCllM DEPRECIATION (60.0l3.20) 
PLANT XI&% ClAC - WAJEH (29,18065) 
103% USED AND USEFUL AMORT ClAC - WATER 10,45000 

ACCTS RECEIVABLE (2.517.00) 
WE1.L SEVERANCE COST 1.039 SO 

63,54517 3153% 39,033 12 



SOUTHERN STATES UTILITIES 1 4  (81 IC1 101 
CMCUATDN OF GAIN ON LAND SOLD (4 1 @I 

HISTORIC COST CONTRACT 

PERALRE SOLD SOID ___ PWCE 
BOOKCOST ACRES OFACRES SAlES 

YEAR DESCRIPTION sa D TO 

PRoCEEOS PRE-TAX EFFECTIVE P O S I ~ T W  
FROMSALE GRlrl [LOSS1 T A X  Giilll (LOSS) 

CLOSING COSTS OFLA110 ONSALE RI1E.L ~ ONSALE 

ID95 5139ACRESOFPARCELiB 
LOCATED B spmtyi IIILL 
PUNT 12701 
INCLUDEDIN NON UTILITY PROPERTY 

DIOCESEOF 
ST. PETERSBURG 5 13s 5.359 36 

lD05 6.759ACRESOFP*RCEL10 
LOCATED 0 SPRING IiILL 
PIAN1 l270l 
INCLUDED IPI NW-UTILIlY PROPERTY 

DIOCESE OF 
ST. PETERSBURG 3.01288 7.MB h2 PHOI4ATL" IAXCS 

ATTORNEY'S FEES 
RECOFLING FEES 
P R O ~ T E D ~ W E S  

le94 1.IPIACRESOFPARCEL 19 
LOCATEDOSPHINO HILL 
PUNT 12701 
IEKLUDED IN NW-UTILITY PROPERTY HERNANW COUNTY 2.512 Si I 121 3.577 87 10.680 w 

ATTORNEY'S FEES 
RECOROING FEES 
PRORITEDTUES 

lo04 2060ACRESOFPARCELUI 
LOCATED B SPRlNG HILL 
PUNT 12701 
INCLUDED IN NON-UTILITY PROPERTY 

le04 . A (  ACRESLOCATED INSEMNOLE 
COUNTY B SANUNDO 
PUNT 1132 
1WY.USEDANDUSEFUL 

HERNANOOCOUNTY I.L112@€ 2 oh) 15.517% 

ATTORNEY'S FEES 
RECORDIIJG FEES 
PRORIIEDTAXES - 

830 m 
37 % 

MR A MRS J DdESUS 2.229 26 218 21 ,.wow 

ATTORIIEY'S FEES 3.218 13 
RECORDING FEES 050 50 
TiTLE SEARCH 3M1 m 
I l l l E  INSURANCE 675m 
PHORITEDTU(ES 810 77 

S.WIU) w o ~ m  14,05460 38 57s 27.060Y 

lDP3 ZDOACRESAPPROX LYING NORTH 
OFDOYLE RMOINVOLUSIACOUNTY 
PUNT S I 8 0 3  
INCLUDED IN NON-UTILITY PROPERTY 

SCHWL BOARD O t  
VOLUSIA COUNTY 3-m 20 om 

3991 2 1  ACRESAPPROXOFTRACT'A' 
UMTIOLOCATED B DELIONAUKES 
PUNT 12801 
INCLUDED lNPtANTFORFUTURt USE 

DEPARTMENT 
OF 

TRANSPORTATION .,,ONE' ,.7mw , 3 6 1  n 31 61 



REQUESTED BY: 
SET NO: 
INTERROGATORY NO: 
ISSUE DATE: 
WITNESS: 
RESPONDENT: 

SOUTHERN STATES UTILITIES. INC. 

RESPONSE TO INTERROGATORIES 
DOCKET NO.: 950495-WS 

OPC 
6 
199 
09/15/95 
Judith J. Kimball 
Judith J. Kimball 

INTERROGATORY NO: 199 

For purposes of this request, please refer to page 6 of the Appendix DR74-.A. Was the excess land taken 
out of rate base? If i t  was taken out of rate base. please state where the adjustment >was made. Was the 
excess land ever included in rate base? Has the land been sold and at what price and what was the before 
and after-tax gain or loss. 

RESPONSE: 199 

The excess land referred to on page 6 Appendix DR74-A, 24 acres of land in Hernando County, was taken 
out of rate base as an FPSC Adjustment to the 12/31/91 beginning balance. .As a result, it cannot be readily 
seen in the current MFRs as an adjustment because it is included as a reduction in the besinning balances. 
The build-up workpaper attached as Appendix 199-A reflects the land adjustment. The m o u n t  of the 
adjustment was $(376,211). per the ordered adjustment from Order No. PSC 93-0423-FOF-WS in Docker 
920199-WS, page 888. A copy of that page is attached as Appendix 199-B. 

The land was originally included in rate base in Docket 920199-WS but was removed per the final order (a 
stated above). 

The land has not been sold as of the current date 

.- 

G 



___ App~ndix---,-ll......S-__...'A..__ 

PLANT IN SERVICE DOLLARS - SEWER Page / of /
- Additions and Balances Subsequent to Last Established Rate Base ­

Company: SSU I Hernando I Spring Hili 
SEWER PLANT IN SERVICE ACCOUNTS 

last Establised FPSC ADJUSTED Adjusted 
Rate Base FPSC Rate 8ase Utility Rate Base 

No. DESCRIPTION 12131191 Adjustments 12131191 Adjustments 12131/91 

INTANGIBLE PLANT 
351.1 Organization 0 0 0 
352.1 Franchises 5,175 5,175 5,175 
389.1 Other Plant & Misc. 0 0 0 
COLLECTION PLANT 
353.2 Land & Land Rights 413,778 (376,241) 37.537 9,066 46,603 
354.2 Structures & Improvements 3,999 3,999 3,999 
360.2 Collection Sewers - F 256,779 256,779 256,n9 
361.2 Collection Sewers - G 2,734,510 2,734,510 2,734.510 
3.6,2.2 Special Collecting 0 0 0 
363.2 Services to Customers 523,223 523.223 170,943 694,166 

364.2 Flow Measuring Devices 0 0 0 
365.2 Flow Measuring Installation 0 0 0 
389.2 Other Plant & Misc. Equipment 0 0 0 
SYSTEM PUMPING PLANT 
353.3 Land & Land Rights 0 0 0 
354.3 Structures & Improvements 0 0 0 
370.3 Receiving Wells 235,018 235,018 235,018 
371.3 Pumping EqUipment 1,066,262 1,066,262 1,066,262 
389.3 Other Plant & Misc. Equipment 0 0 0 
TREATMENT AND DISPOSAL PLANT 
353.4 Land & Land Rights 0 0 0 
354.4 Structures & Improvements 866,682 866,682 866,682 
380.4 Treatment & Disposal 610,287 610,287 610,287 
381.4 Plant Sewers 293,035 293,035 293,035 
382.4 Outfall Sewer Unes 100,141 100.141 100,141 
389.4 Other Plant & Misc. Equipment 63,173 63,173 63,173 
GENERAL PLANT 
353.5 Land & Land Rights 25,022 25,022 25,022 
354.5 Structures & Improvements 127,940 127,940 127,940 
390.5 Office Fumiture & Equipment 65,373 65,373 65,373 
390.51 Computer Equipment 115,581 115,581 115,581 
391.5 Transportation Equipment 89,328 89,328 89,328 
392.5 Stores Equipment 782 782 782 
393.5 Tools, Shop, & Garage 32,331 32,331 32,331 
394.5 Laboratory Equipment 7,473 7,473 7,473 
395.5 Power Operated Equipment 40,634 40,634 40,634 
396.5 Communication Equipment 13,934 13,934 13,934 
397.5 Miscellaneous Equipment 5,067 5,067 5,067 
396.5 Other Tangible Plant 3,644 3,644 3,644 

TOTAL SEWER PLANT IN SERVI( 7,699,171 (376,241) 7,322.930 180,009 7,502,939 

7 
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REFOllE Tl lE  FLORl l IA  I'UDLIT SERVICE C O W I S S I O N  ORDER NO. PSC-93-1795-PCO-WS 
IIOCKET 110. 930880-WS 
PRGE 2 

113 ne! InvostiqnLion i n l o  the 1 IJOCKIX 110. 9 3 ~ 1 8 l l O - ~ w S  
Appropriate Rate structure for ) onum N U .  ~ ~ s c - ~ z - I ~ ~ ~ - I ~ c o - w s  
SOUTllERN STATES U T I L I T I E S ,  INC.  ) ISSUEIJ: D e c e m b e l -  16.  1Y93 
for  a l l  Regulated systems in ) 
Bradford, Brevard, Citrus. Clay, 1 
collier, D o v a l ,  Ilrmnndo, ) 
Ilighlands, L a k e .  LeelCharlotte. ) 

pasco. Putnan, Seminole, St. ) 
johns, St. L u c i e ,  Volusia, and ) 
Washington counties. I 

Marion, Hartin. Nassau, Orange. ) 

o n i m  SETTING I SUE- 
R E V I S I N G  DATES FOR EILIL&MONY U!!LEULLBUE 

Order No. PSC-93-1502-PCO-WS, issued October 29, 1993, 
directed the parties to file a list Of Issues to he considered in 
this Commission-initiated investigation. The parties have now 
filed their lists of issues. llaving reviewed all issues filed. 
having rejected issues deemed to be irrelevant or inappropriate, 
and havirig incorporated the concepts of Other issues, the following 
four Issues have beeti found to be the appropriate issues for 
hearihq. Profiled testimony and preheaririq statements shall 
address the issues set forth I n  this Order. An explanation for the 
decision as to NIP other issues raised by the parties is discussed 
below the list of issues. 

L E T L  ISSUI? 

1 .  DOES 'Tim COE(H1SSION IIAVE THE A u l ' l l O l l ~ I ' Y  1'0 MOVIFY 
RATES TO AFFECT CONSBIIVATION? I 

F 0 4 C Y  I S S U E S  

2 .  WIIAT IS  'PIIE APPROPRIATE PATE STRUCTURE FOR SOWI'IIURN 

T l l I S  I S S U E  S P E C I F I C  CONSIDERATION WILL BE GIVEN TO 
TllE FOLLOWING FACTORS: 

SPATES u r I L I ' r I E s ,  INC.?  I N  REACIIING A ~ E C I S I O N  ON 

a .  

I , .  

1 

I lELATIVE COST OF PROVIDING SERVICE,  SUCll AS 
TREATMENT TYPE: 

C .  

d. 

e. 

f .  

h .  

i. 

TllE NEED FOR CONSERVATION RATES AND TllE EXTENT 
TO 4:lICH THOSE RATES WILL ENCOURAGE 
CONSEhdATION; 

CEOGRAPIIIC CONSIDERATIONS, SUCH AS LOCATION OF 
F A C I L I T I E S ,  PLANT, AND CUSTOMERS; 

LONG-TERM BENEFITS  OF UNIFORM RATES AS COMPARED TO 
OTIIER RATE STRUCTURES: 

COST SAVINGS TO TIIE U T I L I T Y  I N  B I L L I N G ,  RATE 
CASE EXPENSE AND OTHER EXPENSES; 

Tl lE EFPECT OF RATE STRUCTURE ON CUSTOMERS' AND 
OFFICE OF PUBLIC COUNSEL'S PARTICIPATION I N  
RATE PXOCEEDINGS: 

Tl lE RELATIONSHIP BETWEEN RATES AND 
ACQUISITIONS;  

THE LFFECT OF UNIFORM RATE STRUCTURE ON 
CUSTOfiERS AS COMPARED TO OTHER RATE 
STRUCTURES, INCLUDING BUT NOT LIMITED TO 
STAND-ALONE 'AND T I E R E D  RATE STRUCTURES. 

3. SHOULD A SEPARATE BULK WASTEWATER RATE STRUCTURE BE 
APPROVED FOR IIERNRNDO COUNTY AND/OR OTHER BULK 
WASTEWATER CUSTOMERS? I F  SO. HOW SllOULD SUCH A RATE 
BE CALCULATED? 

1. WIIAT ARE Tl lE  APPROPRIATE RATES ON A SOTNG-FORWARD 
B A S I S ?  

I S S U E S  F I L E D  BY CITRUS AND HERNANDO COUNTIES 

Leael 155ues 

Citrus and Ilernando Counties (the counties) raise 13 issues 
which the counties identify a5 leqal  issues. Issue 1 raises the 
question of the comi9sion's authority to set uniform rates If  the 
rates allow a return on plant Which is not used and useful in 
providinq service to a l l  customers paying rates an that plant. 
'TIBis i s  ah issue w h i c l i  vas raised and disposed of in Docket 110. 
9 2 0 1 9 9 - W S  and Orders 1105. PSC-93-0423-FOf-WS and PSC-93-1598-FOF-  
WS, issued March 2 2 ,  1993, and N o v e m b e r  2 .  1 9 9 3 ,  respectively, in 
which the conmission determined and reaffirmed its l ega l  authority 



ORDER NO. P S C - ~ ~ - L ~ ~ S - F C O - I I S  

P n m  3 
DOCKET NO. 93088V-WS 

to set ra tes  using B stilteuidc, unj.rorn rate structure. onsed 
the dactriim or administ.ra1 ive  tinality, this issue is not 
appropriately raised in this docket. 

Similarly, ISSW 2 raises the question Of the Commission's 
authority to set uniform rates if LIE rates allow recovery of 
expenses not necessary in providing utility service to a l l  
customers being charged the ratcs. This is a l s o  811 issue which was 

'-'. raised and disposed Of i.n Docket No. 920199-Ws and Orders N o s .  Psc- 
93-0123-FOP-WS and PSC-93-1598-FOF-WS, issued March 22, 1993, and 
November 2, 1993, respectively, in which tho Commission determined 
and reaffirmed its leqal authority to set rates using a statewide, 
uniform rate strwtuce. Based on thc doctrine of  administrative 
finality, this issue is not appropriately raised i n  this docket. 

Issue 3 has been set as Sssue 1 in this Order. 

TO the extent that contribritions-in-aid-of-col,strllction ( c m c )  
levels of individual systems will be considered in the issues set 
forth herein, Issue 1 will bo addressed in Issue :!.b. set in this 
Order. 

Issue 5 raises the question vhethcr it is ~:onsti.tutianslly 
inpernissihle to set rates that do not fully reflect CIAc paid by 
customers. Again this is an issue which was raised and disposed of 
in Docket N o .  920199-WS and Orders NOS. PSC-93-0123-FOF-WS and PSC- 
93-1598-FUF-WS, issued March 22, 1993. and November 2, 1993, 
respectively, in which the Commission determined and reafEirmed its 
leqal authority to set rates using o statewide, uniform rate 
structure. Based on the doctrine of administrative finality, this 
issue is not appropriately raised in this docket. 

Similarly, Issue 6 questions whether it is leqrtlly permissible 
~ . ,  to approve rates far certain systems which a r e  not sufficient to 

cover the operating expetlses of the C U - 9 t O m e r s  Served by those 
systems. This is also an issue more appropriately addressed In the 
appeal of the final Order in Vmket No. 920199-WS. 

Issue 1 questions whether the Commission has authority to 
enter into Memoranda of Undwstsndinq w i t h  other st.nte agencies tor  
the purpose Of nffectinq water consumpti011 rates in Florida. T h i s  
issue is lrrelevaint to this proceeding because? it tl iw no bearing o n  
the determination of whether unirorm rates far southern states 
Utilities, snc. (::SUI are .appropriate and i n  the public intecmst. 

unmn NO. P S C - ~ ~ - ~ ~ ~ ~ - P C O - W S  
DOCKET NO. 930880-ws 
PAGE 4 

Issue 8 questions the legality of requirinq llernando County to 
subsidize systems other than the one to which it is connected. 
Once again, this issue is not appropriately raised in this docket 
because the issue of the Commission's authority to set uniform 
rates was raised and disposed of in Docket No. 920199-ws and Orders 
Nos. PSC-93-0423-FOF-.WS and PSC-93-1598-FOF-WS, issued March 22, 
1993, and November 2, 1993, respectively, in which the Commission 
determined and reaffirmed its legal authority to set rates using a 
statewide. uniform rate structure. 

Sssue 9 raises the question of whether the previous approval 
01 Innifom rates for other utilities makes it legal to set uniform 
rates. Again, the leqality of setting uniform rates and the basis 
tar determining that the Connission has the authority to set such 
rates Was raised and disposed of in Docket NO. 920199-WS end Orders 
NOS. PSC-93-0421-FOF-WS and Psc-93-1598-POF-Ws, issued March 22, 
1 9 9 3 ,  and Novembec 2, 1 9 9 3 ,  respectively, in which the commission 
determined and reaffirmed its leqal authority to sat rates using a 
statewide, uniform rate structure. 

issue 10 asks 1:hether the Florida Aquifer qualifies a s  a 
justification f o r  SG-tting uniform rates. This issue is not 
relevant l n  this proceeding hecause it does not address the policy 
issue of this docket. It seems t o  address the legal issue of the 
commission's authority to set statewide, uniform rates for systems 
which are not physically interconnected. 

Issue 11 asks whether other agencies have primary autharlty 
over consumption of Water and discharqe of wastewater. The purpose 
o f  this docket is to determine the appropriate rate structure for 
ssu. Determining the agencies With primary jurisdiction over 
consumption of water and dlscharge of Wastewater Is not a relevant 
issue. 

Issue 12 raises the Issue of the Commission's authority to 
encourage SSU's acquisition of 5ystems in need of rehabilitation 
and whether the Commission should consider that acquisitions by 
governmental entities ~ o u l d  he sore cost-effective where existing 
customers will have to subsidize the operations of the newly- 
acquired systems. The Commission's policy on acquisitions of 
troubled systems has 110 relevance to this proceeding. However* the 
possible affect of acquisitions on custonters' rates is one of the 
factors to be considered in this proceeding (See ISSUP 2.h.). 
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issue 13 raises two questions. TIE first question raised is 
whether it is legal for "impact fees" i n  the form of connection 
fees charged in one county to be "spent" elsewhere hy tile adoption 
of uniform rates that ignore the conriectioii fees.  hi^ issue is 
similar to the Counties' Issue 5 and is rejected for the same 
reason.  he second part of rssue 13 questions whether the uniform 
rates violate l oca l  compceliensive plans. This issue is irrelevant. 

General I S L U ~ Z  

 he counties raise anutlier 13 general issues.  he counties' 
Issue 1 asks what criteria should be used in this procecding to 
determine whether uniform rates are appropriate for SSU. The 
Counties' Issue is addressed by the idelitificetior of the issues 
herein, particularly issue 2 which idcntifias factors to be 
considered in determining Whether uniform rates are appropriate for 
SSU. 

',..* 

The Counties' Issue 2 questions whether comparison of electric 
and telephone utilities is a legitimate basis for approving uniform 
rates. The issue has ten sub-parts all related to how such a 
comparison should be made. Most of the sub-parts are aoce in the 
nature of discovery or arqument. For example, cne sub-part is 
stated as follows: IS it not true that all Florida 
telecommunications companies lmve different residential and 
business rates despite the cost to serve each classification being 
similar? TO the extent that the counties' Issue 2 raises the legal 
issue of whether the Commission has the authority to set uniform 
rates basad on its authority to set such rates in ot~her industries, 
the issue vas raised and disposed of in Docket NO. 920199-WS and 
Orders NOS. PSC-93-0123-FOF-WS and PSC-93-1598-FOF-IS, issued March 
12, 1993, and November 2, 1993, respectively, in which the 
Commission determined and reaffirmed its legal authority to Set 
rates using a statewide, uniform rata Structure. Based on the 

~, doctrine of administrative finality, this issue is not 
appropriately raised in this docket. To the extent that the jssue 
raises criteria to be considered, such a5 geographic location or 
interconnection, the counties' Issue is addressed in Issue 2 set 
in this Order. 

Issue 3 asks for the names of other utilities far which the 
Commission has set uniform rates and other factual questions. This 
issue is appropriate for discovery and is not a quastion of l a w  or 
controversy. 

similarly, Issw! 4 asks whether all of Ssu's systams are 
This is also a question appropriate 

Issue 5 asks how uniform rates will affect conservation. TO 
the extent that Issue 2 set in this Order addresses conservation, 
this issue is addressed. 'me Sub-parts to this question are both 
argumentative ( W i l l  not subsidization send the wrong signal and 
promote consumption?) and call for a decision of the Commission 
that is far beyond the scope of this proceeding (What other actions 
does the commission intend to take to control water consumption o r  
encourage conservation?). 

Connected to tile same aquifer. 
for discovery. 

The Counties' Issue 6 will be addressed within Issue 2.1,. set 
in this Order. 

Issue 7 ,  with sir sub-parts, is an issue more appropriate for 
discovery. For example. the first question raised by the issue is 
What accounts for the high Cost of serving those systems receiving 
the greatest subsidies under Uniform rates. Further, it a l s o  
raises questions coicerninq the criteria Used for approving 
acquisitions, such as did the comission consider whether any 
recent acquisition by SSU Would hove been m o m  cost-effective had 
the system been purchased by a governmental entity. Issue 7 is 
rejected a s  being both discovery oriented and Irrelevant. To the 
extent that Issue 7 raises the question Of how ssu Customers will 
be affected by future acquisitions, that issue i s  addressed in 
Issue 2.h. set in this Order. 

Issue 8 is a continuation of acquisition related questions 
Which are more appropriate for discovery. For example, one of the 
sub-parts of I S S U ~  8 asks what plans exist for the acquisition of 
systems by ssu. ISSUB 8 is rejected because it does not raise an 
issue of C0"trDYerSy. 

Issue 9 asks what plans SSU has for improvements to the 121 
systems included in the recent rate case and how these inprovements 
will affect the uniform Kates. This Issue is also one more 
appropriate for discovery and is rejected for that reason. 

as a result of uniform rates and whether any savings will be 
sufficient to reduce the current regulatory assessment fee. The 
commission's workload and the regelatory assessment fees are not 
relevant to this proceeding. Therefore, Issue 10 was rejected. 

Issue 10 asks questions relating to the Commlssionrsworkload 
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Similarly, Issue 11 asks whether the filing of 127 systems at 
one time will overwlielm the ratemaking process and whether there 
will be time to conduct field audits under the statutory time 
constraints. again, the Commission's workload is not et issue in 
this proceeding mid the Issue has been rejected as irrelevant. 

Issue 12 what rate case savings will result from unirorm rates 
and similar questions. These questions raised in Issue I2 can be ., answered in disoovery and do not raise any issue of controversy, 
although reduction in rate case expense is a factor included in 
Issue 2.f. set in tlie order. Therefore, 1sme 12 is rejected. 
Issue 13 a s s  what are the appropriate factors to be utilized for 
calculating the used and useful calculations for each system. The 
calculation of used and Useful is not relevant to this proceeding 
because rates are iiot at issue. 

Bulk Wastewater Rate 1- 

The counties also raise 4 issues related to bulk wastewater 
service i n  Hernando county. I B S L I ~  1 ask5 whether there should be 
a separate bulk wastowater rate for llecnando County. This issue 
was set as an issue at the time this investigation was initiated 
and is identified as Issue I of the Issues Set in this order. 
Issues 2 and 3 raised by thi counties are directed at how the bulk 
Wastewater rate should be calculated. These two issues are 
subsumed in Issue 3 set in this Order which addresses the question 
of how the bulk wastewater rate is to be calculated, should one be 
established. Issue 4 raised by the Counties questions what Ssu's 
fixed and variable costs are for providing bulk Wastewater service 
to Hernendo County. This is a discovery-type question and has heen 
rejected for that reason. 

ISSUES FIL ED BY C OVA 

Cypress and Oak Villagos Association (COVA) filed 18 issues. 
Issues 1-6 are statements of position. FCT example, Issue 1 states 
as follows: Statewide uniform rates effectively neutralize the 
office of Public Counsel as an advocate of the citizens of the 
State of Florida (i.e. the ratepayers), by creatinq a conflict of 
interest. Because Issues 1-6 are worded in the form of positions 
or argument rather than in the farm Of issues, they have not been 
included as issues herein. 

.I 

Issue 7 is worded as follous: How does the uniform rate 
concept square with staff recorninendations that the ininimun crlteria 
in considering consolidation for rate-making purposes should be: 
the soorce and type of treatment, age and condition of the System, 
level of CIAC, size and denslty of the system, service availability 
charges, operating expense characteristics and rate base per ERC? 
This issue is rejecter1 hecaiise staff recommendations do not have to 
"square" with Commission decisions. TO the extent that this issue 
deals specifically with any recommendations in Docket No. 920199- 
WS, it Should be rait.ed on appeal of the Commission's decision in 
that docket. TO th.3 extent that COVA wishes to explore these 
factors in this proceeding. each of them is included in one of the 
factors identified in Issue 2 set herein. 

Issue 8 questions whether uniform rates for voter and sewer 
can be justlried by comparison to electric power utilities. Issue 
9 questioiis whether uniforln rates can be justified by the argument 
that 121 SSU utilitie!: are interconnected by the Floridian aquifer. 
Tssues 8 and 9 are the same as Issues 9 and 10 Of the Counties' 
legal issues and are rejected for the sane reasons. 

Issue 10 questicms whether Water conservation is the primary 
responsibility of this Coinmission as opposed to the water 
nan;rgcment districts. By investigating what the appropriate rate 
structure is for ssu, this commission is not asserting primacy 
jurisdiction over water conservation in this state. Therefore. 
that portion of Issue 10 To the extent 
that Issue 10 addresses conservation through rate structure, it 
will be addressed in this proceeding in Issue 2.c. set in this 
Order. 

Issue 11 raises {.he question Of whether customers and OPC will 
be able to adequately participate in future proceedings where 
uniform rates have bsien established. This issue is addressed as 
part of Issue 2.9. Set by this Order. 

is rejected as irrelevant. 

Issue 12 is a discovery-type question similar to the Counties' 
general Issue 9 and is rejected tor the sane reason. 

ISCW 11 is as tollous: Will uniform rates reduce the work 
load of the PSC staff? If so. how will the customers interests he 
protected? will the 1.5% Revenue As5essment Fee be reduced? The 
Comnission'e workload and the amount of the regulatory assessment 
fees ace not. appropriate issues for this proceeding, and are not 
relevant to the issue of the appropriate rate Structure far SSU. 



.A- 
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11 nll parties' (utility and 
intervenors) direct testimony 
and exhibits January 11, 1994 

21 Staff's direct testimony and 

3 )  Rebuttal testimony atid exhibits February 18. 1994 

In the event reheariiig of this Order Setting Issues and 
Revising Schedule is requested. the dates for filing testimony will 
remain the same. For any additional issues which may arise in the 
event there is rehearing. additional time to file suppleinental 
testimony on those issues will be considered upori request by the 

exhibits. if any February 2 .  1994 

b . 4  

parties . 
Based on the foregoing, it is therefore 

ORDERED by Julia 1,. Johnson,  as Prehearirig Officer, tlm: t h e  
issues identified in the body "E Chis Order shall he the issues of 
the case. unless modified by the Commission. It i3 further 

Ordered that the Cypress awl Oak Villages Association, I ~ K .  'E 
Motion to Correct Or extend Sue Uate of Interveninq Testimony and 
Citrus and lleriiarido Coonties' Motion Requestinq Additional Time TO 
file Prefiled Testimony are granted to the extent set Lortll iu the 
body of this Order. It is further 

ORDEREU that the controlling dates for filing testimony and 
exhibits set forth in Order No. PSC-93-1516~PCO-WS are revised as 
s e t  forth in the body of this Order. Order NU. PSC 93-1516-PCO-WS 
is reaffirmed in ill1 other  respects. 

,.I By ORDER of Comntissionw J u l i a  L. Johrrson, a s  Prehearirlq 
officer, this _LCt!L day of ~..Uecenber ,1')93. 

I. ,. . 
.< 

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW 

The Florida Public Service commission is required by Section 
1 2 0 . 5 9 ( 4 ) ,  Florida Statutes, to notify parties of any 
administrative hearing or judicial review of Commission orders that 
is available under Sections 120.57 or 120.68, Florida statutes, as 
well as the procedures and tine limits that apply. This notice 
should not be construed to mean a l l  requests for an administrative 
hearing or judicial rsview will be granted or result in the relief 
Sought. 

Any party adversely affected by this order, which in 
preliminary, procedural or intemediate in nature, may request: (1) 
reconsideration within 10 days pursuant to Rule  25-22 .038(2 ) ,  
Florida Administrative Code, if issued by a Prehearing Officer; ( 2 )  
reconsideration within 1 5  days pursuant to R u l e  2 5 - 2 2 . 0 6 0 ,  Florida 
Administrative Code, if issued by the Comission; or ( 3 )  judicial 
review by the Florida Supreme Court, in the case of an electric, 
gas 01: telephone utility, or the First District Court of Appeal, in 
the case of a watl!r or wastewater utility. A nation for 
reconsideration shall be filed with the Director, Division of 
llecords and Reportinq, in the form prescribed by Rule 2 5 - 2 2 . 0 6 0 ,  
Florida Administrative Code. Judicial review of a preliminary, 
procedural or intermediate ruling or order is available if review 
of the final action will not provide an adequate remedy. such 
review may be requeslxd from the appropriate court, as described 
above, pursuant to Rule 9.100, Florida Rules of Appellate 
Procedure. 



.. 

EXHIBIT NO. 

WINTESS: KIMBERLY H. DISMUKES 

DOCKET NO. 950495-WS 

Application for rate increaee and in SAC8 

SOUTHERN STATES UTILITIES, INC. 

BEFORE THE 
FLORIDA PUBLIC SERVICE COmISSION 

DESCRIPTION: . 
. 

Page 1 and 2 to Exhibit RAT-11 of Rebuttal Testimony by 
Rafael A. Terrero 

. 



Department of 

Environmental Protection 

STATE OF FLORIDA 
DOMESTIC WASTEWATER FACILITY PERMfT 

PERMITTEE: 

Omge OIccola Utilities, IIK. 
2307 Buy Mr Road. Suite D 
Kissinma. W d a  34744 

Mike 1 o h n ~ ) ~  Cencnl Marmger 

PERMIT NUMBER: Fux394464Ql 
ISSUANCE DATE 
PATS NUMBER: 219202-168476 
EXPIRATION DATE: oaobcr IO. ZOO0 
FACILITY LO. NO.: 3 0 4 9 m 2 9  

EFFLUENT DISPOSAL: 

Surface Watcr Discharge: An existing 1.080 MGD M D F  pcm'ltcd aplcity npid-ne  lud a&@iotion syncm 
mltriaing of thra (3) npid ubilrration Wns (€!€E's) with an epmitive Seepage IengIh ofS20 l i m  fea each Emuen1 
is d i s c b g d  to surfre wuus by w p g c  Ihmugli llu usIcr ly dillration beniu of UK REB's to an 8djaCent stomwater 
Canal. which dircharga IO &IS Slough and ~UKC IO Lab TohopJpliy. all Class n1 waTCo. Emergency discharge from 
each REB is \nncrly IO Ihe south w h n d  a l l .  The point ofdiochaac @CW) and REB'r 8P IOQted appmximlely a1 
hutudc 28. IP IS' N. longitude 8 1-12' 07' W. Cotinnmion of REB 14 is hereby aurhorizcd rdjaant to and nonh of 
UK exisling =E's, \n'Ih m elTcctive sapage lengrli of450 lirlar feet and an incrav in perillilted apxity of 0.250 
MGD AADF of the PJ3 rynem to a tola1 dirporll capacity of 1.33 MGD AADF. a 



.- 

REUSE: 

Surface Water Dischaqe: An exining 0. IW MGD M D F  prmilled apKiry non-juridiaional. 3-11. 169 wrr. 
matmnt vvclland muc y a e m  (ROOI) roquircd m hold emcrlary discharge fiom IJK REB'r. aongc dudng w 
\tather and RWC Hater for \vetlands e n h a ~ m c n t  IO maintain a pmducCivc \wldlife habitat. Dkhrrge from the wetland 
syslcm is only rutliorizcd d w  lo a IO-year 24-hatr norm event. Thc disharge poiill WI) fmm tbe ovcfflow Nunure 
ofthe wth w d m d  d l  to UU d j a u n t  sorm%nlcr anal, whkh dinhar(a to Bn+c Slough and hacc to Lakc 
T'ohopckaliy, is looied appmxinutcly at Lticude 211.19' 07" N. toneicude 81.22' 10' W. Prcvicis audallr Do02 
and Do03 hwt been mled and absndond) 

Land Application: An wining 0.500 MGD M D F  pumilted crpxiry public .SRLI reuse ryrrem mW2) consisling of 
golf course pond reclaimed water nonge and imption ofthe 6 S a m  Buenavenrun Lakes GolfcavW located 
rppmrimatcly a1 latitude 28 a 20 ' 20. N. longirude 81 22 ' 00 W. 

1.330 
0.m 
eLp9 

Td: 1.930 
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