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1 P R 0 C B B D I N 0 S 

2 (Bearinq convened at 1130 a.a.) 

3 (Transcript continues in sequence from 

4 Volume 2.) 

5 COKNISSIONBR DEASONI Call the hearing to 

6 order. 

7 I believe Ms. Dismukes, when we left 

8 yesterday, was on the stand. And, Mr. Gatlin, I 

9 believe you may inquire. 

10 MR. OATLINI Thank you. 

11 KIMBERLY H. DISMUKES 

12 resumed the stand as a witness on behalf of the 

13 citizens of the State of Florida and, having been 

14 previously sworn, testified as follows: 

15 CROSS EXAMINATION 

16 BY MR. GATLIN: 

17 Q Have you ever prepared a rate case for a 

18 utility? Water and sewer utility? 

19 A I was employed by a firm that was hired to 

20 prepare MFRs for a utility. The case never came to 

21 fruition . 

22 Q When was that? 

23 A When was that? 

24 Q Yes. 

25 A Probably about seven years ago. 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 Q Have you ever prepared a set of MFRs in 

2 Florida tor a Florida rate case? 

3 A I've never prepared a set of MFRs, no. But 

4 like I said, the case that I just referred to was a 

5 Florida water utility. 

6 

7 

Q 

A 

But you did not prepare the MFRs? 

No. We started the process, and it was 

8 never completed. 

9 Q What was the name of that company? 

10 A St. George Island Utility. 

11 Q Do you have any experience in securing 

12 financing for a company, either equity or debt? 

13 A No. 

337 

14 Q How many rate cases have you participated in 

15 before the PSC, approximately? 

16 

17 

18 

19 

A 

Q 

A 

This PSC? 

Yes, these folks. 

50? 

No, no, that's too high. Across the United 

20 States it's been about 160, 170 cases. Here in 

21 Florida it's much less than that. It may be 20, 15. 

22 Q Did you ever see a rate application in 

23 Florida that you thought should be granted as applied 

24 for? 

25 A Not in its entirety, no. 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

Q In a rate case isn't the Commission 

reviewing whether the utility is providing adequate 

338 

3 service at reasonable rates? Isn't that the question? 

4 

5 

A 

Q 

Could you repeat it? 

Yeah. Is the utility providing adequate 

6 service at reasonable rates? 

7 Is this utility providing adequate service 

8 at reasonable rates? 

9 Q No, that's a generic question for all rate 

10 cases. 

11 A Is that a generic question that the 

12 commission looks at? 

13 

14 

15 

Q 

A 

Q 

Yes. 

Yes, I believe so. 

You understand that Gulf in this situation 

16 has had very stable rates . The last increase for 

17 wastewater was 1988. The last one for water was 1991. 

18 And compared to the increase asked in this case, since 

19 1988, has the CPI gone up -- CPI gone up about 22\ or 

20 18\? 28\ or 22\ -- I'm sorry. I'll start over. 

21 

22 

A 

Q 

Okay. 

Gulf has not had an increase since 1988 and 

23 1991, but the CPI has gone up about 28\ in that time. 

24 Doesn't that indicate to you that this company has 

25 fairly stable rates? 

FLORIDA PUBLIC SERVICE COMKISSIO.-r 



339 

1 A Y••· They said the utility has not had a 

2 rate increase since 1988 on the aewer aide and 1991 on 

3 the water side; its rates have been stable since that 

4 time. 

5 Q And you understand in this case Gulf was 

6 proposing to reduce the rates of two-thirds of its 

7 customers? 

8 A Gulf is proposing to reduce its rates for 

9 its water customers yes, that's correct; but by less 

10 than what the Staff had thought it ought to be reduced 

11 by in the overearnings investigation, as well as less 

12 than what I'm recommending in thia particular docket. 

13 Q Well, what I asked you were, did you know 

14 that two-third& of the customers will get a rate 

15 decrease as proposed by Gulf? 

16 A My answer was yes, and then I went on to 

17 explain. 

18 Q Okay. How do you do your analysis of a rate 

19 case? Let me ask you, do you go to the particular 

20 accounts or subjects and make a determination on each 

21 one of those as to what's proper? 

22 A Well, it involves more than that. I mean, 

23 basically I'll review the MFRs and highlight things 

24 that -- you know, my field may be inappropriate or 

25 overstated or out of line or whatever. And then we go 
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1 through the discovery process, and we get information. 

2 I evaluate the information and make recommendations on 

3 adjustments, et cetera. And analyses are performed, 

4 calculations are done. 

5 In some instances there are theoretical 

6 questions or policy issues where my position doesn't 

7 change from case-to-case, so that would be pretty 

8 standard in all water and wastewater cases. 

9 Refer to your Schedule 1, which is a summary 

10 of your adjustments. I'm not talking about the 

11 amounts of them, but isn't this typical, you look at 

12 the cost of capital and give your opinion as to what 

13 it ought to be? Then you look at revenue adjustments, 

14 billing adjustments, salary adjustments? 

15 A Yeah. I mean, basically, I will look at the 

16 cost of capital. Typically, we don't focus on the 

17 cost of equity, but I'll focus more on capital 

18 structure issues. I look at the rate base, any 

19 adjustments the utility's made. And I look at 

20 expenses. Sometimes I make adjustments for salaries, 

21 sometimes I don't. 

22 But you look at those issues separately, do 

23 you not, to make a determination? 

24 

25 

A 

Q 

Yes. 

And then each of those numbers -- each of 
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1 that analysis for each subject has a number, some 

2 number? 

3 

4 

A 

0 

Yes . 

And then you list the amount and the 

5 subjects in your summary? 

6 

7 

A 

0 

Yes . 

You don't, in this case, show, as I 

341 

8 underatand it, what that does for this utility in the 

9 way of rate decreasing. Or are you recommending them? 

10 

11 

12 it? 

13 

A 

0 

A 

It does show a rate decrease . 

And that's kind of a fallout number, isn't 

Well, it's the results of the adjustments 

14 that I'm proposing, yes . 

15 

16 

0 

A 

Right. 

If you want to call it a fallout number, 

17 that's fine. 

18 0 And that's the end of your recommendation? 

19 A As far as my testimony goes, yes . I did not 

20 in this particular case incorporate the 

21 recommendations on the used and useful. I have in 

22 other dockets done that . 

23 Q Well, these numbers that you got from these 

24 different subjects are combined, and that's the 

25 revenue adjustment that you think ought to be made? 
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1 

2 

3 

A 

0 

A 

Yes. 

Do you ever go beyond that? 

I have in terms of larger cases in electric 

4 companies where the Commission -- I believe this 

342 

5 Commission -- sometimes tests interest coverage ratios 

6 relative to what the final recommendation might be. 

7 0 In this case you have not made any 

8 determination as to what the affect your adjustment 

9 would have on the financial integrity of this Company, 

10 have you? 

11 No, I have not done any financial ratio 

12 analysis. That's typically not done in the water and 

13 wastewater industry. But this Company is financially 

14 strong when it came into this rate increase, and we 

15 are not talking about substantial decreases. So I 

16 don't see how a rate decrease on either side will 

17 substantially harm this Company, or will harm this 

18 Company. 

19 0 Aren't you talking about a $898,018 decrease 

20 in revenue requirement? 

21 

22 

A 

Q 

Yes. 

And it's your opinion that the Company will 

23 remain financially sound? 

24 

25 

A 

Q 

Yes. 

And will be able to attract $5 million worth 
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ot debt money? 

A That, I don't believe, I'm really qualified 

1 

2 

3 

4 

5 

6 

7 

8 

to render a opinion on in the sense that I've never 

been out in the market trying to raise capital. The 

Utility back in 1988 was able to raise $10 million, so 

I would suspect that they would be able to raise 

$5 million now if that's needed . And I'm not sure to 

what degree their capital -- how much capital they 

9 need to raise. They still have some money left over 

10 from their previous bond issue. 

11 0 

12 are you? 

13 

14 

A 

0 

You're not offering an opinion as to that, 

No. 

Would it concern you if there was a 

15 financial problem with the Company after this rate 

16 case? 

17 A Yes. 

18 0 In what way? 

19 A Well, I think you don't want to be in a 

20 position where you are putting a utility out of 

21 business. I mean, they are here for a public purpose, 

22 and we want them to remain viable so the customers can 

23 receive quality service. So I wouldn't want to be in 

24 a position where I am putting the utility in fi~~ncial 

25 distress. 
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1 Q And you don't mean to be advocating that in 

2 this case, do you? 

3 A No, I do not. 

4 Q What test year did you use for this case? 

5 A 1996. 

6 Q Projected '96? 

7 A Yes. 

8 Q You differ then with the Staff; they did not 

9 use that test year. 

10 A Well, I don't know that I would go that far. 

11 I think what Staff did was test the reasonableness of 

12 the projections against the most recent 12-month 

13 period. And I don't know that the adjustments that 

14 they are necessarily proposing are not in sync with 

15 the projected test year. 

16 Q You think that from your reading they are 

17 in sync; is that correct? 

18 

19 

A 

Q 

The reading of the what? 

From your reading of what they've done and 

20 compared with what you've done, they are in sync with 

21 the test year of 1996 projected? 

22 A Yes, I think so. Like I said, I mean, one 

23 way you test the reasonableness of a projection is to 

24 get the most recent historical information, and they 

25 went up through August of 1996. And there may be some 
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1 differences. And I believe some of your witnesses 

2 have pointed them out, that when you look at that 

3 12-month period, you forgot that for three months 

4 during that period we had X number of expenses . That 

5 can be taken care of through an adjustment. 

6 so I think that's a perfectly good way to 

7 test the reasonableness --

8 

9 

Q 

A 

Of the test year . 

of the test year. Or they could take 

10 1995 and index it, that's another way to do it. Or 

11 you can take part of 1996 that's known and annuali~9 

12 it. I've seen that done. 

13 So, I mean, I don't think it's inconsistent 

14 with a methodology that's designed to test whether or 

15 not the expense, if it had been projected, are 

16 reasonable at the rate base. 

so it's not a change of test year? 
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17 

18 

Q 

A I don't think it's a change of test year. I 

19 mean, I didn't see any testimony on that. 

20 Q Would you point me out to the page in your 

21 testimony where you struck some testimony yesterday? 

22 Page 20? 

23 

24 

25 

A 

Q 

A 

Yes. 

Line 18? 

Yes. 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

0 

A 

346 

Why was that stricken? 

Basically, it was stricken becauae with the 

3 exception of how the retirements are treated, it would 

4 be a fallout issue. That the Staff -- I took that 

5 recommendation out of the Staff's audit . The Staff's 

6 audit used a time period that ended, I believe, in 

7 1996 for purposes of calculating depreciation. And 

8 once I went back and reviewed it, the depreci~tion 

9 should be a fallout issue based upon what the 

10 Commission decides the plant should be in this 

11 proceeding. Okay? 

12 And then I think everybody has agreed that 

13 the retirements should be treated as the Staff had 

14 recommended. I believe in Ms. Andrews' testimony she 

15 has agreed with that. And that I believe it actually 

16 increases the test year expenses or rate base; I'm not 

17 sure. But it's beneficial to the Company. And I 

18 don't disagree with that . I think that's an 

19 appropriate adjustment. 

20 0 You had stated in your testimony that the 

21 depreciation expense was overstated; is that correct? 

22 

23 

A 

0 

Yes. That was an error. 

Now, is there a table that goes with that 

24 that needs to be modified? 

25 A Yes. Schedule 14, that's the sch~1ule 
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1 that -- no, that's not right. Sorry. 

2 

3 

4 

Q 

A 

Schedule 15, I'm sorry. 

That would be changed to what? 

That would essentially be zeroed out. In 

5 other words, all of those reductions, the reductions 

6 to -- or the increase in accumulated depreciation and 

7 the reduction to depreciation expense would be zeroed 

8 out. 

9 And I don't recall the number that 
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10 Ms. Andrews said would be the number for the treatment 

11 of the retirements, but I have no dispute with that. 

12 

13 

14 

15 

16 

Q Okay. You used, basically, the Staff's 

audit as a basis for your opinions, did you not? 

A some of them, but not all of them. 

Q I didn't hear you . 

Some of them, but not all of them. And when 

17 you say basis of my opinions, I use it as a foundation 

18 or a starting point sometimes. There have been many 

19 instances where I have not agreed with what an audit 

20 recommends, and I don't accept it. So I only include 

21 in my recommendation an audit recommendation, or 

22 something similar to it, to the extent that I would 

23 agree with it independently of whatever the Staff's 

24 recommendation or reasoning is. 

25 Q In several instances you used as the basis 
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1 of your opinion, the audit and not have gone behind 

2 the audit, have you? 

3 A No. Almost in all instances I will go 

348 

4 behind the audit and look at the work papers to ensure 

5 that I agree with and can follow what they've done. 

6 Q Now, for example, the time of employees, you 

7 didn't make any independent study, did you? Interview 

8 the employees as to how much time they're spending? 

9 A No. I used an objective document, a 

10 document that was produced by Caloosa. It was their 

11 payroll register. It showed how much they paid the 

12 Caloosa employees, and it also showed on that document 

13 the number of hours that those employees worked. And 

14 I felt that was a very objective measur~ on how much 

15 time they spent on Caloosa versus the Utility, as 

16 opposed to an interview where the purpose of that 

17 interview is for the rate case. 

18 Q Do you intend in your recommendation to 

19 treat prepaid CIAC and the imputation of CIAC on 

20 margin reserve overlapping? 

21 A You wouldn't want to double count that. 

22 Okay? 

23 Isn't that what you're doing? 

24 A No, that's not what I'm doing. My 

25 recommendation is that to the extent that there is 
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1 plant in rate base that is supported by prepaid CIAC, 

2 okay, that prepaid CIAC should be included in rate 

3 base. 

4 To the extent that you've also got a margin 

5 reserve, okay, that you should impute CIAC associated 

6 with that margin reserve. But you certainly, to the 

7 extent that you wouldn't want more CIAC in there 

8 either imputed or prepaid, then you have plant in 

9 service. 

10 So I would not want or recommend that the 

11 Commission double count that. 

12 0 You indicated in your testimony that there 

13 is plant related to the prepaid CIAC, do you not? 

14 A I don't think I characterize it like that. 

15 I used the Staff's audit. The Staff audit said that 

16 the Utility had prepaid CIAC, and I believe the words 

17 were that it appeared to be related to plant that was 

18 already in service. And I went back, and I looked at 

19 the Staff work papers in that regard. 

20 I also looked at some responses to our 

21 discovery concerning prepaid CIAC to see if I could 

349 

22 make a determination of whethe r or not the Utility had 

23 accurately reported prepaid CIAC versus nonprepaid 

24 CIAC. And it wasn't clear. The response to an OPC 

25 interrogatory where it was supposed to enlighten me, 
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1 it did not, what the purpose was. I mean, that was 

2 the way it was asked. When I got it, it just didn't 

3 help me make a determination whether or net there was 

4 prepaid CIAC supporting current plant. 

5 The Staff's audit and the associated work 

6 papers, there was one audit request where the auditor 

7 asked for the Utility to identify what plants the 

8 prepaid CIAC was related to, and the response to the 

9 audit request was, well, we don't know because the 

10 they don't know where the water comes from, it all 

11 flows out of the two plants, they are interconnected, 

12 or whatever. So that may be the basis of the Staff's 

13 concern that there may be plant in service associated 

14 with prepaid CIAC. 

15 You did not make an independent study, did 

16 you, trace the dollars to the prep? 

17 A I attempted to through the information that 

350 

18 I asked for through the Staff's audit work papers, and 

19 it was not possible. 

20 Q Okay. You had an analysis of the cost of 

21 the property being rented by the Utility, did you not? 

22 

23 

24 

25 

A 

Q 

A 

Q 

Yes. 

But you did not use market value, did you? 

I did not -- excuse me? 

You did not consider market value? 
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1 

2 

3 

4 

5 

6 

7 

Market values? I'm not sure I understand 

what you mean. 

Q Market value of the rent? 

A Did I do an analysis of what other property 

was renting for? 

Q 

A 

Yeah. 

No, I did not. I looked at what it would 

8 have cost this Utility had it built the facility 

9 itself. 

10 Q Let me ask you if you agree with this 

11 statement: We believe the standard must be whether 

351 

12 the transaction exceeds the growing market rate or are 

13 otherwise inherently unfair. If the answer is no, 

14 then the PSC must not reject the utility's position. 

15 Do you agree with that? 

16 

17 

A 

Q 

That's from the GTE case? 

Right. 

18 A No, I have no dispute with that. I think 

19 the Commission needs to look at this in great detail. 

20 I personally don't think that the market comparisons 

21 that have been done support the lease rate that'~ 

22 being charged to the Utility. 

23 Q Well, you have another renter in the same 

24 building who is paying the same rent that is not 

25 affiliated. Isn't that some indication of it? 
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1 A That is perhaps an indication of it, but I 

2 think you need to look at it in a broader perspective 

3 to make sure that the leases are comparable. I have 

4 not seen the lease with the hospital; it has not been 

5 entered into the record. I'm aware of the fact that 

6 the Utility has substantially improved the property 

7 through a leasehold improvement. That those costs are 

8 being requested to be borne by ratepayers which would 

9 effectively raise the lease cost to $14.69 per square 

10 foot, which is outside the range of what the appraiser 

11 did. And it's also $2.69 more than what the hospital 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

is renting for. 

Q But excuse me. 

A The according to the testimony of 

Mr. Moore, the maintenance fee per square foot tor the 

hospital is $1.50, whereas my calculations show, at 

least for '96, the maintenance cost per square foot is 

2.50 for the Utility. 

So there are a variety of things that may be 

different between the hospital and the Utility which 

haven't necessarily been accounted for if you look 

just strictly at the cost per square foot. 

But in the final analysis, you have not made 

24 a market value study to determine the market value of 

25 that rent? 
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1 A I personally did not, but I did study in 

2 detail. We asked the Utility to provide us with all 

3 documents that support the lease rate, and I studied 

4 those documents in detail to determine the degree to 

5 which that information supported lease rate. And I 

353 

6 think I just enumerated for you the reasons why that's 

7 not necessarily a valid comparison. 

8 0 And so for that reason you did not use 

9 market value? 

10 Well, it depends on how you want to look at 

11 market value. I think one measure of market value is 

12 what the Utility could have built the project for. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

0 

A 

0 

A 

0 

A 

0 

A 

0 

A 

Do you have that information? 

Yes. 

What they could have built the property -

Yes. 

Where do you have that? 

Where do I have it? 

Uh-huh. 

At $60.16 a square foot. 

What document are you looking at? 

I'm looking at a piece of paper where I 

23 performed the calculations myself, but --

24 

25 

Q 

A 

The calculation of the market value? 

The cost -- what it would have c oat the 
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1 Utility to build its office space. 

2 Q Okay. What is the source of your 

3 information? 

4 A The source of my information is the cost of 

5 the building that Caloosa built, plus the cost of the 

6 land, and I got a cost per square foot. And I 

7 multiplied that times the square footage of the 

354 

8 Utility's office building and determined it would have 

9 cost the Utility roughly $236,000 to build the office. 

10 Q Did you know that the Utility could not get 

11 money to build the building? 

12 No, I don't know that for a fact. I know 

13 that that's what's -- I wouldn't even say that that's 

14 alleged by Mr. Moore. He kind of states in his 

15 rebuttal testimony that they evaluated it, they felt 

16 like this was the best option. They may not have been 

17 able to get the money to build the entire 11,000 

18 square foot building, but the Utility is only 

19 occupying 3,900 square feet. And it's just beyond me 

20 that if the Utility could raise $10 million in 1988, 

21 that they couldn't raise $250,000 today. 

22 Q But you are not representing to this 

23 Commission that this is a market value number? 

24 A Like I said, it all depends on how you want 

25 to characterize market value. I think market value 
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1 can also be looked at as what the Utility would have 

2 paid had it built the building itself. That's market 

3 value. 

4 

5 

6 

7 

8 

9 

10 

11 

0 

A 

0 

A 

0 

asserting 

A 

0 

That's very speculative, isn't it? 

Speculative? 

Uh-huh. 

The building was just built. 

No. I mean, as to your cost that you're 

here today. 

I don't believe it's speculative. 

Have you talked to builders? Where did you 

355 

12 get these numbers from? Did you talk to builders as 

13 to whether they could build that size building? Is it 

14 zoned to build that type of building that you're 

15 talking about? Would it meet the standards for 

16 buildings in Lee County? You don't know all that, do 

17 you? 

18 Well, the numbers are taken directly from 

19 what it cost Caloosa to build the 11,000 square fo0t 

20 office building . So, I mean, they are recent costs. 

21 $60 a square foot, I mean, that's a nice estimate of 

22 what it would cost to build a house or a building . 

23 0 You are not in the business of appraising 

24 values of buildings, are you? 

25 No, I'm not . But I've been involved in 
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1 aeveral utility rates cases where appraisals have been 

2 used, and I've testified on those subjects. 

3 Q So you offer yourself as an expert on market 

4 values? 

5 A In the context of this particular in~tance, 

6 yes. You're dealing with an affiliate relationship. 

7 The commission has to determine whether or not that's 

8 reasonable, if they need a benchmark to determine 

9 whether or not that's reasonable, and I think that's 

10 fully within the purview of my expertise, yes. 

11 

12 

13 

14 

15 

16 

Q And the final analysis, though, is that you 

did not make a study of market value, you made a cost 

study? 

A 

Q 

A 

I think that's been asked and answered. 

Remind me what the answer is. 

I believe that the Commission can use as a 

17 basis for market value what it would have cost this 

18 Utility to build that building . And my adjustment, my 

19 recommendation, does precisely that. 

20 Q Did you interview Mr. Moore on the services 

21 he performs for Caloosa? 

22 A No. We did ask him at his deposition, 

23 though, what services he performed for Caloosa. 

24 Q One of your recommendations is that there be 

25 a rate set for the reuse water to go into these golf 
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1 courses. And you say the Company can count on 139,000 

2 per year for that at your rate. After hearing what 

3 those golf course people said yesterday, do you still 

4 think it's a good and reliable thing to do to depend 

5 on that amount? 

6 

7 

A 

0 

Well, that's a good question. 

I thought it was. 

8 A Clearly, the golf courses indicated a 

9 reluctance to pay much of anything for the effluent, 

10 that the Commission needs to evaluate -- I don't 

11 and sincerity is not the right word, but clearly the 

12 golf courses' best interest is not to pay anything if 

13 they can get away with it. 

14 

15 

0 

A 

sure. 

You've got a situation where they are 

16 threatening to shut off the valves. They're 

17 threatening not to allow the Utility to use wet 

18 weather storage. They are making all kinds of threats 

19 such to influence the Commission so that they won't 

20 have to pay possibly for reclaimed water. 

21 0 Isn't that rather harsh to say they're 

22 making threats? These are businessmen and want to 

23 have the best cost, as little cost as possible, to run 

24 their business. And they would prefer just to turn on 

25 their pumps if they have to pay 
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1 A Well, they -- sure. Their option, to the 

2 extent that the water management districts allow it, 

3 would be to turn on their pumps. To the extent that 

4 they can and I'm not sure that all of them can --
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5 supply the amount of irrigation that they need through 

6 their own permits. So clearly, that's their 

7 alternative to the extent that the water management 

8 district would allow that. 

9 They are all coming up for renewal here in 

10 the near future, and I think it's a little ~mbiguous 

11 as to what the water management district is going to 

12 allow them to do. It's clear that given the fact that 

13 we are in a water caution resource area, that they 

14 have to take that reclaimed water from Gulf. 

15 Q How does the water management district 

16 determine hew much was actually used by the golf 

17 course from their wells? 

18 

19 

A 

Q 

I have no idea how they determine it. 

Then you don't know of any enforcement 

20 program they have to make sure that these courses are 

21 in compliance with the water management amounts? 

22 A No. And actually, if you listen to the 

23 testimony of some of the water -- some o! the gol! 

24 courses yesterday relative to what their permits show, 

25 it would appear that they're pumping more than they 

FLORIDA PUBLIC SERVICE COMMISSION 



1 should be. But that's -- I mean, to me --

2 Q Are you going to report them to the water 

3 management district? 

4 A No. I think the Utility should. 

5 COMMISSIONER CLARKI Can I interrupt for 

6 just a minute? 

7 WITNESS DISMUKES I Yes. 

8 COMMISSIONER CLARKI From what did you 

9 conclude they were pumping more than they were 

10 supposed to be? 

11 WITNESS DISMUKES: Well, I looked -- each 

12 one of them indicated how much they were buying from 

13 Gulf versus how much they were pumping on their own 

359 

14 not buying, getting from Gulf. And I compared that to 

15 their permitted flow. And there was one of them that 

16 was outside what the permit allowed. 

17 It's the Vines Country Club. I have that 

18 the permit allows 243,000 gallons per day. 

19 

20 number? 

21 

COMMISSIONER CLARKI Where did you get that 

WITNESS DISMUKES: I can get it for you. 

22 It ' s in Mr. Moore's rebuttal testimony. It's also in 

23 a response to one of our interrogatories . 

24 COMMISSIONER CLARKI I have in my notes, it 

25 says, they were using about 200,000 gallons a d~y and 
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1 40\ of it was the reuse water. And that their permit 

2 is for 89 million gallons per year. 

3 WITNESS DISMUKESz Right. 
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4 COMMISSIONER CLARK: Does that put them over 

5 their permit amount? 

6 WITNESS DISMUKES: My notes -- see, my notes 

7 showed that they used 200,000 gallons per day which is 

8 from Gulf, which represents 40\ of the irrigation that 

9 they use. So I took the 40%, divided it into the 

10 200,000 to get their total usage. 

11 COMMISSIONER CLARK: And what is the total 

12 usage? 

13 WITNESS DISMUKES: The total would be 

14 700,000 gallons per day. 

15 COMMISSIONER CLARK: And that's more than 89 

16 million per year? 

17 WITNESS DISMUKES: Yes. The 89 million per 

18 year, which I've got that same number, if my 

19 calculations are right, my interpretation of what the 

20 man said is correct, they're using 73 million gallons, 

21 is being provided by Gulf . And then 182,500,000 is 

22 being provided by some other means , either surface 

23 water or out of wells. 

24 COMMISSIONER CLARK: Let's assume, they pump 

25 that much every day, isn't it? 
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1 WITNESS DISMUKES: Yes, that's on an annual 

2 flow basis. 

0 (By Mr. Gatlin) Could you describe what 3 

4 

5 

6 

7 

8 

9 

enforcement program the water management district has? 

10 

A No, i do not know what enforcement programs 

the water management district has. But that's clearly 

something that I think would be in the best interest 

of the Utility to get in contact with the water 

management districts about. 

0 Well, at the moment the Utility is 

11 discharging its effluent for nothing. 

12 

13 

A 

0 

That's correct. 

Right. So that's a good deal for any 

14 utility, isn't it? 

15 A Well, it would be a better deal if they 

16 could derive revenue from it. 

17 0 Well, you think they could depend on 139,000 

18 a year in revenue? 

19 

20 

A 

Q 

Yes. 

So it would be prudent for Gulf to depend on 

21 that 139,000? 

22 A Well, I think you need to look at not only 

23 the three golf courses that they currently have on 

24 line, but they also have the River Ridge, which I 

25 think Mr. Moore indicated was on line now. 

FLORIDA PUBLIC SERVICE COMMISSION 



362 

1 My understanding, from looking at that reuse 

2 agreement, is that they have a substantial amou~t of 

3 capacity, up to 1.5 million gallons per day and that 

4 they have also agreed to take reuse at whatever rate 

5 is set by this Commission . 

6 The amount that the Utility is spraying on 

7 the three golf courses that we heard from yesterday is 

8 about equivalent to what River Ridge says it can take 

9 annually. 

10 Q Aside from that situation, there are some 

11 times in the year that golf courses can take hardly 

12 any effluent; is that correct? 

13 That's correct. I don't know about hardly 

14 any, but there are periods when there's a lot of rain 

15 and the golf courses testified yesterday that they 

16 took it, even though they didn't particularly want to, 

17 in order to help Gulf out. And that is a beneficial 

18 arrangement. I think Gulf is to be commended for the 

19 fact that they've gotten these golf courses to dispose 

20 of their effluent. And it's not my purpose here to 

21 penalize Gulf, nor to penalize Gulf's customers. 

22 Q I think you were familiar with the Lee 

23 County rates, weren't you? 

24 

25 

A 

Q 

Yes. 

And that you probably know that they've just 
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1 reduced theirs from 21 cents to 4 cents per gallon, 

2 per 1,000 gallons? 

3 A That is not my understanding. That is what 

4 is in the rebuttal testimony of Mr. Moore. The 

5 tariff, or the rate sheet which is included in the 

6 testimony of the Staff witness Ms. Xanders -- I think 

7 I've pronounced that right -- shows that they are 

8 charging 21 cents per 1,000 gallons during the dry 

9 season, and 4 cents per 1,000 gallons during the wet 

10 season. 

11 0 That's right, that's what I meant. 

12 A Well, that's not dropping the rate from 21 

13 to 4. It's dropping --

14 0 They were charging 21 for the wet season, 

15 also . 

16 

17 

A 

0 

Well, that's correct. 

He said that he could not get anybody to 

18 take it, so they dropped it to 4 cents; is that 

19 correct? 

20 A Yes. And that's perfectly within the 

21 purview of this Commission. They could have a 

22 structure that is exactly the same, 25 or 21 cents 

23 during the dry season and 4 cents during the wet 

24 season. 

25 You participated in the Florida Cities' 
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1 North Fort Myers rate case, didn't you? 

2 

3 

A 

Q 

Yes. 

And there was a rate set then for the golf 

364 

4 course discharge; is that true, 13 cents? I think you 

5 recommended that rate. 

6 A Florida Cities' North Fort Myers is 21 

7 cents. Florida Cities' South Fort Myers is 13 cents . 

8 Q Okay. Did you know that recently Florida 

9 cities has been put on notice by that golf course that 

10 they will no longer pay for the effluent? 

11 

12 

A 

Q 

No. 

There will be a proceeding in the Commission 

13 that you can catch up on that, if you like, in the 

14 next couple weeks. 

15 I do recall seeing an application by Florida 

16 Cities for a reuse rate, and perhaps that is to lower 

17 it. I don't know though. 

18 HR. GATLIN: That's all the questions I 

19 have. 

20 COMMISSIONER DEASON: Redirect. 

21 IIR. REILLY: No redirect. 

22 COMMISSIONER DEASON: Exhibits. 

23 COMMISSIONER CLARit: Mr. Chairman, may I ask 

24 a question? 

25 COMMISSIONER DEASON: Surely. 
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1 COMMISSIONER CLARII One of the things that 

2 concerns me with setting a rate taking the effluent is 

3 that we need them to take it when it's wet, too, or 

4 when they don't need it. 

5 WITMB88 DISMUKES& I agree. 

6 COKMISSIONBR CLARII Cou!1 you give them a 

7 credit for when they took it in the -- give them some 

8 incentive for taking it during the wet season, as a 

9 credit against whatever they were charged? 

10 WITNESS DISMUKES: I think that that would 

11 certainly be reasonable, your giving them an incentive 

12 to take it. And then when they really need it to 

13 irrigate, et cetera, and it's more valuable to them, 

14 they pay for the value of it at that time. I think 

15 that's clearly reasonable. 

16 MR. RIILLYI I move the composite exhibit. 

17 COMMISSIONER DBASONI And that would be 

18 Exhibit 19. It will be admitted without objection. 

19 

20 

21 

22 

23 

24 

Thank you, Ms . Dismukes . 

(Exhibit 19 received in evidence.) 

(Witness Dismukes excused.) 

WITNESS DISMUKES& Thank you. 

COMMISSIONER DEASON: That concludes the 

25 Public Counsel's direct case; is that correct? 
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KR. RBILLYI That's correct. 1 

2 COKNI88IO•IR DEASON: I believe we have some 

3 witnesses that we need to get on the stand as quickly 

4 as possible today; is that correct? 

5 MS. O'SULLIVAN: Yes, we have the witness 

6 from the fire districts. Also, if you'd like, we can 

7 move in the testimony of the Staff witnesses that were 

8 stipulated. 

9 COKNISSIOMBR DEASON: Okay. We'll go ahead 

10 and address the stipulated witnesses. 

11 MS. O'SULLIVAN: All right. The first 

12 witness we'd like to move in is the testimony of 

13 William Allen of the Department of Health and 

14 Rehabilitative Services consisting of three pages. He 

15 had no exhibits. We request that Mr. Allen's 

16 testimony be i nserted into the record as though read. 

17 COMMISSIONER DBASOMs Without objection, it 

18 will be so inserted . 

19 

20 

21 

22 

23 

24 

25 
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1 DIRECT TEST IMONY OF WILLIAM D. ALLEN . P E. 

2 Q. Please state your name and bus1ness address . 

3 A. Will1am D. Allen . P.E.. Florida Department of Health and Rehab1l1tat1ve 

4 Services <FDHRS). Lee County Public Hea lth Un1t . 60 Danley Drive . Unit #I . Ft . 

5 Myers . Florida 33907 . 

6 Q. Please state a brief descript 10n of your educat 1ona 1 background and 

7 experience . 

8 A. I have a B.S. 1n Eng1neer1ng . I am a regi stered profess 1onal eng1neer 

9 in Florida . Pennsylvania and West V1rg1nia . and d reg istered profess10na l 

10 surveyor in Pennsylvania . have worked 38 years 1n const ruct1on . 

11 engineering. and environmental engineenng manageme11t. the last 7 1/2 years 

12 specifically in potable water proJects . 

13 0. By whom are you presently employed? 

14 A. I am employed by the Fl or ida Department of HRS. (FDHRS ) Lee County 

15 Public Health Unit . Environmental Eng1neer1ng . 

16 o. How 1 ong have you been emp 1 oyed w1 th the Lee County Pub 11 c Hea 1 th 

17 Department and in what capac1ty? 

18 A. I have been employed by FDHRS 5 1/2 years as a professi onal engineer . 

19 administrator. and director of Environmental Engineer1ng . 

20 Q. What are your general responsibiliti es at the Publi c Hea lth Unit? 

21 A. My responsibilities include project and perm1t appl 1cat 1011 n•v1 ew~ . 

22 issuance of permit approval s . compl ldfl LL' w1th Flonda Department of 

23 Env ironmenta l Protect1on <FDEP) rules. superv1s1on of 18 persons cons1st1ng 

25 

ot staff engineers. techni cians. and clerks . 

ut 111 ties for comp 1 i ance and enforcement 

I al so perform inspections of 

of state regulations and 
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consultations with public and ut1l1ty management . 

2 Q. Are you famil1ar w1th Gulf Ut1l1ty Compdny . pdrtlcularly the water 

3 treatment system? 

4 A. Yes . 

5 Q. Is the plant in compliance with 1ts permit( s)? 

6 A. Yes. 

7 Q. Are the util1ty 's treatment fac 1l1t1es and d1str1but10n system 

8 suff1cient to serve its present customers? 

9 A. Yes . 

10 Q. Does the utility mainta1n the required 20 ps1 minimum pressure 

11 throughout the distribution system? 

12 A. Yes . 

13 Q. Does the utility have an adequate auxiliary power source 1n the event 

14 of a power outage? 

15 A. Yes. at both plants . 

16 Q. Are the utility's water wells located in compliance with Rule 62-

17 555.312. Florida Administrative Code? 

18 A. Yes . 

19 Q. Does the utility have certified operators as requ11ed by Chapter 61£12-

20 41 . Florida Adm1ni strat1ve Code? 

21 A. Yes . 

22 0 . Has the utility established a cros~ - connect10n control progr am 1n 

?3 dccordance w1th Rule 62-555 .360 . Florida Administrative Code? 

24 A. Yes . 

25 0. I s the overall maintenance of the treatment plant and dlstribution 

- 2 -



369 

1 faci 1 it i es sat 1 s factory? 

2 A. Yes . 

3 Q. Does the water produced by the utility meet the State and Federal 

4 maximum contaminant levels for pr1mary and secondary water quality standards 

5 A. Yes . 

6 0 . Does the utility monitor the orgamc contam1nants l1sted in Rule 62 -

7 550 .410. Florida Administrative Code? 

8 A. Yes . 

9 Q. Do recent chemical analysis of raw and flni shed water . when compared to 

10 regulations. suggest the need for add1t1onal treatment? 

11 A. No . 

12 Q. Does the utility maintain the requ1red chlorine res1dual or 1ts 

13 equ1valent throughout the distribut1on system? 

14 A. Yes . 

15 Q. Has Gulf's water system been the subJec t of any enforcement act1on by 

16 the Lee County Health Department within the past two years? 

17 A. No . 

18 0 Do you have anyth1ng furthe r to add? 

19 A. Gulf Utility Company management has always been cooperative and has made 

20 every effort to comply with federal . state and local regulat ions. 

21 

22 

23 

25 
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1 MS. O'SULLIVAN: Next, is the testimony of 

2 Andrew Barienbrock of the Florida Department of 

~ Environmental Protection , consisting of three pages. 

4 Again, no exhibits. We request that Mr. Barienbrock's 

5 testimony be inserted into the record as though read. 

6 COKKISSIONBR DBASON: Without objection, it 

7 will be so inserted. 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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DIRECT TESTIMONY OF ANDREW 6ARI ENBROCK 
3 7 1 

Q. Please state your name and bus1ness address. 

A. Andrew Barienbrock . Flor1da Department of Env1ronmental Protect1 on. ??9S 

Victoria Avenue. Suite 364 . Fort Myers . Flor 1rla 33001 

Q. Pl ease state a bn l'f de~c r 1 pt10n of your educat10na l background and 

experience. 

A. I have a B.S. in Zoology from the Oh1 o Stale Un1vers1ty and an MS 1n 

Marine Biology from NOVA Southeastern Univers1ty . I have been w1lh the 

Department of Environmental Protect1on <FDEP ) for f1 ve years. 

0. By whom are you presently employed? 

11 A. 

12 Q. 

Florida Department of Env ironmental Protect 1on. 

How long have you been employed with the Department of [nv1ronment al 

13 Protection and in what capacity? 

14 A. Five years . began with the Department work1ng 111 domr~t1c wast ewa ter 

15 and I am current ly the Environmenta l Manager for the Domest1c Wa stewater 

16 Compliance and Enforcement Section . 

17 Q. What are your general respons1b1l1t1es al l hC' lJcpar tment of 

18 Environmental Protection? 

19 A. My responsibilities include the superv1 s1on of profcss 1ona l emp loyees 

20 responsible for conducting compl 1ance and enforcement ac t1v1 t 1cs and 

21 permitting activiti es relating to domesti C wastewater treatment and d1sposal 

22 systems. residual disposal sites . and underground lnJf'Cllon control 

23 0. Are you familiar with the Gulf Ut1l1ty Company was tewater t reatment and 

24 collection system in Lee County? 

25 A. Yes . 
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1 Q. Does the utillty have any current construc tiOn pcrrn1t.s'' If yes . expla1n 

2 what the permit i s for and when 1t exp1res 

3 A. No . However the ut1l1ty has r ecent ly appl1ed for a new "wastewater 

4 permit" in order to construct an expans 10n to I 5 MGD at the lhrer Oak s 

5 wastewater treatment plant . 

6 Q. What is the permitted capac1ty of the WWTP? 

7 A. The Three Oaks WWTP has a perm1t ted capac1ty of 750 MGO and the San 

8 Carlos WWTP has a permitted capac1ty of 0 .218 MGD . 

9 Q. Are the wastewater treatment fac 1l 1t1 es of suff1 c 1Pnt S17P to srrve the 

10 present customers? 

11 A. The Three Oaks facility is large enough to serve t he present customer s 

12 However. at the San Carlos WWTP . 1 t appears that changr'> rndy need t o be 

13 implemented in order to service the current customer s 

14 Q. Are the treatment p 1 ants 1 ocated on the s 1 t.e ~6 a ~ t o m 1 n 1m 1/P adverse 

15 effects resulting from odors . no1 se. l 1ght1ng? 

16 A. Yes . 

17 Q. Is the wastewater collect ion sys tem adequate t o sPrvr thr pre~rnt 

18 customers? 

19 A. Yes . to the best of my knowledge 

20 Q. Is the overall maintenance of the coll ect10n ~y s tern satl s fdc tory7 

21 A. Yes . to the best of my knowl edge . 

22 Q. Do the pump stati ons and l1ft st at 10ns rnc•(· t !li P r·c·qtJt r• •nl( •nt· . w1th 

:•.1 respec t to locat10n. rel 1ab1l 1ty and ~afety? 

24 A. Yes. to the best of my knowledge . 

2S Q. Does the ut1lity have the appropnate number· o f t ype o f certlfl Pd 
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operators as required by Rul e 62 -602_ Flor1 da Adm1n1 strat1vr Code? 

A_ Yes . 

Q. How often and how much t 1me 1s t he cert1f 1ed operator rcqu1rcd to spend 

at the wastewater plant dur1ng a week? 

A. The San Carlos WWTP requ 1res a Class C or higher operator for 3 hours 

per day. 5 days per week . Further Three Oak s WWl P requ1res a Cla s<> C or 

higher operator for 6 hours per day. 7 days per week 

Q. Is the overall ma1ntenance of the wa stewat er plant s and equ ipment 

satisfactory? 

A_ Yes . 

Q. Do the faciliti es meet a ll appli cab le fechno logy Based Eff luent 

Li mitations <TBELS) and Wat er Qual1 ty Based Effl uent L1m1tat1ons (WOBrt Sl 7 

A. Yes . 

Q. Does the uti lity have any c1tat1 ons. v1olat1 ons. or correc t ive o~ders 

in regard to the wastewater treatment plant and eff luent dl spo.,al sy~ tcrn7 

A. A letter has been 1ssued request 1ng that the 1ssuc of Cdpaclty at the 

San Carlos WWTP be addressed. 

Q_ Do you have anyt hing fur ther to c~ d <P 

A. No . I do not . 
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1 MS. O'SULLIVAN: Lastly, the testimony of 

2 Troy Rendell, William Troy Rendell, of the staff with 

3 the Public Service Commission consisting of nine 

374 

4 pages. We request that it be inserted into the record 

5 as though read. 

6 COKMISSIOHER DEASOHI Without objection, it 

7 shall be so inserted. 

8 MS. O'SULLIVAN: Mr. Rendell had three 

9 exhibits identified as WTR-1, -2, and, -3. We request 

10 that they be identified and admitted into the record. 

11 COMMISSIONER DEASON: The prefiled testimony 

12 of Mr. Rendell will be inserted in the record and the 

13 exhibits attached thereto will be identified as 

14 Composite Exhibit No. 20 and likewise shall be 

15 admitted in the record. 

16 (Exhibit 20 marked for identification and 

17 received in evidence.) 
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DIRECT TESTIMONY OF WILLIAM TROY RENDELL 

Q. Would you please state your name and bus1ness address? 

A. My name is Troy Rendell . and my bus1ness address 1s 2540 Shumard Oak 

Boulevard. Tallahassee. FL 32399 . 

Q. By whom are you employed and in what capac1ty? 

A. I am employed by the Florida Publ1 c Service COITITlission as a Publlc 

Utilities Supervisor in the Rates and Charges Rev1ew Sect10n . Bureau of 

Economic Regulation . Divis1on of Water and Wastewater 

Q. How long have you been employed w1th the Commission? 

A. Since November . 1987 . 

Q. Would you please give a br1ef descr1pt1 on of your educational background 

and professional exper1ence? 

A. I graduated from Gulf Coast Commun1ty Coll ege 1n 1985 w1th an Assoc1ate 

of Arts Degree in Business Adm1n1strat10n . In 1987. I graduated from the 

Florida State University with a Bachelor of Science Degree 1n ~1nance . 

After graduation . I was employed a ~ a comptroller for Port Panama C1ty 

Marina . Inc . In November 1987 . I began work ing for the Flor1da Publ1 c Serv1ce 

COITITlission as a Regulatory Analyst I 1n t he Burea~ of Gas Regulat1on . Dlv1 s1on 

of Electric and Gas . In January . 1991 . during a structural reorganization of 

the Commission . I joined the Division of Auditing and F1nanc1al Analys1 s 1n 

the Bureau of Account ing . In October . 1991 . I transferred to the D1v1sion of 

Water and Wastewater as a Regulatory Analyst IV in the Bureau of lnr11JStry 

Structure and Policy Development . On March 1. 1994 I accepted my current 

pos1t ion within the Bureau of Economic Regulation . I am also a Class B 

pract1t1oner wh1 ch makes me eligible to pract ice before the Comm 1ss 1on 
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1 Q. Have you had cause to testify in other dockets before the Flor1da Publ 1c 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 
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17 

18 

19 
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22 

23 

24 

25 

Service Commission? 

A. Yes . I testified in Docket No . 930880 -WS . Invest igation 1nto the 

Appropriate Rate Structure for Southern States Ut1l1ties . Inc . I have also 

filed direct testimony in Docket No . 880002 -EG. the Energy Conserva t1on Cost 

Recovery <ECCR) docket . 

Q. What are your present respons1bi l 1t1es w1 th the Cormn ss10n? 

A. I am respons1bl e for superv1s1ng a techn1cal profess1ona l staff who are 

1nvolved in accounting and rate aspects of formal r ate appl1cat1ons . service 

availability . and limited proceedings . My respons1bilit1es also i nclude 

preparing and presenting expert testimony concerning accounting and rate 

matters at forma 1 hearings before the Comm1 ss 1 on . as wP 11 as c1dv 1 s 1 ng and 

making recolllllendations to the Cormnss10ners. am al so respons ible for 

conduct1ng r esearch. generic investigations and recommending statutory and 

rule changes . and Commission poli c1es or1 areas of my responsibility . 

0 What is the purpose of your test 1mony 1n this proceed i ng? 

A. The purpose of my testimony 1 s t o prov1 de 1 nformat 1 on regard1 ng the 

proper methodology of calculating the annual 1zed operat1ng water revenues f or 

Gu 1 f Uti 1 i ty Company (Gulf) for the seven month period of Apnl through 

November 1996 . and the period from November 1996 through the effect1ve date 

of the final water tariffs in this instant docket . I am also t est1fy1ng to 

the appropriate regulatory accounting treatment of property contributed from 

the Caloosa Group . Inc . <Caloosa) . an a1f1l1ated developer . 

0 When d1 d the coiiiTli ss ion initiate the overearni ngs 1 nves t 1 gat 1 on for Gu 1 f 

Ut1l1ty? 

- 2 . 
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A. By Order No . PSC-96-0501 -FOF -WS. 1ssued Apr1l 11 . 1996 . the CommlSSlon 

2 initiated an overearn1ngs Investigation and held S353 .492 or 16 .92 percent in 

3 annua 1 water revenues subject to refund . Pend1 ng the reso 1 ut 10n of the 

4 investigation. Gulf Util1ty was ordered to undertake a surety bond . letter of 

5 credit or escrow agreement in the amount of S179 .203. whi ch represents a Slx-

6 month time frame . plus interest . Al so. by that order. the overearn1ngs 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

7? 

23 

24 

25 

investigation was combined with th1s current rate proceeding _ 

0. Has the conmi ss ion issued any subsequent orders concerm ng any 

add1t1onal potential water overearn1ngs? 

A. Yes . In the current docket . Order No . PSC -96 -1310 -FOF -WS. was 1ssued 

on October 28 . 1996. As ind1cated 1n this order . Gulf f1led 1ts current 

application for an increase in wastewater rates and a decrease in water rates 

on June 27 . 1996 . In its application. Gulf requested an 1ntenm water revenue 

decrease of S141 .709 and a permanent water revenue decrease of $155 .935 . In 

1ts filing. the utility d1d not request Interim water rates. but 1nstead 

requested that its proposed final raLP\ be effect1 ve Simultaneous w1th 1ts 

proposed interim wastewater rates . In Order No . PSC -96-1310 -FOF -WS . the 

Commission determined that it could not make a final determination regarding 

the potential overearnings of the water system at the t1me of 1ntenm. 

Therefore the Commission approved the company 's proposed final rates on an 

interim basi s. pend1ng the determ1nat1 on of the approprldl(' flrldl water rates 

1n th1s case . 

Q. Has Gulf Utility implemented the lower water rates pursuant to Order r~a . 

PSC-96-1310-FUf -WS? 

A. Yes. the tar i ff sheets containing the interim reduced water rates were 
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approved on November 1. 1996 . 

Q. What is the proper methodology to determ1ne the test year water revenues 

for the two per1ods? 

A. The water revenues should be annua l1 zed for each period the two 

d1fferent water rates were in effect . For the f1rst per1od. Apr1l through 

November 1996. the revenue should be calculated based upon the appropr1ate 

b1lling determinants for the test per1od end1 ng 1996 at the rates 1n effect 

as of October 31. 1996 . For the second penod . November 1996 through the 

effective date of the final ra t ~s. the revenue should be calculated based upon 

the appropriate b1lllng deter ·m1nants for the test perwd end1ng 1996 at the 

lower water rates at November 1. 1996 . 

Q. Why is it necessary to calculate annual1zed test period water revenues 

for two different periods? 

A. The two calculations must be done so that the appropr1ate ref~nd . 1f 

any. for each time period can be accurately determ1ned . As stated ea r l1er . 

16 .92 percent of annual water revenues were held subject to refund beg1nn1ng 

April 11. 1996 pending a f1nal determ1nat1 on by the Comm1ss ion. Gulf Utility 

f1led an escrow agreement on May 15 . 1996 and began deposi t1ng 16 .92 percent 

of its monthly water revenues 1nto th1 s account . As a result of ihe 1nter1m 

water rate reduction approved in Order No. PSC-96-1310 -FOF -WS. the amount of 

revenues held subject to refund was reduced to 9 39 percent on a prospect 1ve 

basis . This amount 1s in addit 1on to the amount of revenues prev1ously held 

subject to refund pursuant to the overearnings investigation . 

By lowering the water rates. two d1 st1nct refund per1ods were created 

t o determine any potent 1 a 1 overea rm ngs Further . since two d1fferent 

. 4 . 
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amounts were held subject to refund . two d1fferent annual1zed calculations 

must be made to determine 1f any refunds are necessary 

3 Q. How shou 1 d the revised interim revenue requ 1 rement be ca 1 cu 1 a ted to 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

{~ 

determine any potent1al interim refunds or overearn1ngs7 

A. The staff of the Commission should remove adJustments made 1n the rate 

case test period that do not relate to the per10d 1ntenm rates are 1r1 effect 

Examples of these adjustments would be plant 1n serv1 ce wh1 ch was not 1n 

service dur1ng the 1nter1m collect1on per1od but w1ll be 1n serv1ce after the 

f1nal rates go into effect . Expenses which w1ll be recovered only after f1nal 

rates are established . such as rate case expense. should also be removed . 

After these items are removed . the staff should then calculate a rev1 sed 

revenue requirement for the interim pen od us 1 ng the same data used to 

establish final rates . 

Q. Will 1t be necessary for the staff of the commlSSlon to ca lculate two 

different revised revenue requirements for t he 1ntenm co ll ect 10n penod to 

determine any potential water overearnings? 

A. No. The same calculated revi sed water revenue r·equ1rement should be 

used to compare against the two annual1 zed water serv 1ce revenues The only 

d1fference would be a calculation of two d1fferent overearn1ng percentages. 

1f any. 

Q. Have you researched any documenta t ion between Gulf Ut1l1ty Company and 

Caloosa Group. Inc .? 

A. Yes . I have reviewed several deve loper agreement !> between these two 

corporations on file w1th the Comm1ssion . I have also rev1ewed Gulf 's tari ff . 

On December 17 . 1986. Gul f filed an agreement dated Apr1 1 17. 1986 w1th 
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Caloosa . Th1s developer agreement was s1gned by Russell B. Newton . Jr . for 

2 the Caloosa Group and James w Moore . for Gu lf Th1 s agreement covered an 

3 unnamed project . owned by Ca 1 oosa . cons 1st 1 ng o t 20 ptla ses of deve 1 opment . On 

4 October 4. 1988 . the Cormnss10n rece1ved two add1t10nal rebate agreements 

S between these two corporations . The f1rst one was dated Apr1l 17. 1986 and 

6 covered property 1dentif1ed as Umt 16. Phase I . owned by Caloosa . Th1s 

7 agreement was a 1 so s 1 gned by Russe 11 B. Newt on . Jr and James w. Moore . 

8 Since th1s rebate agreement was dated the same dS the above -ment 10ned 

9 developer agreement and s igned by the same part1 es . I assumed that 1t covered 

10 the same project . but only related to Phase I of the development . 

11 The next rebate agreement was dated MayS . 1987 . Th1 s agreement covered 

12 Unit 16 . Phase II. which was owned by Ca loosa Group . Inc. As w1th the 

13 previous two. this agreement was s1 gned by Russel l B. Newton . Jr . . on behalf 

14 of Caloosa. and James W. Moore . on behalf of Gulf . 

1S On February 3. 1989 . the CommiSS IOn rece1ved three more rebate 

16 agreements . The first two were dated August 10 . 1987 . The f1rst agreement 

17 was between Carl N. Fisk and Caloosa. as one party and Gulf as the other . 

18 This agreement was signed by Russell B. Newton. Jr . . Carl N. F1sk. and James 

19 W. Moore . and covered Unit 16 . Phase V-A. I am not sure what . 1f any . the 

20 re 1 at i onshi p is between Car 1 F 1 sk and Ca 1 on'>d or Gu 1 f I he second one covered 

21 Unit 16 . Unit V. The th1rd one was dated October 5. 1988 and covered Un1t 16 . 

22 Phases VI & VI I . A 11 of these referenced agreements are at tached to my 

23 testimony as Composite Exhibit WTR -1. 

2~ 0 Do you bel1eve that the developer agreement f1l ed dated apr1l 17. 1986 

25 covered all of the development in unit 167 

. 6 . 
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A. Yes . Based upon my rev 1 ew of th1 s agreement . th 1 s agreement covers 

twenty phases of an unnamed development . Subsequent rebate agreements were 

filed between these two parties which covered separate phases of Unit 16 

development. I believe that the first developer agreement was the umbrella 

agreement for the development of Unit 16 . Then the parties entered 1nto 

subsequent rebate agreements for each phase of Unit 16 to cover var1ous plant 

additions . 

0 What relevance do these agreement s have to thi s 1nstant rate case? 

A. In the audit report filed November 21. 1996 in th1s rate case. Exhibit 

KLW -1 attached to Kathy Welch's testimony . there was an aud1t d1sclosure wh ich 

related to these transactions . Specifically. Aud1t D1 sc losure Nn. 1 1nd1 cates 

that assets received as a result of these transactions were booKed by Gulf to 

equity instead of contributions-in-aid -of -construct ion <C IAC> 

Q. Have you revi ewed any documentat10n that Indicates th1s? 

A. Yes . I have reviewed an Unanimous Written Consent to Resolutions by the 

Board of Directors of Gulf whi ch was contained in the audit wor~papers . This 

resolution indicated that owners of Caloosa were g1ven st oc:K 1n Gulf in 

consi deration for contributed lines 1n the amount of $160 .928 . Th1 s stoc~ was 

1ssued to James W. Moore. and the Russell B. Newton. Jr Revocable Trust . 

Thi s resolut1on 1s attached to my test1mony as Exhibit WTR -2. 

Q. Do you believe this was the arpropr1ate regulatory treatment for th1s 

transact1on? 

A. No . believe that any contribut ions made by developers . 1nc ludi ng an 

affiliated corporation . shoul d be booKed to CIAC . 

Q. On what do you base your conclusion? 

. 7 . 
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A. First. I based my opimon upon the developer agreements and rebate 

2 agreements entered into by Gu 1 f Uti 11 ty Company and Ca 1 oosa Group . The 

J defHJltlOn port10n of the f1rst developer agr •'ement of l xh1b1t WTR 1. dated 

4 April 17. 1986 indicates that any property received by the utllity . from the 

5 developer. should be considered CIAC . This 1s shown 1n Sect1on 1(c ) of th1 s 

6 agreement . Further. Sections 1(j)&(K) of th1s agreement. 1ndicate that the 

7 water lines which are constructed by the developer should be cons1dered on-

8 s1te and off-site facilit1es . Sect1ons 3 and 4. of the agreemenL . cover the 

9 installation and contribution of all on -site and off -s1te facilities . Also. 

10 as indicated on subsequent rebate agreements in Exhibit WTR -1. the developer 

11 agreed to transfer the facilities to Gulf Utility as CIAC . 

12 Q. Is the provision for donated lines consistent with the approved tariff 

13 on file with the (OITITlis sion for Gulf Ut1l1ty Company" 

14 A. Yes . Specifically . this contribut1on i s cons1stent w1th Original Sheet 

15 No . 32 and Third Revised Sheet No . 33 . Sect1ons 3.0. 4 0. and 6.1 address 

16 the contributions of property by developers and indi cate that these should be 

17 considered CIAC . I believe that Gulf Ut1l1ty should treat contr1but1ons from 

18 all developers consistently . This will ensure nond1scr1m1natory treatment of 

19 contributions from all developers . 

20 Q. Have you attached the servi ce ava1lab1l1ty pol1 cy sec t iOn of Gulf 

21 Utility Company's approved tariffs to your test1mony? 

22 A. Yes . They are attached as com~ Js1te Exh1b1t WTR -3. 

!3 0 Is the t reatment of donated l1nes as CIAC dlso cons 1st ent w1th 

24 co1001ission rules? 

25 A. Yes . Specif1cally . Rul e 25 -30 585 . Fl or 1da Adm1n1 strat1vE' Code 

8 -
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designat es that . at a minimum . t he cost of 1nsta ll1 ng water transm1ss ion and 

2 di st ri but ion faci l i ties and sewage coll ect10n faci l1 t1es shou ld be considered 

3 CI AC. 

4 0. Based upon your rev iew . how shoul d these contr1butions be treated? 

5 A. Consistent with Audit Di sclosure No . 1. t he amount should be recorded 

6 as a credit to CIAC and reversed as a deb1t to common equity To do otherwise 

7 wou ld all ow t he company an opportun1ty to earn a rate of return on the plant 

8 wh1ch should have been contr1buted . 

9 0 . Does t hat concl ude your test1mony? 

10 A. Yes . 1t does . 

11 
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1 MS. O'SULLIVAN: Thank you. 

2 Commissioner Deason, I do not believe that 

3 Mr. Beard and Mr. Kleinschmidt were in attendance when 

5 them in now . 

6 COMMISSIOM!R DBASOM: Okay. I am going to 

7 ask those individuals, as well as any other witnesses, 

8 that may be in the room today who were not in the room 

9 yesterday, please stand and raise your right hand . 

10 (Witnesses collectively sworn . ) 

11 

12 seated. 

13 

COMMISSIONER DEASON : Thank you. Please be 

MS. O'SULLIVAN: Staff will call Thomas 

14 Beard. And with Mr. Beard I believe is Mr. Porter, 

15 his attorney. 

16 MR. PORTER: Jim Jessell , Jr . with Porter 

17 and Jessell. 

18 

19 

20 

21 

22 

23 

24 

25 
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1 THOMAS K. BBARD 

2 waa called aa a witness on behalf of the Staff of the 

3 Florida Public Service Commission and, having been 

4 duly sworn, testified as follows: 

5 DIRECT EXAMINATION 

6 BY MS. O'SULLIVAN: 

7 Q Good morning, Mr. Beard. Could you please 

8 state your name and business address for the record? 

385 

9 A My name is Thomas Miller Beard. My business 

10 address is 8013 Sanibel Boulevard, Fort Myers, Florida 

11 33912. 

12 Q And by whom are you employed and in what 

13 capacity? 

14 

15 

16 

17 

18 

19 

A San Carlos Park Fire Protection District and 

in the capacity of the fire inspector . 

Q Have you prefiled direct testimony in this 

docket consisting of six pages? 

A 

Q 

Yes, I have. 

Do you have any changes or corrections to 

20 your testimony? 

21 A I believe there's a c ouple of things that 

22 probably need to be cleared up, but basically the 

23 testimony will be the same. 

24 Q Okay. 

25 A But I'm sure there is a couple of things 

FLORIDA PUBLIC SERVICE COMMISSION 



386 

1 I'll be crossed on. 

2 MI. O'IULLIVAMI Commissioner Deason, we 

3 request to have his testimony inserted into the record 

4 as though read. 

5 COMMISSIONER DEASONz Without obj~ction, is 

6 ahall be so inserted. 

7 

8 

9 

10 

0 (By ••· O'Sullivan) Mr. Beard, did you 

file an exhibit identified as TMB-17 

A Yes, I did. 

0 Do you have any changes or corrections to 

11 that exhibit? 

12 

13 

No. I do not believe so. 

MS. O'SULLIVAHz May we have this exhibit 

14 identified please, Commissioner Deason? 

15 COMMISSIONER DEASONz Yes. It shall be 

16 identified as Exhibit 21. 

17 (Exhibit 21 marked for identification.) 

18 
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DIRECT TESTIMONY OF THOMAS H. BEARD 

Q. Please state your name and business addr ess . 

A. Thomas M. Beard . My busw ess addrc~~ 1:, 80 13 ~dn1 bcl Bou l eva r d . Ft 

Myers . Florida . 33912 . 

Q. Please state a brief descripti on of your educa t 1 on a 1 background and 

experience . 

A. I graduated from h1gh school . I am current l y enrol l ed at Fd1 son 

COI11Tiunity Coll ege and work1ng towar d an A.S. degree 1r1 f 1rc Sc 1encc I have 

over 13 years in the fire serv 1ce as a cert1fi ed f 1r ef 1ghter . f1re 1nspec t or. 

and instructor . 

Q. By whom are you presently emp l oyed? 

A. The San Carlos Park Fire and Rescue Serv1 ce 01 st r 1c t 

Q. How long have you been empl oyed w1th t hP d 1 ~ t n c l . ond 111 what cdpac 1ty7 

A. I have been employed by the d1str1 ct for over 13 year s I have been a 

fire inspector for the past f 1ve years . 

Q. What are your general respons1b 1l 1t1 es? 

A. I am responsible for inspect1ng al l new bu1ld1ngs dur 1ng const r uc t 1on 

phases for code compliance . I al so conduct annua l 1nspPc t 1ons of ex 1st 1ng 

bulldings . public education. and f1re flow t est s . 

Q. Does Gulf Utilities . Inc . (Gulf) provi de f1 r c fl ow t o thr San Car l oc, 

Park Area? 

A. Yes . 

Q. Are you familiar with Gulf Ut1l 1t1 es Inc ~ f 1r c tlyd1·dnl sy~ tprn·' 

?4 A. Yes . in the context of my dut i es . 

25 Q. How many of the hydrants in your f i r e di s tn c t are on Gu 1 f · s water 11 np<; 7 
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1 A. Of the 619 fire hydrants in the di stri ct. 397 are served by Gu lf . S6 

2 hydrants are in commercial areas. and 341 are loca ted 1n res 1denl 1dl areas . 

3 Q. Are Gulf's fire flow capabilities adequate7 

4 A. No . as detailed below. the fire flow in some areas 1s low . 

Who is responsible for the fire flows7 s Q. 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

A. It is my understand ing the ut ility company wou ld be . 

Q: Who is responsible for the maintenance of the hydrants? 

A: There is a rna i ntenance agrerment bet wren the ut 1 1 1 t y compuny dncJ t h<' 

department . 

0: Who is responsibl e for test 1ng the f1re hydrant ~ 1 

A: As the local fire off1cial. I am rcspons 1hl c 

Q. Is there a m1n imum fire fl ow requirement? 

A. In residential areas the m1n imum requ1rement would be ?SO gall ons per 

minute (gpm) . In commercial areas the f1re flow depends on the s1ze of the 

building. but a minimum flow of 1500 gpm would be a good standard . We use a 

forfll.lla to calculate the fire flow for a bu1ld1ng us1ng the area of the 

17 building . the type of constructi on. and the occupancy hazard . 

18 Q: Are these requirement s spec1 f1 ed by county ord1nance or other 

19 governmental body? 

20 A: Yes. Section 12 of the Lee County Development Ordrr The order 1s 

21 attached to my testimony as TM8 -1. 

22 Q. Does Gulf meet all of these requ1rement ~ 1n 1ts serv1 ce area 7 

23 A. No . There are some resident1al areas that do not produce ?SO gpms and 

24 there are commercial areas that do not produce U1<1t r1 t ht>r 

2!:> Q. How many hydrants 1n commerc1a l area s do not meet f1re fl ow nteds 7 

- 2 -
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A. 35 of the 56 fire hydrants in cOITITle; -: lal areas served by Ciulf . 

Q. How many hydrants do not meet the f1re flow needs 1n res 1dent 1al area~? 

A. 75 of the 341 fire hydrants in res1dent1al areas served by Gu lf . 

Q. Where are the problem areas? 

A. All of Gulf Utility ' s Island Park c1rea and t he conmerc1a l area on 

RocKefeller Circl e both have areas of reduced f1re flows. 

Q. What are the causes of the low fire fl ow? 

A. The problem is caused by reduced pump1ng pressure 1n the water· l 1nes 

Reduced fire flow capci ty can a 1 so be caused by sma 11 d1 ameter 1 i nes . and 

build up in the water lines. or scaling. wh1 ch reduces the d1ametPr of the 

1 i ne . 

12 Q. What could be done to correct th is probl em? 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. The pressure could be increased in the l1nes. or. 1f the l 1nes are 

blocked . they could be cleaned ou t . 

Q. Has the Gulf Utility Company reduced pressure 1n thr water l1 ne~ over 

the years? 

A. Yes . fire flow tests that have been done in the past have had h1gher 

pressures . 

Q. How does reduced pressure effect ex1st1ng buildi ngs that are f1re 

spr1nkled and designed at higher pressures? 

A. The system may not work the way 1t wa s dcs 1gneo 1f 1t wa ~ ca lculated at 

higher pressures . 

Q. Does a lower fire flow cause diffi culty for the construcl wn Industry? 

A. Yes . Low fire flow results 1n extra cos t s to the bu1lder from hav1ng 

to f1 re sprinkl er the bu1 ldi ng. or hav1ng to bu1ld four -hour f1re wall s to 

. 3 . 
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1 reduce building size . It limits the development of areas In some areas 

2 drafting ports into lakes had to be built to compensate water supply . 

3 Q. How does this affect the fire rlepartment? 

4 A. It reduces the fire flow ava1lable for f1ght1ng f1res and 1t crea~~s a 

5 limited water supply for fire fighting. 

6 Q. Have you ever discussed this wi th any Gulf Ut 1 11 t _v represent at 1 ve? 

7 A. Yes. Utility representatives said that Gulf 1s not respons ibl e for f1re 

8 flows. only potable water . 

9 Q. Do you know of anyone who has bui 1t a bui ld1ng that has been Impacted 

10 by this reduced fire flow? 

11 A. Yes. in the Constitution Boulevard and Roc~e fc ller C1rcle area . The 

12 Domino's Pizza building (a 8000 sq. ft . business office complex) had to bu1ld 

13 three four-hour walls. Peppermint Tree day -care (8000 sq ft . ) hdd to add a 

14 fire sprinkler system . Wogoman Tile a 2.500 sq. ft . storage bu1ld1ng had to 

15 build a four-hour wall. and All County Insulation a 2500 sq. ft storage 

16 building . had to build a four -hour wall. al l because of reduced f1re f low 1n 

17 this area . In the Island Park area the qua li ty of water 1s so bad tha t a f1rr 

18 flow test can not be done without the Gulf Ut 11 i ty Comrany prl' I I ush 1 ng the 

19 hydrants the day before the fire flow t est . There are also drafting hydrants 

20 in apartment complexes for additional water supply . 

21 Q. What is the fire flow in that area? 

22 A. The fire flow is around 750 gpm or less . 

23 Q. Are there any cOITil'lerci a 1 areas in the Gu 1f Ut J11 ty t .,- 1 II d 1-. t r·1 d I or· 

24 which Gulf does not provide water serv1 ce . 

25 A. Yes . the Jean Street area is 1n their service area and there arr no 

- 4 -
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hydrant lines on half of the street . The water l1nes from Gulf Ut 1l1ty are 

2 over 1000 feet away. which 1s a 6" or 8" l1ne 1n a res1 dent1a l area ThC' 

3 other ha 1f of Jean Street i s serviced by F 1 on da C 1 t 1 es Water Company ( F 1 or 1 da 

4 Cities) with a 10" line off of a 16" l1ne. lhe f1re flows on these l1ne!l drc 

5 in excess of 2000 gpm . The fire flows from the Gu lf Uti l ity s1de are around 

6 750 gpm. 

7 Q. What are the locat1on requirements perta1n1ng to f1re hydrants 1n the 

8 San Carlos district? 

9 A. Conmercial buildings requ i re a hydrant w1th1 n 400 feet . 

10 Q. Is there another utility company in your area that prov1des f1re fl ow? 

11 A. Yes . Florida Cities . 

12 0 . Does Florida Cities experience similar fire f1 ow prob 1 ems? 

13 A. No. 

14 Q. Please explain the differences between the ut 1 l1 ty compan1 es as far as 

15 the fire related issues that you deal with . 

16 A. There is not a fire flow problem w1th any t he Fl or 1da C1t1 es f1re 

17 hydrants . Florida Cities does not have to be present dunng the f1re f low 

18 tests. Florida Cities will make repairs to broken publi c f1re hydrants w1th 

19 no cost to the fire department. Any broken f1re hydrants 1n the Gulf ut1l1ty 

20 area must be repaired by the fire department at our expense . 

21 Q. Is your department responsibl e for the fire and safety protC'ctlon of the 

22 Florida Gulf Coast Univers1ty? 

23 A. Yes. 

24 Q. Is the pressure and flow prov1 ded to the Un1vers1 ty su ff1c1ent to 

25 provide adequate fire protection t o t he University? 

- 5 -
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1 A. No. The water lines to the Un1vers1ty are dead end I 1nes wh1 ch prov1de 

2 1348 gpm. 

3 Q. Does this conclude your t est1mony7 

4 A. Yes . 

5 
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1 M8. 0 1 8ULLIVANI Tl1o wltnos~ i u tondorod tor 

2 cross. 

3 CROSS EXAMIMATIOM 

4 BY KR. RBILLYZ 

5 

6 

7 

0 

A 

0 

Good morning, Mr. Beard . How are you doing? 

Fine, thank you . 

In your direct testimony you were asked if 

8 Gulf met all the fire flow requirements in the service 

9 area. And on Page 2 , Line 23, you state, "No. There 

10 are some residential areas that do not produce 750 

11 gallons per minute, and there are commercial areas 

12 that do not produce this either." Is that correct? 

13 

14 

A 

0 

That's correct. 

So there are areas, commercial areas , where 

15 the Utility is unable to produce even the 750 gallons? 

16 

17 

A 

0 

Yes, sir. 

And what is the required pressure to meet 

18 the commercial fire flow needs? 

19 A Specifically , according to the development 

20 standards, there is no specified amount. But if you 

21 do not meet certain requirements, they will not 

22 approve your development order . As in a residential 

23 area, if do you not mee t the 750 gallons , your 

24 developme nt order will be c ancelled . Okay? Vou would 

25 have to come back and, say, sprinkler all your 

FLORIDA PUBLIC SERVICE COMMISSION 



1 buildings, which is a very large expense to the 

2 contractor. That never happens. Okay? 

3 Q Okay. You were also posed a question, ie 

4 the pressure and flow provided to the university 

5 that's under construction sufficient to meet their 

6 fire flow needs. And I believe on Page 6 of your 

7 testimony you state: "No. The water lines to the 

8 university are dead end lines which provide 1,348 

9 gallons per minute." 

10 My question to you is : What is your 

11 understanding of their fire flow needs? 

12 A My understanding is I have done the fire 

394 

13 flow calcs for the buildings out there. Based on the 

14 square footage as stated in the Lee County development 

15 code, using the Hayes and Williams formula for the 

16 tire plug and using the formula they use to calculate 

17 fire flow, and most of the buildings do not come up to 

18 fire flow units. I have those -- I have that document 

19 here if you want to review that . 

20 Q And this is your analysis of each building? 

21 What, there's aa many of nine building• they're 

22 contemplating? 

23 A At this time there's seven buildings. 

24 

25 

Q 

A 

Seven buildings? 

Yes, sir. 
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1 

2 

3 

MR. GATLIN: can I have a copy? 

WITNI88 IlARDI Yes, sir. (Tendering) 

MR. REILLY: I think we'll just-- I think 

4 rather than me trying to look at that document ar.d 

5 understand it, I think we'd be better served it you 

6 could tell me what that document s a ys. Now, I just 
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7 noticed on the cover page it said eight buildings, and 

8 you mentioned seven buildings. How many buildings did 

9 this study evaluate? 

10 A I'm sorry, eight buildings . 

11 Q Eight buildings. 

12 A There's seven numbered buildings, and 

13 there's a building they c all the broadcast building, 

14 which is the new public television studio. 

15 Q Now, will the fire flow requirements differ 

16 from building to building? 

Yes, they do. 17 

18 

A 

Q And could you t~ ll me -- ju::; t. ;:. ... un: .. a rize the 

19 fire flow requirements per building. 

20 A sure. Building 1 is 53,304 squ~~e feet. 

21 It's noncombustible construction . Light hazard 

22 occupancy. They get all the credits for being 

23 noncombustible construc tion. They take the c red i t fo r 

24 be i ng a light hazard occupancy . Bas ed on the formul~ 

25 that Lee County uses in the development standards, the 
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1 fire flow comes up that they need 2,493 gallons. This 

2 is an unsprinklered building. 

3 Q And real quickly, without even all the 

4 detail, what were the numbers on the remaining 

5 buildings? 

6 A I've got a building that requires 2.252. 

7 That's Building 2. That is not sprinklered. 

8 Q 3? 

9 A Building 3 is a sprinklered building, it's a 

10 Class B occupancy. It's the auditorium. That will be 

11 fire sprinklered so the fire flow is met on that 

12 particular building. 

13 Their Building 4 is 26,425 square feet. And 

14 the fire flow on that building would be required to 

15 1,755 gallons per minute . 

16 Building 5 is 22,033 square feet. The 

17 required fire flow on that would be 1,603 gallons. 

18 Building 6 is 5,448 square feet . That has 

19 met fire flow. The required flow is 797 gallons per 

20 minute. 

21 Building 7 i s 5,150 square feet. The 

22 required flow on that is 755 gallons per minute, and 

23 the broadcast building is 32,261 . The fire flow on 

24 that is 1,939 gallons per minute. 

25 Q And it's my understanding when you went out 
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1 and tested the main line that comes in to serve the 

2 university, you got a result of 1,348 gallons per 

3 minute? 

4 A Originally, that came from the models that 

5 were done. Okay? The computer models at the time, 

6 that 1,348. I did a fire flow test with one of the 

7 Utility representatives at the Food Lion. And they 

8 before the lines were in, they did a computer model 

9 that was generated to calculate what the anticipated 

10 flow would be. Since then, I've done several tests 

11 out there. 

12 

13 

0 

A 

Could you give me the updated information? 

Yes, sir, with various results. One test 

14 was performed on 1/13/97, with a number of 1,192. 

15 Another test that was performed on 1/13/97, come up 

16 with 1,042. That's at 20 psi. 

17 Another test that was performed on 1/16/97, 

18 the fire flow test came out at 1,064. When we went 

19 out there to -- let me give you these other two . On 

20 1/22/97, we came up 1,099 gallons per minute. We did 

21 another test on 1/22/97. We got the same figure, 

22 1,099 gallons per minute. 

23 Now, if there was a request put in from 

24 Brown & Root to the State Fire Marshall's Office and 

25 it was cc'd to the engineer, the State Fi re Marshall, 
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1 Gult Utility, and everybody involved, everybody shows 

2 up except a representative from Gulf Utility. Thft 

3 fire tlow test that we conducted on that day, which 
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4 was the 20th, we got quite different numbers. We came 

5 up with 1,455. We come up with 13,344. 

6 Q Is this the same? What location are we 

7 talking about now? 

8 A The same location . 

9 

10 

Q 

A 

The same location, okay. 

We come up with another figure of 1,446 . 

11 Actually, a couple of these tests were done at the 

12 entrance. And the fire marshal's tests we went to the 

13 most remote locations. A couple of these tests that 

14 I've done, we did at the entrance to the loop road. 

15 And then we went back and tested the same ones that 

16 the fire marshal had done. 

17 Q What is the practical effect of these 

18 results? That there's less fire flow than what is 

19 deemed to be necessary? That there would be a greater 

20 likelihood that the fire department could not 

21 successfully respond to a call to put out a fire at 

22 these locations? 

23 I believe what you are sayiny is correct. 

24 With a reduced fire flow, we -- in the fire service, 

25 we use a formula called an ideal rate of flow where 
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1 they do a hydraulic or an algebra calculation of what 

2 kind ot water you need if a building is enveloped in 

3 fire to put it out. If you don't meet the fire flow, 

4 you could not put out the fire. You've got to be able 

' 5 to reduce the heat. And the process we Jse to reduce 

6 the heat is the application of water. 

7 Q Right. Do insurance companies -- to what 

8 extent do they get involved in this whole process? Do 

9 they try to determine what the risk factors are? Are 

10 there higher premiums for the end user, for the 

11 building owner? 

12 I do know this, that in our area that --

13 where we use insurance service offices, everybody else 

14 doesn't . They'd rate the fire department, and that's 

15 called a dry sort of rating. In the unincorporated 

16 areas where we have no hydrants, we would be 

17 classified a nine. And this is a very complicated 

18 process that takes in not only the water system, but 

19 the fire department training, the personnel, 

20 everything. They critique the fire department and 

21 rate it. In areas that we have hydrants, we are rated 

22 a four, which is a very good rating, unless it does 

23 affect insurance . 

24 Have you read Mr . Elliot's rebuttal 

25 testimony? 
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2 

A 

0 

400 

Yes, I have. 

And in his testimony he said that a fire 

3 flow test should last at least 10 minutes for the high 

4 service pumps to kick on . can your department provide 

5 proper protection if you have to wait more than 10 

6 minutes to receive the required fire flows? 

7 No, sir . 10 minutes is too long for a fire 

8 to burn without putting the proper amount of water on 

9 the fire. I have a letter from another contractor, 

10 Wildcat Fire Protection out of Tampa, and I asked them 

11 how do you do fire flow tests. Basically, they use 

12 the same procedures that I do, according to the 

13 American Water Works Manual 17 and according to NFPA 

14 291. I have those documents here if you'd like to 

15 look at them. 

16 Basically, they use the same procedures that 

17 I do. These are proven and tested procedures 

18 throughout the nation . Nowhere does it say to leave 

19 the hydrant run for 10 minutes; until the pressure 

20 stabilizes, generally two to three minute, as 

21 Mr. Elliot stated. That's about what we do, three to 

22 five minute tests. 

23 Any more than that -- I can't imagine 

24 turning on the hydrant and letting it run full bore 

25 for 10 minutes. That would be -- this is Florida. We 
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1 have a water problem anyway. The property damage that 

2 can be incurred from letting the hydrant run for so 

3 long, it's just wasting water. If somebody says for 

4 u•e, and you're pouring 1,000 gallons a minute, you're 

5 talking 10,000 gallons of water ever fire flow test. 

6 I do quite a few fire flow tests and use -- there's a 

7 lot of water. 

8 HR. RBILLYz That concludes my questions. I 

9 have just a question to pose to the Chairman. This 

10 man has done a great deal of work in studying this 

11 question and corning up wi th these fire flow results. 

12 I would like to have this entered into the record. 

13 This is not my witness . I guess I'll yield 

14 to Staff to decide what they desire to sponsor, have 

15 their witness sponsor, but 

16 MR. GATLIMz Mr . Chairman, I would like to 

17 see that (Simultaneous conversation.) 

18 MR. REILLY: and obviously. 

19 HR. GATLIN I authored that study. 

20 MS. O'SULLIVAN: I think you could ask 

21 Mr. Beard to file a late-filed exhibit of the 

22 documents . 

23 HR. RBILLY: Well, that's -- all right . I 

24 propose to do that. I personally would like to have 

25 that entered into the record, and I certainly would 
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1 like to give counsel here an opportunity to review 

2 that information prior to the time it is admitted. 

J But that would be my motion, with that caveat that 

4 Mr. Gatlin have a chance to review it and interpose 

5 any legitimate objections he might wish to interpose . 

6 MR. GATLIN: May I look at the copies of it 

7 now? 
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8 COKNISSIONBR DEASON: Yeah . We are going to 

9 take a five-minute recess and let the attorneys look 

10 at the documents. 

11 MR. RBILLY: But otherwise that concludes 

12 our questions. 

13 (Brief recess.) 

14 

15 COKMI88IONBR DEASON: Call the hearing back 

16 to order. 

17 Mr. Reilly, Mr. Gatlin, I note that we had 

18 taken a break and you were going to review -~me 

19 documents. Is an exhibit going to be requested at 

20 that point, or are we going to wait? 

21 KR. RBILLY: I would request that it be 

22 admitted, yes. 

23 COMMISSIONER DEASON: First of all, we need 

24 to identify it. And is there more than one document, 

or is it just one? 
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2 

MR. GATLIN: No, it's several. 

MR. RBILLY: I would just suggest a 

3 composite, Mr. Beard's composite exhibit. Just get a 

4 short title. 

5 COMMISSIONER DEASON: What I'm going to do, 

6 Mr. Reilly, is I'm going to give this back to you. 

7 And I'll let you organize it however you wish. 

8 MR. RBILLY: A little later, I'll 

9 COMMISSIONER DEASON: Do you have 
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10 availability of some type of copy machine? Or are you 

11 going to try to make copies after we get back to 

12 Tallahassee? 

13 

14 

MR. REILLY: I can do that, yes. 

MR. GATLIN: Mr. Chairman, we could make 

15 copies at noon today. 

16 

17 

COMMISSIONER DEASON: Okay. 

MR. GATLIN: Because I've just seen these 

18 documents, and I'm having a little problem with --

19 COMMISSIONER DEASON: My concern is, is that 

20 I don't want to detain Mr. Beard any longer than 

21 necessary. So if we can agree that he will no longer 

22 be needed to verify the documents, well, then, I will 

23 allow you to copy them at lunchtime; and then we'll 

24 discuss after lunch exactly how we're going to proceed 

25 with the documents. 
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1 But I don't want them to have an objection 

2 after Mr. Beard has left that somehow since the 

3 witness is not here that there is an objection to the 

4 accuracy of the documents. Do you understand my 

5 concern? 

6 MR. GATLIN: I do. Could Mr. Beard be 

7 available on-call this afternoon if he's --

8 

9 

10 

COMMISSIONER DEASON: I have no idea. 

Ms. O'Sullivan. 

MS. O'SULLIVAN: I could check with him. I 
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11 would propose that we treat it as we do all late-filed 

12 exhibits, that if we have objections, we deal with 

13 them at a later date. 

14 MR. REILLY: Of course, they're here now as 

15 opposed to late-fileds. The only difference --

16 COMMISSIONER DEASON: The only problem is , 

17 Mr . Reilly, is that we have one copy of the documents 

18 and it's normal procedure to have copies available for 

19 persons to review and at least have some opportunity 

20 to do that review before actually documents are 

21 admitted into the record, if we are not going to do it 

22 as a late-filed. 

23 

24 

25 

MR. PORTER: Mr. Chairman? 

COMMISSIONER DEASON: Yes. 

MR. PORTER: We have access to a copy 
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1 machine. We'd be more than happy to make copies and 

2 bring them back within an hour after he's done 

3 testifying. 

4 COMMISSIONER DEASON& Will that be 

5 sufficient for everyone's needs? 

6 MR. GATLIN: Yes. But I would prefer to 

7 have Mr. Beard available for some cross examination. 

8 COMMISSIONER DEASON! Mr. Beard, let me ask 
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9 you, how long can you spend with us today? I know you 

10 have other responsibilities . 

11 WITNESS BEARD: Yes, sir. ~~fortunately, I 

12 have a meeting at the school at 2 p.m. this afternoon, 

13 a conference. 

14 MR. GATLIN: May I take his deposition? 

15 COMMISSIONER DEASON: Mr. Beard -- I mean, 

16 Mr. Gatlin . 

17 

18 

KR. GATLIN: It's all right . 

COMMISSIONER DEASON: How long are you going 

19 to need to actually look at the documents before you 

20 can ask questions? 

21 KR. GATLIN: It may be resolved at 

22 lunc htime, or if we t a ke a break before then. We had 

23 people l ooking at them during the break then , but 

24 didn't r ea lly get t o a c onc lusion. 

25 COMMISSIONER DEASON : Mr . Beard, if we take 
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1 a lunch break from 11:30 to 12:30, can you rejoin us 

2 at 12:30? 

3 

4 

WITNESS BEARD: Yes, sir. 

COMMISSIONER DEASON: And we can have copies 

5 at that time. 

6 WITNESS BEARD: Yes, sir. 

7 MR. REILLY: That sounds good. 

8 COMMISSIONER DEASON: We'll just take it up 

9 at that point then, and we'll take an early lunch and 

10 get back early enough that Mr. Beard, to the extent he 

11 has to have questions asked, he can be here and still, 

12 hopefully, make his 2 o'clock appointment. 

13 WITNESS BEARD: Thank you, sir. 

14 CROSS EXAMINATION 

15 BY MR. GATLIN: 

16 Mr. Beard, how did the school get its 

17 building permit or occupancy permit when you say they 

18 don't meet the flow requirement? 

19 A It's a state facility. We have no 

20 forwarding; we have no jurisdiction there. It's under 

21 the jurisdiction of the State Fire Marshal's office. 

22 Have you or the fire marshal conversed with 

23 Gulf Utility about this? 

24 A No, sir. I've talked to the fire marshal, 

25 and I haven't got their results of the same fire flow 
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1 tests. I've talked to Mr . Weatherbee out of their 

2 office, and he seemed to believe that the fire flow 

3 tests did not come up to what they needed. They have 

4 not provided --

I'm sorry, I missed who he says. 
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5 

6 

Q 

A When we went out and did the fire flow tests 

7 at the university, the state fire marshal was present. 

8 We all conducted the tests together, and we all took 

9 the same figures. We went back to our offices and 

10 calculated the results. I have not seen his results. 

11 He said -- and if we are using the same 

12 formula, they're going to be the same. I believe 

13 Mr. Weatherbee, who is the inspector dealing with the 

14 university said he had thought that Tom Mutchler, who 

15 was the supervisor for the fire prevention out at the 

16 State Fire Marshal's Office said that they did not 

17 meet it. I'm not sure. 

18 Q How will you find out what the State 

19 Marshal, fire marshal said? 

20 A I asked him to call me and fax me the 

21 results, and they have not done that to this day. 

22 

23 

Q 

A 

When was that? 

Last week . Actually, I talked to him 

24 again -- we were out there Tuesday, I believe. I took 

25 the fire crews out there to do walk throughs so they 
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1 would become familiar with it. Mr. Weatherbee was out 

2 there, and I asked him where the results were. And he 

3 said, well, Tom's got it, but they haven't sent me 

4 what they found. 

5 0 Would they reach a conclusion in their 

6 statement as to whether the fire flows were adequate 

7 in their opinion or not? 

8 They are going to reach a statement, I'm 

9 sure they will. 

10 

1 1 

0 

A 

Have you dealt with the fire marshal before? 

We've worked with t~em on occasion. 

12 0 What's their general procedure when they are 

13 involved in something like this? 

14 A I'm not sure, sir. The only time I d~3l 

15 with them is -- there's a leased building that Florida 

16 Gulf Coast University is using, and I inspect it. 

17 They also inspect it. And then we deal with the issue 

18 of the Florida Gulf Coast University. Those have been 

19 my only connections with the State Fire Marshal's 

20 Prevention Bureau. 

21 And what are you saying are the required 

22 fire flows at the university? 

23 A I believe tha t was submitted on those 

24 documents of what would be required, all the figures 

25 some buildings meet iti some buildings don't. If it 
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1 were a private business in the county, they would come 

2 back and tell them to fire sprinkler all these 

3 buildings. 

4 

5 it? 

6 

Q 

A 

That's been done with one building, hasn't 

That's been done with one buila~ng because 

7 it is a Class B assembly . 

8 

9 

10 

11 

12 

13 

14 

15 

16 

the 

the 

Q Will the Utility system loop the lines as 

university grows? 

A 

Q 

A 

Q 

other 

A 

Q 

I believe so. 

And will that increase the pressure? 

Oh, absolutely. 

Did the fire marshal indicate that any of 

buildings have sprinklers? 

Yes. 

And that would change the required flow at 

17 those buildings, would it not? 

18 A Yes. 

19 Q So how many buildings are we talking about 

20 now? How many has he said there should be sprinklers 

21 in? 

22 A I'd have to look at the papers. I think 

23 there's three buildings that met fire flow, and the 

24 others did not. 

25 Q And those three, those that do not meet fire 
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flows, will they have to install sprinklers? 

A No, they won't do it. 

Q Would that be a way to solve the question 

that you've raised? 

1 

2 

3 

4 

5 

6 

7 

8 

9 

A Oh, absolutely. A sprinkler system would be 

10 

11 

12 

13 

designed around the available fire flow. Absolutely. 

Q Would the county code, if it were 

applicable, require sprinklers to be in place in this 

situation? 

A 

Q 

A 

Q 

Yes, it would. 

And what code does the fire marshal use? 

I'm not sure. 

I think you indicated that there was a new 

14 ordinance that went into effect in 1992 that is now 

15 the ordinance relating fire flows to Lee County; is 

16 that correct? 

17 A Yes, sir, that's one of the things. I cited 

18 it was Lee County Development, Section 12. Since then 

19 they've changed it to --

20 10? 

21 A Lee county Development -- I've got a copy of 

22 that also. Basically, the two documents, the context 

23 is exactly the same. They just rolled the old 

24 development standard into the new development code. 

25 Q And when you use -- excuse me. Were you 
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1 finished? 

2 A Go ahead, sir. 

3 0 And you recognize that this code, this Lee 

County ordinance, imposes the requirements on the 

developer; is that correct? 

A Yes, sir. 
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4 

5 

6 

7 0 And since the new ordinance went into effect 

8 in 1992, all buildings have been built in this area 

9 according to the county specification; is that 

10 correct? 

11 

12 

A 

0 

Yes, sir. 

And they are meeting fire flow requirements? 

13 A Some do, some don't. Some buildings have 

14 had to build tour-hour walls to cut the building size 

15 down to reduce the square footage. One building I 

16 know of in particular has had to fire sprinkler the 

17 building. 

18 

19 

20 

21 

22 

23 

0 What part of the system was that in? 

A These buildings, one is on Liberty Square 

Circle, which is a new area that comes off the 

Constitution Boulevard, and some areas around 

Rockefeller Circle. 

0 Were the pipes, the lines, in the ground 

24 when the developer developed that building? 

25 A Yes. 
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1 Q They had been underground about 25 years, 

2 hadn't they? 

3 A I'm not sure, sir. 

4 Q They have been under the ground a long time, 

5 haven't they? 

6 A I won't say 25 years because at the Dominion 

7 Center, which is not 25 years old -- that fire 

8 department has only been there about 20 -- since 1964. 

9 And 30-something years, there wasn't really much out 

10 here at that time . The Dominion Child Care Center had 

11 to put in a draft well on Rockefell~r Circle because 

12 there were no hydrant lines. So some of those have 

13 been added, I'd say , in the last 10 years or so . 

14 Q There's no requirement in the code to 

15 require retrotit of water lines to fire, is there? 

16 A Nope. 

17 Q And when you build in the older sections --

18 I mean, build new buildings where the old lines are 

19 there, you are required to do things like put 

20 sprinklers in and fire walls, aren 't you? 

21 

22 

A 

Q 

If the fire flow is not met, yes. 

It would be a fairly large expensive 

23 project , wouldn't it, to retrofit Gulf Utility's lines 

24 to make certain that nobody would have to build thick 

25 walls or have to put s prinklers in? 
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2 

A 

Q 

That could be a big expense, yes. 

Do you assert that fire flow in other 

3 aections of the certificated area of Gulf do not maet 

4 fire flows? 

5 

6 

7 

8 

A 

Q 

A 

0 

9 there? 

Yes. 

Which sections are that? 

Island Park. 

And what would be the fire requirement 
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10 In some areas 750. I just conducted a fire 

11 flow test for the Terraverde subdivision. I came up 

12 with 692 gallons per minute. The developer is trying 

13 to build a multifamily complex there. They don't even 

14 meet the 750. I have that test for you; I'll dig it 

15 out. 

16 

17 

18 

19 

20 

0 

A 

0 

A 

0 

21 Parkway? 

22 

23 

24 

25 

A 

0 

A 

0 

How did you describe that section? 

Multifamily. 

No, I mean you had a name, didn't you? 

Terraverde. 

Have you made any tests on Three Oaks 

Yes, sir. 

And what was the flow there? 

Very good . 

Is the critical number on the chart, the 
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1 flow number? I mean, that 1,594 GPM, is that the 

2 critical number you're looking --

3 If it's on the fire flow test, it says flow 

4 equals, and then there's a number, GPM at 20 psi 
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5 residual, that is the number. It's the bottom line in 

6 the second section. 

7 Q Did you indicate that the fire flow to 

8 Island Park had gone down? Was not as high as it used 

9 to be? 

10 A Some of the tests I have show that it's up 

11 and down. I've got some tests that I've done in the 

12 Tide Water Island area. A few tests that I've done 

13 are 600 to 700 gallons per minute. And then seven 

14 days later, we get 1,000. 

15 Q Those lines in that section were put down 

16 20, 25 years ago, weren't they? 

17 A I can't say that they were put down 25 years 

18 ago. I have no idea. 

19 Q How long have you been here? 

20 A In Fort Myers? I've been here 37 years. 

21 Q How long have you been familiar with this 

22 territory? 

23 A For the last I've been employed with the 

24 fire district for over 13 years as a firefighter. 

25 I've been doing inspections for the last five or six. 
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1 Q Those lines are older than that, aren't 

2 they, older than 13 years? 

3 

4 

5 

6 

A 

Q 

A 

Q 

I'm not sure. 

They are not new lines, are they? 

No. 

Have you noticed them being installed since 

7 you've been here? 

8 A I believe in some of the new developments 

9 they've had lines installed, they've had to. 

10 Q I'm talking about the one that we're talking 

11 about, Island Park Village. 

12 A Island Park Village, that was probably built 

13 in the early 'BOs, I'd say. 

14 Q 

15 effect? 

16 

17 

A 

Q 

Before the development code went into 

Yes. 

And there's no -- I think you indicated 

18 earlier there was no requirement to retrofit these 

19 lines by the county? 

20 

21 

A 

Q 

22 Plaza? 

23 

24 

25 

A 

Q 

A 

No. 

Have you taken any tests at the Winn Dixie 

Yes, sir. 

What is the fire flow there? 

They have good fire flow in that area. 
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2 

3 

Q 

A 

4 Mr. Beard. 

5 

1 , 000? 

Oh, yeah. 

MR. GATLIN: That's all I have. Thank you, 

WITNESS BEARDz Sir, I have that fire flow 

6 test from Terraverde if you want to put that with the 

7 other copy . 

8 MR. GATLIN: Do you have the documents? 

9 MR. REILLY: They've just been sent to the 

10 copier, so they will be ready for everybody . 

11 COKKISSIONER DEASONz Mr . Beard , we 
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12 appreciate your being with us. We are going to excuse 

13 you for now and ask you to return after lunch. 

14 

15 

16 

17 

18 

19 

WITNESS BEARDZ Thank you very much. 

COMMISSIONER DEASON: Thank you . 

You may call your next witness. 

(Witness Beard excused.) 

MS. O'SULLIVAN: The next witness is Bernard 

20 Kleinschmidt. 

21 

22 

23 

24 
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1 BERNARD KLEINSCHMIDT 

2 was called as a witness on behalf of the staff of the 

3 Florida Public Service Commission and, having been 

4 duly sworn, testified as follows: 

5 DIRECT EXAMINATION 

6 BY MS. 0 1 SULLIVANI 

Q 

A 

Good morning. 

Good morning. 

417 

7 

8 

9 Q Mr. Kleinschmidt, please state your name and 

10 business address for the record? 

11 A Bernard 0. Kleinschmidt, and I'm at 20241 

12 South Tamiami Trail. 

13 Q By whom are you employed and in what 

14 capacity? 

15 A The Estero Fire District, and I'm in the 

16 capacity of the fire official for that district. 

17 Q Have you prefiled direct testimony 

18 consisting of five pages? 

19 

20 

A Ye s . 

MS. O'SULLIVAN: Commissioner Deason, may we 

21 have Mr. Kleinschmidt's testimony inserted into the 

22 record as though read? 

23 COMMISSIONER DEASON: Are you going to ask 

24 him if the answers to the questions are the same? 

25 Q (By Ma. O'Sullivan) Oh, I'm sorry. Let me 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 ask you if you have any changes or corrections to your 

2 teatimony. 

3 A No, ma'am, I don•t. 

4 COMMISSIONER DBASONZ All right. Without 

5 objection, the prefiled testimony will be inserted in 

6 the record as though read . 

7 Q (By Ma. O'Sullivan) Mr. Kleinschmidt, did 

8 you also file Exhibit BOK-1 attached to your 

9 testimony? 

10 A Yes, ma•am, I did. 

11 Q Do you have any changes or corrections to 

12 that exhibit? 

13 

14 

A No, ma•am. 

MS. O'SULLIVAN: Commissioner Deason, may we 

15 have that exhibit identified? 

16 COMMISSIONER DEASON: Yes. It will be 

17 identified as Exhibit 22. 

18 (Exhibit 22 marked for identification . ) 

19 

20 

21 

22 

23 

24 

25 

FLORIDA PUBLIC SERVICE COMMISSION 



4 1 9 

1 DIRECT TESTIMONY Of BERNABP 0. KLEINSCHMIDT 

2 0. Please state your name and business address . 

3 A. Bernard 0. Kleinschmidt . My business address 1s 20241 S Tam1am1 Tra1l . 

4 Estero. Florida 33928 . 

5 0 . Please state a brief description of your educat1onal background and 

6 experience. 

7 A. I have two A.S. Degrees. one in Criminal JustirP and the other 1n F1re 

8 Sc1ence Technology . I have a B.S. Degree in Public Adm1mstrat1on I have 

9 approximately 11 years as a Cert1f1ed F1ref1ghter wlth the last 7 be1ng a 

10 Certified Fire Inspector . 

11 0. By whom are you presently employed' 

12 A. 

13 o. 
14 A. 

The Estero Fire Control and Rescue Serv1ce D1str1ct . 

How long have you been employed by the distr1ct . and 1n what capac1ty? 

Since June of 1996. in the capac1ty of Capta1n. and currently as Deputy 

15 Chief . My duties are to act as the distr1ct's "Authonty Hav1ng Jur1sd1Ct1on" 

16 concerning Fire Code and Bu1lding Code compl1ance w1th1n the d1str1ct 

17 0. What are your general responsibil1t1es? 

18 A. I am responsible to ensure compliance with currently adopted F1re and 

19 Build1ng Codes within the district . Th1s includes new construct1on . 

20 remode 1 i ng. occupancy and site access . 

21 o. 
22 A. 

23 0 . 

24 A. 

25 0. 

Does Gulf Utilities. Inc . provide fire flow to the Estero 01str1ct' 

Yes . 

Are you familiar with Gulf Utilities . Inc . ' s fire hydrant system' 

Only portions that I have had direct involvement w1th . 

Who is responsible for fire flows' 



420 

1 A. The water uti 1 i ty CCJIT1)any . 

2 Q. Who is responsible for maintaining f1re hydrants 1n your d1str1ct' 

3 A. I was advised that Gulf Uti l1ties that there was an agreement 11111 th the 

4 fire district. I am told that this agreement places that respons1b1l1ty on 

5 the fire district . I have not personally seen th1s agreement 

6 Q. Who is responsible for testing the fire hydrants' 

7 A. Fire Districts are graded by an orgamzat1on called the Insurance 

8 Serv1ce Organization <ISO> . This organizat1on class1f1es f1re departments 

9 throughout the U.S. This grad1ng syst~ is used by insurance compan1es to set 

10 rates within the area covered by the respect1ve department Part of th1s 

11 grading system covers ava1lable fire flows It takes 1nto cons1derat1on the 

12 placement and capac1ty of f1re hydrants along 11111th any ma1ntenance program 

13 that is used to ensure the1r operat1on . In order to ma1nta1n our ISO rat1ng . 

14 we have to provide a maintenance program or contract an outs1de agency to 

15 provide th1s service . In the past maintenance programs provided by the 1111ater 

16 utility CCJIT1)anies have been cost prohibitive . It 1s because of th1s most 

17 f1re dlstricts have chosen to prov1de the serv1ce 1n-house 

18 0 . 

19 A. 

Is there a minimum f1re flow reQuirement? 

Yes . Single family homes are reQu1red to have a m1n1mum f1re flaw of 

20 750 gpm. Fire flow in ca~mercial areas is dictated by the type of bu1ld1ngs . 

21 size. spacing and use. These variables are plugged into a mathemat1cal 

22 calculation to determine the required minimum fire flow for each bu1ld1ng . 

23 Also hydrant spacing 1n these areas is different . Res1dential spac1ng 1s soo · 

24 where as ca~mercial is 400 ' to the furthest access1ble po1nt of the bu1ldlng ·s 

25 exten or . 
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1 Q. Are these requ1rements specif1ed by county ord1nance or other 

2 gover~ta 1 body? 

3 A. Yes . lee County has adopted a Developmental Order to control all growth 

4 within the county . Sect1on 12 of this order covers th1s infonmat1on 

5 Q. Does Gulf Utilities meet all of these requirements in 1ts serv1ce area' 

6 A. No . Not at the time of the fire flows that I have presented and 

7 attached in Exhibit BOK-1 . 

8 Q. What are the causes of low fire flow? 

9 A. Many variables can affect fire flow : size of p1pe . pump pressure . 

10 obstruct1ons . etc . 

11 Q. How does reduced pressure effect exist1ng bu1ld1ngs w1th f1re spr1nklers 

12 that were designed for higher f1re flows' 

13 A. Systems are designed with a minimum fire flow 1n m1nd Because of 

14 contractor and material costs. systems are des1gned to perform to standard 

15 using the least amount of mater1als . Once the f1re flow 1s determ1ned. the 

16 system is des1gned to minimums keeping a small safety factor 1n m1nd If the 

17 m1nimum f1re flow is not ma1ntained . the system w1ll not funct1on as des1gned 

18 and can be overwhelmed in the case of a fire . F1re spr1nk lers are des 1gned 

19 to either extinguish or contain fires in the beginn1ng stages of gr~h If 

20 the system does not have the designed fire flow ava1lable . the f1re can grow 

21 faster than the system can react . 

22 0. Does a lower fire flow cause difficulty for the construction 1ndustry? 

23 A. As a result of lower available fire flows . build1ngs would be requ1red . . 

24 to have other safety factors installed . This could result 1n the bu1ld1ng 

25 being spr1nklered . fire walls being constructed to break -up excess , ve floor 
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1 space. and even the spacing between bu1ld1ng be1ng 1ncreased to protect them 

2 from fire spread . This would pose a problem for the bu1ld1ng lndustry . but 

3 as with all other building costs the burden would eventually be passed on to 

4 the end user . thP cons~~~~er . 

5 Q. How does lDWer fire flows affect the fire department? 
.. -

6 A. Rule of thumb for firefighters is that it takes approximately 1 gallon 

7 of water per 11inute to extinguish 100 cubic feet of burmng mater1a 'l 

8 Example : A building is full of combustible mater1al and 1s consumed w1th f1re 

9 upon arrival of the fire department . The dimensions of the bu1ld1ng are 20 · 

10 x 20 · x 10· . The volume of the building is 4000 cubic feet . Th1s ·bu1lding 

11 would require a fire flow of 40 gallons per minute to ext1ngu1sh the fire . 

12 Obv1ously this is a Quick rule used to determine whether enough water 1s 

13 ava1 lable to fight the fire or sillr)ly wnte off the bu1 ld1ng and not Just 
• 14 protect the surrounding structures . Th1s rule does not tare 1nto 

15 consideration that the building contains empty a1r space and that 1t 1s not 

16 full to the ceiling with material . But . cons1der a 63 .000 square foot 

17 furniture warehouse loaded with material . Normally with a 20· ceil1ng . Us1ng 

18 the formula this building would require the fire department to pump 12 .600 

19 gallons per minute . Fire flow does make a difference . 

20 a. Have you had any other problems with the uti 1 ity . s fire flow? 

21 A. Yes . We are asked by contractors to perform fire flow tests 1n areas 

22 of future construction . This allows the contractors to plan fire systems and 

23 buildings. My exper1 ence has been that the water system contains so much 

24 debris that in some cases a fire flow was not successful due to the debr1s 

25 obstructions coming through the hydrants . One case in part1cular stands out 
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1 I was conduct1ng a f1re flow test 1n the Wlldcat Run subd1v1s1on . The test 

2 is conducted by placing a pressure device on the hydrant and flow1ng water 

3 through it . Every time we flowed water through the dev1ce it woulel get 

4 c 1 ogged up with roots. wood and construction debr1 s that was 1 n the water 

5 pipe . These are not water lines under construction . They are the water l1nes 

6 that are currently 1n use to provide drinking water to the res idents of 

7 Wildcat Run . I was asked to flush a hydrant in the Breckenridge sub-d1v1s1on . 

8 This request was from the residents association pres1dent . I began to flow 

9 the hydrant and the water was a dark rusty color . I expla1ned that the water 

10 always looks like this but clears up within a few seconds The hydrant flowed 

11 for 20 minutes and the water never d1d clear up . 

12 Q. Do you have anything further to add? 

13 A. 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

No . I do not . 
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1 MS. O'SULLIVAN: Was 22 reserved for 

2 Mr. Beard's Composite Exhibit that was being copied 

3 right now? 

4 COMMISSIONER DEASON: We have not yet 

5 assigned a number to that . 

6 MS. O'SULLIVAN: Okay. The witness is 

7 tendered for cross. 

8 COMMISSIONER DEASON: Mr. Reilly. 

9 CROSS EXAMINATION 

10 BY MR. REILLY: 

11 Q Good morning. 

12 A Good morning. 

13 Q In your prefiled direct you were asked the 

14 question: Does Gulf meet all of the fire flow 

424 

15 requ i rements in its service area? You state on Page 

16 3, Line 6: No, not at the time of fire flows that I 

17 have presented and attached in Exhibit BOK-1. So it 

18 is your conclusion here and it is still your testimony 

19 today that Gulf does not always meet its fire flow 

20 requirements in its service area? 

21 

22 

A 

Q 

on those two exhibits, that's correct . 

And do you have an opinion as to how they 

23 are meeting their requirements, generally speaking, 

24 throughout their service area? 

25 A There is a l i mited area of my district that 
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1 they cover. There is a lot of unwatered, unaervioed 

2 area in my diatrict. 

3 Generally, they do meet the 1,500 GPM at 20 

4 psi residual throughout the portion of my district 

5 that they do cover. But in these two cases, and now, 

I'm sure there are some others, that they don't. 

425 

6 

7 

8 

9 

10 

11 

12 

13 

14 

0 Directing your attention to this exhibit 

that you had, you had the two fire flow test records. 

One shows 939.78 gallons per minute at 20 psi, and the 

other at 1,154.93 at 20 psi. Could you tel! me where 

those areas, exactly, are located? 

A 

Q 

A 

15 got a --

16 

17 

0 

A 

I don't have those in front of me. 

Were they commercial areas or 

I don't have them in front of me. If you've 

I have a copy here. 

have a copy, I can tell you where they 

18 are located. The one location is u.s . 41 north of the 

19 Estero River. That's a commercial area with U.S. 41 

20 frontage. And the other one is the Breckenridge Bath 

21 and Tennis Club, which is a residential area with 

22 multifamily multistory. 

23 0 And in your judgment, in these same areas, 

~4 what is the required fire flow? 

25 A In the residential it would be the same 750 
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1 9allona per minute. The problem that we had in 

2 Breckenridge was that they were putting in multifamily 

3 and multistory buildings. Because of the lower fire 

4 flow, the developer was forced to go in and subdivide 

5 the floor space of the building with four-hour fire 

6 walls and to sprinkler the building. 

7 Q Okay. On Page 5, Line 10, you state that 

8 the hydrant flowed for 20 minutes and the water never 

9 did clear up. 

10 A Yes, sir. 

11 Q Are you aware of Mr. Elliot, the Gulf 

12 Utility witness Mr. Elliot, who said that fire flow 

13 tests should last at least 10 minutes for the high 

14 service pumps to kick on? 

15 And my question is did you see significant 

16 flow increase during this entire 20-minute test that 

17 you ran? 

18 A No, sir, I didn't. And getting back to that 

19 statement, the industry standards of taking fire flow 

20 tests, it's supposed to be at a worst case scenario. 

21 The worst case scenario being at a peak demand time of 

22 the day and before those pumps kick in with the 

23 stipulation, the worst case scenario is that those 

24 pumps won't kick in because of whatever failure. 

25 That's' why the 10-minute delay on the fire flow test 
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1 is contraindicated on any industry standard tor taking 

2 tire flow• tor the tire department. 

3 Q Very good. Did I understand you to say 

4 that, though, during this 20-minute duration you did 

5 not see a significant increase in flow even after it 

6 crossed the 10-minute interval. 

7 No, sir, we did not. Keep in mind we did 

8 not have gauges on the flow. We were just flushing 

9 the hydrant so that it wouldn't -- unless it would 

10 have been something very appreciable that could be 

11 detected either by sound or by sight, it wouldn't have 

12 been detected. 

13 Q Can your fire department properly meet its 

14 fire protection obligations if you have to wait more 

15 than 10 minutes to receive fire flows? 

16 

17 

18 

Absolutely not. 

MR. REILLY: No further questions. 

COMMISSIONER DEASON: Mr. Gatlin. 

19 CROSS EXAMINATION 

20 BY MR. GATLIN: 

21 

22 

23 

Q 

A 

Q 

What's your fire department, fd r? 

Estero, sir. 

Isn't that where a bunch of firemen were 

24 fired recently? 

25 A Yes, sir. 
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1 

2 

3 

4 

0 

A 

0 

A 

About 14? 

11. 

11. And why were they fired? 

I really don't know, sir. That wasn't my 

5 decision. 

6 

7 

8 

0 

A 

0 

Were you there at the time of the firings? 

Yes, I was. 

And who is operating the fire department? 

9 Who are the personnel operating the fire department? 

10 

11 

12 

13 

14 

15 

16 

17 

A 

0 

Administratively? 

The people on the trucks and go on the fire 

calls and so forth, who are those? 

A The suppression activities of the Estero 

fire district were contracted to a private company. 

0 Wackenhut? 

A 

0 

Yes, sir. 

Were they trained fireman -- are they 

18 trained fireman? 

19 

20 

21 

22 

A 

0 

A 

Yes, sir. 

Before this started with you? 

Yes, sir. 

COMMISSIONER CLARK: Mr. Gatlin, what was 

£3 your last question? 

24 MR. OATLINs Before they started with you. 

25 COMMISSIONER CLARK: With you? 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 

2 

MR. GATLIN: With the fire department. 

COMMISSIONER CLAR~t You need to enunciat~. 

429 

3 I'm having trouble understanding. 

4 

5 

6 

7 

8 

9 

10 

11 

Q 

tests, did 

A 

Q 

A 

Q 

A 

MR. GATLIN: I'm sorry. 

(By Hr. Gatlin) You submitted ~wo fire 

you not, with your testimony? 

I've submitted four fire tests. 

Okay. 

And two were brought into an exhibit. 

What were the dates of those fire tests? 

I don't have them in front of me. They've 

12 been submitted. 

13 

14 

Q 

A 

1995? 

Yes. One was January 19, 1995, and the 

15 other one was December 18, 1995. 

16 0 Now, you've made tests since 1995 that show 

17 there is adequate fire flows at those places, haven't 

18 you? 

19 A The U.S. 41 north of the Estero River, we 

20 have done fire flow tests there, but there hasn't been 

21 any construction there to determine whether or not it 

22 was adequate or not. The Breckenridge, even with any 

23 increase in fire flow , they were still forced to 

24 subdivide into sprinklered buildings. 

25 As a matter of fact, this month I have 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 
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another 30-unit three-story building coming out of the 

ground. 

Q Have you taken any fire tests from those 

specific sites that you did in 1995? 

A Yes. 

Q 

A 

Q 

A 

Q 

A 

And what were the results then? 

Those are the ones in the exhibit. 

Since 1995? 

Yes, sir , just in the past few weeks. 

Okay. What do they show? 

Do you have the copies? 

MR. RBILLY& This is Mr. Beard's. 

WITNESS KLEINSCHMIDT: No, no. My flows 

14 that I did at Breckenridge. 

15 On February 28, 1997, I flowed the same two 

16 hydrants that were flowed on December 18, 1995. 

17 Q (By Mr. Gatlin) And what did you find? 

18 

19 

20 

21 

22 

23 

24 

25 

A 

Q 

I found an increase from 1,154 to 2,466. 

That's adequate flows, is it not? 

A I'm not sure, sir. They have sprinklered 

that building, and by sprinklering that building they 

deleted any minimum fire flow requirements. 

Q Right. So they don't have an adequate fire 

flow requirement, so the 2,000 is satisfactory? 

A With the building being sprinklered, yes. 
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1 Q Is there anything wrong in sprinklering 

2 buildings? Isn't that a legitimate way to protect 

3 from fires? 

4 

5 

6 

A 

0 

A 

Absolutely. 

And the code requires that, does it not? 

No, sir, it does not. It requires it as an 

7 alternative to not having minimum fire flows. 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

Q That is one way to build a building and 

satisfy the fire flows? 

A 

0 

A 

Q 

A 

Q 

district? 

A 

0 

Absolutely. 

And the code allows that? 

Yes, sir. 

And it allows fire walls, does it not? 

Yes, it does. 

How long have you been working at the 

Since June of 1996. 

Why did you not bring to the attention of 

19 the Commission those later fire flows at the same 

20 place? Why did you pick 1995 instead of 1997? 

21 A These fire flows --

22 Q Yes. 

23 -- were any? I did a scan on our computer 

24 to give me any fire flows that were conducted in my 

25 district that did not meet 1,500 GPM at 20 psi 
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1 residual. 

2 Q so why didn't you give the Commission those 

3 later? You were just trying to find the bad ones? Is 

4 that what you were doing? 

5 A Any one that did not meet that minimum of 

6 1,500 GPM. These other tests were conducted after 

7 that was done. 

8 

9 

Q 

A 

Two years later. 

Well, they were done at t~e request of the 

10 developer because they were building in that area. 

11 Q What's the situation with the size of lines 

12 in that development? 

13 A I have no idea . 

14 Q Hasn't that system been recently looped? 

15 A I don't know. 

16 Q Would that not affect the fire flow? 

17 A Yes, it would. 

18 Q In your direct testimony you said that iOU 

19 have not looked at the maintenance agreement between 

20 the fire department and Gulf Utility; is that correct? 

21 A I have not seen a maintenance agreement. 

22 I'm told there's one in place, but no one can produce 

23 it for me. 

24 

25 

Q 

A 

Who have you asked? 

I've asked my chief, and I've asked Gar:· 
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1 Hall with Gulf Utility. 

Q Don't you really have to have that to know 

3 what the duties you have, as opposed to Gulf Utility? 

4 No, sir, I don't. I'm tasked with 

5 maintaining those hydrants whether I do it myself or 

6 it's subcontracted by the Gulf Utility, as lor.~ as 

7 it's done by someone. 

8 Q Wouldn't it be better for your citizens and 

9 Gulf's customers if you get a copy of that agreement 

10 and see what each party has responsibility for? 

11 

12 

13 

14 

15 

A 

Q 

A 

If that document does exist. 

Would you all like to see one? 

I'd love to have a copy of it. 

(Tendered document.) 

COMMISSIONER DEASON: Can we have one for 

16 the court reporter, please? 

17 MR. GATLIN: May we have this identified, 

18 Mr. Chairman? 

19 COMMISSIONER DEASON: No, but we can 

20 identify it. It will be identified as Exhibit 23. 

21 

22 Q 

(Exhibit 23 marked for identification.) 

(By Kr. Gatlin) And the fire department 

23 does not have a copy of this agreement? 

24 

25 

A 

Q 

None that can be recovered at this time. 

Why is that? 
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1992. 

A 

0 

I have no idea, sir. This is dated 1992. 

That's right. It's been in effect since 

1 

2 

3 

4 

5 

6 

A Yes, sir. Do you happen to know who signed 

this, since there is no signature on it? 

0 I didn't look. Mr. Moore, and the fire 

7 chief, and Ray what? I can't make out his name. 

8 

9 A 

Joseph Linzalone . He's the fire chief. 

He's no longer the chief at that district 

10 and hasn't been for over two years, sir. 

11 0 Well, are you saying that the agreement is 

12 not in effect now? 

13 A No, I'm not saying that. I'm saying that 

14 nothing since the relief of Chief Linzalone has been 

15 brought to our attention. Maybe this needs to be 

16 rewritten. 

17 Q That is the one that is in effect now and 

18 spells out the parties responsibilities; is that 

19 correct? 

20 A If this is indeed in effect, then I would 

21 say that, yes, sir. 

22 Q The Section 10 of the Lee county Ordinances 

23 that you have referred to and Mr. Beard referred to 

24 also, that's the development-type ordinance, is it 

25 not, that applies to developers to make certain that 
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1 they provide fire protection? 

2 A Yes, sir, it does deal with that. 

3 Q Under the agreement and under the ordinance, 

4 aren't you supposed to notify Gulf Utility before you 

5 make a fire !low test? 

6 Under the ordinance, no. And I haven't had 

7 a chance to read this agreement, but it may be in 

8 there. 

9 Q Look at Section 10.825, Paragraph 4. Will 

10 you read that and then tell me who you think should 

11 notify Gulf? 

12 

13 

A 

Q 

This deals with hydrant spacing. 

You are right. I had the wrong page, a page 

14 earlier. Letter C as part of 10.892. 

15 MS. O'SULLIVAN: Mr. Gatlin, what section of 

16 the order is that? Development order is that? 

17 MR. GATLIN: 10. (Indicating) 

18 

19 read that? 

20 

21 

22 

A 

Q 

A 

(By Kr. Gatlin) Have you had a chance to 

Yes. I have. 

What does that say to you? 

It says fire flow tests shall be witnessed 

23 by the fire department and other authorities having 

21 jurisdiction who desire to do so. 

25 Q Doesn't that indicate an intention of the 
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1 ordinance that utilities be notified when a fire teat 

2 is made? 

3 A Not to me, sir. Under the fire code, the 

4 Utility Company is not an authority having 

5 jurisdiction. 

6 You just want them to have more flows, but 

7 not any jurisdiction? 

8 A No, sir. I believe -- and again, I didn't 

9 write that document. But I believe, using the 

10 terminology "authority having jurisdiction," that 

11 comes from the fire code, and that refers to the fire 

12 officials, sir. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

0 If Gulf were to let you know that they were 

interested in testing fire flows when you did, would 

you 

Gulf 

with 

that 

notify them? 

A That would depend upon my relationship with 

Utility, sir. 

0 Is there a problem with your relationship 

Gulf Utility? 

A Not that I know of as of yet. 

0 But wouldn't it be very professional 

if they want to participate? 

A 

0 

Yes, sir, it would. 

And in many instances the Utility has 

to do 

25 participated, hasn't it? 
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A Oh, absolutely. 1 

2 

3 

4 

5 

6 

7 

8 

9 

0 Don't you think it would be effective if you 

talked to Gulf Utility and sat down with them and 

tried to work some problems out if they exist? 

10 

A 

0 

A 

Yes, sir, if the problems are identified. 

Would you meet with them? 

Oh, absolutely. 

MR. GATLIN: Okay. Thank you. 

COMMISSIONER DEASONl Redirect. 

MS. O'SULLIVAN: Just a few questions on 

11 redirect, Mr. Kleinschmidt . 

12 REDIRECT EXAMINATION 

13 BY MS. O'SULLIVANl 

14 The labor situation at the Estero Fire 

15 Department, has that any impact on taking fire flow 

16 tests? 

17 No, ma'am, it hasn't. I'm the one that 

18 conducts the fire flow tests, and I've been 

19 continuously employed there. 

20 Is it correct that you filed your testimony 

21 in early January of this year? 

22 

23 

A 

Q 

Yes, it is. 

And when were the 1997 tests taken? Was 

24 that before or after you filed your testimony? 

25 A One, I believe, was done in December. 
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1 

2 

3 

4 

Q 

A 

Q 

A 

December of '97 or 

December of '96. 

Okay. 

And one in January, I believe, if I recall 

5 what I read. 

6 

7 

8 

Q 

A 

Q 

Let me give you that exhibit again briefly. 

Okay. 

Are those two documents the tests that you 

9 referred to earlier that you conducted recently? 

10 Yes, ma'am. One was February 28th of '97 . 

11 And the other one was the same date, February 28th of 

12 '97. 
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13 K8. O'SULLIVAN: All right. Thank you. No 

14 

15 

16 

17 

18 

19 

20 

21 

further 

Exhibit 

questions. 

23 

COIOIISSIONER DEASON: Exhibits. 

MR. GATLIN: I move Exhibit 23 . 

COIOIISSIONER DEASON: Without objection, 

is admitted. 

(Exhibit 23 received in evidence.) 

MS. O'SULLIVAN: Staff moves Exhibit 22. 

COMMISSIONER DEASON: Without objection , 

22 Exhibit 22 is admitted. 

23 Thank you Mr. Kleins chmidt for being with us 

24 today. 

25 (Exhibit 22 received in evidence.) 
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3 

4 

(Witness Kleinschmidt excused.) 

NS. O'SULLIVAN: Thank you. 

COKNISSIONER DEASON: Staff you may call 

5 your next witness. 

6 KS. O'SULLIVAN: Our next witness is Kathy 

7 Welch. 

8 Let me know when you are ready to begin, 

9 when you get set up there. 

10 All set? 

11 WITNESS WELCH: Okay. 

12 - - -

13 KATHY L. WELCH 

14 was called as a witness on behalf of the Staff of the 

15 Florida Public Service Commission and, having been 

16 duly sworn, testified as follows: 

17 DIRECT EXAMINATION 

18 BY MS. O'SULLIVAN: 

19 Q Ms. Welch, please state your name and 

20 business address for the record . 

21 A Kathy Welch, 3625 N.W . 82nd Avenue, Suite 

22 400, Miami 33166. 

23 Q And by whom are you employed and in what 

24 capacity? 

25 A The Florida Public Service Commission. I'm 

FLORIDA PUBLIC SERVICE COMMISSION 
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2 

3 

4 

5 

6 

7 

8 

the district audit supervisor for Miami. 

Q All right. Have you prefiled direct 

testimony in this docket consisting of 16 pages? 

A Yes, I have. 

Q Do you have any changes or correction to 

your testimony? 

A 

Q 

Yes, I do. 

Please let us know what those are. If you 

9 could try to speak a little bit closer to the 

tO microphone so we can all hear you. 

11 Page 16, Line a. The number 49,200 should 

12 read 14,819. 

13 

14 

15 

MR. GATLIN: What was the page number? 

WITNESS WELCH: 16, Line 8. 

COKNISSION&R CLARK: Kathy, what was that 

16 number again? 

17 WITNESS WELCH: It was 49,200, and now it's 

18 14,819. 

19 (By Ms. O'Sullivan) And your next 

20 correction? 

21 In the audit report that's attached to the 

22 testimony, Page 24, the number that reads 6201.81 

23 should read 7476 . 20. The number that reads 5001.81 

24 should read 6276.20. 

25 MR. GATLIN: 67 --

FLORIDA PUBLIC SERVICE COMMISSION 
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1 WITNESS WELCH: 6276 . 20. The number th~t 

2 reads 3301.19 should read 4142.29. The number that 

3 reads 1700.62, should read 2133.91. And Page 34 

4 should be deleted. Those are all my corrections. 

5 Q (By Ma. O'Sullivan) With those 

6 corrections, if I were to ask you the same questions, 

7 would your testimony be the same today? 

8 Yes, it would. 

9 MS. O'SULLIVAN: Commissioner Deason, may we 

10 have Ms. Welch's testimony inserted into the record as 

11 though read? 

12 COMMISSIONER DEASON: Without objection, it 

13 shall be so inserted. 

14 MS. O'SULLIVAN: Thank you. 

15 Q (By Ka. O'Sullivan) Ms. Welch, did you 

16 also file an exhibit identified as KLW-1 with your 

17 testimony? 

18 A Yes, I did. 

19 Q And I bel~eve you just made a correction to 

20 that exhibit previously? 

21 A Yes, I did. 

22 Q 

23 exhibit? 

24 

25 

A 

Do you have any other corrections to that 

No, I don't. 

MS. O'SULLIV~: Commissioner Deason, may we 

FLORIDA PUBLIC SERVICE COMMISSION 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

COKKI88IOMBR DEASON& Yea. Exhibit 24. 

(Exhibit 24 marked for identification.) 
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1 

2 Q. 

DIRECT TESTIMONY OF KATHY L. WELCH 

Please state your name and business address 

3 A. My name is Kathy L. Welch . My business address 1s 3625 NW 82nd Ave . 

4 Suite 400 . Miami. Florida . 

5 Q. By whom are you presently employed and 1n what capac1 ty7 

6 A. I am employed by the Florida Public Service Comm1ss1on as a Regulatory 

7 

8 

9 

10 

Analyst Supervisor in the Divi sion of Auditing and F1nanc1al Analys1s 

Q. How long have you been employed by the Commiss1on7 

A. I have been employed by the Flor ida Public Serv1ce Comm1 sS10n for 

seventeen years and six months . 

11 Q. Briefly review your educational and profess 10nal hac~qround 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. I have a Bachelor of Bus1ness Administration degree w1th a major in 

accounting from Florida Atlantic University . I have a Centf1ed Publ 1c 

Manager certificate from Florida State University . I am al so a Cert1fied 

Public Accountant licensed in the State of Florida . I was h1red as a Puhl1c 

Utilities Analyst I by the Florida Publi c Serv ice Comml SS lon 1n June of 1979. 

I was promoted to Regulatory Analyst Superv1sor on January 2. 1990 . 

Q. Please describe your current responsibllit ies. 

A. Currently . am a Regulatory Analyst Superv1 sor w1th the 

responsibilities of administering the Miam1 Di st rict Off1ce. rev1ew1ng 

workload and allocating resources to complete field work and 1ssue aud1t 

reports . I also supervise . plan . and conduct ut1li ty aud1ts of manual and 

automated accounting systems for hi storical and forecasted f1nanc1al 

statements and exhibits . 

Q. Have you testified before th1 s CommlSSlOn or any other regulatory 



1 

2 

3 

4 

5 

6 

agency? 

A. Yes. I have filed testimony in the followinq cases Jarn 1am1 V1llage 

Utility. Inc . rate case . Docket No . 910560-WS : Tamiam1 V1llage Utility . Inc . 

transfer to North Fort Myers. Docket No . 940963-SU: and General Development 

Utilities . Inc . rate case . Docket No . 911030 -WS . 

Q. What is the purpose of your testimony today? 

7 A. The purpose of my test imony 1s to sponsor the st aff aud1t report of Gulf 

8 Util i ty in th is proceeding . The aud1 t report i s f i led wi th my t estimony and 

9 is identified as KLW-1. 

10 Q. 

11 A. 

12 Q. 

Were you responsible for thi s aud1t report? 

Yes . I was the supervisor in charge of thi s aud1 t 

Please review the audit exceptions in the aud1 t report 

13 A. Audit Exceptions disclose substant1 al non -compl1 ance w1th t he Un1 fo rm 

14 System of Accounts . a Commission rul e or order . Staff Adv1 sory Bul leti ns. and 

15 formal company policy . Audit Except10ns also d1 sc lose company exh 1b1t s that 

16 do not represent company books and records and company fa 11 ure to prov 1 de 

17 underlying records or documentation t o support t he general ledger or exh1 b1t s . 

18 Audit Exception No . 1 addresses an adJustment made 1n the last rate case 

19 order . Order No . 24735. issued July 1. 1991 . on page 7. reduced plant by 

20 $20.721 and accumulated depreciat ion by $9 .648 t o remove 72% of t he cost of 

21 a Lexus automobile. However . the Lexus should be full y deprec 1ated by October 

22 1. 1996 . so no adjustment is needed for the forecast ed test year 0nded 

?3 December 31 . 1996 . 

24 Audit Exception No . 2 addresses the composite amort 1zat1on rates for 

25 Contributions in Aid of Construct10n CC JAC) . COITITl l SS Jon ru lr 2S -30 140. 

2 -
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1 Florida Administrative Code . states : 

2 "the CIAC plant shall then be amortized e1ther by account. funct10n or 

3 bottom line depending on availab1l1ty of support1ng 1nformat1on . The 

4 amortization rate shall be that of the appropr1ate account or funct1on 

5 of the related CIAC plant . Otherw1se. the compos1te plant amort1 zat1on 

6 rate shall be used . " 

7 The utility has amortized contributed property cons 1 s t ent with the 

8 related asset . but the cash received 1s be1ng amort lLed at a rate of 4 .JS% 

9 for water and 3.13% for wa stewater. The util1ty does a true -up to det erm1ne 

10 a composite rate . The util1ty calculates 1) total deprec1 at10n for water 

11 divided by total plant for water and the same for wa stewat er . and 2) total 

12 CIAC amortization divided by total CIAC for water and for wa st ewater . Then 

13 the utility ITlJltipl i es the difference in these two rates by t he Pnd 1nq ba lance 

14 of CIAC and malces an adjustment . 

15 The composite depreciation rates. excluding 1ntang1bl e and common plant 

16 for 1996. using the plant at August 1996 . are 3. 2% for water and 3 5% for 

17 wastewater . The utility should be computing yearly compos1te rates to 

18 amortize the cash CIAC . By correcting everyth1ng t o the compos 1t e rat.P t.he 

19 utility is eliminating its computat1ons of amort1 z1ng the contr1buted plant 

20 at the same rate as the plant . The· true up should only app ly t. o t he cash 

21 CIAC. The audit computed amort ization expense for the project ed tes t. year 

22 1996 . using the August 1996 balance of CJAC. The computat10ns of the 

23 composite rate and the adjusted ba 1 ances are included 1 n t.he aud 1 t r·pp(w t 

24 I recommend that the uti 11 ty · s project ed 1996 dmort 1 Lat. 1 on expense be 

2S Increased by $12. 966 .85 for water and decreased by S7.328 67 for wa stPWater 

- 3 -



The audit also calculated the 13 -month average accumulated amort1zat1on Th1 s 

2 calculation used the utility' s general ledger for the per1 od end 1ng Sertember 

3 1996. This average . when compared to MFR Schedule A-14 result s 1n a reduction 

4 to the water MFRs of $115 .371 .53 and the wastewater MFRs should be reduced by 

5 $98.456.33. 

6 The staff computation does not include forecasted CIAC not yet recorded . 

7 This CIAC is for the University ($261.350) and for the force ma1n on Corkscrew 

8 ($127.525 .92). Even if these were amort1zed for an ent1re year. us1ng the 

9 average CIAC amortization . the increase would onl y be Sl l . ~JR8 for both water 

10 and wastewater. not the $213.827 .86 difference above . 

11 Audit Exception No . 3 addresses charitable contributions . CommiSS ion 

12 Rule 25-30 .1150) . Florida Administrat1ve Code. requires that '"Water and 

13 wastewater utilities shall. effective January 1. 1986 . ma1nta1n 1ts accounts 

14 and records in conformity with the 1984 NARUC Un1form Systems of Account s 

15 adopted by the National Association of Regulatory Ut1 l1ty CorTITli SS ioners . ·· The 

16 NARUC Uniform System of Accounts (USQA ) prescnbes that '" donat 1ons for 

17 charitable. social . or community welfare purposes'" should be charged to 

18 Account 426- Miscellaneous Nonutility Expense. a below-the -l1ne account . The 

19 utility has included $1 .910 ($1.269 .60 wa ter and $640 .40 wil st~watrr) of 

20 chari table contributions 1n accounts 675 .8 and 775 8. m1 sce l laneous expenses 

21 for the period September 1995 to August 1996 recommend that these expenses 

22 be reclassified to a below-the-line expense account . 

23 Aud1t Exception No. 4 addresses rev i s1ons to the ut 1l 1ty f 1l 1ng. Wh1 le 

24 reviewing the utility filing. the auditors found several d1 sc repanc1es between 

25 t he MFR schedules . The ut 1lity ver1f1 ed the errors wh1 ch are contdl nea 1n the 

4 -
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1 audit report. The corrected numbers were used as a basis for all aud1t work 

2 performed . 

3 Audit Exception No . 5 addresses the foreca sted work1ng cap1tal 

4 allowance . The utility fil1ng d1d not. prov1de any forecast methodology for 

5 the projection of working capital . The audit staff requested the calculat1ons 

6 supporting the methodology . The ut1l1ty could not prov1de the 1nformat1on 

7 Therefore. the auditors generated the most current work1ng cap1ta l ava1lable 

8 using August 1995 through August 1996 balances to generate a 13-month average 

9 These amounts were compared to the ut1l i ty forecast and the ut 1l 1ty was 

10 requested to provide reasons why the amounts would change from September to 

11 December . 

12 In addition to the differences between the to -date project 1ons and the 

13 utility forecast . the utility projectlOn exc luded certa 1n accour·,t s t hat the 

14 Coomission usually includes 1n the allowance and 1nc luded some accounb wh1 ch 

15 are sometimes excluded . The staff audit report li st s the t o-date 1nformat1on 

16 for the working capital items as well as the ut1l1ty pro.]ec tJOn "> The 

17 accounts that were not included by the ut1lity are prepa1 d income tax (C iAC 

18 tax payable was included) and accrued expenses The ut1l1 ty al~o 1ncltJded 

19 unamortized debt discount of $389 .922 The ba 1 ar.ce used by ~ tat 1 1 s 

20 $394.954 .19 . These numbers are based on accounts 181 1. 181 2. and 1813 . 
21 These accounts were also traced to the ut1l1ty' s cost of cap1ta l schedul e 

22 Therefore . they are included in two places 1n the f1l1ng and one set should 

23 be removed . The utility has also included mi scel laneous current asset s . Th1 s 

24 cons1st s of interest receivabl e . In prev10us cases . 1nt cres t n'cr lvable has 

25 been d1 sallo.ved fr001 working cap1tal . In Order No PSC -96 1320 FOF -WS. 1ssued 
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1 on October 30. 1996 . in Docket No . 950495-WS (Southern States Ut1l1t1es. Inc . ) 

2 The Commission stated that : 

3 Comm1ssion policy has been to exc lude 1nterP~ l 1nc~ne and 

4 interest-bearing accounts for ratemak1ng purposes . In accordance 

5 with this policy. the accrued interest rece1vabl e account w1ll be 

6 excluded. 

7 Also . by Order No . 10557. issued February 1. 1982. 1n Docket No. 810136 -

8 EU (Gulf Power Company) the Cormnss ion held that "These amounts represent 

9 earnings on other assets and should not be 1ncluded 1n working cap1tal . .. 

10 Based on past Commission act10n. I recommend that thi s account be 

11 excluded from working capital . Interest accrued cons1st s almost ent1rely of 

12 the Industrial Revenue Bonds interest accrued . The ut1l1ty has recal culated 

13 its projection of these accounts to be $269.790 . The aud1l ca lcul ated an 

14 average of $287 .918 .49 . 

15 The utility also requested that accounts rece1 vabl e bP 1ncreased for 

16 growth of 6% and for the Umversity add1t10n No doll ar proJeCl lons were 

17 provided for the University . If the balances for August 1995 to November 1995 

18 were increased by growth of 6% . accounts receivabl e would 1ncrease by an 

19 average of $14.550 .36 each month . Multiply1ng thi s number by four months and 

20 dividing it by thirteen would increase average accounts rece1 vabl e by $4. 477 . 

21 In response to audit requests . the ut1l1ty has also prov 1ded a rev 1sed 

22 projection for materials and supplies of $37.476 .50 wh1 ch 1s S2.237 56 h1 gher 

23 than the staff average on the prev1 ous page . 

24 Audit Except1on No . 6 addresses depreciat1on expense and accumulated 

25 depreciation . In preparing project1ons for deprec1at1 on expense. the ut1 l1 ty 
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1 reduced depreciation expense for retirements . Ret1rements should onl .v be 

2 adjusted to accumulated depreciation. The utillty' s adjustment understated 

3 the forecasted depreciation shown on MFR Schedules B- 1:3 cHld 131-1 !he ut1l1ty 

4 also used an incorrect rate in the calculation of deprec1at10n tor the 

5 proforma for the Corkscrew addit1on . To det ermine deprec1at1on expense for 

6 future periods. the audit used plant at August 1996 and used the ut1l1ty' s 

7 rates . Depreciation on fully deprec1ated plant was removed and t he net was 

8 compared to the utility foreca st . The aud1t Include', a det a1 led computat 10n 

9 which results in an increase to deprec1ation expense of $102.236 . 10 for water 

10 and S46 .688 .74 for wastewater . 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

?.3 

24 

25 

The audit also computed accumulated depreciat1on . 

accumulated depreciation balance at December 31 . 

I recommend that the 

1996 be reduced by 

$172.607 .60 for water and $158.464 .90 for wa stewater lh1 s adjustment I S 

based on a thirteen-month average . If the projected add1t1ons are 1ncluded 

in the forecast for a full year . accumulated deprec 1at1 on should be 1 nc rea ~ed 

by $32.468 .38 for water and $8.838.97 for wastewater. 

The forecasted accumulated deprec1ati on on MFR Schedul e A 1. p 1. 

includes an additional $93.220 for the Cork screw add1t 1on 1he 1ncrease 1n 

depreciation expense included the used and useful forecast ed deprec1at10n 

expense on the Corkscrew addition for the months September through December 

The increase of $93 .220 1s offset by a used and useful adjustment of SS0. ~30 

Because the addition will not be in serv1 ce a full year unt 1l 1997. these 

cos t s w1ll not be 1ncurred for a full year 1n t he projected te~ t year 1996 

Q. Please review the audit disclosures in the audit report . 

A. Audit Disclosures disclose material facts that are outs ide the 

I 
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1 definition of an Audit Except 10n . 

2 Audit Disclosure No . 1 addresses property transact1ons w1th an 

3 affiliated company. Caloosa Trace is a development wh1ch 1s owned by the same 

4 owners as the utility . When developers connect to the sys t em . the l1nes and 

5 hydrants are contributed by the developers and recorded on the book ~ as a 

6 deb1t to plant and a credit to CIAC . The net rate base effect 1s zero. On 

7 February 20. 1990. Gulf Utility Company recorded water as ~c t<, of SS9 .68J 50 

8 and wastewater assets of S92 .815 for the Caloosa Trace Development . Phase I 

9 and $8.429 .76 of water assets for Unit 16. Phase 8. Instead of a cred 1t 

10 entry to CIAC. the owners were g1ven stock in the util1ty 1n exchange for t he 

11 assets. This treatment increas~s rate base and 1ncreases the equ1ty port1on 

12 of the cost of capital equation . The ut1l1ty states that the transact1on was 

13 reviewed by Gulf's auditors and is in compl1ance w1th all rul es and 

14 regulations of the FPSC as well as generally accepted account 1ng pr1nc1ples . 

15 Also. the utility cooments that this transact10n increases the level of 

16 equity . which has historically been below des1red levels . I reconrnend that 

17 the affiliate transactions should be requ1red to be treated the samP ns non 

18 affiliates. 

19 Audit Di sc losure No. 2 addresses d1rector fees For 1nformat10n 

20 purposes . I have disclosed the director fees charged to m1 sce l laneou~ expen~es 

21 for the test year . These fees amount to $11 .970 for water and $6 .030 for 

22 wastewater . 

23 Aud1t Disclosure No. 3 addresses affil1ate transact1ons . Caloosa Group 

?'1 J <, o land development company wh1 ch i s an aff 1l1ate of Gulf Ut1 l1ty FIVe of 

25 Gu lf 's emp loyees a lso work for Ca loosa dnd dr 'C' pd id !Jy IHl lh l lllllp .tnl l" . 
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Caloosa is charged S50 per month for the use of Gu l f's computer system fo r 

payroll. general ledger . and min1mal accounts payable . The ut1l1ty est1 ma tes 

usage at two to three hours a month Caloosa 1s also charged S50 per month 

for office rent and supplies . However. Caloosa purchases 1ts own sepa rate 

supplies . Backhoe diesel fuel purchased by Gulf 1s b1lled to Caloosa at cost 

The $1.200 a year charge is credited $396 each to water expense melt er 1 rll c. cHid 

supplies-A&G and miscellaneous expense and S204 ('clC h to the ~ arne expen~es 1n 

the wastewater system. 

The percentage of Ca 1 oosa payro 11 to total Ca 1 oosa and Gulf payrol l 

during the last audit was 12 .67% . The most recent payroll reg1 ster shows 

Caloosa payroll at 2. 13% of total payroll . To determ1ne the d1fference. the 

auditors reviewed the hours shown on the Ca loos.J I Mnlny ~ MH..l Oeduct1ons 

report and the pay shown and then arr1ved at an hourly rate. As 1nd1cated 1n 

the audit report . the hourly rates used for Caloosa and Gulf appear to be very 

different . In addition . expenses have been charged to Caloosa for the 

employee benefits or for business expenses and car expenses of James Moore. 

the utility president . 

The audit attempted to determ1ne expenses cons1dered to be related to 

employees who perform tasks for both compan1es for the year ended August 31. 

1996 . It then allocated these costs at the 2.13% payroll rat 1o and compared 

these costs to the $1 .200 a year currently be1ng charged . Th1 s method may 

understate the amount because the alloca t 10n bas 1s used 1s total company 

payrol l and many of the expenses relate to James Moore. who probab ly should 

be allocated on an individually higher basi s than on a tota l rompdny llJ\I C. 

This method also understates t he amount beca u~c of the diff erence 1n rates 

9 
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1 used . However . the aud1t used a payrol l bas t s because no ot her allocat1 on 

2 method could be determ1ned . do not bel 1eve that th 1s 1s the best method 

3 since Caloosa does not have b1ll 1ng or t he htgh amount o f payab l es as Gulf 

4 But . using this method results 1n an add1t 10nal b1l ling t o Cal oosa of 

5 S5.001 .81 . The details of th1 ~ calcula t 1on are 1n t he aud1t repor t 

6 Audit Disclosure No . 4 addresses off1 ce rent Gulf entered a l ease w1th 

7 Caloosa Group to lease new of f 1ce space. The f ormer offt ce 1s be1ng converted 

8 into offi ces for operations per sonnel and st orage . The cost s assoc 1ated wtth 

9 t h1s new office lease are est1mated at S59.830 

10 The lease with Cal oosa Group 1s for 33 .71% o f the butldtng I f no 

11 proven outside market ex i sts f or af f1l 1at e r ent a l property . a cost ba <:. t s 

12 analys i s may be used to determine the rent. The audtt r eport presrnt s a 

13 calculation using orig i nal cos t . rate of r eturn . and dl 'pr·eu dtt on lht s 

14 cal culation result s i n a S20.319.74 reduct 1on to the stated lease a~unt 

15 Currently . Caloosa has a lease w1th an outs1de party . thP Ho.-..ptlcJl Board 

16 of Directors of Lee County . l ht <:. l edse started tn May 1996 lhe lease 1s a 

17 f1 ve year lease for 6.460 square feet at S1 2 per square fout The l essPr ~ ~ 

18 required to pay a proporti onate shar e of operat1ng expenses and 1s glVen a $15 

19 per square foot improvement allowance . The ut 1l 1ty a l so has a report from a 

20 r eal estate broker which conc l udes that t he approprt atr mark et renta l rate for 

21 small er t enants would be S1 5 per squarr gross. 1nc lus 1ve o f cormtoP area 

22 ma1ntenance charges i nc luding t axes and 1nsurance Caloosa 1s charq1ng 

23 S14 .50 . However . an anal ys1s performed on vart ou<> o fft u' •,p.we . 1n till' same 

?4 r eport . shows gross rent after adjust ments rang1ng from S11 76 t o S15 47 w1th 

25 s1m1l ar build -out offer s . The maw tenance cos t s pa1d w1th thP Gulf 1Pa se are 
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estimated and a port1on may be refunded based on actual cos t s . Expenses for 

Gulf include $9.827 .52 related to Gulf's share of common expenses of Caloosa 

which include insurance . property taxes. e lertr1c . lawn care . and garbage 

This amount I S S3 .599 .56 h1gher than the annual1zed expense 1ncurred for the 

first seven months of 1996 . 

Audit Disclosure No. 5 addres ses the San Carlos water l1ne project As 

of December 1993. the utility had charged Sll .826 8/ of 1nvo1ces. ma1nl y from 

Humphrey & Knott . for the San Carlos waterline projec t t o a deferred account . 

862 .13-Engineering for water system development . Recently . the ut1l1ty added 

$17.773.59 to this account for invo1ces from M1 ss 1mer and Humphrey and Knott 

The account is be1ng amort1 zed over 5 years S8. 183.76 1s the projected 

amortization during the forecasted test year . The ut1 i 1ty or1g1nally 

described this project as construct10n work 1n process Dur 1ng the las t 

aud1t . when asked why this had not been charged to construct1on 1n process as 

part of the water line costs. the uti11ty responded that 1t had not yet 

received approval fran the county for the 1nstallat10n of t he 11.1e or requ1red 

mandatory hookups . The current aud1t aga1n quest10ned th1 s project 1he 

utility responded that it had abandoned th1 s project becauc:,p tile County 

Commission would not require mandatory hookups . The amort1zat1on 1s st1ll 

being included in the forecast . 

Audit Disclosure No . 6 addresses pro.wcted plant . The f1l1ngs prepared 

by the utility contained forecasted plant add1t1ons 1n both the 1996 MFR plant 

schedules (A5) and in the water rate bd c;e o;rhPdulP d'. c1 pmf onno tt ldt has not 

yet been completed . lhe f1l1ng 1nc ludes projeCt10ns of Si.56! .563 for the 

water system and S902.890 for the wastewater system 

1 1 . 
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1 The contracts did not break down amounts between water and wastewater 

2 Therefore . the audit rev1ewed the contract s 1n total . The est 1mates are 

3 $189.433 more than what 1s shown 1n the MFR exh1b1ts in add1t 1on . 

4 miscellaneous plant projections for water <MFR Schedul e A 5) are overstated 

5 as of August 1996 by $143. 513 .14 and wa stewa ter projeCtions are understated 

6 by S3.959.96. This creates a net understatement of plant 1n the exh1b1ts of 

7 S49 .879.82 . Based on our analys1s. net plant forecas t s seem to be unde,-:;tated 

8 based on current projections . However. based on construction work 1n process 

9 dollars . it is questionable whether these amounts w1 11 be compl eted 1n 1996 

10 In addition . the 13-month average effect 1s 1ncorrect s 1nce these add1 t1ons 

11 were not made in the months they were projec ted 

12 Audit 01 sclosure No . 7 addresses CIAC. The aud1t exam1ned CI AC as of 

13 August 1996. At that time. the general ledger balance was $1 09.292 more than 

14 the water MFR schedules and S30.640 less than the wastewater MFR schedules 

15 Audit Oi sc 1 osure No . 8 addresses prepa 1 d C lAC. Exc 1 ud 1 ng the C lAC 

16 received from the University . the ut1l1ty has a ba lance of S550 .999 25 1n the 

17 water prepaid connections account and $207.304 .50 for wastewater . In t he 

18 MFRs. the utility has proJected $1 71.680 of water CIAC to be transferred from 

19 the prepaid account CA-12) . The ut 1l1ty ha s not projec ted any prepa 1d C!AC 

20 transfers tor wastewater dur1ng th1 s t1me per1 od All the connec t1 ons 1n 

21 prepaid CIAC appear to be related to plant already 1n serv1 ce However . the 

22 only ut il ity adjustment made to used and usefu l plant was to the proforma 

23 plant addition for the Corkscrew water plant . Even though the ut1l1ty 1s nnt 

24 yet collecting revenue related to these contr1but1 on\. 11 ~ ~ t'drn1ng a rpturn 

?5 on the assets to which t he contn but 10ns re 1 ate s 1 nee the assets were 

12 -
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1 considered 100% used and useful . Therefore. I recommend that the prepa1d CIAC 

2 of $379.319 .25 for water ($550 .999.25 -$171 .680 proJec ted) and $?07 .304 50 for 

3 wastewater be included 1n rate base 

4 Audit Disclosure No . 9 addresses revenue projrc t1 ons lhe aud1t used 

5 the actual revenues for September 1995 through August 1996 to look at the 

6 reasonableness of the utility ' s projected revenues . These actual revenues are 

7 substantially 1 o.ver than those projected in the uti 1 i ty · s f 111 ng Even 1 f the 

8 1995 portion of these revenues are 1ncreased by growth of 6%. as est1mated by 

9 the utility. the revenues are still understated by $59.948 1n the wat er system 

10 and $90.371 in the wastewater system . The d1fference 1s probably due to the 

11 utility including revenue from the new Un1versity for the ent1re year But . 

12 since the University is not yet complete . the audit ' s numbers do not conta1n 

13 any revenue from the Univers1ty . 

14 Audit Disclosure No. 10 addresses d customer survey . The ut1lity 

15 performed a customer satisfaction survey and 1nc luded the cost s 1n the 

16 forecast . This is the first t1me the ut1l1ty has performed the survey and it 

17 intends to perform the survey annually The cost s re lated to the survey 

18 total $9.744 .04. allocated $6.431 .07 to the water system and $3.312 9/ to the 

19 wastewater system . 

20 Audit Disclosure No . 11 add~2sses the eng1neer1ng for t he new 

21 University . The utility charged two 1nvo1ces for eng1neer1ng cos t s re lated 

22 to the new University to accounts 631 and 731 . Contract Serv1 ces. Eng1neer1ng 

23 during the September 1995 to August 1996 pen od used by the aud1 tors to 

24 determi ne expenses . These invoices related to the prel 1m1nary survey . They 

25 were charged $1 .029.36 to the water sys tem and $310 00 to t hC' wd'> t PWa ter 

13 
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1 system. 

2 Audit Disclosure No . 12 addresses account1 ng cos t s for the overearn1ngs 

3 investigation . In October 1995 . the ut1lity pa 1d Ke1th Cardey $6.183 .50 

4 ($4.204 .78 water and $1 .978 . 72 wastewater) to rev1ew the overearn1ngs case. 

5 The utility charged these costs to accounts 635.8 and 735.8 for water and 

6 wastewater. respectively . These cost s fall into the per1 od used by st aff to 

7 determine the reasonableness of expenses. These costs shou ld be non -recurr1ng 

8 and may more appropriately be added to deferred ra t e case expenses s 1nce 1t 

9 was the overearnings investigat ion that tr iggered the rate case 

10 Audit Disclosure No . 13 addresses the v1 ce -pres1dent' s sa lary The 

11 utility's forecasted expenses include a salary for the V1 ce- Pres1dent of the 

12 Company. Randall Mann. of $49.608 . Mr. Mann does not mainta1n an office at 

13 the utility site but has an offi ce 1n Jacksonvill e . He was asked to prov1de 

14 a letter ~ich stated ho.v lll.JCh time he spends on ut1l1 ·~ ; bus1ness . It states . 

15 "The amount of time spent per week on these various dut 1es var1es consi derably 

16 depending on the needs of the company . .. The ll st of dut1 es tha t he prov1ded 

17 includes accounting . financial . t ax. and other dut1 es ma1n ly 1nclud1ng 

18 reviewing and making decisions . setting pol1 cy. and prepar1ng tax schedul es . 

19 A more compl ete l ist ing is 1ncluded 1n the aud1t report 
, . 

20 Audit Di sc losure No . 14 addresses the expense foreca st . The ut1lity 

21 prepared its forecast of expenses us wg a zero based budget 1 ng approach . 

22 Fi lings for projected test years usually trend a histor1c peri od us1ng growth . 

23 inflation. and other known changes . Because the ut1l1ty ·s forecasted numbers 

24 were difficult to evaluate and the utility had ava1labl e nctual data through 

25 August 1996 . the auditors dec1ded to determ1ne expenses for t he per1od of 

- 14 -
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1 September 1995 to August 1996 and determine any known changes that should 

2 occur from September t o December 1996 . There are two major cJ1anges that are 

3 go 1ng to occur . They are the addltions of the Univers1ty and Corkscrew 

4 projects . The utility fully proJected the Umvers 1ty 1n 1ts f1l1ng . The 

5 utility projected the Corkscrew addit1on in rate base . but d1d not 1nc lude 1t 

6 in the forecast of expenses . The aud1 tors prepared an anal ys 1 s of the 

7 bal ances from September 1995 through August 1996. added the ull l1ty proforma 

8 adjustments for the University and the Corkscrew add1t1on. and then d1d an 

9 analysis of other known changes. The audit report 1ncludes a schedul e 

10 detailing this calculation . Th1s analysis reveals that the expenses 1n the 

11 filing are $110.380 .04 less for water than the prepared analys1s . The 

12 m~ajority of this is due to the $118 .303.50 of expenses the ut1l1ty expects to 

13 incur for the Corkscrew plant addition . For wastewater. the analysi s revea ls 

14 that the expenses in the filing are $20.60 1 . ~3 more than the ut1l1ty proJected 

15 in its forecast . 

16 Audit Disclosure No . 15 addresses James Moore's expenses . The expenses 

17 used in Disclosure 14 include $1.867 .93 of local bus1ness meal s and $120 .38 

18 of entertainment for James Moore . Descriptions of business meal s 1nclude 

19 discussing health insurance plans. trust s and 1nvestments. eng1neer1ng 

20 services. waterline projects . etc . The enterta1nment 1ncludod drinks for a 

21 San Carlos Water Line Project and a golf outing to discuss keeping 1nsurance 

22 costs down. 

23 Audit Disclosure No . 16 addresses taxes other than 1ncome . Based on 

24 audit analysi s . the regulatory assessment fees and property taxes are 

25 incorrect . In addition . I believe the payrol l taxes are .:! ll ocated 1ncorrectly 
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1 between water and wastewater . F1rst . the utility 's projected revenues do not 

2 generate the regulatory assessment fees (RAr> pro,)f'<"lPd 1n thE' f1l1ng. My 

3 calculations indicate the RA~ should be decreased by S71S for the water sy~ tem 

4 and S1.051 for the wastewater system. 

5 The audit also reviewed the 1996 projected property tax. Based on this 

6 analysis. I believe the expense was underestimated . The aud1t report 1ncludes 

7 

8 

9 

the calculation I used to determine an increase to property tax of S7.S04 for 

water and $s~1f .~~ for wastewater 

Payroll taxes were allocated usi ng a 66%/34% customer rat1o . or $43. 806 

10 for water and S22.567 for wastewater . If the taxes were allocated ba :>ed on 

11 the payroll accounts. they would be allocated at 62 .61% for water and 37 .39% 

12 for wastewater . This would reduce payroll taxes for wat. r r by S? .tl6? ?6 and 

13 increase taxes for wastewater by S2. tl62. 26. 

14 Q. 

15 A. 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Does this conclude your test1mony7 

Yes. it does . 

16 . 



1 KS. O'SULLIVAN: Thank you. The witnesa is 

2 tendered for cross. 

3 COKNI88IONZR DEASON& Mr. Reilly. 

4 HR. RBILLYI Good morning, Ms. Welch. 

5 WI~B88 WELCH: Good morning. 

6 HR. RBILLY: That mountain of files is so 

7 intimidating, I'm going to choose not to ask any 

8 questions at this time. 

9 COMMISSIONER DEASON: Mr. Gatlin. 

10 CROSS EXAMINATION 

11 BY HR. GATLIN: 

12 You did not determine, did you, the revenue 

13 effect on the Company if your recommendations were 

14 accepted by the Commission? 

15 A No, I didn't; that's not my job. 

16 Q And when you did the audit study and the 

17 audit report, you were not concerned with the 

18 financial impact of the study on Gulf, were you? 

19 

20 

21 

22 

A 

Q 

A 

Q 

No --

That•s not your job? 

-- not part of my determination. 

And you are not really involved in the 

23 determination of what working capital is used, are 

24 you? 

25 A No, I'm not. 

FLORIDA PUBLIC SERVICE COKKISSION 
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0 What you do is try to follow what you think 

is the Commission's policies as set forth in the 

digest of water and sewer? 

A We try and report what the Company has used 

and what they haven't put in. 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

0 Your calculation of working capital allows 

for $268,585.71, but for working cash capital; is that 

correct? 

10 

11 

12 I'll 

13 

A 

0 

A 

Q 

Excuse me, what page are you on? 

I'm on Page 15 of your deposition. 

Okay. Let me find it in the report, and 

Okay. 

14 I'm not having any luck. 

15 MS. O'SULLIVAN& Mr . Gatlin, is that Audit 

16 Exception No. 5 that we are addressing? 

17 MR. GATLIN& I didn't have a number down, 

18 it's just a question I asked in deposition. 

19 WITNESS WELCH: Okay. Could you -- I've 

20 found the exception. Could you ask me again, please? 

21 Q (By Mr. Gatlin) Does it provide cash 

22 working capital in the amount of $268,585 . 71? 

23 A I don't think there's any opinion attached 

24 to this disclosure that says what cash working capital 

25 should be. What the cash amount is? 
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1 

2 

3 

4 

0 

A 

0 

A 

Yes. 

From the books? 

No. As a result of your analysis. 

I've shown what the cash was for a 13-month 

5 average period. 

6 

7 

0 

A 

The cash work i ng capital for the period? 

Cash working capital? There is no opinion. 

8 There's no total of what working capital should be. 

9 268,585 is what the cash balance is. There's no 

10 opinion drawn on what working capital should be in 

11 this disclosure. 

12 0 Well, maybe we didn't communicate at the 
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13 deposition. I asked a question, how much cash working 

14 capital does your determination provide for the 

15 Company? And you said $268,585.71. 

16 And then I think I clarified your question 

17 by asking you are you referring to cash, and I said 

18 that that was what the cash balance in the working 

19 capital calculation was. 

20 0 What is your opinion as to what working 

21 capital should be? 

22 

23 

A 

Q 

I haven't made an opinion. 

But you've presented the numbers and facts 

24 in accordance with what you understand to be 

25 Commission policies and rules? 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 A I reported what was in working capital by 

2 the Company and what accounts were not included, and I 

3 reported some Commission policies that would indicate 

4 that some accounts would not be included based on 

5 policy. I haven't made any decision based on that. 

6 The Commission makes various decisions on working 

7 capital at different times. 

8 I didn't hear the last part of what you 

9 said. 

10 A The Commissioners makes decisions on what 

11 should or should not be in working capital. I just 

12 reported what was and what wasn't. 

13 Q That's right. And you supplied them, the 

14 Statt and the Commissioners, the intormation to 

15 determine working capital. 

16 A Right. But there's no conclusions here, and 

17 I haven't made any. 

18 Q But you supply the facts and the principles 

19 that you think are necessary for them to make a 

20 determination according to their policy? 

21 A Yes, I have. 

22 Q And I believe you agree that working capital 

23 allowance should provide cash for the Utility in the 

24 future? 

25 A That's the definition of working capital, 
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1 yes. 

2 Q I asked you at the deposition, do you think 

3 the working capital allowance should provide cash for 

4 the utility in the future. 

5 MS. O'SULLIVAN! Mr. Gatlin, have you 

6 provided the witness a copy of her deposition --

7 

8 

9 

10 

11 

12 

13 

14 

15 

if she 

Q 

answer? 

A 

KR. GATLINs Sure. 

MS. O'SULLIVAN: am I to ask the witness 

has a copy in front of her? 

KR. GATLIN: I don't have but one. 

MS. O'SULLIVAN: I can give her my copy. 

WITNESS WELCH: I remember the question. 

(By Mr. Gatlin) Do you remember the 

I remember that I said that that was a 

16 definition or that that appeared to be a reasonable 

17 definition. 

18 Q Right. Now, how did you determine the rent 

19 that should be allowed that Gulf pays for Caloosa? 

20 A I don't think there was an opinion on that 
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21 either, but let me find the disclosure. I think the 

22 disclosure only contains information . I don't believe 

23 it has an opinion. 

24 Q If I were to ask you the question, how do 

25 you determine if the rent to pay Caloosa for the 
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1 building is fair and reasonable. What would be your 

2 

3 

4 

5 

answer to that? 

A I would say that there's a lot of different 

ways that it should be looked at. 

0 And you said also that it depends on if 

6 there's an outside market; is that correct? 

7 A That's certainly how the Commission has 

8 looked at telephone-affiliated transactions in the 

9 past and whether there's an outside market or not. 

10 0 And you understand that that's what the 

11 Commission is supposed to do, don't you, to determine 

12 if the price is market value? 

13 A I also understand that the Commission looks 

14 at prudency of management decisions. 
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15 0 Well, it can look at that in determining the 

16 amount to be allowed, but it's still market value, 

17 isn't it? 

18 A I think if there's affiliate transactions, 

19 the policy has normally been to use the lower of cost 

20 or market. And if an outside market exists, to go 

21 ahead and allow market. But that doesn't necessarily 

22 mean that that management made a prudent decision in 

23 this case . 

24 0 Have you been told about the GTE Commission 

25 hearing? 
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1 

2 

A 

Q 

3 changes 

I don't believe so. 

You are not kept up to date on what 

4 A I get a lot of orders across my desk every 

5 day, but I couldn't remember right now what it was 

6 about. 

7 Q Well, it was about affiliated transactions. 

8 And let's see if you agree with what they say. 

9 "We believe that the standard must be 

10 whether the transaction exceed the going market rate 

11 or are otherwise inherently unfair. If the answer is 

12 no, then the PSC may not reject the utility's 

13 decision." 

14 

15 

16 

17 

A 

Q 

A 

Could you read that again, please? 

Sure. Would you like to look at it? 

That would make it a lot easier. 

KB. O'SULLIVAN: Mr. Gatlin, I'm sorry for 

18 interrupting. Which GTE cases are you referring to? 

19 A Commission decision or a court decision? 

20 MR. GATLIN: A Supreme Court decision. 

21 KS. O'SULLIVAN: GTE versus Clark? 

22 

23 

24 

25 case. 

KR. GATLINa Deason . 

MS. O'SULLIVAN: Oh, sorry. 

COMMISSIONER CLARII But he wasn't on that 

(Laughter) 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 

2 

3 

4 

5 

6 

7 

8 

Q (By Mr. Gatlin) I've highlighted the 

section I've quoted, but you are free to look at it. 

(Tendering document.) Did you look at it? 

A Yes, I did. 

Q Doe• that •pell out the policy the 

Commission should follow? 

A 

Q 

Yes. 

And in this case, we have the rental of the 

9 same building to a nonrelated party and we have an 

10 appraisal by a qualified appraiser which we contend 

11 supports the rent being paid. Is that an appropriate 

12 way to find out market value? 

13 A It shows the appropriate -- it shows market 

14 value for that particular property. It doesn't say 
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15 that the company using that space is prudent or a good 

16 management decision. 

17 Q Well, you are not suggesting that it's not, 

18 are you? I mean --

19 A The appraisal also showed that you can get 

20 comparable space !or $11.76 a square toot . 

21 Q But space of this quality for that purpose, 

22 the purpose it's being used, was supported by the 

23 appraisal and the rent to the unaffiliated party, is 

24 that true? 

A That's true. 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

467 

0 But you are suggesting that Gulf should have 

found another building? 

A I'm not saying that they should haue. I'm 

saying that there were other options. They could have 

found another building , they could have built the 

building themselves. There are a lot of different 

decisions that they could have made that the 

commission should weigh. 

You are not contending that the decision is 

10 imprudent, are you? 

11 A I haven't looked at all aspects of the 

12 decision, so I couldn't make that determination . But 

13 I think there's certainly questions that could be 

14 asked. 

15 

16 

17 

18 you? 

19 

Q 

A 

Q 

A 

Did you ask them? 

Did I? No. 

You were the person to find out, weren't 

I think I found out the information about 

20 what it would have cost to rent the building, what it 

21 would have cost to build the building, and I've put in 

22 there what the comparable rental rates are. 

23 Q Is that the way you found market value in 

24 your opinion? 

25 A How? 

I 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

Q The way you just described. 

A I believe so. 

Q You want to apply market value, do you not? 

A I have both original cost and market value 

information in this disclosure. 

Q 

A 

Q 

A 

Do you have a choice as to which is us~d? 

Do I have a choice? 

Yes. 

I didn't use either. I didn't make an 

10 opinion . I just reported it. 

11 Q You reported that? 

12 A Yes. 

13 0 For both cost and market value? 

14 A Right. 
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15 Q And your audit report would support a market 

16 value finding? 

17 A I think if I had wanted to put that it 

18 supported a market value finding, I would have put an 

19 opinion in there. 

20 

21 

0 

A 

22 facts. 

23 0 

24 cost? 

25 A 

Well, then it does not support either? 

I think I'm just giving a bunch of different 

Which would support a market value or either 

I think if you don't look at prudency, it 
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1 supports a market value. 

2 0 Well, you're not suggesting any i~prudence, 

3 as I understand your testimony. 

4 A I think the Company could have looked -- and 

5 I don't know whether they did or not -- at building 

6 the building themselves or looking at comparable -- or 

7 other lease space that might have cost less. I think 

8 that would have been a prudent management decision. 

9 0 You understand what the building situation 

10 was for, don't you? 

11 No, I'm not sure what you are referring to. 

12 0 That they had an office in a building near 

13 the treatment plant . 

14 

15 

16 

17 

A 

0 

A 

0 

Yes, I was in that building. 

And they needed more room. 

Yes. 

And they kept those offices for the field 

18 work people and plant. Then they had to find another 

19 building. And they found out -- do you understand 

20 that they did not -- could not buy a building 

21 themselves? 

22 No, I really don't know anything about their 

23 financ ing situation. 

24 At the moment they decided or made the 

25 decision to move in this way, to rent this part of the 
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1 building and have Caloosa build the building, was 

2 there any imprudence in your opinion? 
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3 A I really don't know the management decisions 

4 that went into play to make that decision. 

5 

6 

7 

Q 

A 

Q 

Did you try to find out? 

No, I didn't. 

So you don't have any basis for saying they 

8 are imprudent? 

9 

10 

A 

Q 

11 that? 

12 A 

13 facts. 

14 Q 

15 building? 

16 

17 

18 

19 

20 

21 

22 

23 

A 

Q 

wouldn't 

A 

Q 

testimony 

on that? 

A 

24 report. 

25 

I didn't say they were. 

But you don't have any set basis tor saying 

No. I am reporting a lot of different 

And you know the hospital rented part of the 

Yes, I do know that. 

That would be an indication of market value, 

it? 

Yes, it would. 

You mentioned the customer survey in your 

and in your report. Do you have a position 

Should they do those surveys --

I don't think a position is stated in the 

You don't take a position? 
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1 

2 

3 

4 

5 

6 

7 

A 

0 

A 

0 

service, 

A 

0 

(Shakes head. ) 

Just reporting the facts? 

That's right. 

You believe that Gulf has good customer 

don't you? 

Yes, I do. 

You mentioned in your audit report and in 

8 your testimony also that you were not satisfied with 

9 the way the Company did its budget. 
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10 A I certainly wasn't satisfied with the backup 

11 that they provided for their forecast. 

12 0 I want to hand you -- have you look at this 

13 document, two documents: one with a white binder and 

14 one with a black binder? Did you examine these books 

15 when you were doing the audit? 

16 

17 

18 

19 

20 

21 

A 

0 

A 

0 

A 

I wasn't given those books. 

You've never seen these books? 

No. 

Ms. Andrews didn't show you the books? 

No. 

COMMISSIONER CLARK: Ms. Welch, you need to 

22 give an audible response. 

23 WITNESS WELCH: Sorry. I was told there 

24 were work papers and that they looked through the work 

25 papers to give me answers, but I wasn't given those 
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1 binders. 

2 Q (By Kr. Gatlin) Did you ask for these 

3 books? 

4 A I asked for all the work papers supporting 

5 the forecast. 

6 Q And apparently they just pulled some pages 

7 out and gave you those pages? 

8 A Probably. (Pause) 

9 COMMISSIONER DEASON: Mr. Gatlin, do you 

10 wish to have this identified? 

11 MR. GATLIN: Yes. It's a five-page 

12 document. On the front paqe on the upper line is the 

13 docket number, Ms. Welch's name. The first line at 

14 the left is Gulf Utility Company. We'd like that 

15 identified, if we may. 

16 COMMISSIONER DEASON: Yes, it will be 

17 identified as Exhibit 25. 

18 (Exhibit 25 marked for identification.) 

19 KR. GATLIN: The one on the first page is 

20 the wage requirements for Gulf Utility Company. Did 

21 you see this document before? 

No, it was not provided to me. 

Did you ask for it? 
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22 

23 

24 

25 

A 

Q 

A 

0 

I asked for backup for all of the forecasts. 

Look at that page . Is that the way you 
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1 think it ought to be done to project the year, the 

2 test year? 

3 A It appears to be a reasonable methodology. 

4 Q Turn to the next page. It's sewer, a 

5 Florida Power and Light bill. And it's similar to --

6 no. Did you ask for this information? 

7 A I asked for all the information regarding 

8 the forecast. And this is 1995. This doesn't show 

9 anything related to the forecast or how they came up 

10 with the forecast number. 

11 

12 

Q 

A 

So that wouldn't be acceptable? 

No. 

13 Q What did you want done that you felt would 

14 support it? 

15 A What I wanted done was for them to back up 

16 their line numbers with numbers. This probably would 

17 have supported if they used this number in coming up 

18 with their 1996 numbers. But from this, I can't tell 

19 that. 
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20 Q What did you understand the budgeting method 

21 to be? 

22 A I was told by Ms. Andrews that they used a 

23 zero-based budgeting approach. Or it might have been 

24 Brook Rivers. But I was told that they used a 

25 zero-based budgeting approach and that the only 
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1 supportinq documentation that they had for the expense 

2 forecast were the revised filing exhibits that they 

3 had that they put in their exhibits. 

4 MS. O'SULLIVAN: Commissioner Deason, I'm 

5 qoinq to, I think, pose an objection here or a 

6 question -- request that we further identify what this 

7 exhibit is besides Gulf Utility Company wage 

8 requirements. I'm not quite sure it's been 

9 identified , what this is, what the date of it is, 

10 where it came from, and she's beinq crossed on it. 

11 MR. GATLIN: Well, of course, we'll identify 

12 this later. If necessary somebody from the Company --

13 and I haven't offered it yet either. 

14 

15 

MS. O'SULLIVAN: Okay. 

COMMISSIONER DEASON: Please proceed, 

16 Mr. Gatlin. 

17 

18 

19 

20 . 

21 

22 

23 

24 

Q (By Mr. Gatlin) The next page is FPL 

bills, 1995. Have you ever seen that? 

A No. It looks something similar to what we 

did in another case. 

Q The last paqe -- excuse me. Are you 

finished? 

A 

Q 

In another case we did somethinq similar. 

The last page of the documents is a revenue 

25 expenses document for 1996 . Did you see that? 
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No. A 

Q If you had been able to see that, would that 

help in making your decision? 

1 

2 

3 

4 A I really don't know. I'd have to compare it 

5 to the forecast and look at the backup they had 

6 backing up these numbers. These are just numbers, and 

7 I would need to see how they actually came up with 

8 these numbers . 

9 This statement itself, no, it does not 

10 provide support. 

11 Q Were you not told that each item of the 

12 requirements of doing business was looked at every 

13 year to see if that was acceptable? 

14 

15 

A 

Q 

Yes, that I was told . 

And if there was some reason to have more in 

16 the budget, and there was a reason for it, they would 

17 increase it? 

18 

19 

20 

A 

Q 

Yes. 

And what you wanted done was take -

COJOIISSIOHBR CLARICI Who is "she," 

21 Mr . Gatlin. 

22 

23 

MR. GATLIN: She? 

COMMISSIONER CLARKI I thought you said 

24 "what she wanted done." 

25 MR. GATLIN: What you wanted done, is what I 
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1 should have said. I'm sorry. 

2 

3 

COMMISSIONER CL~r Okay. 

(By Mr. Gatlin) Is what you wanted done is 
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4 a listing of the 1995 expenses and then something that 

5 indicated how the 1997 expenses would be derived --

6 I'm sorry, 1995 and 1996. 

7 A That would have been an acceptable way to 

8 back up a forecast. 

9 Does it make any difference which way you 

10 use to come at the numbers? 

11 A I think you need to have documentation for 

12 whichever way you choose, and I wasn't provided with 

13 that. And the documentation I was provided, for 

14 different parts of the forecast, did not seem to 

15 relate to actual data obtained to date. 

16 Q One of the complaints you have about the 

17 method ot documentation that Gulf has is that it's 

18 difficult to audit, isn't it? 

19 A Well, that's certainly one complaint. But 

20 there were errors found in the forecast data that was 

21 looked at. 

22 Errors in that the actual numbers were 

23 different? 

24 Errors in that the Company, for instance, in 

25 plant --
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1 0 Yes. 

2 A put in the university in January 1 96 

3 numbers when the university wasn't even going to be 

4 completed until probably, I think, January of '97. 

5 In addition, each of the additions per 

6 month, if you let me look it up, there were several 

7 additions that they had forecasted throughout the year 

8 that had not been made. The main one was the 

9 university being included in January numbers. 

10 

11 

0 

A 

Excuse me, go ahead. 

For CIAC the actual additions that had been 

12 forecasted up until that time didn't tie to what the 

13 Company had actually incurred. And for working 

14 capital, the Company was basically unsure who even did 

15 it. Originally, I was told that Mr. Cardey did it. 

16 And when Carolyn Andrews called Mr. Cardey, she found 

17 out that she had done it. 

18 0 Isn't that not unusual in a projected test 

19 year that the numbers don't come out exactly? 

20 A There's certainly some variance, but I think 

21 the university was a major component of the forecast. 

22 Q And your problem with that was that it was 

23 put in in 1996? 

24 

25 

A 

Q 

In January . 

And do you know when it went into service? 
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1 A No, I don't. But I know it didn't go into 

2 service before I left there. 

3 0 If it went into service in 1996, December, 

4 would you have a problem with that? 

5 A Yeah. It affects 13-month average. 

6 0 Is it your position the Commission should 

7 not include that in rate base if it went in in 

8 December? 

I'm not saying that it shouldn't be 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

included, I'm saying that if you are going to do a 

financial statement or an exhibit that shows 13-month 

average and you're saying this is forecasted to be in 

and it's not, it's a major difference between forecast 

and actual. 

0 If it were installed, or any other part of 

the plant were installed in '97, would that be 

completely out? 

That's really an engineering decision. I 

19 know of instances where the Commission have allowed it 

20 in the full year. That would not be my decision to 

21 make. I'm reporting what the differences are. 

22 0 In fact, the Commission has the option to 

23 include 24 months atter the test year, doesn't it? 

24 

25 

A 

0 

They certainly do . 

Did you make any determination as to whether 

FLORIDA PUBLIC SERVICE COMMISSION 



the projections were reasonable? 

A I think the reason I looked at the actual 

data was to determine whether the projections are 

reasonable. 

Q And what did you conclude? 

479 

1 

2 

3 

4 

5 

6 

7 

8 

9 

A Well, what I concluded was for expenses they 

did come somewhat close after we added Corkscrew in, 

but the Company, admittedly, when they said they filed 

their projections originally, had not included 

10 Corkscrew in there . So in order to make their 

11 projections somewhat accurate, we had to add that in. 

12 Then it came close. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Q 

A 

The projection's about 95t correct? 

After Corkscrew was added. 

Q Right. That's a fairly good test or a good 

performance tor projected test years, isn't it? 

A If it's coming close to actual? Yes. Now 

the plant didn't. We are just talking about expenses 

now. 

Q 

A 

The plant did not? 

I think there were several additions that 

22 needed to be added in that still hadn't been done in 

23 order to make it come close to projection. 

24 Q With those added in it comes close; is that 

25 correct? 
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1 

2 

A 

Q 

Yea. 

Was the problem about the plant the numbers 

3 themselves that you had a problem with? 

4 A Well, the estimates that they did give me 

5 that the formal estimates that they had given me 

6 were not the same estimates that they had included in 

7 their exhibits. 

8 Q Did Gulf offer any explanation? 

9 A I don't remember asking since I came close 

10 and I reported that it was close to what the Company 

11 actually projected. 
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12 Q Should there be a double deduction from rate 

13 base in determining a final rate base? 

14 A 

15 about. 

16 

17 

18 

19 

Q 

A 

Q 

I'm sorry, I don't know what you are talking 

Let me back up, I'm sorry. 

They have prepaid CIAC, is that true? 

They have prepaid CIAC . 

By the way, did you match that up with 

20 existing plant? 

21 A I do have an exhibit from Carolyn Andrews 

22 that shows which wastewater treatment plant prepaid 

23 CIAC relates to. However, I was told by her that she 

24 could not identity which plant the water relates to. 

25 But I do have one for wastewater, yes. 
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1 And I did ask at the time if that ~as 

2 existing plant or if any additions needed to be made 

3 to that plant, and the answer was no. 

4 Q And what have you done in your analysis? 
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5 Have you been able to tie prepaid CIAC to the plant in 

6 existence, used and useful plant? 

7 A The reason I just reported it and asked an 

8 engineer to review it was because I didn't know how 

9 much of the plant was used and useful. But I do have 

10 a listing of the wastewater, prepaid CIAC, and to 

11 which different plants it relates to. 

12 Q Does that take up all the prepaid CIAC? 

13 A No. There's also water. 

14 Q All the prepaid CIAC does not relate to 

15 present plant? 

16 A I don't know that for sure. 

17 Do you know opposite that? I mean, do you 

18 know either way? 

19 A I'm saying that according to the exhibit I 

20 was given by the Company, wastewater prepaid CIAC can 

21 be matched to individual plants --

22 

23 

Q 

A 

Okay. 

existing and in service . How much they 

24 are used and useful, I really don't know at this 

25 point. 
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1 Q And in arriving at rate base, you add the 

2 prepaid CIAC to the rate base then if it's used and 

3 useful? 

4 

5 

6 

7 

A 

Q 

A 

Q 

You would reduce rate base by prepaid CIAC. 

Then you would add it to the formula --

It would be a credit, yes. 

It would take it out. Okay. 

8 That is to take all CIAC out, isn't it? 
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9 CIAC cannot be in the rate base under any description; 

10 is that right? 

11 

12 

A 

Q 

CIAC is removed from rate base, yes. 

So if you make the deduction for the prepaid 

13 CIAC and then you imputed CIAC on the margin reserve, 

14 it would be a double whammy, wouldn't it? 

15 A I don't know anything about margin reserve. 

16 It's an engineering determination. 

17 Q Well, it's not your intention that CIAC 

18 should be deducted twice, is it? 

19 A No. But if it relates to used and useful 

20 plant, I think it should be removed . 

21 Q But not removed again in the margin reserve? 

22 A No. (Pause) 

23 Q Was the projected test year ending 1996 

24 approved by the Commission for use in this case? 

25 A Yes. 
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1 0 And what period of time did your report 

2 cover, your audit report? 

3 A It covered the forecast year. 

4 0 The complete year? 

5 A If you are referring to the numbers that I 

6 reported, I did report some numbers that ended in 

7 August because I was using them for reasonableness 

8 tests, not to try and restate a test year. 

9 0 But you ended up with the 1996 projected 

10 test year; is that correct? 

11 A I believe I did because I asked the Company 

12 to support any additions that would have come after 

13 that time. 

14 

15 

16 

MR. GATLIN: Thank you, Ms. Welch . 

That's all I have. 

COMMISSIONER DEASON: Redirect. 

17 REDIRECT EXAMINATION 

18 BY MS. O'SULLIVAN: 

19 0 Just a few questions, Ms. Welch. Could you 

20 explain the difference between an exception and the 

21 disclosure in your audit report? 

22 An exception reports differences between 

23 rules and facts, errors in -- actual errors on the 

24 company books; and disclosures are usually more 

25 philosophy related, just pointing out things that 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

might be 

Exhibit 

wrong . 

24 

K8. O'SULLIVAN: Nothing further. 

COMMISSIONER DEASON I Exhibits. 

JIR. RBILLY: Staff moves Exhibit No. 24. 

COMMISSIONER DEASON I Without objection, 

is admitted. 

(Exhibit 24 received in evidence.) 

MR. GATLIN: I'd like to move Exhibit 25. 

MS. O'SULLIVAN: Staff would object to 

10 Exhibit 25 based on the authenticity _of the exhibit. 

11 Ms. Welch was only crossed on Pages 1 and 2, I 
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12 believe. We are not sure when this was created, where 

13 it was created, what it purports to demonstrate. 

14 COMMISSIONER DEASON: There's been an 

15 objection, Mr. Gatlin. 

16 MR. GATLIN: That's right. She's rigi-.t. 

17 Flat out right. (Laughter) 

18 COMMISSIONER DEASON: Exhibit 25 is not 

19 admitted . 

20 Staff, you may call your next witness. 

21 

22 Xanders. 

23 

24 

25 

MS. O'SULLIVAN: Our next witness is Edith 

FLORIDA PUBLIC SERVICE COMMISSION 



1 EDITH XANDERS 

2 was called as a witness on behalf of the Staff of the 

3 Florida Public Service Commission and, having been 

4 duly sworn, testified as follows: 

5 DIRECT BXAKIMATIOM 
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6 KS. O'SULLIVAN: Are you ready , Ms. Xanders? 

7 Please state your name and business address for the 

8 record. 

9 A My name is Edith Xanders. My business 

10 address is 2540 Shumard Oak Boulevard, Tallahassee 

11 32399. 

12 

13 

14 

15 

16 

17 

18 

19 

Q 

A 

Q 

A 

Q 

docket 

A 

Q 

And how are you employed? 

I am employed as a regulatory analyst IV. 

With the Public Service Commission? 

With the Public Service Commission. 

Have you prefiled direct testimony in this 

consisting of 12 pages? 

Yes, I have. 

Do you have any corrections or changes to 

20 your testimony? 

21 A I have one update to my testimony. on Page 

22 9, Lines 1 through 4, I have testified that in the 

23 Aloha case the Commission voted not to allocate any of 

24 the reuse costs to the water customers because it did 

25 not believe that Aloha was engaged in a valid reuse 
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1 project at the Phase 1 stage. 

2 Since I filed my testimony, a decision has 

3 been rendered in that case where the Commission has 

4 found that Aloha was engaged in a reuse project, in a 

5 valid reuse project plan, and approved all three 

6 phases. In the final decision the Commission decided 

7 not to allocate any reuse c o s ts to the water customers 

8 because of the poor quality of water. 

9 Q With that correction, if I were to ask you 

10 the same questions today, would your testimony be the 

11 same? 

12 

13 

Yes, it would. 

MS. O'SULLIVAN: Commissioner Deason, may we 

14 have Ms. Xanders testimony inserted into the record as 

15 though read? 

16 COMMISSIONER DEASON: Without objection, it 

17 shall be so inserted. 

18 COMMISSIONER CLAR~s Can I just ask a 

19 question? 

20 Ms. Xanders, it was more than just the poor 

21 quality of the water in the Aloha case, wasn't it? 

22 WITNESS XANDERSt That was my understanding. 

23 I may have missed something. 

24 COMMISSIONER CLARKs Okay. But at any rate 

25 we can look to the order to see the reasons. 

FLORIDA PUBLIC SERVICE COMMI~~ION 



1 

2 

WITHB88 XAHDBRSI Yes. 

COKKI88IOHBR CLARKI And the order probably 

3 isn't out yet, ia it? 

4 

5 

WITHBSS XANDBRSI No , I don't think it is. 

COKKI88IOKBR CLARKI Okay. 

6 0 (By Ma. O'Sullivan) Ms. Xanders, did you 

7 also file Exhibit Nos. EHX-1 and EHX-2 with your 

8 testimony? 

9 A Yes, I did. 

10 0 Do you have any changes or corrections to 

11 either one of those exhibits? 

12 A I have one correction to my exhibits. In 

13 Exhibit EHX-2, Page 7 of 8, there is a handwritten 

14 ''no" next to the meter tap-in charges. That "no" 

15 should have been removed. I understand from Collier 

16 county that those meter charges apply. 

17 

18 

19 

0 

A 

Is that the only correction? 

Yes, it is. 

MS. O'SULLIVAN: I'd like to have that 

20 exhibit identified, please? 

21 COMXISSIOHBR DBASOHI Yes, Exhibit 26. 

22 (Composite Exhibit 26 marked for 

23 identification . ) 

24 

25 
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1 DIRECT TESTIMONY OF EDITH HOLMAN XAND£RS 

2 Q. Would you please state your name and business address? 

3 A. My name 1s Ed1th Holman Xanders . My business address is 2540 Shumard 

4 Oak Boulevard. Tallahassee . Florida 32399-0850 . 

5 Q. By whom are you ~loyed and in what capacity? 

6 A. I am ~loyed by the Florida Public Service Commission <FPSC or 

7 Commission) as a Regulatory Analyst IV in the Bureau of Policy Development and 

8 Industry Structure . Division of Water and Wastewater . 

9 Q. Please give a brief description of your educational background and 

10 professional experience . 

11 A. I received a Bachelor of Science Degree with a major in Finance from The 

12 Florida State University in Apri 1 1991 . I am currently pursuing a Mac;ter of 

~ 13 Business Administration Degree at The Florida State University and expect to 

14 receive that degree in August 1997 . 

15 In Septent>er of 1991. I joined the staff of the Public Service 

16 Commission as a Regulatory Analyst I in the Division of Water and Wastewater ' s 

17 Bureau of Certification . At the time. I was in the Certification Section of 

18 the Bureau of Certification. I was subsequently moved to the Intergovernmental 

19 Section. which has been renamed the Policy Development Section of the Bureau 

20 of Industry Structure and Policy Development. In September of 1995 . I was 

21 promoted to my current position of Regulatory Analyst IV . 

22 Since joining the Policy Development Section. I have worked on several 

23 rate cases involving reuse issues . In these cases. I was responsible for 

24 analyzing the prefiled testimony regarding reuse . developing the record on 

25 reuse . analyzing the record after the hearing and drafting a recommendation 
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1 for the C011111i ss ion · s decision . 

2 Q. What is the purpose of your testimony in this proceeding? 

3 A. The purpose of my testimony is to recOITITlend that a reuse rate be 

4 approved and to present criteria that the Commission shou 1 d consider to 

5 determine the appropriate reuse rat.e . Gulf Utility Company <Gulf ) did not 

6 discuss reuse rates in its prefiled direct test imony and the Commission has 

7 never considered this issue for this utility . I will al so discuss the 

8 implications of allocating some of the revenue requirement associat ed wi th 

9 reuse of reclaimed water to water c~stomers . wi ll provide a background of 

10 previous Commission cases involving this issue . and discuss how to determine 

11 the amount that the water customers should share . 

12 Q. Would you please discuss briefly the general background information 

13 regarding Gulf's reuse operations? 

14 A. All of Gulf's effluent is disposed of through reuse . The utility 

15 currently provides reuse at no charge to three customers - San Carlos Gol f 

16 Course . Vines Country Club and the Villages of Country Creek. Accord1ng to 

17 the agreements provided through discovery. San Carlos has been a customer 

18 since 1982. Vines Country Club has been a customer since 1984 . and Villages 

19 of Country Creek has been a customer since 1987 . A fourth customer . River 

20 Ridge. signed an agreement with Gulf in May of 1996 and is expected to receive 

21 service at the end of 1996. Two of the customers - the Vines Country Llub and 

22 the Villages of Country Creek - receive reuse from the Three Oaks Wastewater 

23 Treatment Plant that is mixed with the reject water from the Cork screw Water 

24 Treatment Plant . Corkscrew is a low pressure membrane treat ment faci lity that 

25 provides potable water . River Ridge will also be receiving reuse from Three 
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1 Oaks in this manner . Gulf has not requested approval of a reuse rate in this 

2 case . 

3 Q. 

4 A. 

What is the purpose of a reuse rate? 

Although reuse is a method of effluent disposal . it is also considered 

5 a source of water . As such . it is a commodity that has value . A reuse rate 

6 recognizes that the utility is providing a service with some value . A reuse 

7 rate is typically not a fully cost based rate . but rather a contribution to 

8 the cost of providing reuse . As a result . the bulk of the cost of reuse 

9 operations is generally paid for by the utility ' s other customers . would 

10 note that reuse rates are generally structured as a gallonage charge . 

11 Q. What should the Commission consider to determine the appropriate reuse 

12 rate? 

13 A. I bel1eve that several factors should be considered when establishing 

14 a reuse rate. Depending on the reuse arrangement . some factors may be given 

15 more weight than others . These factors include the utility 's alternatives for 

16 effluent disposal. the customers · alternative sources of water and the cost 

17 of these alternatives. The Commi ss ion should al so consi der the contents of 

18 the reuse agreement between the utility and the customers . the reuse rates in 

19 the area. and the utility ' s ability to secure additional customers . 

20 Q. 

21 A. 

What specific factors should be considered in thi s case? 

As mentioned previously . at this time . Gulf is dependent on reuse as its 

22 only source of effluent di sposal . Therefore . pri cing of reuse should be done 

23 to encourage 1ts use by present and future customers . All of Gulf 's present 

24 reuse customers are golf courses which use the reuse for irrigation . If these 

25 reuse customers can secure other sources for all or a portion of their 
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1 irrigation needs . then the cost of those alternatives must be considered in 

2 sett; ng a reuse rate . A 1 so. i f Gu 1 f is not ab 1 e to secure other reuse 

3 customers and the current customers elect to secure alternative sources . then 

4 the utility may find itself in a situation that prevents or limits its ability 

5 to dispose of treated effluent on the go 1f courses . An ana 1 ys is of the 

6 specific circumstances in this case could justify the continuation of no 

7 charge for reuse service . In that situation . a zero charge is a · rate" which 

8 must be approved by the COOITli ss ion and must be reflected in the ut i 1 i ty · s 

9 tariff . Currently. there is no tariffed rate for reuse for thi s utility . 

10 Q. Why should the COOITlission consider the contents of the reuse agreement? 

11 A. First. the agreement between the utility and the customer may indicate 

12 the conditions under which the customer can break the contract. If the 

13 contract is easily broken. then the customer may opt to secure add it i ona 1 

14 sources. if available . Second . reuse agreements generally detail the 

15 relationship between the utility and the customer . Usually these agreements 

16 will tell the COOITlission which party paid for the lines . which party mainta ins 

17 the lines . the flows that the customer will accept . the location of the point 

18 of delivery, whether the customer is willing to pay for the service . and . if 

19 so how much. This infonmation is helpful for the Commission in evaluating the 

20 appropriate reuse rate . 

21 Q. Should the COOITlission approve the same reuse rate for each of Gulf ·s 

22 reuse customers? 

23 A. Not necessarily . Unlike rates for water and wastewater service. a reuse 

24 rate is typically market driven . This is because reuse customers often have 

25 a 1 ternat i ves for i rri gat ion and cannot be forced to take reuse . The 

- 4 -



1 

2 

3 

4 

5 

6 

7 

8 
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ava1lab111ty and cost of these alternatives may be different for each 

potential reuse customer. Also . the terms under which reuse is provided can 

be different for each customer . For example . in one case . a customer may 

provide the line to transmit the reuse. whereas in another case. the utility 

may pay for the line. In pricing reuse . the Commission should evaluate the 

circumstances for each reuse customer independently . which may result in 

different rates . 

Q. What other reuse rates are in this area? 

9 A. I contacted the utilities in the region regarding their reuse rates and 

10 requested that they fax me a copy of their current rates . A summary of their 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

rates is attached as Exhibit EHX -1 and their responses are attached as 

Exhibit EHX-2. 

Q. The next part of your testimony concerns allocating the reuse costs 

among the water and wastewater customers. How are the revenue requ i rements 

associated with an investor -owned water and wastewater ut1l1ty typically 

recovered from its customers? 

A. The conventional method of determining the costs that relate to water 

and wastewater service has been fairly straightforward: that is . to the extent 

pract1cal. costs are recovered from the cost causer . Therefore. costs 

associated with the provision of water service have been allocated to the 

Nater customers. and those associated with the provision of wastewater service 

1ave been allocated to the wastewater customers . However . with the evolution 

of rE•use of reclaimed water as a method of effluent d1 sposal and water 

conservation. the distinction is not as clear . In recognition that water 

customers benefit from the conservation fac i 1 ita ted by reuse. it 1 s now 
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1 appropriate to consider whether a portion of the wastewater or reuse costs 

2 should be shared b.Y the water customers . 

3 Q. Would you plt~ase explain how reuse of reclaimed water can benefit the 

4 water customers? 

5 A. When reclaiflleij water is used to fill the irrigation needs of golf 

6 courses . citrus grov-es and other end users . the water customers benefit 

7 because reclaimed water helps to preserve ground water suppl1es for potable 

8 water needs . This is particularly important in areas where water supply 

9 concerns have been identified . Therefore. reuse for irrigation is both an 

10 efficient and environmentally sound use of the treated wastewater effluent . 

11 Q. How should this benefit of reuse to water customers be recogni zed? 

12 A. In 1994. the Florida Legislature recognized the benefit of reuse to 

13 water users by creating Section 367 .0817 . Florida Statutes. which 1n part. 

14 clarified the Commission's authority to allocate the costs of providing reuse 

15 among any combination of the utility's customer base . Specifical~y . Section 

16 367.0817(3). Florida Statutes . states : 

17 All prudent costs of a reuse project shall be 

18 recovered in rates . The Legislature finds that reuse 

19 benefits water . wastewater . and reuse customers . The 

20 commission shall allow a utility to recover the costs 

21 of a reuse project from the utility ' s water. 

22 wastewater. or reuse customers or any combination 

23 thereof as deemed appropriate by the commission . 

24 This legislation recognizes that all customers benefit from the water resource 

25 protection afforded by reuse and that in certain cases . it is appropriate for 
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1 water customers to share In the cost of the reuse system . 

2 Q. Is it necessary for a utility to have f1l ed a reuse projec t plan 1n 

3 order for Section 367 .0817(3). Florida Statt. tes to be implemented? 

4 A. No . This issue has been considered in severa l rate cases where the 

5 utility did not file a reuse project plan . The utilities involved and the 

6 dockets where this issue was considered are : Rotonda West Ut ili ty Corporation 

7 (RWU). Docket No. 950336-WS : Southern States Utilities . Inc. (SSU) . Docket No . 

8 950495-WS: Palm Coast Utility Corporation <PCUC>. DocKet No . 951056-WS: and 

9 Florida Cities Water Company - Barefoot Bay Division <FCWCBB> . Docket No . 

10 951258-WS. The Commission is currently considering this issue in one docket 

11 involving a reuse project plan - Aloha Utilities. Inc. <Aloha) . Docket No . 

12 950615-SU. 

13 Q. What was the Commission's decision in these dockets? 

14 A. In the RWU case. the Commission ' s consideration of the i ssue initially 

15 favored an allocation of a portion of the total wastewater system revenue 

16 requirement to the water system. H~ver . the wastewater system revenue 

17 requirement increase was relatively small . and any signif1cant shift would 

18 have resulted in a wastewater system revenue requirement decrease . The size 

19 of the revenue requirement increases to the water and wastewater systems led 

20 the Commission to conclude that the sharing of the wastewater revenue with the 

21 water customers was not appropriate at that time . 

22 In the SSU case. the Commission voted not to all ocate any of t he revenue 

23 requirement associated with reuse to the water customers s ince it bel1eved 

24 that other issues must be considered when allocating some of the reuse costs 

25 to SSU's water customers due to the unique nature of ssu ·s SlZe . These lSSues 
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1 were not explored during the hearing . and. as a resul t . the Commi ss ion voted 

2 not to allocate any of the revenue requi rement . 

3 In the PCUC case. Palm Coast prov tdes secondari ly t reated effluent to 

4 the Dunes Community Development District (the Dunes) . The Dunes th~n further 

5 treats the reuse to public access standards and resel ls it to its customers . 

6 The Coomi ss; on cone 1 uded that because the Dunes rese 11 s the reuse to its 

7 customers for irrigation . the majority of the benefi ts of reuse inure to the 

8 water customers of the Dunes. not the water customers of PCUC. In addit ion. 

9 the Commission found that the provision of reuse to the Dunes benefits PCUC 's 

10 wastewater customers since this service allows PCUC to dispose of its effluent 

11 without the need for additional di sposal sites . Accordingly. the Commi ssion 

12 voted not to allocate any of the costs associated with reuse to the water 

13 customers . 

14 In the FCWCBB case . the Commiss ion found that the inabil ity to quantify 

15 benefits to the water customers should not deter the Commiss ion from 

16 recognizing their existence . Accordingl y. the Commission found it appropria te 

17 to base its methodology of the revenue requirement allocation on a compari son 

18 of the revenue requirements associ a ted with the uti 1 i t y · s AWT p 1 ant versus 

19 another environmentally acceptable alternative of disposal . Thi s resulted in 

20 the Commiss ion voting to allocate 5% of the difference in the revenue 

21 requirements to the customers of the water system . The reason the Commi ss ion 

22 chose 5% of the difference was that al locating the entire di fference wou ld 

23 have resulted in a shift that was unreasonable . 

24 In the Aloha case . Aloha was t he f i rst utility to submit a reuse project 

25 plan pursuant to Section 367 .0817 . Florida Statutes . In PAA Order No . PSC -95-

- 8 -



496 

1 1605-FOF-SU. issued December 28 . 1995. the Comm1ss1on voted not to allocate 

2 any of the reuse costs to the water customers because it did not believe that 

3 Aloha was engaged in a valid reuse project at th~ Phase I stage . The PM 

4 order has been protested and a final decision is still pending . 

5 Q. In instances when the Commission finds it appropriate to all ocate some 

6 reuse costs to water customers. how should that amount be determined? 

7 A. The amount should be based on the benefits of reuse that accrue to the 

8 water customers . 

9 Q. How should the Commission quantify the benefit to the water customers? 

10 A. The Commission should attempt to quantify as accurately as possible the 

11 benefit to the water customers in determining how much reuse costs should be 

12 shared . If reuse is implemented over another environmentally acceptable 

13 alternative of effluent disposal . the water customers should be responsi ble 

14 for at least a portion of the additional costs incurred to implement reuse 

15 over those costs necessary to provide the a 1 ternat i ve methods of effluent. 

16 disposal . In this way. the rates of the wastewater customers would recover 

17 the costs of effluent di sposa 1 needed to provide them safe and adequate 

18 wastewater service . Any costs above that could be identified as costs 

19 incurred for the conservation and protection of the water supply and logical ly 

20 recovered at least in part through the water rates . 

21 In certain cases . the Commission may be able to quantify the benefit of 

22 reuse to the water customers in terms of cost avoidance . For example . using 

23 reuse for irrigation should reduce the demand for potable water on the water 

24 system. Eventually . this may result in a lesser need for expansion of the 

25 water system. As a result . the water customers may avoid the cost of 
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1 expanding the facilities . Another example would be an 1nstance in which a 

2 water utility may be negotiating for an exchange of reuse for potable water 

3 with a neighboring utility in order to help supply the future demand of the 

4 utility's water customers . This arrangement could result in a cheaper. and 

5 perhaps a vitally needed source of water for the utility. 

6 This case is a good example of where the water customers have benefitted 

7 from cost avoidance . The effluent provided by Gulf from the Three Oaks 

8 Wastewater Treatment Plant is mixed with the reject water from the Corkscrew 

9 Water Treatment Plant . which is a low pressure membrane treatment facility 

10 that provides potable water . Obviously. this benefits the water customers 

11 because it provides a method of disposing of the concentrate from the 

12 Corkscrew p 1 ant . James Moore. President of Gulf . has testified in his 

13 prefiled direct testimony that when the company expanded its water facil ities . 

14 it was uncertain whether they would have to construct a S2.5 million deep well 

15 to dispose of the reject water . Because the DEP has expanded the permit that 

16 al1ows Gulf to mix the water and the wastewater effluent . Gulf does not need 

17 the construction at this time . 

18 Q. Should any costs be borne by water customers if the Commi ss ion is unable 

19 to precisely quantify the benefits of reuse . or reuse is the only 

20 environmentally acceptable alternative? 

21 A. Yes . Reuse is recognized as a viable source of water for irrigation ar1d 

22 a means of water conservation . Therefore . allocating some of the reuse costs 

23 to the \'later customers may st i 11 be appropriate even when the Commi ssion is 

24 unable to precisely quantify the benefits of reuse . or when reuse is the only 

25 environmentally acceptable alternative . (See Order No . PSC 96-1147 -FOF-WS . 
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1 issued September 12 . 1996) . In this regard . the price of water will include 

2 costs incurred for the protection and efficient use of water resources . One 

3 way of allocating the costs to the water users when the Commission is unable 

4 to precisely quantify the benefits of reuse is to require the water customers 

5 to pay at least the amount that the reuse customers are paying . For example . 

6 when the City of Hollywood constructed its reclaimed water system . it 

7 determined that the amount of revenue generated by the reuse customers would 

8 be approximately S150.000 annually. The City decided that the water customers 

9 should likewise be responsible for Sl50 .000 per year since the provi sion of 

10 reuse resulted in a reduction in competing aquifer withdrawals . The 

11 wastewater customers were then responsible for the remaining costs . As a 

12 result. the wastewater customers incurred about 75% of the entire cost of the 

13 facilities . Admittedly . quantifying the benefits in this manner is a judgment 

14 call . However. as I testified earlier . the Commiss ion has had to use judgment 

15 in previous cases where it allocated costs to the water customers . 

16 Q. What other criteria might be used to determine thi s allocation? 

17 A. Other criteria to consider in determining whether and how much of the 

18 reuse costs to allocate to the water customers include the average usage of 

19 the water customers. the level of the water rates . the mugn itude of the water 

20 and wastewater revenue increases . and the need to send a stronger price signal 

21 to achieve water conservation . In this proceeding . the water customers · rates 

22 may be decreased. This should be taken into consideration when determin1ng 

23 whether to allocate any costs . 

24 Q. If the Commission decides to allocate a portion of the wastewater 

25 revenue requirement to the water customers . how do you suggest these costs be 
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1 recovered within the rate structure? 

2 A. I believe the revenue requirement allocated to water customers should 

3 be recovered entirely through the gallonage charge . The benefits of reuse to 

4 water customers involve the need for water conservation . As such. it wJuld 

5 be appropriate to recover these costs through the usage charge so that 

6 customers who use more water pay more of these costs . 

7 Q. How should the utility record the revenue it collects due to this shift 

8 on its annual report filed with the Commission? 

9 A. This revenue should be recorded on the water operating statement as a 

10 separate line item under Miscellaneous Revenue . In this way . it can be easily 

11 subtracted from water revenue before calculating the achieved rate of return 

12 for the water system for overearnings purposes . Likewise . it must be added 

13 to the wastewater revenue before calculating the achieved rate of return on 

14 the wastewater system. These steps are necessary since the costs assoc iated 

15 with this revenue will remain on the books of the wastewater system . 

16 Q. Does this conclude your testimony at this time? 

17 A. Yes . it does . 

18 

19 

20 

21 

22 

23 

24 

25 
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1 Q (By Ma. O'Sullivan) Ms . Xanders, have you 

2 prepared a brief summary of your testimony? 

Ye•, I have. 

Go ahead. 

500 

3 

4 

5 

A 

Q 

A There are two parts to my testimony. In the 

6 first part I recommend that a reuse rate be 

7 implemented, and I present criter~a that ~~ould be 

8 considered by the Commission and the Staff in 

9 evaluating the appropriate reuse rate. These criteria 

10 include the Utility's alternative sources of effluent 

11 disposal, the customers' alternative sources of water 

12 and the coat of these alternatives. 

13 I also testified that the Commission should 

14 also consider the contents of the reuse agreement 

15 between the Utility and the customers, the reuse rates 

16 in the area and the Utility's ability to secure 

17 additional customers. I would like to stress that I 

18 consider zero to be a reuse rate. And if the 

19 Commission should approve a zero rate, this rate 

20 should be included in the Utility's tariff. 

21 The second part of my testimony concerns 

22 allocating the reuse costs among the water, wastewater 

23 and reuse customers pursuant to Section 367-0817(3) 

24 Florida Statutes. In this section I discuss 

25 implications of allocating a portion of the reuse 
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1 revenue requirement to Gulf's water customers, provide 

2 a background ot previous Commission cases involving 

3 this issue and discuss different methods ot how to 

4 determine the amount of revenue requirement to be 

5 allocated. That concludes my summary. 

6 KS. O'SULLIVAN: Thank you. Commissioner, 

7 the witness is tendered for cross. 

8 COKKISSIOHBR DEASON: Mr. Reilly. 

9 CROSS EXAMINATION 

10 BY KR. REILLY: 

11 0 I understand you are not recommending a 

12 reuse rate in this case; is that correct? 

13 A I am recommending that a rate be 

14 implemented. I am not recomme nding --

15 

16 

17 

18 

19 

20 

0 

A 

The amount? 

-- a specific level. 

MR. REILLY: No further questions. 

COMMISSIONER DEASON: Mr. Gatlin. 

CROSS EXAMINATION 

MR. GATLIN: What's the difference in having 

21 no rate in a tariff and no rate without a tariff? 

22 

23 

A 

0 

Could you repeat that? 

Gulf doesn't have a rate now. They don't 

24 offer the service at all. 

25 A Correct. 
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1 0 So why would it improve anything to have a 

2 tariff that haa zero in it? 

3 Well, I consider reuse to be a service. And 

4 right now the Company's wastewater customers are 

5 paying entirely for the reuse service. And having a 

6 reuse rate of zero in the tariff shows that the 

7 Commission has looked at this issue and decided that 

8 it would be equitable for the wastewater customers to 

9 continue paying for the reuse and the reuae customers 

10 do not pay anything. 

11 0 The people aren't paying anything now . And 

12 if you have a zero tariff, would they pay anything? 

13 

14 

15 

16 

17 

18 

19 

Mr. Gatlin, I'm sorry, I can't hear you. 

0 My fault. These reuse folks, these country 

clubs, are not paying anything now. 

A Right. 

0 And how would that improve the situation if 

we had a tariff that said they didn't pay anything? 

It would show that the Commission has looked 

20 at the issue and approved that the reuse customer 

21 should not pay anything. 

22 0 You unders tand Gulf has not requested a 

23 reuse rate? 

24 

25 

A 

Q 

Right. 

And , in fact , Gulf doesn ' t consider that it 
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1 has any reuse customers? 

2 

3 

A 

0 

That's my understanding of Gulf's position . 

When you determine a reuse rate, you 

4 determine one thing, would be if the customer has any 

5 alternative source of supply; is that correct? 

6 A That's one of the factors listed in my 

7 testimony. 

8 0 Right. If Gulf had no alternative source to 

9 these golf clubs, it would have to look for a more 

10 expensive method of disposal, wouldn't it? 

11 A It would have to look for another method of 

12 disposal. 

13 Q And do you understand the one that's under 

14 consideration and has been referred to in the 

15 testimony is a 2.5 million deep well injection costing 

16 $2 . . 5 million? 

17 A I have heard of a $2.5 million deep 

18 injection well. 

19 0 Would the customers in this situation be 

20 better off with a $2.5 million deep well or the golf 

21 courses? 

22 A They would probably be better off with the 

23 golf courses, but that's what should be considered. 

24 0 You are familiar with the fact that Lee 

25 County has reduced its rates to 4 cents a gallon 
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1 during the wet season, haven't you? 

2 A That's my understanding, only during wet 

3 weather. 

4 Q Right. And that's the problem of disposing 

5 effluent, isn't it? one of them is the wet weather 

6 discharge. 

I could see that would be a problem. 

504 

7 

8 

A 

Q And the golf courses have all the water they 

9 want and won't take anymore, that's a problem, isn't 

10 it? 

11 A Correct. 

12 Q Did you know that the golf course served by 

13 Florida Cities at North Fort Myers has sent notice 

14 that they will no longer pay for the effluent? 

15 A No, I did not. 

16 Q You'll probably know next week. 

17 A I'll look out for it . 

18 Q And do you know that Lee County is still 

19 having a problem with the discharge of this effluent? 

20 

21 

22 

23 

24 

25 

A 

Q 

A 

Q 

A 

No, I didn't know that. 

Have you seen the newspaper this morning? 

No, sir. 

(Tendered document.) 

Have you had a chance to look at that? 

I've reviewed the first few paragraphs. 
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2 

3 

4 

5 

6 

7 

8 

9 

Q Okay. Look at the paragraph in the s~cond 

column, the first paragraph up at the top . Doesn't 

that say the county's having a problem with the golf 

courses taking the water, the county is not able to 

dispose? 

A It says that the county is not able to 

dispose as much of it as it would like . 

Q Right. And that coincides, goes with the 

fact, that the county lowered the rate to 4 cents, 

doesn't it? 

I believe that's why they did it. 

505 

10 

11 

12 

A 

Q And would you agree that this article spells 

13 out a general problem with disposing of effluent on 

14 golf courses? 

15 

16 

17 

A For ~ee County, yes. 

MR. GATLIN: May we have that identified? 

COMMISSIONER DEASON: Sure. It will be 

18 identified as Exhibit 2 7 . 

19 (Exhibit 27 marked for identification.) 

20 Q (By Mr. Gatlin) You say that the market 

21 should determine the price, what other utilities are 

22 charging tor e!!luent . Don't you say that? 

23 A I said that reuse rates in the area are one 

24 factor to consider. 

25 Q Isn't the competition really not Lee 
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1 County's system or Florida Cities; isn't the 

2 competition the measure of the economic cost between 

3 using their own wells and what the effluent costs? 

4 I would say yes. But I would also say that 

5 the reuse rates in the area are a good gauge as to 

6 what other customers have agreed upon. 

506 

7 The alternatives you consider is the cost of 

8 alternatives whether or not the customer could secure 

9 alternative sources, the cost of those alternatives, 

10 and the Utility's ability to secure other customers. 

11 Is that a good summary of your analysis? 

12 

13 

A 

0 

Those are the factors that I consider. 

Yes. Have you done any study or do you have 

14 any information as to what would be the basis of 

15 allocating this reuse cost to other customers, water 

16 customers and wastewater customers? 

17 

18 

A 

0 

Could you please repeat that? 

The statute, and I think the Commission 

19 policy, is that they can you can -- the Commission 

20 can put part of the cost on the water customers or 

21 wastewater customers and reuse customers. Have you 

22 done any study as to indicate what the amount is and 

23 what benefit in terms of dollars the water customers 

24 would have? 

25 I have not done any study. I've worked on 

VLORIOA PUBLIC SERVICE COKNIBBIOM 



1 cases where we've considered this issue. 

2 

3 

4 

Q 

A 

0 

Did you have studies in those cases? 

No, we didn't. 

You indicated that reuse is a benefit to 

5 wastewater customers, I believe? 

6 A To wastewater customers? 

7 0 Uh-huh. 

8 A Yes, sir. 

9 0 Reuse disposal is a cost. In this case, 

10 is an avoided cost, isn't it? If it is. 

11 A It's my understanding that the reuse has 

it 

12 allowed avoidance of the $2.5 million injection well. 

507 

13 Q You indicated the reuse rates are what other 

14 customers have agreed upon . And for that to be any 

15 influence, don't you have to ask the questions, did 

16 they install the lines, did they build three-day 

17 storage ponds, do they have alternative sources? 

18 A I think those are all factors that need to 

19 be considered. 

20 0 Yeah. You wou l dn't just look ci\.. _e ,.. \,;OUraty 

21 and what they're charging and say -- because you 

22 wouldn't know what facilities the county had to 

23 install as opposed to the golf course, would yvu? 

24 A could you repeat that? 

25 0 Sure . You indicated that an influence on 
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1 the rate tor reuse was what other utilities were paid 

2 by golf courses? 

Right. That's one thing that •hould be 

considered. 

508 

3 

4 

5 0 Yes. But in using that as a criteria, don't 

6 you need to know who installed the lines, did tt~y 

7 build three-day storage ponds, do they have 

8 alternative sources? 

9 

10 

A 

0 

For the others utilities? 

Yes. 

11 A Well, that information would be helpful . I 

12 just say that one thing, that the Commission should 

13 look at the reuse rates in the area just as a gauge. 

14 But to really know if it was similar, you 

15 would have to make some kind of study of those other 

16 utilities, wouldn't you? 

17 A Probably. 

18 

19 

20 

21 

22 

23 

MR . GATLIN: Thank you. That's all I have . 

COMMISSIONER DEASON: Redirect. 

MS. O'SULLIVAN: No redirect. 

COMMISSIONER DEASON: Exhibits. 

MS. O'SULLIVAN: Staff moves Exhibit 26. 

COMMISSIONER DEASON: Without objection, 

24 Exhibit 26 is admitted. 

25 (Exhibit 26 received in evidence.) 
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1 MR. GATLIN& I move Exhibit 27. 

2 COMKISSIOHBR DBASON: Without objection, 

3 Exhibit 27 is admitted. 

4 (Exhibit 27 received in evidence.) 

5 MS. O'SULLIVAMa Commissioner Deason, our 

6 next witness, Mr. Burns, will be available after 1:00. 

7 He's driving here from West Palm Beach. 

8 MR. GATLIN: Is that the only other witness? 

9 

10 right . 

11 

MS. O'SULLIVAN: That's our last witness, 

COKMISSIONBR DBASONI I think we indicated 

12 to Mr . Beard that we were going to take an early lunch 

13 and request that he be back the 12 : 30 with copies of 

14 the exhibits. So given that it's 11:25 now, we will 

15 go ahead and recess for lunch. 

16 MR. RBILLYa We do have those copies 

17 available to hand to everybody right now that needs to 

18 get a copy. 

19 COMMISSIONER DEASON: Yes, please do that. 

20 Unless there is any other business we can take care of 

21 before lunch, we'll go ahead and recess for lunch. We 

22 will reconvene at 12:30 . 

23 (Thereupon, lunch recess was taken at 11 : 30 . ) 

24 (Transcript continues in sequence in Volume 4.) 

25 
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