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PROCEEDINGS
(Transcript continues in sequence from Volume £5)

CHAIRMAN CLARK: We are ready to go back on the
record. I do expect Commissioners Garcia and Deason to be
here just momentarily, so we can, I think, go through some
of the preliminaries. First of all, Ms. James and Mr.
MacColeman, I need to swear you in. So if you would please
stand and raise your right hand. Ms. James, if you would
also stand, I will do it both of you at the same time.

PHYLLIS JAMES
was called as a witness on behalf of the staff of the
Florida Public Service Commission and, having been duly
sworn, testified as follows via teleconference:

CHAIRMAN CLARK: You may be seated. I think we
will start with you, Ms. James, is that correct?

MS. SUMMERLIN: That’s correct.

CHAIRMAN CLARK: All right. Our staff counsel
will go through the preliminaries on getting your testimony
into the record, Ms. James.

M5. SUMMERLIN: Can you hear me okay, Ms. James?

WITNESS JAMES: Uh-huh.

MS. SUMMERLIN: Thank you very much for being
patient with us this afternoon.

DIRECT EXAMINATION

BY MS. SUMMERLIN:

FLORIDA PUBLIC SERVICE COMMISSION
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Q Could you please state your name and business

address for the record?

A My name is Phyllis James, the business address is

3804 Coconut Palm Drive, Tampa, Florida, 336189.

Q And how are you employed, who are you employed by?

A I'm employed by the Department of Environmental
Protection.

Q Have you prefiled direct testimony in this docket

consisting of ten pages?

A Yes, I have.

Q Do you have any
testimony?

A No, not at this

MS. SUMMERLIN:
James'’' testimony inserted

CHAIRMAN CLARK:
Ms. Phyllis James will be
read.

MS. SUMMERLIN:

changes or corrections to your

time.

Chairman Clark, may we have Ms.
into the record as though read?
The prefiled direct testimony of

inserted in the record as though

Thank you.

FLORIDA PUBLIC SERVICE COMMISSION
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DIRECT TESTIMONY OF PHYLLIS JAMES
Q. Please state your name and business address.
A. Phyllis James, Department of Environmental Protection, 3804 Coconut Palm

Drive, Tampa, Florida 33619.

Q. Please state a brief description of your educational background and
experience.
A. 1 have a Bachelor of Science degree in Natural Sciences. [ have worked

in the public sector for a period of 5 1/2 years. I was an Environmental

Health Specialist with Health, Rehabilitative Services prior to FDEP.

Q. By whom are you presently employed?
A. I am employed by the Florida Department of Environmental Protection
(FDEP) .

Q. How long have you been employed with the FDEP and in what capacity?

A. I have been employed with FDEP for three years. [ worked in the dredge
and fi1l program for two years, the remaining year was spent working in the
domestic waste program.

Q. What are your general responsibilities at the FDEP?

A. I perform compliance inspections at permitted domestic wastewater
treatment plants.

Q. Are you familiar with the Southern States Utilities, Inc. wastewater
systems Tocated in Southwest District?

A. Yes.

Q. Were these systems inspected by you, or by FDEP staff under your
supervision?

A. I am responsible for the inspections of these wastewater systems.
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Citrus Springs Wastewater System
Q. Does the utility have current operating or construction permits from the
FDEP for Citrus Springs Wastewater System (Citrus Springs)?
A. Yes.
Q. Please state the issuance dates and the expiration dates of the
operating or construction permits.

A. The operating permit was issued February 24, 1994; and expires May 24,

1998.
Q. Is the plant in compliance with FDEP issued permits?
A, Yes. The utility is currently drilling a new background monitoring

well, since the original well became a dry well.

Q. Are the wastewater collection, treatment and disposal facilities
adequate to serve present customers based on permitted capacity? '

A. Yes.

Q. Are the treatment and disposal facilities for Citrus Springs located in
accordance with Rute 62-600, Florida Administrative Code?

A. Yes.

Q. Has the FDEP required the utility to take any action so as to minimize

possible adverse effects resulting from odors, noise, aerosol drift or

lighting?
A. No.
Q. Do the pump stations and 1ift stations meet FDEP requirements with

respect to location, reliability and safety?
A. Yes.

Q. Does the utility have certified operators as required by 61E12-41,
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Florida Administrative Code?
A. Yes.
Q. Is the overall maintenance of the treatment, collection, and disposal
facilities satisfactory?
A. Yes.
Q. Does the facility meet the effluent disposal regquirements of Rules
62-600 and 62-610, Florida Administrative Code?
A. Yes.
Q. Are the collection, treatment and disposal facilities in compliance with
all the other provisions of Chapter 62, Florida Administrative Code, not
previously mentioned?
A. Yes.
Q. Has Citrus Springs wastewater system been the subject of any FDEP
enforcement action within the past two years?
A. No.

Apache Shores Wastewater System
Q. Does the utility have current operating or construction permits from the
FDEP for Apache Shores Wastewater System (Apache Shores)?
A. Yes.
Q. Please state the issuance dates and the expiration dates of the

operating or construction permits.

A. The operating permit was issued June 1, 1992 and expires June 7, 1997.
Q Is the plant in compliance with FDEP issued permits?

A. Yes.

Q Are the wastewater collection, treatment and disposal facilities
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adequate to serve present customers based on permitted capacity?

A. Yes.

Q. Are the treatment and disposal facilities located in accordance with
Rule 62-600, Florida Administrative Code?

A. Yes. '

Q. Has the FDEP required the utility to take any action so as to minimize

possible adverse effects resulting from odors, noise, aerosol drift or

lighting?
A. No.
Q. Do the pump stations and 1ift stations for meet FDEP requirements with

respect to location, reliability and safety?

A. Yes.

Q. Does the utility have certified operators as required by Rule 61E12-41,
Florida Administrative Code?

A. Yes.

Q. Is the overall maintenance of the treatment, collection, and disposal
facilities satisfactory?

A. Yes.

Q. Does the facility meet the effluent disposal requirements of Rules
62-600 and 62-610, Florida Administrative Code?

A. Yes.

Q. Are the collection, treatment and disposal facilities in compliance with
all the other provisions of Chapter 62, Florida Administrative Code, not
previously mentioned?

A. Yes.
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Q. Has Apache Shores wastewater system been the subject of any FDEP
enforcement action within the past two years?
A. Yes. That information is detailed in the Warning Letter and executed
consent order contained in Exhibit PJ-1.

Point 0'Woods Wastewater System
Q. Does the utility have current operating or construction permits from the
FDEP for Point 0’Woods Wastewater System (Point 0’Woods)?
A. Yes.
Q. Piease state the issuance dates and the expiration dates of the
operating or construction permits.
A. Operating permit was issued April 28, 1995. Expiration - October 30,
1999. Construction permit - April 11, 1995 issuance, December 31, 1995

expiration.
Q. Is the plant in compliance with FDEP issued permits?
A. Yes. The plant has been operating out of compliance for several years

prior to SSU taking responsibility over its operation. SSU has brought the
facility into compliance without FDEP taking enforcement measures. There have
been a few minor deficiencies on the MORs due to construction activities.

Q. Are the wastewater collection, treatment and disposal facilities
adequate to serve present customers based on permitted capacity?

A. Yes.

Q. Are the treatment and disposal facilities located in accordance with
Rule 62-600, Florida Administrative Code?

A. Yes.

Q. Has the FDEP required the utility to take any action so as to minimize
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possible adverse effects resulting from odors, noise, aerosol drift or

lighting?
A. No.
Q. Do the pump stations and Tift stations meet FDEP requirements with

respect to Tocation, reliability and safety?
A. Yes.
Q. Does the utility have certified operators as required by Rule 61E12-41,
Florida Administrative Code?
A. Yes.
Q. Is the overall maintenance of the treatment, collection, and disposal
facilities satisfactory?
A. Yes.
Q. Does the facility meet the effluent disposal requirements of Rules
62-600 and 62-610, Florida Administrative Code?
A. Yes.
Q. Are the collection, treatment and disposal facilities in compliance with
all the other provisions of Chapter 62, Florida Administrative Code, not
previously mentioned?
A. Yes.
Q. Has Point 0’Woods wastewater system been the subject of any FDEP
enforcement action within the past two years?
A. No.

Spring Gardens Wastewater System
Q. Does the utility have current operating or construction permits from the

FDEP for Spring Gardens Wastewater System (Spring Gardens)?
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A. Yes.

Q. Please state the issuance dates and the expiration dates of the
operating or construction permits.

A. SSU is in the process of obtaining a wastewater permit.

Q. Are the wastewater collection, treatment and disposal facilities
adequate to serve present customers based on permitted capacity?

A. Yes. Currently, the service area has a building moratorium.

Q. Are the treatment and disposal facilities located in accordance with
Rule 62-600, Florida Administrative Code?

A. Yes.

Q. Has the FDEP required the utility to take any action so as to minimize
possible adverse effects resulting from odors, noise, aerosol drift or
lighting?

A. No.

Q. Do the pump stations and 1ift stations meet FDEP requirements with
respect to location, reliability and safety?

A. No. One of the 1ift stations located within a residential area does not
meet the 10 year storm event. The electrical panel box does not meet the 25
year storm event.

Q. Does the utility have certified operators as required by Rule 61E12-41,
Florida Administrative Code?

A. Yes.

Q. Is the overall maintenance of the treatment, collection, and disposal
facilities satisfactory?

A. No. SSU needs to sod or seed the pond berms to offset erosion problems.
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Q. Does the facility meet the effluent disposal requirements of Rules
62-600 and 62-610, Florida Administrative Code?
A. Yes.
Q. Are the collection, treatment and disposal facilities in compliance with
all the other provisions of Chapter 62, Florida Administrative Code, not
previously mentioned?
A. No. SSU needs to remove old sludge from all three of their ponds. 1
suggest the addition of fresh sand and rototilling bottom of ponds to enhance
percolation.
Q. Has Spring Gardens wastewater system been the subject of any FDEP
enforcement action within the past two years?
A. Yes. This system has been hydraulically overloaded over several years.
SSU, as the new owner, has completed repairs on the infiltration problems with
the collection system. In the past, the ponds were always discharging
effluent. After the recent repairs, the ponds appear to be functioning fine.
Q. Do you have anything further to add?
A. I would 1ike to see the installation of a secondary blower to ensure
100% viability of the plant and its treatment. I would 1ike records kept at
the plant regarding rotation of the disposal ponds. This will ensure a proper
rest and load in order to prevent ground water mounding.

Sugar Mi1l Woods Wastewater System
Q. Does the utility have current operating or construction permits from the
FDEP for Sugar Mill Woods Wastewater System (Sugar Mill Woods)?
A. Yes.

Q. Please state the issuance dates and the expiration dates of the
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operating or construction permits.

A. Both expire on December 31, 1995. Application for renewal of wastewater
permit is in house.

Q. Is the plant in compliance with FDEP issued permits?

A. No. The flow meter and composite sampler were hit by 1ightning and have
been down since August. Repairs were delayed due to construction on the
influent structure where flow is measured. The only problem the Department
has that it was not notified of this occurrence nor was it reflected that
flows were being estimated on monthly operating reports. Therefore all
sampling should have been represented as grab samples. Their permit requires
8 hour flow proportionate composite samples be done weekly.

Q. Are the wastewater collection, treatment and disposal facilities
adequate to serve present customers based on permitted capacity?

A. Yes.

Q. Are the treatment and disposal facilities located in accordance with
Rule 62-600, Florida Administrative Code?

A. Yes.

Q. Has the FDEP required the utility to take any action so as to minimize

possible adverse effects resulting from odors, noise, aerosol drift or

lighting?
A.  No.
Q. Do the pump stations and 1ift stations meet FDEP requirements with

respect to location, reliability and safety?
A. Yes.

Q. Does the utility have certified operators as required by Rule 61E12-41,
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Florida Administrative Code?

A. Yes.

Q. Is the overall maintenance of the treatment, collection, and disposal
facilities satisfactory?

A. Yes.

Q. Does the facility meet the effluent disposal requirements of Rules
62-600 and 62-610, Florida Administrative Code?

A. Yes.

Q. Are the collection, treatment and disposal facilities in compliance with
all the other provisions of Chapter 62, Florida Administrative Code, not
previously mentioned?

A. Yes.

Q. Has Sugar Mill Woods wastewater system been the subject of any FDEP
enforcement action within the past two years?

A. No.

q. Do you have anything fdrther to add?

A. No, I do not.

- 10 -
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BY MS. SUMMERLIN:
Q Ms. James, did you also file Exhibit Number PJ-1
consisting of 8 pages with your testimony?
A Yes, I did.
Q Thank you.
MS. SUMMERLIN: Chairman Clark, can we have that
exhibit identified?
CHAIRMAN CLARK: That will be identified as
Exhibit 181.
MS. SUMMERLIN: Thank you. We tender this witness
for cross.
(Exhibit Number 181 marked for identification.)
MR. McLEAN: The Citizens have no questions.
Thank you.
CHAIRMAN CLARK: Mr. Twomey.
MR. TWOMEY: Yes, ma’'am.
CROSS EXAMINATION

BY MR. TWOMEY:

Q Good afternoon, Ms. James.
A Good afterncon.
0 My name is Mike Twomey, I'm representing a number

of civic associations and homeowners groups who are
customers of SSU, including several, or one in Citrus
County, Sugarmill Woods.

I would ask you to loock at Page 5 of your

FLORIDA PUBLIC SERVICE COMMISSION
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testimony, please. At the top you discuss the fact that
SSU’s Apache Shores wastewater system has been the subject
of a warning letter, and that it had executed a consent
order, which is shown in your exhibit, correct?

A That'’s correct.

Q Now, as shown on Page 7 of 8 of your exhibit, the
utility is required to pay the Department $3,500 in civil
penalties, right?

A Yes,

Q Along with the costs. Have they taken the

corrective actions yet, SSU, to --

A Yes, they have.

Q They have corrected all of these matters that are
shown?

A Yes, they have. They are in compliance.

Q Pardon me?

A They are in compliance at this time.

Q Okay. Let me ask you to turn to Page 7 of your
testimony, please. In reference to the Spring Gardens
system, you indicate on Page 7 that there is currently a

building moratorium, is that correct?

A Yes.

Q Is that still in effect?

A Yes, sir, it is.

Q Okay. And that that moratorium is based on the

FLORIDA PUBLIC SERVICE COMMISSION
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fact that there is no more permitted capacity remaining in
that system, is that correct?

A The past history of this facility -- we’re getting
an echo, excuse me.

Q 1f you could speak closer into that microphone or
whatever you have you would be a little louder, I think.

A The past history of the facility, it has been, you
know, basically overloaded, overloaded the designed capacity
of the plant. But SSU has taken measures to eliminate the

infiltration going into the plant.

Q Okay. Now, you said they have taken measures, do
you have -- when did they start taking those measures?
A I'm not really sure. I know that they -- well, I

don’t want to get a wrong answer, but I guess around January
they did another smcke test and they were able to find two

areas in January of infiltration coming into the plant.

Q Okay.
A But they had started previously to January.
Q I see. But there is still currently a building

moratorium, is that correct?

A That'’'s correct.

Q Now, do they have any -- does SSU currently have
any construction permits open with you to increase capacity
there?

A No, sir, they don't.

FLORIDA PUBLIC SERVICE COMMISSION
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Q So who puts the building moratorium in place, is
that your agency or a county operation?

A The county does.

Q I'm sorry, the county does?

A Uh-huh, yes, sir.

Q Okay. What does SSU have to do in order to get
out from under the building moratorium?

A They just have to provide the department empirical
data showing that during seasonal highs that they are below
design capacity.

Q I see. Let me ask you, when was this plant last
inspected, if you know?

A The last inspection on this plant was done in
November ‘895.

Q Okay. On Page 7, you also state at the bottom
that the overall maintenance of the facilities are not
satisfactory, and you refer to the need to sod or seed the
pond berms. Have they corrected that deficiency?

A I spoke to SSU today, and they said they have
reseeded the berms and have laid hay to hold the seed in on
top of the berms.

Q I see. How about on the next page, Page 8, you
indicate that SSU needs to remove cld sludge from all three
of their ponds, and you suggest some other addition of fresh

sand and rototilling pond bottoms to enhance percolation.

FLORIDA PUBLIC SERVICE COMMISSION
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Have they corrected those deficiencies yet?

A Not vet.

Q If they are not in compliance with those
provisions of Chapter 62 of the Florida Administrative Code,
do you find them in violation for that, or what is the
status of that?

A Can you rephrase that, again, I'm sorry.

Q Yes. My gquestion essentially is, have you found
them in violation for not being in compliance with Chapter
62 for not removing the sludge and so forth?

A We usually give them time to allow the pond to dry
up, and what they have done is they have diverted the flow
from the pond that has the solids in it, and they are
allowing it to dry up so they can get equipment in there to

take out the solids.

Q I see. Do you know why they hadn’t done this
before?

A Ne, sir, I can’'t answer that.

Q Let me just say it this way. They have certified

operators at this plant, right?

A Yes, sir.

Q Okay. Shouldn’t this be the type of thing that
SSU should accomplish as the normal practice of a utility of
their size?

A Yes, sir, but the solids that were lost in this

FLORIDA PUBLIC SERVICE COMMISSION
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plant were due to a previous utility that was handling the
plant.

Q You’re saying a previous owner?

A That’'s correct.

Q Okay. So SSU presumably bought it in this
condition, is that correct?

A That'’s correct.

Q Okay. On Page 8, you begin a discussion of the
Sugarmill Woods wastewater system, and you say that the
plant is not in compliance with FDEP issued permits in part
because the flow meter and composite sampler were hit by
lightning and have been down since August. And I want to
ask you, are those repairs accomplished yet, do you know?

A We asked in a letter to find out when they were
repaired, and we never receive a response. We got another
letter from SSU stating that they had another lightning
strike and it hit the flow meter again.

Q I'm sorry, so are you saying that they said that
it was fixed but that it got hit by lightning again?

A Well, we never got a response indicating when it
was repaired.

Q 1 see.

A Then we got another letter stating that the flow
meter evidently was hit again by lightning and that it was

going to be repaired again.

FLORIDA PUBLIC SERVICE COMMISSION
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Q Is that flow meter important from your regulatory

perspective of measuring anything of significance?

A Yes, it is.
Q And what does it measure?
A It measures the flow coming to the plant,

basically, so that we know that the plant is not receiving
beyond the designed capacity of the plant. The flow is not
going over the design capacity of the plant.

Q So it’s critical in determining whether the design
capacity is being exceeded, is it not?

A That'’'s correct.

Q Because there is no other way to ascertain what
the in-flows to the system are, right?

A They could possibly with time clocks on the 1lift
station, but it would be very labor intensive.

Q Are you aware that they are doing that?

A We were made aware of that, I guess, February 10th
that the flow meter has been repaired.

Q I'm sorry, say that again?

A On February 10th we were notified that the flow
meter had been repaired.

Q Oh, you mean that it has been repaired after the
second lightning hit?

A Right.

Q Okay. So it’s working now, presumably?

FLORIDA PUBLIC SERVICE COMMISSION
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A Yes, sir.

Q Are you a correct witness to ask about S5U’s
construction permits vis-a-vis the wastewater treatment
plant at Sugarmill Woods?

A Yes, sir.

Q Okay. Before I do that, let me ask you when did
you say your last inspection was at Sugarmill Woods, or did
I ask you that?

A It was in November ’95.

Q Ms., James, what is the current permitted capacity
of the wastewater treatment plant at Sugarmill Woods, is it
.4 million gallons per day or .57

A It is .5.

Q Okay. The utility had a construction permit to
increase the capacity of that plant to .7 million gallons
per day, is that correct?

A They may have had a construction permit, but they
are not asking for an increase at this time.

Q I'm sorry, did you say they are not asking for an

increase at this time?

A That’s correct.

Q So they are staying at .57

A That’'s correct.

Q Do you know how much, if any, of the construction

they had indicated pursuant to the .7 expansion that they

FLORIDA PUBLIC SERVICE COMMISSION
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actually completed?

A They have installed a new chlorine contact
chamber, they have repaired where the effluent comes in from
the lift station, they have installed a back-up generator,
and that is all at this time.

Q Do you know when they intend to expand that plant?

A No, sir.

Q Okay. Do you think the plant is currently
adequate for -- has adequate capacity to treat the flows
from Sugarmill Woods?

A Let me have a few minutes. Well, based on the
most recent monthly operating report that we have received
from Sugarmill Woods, it does exceed the design capacity of
the plant in the February monthly operating report, okay.
From August to January, the design flow did not exceed the
capacity of the plant, but they may be estimated flows. I
don‘t know if they actually came from a flow meter, because
we don’'t have any record of them repairing the flow meter
during that time.

Q Okay. If they have apparently exceeded their
capacity -- let me ask you first, are you aware of whether
there have been any building moratoriums in the geographic
area served by the utility’s service area?

A No, sir.

Q Okay. If the plant has in the last year

FLORIDA PUBLIC SERVICE COMMISSION
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apparently exceeded its capacity at one point, isn’t the

utility obliged pursuant to your rules for planning new

construction to be in a position to start that construction

soon?

Lo S o I 4

regard.

Yes. They have to do a capacity analysis report.
Right. And have they done that?
Yes, sir.

Okay. And help me understand your rules in this

Does the DEP in addition to having them do the

capacity analysis, require them to begin new construction,

or do you merely put them -- do they merely run up against

building moratoriums if they don't have adequate capacity?

I'm sorry, how does the DEP deal with a utility that is

pushing up close against its capacity?

A

O P O

Can we hold for a second?

Sure.

I'm going to refer that to Mr. MacColeman, okay?
Sure.

Because he wants to make a statement.

WITNESS MacCOLEMAN: Please repeat the gquestion.

CHAIRMAN CLARK: Let me make a suggestion. Why

don’‘'t we stay with Ms. James, and then you just simply

re-ask that question for Mr. MacColeman, okay? Would that

be all right?

MR. TWOMEY: That‘s fine. And that’s all I have

FLORIDA PUBLIC SERVICE COMMISSION
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for you, Ms. James. Thank you very much for your time. Now
we can traverse back to the gentleman.
CHAIRMAN CLARK: No, no.
MR. TWOMEY: I'm sorry, the company.
CHAIRMAN CLARK: Ms. James, now we will have cross
examination by Mr. Armstrong with SSU.
CROSS EXAMINATION

BY MR. ARMSTRONG:

Q Hi, Ms. James.
A How are you doing?
Q First, as I did with the witnesses this morning,

it wasn’t the company who wanted to make sure that you were
testifying today. We appreciate you have a work load, and
since we have to work with you constantly, know that we
weren’t the ones that wanted you to testify, okay? I just
have a couple of questions for you. I would like to refer
you to Page 5, with regard to Point ‘0O Woods.

MR. TWOMEY: While she is looking for that
document, Madam Chairman, will you consider instructing Mr.
Armstrong not to testify about the fact that it is me making
these witnesses come here.

MR. ARMSTRONG: I don’t mean to suggest that.
These witnesses, we have to work with them on a daily basis,
and some of them aren’t comfortable having to testify, Madam

Chair. I don‘t mean to infer that he is doing something
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inappropriate. If that is what he infers from that, I don't
mean that at all. Okay, Mike? I don’t mean that in the
least. These guys are sitting here saying, "I hope they
won’'t get mad," because they are being forced to testify.

CHAIRMAN CLARK: Ms., James and Mr. MacColeman, I
hope you understand that the Commission finds your testimony
valuable in determining whether or not these facilities are
in compliance with state reqgulations in how they are
operating, and we know we have subpoenaed a lot of you to be
here and we appreciate your testifying.

WITNESS MacCOLEMAN: Thank you.

WITNESS JAMES: Thank vyou.

BY MR. ARMSTRONG:

Q Ms. James, are you on Page 57
A Yes, sir.
Q Thank you. At Line 15 you refer to the fact that

the plant had been operating out of compliance for several
vears prior to SSU taking responsibility over the plant
operation. Could you describe what the noncompliance was in
that instance?

A No, sir.

0 Okay.

A Not at this time.

Q Okay. But you are familiar with the fact that

since Southern States took that facility, they made the
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corrective measures to bring it within compliance, correct?

A That’s correct.

Q Thank you. If I may refer to your Page 7 of your
exhibit, and that is a letter dated May 5th, 1995 --

A Okay. The consent order, the short form consent
order.

Q Right. And five lines down in the first paragraph
of the body of that letter you refer to the fact that the

corrective actionsg that were required had been completed,

right?
A That’s correct.
Q Okay. On Page 7 of your testimony, you refer to

Spring Gardens. Mr. Twomey asked you several questions
about that. 1Is it true that Southern States recently
acquired the Spring Gardens facility?

A Yes, sir.

Q Are you aware of the reductions, the actual
reductions in the levels of I&I that have occurred since
Southern States has made the improvements you referred to?

A Yes, sir. I have seen the monthly operating
reports go down, the flow.

Q Do you have any quantification of just how far
they did go down?

A I would say maybe about 50 percent.

Q I'm sorry, I couldn’t hear that.
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A Roughly about 50 percent.

MR. ARMSTRONG: Thank you, Ms. James. I don't
have any further questions. Thank you very much.

CHAIRMAN CLARK: Any questions, Commissioners?
Redirect.

MS. SUMMERLIN: Staff has no redirect.

CHAIRMAN CLARK: Thank you, Ms. James. We will
now go to Mr. MacColeman, and we need to go through the same
procedures we went through with Ms. James.

MS. SUMMERLIN: Thank you. Before we begin, we
have passed out to the parties and the Commissioners an
exhibit for Mr. MacColeman identified as DGM-1. We would
like to have that marked for identification.

CHAIRMAN CLARK: DGM-1 will be marked as Exhibit
182.

MS. SUMMERLIN: Thank you.

{Exhibit Number 182 marked for identification.)

DAVID MacCOLEMAN
was called as a witness on behalf of the staff of the
Florida Public Service Commission and, having been duly
sworn, testified as follows via teleconference:
DIRECT EXAMINATION
BY MS. SUMMERLIN:

Q Mr. MacColeman, please state your name and

business address.
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A I'm David MacColeman, I work at the Department of
Environmental Protection, Southwest District, 3804 Coconut
Palm Drive, Tampa, Florida.

Q Could you move the microphone a bit closer to you
or speak closer to the microphone.

A How is that?

Q That’s a bit better. Thank you. Have vyou

prefiled direct testimony in this docket consisting of three

pages?

A I have.

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

A Yes, I do.

Q What would that change or correction be?

A Regarding Palm Terrace Gardens, on April 17th,

1996, I made an inspection of the facility and further
evaluated the records. I reconfirmed my earlier statement
that the facility has exceeded its quarterly seasonal flows.
In addition to that, I also found that there were some
anomalies at the facility which put it significantly out of
compliance at this time.

MS. SUMMERLIN: Thank you. Chairman Clark, can we
have Mr. MacColeman’s testimony inserted into the record as
though read?

CHAIRMAN CLARK: The prefiled direct testimony of
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Mr. David MacColeman will be inserted to the record as

though read with the changes he just noted.

MS. SUMMERLIN: Thank you.

FLORIDA PUBLIC SERVICE COMMISSION
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DIRECT TESTIMONY OF DAVID G. MACCOLEMAN
Q. Please state your name and business address.

A. David G. MacColeman, 3804 Coconut Palm Drive, Tampa, Florida 33619.

Q. Please state a brief description of your educational background and
experience.
A. I hold a B.S. degree in Biology and Chemistry, and an expired wastewater

"C" certificate. I have three years experience as an operator of a Class I
wastewater treatment plant and four and a half years inspecting wastewater
treatment plants. I am currently employed as an Environmental Supervisor.

Q. By whom are you presently employed?

A. I am employed by the Florida Department of Environmental Protection
(FDEP).

Q. How long have you been employed with the FDEP and in what capacity?

A. Four and a half years, currently as a Environmental Supervisor II in the
Domestic wastewater compliance enforcement section.

Q. What are your general responsibi1ities at the FDEP?

A. I am responsible for Pasco, Hernando, and Citrus Counties wastewater
treatment plants to make sure they are in compliance with Florida Statutes and
Florida Administrative Code.

Q. Are you familiar with the Southern States Utilities, Inc. wastewater
systems located in Southwest District?

A. Only those facilities in Pasco, Hernando, and Citrus Counties.

Q. Were these systems inspected by you, or by FDEP staff under your
supervision?

A. Yes. However, Phyllis Jones will file testimony about plants in Citrus
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County and Pete Burghardt will file testimony as to selected facilities in
Pasco County.

Palm Terrace Wastewater System
Q. Does the utility have current operating or construction permits from the
FDEP for Palm Terrace Wastewater System (Palm Terrace)?
A. Yes.
Q. Please state the issuance dates and the expiration dates of the
operating or construction permits.
A. Permit No. DO 511234067, was issued September 27, 1993, and expires
August 18, 1998.
Q. Are the plants in compliance with FDEP issued permits?
A. Yes, however, on occasion it does exceed its permitted capacity.
Q. Are the wastewater collection, treatment and disposal facilities
adequate to serve present customers based on permitted capacity?
A. No. The seasonal flows exceeds plant permitted capacity.
Q. Are the treatment and disposal facilities for Palm Terrace located in
accordance with Rule 62-600, Florida Administrative Code?
A. Yes.
Q. Has the FDEP required the utility to take any action so as to minimize

possible adverse effects resulting from odors, noise, aerosol drift or

lighting?
A. No.
Q. Do the pump stations and 1ift stations meet FDEP requirements with

respect to location, reliability and safety?

A. Yes.
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Q. Does the utility have certified operators as required by Rule 61E12-41,
Florida Administrative Code?

A. Yes.

Q. Is the overall maintenance of the treatment, collection, and disposal
facilities satisfactory?

A. Yes.

Q. Does the facility meet the effluent disposal requirements of Rules
62-600 and 62-610, Florida Administrative Code?

A. A capacity Analysis Report is due and the result of that study may
require improvements.

Q. Are the collection, treatment and disposal facilities in compliance with
all the other provisions of Chapter 62, Florida Administrative Code, not
previously mentioned?

A. Yes.

Q. Has Palm Terrace wastewater system been the subject of any FDEP
enforcement action within the past two years?

A. No.

Q. Do you have anything further to add?

A. Yes. The seasonal regulated flows exceed plant capacity although a
review of the monthly operating reports do not reveal any excedences of the
permit limits. Ground water exhibits radial flows that may or may not be
associated with this flow. SSU should submit a Capacity Analysis Report and
note plans to expand the plant or convert this facility to a regional public

owned treatment works (POTW).
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BY MS. SUMMERLIN:
0 Mr. MacColeman, the document dated April 25th,

1996, identified as DGM-1, does that relate to your change
to your testimony?
A Yes, it does.
MS. SUMMERLIN: Thank you very much. The witness
is tendered for cross.
CHAIRMAN CLARK: Mr. Twomey.
MR. TWOMEY: Yes, ma’am.
CROSS EXAMINATION
BY MR. TWOMEY:
Q Let me ask you, sir, first going back to the --

can you hear me okay?

A Yes.

Q Let me say good afternoon, first.

A Hello.

Q Going back to the Sugarmill Woods system, the flow

meter at the Sugarmill Woods water/wastewater treatment
plant that went out apparently twice by lightning strikes,
is that a device that you are familiar with?

A I'm not familiar with the device itself, but I am
familiar with those types of circumstances.

Q I'm sorry?

A I‘'m not familiar with that particular device, but

I am familiar with those types of circumstances.
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Q Well, let me ask you this, are you familiar enough
with the flow meter to know whether they can be replaced
readily if one were to have a spare?

A In most cases they are, but most utilities don’'t
carry that type of equipment. There are So many different
types of flow meters, it’s difficult to keep that type of

inventory available.

Q I see.
A With time they are replaced, though.
Q Okay. Would you expect that one of the advantages

of a utility that is statewide in nature and has many
systems, that they would be able to keep one spare on hand
for ready replacement?

A I wouldn’t have an opinion on that.

Q I think the question that was referred to you is
in the case of a plant such as the wastewater treatment
plant at Sugarmill Woods, which apparently has exceeded its
design capacity on at least one occasion in the last 12
months, what action -- do you know that to be true? Do you
know about it?

A Phyllis is supervisor, and if she states that’'s
true, it’'s true.

Q Now, the question then is, given that that is
true, what action does your department take, if any, to see

that a utility begins construction of new capacity?
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A In cases where a utility has exceeded its flow for
one month, we would look at the permit and the permit
iimits. The flow is just one element of the plant’s
functionality. We are concerned with flow, truly, but if
the plant is meeting its monthly operating toward limits, it
is of less consequences. If they should happen to fail to
meet their limits, then it would be more important, and we
would take steps to ask them to expand their facility.

Q How much of a planning -- let me make sure I
understood what you said already. You're saying that the
plant flows can exceed its design capacity and the utility

can still be okay with the DEP if it meets other operating

conditions?
A Yes.
0 Sir, to be clear, are you saying that a plant can

have flows that exceed its design capacity, but the effluent
can still ultimately meet acceptable levels?

A It happens, yes.

Q I don’'t mean to quibble with you, but does it
happen on rare occasions or is it common that plants can
exXceed their design capacities and still meet your technical
reguirements for compliance?

A The design capacity of a plant very often is below
its limit that allows it to treat the enfluent. The test of

the plants compliance is not only flow, but alsc the quality
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of the effluent produced. Small facilities and large
facilities have the ability to have flows which periodically
occur that exceed their design capacities, but they are
still able to produce an effluent which meets the
requirements of the monthly operating report.

Q Okay. Let me ask you this, if you're in a
position to know, as Ms. James’ supervisor. My
understanding is that SSU has had -- SSU had the
construction permit and then had the -- for expansion to .7
million gallons per day, and then had that extended, I
think, until the end of the year. Are you aware of that?

A No, I'm not.

Q Ckay. Well, let me ask you this, if you’re aware.
when should SSU start construction on the necessary physical
facilities to expand the capacity of this wastewater
treatment plant?

A I don‘t have access to the records. We would look
at the flows for several months, look at seascnality, and
the quality of the effluent. If they are consistently above
the 50 percent level, then there is a schedule within the
rules that require them to begin the planning structure so
they don’t consistently exceed the flows and affect the
effluent quality.

Q Okay, sir. Let me go to the Exhibit 182 that was

just handed out a few moments ago, it deals with the Palm
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Perrace Gardens wastewater treatment plant. On the second
page of that document, in Paragraph 3, that is the numbered
Paragraph 3, the report says that the monthly operating
reports indicate three months average daily flows exceeding
the capacity of the disposal system to such an extent -- or
extinct -~ I gquess it's supposed to be extent, that
seasonality is exhibited. 1Is that a serious problem?

A It is if that continues to be a pattern over a
period of time. The guestion at this point is whether or
not it is a matter of flow from the households or if it is a

problem with the I&I.

Q From infiltration?
A Yes.
Q Okay. Their recordkeeping is inadequate. Do you

follow up on that later to see if they have corrected those?

a Yes. The recordkeeping I found there doesn’t
allow me to have the confidence that the reporting on the
MORs is accurate.

Q Okay. 8o even without that confidence you had
enough information to tell that they had exceeded their
capacity, though, is that correct?

A The recordkeeping was regarding the total chlorine
residual. The flow was a result of the MORs filed over the

last few months,

Q I see. Let me ask you very quickly, when the
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capacity of the disposal system is exceeded even on a
seasonal basis, does that mean that the effluent that leaves
the system exceeds requirements?

A Please restate the question.

Q Yes, sir. When the plant exceeds its daily flows,
as you indicated in Paragraph 3, does that mean the effluent

that’s leaving the plant exceeds acceptable quality

standards?
A No.
Q Okay. Sir, if the sludge carries over into the

chlorine contact chamber, is that an indication that the
flow through the clarifier exceeds its capacity?

A It may well.

Q Okay. Well, would it typically -- I mean, would
there be conditions where sludge would go through and not
indicate exceeding capacity?

A The capacity, the reference to the subject in the
clarifier occurs in many different conditions. One may be
hydraulic, the other maybe the failure of the operator to
maintain an adequate DO in the aerators, it could be a
problem with the 1lift pumps in the clarifier, the design of
the clarifiers, there are a lot of reasons for the sludge to
carry through into the contact chamber, If this would occur

continually, yes, it would cause a problem with the effluent

gquality.
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MR. TWOMEY: Okay. Thank you very much both for
your time. That’s all I have.

CHAIRMAN CLARK: Mr. Armstrong.

MR. ARMSTRONG: No questions.

CHAIRMAN CLARK: Redirect.

MS. SUMMERLIN: Mr. McLean advised me he had no
questions. He is out of the room right, but he wanted me to
let you know. We have no redirect.

CHAIRMAN CLARK: Okay. Ms. James and Mr.
MacColeman, I want to thank you very much for taking the
time to participate in this proceeding. 1 also want to say
I appreciate your persistence in getting to the right
location, and please convey toc your supervisors and to the
Secretary that your testimony has been very valuable to us
and we appreciate your taking the time to participate in
this proceeding. Thank you very much.

WITNESS MacCOLEMAN: Thank you.

WITNESS JAMES: Thank you.

CHAIRMAN CLARK: And we will take a break until
6:30. Well, did you have --

MS. SUMMERLIN: Just move in exhibits for those
two witnesses.

CHAIRMAN CLARK: Yes, I'm sorry. Go ahead.

MS. SUMMERLIN: Staff would move 181 and 182.

CHAIRMAN CLARK: All right. They will be entered
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in the record without objection. And we will take a break
until 6:30 to allow everybody to get something to eat, or
order out, or whatever. And then we will reconvene with Ms.
Dismukes, and then after Ms. Dismukes, we will take up those
witnesses who have been subpoenaed by Public Counsel. Thank
you.

(Exhibit Number 181 and 182 received into
evidence.)

(Dinner recess.)

KIMBERLY H. DISMUKES
resumed the stand on behalf of the Office of Public Counsel,
and having previously been duly sworn, testified as follows:
CONTINUED CROSS EXAMINATION

BY MR. JAEGER:

Q Ms. Dismukes, do you remember the last question I
asked you?

A Yes.

Q Okay. And you were going to look at it and try to
figure out -- are you ready to respond now?

A Yes, I am.

COMMISSIONER GARCIA: Let me hear the gquestion
again.

MR. JAEGER: Okay.
BY MR. JAEGER:

Q What I asked, I said if a stand-alone rate
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structure or a modified stand-alone rate structure is
approved, in your opinion, how should 1996 consumption be
determined for each individual plant?

A I'm going to answer this question in the context
of the gallons per month from Doctor Whitcomb’s study,
because I think that was the context in which you asked the
question. Essentially, all you would need to do would be to
take the difference between the billing units projected by
Southern States and those resulting from the Whitcomb study,
in other words, the 9,476 gallons, and then prorate those
gallons back to the individual systems in accordance with
the consumption that has been projected by Southern States
in 1996. And that would allow you to account for the
difference in consumption patterns between the different
systems.

Q Thank you. I‘ve still got a few more. As stated
in your direct testimony on Page 51, Lines 9 through 11, if
the Commission accepts your alternate recommendation to use
1992 and 1993 billing units to project 1996 billing units,
this will increase consumption by $318,515,813, which will
increase the test year revenues by $428,398, is that
correct?

A The thrust of the question is essentially correct,
but you said dollars when you meant to say gallons.

Q Yes, I meant gallons. Would the same methodology
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to increase test year variable expenses to account for the
increased consumption in related costs, as you did with your

primary recommendation be used for your alternate

recommendation?

A Yes.

Q And would that number, subject to check, be around
$130,0007

A I'11 accept that and check it.

Q I think in your testimony you said it would not be

prudent nor reasonable to include actual 1995 consumption
data into projecting 1996 consumption, is that correct?

A That is my position, yes.

Q And the reason you believe this is true is because
in your opinion there was a lot of rainfall in 1395 and
rainfall tends to understate consumption?

A Yes. In 1995 there was more rainfall than in
1994. It was one of the wettest years of the five-year
period.

Q Since rainfall does not affect the number of
bills, would you agree that projecting 1996 bills from
actual 1995 bills may be more appropriate and accurate than
projecting from 19942

A Yes.

Q At the beginning of this, I passed out an exhibit

consisting of two pages, and it comes from Mr. Terrero’s
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rebuttal, but also is the first to pages of a permit?

A Yes, I have that.

Q Are you familiar with this current domestic
wastewater facility permit issued in October of 1395 by DEP

for the Buenaventura Lakes wastewater treatment plant?

A No, I'm not. I did look it over at the break,
though.

Q Okay. Could you turn to Page 2 of that document,
2 of 51, and look under the —-- right at the top it says
reuse?

A Yes.

o) Could you read the first sentence sense of that
paragraph?

A Sure. "Surface water discharge and existing .1
MGD AAFD -- AADF permitted capacity nonjurisdictional 3-cell

169 acre treatment wetland reuse system (R001l) reguired to
hold emergency discharge from the REB storage during wet
weather and reuse water for wetlands enhancement to maintain
a productive wildlife habit (sic).”

Q Habitat.

A Habitat, thank you.

Q According to this permit, would you agree that the
169 acre wetlands system is permitted at .1 MGD?

A Could you repeat the question.

Q According to this permit, would you agree that the
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169 acre wetland system is permitted at .1 MGD?

A Yes.

Q And is part of the overall effluent disposal
capacity of the 1.93 MGD?

A Yes.

Q Also attached to that exhibit are a couple of
schedules. I'11 be asking you about those schedules now.
Please refer to Schedule 32 of your exhibit, that’s KHD-1.
Is it true that the purchased power, purchased water, and
chemical expense.information in your exhibit comes from
Schedule B-5 of MFR Volume 12, Boocks 1 through 27, and
Volume 3, Books 1 through 6?

A I will accept that subject to check.

Q Okay. And does this expense information come from

Column 5 of these MFR volumes?

A Yes.

Q Now, isn’t true that Column 5 represents per book

expense and Column 7 represents adjusted expense?

A Yes.

0 Shouldn’t you use Column 7 instead of Column S to

make the expense adjustments for excessive unaccounted for

water?
A Yes.
Q Okay. I’'m done with those schedules, then.
A Okay.

FLORIDA PUBLIC SERVICE COMMISSION




= W N

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

2935

Q The next questions have to do with public
relations and the conservation program. Do you agree that
public relations advertising is an integral part of an
effective conservation program?

A I don’t know that I would characterize it as
public relations advertising. I do believe that advertising
with respect to the conservation program is an integral part
of that. It does not necessarily have to be image
enhancement, that’s what I call PR.

Q So conservation programs cannot be successful
without public participation and support?

A Oh, I agree with that.

Q Do you agree that a utility can educate the public
on conservation without public relations?

A I think they can do it without necessarily -- they
have to have somebody to get the message out. They have to
advertise, they have to send out the brochures to the
customers. It does not necessarily have to be done through
a public relations firm, it can be done through an
advertising firm or whatever. And my whole bone of
contention with the company’s conservation program and many
of the costs that they have incurred in the past, is that
it’s clear that those expenses were incurred for the purpose
of enhancing the company’s image, and if there was

conservation associated with it, it was secondary.
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Q So you‘re saying that a utility can educate the
public on conservation without public relations or without
blatantly going overboard on public relations?

A Without blatantly going overboard, yes. 1 guess
that’s a better way to characterize it.

Q Do you agree that the public relations and image
building advertising in S$SU’s conservation program can be
separated?

A I think if you look at the historical information,
ves, it can be separated. But in this particular instance,
we are looking at a projected test year, and so it is very
difficult to determine in the future what is going to be
public relations and/or image enhancement versus
conservation.

Q So, in lieu of going through each invoice, what
have you recommended?

A Essentially with respect to the company’s
conservation program, I have several different
recommendations depending upon what program it is, what
expense was incurred. With respect to the advertising
costs, for example, I disallowed half of those costs. They
increased substantially from prior years, and I had loocked
at on a historical basis, the information that Southern
States had supplied, and I felt that it was more image

enhancement than conservation related. 1I‘’ve got numerous
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recommendations concerning the other conservation programs.
Their six targeted communities, I don’t believe that the
company has shown that those conservation programs are
cost-effective. They have done no cost/benefit analysis,
and I am recommending that those expenses be disallowed
because the company has not proven them to be reasonable nor
adequately addressed them, nor have they considered whether
or not rate structure would be a more appropriate
alternative to their proposed program. I could go on for
days, and I don’t think you want to listen to me.

Q I'm sorry I asked the question now. Are you aware
that Mr. Broverman’s rebuttal testimony was stricken at the
beginning of this hearing?

A I'm aware that it has been stricken, yes.

Q I'm going back to rate case expense, again, for
just a couple of questions. Since Mr. Broverman’s rebuttal
testimony regarding SSU’'s FAS 106 expenses was stricken,
would you agree that any costs associated with his testimony
should be removed from rate base expense?

A Yes.

Q Thank you. The next questions go to Docket Number
930880~-WS, the uniform rate docket. I think you recommended
that the Commission disallow 80 percent of the cost SSU
budgeted/incurred, I think it came to about $345,671, is

that correct?
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A Yes.

Q And you are aware that the company would incur
certain minimum costs in order to participate in this
investigation, such as legal fees and costs related to
sending the Commission required notices, is that correct?

A Yes.

Q In your deposition in April, you mentioned that
you may change your recommendation regarding the amount of
costs which the Commission should allow in recovery related
to this docket. I didn’t hear that change.

A I didn’'t make it. I can elaborate if you would

like or yvou can continue.

Q Well, has your position changed from your
deposition?
A My position has not changed from the deposition.

I recall that one of the items that we addressed in the
deposition was the expenses associated with noticing the
customers, and that that would be a prudent expense that the
company should be allowed to recover. I attempted to look
at that further to see if I could determine what portion of
the expenses that were incurred in that case was associated
with that function, and I simply could not do it. It was
not laid cut in a fashion that I could isolate precisely the
dollars associated with that.

Q Would you agree that the expense associated with
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this docket does not relate to a rate case proceeding and
should be removed from current rate case expense?

A I missed your second word.

Q Would you agree that expense associated with this
docket, the uniform rate investigation docket, does not
relate to a rate case proceeding and should be removed from

current rate case expense?

A Well, I will agree with you, it is not a rate case
expense.,
Q Would you also agree if the Commission allows the

recovery of prudently incurred costs associated with this
docket, these amounts should be considered regulatory
Commission expense other, and amortized over five years?

A I can agree with that, vyes.

Q And do you believe it would be appropriate to
amortize those costs in Docket Number 930880-WS, to only the
facilities included in that docket, not the facilities
included in this rate case?

A Yes.

MR. JAEGER: Could I have a minute to confer? No
further questions, Chairman Clark.

CHAIRMAN CLARK: Commissioners? Redirect.

MR. McLEAN: No redirect, Chairman Clark. I move

Exhibits 175, 176, and 177.

CHAIRMAN CLARK: Without objection, Exhibits 175,
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176, and 177 will be admitted in the raecord without
objection.

(Exhibit Number 175, 176, and 177 received into
evidence.)

MR. HOFFMAN: The company would move Exhibits 178
and 179.

CHAIRMAN CLARK: Exhibits 178 and 179 will be
admitted in the reported without objection.

(Exhibit Number 178 and 179 received into
evidence.)

MR. JAEGER: Staff, I believe, would just wait
until Terrero puts the whole -- I think he is going to put
the whole thing in, so we won’t clutter up the record with
our exhibit. Also, Ms. Clark, I have --

CHAIRMAN CLARK: Well, wait a minute. I already
marked it as an exhibit.

MR. JAEGER: Well, it’s an exhibit, I just wasn’t
going to move it in. You can have it numbered and not
moved.

CHAIRMAN CLARK: All right. That’s fine.

MR. JAEGER: I have three auditors standing by in
the wings. 1Is there any chance we are going to get to them
tonight or can they be sent home?

CHAIRMAN CLARK: No, it would be -- I think what

we need to do is go to Mr. Sweat and Mr. Armstrong. T
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understand Mr. Smith is not here, and I would propose that
after we do those we will conclude for the evening.

MR. ARMSTRONG: Madam Chair, I know we spoke
briefly about the possibility of Mr. Sweat going before me,
but I have some meetings with people tomorrow that I have to
attend.

CHAIRMAN CLARK: Well, I should point out that
tomorrow is agenda, and we will reconvene this proceeding at

1:00 o’clock or as soon thereafter that we are done with the

agenda.

MR. ARMSTRONG: Right.

CHAIRMAN CLARK: It’'s immaterial to me who goes
first.

MR. ARMSTRONG: Okay. Could I go first then,
please?

CHAIRMAN CLARK: Mr. Beck.

MR. BECK: Madam Chairman, the questions I would
ask Brian Armstrong are dependent on what Tracy Smith’s
answers are, so I am not prepared to call Mr. Armstrong
until Mr. Smith has testified.

CHATRMAN CLARK: Well, what about Mr. Sweat, can
we call him?

CHAIRMAN CLARK: Fine with Mr. Sweat, and I also
have the deposition of Stephanie Smith to move in, as well.

MR. ARMSTRONG: We do have four other
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stipulations, as well.

CHAIRMAN CLARK: All right. Is that by way of
atoning for not having Mr. Smith here?

MR. ARMSTRONG: Sorry. We really didn’t expect it
to go this quickly today.

CHAIRMAN CLARK: Well, let me be clear. Why don’t
we go ahead and move Mr. Rothschild’s testimony into the
record, is that what we need to do, Mr. Beck?

MR. BECK: Yes. We will move his testimony and
exhibits into the record.

CHAIRMAN CLARK: Mr. Beck, could you walk me
through Mr. Rothschild’s testimony and exhibits, I can't
seem to find my copy.

MR. BECK: We will probably need a minute to get
that together.

CHAIRMAN CLARK: While he is doing that, Mr.
Armstrong, are there other witnesses we can identify as
witnesses we will be stipulating testimony intc the record?

MR. ARMSTRONG: Yes, Madam Chair, Mr. Dilg, his
rebuttal; Ms. Lock, her rebuttal; Mr. Johnscon’s rebuttal;
and then Mike Woelffer, I believe, as well. He was a Marco
Island witness.

MR. TWOMEY: That’'s correct.

CHAIRMAN CLARK: All right. Go through that list

again. Mr. Dilg --
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MR. ARMSTRONG: Robert Dilg, Dale Lock, Frank
Johnson, those are all company witnesses, and then Mike
Woelffer.

MR. BECK: Madam Chairman, with respect to Dale
Lock, I believe we had an agreement to strike Page 34, Line
16 through Page 36 of Line 16 of her testimony, since that
was based on Broverman’'s --

MR. ARMSTRONG: That‘'s right.

CHAIRMAN CLARK: Okay. Make sure we do that when
we get to actually moving that testimony into the record.
Are we ready to do Mr. Rothschild?

MR. McLEAN: Commissioner Clark, I don‘t have Mr.
Rothschild’s testimony with me. I can produce it tomorrow
first thing.

CHAIRMAN CLARK: That sounds good.

MR. McLEAN: Thank you, ma‘am.

CHAIRMAN CLARK: Mr. McLean, Commissioner Kiesling
has hers, can you work from that and we can get that done?

MR. McLEAN: Thank you, Chairman Clark. Mr.
Rothschild has 46 pages of direct testimony in the form of
guestion and answers.

CHAIRMAN CLARK: Go ahead.

MR. McLEAN: Appendices A and B, and I believe
that’s it.

CHAIRMAN CLARK: Okay.
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COMMISSIONER KIESLING: I‘m sorry, since I don‘t
have mine anymore, is it Appendix A and then what did you
say following?

MR. McLEAN: B, Bravo.

COMMISSIONER KIESLING: Oh, okay. And what about
JAR-1 through 12, that’'s on rebuttal? I don’t think so.

CHAIRMAN CLARK: No rebuttal.

MR. McLEAN: No, Mr. Rothschild would not be
filing rebuttal.

COMMISSIONER KIESLING: Well, then what happened
to JAR-1 through 12?

MR. McLEAN: JAR-1 through 12 are exhibits affixed
to his testimony. There are 12 exhibits affixed to his
testimony in addition to the appendices.

CHAIRMAN CLARK: Okay. The profiled direct
testimony of Mr. James A. Rothschild will be inserted in the
record as though read, and the Appendix A and B, plus
Exhibits JAR-1 through 12 will be identified as Exhibit 183
and admitted in the record without objection.

MR. McLEAN: Thank you, Chairman Clark.

{Exhibit Number 183 marked for identification and

received into evidence.)
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1. STATEMENT OF QUALIFICATIONS OF JAMES A. ROTHSCHILD
Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

A. My name is James A. Rothschild and my address is 115 Scarlet Oak Drive, Wilton,

Connecticut 06897.

Q. WHAT IS YOUR OCCUPATION?
A. T am a financial consultant specializing in utility regulation. I have experience in the
regulation of electric, gas, telephone, sewer, and water utilities throughout the United

States.

Q. PLEASE SUMMARIZE YOUR UTILITY REGULATORY EXPERIENCE.

A. I am President of Rothschild Financial Consulting and have been a consultant since
1972, From 1979 through January 1985, I was President of Georgetown Consulting
Group, Inc. From 1976 to 1979, I was the President of J. Rothschild Associates. Both of
these firms specialized in utility regulation. From 1972 through 1976, Touche Ross &
Co., a major international accounting firm, employed me as a management consultant.
Touche Ross & Co. later merged to form Deloitte Touche. Much of my consulting work
done while at Touche Ross was in utility regﬁlation. While associated with the above
firms, I worked for various state utility commissions, attorneys general, and public
advocates on regulatory matters relating to regulatory and financial issues. These have

included rate of return, financial issues, and accounting issues. (See Appendix B.)




I

2

3

Q. WHAT IS YOUR EDUCATIONAL BACKGROUND?
A. I received an MBA in Banking and Finance from Case Western University (1971) and

a BS in Chemical Engineering from the University of Pittsburgh (1967).
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1I. PURPOSE AND OVERVIEW

Q. WHAT IS THE PURPOSE OF THIS TESTIMONY.

A. The purpose of this testimony is to derive a fair and reasonable cost of equity that
should be allowed by the Commission to Southern States Utilities Co. (SSU). This
testimony includes an evaluation of the applicability of the current leverage formula
result to determine the cost of equity to SSU. Furthermore, the testimony provides a
response to the many comments made by Dr. Morin in the testimony he has filed on
behalf of SSU.

In formulating the recommendations I have made in this testimony, 1 have
recognized that the cost of capital approved by the Commission should balance the
interests of investors and ratepayers. If the allowed cost of capital is excessive, rates will
be above the level they need to be for the provision of safe and adequate utility service. If
the allowed cost of capital is too low, investors would be denied the profits to which they
are entitled, and eventually, the company would not be able to provide the safe and

adequate utility service that is critically important to ratepayers.
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. SUMMARY OF FINDINGS AND RECOMMENDATIONS

Q. PLEASE SUMMARIZE YOUR RECOMMENDATIONS:
A. Based upon the analyses contained in this testimony, I conclude that the cost of equity
the Commission should allow to SSU is 10.10%. In arriving at this result, I have
followed the Commission’s practice of giving equal weight to the cost of equity results
indicated for water utilities and for gas distribution utilities. See Sch. JAR-1. If T had
based my recommendation solely on the cost of equity indicated for water utilities, my
recommendation would have been lower.

The leverage formula result that was approved by the Commission in its August
10, 1995 decision is that the cost of equity to a Florida water utility should be equal to
9.05 percent + 1.1131/Equity Ratjo, with a maximum cost of equity of 11.88%, and a cost
of equity to the average water utility in Florida of 10.18%! By applying this formula to
the capital structure requested by SSU, the leverage formula indicated cost of equity is
11.78% based upon a common equity ratio of 40.7%. However, since this formula was
developed, capital cost rates have dropped materially. As a result, the 11.78% leverage
graph indicated result is considerably higher than the current cost of equity to SSU.

Company Witness Morin has expressed his opinion that the 11.78% cost of equity
produced by the leverage formula result produces a cost of equity below that which the
company would like to receive. He has recommended that the company be allowed a cost
of equity of 12.25%. The evidence I present later in this testimony shows that irrespective

of the relative weighting given to the result for gas distribution utilities or to water utility

1 Page 11 of
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companies, the cost of equity to SSU is now materially below 11.78%, not above 11.78%.
Therefore, if any variation is to be made to the results of the leverage graph, the cost of
equity to allow to SSU should be materially /owered rather than increased to 12.25% as

requested by the company.

Q. HAVE YOU USED ANY METHODS OTHER THAN THE DCF METHOD TO
QUANTIFY THE COST OF EQUITY?

A. Yes. As a check to the DCF results, I have also lnresented a risk premium method.
The risk premium result is 9.76% to 10.17% based upon interest rates as of 12/31/95.
Additionally, because Dr. Morin presented a CAPM method, and because the
Commission expressed a desire to consider the results of a CAPM method, I have also
derived a CAPM determined equity cost rate. My CAPM method indicates a cost of
equity of 7.67% to 8.12%. However, even though the CAPM method that 1 have
presented does not contain the known serious flaws in Dr. Morin’s implementation of
CAPM, it still is not as accurate a method as either the DCF method or the risk premium
method that I have presented. As I result, my recommendation was formulated based

upon the DCF result. The risk premium method was only reviewed as a check.

Q. WHAT ARE THE PROBLEMS WITH DR. MORIN’S CAPM METHOD?

A. There were substantial mathematical and theoretical errors in Dr. Morin’s
presentation of the CAPM method. For example, to arrive at his CAPM result, he had to
violate important principles established by both the U.S. Securities and Exchange

Commission (SEC), and improperly use a long-termn treasury bond interest rate as a proxy
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for a risk-free security, i.e. a security with a zero beta. The only difference in my
implementation of the CAPM and Dr. Morin’s implementation of the CAPM is that 1
used the SEC method for quantifying historic actual returns, and used the interest rate on
a 30 year U.S. treasury bond in a mathematically correct manner. A more complete
discussion of the CAPM method, including the problems with Dr. Morin’s

implementation of the method, are contained later in this testimony.

Q. OTHER THAN DR. MORIN’S IMPROPER USE OF THE CAPM METHOD,
WHAT OTHER PROBLEMS DO YOU HAVE WITH WHAT HE HAS SAID IN HIS
TESTIMONY?

A. Following is a summary of the significant problems that I have with the comments
made by Dr. Morin in his testimony. A detailed explanation of why these are all valid

criticisms of Dr. Morin’s testimony will follow later in this testimony:

1. Hope Decision. On page 7 of his testimony, Dr. Morin mis-states the
findings of the US Supreme Court in its Hope Natural Gas decision.
Specifically, the Hope decision rejects Dr. Morin’s desire to allow a return
on equity high enough to maintain inflated market to book ratios.

2. Water Company Risks in Florida.  Dr. Morin has improperly
concluded that there are higher relative risks for water utilities in Florida
which cause these companies to need a higher allowed return on equity.
The critical point missed by Dr. Morin is that the only risk which impacts
the cost of equity is non-diversifiable risk. Factors such as size, large
construction programs, regulatory risk are not only shared by water
utilities throughout the country, but they are all diversifiable risks anyhow.
Furthermore, even if Dr. Morin were correct that size causes an increase in
the cost of equity, then his comment on page 10 of his testimony that the
source of capital has no bearing on the cost of capital must be wrong. To
the extent that size is relevant, it would be the size of the entity raising the
capital that should be considered.
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3. Direction of Change in Water Company Risk. Dr. Morin speculates
on page 15 of his testimony that the risks of water utilities is increasing.
Facts show that the opposite is true. If anything, the risk of an investment
in water utilities has been declining in recent years.

4. Relative Risk of Gas Companies and Water Companies. Dr. Morin
claims that the risk in a water utility is higher than for a gas utility. Facts
show that this is not true. In the last several years, the risk of water
utilities has been below that of gas distribution utilities. This is confirmed
by the DCF results which indicate a higher cost of equity for gas
distribution utilities than for water utilities.

5. Exclusive use of DCF method. Dr. Morin claims that it is improper to
use only the DCF method to quantify the cost of equity. While a properly
applied risk premium method can be of some additional value, all too
often the risk premium method is mis-applied. The CAPM method,
especially as applied by Dr. Morin, is a very inaccurate method for
quantifying the cost of equity. Furthermore, as applied by Dr. Morin, the
CAPM method contains an unacceptably large upward bias.
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ll. DETERMINATION OF THE CURRENT COST OF EQUITY FOR WATER

AND GAS UTILITIES.

A. Summary

Q. HOW DID YOU DETERMINE THE COST OF EQUITY FOR WATER UTILITIES
AND FOR GAS UTILITIES?

A. My primary method for determining the cost of equity was to apply the constant
growth, or D/P + g version of the DCF method. In order to properly apply the constant
growth version of the method, [ recognized that it 1s essential to quantify growth in a
manner that is consistent with the constant growth rate expectations necessary for the
constant growth version of the DCF model to have any mathematical validity. In addition
to using a consistently applied simplified version of the DCF model, 1 confirmed the
result of the constant growth version of the DCF model by presenting a non-constant, or
two stage, growth rate to water utilities and also checked the result of the constant growth
DCF method by implementing a risk premium method and a CAPM method. Of the
three methods, the DCF model should be considered the most accurate, and the risk
premium next most accurate. While T was careful to present a version of the CAPM
model that has corrected the mathematical errors contained in Dr. Morin’s application of
the CAPM, even afier repairing Dr. Morin’s errors, the CAPM, the method is still

inferior to the accuracy obtainable by either the DCF model or the risk premium model.

B. Constant Growth DCF Mode/

Q. HOW DID YOU IMPLEMENT THE CONSTANT GROWTH DCF MODEL?
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A. I implemented the constant growth DCF model by quantifying future sustainable
growth based on “b x r” + “sv”, where “b” is the retention rate that is consistent with the
dividend rate used to evaluate the dividend yield, and “r” is equal to the future return on
book equity expected by investors. “sv” is added to this “b x 1 growth in order to
recognize that in addition to growth caused by “b x r”, growth is also caused by the sale

of new common stock above book value.

Q. DOES THE DCF METHOD BASED UPON THE “ b x r” GROWTH METHOD
COMPUTE THE COST OF EQUITY WITH ABSOLUTE PRECISION?

A. No. No equity costing approach, DCF or otherwise, is capable of computing the cost
of equity with absolute precision. However, a major advantage of the “b x r”’ approach is
that if the method is applied properly, the majority of the inputs required to implement
the model, such as stock price, dividend rate, and book value are subject to precise
quantification. For most utility companies, the only critical input number that could have

[l
r

a material impact on the DCF computed cost of equity is the value chosen for “r”, or the

future expected return on equity. If the DCF method is properly applied, the retention

[ 291
T

rate “b” is directly derived from the value chosen for and the dividend rate used to

compute the dividend yield.

Q. ARE THERE RESTRICTIONS ON THE USE OF THE SIMPLIFIED VERSION OF
THE DCF METHOD?
A. Yes. The simplified version of the DCF model should only be used when investors

expect:

10
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» the same future growth rate estimate in stock price, earnings per share, dividends
per share, and book value per share,

and

» that future growth rate is best expressed as a constant. Note that this does not

necessarily mean that future growth is expected to be constant. It means that no

reason exists to expect future growth to be higher or lower than average in any

one specific future year.
Q. CAN THE DCF MODEL BE USED IN A SITUATION WHERE IT IS NOT
REASONABLE TO EXPECT THE ABOVE CONDITIONS TO BE MET?
A. Yes. The complex version of the DCF does not require the above simplifying
expectations. This is because the complex version separately discounts each expected
future cash flow. Recently, FERC has begun to prefer a two-stage DCF model to a
single-stage DCF.

I have been presenting a complex form of the DCF model for years. This
complex form of the DCF is readily adaptable to the two-stage approach. In order to
allow this Commission to be able to also consider a properly applied two-stage DCF, my

testimony in this case supplements the results of the single-stage, or constant growth DCF

model with a two-stage DCF model.

Q. HOW SHOULD GROWTH FOR USE IN A CONSTANT GROWTH DCF MODEL
BE DETERMINED?
A. The most important characteristic of any approach to determining a growth rate

for use in the DCF method is that it incorporate the kind of growth that can

11
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reasonably be expected to occur for many years into the future. Textbooks generally
explain that the appropriate method to quantify the future sustainable growth required for
the simplified DCF model is to use the “b x r” method. The advantage of a properly
applied "b x r" is that it computes a sustainable growth rate. Therefore, when applying
the “b x r” method, the result will be accurate as long as the future return on book equity,
“r” that is expected by investors and the retention rate “b” that is both consistent with the

kY
T

value used for and the dividend rate, “D”, is used to compute growth. With other
methods to estimate future expected growth, extreme care must be taken to be sure that
they are in a form that is applicable to the simplified, or constant growth version of the
DCF model. In order to be at all useful, these alternative methods usually have to be

adjusted so that the indicated growth rates are consistent with the financial realities

necessary to develop a growth rate that has any realistic chance of being sustainable.

Q. DO STOCK ANALYSTS USE THE "b x r'" METHOD?
A. Yes. In the textbook, Investments, by Bodie, Kane and Marcus (Irwin, 1989) at
page 478, expected growth rate of dividends is described as follows:

How do stock analysts derive forecasts of g, the expected growth rate
of dividends? Usually, they first assume a constant dividend payout ratio
(that is, ratio of dividends to earnings), which implies that dividends will
grow at the same rate as earnings. Then they try to relate the expected
growth rate of earnings to the expected profitability of the firm's furure
investment opportunities.

The exact relationship is

g=b X ROE

where b is the proportion of the firm's earnings that is reinvested in
the business, called the plowback ratio or the earnings retention ratio, and

12
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ROE is the rate of return (return on equity) on new investments. If all of the
variables are specified correctly, [the] equation . . . is true by definition, . . .
Q. ARE YOU AWARE OF ANY RECENT REPORT FROM AN INVESTMENT
BANKING FIRM THAT SUPPORTS THE TEXTBOOK EXPLANATION OF HOW
ANALYSTS DETERMINE “g”?
A. Yes. In a report entitled “U.S. Investment Research. Electric Utilities. Five-year
Financial Projections” issued by Morgan Stanley on October 24, 1995, 32 electric utilities
are evaluated. In all cases, the “Total Return” is quantified by adding the “Internal
Growth” rate to the dividend yield. The internal growth rate is quantified by subtracting
the dividend/book ratio from the future expected return on book equity. This is
algebraically identical to the “b x r” method in which “r” is equal to the future expected
return on book equity and “b” is computed in a manner consistent with the inputs for “r”

and for the dividend rate “D” used to compute dividend yield.

Q. HOW DID YOU COMPUTE “g”?
A. As previously stated, 1 used the *“b x roe” method specified in the above textbook
guote, although I refer to it in this testimony as the “b x r" method. In the above
equation, ROE has the same meaning as "r". I computed the growth rate, "g," by using a
future expected return on book equity value, or "1," of 11.25% for the Value Line water
companies. The specific inputs, and the evaluation of those inputs, is discussed in the
next section of this testimony.

My method differs from the method used in the above-referenced Morgan

Stanley report only in that I have reflected additional growth for the sale of common

13
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stock in my recommended growth rate. This is consistent with the Morgan Stanley
report, because Morgan Stanley specifically noted that its growth rate they have obtained
is applicable “... in the absence of new equity issuances...” (P. 4).

The Morgan Stanley report also notes that “(i)f the ROE were to remain constant,
this [the growth rate obtained using the equivalent of “b x 1] would be the same as the

growth in earnings.”

Q. DOES THE MORGAN STANLEY REPORT ADD ANY GROWTH RATES
OTHER THAN THE “ b x r, OR INTERNAL GROWTH RATE, TO THE DIVIDEND
YIELD TO OBTAIN A “TOTAL RETURN” NUMBER?

A. Within Morgan Stanley’s write-up on each individual electric company, the only
growth rate added to the dividend yield is the “b x r” or “Internal Growth” rate.
However, in a summary table on page 9 of the report, Morgan Stanley does also show a
total return number using both the “Yield + Int. Growth” and the “Yield + Est. 5-Year
Growth” in dividends per share. Page 4 of the report explains that Morgan Stanley is
concerned that the “Yield + Int. Growth” rate number might overstate long-term
sustainable growth because the reinvestment assumption that earnings can be re-invested
to earn the expected return on book equity might be optimistic given slow growth in the

industry and increasing competitive pressures.

Q. WHAT COST OF EQUITY DOES THE MORGAN STANLEY REPORT

INDICATE FOR ELECTRIC UTILITIES?

14
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A. The average total return for electric utilities based upon the Yield + Internal Growth
method is shown by Morgan Stanley to have a median value of 9.1% on page 9 of the

report..

Q. WHAT DOES MORGAN STANLEY SHOW AS THE COST OF EQUITY BASED
UPON THE YIELD PLUS ESTIMATED FIVE YEAR DIVIDEND GROWTH RATE?
A. The median value for the cost of equity based upon projected dividends per share

growth is 8.1%, also on page 9 of the report.

Q. SOME WITNESSES CLAIM THAT THE ‘b x r” APPROACH TO THE DCF
METHOD IS SOMEHOW CIRCULAR BECAUSE THE FUTURE EARNED RETURN
ON BOOK EQUITY THAT YOU USE TO QUANTIFY GROWTH IS USED TO
DETERMINE THE COST OF EQUITY, AND THE COST OF EQUITY IS THEN
USED TO DETERMINE THE FUTURE RETURN ON EQUITY THAT WILL BE
EARNED. IS THIS CIRCULAR?

A. No. Those who erroneously claim that the method is circular confuse the definition of
“r” and the definition of “k”. While “r” is defined as the future return on book equity
anticipated by investors, “k” is the cost of equity, or the return investors expect on the
market price investment. Since the market price is determined based upon what
investors are willing to pay for a stock, and the book value is based upon the net
stockholders’ investment in the company, “r” usually has a different value than “k”. In

fact, the proper application of the DCF method relates a specific stock market price to a

specific expectation of future cash flows that is created by future earned return (“r”)
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levels. For example, if investors are willing to pay $10 a share for a company when the
expectations are that the company will be able to earn 12% on its book equity in the
future, if events were to occur which would cause investors to re-evaluate the 12% return
expectation, the stock price should be expected to change. If investors’ expectations of
the future return on book equity change from 12% to 10%, and there is no corresponding
change in the cost of equity, the stock price would decline. The cost of equity, however,
would not decline simply because an event might occur that would cause investors to

(13
r

lower their estimate for “r”. The cost of equity is equal to the sum of both the dividend

[ ]
r

yield and growth. Investors’ estimate of “r” influences the investors estimate for growth.
Changes in growth expectations cause investors to change the price they are willing to
pay for stock. A change in the stock price can cause a change in the dividend yield that

offsets the change in expected growth. In this way, a higher dividend yield would offset

by the lower expected growth rate and leave the cost of equity, “k”, unchanged.

a. Determination of Future Expected Return on Book Equity, "r”
Q. HOW DID YOU DETERMINE THE VALUE OF "r" THAT YOU USED IN YOUR
RETAINED EARNINGS GROWTH COMPUTATIONS FOR THE VALUE LINE
WATER COMPANIES?
A. I determined the 11.25% investors' expectation of the future value for "r" for the

[
r

Value Line water companies and the 12.00% value for “r” for the gas distribution utilities

by evaluating :2

2Note that the value of “r” is the investors’ expected return on book equity, not the cost of equity. The
cost of equity, “k” requires consideration of not only the return investors expect on book, but a
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o the future returns on book equity expected by Value Line,

e the return on book equity consistent with the Zacks’ consensus 5-year
growth estimate,’

o absolute levels of, and trends in, allowed returns on equity to utility
companies, and

» historic actual earned returns on equity.

Q. WHY DON'T YOU USE THE GROWTH RATES AS COMPILED BY ZACKS
DIRECTLY IN THE SIMPLIFIED DCF FORMULA?

A. The growth rates reported by Zacks are five-year growth rates beginning from the
most recent historic actual reported earnings per share. It would be improper to merely
plug these growth rates into the D/P + g simplified version of the DCF formula because
they are not sustainable growth rates. For example, if a company bad an atypically good
or atypically bad year in 1994, or if the earned returns on equity were, for any other
reason, expected to increase (or decrease), the five-year growth rate as reported by Zacks
would be atypically low (or high). Since the perceived abnormal nature of the earnings

might be industry-wide, use of an average growth rate for the entire group would likely

determination of whether or not the return rate investors expect on book is higher or lJower than the return
level required to attract capital on reasonable terms. In order to determine the adequacy of the return on
book, the market price investors are willing to pay for that return on book must also be considered.

3 Zacks Research is a service that surveys professional securities analysts to determine the consensus
earnings per share forecast that is expected for a company. 1 obtain the Zacks consensus growth rates by
accessing the results for the companies of interest to me via the Dow Jones News Retrieval computer
database service. Zacks is a similar service to one compiled by B/E/S. 1 use Zacks because it is the one
chosen by Dow Jones for use in its database.
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not solve the problem. Thus, in order to be able to use these growth rates in the D/P + g
version of the DCF formula, it is necessary to compute what return on book equity wiil
achieve the analysts' consensus growth rate. In this way, it is possible to estimate

analysts' anticipated future return on book equity.

b. Determination of Retention Rate. "b"

Q. HOW HAVE YOU DETERMINED THE VALUE OF THE FUTURE EXPECTED
RETENTION RATE, "b", THAT YOU USFD IN YOUR SIMPLIFIED DCF
ANALYSIS?

A. 1 have recognized that the retention rate, "b", is merely the residual of the dividend
rate, "D", and the future expected return on book equity, "r." Since, by definition, "b" is
the fraction of earnings not paid out as a dividend, the only correct value to use for "b" is
the one that is consistent with the quantification of the other variables when

implementing the DCF method. The formula to determine "b" 1s:

b= 1- (D/E), where
b = retention rate
D = Dividend rate

E = Earnings rate

However, "E" is equal to "r" times the book value per.share. Book value per
share is a known amount, as is "E", consistent with the future expected value for "r", and

the "D" used to compute dividend yield. Therefore, to maximize the accuracy of the DCF
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method, quantification of the value of "b" should be done in a manner that recognizes the
interdependency between the value of "b" and the values for "r" and "™D". I directly

computed the value of "b" based upon the values of "D", and "r".

C. Implementation of the Two-Stage or Complex Version of DCF Method

Q. WHY DO YOU ALSO PRESENT THE TWO-STAGE OR COMPLEX VERSION
OF THE DCF METHOD?

A. When constant growth is expected to be the best estimate of future anticipated growth,
the two-stage or complex version of the DCF model is essentially the same as the
simplified version. 1 have presented a two-stage DCF model for several reasons: 1)
FERC has recently begun relying upon a two-stage DCF model in recent cost of capital
decisions?®; 2) a two-stage or even more complex than two-stage version of the DCF
method is helpful because it provides a framework that will work even in special
situations when future payout ratios, earned returns on equity, or market-to-book ratios
change; 3) a two-stage or complex version of the DCF model serves as a check to show
that the growth rate used in the simplified version is credible. For example, if an analyst
forecasts an unrealistically high growth rate, the complex DCF method may show that the

growth rate is improper.

Q. HOW WOULD THE COMPLEX VERSION OF THE DCF METHOD SHOW

WHETHER A GROWTH RATE IS CREDIBLE?
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A. Computing for each year the anticipated dividends, earnings, return on book equity
and market-to-book ratios permits a separate study of each of the key causes of future
cash flow. If, for example, the complex DCF analysis shows that the chosen growth rate
could only occur if market-to-book ratios grow to unrealistic levels, or the payout ratio
goes to more than 100%, or the earned return on book equity grows to excessive levels,
then the chosen growth rate must be too high. Conversely, if a detailed projection shows
that payout ratios, or market-to-book ratios, or the earned return on book equity would

have to decline to unrealistic levels, then the growth rate selected must be too low.

Q. HOW DID YOU IMPLEMENT THE TWQO-STAGE DCF MODEL?
A. The first stage of the model is based upon Value Line’s estimates of dividends per
share, earnings per share , and book value per share for 1995 through 19995, Value Line
does not show a specific earnings and dividend projection for every year from 1995 to
1999. Projections for years skipped by Value Line were made by extrapolation from the
available data.

I determined future earnings in the second stage of the complex DCF model by
multiplying the future book value per share by the future expected earned return on book
equity. For the purposes of this case, I used the same future expected return on book

equity that 1 used in the simplified version of the DCF model.¢ Projected book value

4 Ozark Gas Transmission System, Docket Nos, RP94-105-002 and RP-94-105-003 decision issued July 7,
1994, and Wyoming Interstate Co., Docket No. RP85-39-009, decision issued November 30, 1994,

5 The estimate for 1999 is shown by Value Line as its estimate from 1998-2000.
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equals the beginning book value plus the current year's eamnings minus the current year's
dividends. Book value growth projections also include the effect of sales of new
common stock. The projections in the second stage of the DCF model were made up
until 40 years into the future. Events longer than 40 years into the future have a minimal
present value. 7

My projections have relied on a constant dividend payout ratio .8

I derived the estimated future stock price from the projected book value
estimating that the same market-to-book ratio wnuld exist at the time of sale as exists
today. The only cash outflow is the price paid for the stock. The complex version of the
model uses both the spot stock price as of December 31, 1995, and the average stock
price for the year ended December 31, 1995 to be representative of the price paid.

As summarized on Sch. JAR 2, P. 1 and 2, the two-stage complex version of the
DCF model indicates a cost of equity between 10.21% and 10.59% for the Value Line

water companies and between 10.29% and 10.72% for the gas distribution utilities.

6 For reasons explained in the discussion of the simplified version of the DCF method, this is because I
believe that is the best estimate of future earnings. However, if the use of a varying array of future
expected returns on book equity were sopported by the facts, rather than a constant return, the same
mathematical model would still be proper to use in determining the cost of equity.

7 For example, a change in an assumption that the selling market-to-book ratio would be 0.1 lower or
higher than as of the time of purchase would introduce a potential inaccuracy in the indicated cost of equity
of plus or minus about 25 basis points in a 30 year analysis, but a similar change in the market-to-book
ratio expectation would introduce only plus or minus about 15 basis points in a 40 year analysis. If longer
than 40 years were used, the result would be even less sensitive to the future market-to-book ratio
expectation.

8 As in the case of the future expected earned return on equity assumption, if there were evidence to
support the use of varying payout ratios instead of a constant payout ratio, the same model could still be
used to accurately quantify the cost of equity. Unlike the simplified DCF model, this model specifically
accounts for the fact that a change in the payout ratio has an impact on the book value, and therefore has an
impact on the earnings rate achieved in the future.
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Q. YOUR EQUITY COST RATE FINDINGS FOR BOTH WATER COMPANIES
AND FOR GAS DISTRIBUTION COMPANIES IS HIGHER THAN THE COST OF
EQUITY YOU EXPLAINED WAS DETERMINED BY MORGAN STANLEY FOR
ELECTRIC UTILITIES. IS THIS BECAUSE THE COST OF EQUITY TO ELECTRIC
UTILITIES IS LESS THAN FOR WATER OR GAS DISTRIBUTION UTILITIES?

A. No. I believe that Morgan Stanley’s result is too low because Morgan Stanley did not
add anything for growth caused by additional sales of common stock above book value.
Furthermore, I believe that the DCF based upon retention growth is more reflective of
investors’ long-term expectations than a DCF using a five-year dividends per share
growth rate forecast. Nevertheless, the Morgan Stanley report is valuable because it
confirms that my equity cost rate finding is conservatively high. It adds yet additional
confirmation to the fact that Dr. Morin’s 12.25% equity cost recommendation is based

upon seriously flawed approaches to determining the cost of equity.

D. Risk Premium Method

Q. WHY DID YOU CONDUCT A RISK PREMIUM STUDY?

A. A properly applied DCF method has a greater accuracy than is possible to obtain from
the best available risk premium method. This is primarily because the risk premium
method is limited by the invalid assumption that risk premiums remain constant.
Furthermore, the risk premium method requires the quantification of the cost difference

between debt and equity. In order to determine this cost difference, the cost of equity has
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to first be computed in order to be able to implement the risk premium in the first place.
Nevertheless, a properly applied risk premium method is better than an improperly
applied risk premium. Therefore, since risk premium methods frequently appear in utility
ratemaking proceedings and there are some people who would prefer to consider the
results of a risk premium analysis, I have presented an approach to the risk premium

method which maximizes the accuracy obtainable from that method.

Q. WHAT COST OF EQUITY IS INDICATED BY THE RISK PREMIUM METHOD?

A. Because there are many more electric utilities covered by Value Line than water
utilities, | determined a risk premium based upon an analysis of the difference between
the cost of debt and the cost of equity of electric companies. As shown on Sch. JAR 8, P.
1 and 2, the risk premium method based heavily on the data for electric utilities indicates
a cost of equity of 9.76% to 10.17% on December 31, 1995. There is some variation
between the cost of equity for an average electric company and an average water or gas
distribution company. The difference between my recommended cost of equity in this
case and the cost of equity indicated by the risk premium method could be explained by
the industry-risk differential, or could be explained by the lower accuracy associated with

a risk premium method than a properly applied DCF method.

Q. PLEASE EXPLAIN THE RISK PREMIUM METHOD.
A. The risk premium method is based upon the concept that the cost of equity is related
to, but more expensive than the cost of debt. Since the cost of debt can be readily

quantified, if it were possible to accurately quantify the "risk premium" demanded by

23

2966



10

11

12

14

15

16

17

18

19

20

21

22

23

2967

investors to invest in the common stock of a particular company instead of debt, it would
then be possible to determine the cost of equity merely by adding this premium to the
cost of debt. However, in order to compute the difference between the cost of equity and
the cost of debt, it is necessary to quantify the cost of equity in the first place. It is also
necessary to assume that the risk premium today is the same as the risk premium that
existed during the historic period used to quantify the risk premium.

My cost of equity recommendation in this case is based totally on the DCF
method. The risk premium method was preset ‘ed to show that a properly applied risk
premium approach does produce a cost of equity result that is consistent with the result

obtained from a properly applied DCF method.

Q. IS THE RISK PREMIUM CONSTANT?

A. No. The risk premium over the cost of US treasury debt that is demanded by
investors to invest in common stock 1s, at a minimum, influenced by federal income tax
laws. The return on stocks and the return on bonds 1s taxed differently, and in ways that
have varied substantially over the years. When the tax law changes, the risk premium

may change.

Q. YOU HAVE MENTIONED THE RISK PREMIUM IN EXCESS OF THE COST OF
30 YEAR TREASURY BONDS. COULD YOU HAVE USED UTILITY DEBT
INSTEAD OF 30 YEAR TREASURY BONDS IN YOUR: ANALYSIS?

A. Yes. Utility bonds are in a higher risk category than treasury bonds of the same

maturity. Therefore, unless the utility bonds being studied are tax free bonds, they will
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have a higher interest rate than treasury bonds of the same maturity and same basic terms.
Because the interest cost on utility bonds is higher, then the risk premium difference
between the cost of equity and the cost of utility bonds is lower than the risk premium
difference between the cost of treasury bonds and the cost of equity. If I had added a
lower risk premium to a higher interest cost, it should be expected that I would have
obtained the same result for the cost of equity that I have obtained by starting with

treasury bonds.

Q. WHY WOULD A CHANGE IN THE INCOME TAX LAW CHANGE THE RISK
PREMIUM?

A. Typically, the total return received by a bondholder is dominated by the interest
income received. Interest income is taxable every year. The return received by a
stockholder typically contains a capital appreciation component and a dividend
component. The capital appreciation component receives favorable tax treatment in two
ways. First, the capital gain is not taxable at all until the stock is sold. Second, the
income tax rate charged on capital gains has often been substantially lower than the
income tax rate charged on dividend and interest income. Since the 1986 tax law change,
the income tax rate on capital gains and on regular income has been similar. Third,
dividend income paid to stockholders is partially tax free if the stockholder is another
corporation. No such exclusion exists for interest income. This means that every time
there is.a significant change in the federal income tax law, the "risk premium” demanded
by investors to be willing to buy common stock instead of bonds could undergo a

corresponding change.
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Q. IS A CHANGE IN THE TAX LAW THE ONLY FACTOR THAT CAN
INFLUENCE THE RISK PREMIUM?

A. No. Another important factor that could influence the "risk premium" demanded by
investors is the perceived interest rate volatility. Investors who buy long-term bonds with
a fixed interest rate are exposed to the risk of being locked into that bond's interest rate
even if interest rates rise substantially over the life of the bond. Stockholders, especially
utility company stockholders, do not share this interest rate risk. The allowed returns on
equity are usually reevaluated in a rate case. When the cost of equity goes up, the
allowed returns go up. When the cost of equity goes down, the allowed returns go down.
Therefore, in times when investors are concerned about interest rate volatility, the "risk
premium” required to buy common stock instead of a long-term bond goes down.
Conversely, in times when investors are less concerned about interest rate volatility, the

"risk premium" goes up.

Q. DID YOU DO ANYTHING TO MINIMIZE INACCURACIES IN THE RISK
PREMIUM METHOD CAUSED BY VARIATIONS IN THE RISK PREMIUM OVER
TIME?

A. Yes. I quantified the risk premium demanded by investors to invest in common stock
by comparing the cost of debt and the cost of equity over the five years ended in 1993.
There have been only relatively small changes in the federal-income tax rates over that
time period. Yet, five years is sufficient time to make it possible to examine a substantial

amount of data. I am unaware of any abnormal factors which would have caused
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investors’ perceptions about future interest rate volatility to have changed over the last
five years. To the extent that there are reasons, of which I or any other analyst could be

unaware, this renders the "risk premium" approach an ever weaker method.

Q. HOW DID YOU QUANTIFY THE RISK PREMIUM?

A, T compared the cost of equity to the cost of debt for each of the electric utilities
covered by Value Line. 1 used the first edition of Value Line issued in each calendar year
for the five years ended 1993. The cost of equity in each of the last five years was
quantified using the DCF method. The DCF method [ used to quantify the cost of equity
was essentially the same as the DCF approach [ use in this case. except that instead of
using my own analysis to determine what return on book equity is expected by investors
in the future, I simply used Value Line's future return on book equity expectation as a
proxy for what investors expected. The cost of equity so computed was separately
compared to the interest rate on 30-year US treasury bonds, 5-year US treasury bonds,
and 1-year US treasury bonds. Based upon that analysis, three separate risk premiums

were quantified.

Q. ARE CHANGES IN INTEREST RATES, INCOME TAX RATES, AND
INVESTORS' PERCEPTIONS ABOUT THE VOLATILITY OF FUTURE INTEREST
RATES THE ONLY THINGS THAT IMPACT CHANGES IN THE COST OF EQUITY
OVER TIME?

A. No. Factors such as capital structure ratios, uncertainties associated with construction

projects, and the portion of earnings being paid out as dividends also impact the relative
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desirability of investing in the common stock of a water utility as compared to a treasury
bond. As these change over time, even if other things remain equal, the risk premium

will change.

E. CAPM Method
Q. WHAT COST OF EQUITY IS INDICATED BY THE CAPM METHOD?
A. As shown on Sch. JAR 9, P. 1 and 2, the CAPM method is indicating a cost of equity

of 8.12% for water utilities, and 7.67% for gas distribution utilities.

Q. HOW DID YOU IMPLEMENT THE CAPM METHOD?

A. I implemented the CAPM method by using the differential between the actual earned
returns on common stocks and the actual earned returns on 30-year treasury bonds from
1926 through 1994. The difference between the actual returns was then first adjusted for
the risk difference between the group of common stocks and the risk of an investment in

30 year treasury bonds.

Q. IS THIS METHOD AS ACCURATE AS A PROPERLY APPLIED DCF METHOD?
A. While my approach to CAPM is substantially more accurate than the approach to the
CAPM method presented by Dr. Morin, even my approach to the CAPM method is
materially less accurate than a properly applied DCF method. I have presented the
CAPM method because the Commission has expressed a desire to consider the results

from this method. Therefore, I did not want the Commission to be left only with Dr.
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Morin’s highly flawed approach to the CAPM from which to make its evaluation.
However, | believe it is preferable to rely on the DCF method in preference to the CAPM

method.

Q. WHY IS THE CAPM METHOD NOT AS ACCURATE AS A PROPERLY
APPLIED DCF METHOD?

A. The CAPM method is highly dependent upon whether or not the earned differential
between common stocks and long-term bonds is consistent with the spread difference that
investors expect for the future. Additionally, the CAPM method shares all of the other
problems that cause uncertainty in the “risk premium”™ method that are discussed in the

previous section of this testimony.

Q. YOUR APPROACH TO CAPM SOUNDS THE SAME AS THAT USED BY DR.
MORIN, YET YOU HAVE OBTAINED A VERY DIFFERENT ANSWER. PLEASE
EXPLAIN WHY.

A. Dr. Morin has made two very serious errors in his implementation of the CAPM
method. First, he has incorrectly used an arithmetic averaging technique to measure
historic actual returns. Second, he has reached the invalid conclusion that the risk of a
30-year treasury bond is zero. Both of these errors cannot be responsibly refuted, and
both serve to materially increase the cost of equity that is indicated by the CAPM model.
Another reason my result is lower than his is that he used a 7.60% interest rate for long-
term treasury bonds, while I have used a rate of 6.30%. My rate is reflective of current

financial conditions, and is because my testimony is able to consider more current
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information than was available to Dr. Morin at the time he prepared his testimony. Since
he prepared his testimony, there has been a very substantial rally in the bond markets,

causing the interest rate on long-term utility bonds to decline materially.

Q. YOU SAID THAT LONG-TERM TREASURY BONDS DO NOT HAVE A ZERO
BETA. WHAT IS THE BETA OF LONG-TERM U.S. TREASURY BONDS?

A. The beta of long-term U.S. treasury bonds is about 0.40. This makes long-term
treasury bonds in a lower risk category than an equity investment in the common stock of
a gas utility, but z; beta of 0.40 indicates that there is still a considerable amount of risk in

a long-term treasury bond investment.

Q. CAN IT BE REASONABLE TO EXAMINE THE RISK PREMIUM DIFFERENCE
BETWEEN LONG-TERM TREASURY BONDS AND COMMON STOCK EVEN
THOUGH LONG-TERM TREASURY BONDS DO CONTAIN INTEREST RATE
RISK?

A. Yes, but not if it is used in a CAPM modél in the way that Dr. Morin has done. One
of the elements of Dr. Morin's CAPM computation is that he uses the risk premium
between the cost of long-term bonds and common stock as the amount he multiplies by
beta. This is wrong. In order to properly quantify the risk differential that is measured by
beta, it is essential to use a risk premium factor that is fully reflective of the difference

between the two securities being compared.
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Q. YOU SAID THAT DR. MORIN IMPROPERLY USED THE ARITHMETIC
AVERAGE OF ACTUAL ANNUAL RETURNS EARNED BY COMMON STOCKS
FROM 1926-1993 INSTEAD OF THE GEOMETRIC AVERAGE APPROACH.
PLEASE EXPLAIN.
A. Arithmetic returns do not properly compensate for year to year volatility and therefore
overstate the actual realized returns. The more variable historic growth rates have been,
the more his method exaggerates actual growth rates. For example, if a company were to
have a stock price of $10.00 in the beginning of the first year of the measurement period
and a $5.00 stock price at the end of the first year, an arithmetic average approach would
conclude that the return earned by the investor would be a loss of 50% [($5-$10)/($10)].
If, in the second year, the stock price returned to $10.00, then the arithmetic average
would compute a gain of 100% in the second year [($10-$5)/(85)]. The arithmetic
average approach would naively average the 50% loss in the first year with the 100% gain
in the second year to arrive at the conclusion that the total return received by the investor
over this two year period would be 25% per year [(-50% +100%)/2 years]. In other
words, the arithmetic average approach is so inaccurate that it would conclude the
average annual return over this two year period was 25% per year even though the stock
price started at $10.00 and ended at $10.00. The geometric average would not make such
an error. It would only consider the compound annual return from the beginning $10.00
to the ending $10.00, and correctly determine that the annual average of the total returns
was not 25%, but was zero.

In order to protect investors from misleading data, the U.S. Securities and

Exchange Commission (SEC) requires mutual funds to report historic returns by using
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the geometric average only. The arithmetic average is not permitted. The geometric
average, or SEC method, has the compelling advantage of providing a true representation
of the performance that would have actually been achieved by an investor who made an
investment at the beginning of a period and re-invested dividends at market prices

prevailing at the time the dividends were paid.

Q. DO FINANCIAL TEXTBOOKS SUPPORT THE USE OF THE GEOMETRIC
AVERAGE FOR COMPUTING HISTORIC ACTUAL RETURNS?

A. Yes. For e_xarpple, the textbook Valuation. Measuring and Managing the Value of
Companies, by Copeland, Koller, and Murrin of McKinsey & Co. , John Wiley & Sons,
1994, in a description of how to use the Ibbotson Associates data states the following on
pages 261-262:

We use a geometric average of rates of return because arithmetic
averages are biased by the measurement period. An arithmetic average
estimates the rates of return by taking a simple average of the single period
rates of return. Suppose you buy a share of a nondividend-paying stock
for $50. After one year the stock is worth $100. After two years the stock
falls to $50 once again. The first period return is 100 percent; the second
pertod return is -50 percent. The arithmetic average return is 25 percent
[(100 percent - 50 percent)/2]. The geometric avenge is zero. (The
geometric average is the compound rate of return that equates the
beginning and ending value.) We believe that the geometric average
represents a better estimate of investors’ expected returns over long
periods of time.

(Emphasis added)
Similarly, in another textbook discussion that specifically addresses the use of the
Ibbotson data, Financial Market Rates & Flows, by James C. Van Horne, Prentice Hall,

1990, states the following on page 80:
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The geometric mean is a geometric average of annual returns,
whereas the arithmetic mean is an arithmetic average. For cumulative
wealth changes over long sweeps of time, the geometric mean is the
appropriate measure.

Q. HOW DO INVESTORS VIEW HISTORIC ACTUAL RETURNS?

A. Every time I have seen an article in popular business magazines about what returns
stocks have achieved historically, reference is made to a rate that is consistent with the
geometric return, not the arithmetic return. A recent example I have seen is in an article
entitled “Saving at Mach Speed” on page 79 of the June 12, 1995 issue of U.S. News and

World Repori. This article states that “..10 percent (is) the long-term rate of return of the

Standard & Poor’s 500.”

Q. HAVE YOU COMPARED GRAPHICALLY THE CAPITAL APPRECIATION
GROWTH RATE USING DR. MORIN'S METHOD WITH THE CAPITAL
APPRECIATION GROWTH RATE THAT IS OBTAINED USING THE SEC
METHOD?

A. Yes. In the following graph I show the actual movement of the S&P Utility index
from 1928 through 1993. I also show how the index would have behaved on a year-by-
year basis using the average growth obtained from the SEC method and using Dr. Morin's
historic growth rate methodology. The graph illustrates that Dr. Morin's calculation of
historic actual returns deviates at an ever-increasing rate over time from the actual S&P
Utility Index, overstating the total return from 1928-1993 by almost 400%. By contrast,

the historic actual returns computed using the SEC method is a dramatically more
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reasonable track of the growth of the S&P utility over time and thus is a better measure of

historic actual return rates realized by investors.

Actual Return on $100 Investment In S&P Utllitles from 1928-1993 vs Geometric Average Return and
Arithmaetic Average Returmn
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Q. HOW MUCH HIGHER IS THE RISK PREMIUM DIFFERENCE BASED UPON
AN ARITHMETIC AVERAGE THAN IT IS BASED UPON A GEOMETRIC
AVERAGE?
A. From 1928 to 1993, the arithmetic average method produced an indicated risk
premium that was 1.90% higher for public utility stocks vs. public utility bonds than the
risk premium indicated by using the SEC, or geometric average method.

For all of the above reasons, to the extent any weight at all is given to the CAPM
method, its computation must be based upon a geometric average of historic actual

returns in preference to an arithmetic average of historic actual returns.
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lll. HOPE NATURAL GAS DECISION

Q. ON PAGES 6-9 OF HIS DIRECT TESTIMONY, DR. MORIN DISCUSSES THE
U.S. SUPREME COURT DECISION IN THE HOPE NATURAL GAS CASE. 1S HIS
EQUITY COST RECOMMENDATION CONSISTENT WITH THE REQUIREMENTS
OF THE HOPE CASE?

A. No. His 12.25% equity cost recommendation is substantially higher than the return
required by the implementation of the principles in the Hope Natural Gas case.
Specifically, his recommendation is inconsistent with the following important quote from
the decision:

The fixing of prices, like other applications of the police power,

may reduce the value of the property which is being regulated. But the

fact that the value of the property is reduced does not mean that the

regulation is invalid... It does, however, indicate that “fair value” is the

end product of the process of rate-making not the starting point as the

Circuit Court of Appeals held. The heart of the matter is that rates cannot

be made to depend upon “fair value” when the value of the going

enterprise depends on earnings under whatever rates may be anticipated.

The U. S. Supreme court explains in a footnote to the above paragraph that *... the
word ‘value’ is to be gathered ‘from the purpose for which a valuation is being made.
Thus the question in a valuation for rate making is how much a utility will be allowed to
earn.” Therefore, when Dr. Morin says on pages 14 to 15 of his testimony that he
concerned about the “... market-to-book (M/B) ratios...” of the water industry and “...

falling realized returns on equity...”, he has ignored the above-quoted principles. The fact

is that the market-to-book ratio of the water utility industry was, on average, above 1.4 as
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of December 31, 1995. When the market-to-book ratio is this high, it is consistent for
realized returns on equity to be allowed to drift down.

Dr. Morin again ignored the above-quoted principles from the Hope decision
when he arrived at his erroneous conclusion on page 28 of his testimony that there is “....
questionable applicability of the [DCF] model when M/B ratios deviates substantiaily
from 1.00...". Actually, the DCF model is specifically designed to determine the proper
cost of equity irrespective of the market-to-book ratio because it determines the return
investors demand on market price. Then, when other regulatory principles are properly
applied, the rétum on the original cost rate base is set equal to the return demanded by

investors on book value. In this way, the principles of the Hope case are specifically met.

Q. HAVE REGULATORY AGENCIES RELIED UPON THE ABOVE PORTION OF
THE HOPE NATURAL GAS DECISION THAT YOU HAVE QUOTED?

A. Yes. For example, FERC has stated the following:

Specifically, they claim that when a utility’s market-to-book ratio is
above one, applying a DCF-based allowed rate of return to a book value
rate base results in earnings that are too low. Conversely, when a
utility’s market-to-book ratio is below one, applying a DCF-based
allowed rate of return to a book value rate base results in earnings that
are too high. Both commenters argue that the allowed rate of return
should be applied to a market value rate based rather than to book
value.

The following example demonstrates the circularity of their
claim. Equity capital costs generally rise as interest rates rise.
Conversely, equity capital cost rates generally fall as interest rates fail.
During periods of risking equity costs, utilities generally file for rate
increases to cover these higher costs. This action protects utility
shareholders from declines in the value of the stock. The result is a
tendency to maintain a utility’s existing market-to-book ratio during
periods of risking equity costs.
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During periods of falling capital costs, the revenue required to
meet shareholder capital costs requirements also declines. Until a
utility files for new rates at the lower capital cost, it continues to charge
rates based on the higher equity capital costs that existed when the
current rates were set. The result is a tendency for the utility to earn
more than its shareholders currently require and a concomitant increase
in the price of the utility's common stock and market-to-book ratio.

When capital costs are below those of the previous filing,
applying the allowed rate of return to a market value rate base would
perpetuate the unnecessarily high revenues that the expense of utility's
customers. Applying the allowed rate of return to a book value rate
base would reduce revenue to the level required by shareholders at
the new lower cost of equity. These revenues will provide the
utility with an opportunity to recover all costs including the cost of
capital.

The argument over the application of an allowed rate of return
to a market value rate base is an old one and the problem of circularity
inherent in that approach has been long and widely recognized. The
Supreme Court’s statement in Federal Power Commission v. Hope
Natural Gas Co. that “rates cannot be dependent upon ‘fair value’
when the value of the going enterprise depends on earnings under
whatever rates may be anticipated” reflects its recognition of that
problem. The market value of an enterprise or its common stock
depends upon its earnings or anticipated earnings, which in turn
depends upon the rates allowed. Thus, market value is a result of
the ratemaking process and may not properly be the beginning of
the process as well.

Docket RM87-35-000, P. 3348 of the Federal Register/ Vol. 53, No. 24, Friday Feb. 3,
1988. Emphasis added.

Similarly, the Federal Communications Commission (FCC) responded to an
argument made by Ameritech which suggested that the FCC was “... obligated to
prescribe a rate of return that will ensure continuation of the carriers’ current market-to-
book ratios.”® The FCC rejected Ameritech’s argument for several reasons. The reasons

stated were:

9Paga 15 of decision FCC 90-315 dated September 19, 1990, in CC Docket No. 8§9-624.
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market-to-book ratios greater than one have been viewed
traditionally as possible indicators that the company’s return is greater
than its required return.

...Ameritech places great reliance on its perception that unless this
Commission applies the market-derived rate of return to its equity base,
stockholders will see a massive decline in the value of their stock. It is
true that prescription of a rate of return based on market data could lead
to a decrease in the value of the stock if investors have been expecting
continuation of a previously-authorized higher rate of return. On the
other hand, a reduced rate of return might have no impact on stock
price if, as often happens, the reduction had already been anticipated
and discounted by the market. In any case, the requirement that we
balance ratepayer and investor interests does not allow us to insulate
investors from a diminution in the value of their stock (if in fact we
could do so). In any event, if we prescribed a rate of return above
that which market data showed to be reasonable, investors would
increase their expectations as to the carrier’s rate of return, market
value would increase, and the carrier would seek a higher rate of
return authorization so that these higher expectations are not
thwarted. We would be remiss in our responsibilities to balance
ratepayers’ and investors’ interests if we implemented procedures
that effectively insulated a carrier from experiencing a decrease in
its authorized return. Thus, our current market-based rate of
return  procedures meet the Bluefield/Hope  criteria
notwithstanding that their application herein may adversely
impact carriers’ high market-to-book stock ratios.

Moreover, market-to-book ratios greater than one have been viewed
traditionally as possible indicators that the company’s return is greater
than its required return.

(Emphasis added)

(FCC-90-315, P. 15.)
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IV. WATER COMPANY RISKS IN FLORIDA

Q. DR. MORIN CLAIMS, ON PAGE 40 OF HIS TESTIMONY, THAT THE WATER
UTILITIES IN FLORIDA ARE MORE RISKY THAN WATER UTILITIES
ELSEWHERE BECAUSE OF THEIR SMALLER SIZE AND BECAUSE OF USED
AND USEFUL ADJUSTMENTS. PLEASE COMMENT.

A. The kind of risk that impacts the cost of equity is the non-diversifiable risk. Neither of

these factors impact non-diversifiable risk and therefore do not impact the cost of equity.

Q. WHY bO DIVERSIFIABLE RISKS NOT IMPACT THE COST OF EQUITY?

A. Investors have the opportunity to purchase securities as part of an overall portfolio.
Unexpectedly bad results at one company whose stock is owned in the portfolio will
likely be impacted by unexpectedly good results at another company so long as the
portfolio is appropriately diversified. Therefore, as long as the portfolio is diversified, the
predictability of the income from a portfolic is much higher and therefore the risk is
much lower than if only one company were owned. Conceptually, from the perspective
of divrsifiable risk, a large water company is no different than a large portfolio of small
waier companies.

An analogy that is helpful could be made to gambling on whether either “red” or
“black” will come up on a roulette wheel at a casino in Las Vegas. If the “investor” goes
to the casino with $1,000 to bet and places all $1,000 on the roulette wheel all at once, the
bet would be highly risky. There is a 50% chance (before consideration of the “house”
take) that the “investor” would loose the entire investment. However, if the same

investor made 1,000 bets of $1.00 each, the outcome is highly predictable. Within a very
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narrow range, this investor would have close to $1,000 (absent considerations of the
“house” take). It could be a little more, or a little less, but because the number of
diversifiable bets would be very large (1,000) instead of very small (1), risk 1s

significantly minimized.

Q. DO USED AND USEFUL ADJUSTMENTS INCREASE THE RISK OF
INVESTING IN FLORIDA UTILITIES?

A. No. While a used and useful adjustment is a factor that must be considered, bepause
the water company receives both a return of and a return on the plant that is disall;)wed
on used and useful grounds as customers are added in the future, investors eventually
receive much of the compensation associated with what was initially disallowed used and
useful plant. Furthermore, the predictability of adding customers in future years is
materially increased if the investor purchases the equity in the water utility as part of a

diversified portfolio.
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Vil. DIRECTION OF CHANGE IN WATER COMPANY RISKS

Q. ON PAGE 3 OF HIS TESTIMONY, DR. MORIN CONCLUDES THAT THE RISK
OF WATER BUSINESS HAS INCREASED SUBSTANTIALLY IN RECENT YEARS.
DO YOU AGREE?

A. No. My experience has shown that most company cost of capital witnesses argue that
the company or industry for which they are testifying happens to have extraordinarily
high risks. It 1s always possible to identify factors associated with any one business or
any one industry which seem to cause that entity to have risk. However, risk is inherent
in all businesses. This is specifically why the cost of equity for all investor owned
companies is higher than the risk free interest rate. Because a simple listing of risks can
make any company appear to be risky, when evaluating risks it is important to
concentrate only on analytical analysis. Subjective comments relating to risk should be

given minimal weight.

Q. DOES AN ANALYTICAL ANALYSIS SHOW A DIRECTION OF CHANGE IN
THE RISK EXPERIENCED BY THE STOCKHOLDERS OF WATER UTILITIES?

A. Yes. One analytical method to determine how the risk of an industry 1s changing over
time is to examine the range over which stock prices have traded. The common stock
price at any one point in time is reflective of investors’ expectations for the future. Risk
is related to the difficulty with which future events relating to the value of a specific
investment can be forecast. Therefore, the larger the range over which stock prices trade,
the more significant the changes in investor expectations that were experienced over the

time pertod that the stock price volatility was quantified.
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In order to examine how investors’ perceptions of risk have been changing for
water utilities, I examined the difference between the high and low stock price that was
achieved by the water utilities covered by Value Line for each year from 1994 to 1995.
The results of this analysis are shown on Sch. JAR 12, P. 2, and are summarized on the

following graph:

Water Utilities Stock Volatility, 19841995 ‘
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As shown in the above graph, the risk as indicated by stock volatility has been in a
basic downtrend since 1985, and four of the five lowest volatility years since 1983

occurred in the most recent four-year period.
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VI. RELATIVE RISK OF GAS COMPANIES AND WATER COMPANIES

Q. ON PAGE 39 OF HIS TESTIMONY, DR. MORIN CLAIMS THAT WATER
UTILITIES ARE MORE RISKY THAN GAS UTILITIES. PLEASE COMMENT.

A. Dr. Morin is wrong. Water utilities are in a lower risk category than gas utilities.
Other than air, water is the most basic commodity there is. As contrasted to natural gas,
there are no substitute products available.

Standard & Poors has made it clear that it recognizes water utilities are in a lower
risk category than gas utilities. This can be seen by comparing the benchmarks Standard
& Poors has stated are required for a water utility to obtain an “A” bond rating and the
benchmarks required for a natural gas distribution utility to obtain the same “A” rating.
For example, the pre-tax interest courage required for a water utility to be within the
benchmark for an “A” rating are 2.25-3.75, whereas the benchmark for a gas distribution
utility to achieve an “A” rating is 3.0-4.25. Similarly, for a “BBB” bond rating, the
benchmark range for water utilities is 1.25-2.75, while the benchmark range for gas
distribution utilities is 2.0 to 3.25. Similarly, water utilities can use more debt in the
capital structure than gas distribution companies with the same bond rating. The
benchmark level of debt in the capital structure for an “A” rated water utility is 48-56%,
while the benchmark level of debt in the capital structure of a gas distribution utility is
42-50% debt. A water utility can use between 54-62% debt and still be within the
benchmark guidelines for a “BBB” rating, while a gas distribution utility must stay within

47-60% debt to be consistent with the guidelines for a “BBB” bond rating.
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Q. DOES MARKET PRICE DATA OF COMMON STOCK MOVEMENTS SUPPORT
THE FACT THAT WATER UTILITIES HAVE A LOWER RISK THAN GAS
DISTRIBUTION UTILITIES?

A. Yes. As previously explained, one analytical indicator of risk is the magnitude of
stock price movement within a year. As shown on Sch. JAR 12, P. 1, the difference
between the high and low stock price of water utilities has been smaller than the similar

movement of the stock price movement of gas distribution utilities in every year since

1991.
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Vil. LIQUIDITY PREMIUM

Q. ON PAGE 46 OF HIS TESTIMONY, DR. MORIN RECOMMENDS ADDING A
0.2% LIQUIDITY PREMIUM TO THE COST OF EQUITY OF SSU. PLEASE
COMMENT.

A. It is inappropriate to add this liquidity premium. Not only is such an addition
speculative, equity capital is raised by SSU’s parent, Minnesota Power and Light.
Therefore, the Iiquidity of the investment is related to the cost of raising equity that is
incurred by Minnesota Power and Light. The common stock of Minnesota Power and
Light is traded on the New York Stock Exchange and does not command any liquidity

premium.

Q. IS THERE ANY FACTOR WHICH SHOULD LEAD TO A DISCOUNT RATHER
THAN A PREMIUM FOR SMALL WATER UTILITIES?

A. Yes. While I do not recommend adding such a premiurn because quantifying it would
be speculative, a smaller water company is more likely to be purchased by another water
utility than is a large water utility. Frequently when such acquisitions take place, they are
for a price in excess of book value. The potential for the sale of assets in excess of book
vélue is a reason why investors might find small water company investments especially
attractive and therefore might actually pay a premium to own these companies rather than

require the liquidity premium penalty as recommended by Dr. Morin.
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Vill. IMPACT OF WEATHER NORMALIZATION CLAUSE

Q. IF A WEATHER NORMALIZATION CLAUSE IS IMPLEMENTED FOR SSU,
WHAT IMPACT SHOULD THIS HAVE ON THE OVERALL COST OF CAPITAL?

A. A weather normalization clause would increase the predictability of revenues and
earnings for a water utility. An increase in revenue predictability reduces the amount of
common equity and increases the amount of debt in the capital structure that a water
utility can safely use. This is because a weather normalization clause increases the
amount of annual interest expense that a water company can count on being able to pay
each year. Therefore, if a water company does respond to the existence of a weather
normalization clause by increasing the amount of debt and the result of the debt increase
is to lower the overall cost of capital, then there is a net cost of capital benefit from
implementing a weather normalization clause.

Other than in response to a change in the capital structure, it is unlikely that the
implementation of a weather normalization clause would lower the cost of equity. This is
because variation from weather is a diversifiable risk. As explained earlier in this
testimony, the cost of equity is only influenced by changes in non-diversifiable risks, not

diversifiable risks.

Q. DOES THIS COMPLETE YOUR TESTIMONY?

A. Yes.
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CHAIRMAN CLARK: Thank you. Mr. Beck.

MR. BECK: Yes. I have handed out a copy of the
deposition of Stephanie Smith. I think we have all agreed
to accept the deposition in lieu of calling her as a live
witness, so I would ask that it be marked for identification
and move it into the record.

CHAIRMAN CLARK: Okay. We will mark Ms. Stephanie
Smith’s deposition as Exhibit 184 and it will be admitted in
the record without objection.

(Exhibit Number 184 marked for identification and
received into evidence.)

MR. BECK: And next we call Charles Sweat to the
stand.

CHAIRMAN CLARK: Mr. Sweat. Mr. Sweat, have you
been sworn in?

WITNESS SWEAT: No, ma’'am.

CHAIRMAN CLARK: Would you please stand and raise
your right hand.

CHARLES L. SWEAT
was called as a witness on behalf of the Office of Public
Counsel, and having been duly sworn, testified as follows:
CHAIRMAN CLARK: You may be seated. Mr. Beck.
DIRECT EXAMINATION
BY MR. BECK:

Q Mr. Sweat, would you please state your full name?

FLORIDA PUBLIC SERVICE COMMISSION
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A My name is Charles L. Sweat.

Q Are you employed by Southern States Utilities,
Incorporated?

A Yes, I am.

Q What position do you hold with the company?

A My title is Vice President of Corporate
Development.

Q Have you held other positions with the company
previously?

A Yes, I have.

Q Could you just briefly describe your last few

positions with the company?

A Prior to the present title of Vice President of
Corporate Development, I was Vice President of Operations.
Prior to that I was President of Southern States Utilities.
Prior to that I was Vice President of Operations.

Q Thank you. And how long have you been Vice
President of Corporate Development?

A I believe since 1992,

Q Could you describe for us a little bit of what
your job responsibilities are?

A Generally, I'm responsible for acquisitions.

Q And would you also have responsibilities with
respect to sales, as well?

A Yes, sir, occasionally.

FLORIDA PUBLIC SERVICE COMMISSION
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Q Are you the primary author of a document entitled
Southern States Utilities, Incorporated, Strategic Growth?

A Yes, sir.

Q Could you describe what that document is?

MR. ARMSTRONG: Objection. Madam Chairman, I
would like an identification of what issue this document
would be addressing in the case.

MR. BECK: On the gains on sale, what we intend to
do is show the big picture with Southern States on the
acquisitions and divestitures that the company anticipates.
The document that I’'m about to ask Mr. Sweat about is their
strategic plan for both acquiring facilities and companies
as well as divesting facilities and companies. We will show
that we can expect that they will be selling companies as a
routine matter in the future, and that goes to the issue on
recognizing the gains on sale of systems.

CHAIRMAN CLARK: Mr. Beck, do I have a document in
front of me?

MR. BECK: No, you do not.

CHAIRMAN CLARK: ©Oh, okay. Mr. Armstrong.

MR. ARMSTRONG: It‘s total speculation, and we
have just heard what the counselor says he expects and what
the company anticipates. I don’t think that it’s relevant
to any issue in this proceeding. I still didn’t hear him

identify what issue it relates to.
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MR. BECK: 1It’s the issue regarding recognizing
the gains on sale of systems. Ms. Dismukes had some
reference to this herself in her testimony, this will

expanded on it. And it‘s in her system with respect to that

issue.

MR. ARMSTRONG: My objection stands, Madam
Chairman.

CHAIRMAN CLARK: All right. T will allow the
question.

BY MR. BECK:

Q Mr. Sweat, are you the author of that document,
among others?

A Yes.

Q Could you describe generally what that document
does?

MR. ARMSTRONG: Objection. Madam Chair, can the
witness be provided a copy of the document that we are
referring to?

CHAIRMAN CLARK: Yes, I would like a copy of it,
too, Mr. Beck.

MR. BECK: It has been claimed confidential by the
company. I did not anticipate offering it. I'm using this
to start him talking about the company’'s plans for acguiring
and divesting companies.

CHAIRMAN CLARK: Well, even if it is confidential,
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I think we need to have the document for the witness to
examine, as well as his attorneys.

MR. BECK: Well, if he is familiar with what it
is, I’'m sure he can tell us. I had not planned to offer the
document into evidence. It goes over much more than what
I'm going to ask, and it was really in deference to the
company .

CHAIRMAN CLARK: You don’'t have it with you?

MR. BECK: I have the original. I don’'t have
copies.

CHAIRMAN CLARK: Mr. Armstrong, would you please
go take a look at that document, and we will take five
minutes and let you look at the document with the witness.

(Brief recess.)

MR. ARMSTRONG: Madam Chair, Mr. Hoffman raised an
interesting issue, and that is that the document has been
claimed as confidential, and I know this isn’t a situation
where we are dealing with dollars and cents, how do we
handle asking questions about a document that’s confidentijal
in a public hearing with everybody here?

MR. BECK: I do not intend to ask him anything
that would be confidential. I’'m just using this as a basis
for starting to discuss the company’s plans for acquiring
and divesting companies.

CHAIRMAN CLARK: We will take five minutes and you

FLORIDA PUBLIC SERVICE COMMISSION
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can get together with Mr. Beck and with the witness and
discuss how you’re going to handle this document.

(Brief recess.)

MR. BECK: Madam Chairman, I'm going to try to not
discuss this document at all, and I will try the guestions
that way.

CHAIRMAN CLARK: Thank you, Mr. Beck.

BY MR. BECK:

Q Mr. Sweat, in your capacity as Vice President of
Corporate Development, have you had occasion to consider the
criteria the company would apply both with respect to
purchasing facilities or systems and selling facilities and
systems?

A Yes. Generally, when we are looking at a utility
for acquisition, I want to try to make sure that it is
geographically located near other SSU facilities, that it
has got growth in it, it has got -- generally it would not
require any additional operating staff because of its
geographic location.

Q And with respect to selling systems that Southern
States currently owns, do you have certain criteria that you
would apply to consider whether to divest the company of
those systems?

A The President of Minnesota Power has stated that

Southern States has no facilities for sale.
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Q Well, that really doesn’'t -- let me try this.

Have you had occasion to consider criteria that you believe
the company should apply when looking at selling systems
that it currently owns?

A If I was to suggest that we sell a particular
system, it would probably be because it’s not geographically
located in a region that has other facilities, it is high
cost operation, it may be high cost capital intense.

Q And have you had occasion to consider applying
those criteria to any of the systems Southern States
currently owns?

A Not vyet.

Q Well, you have considered the application of those
criteria to systems they own, have you not?

A No, I don’t believe so.

Q In the document that we discussed earlier, the
Southern States Utilities Strategic Growth Plan, did you not
consider application of certain criteria to systems the
company owns to whether they should be sold?

A In that regard, yes, I have documented my opinion
in a draft document.

Q And did you pass that draft document amongst the
officers of Southern States for their consideration?

A I have distributed that document to all the

officers of Southern States, ves.
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Q Aand did the president and the executive committee

agree with your analysis that you performed?

A No.

Q Do you recall your deposition, Mr. Sweat?

A Yes.

Q Do you recall the question, "Have you discussed

that matter specifically with the president of the company,"”
discussing what we have just now. And your answer was, "I
have discussed this matter with the president of the
company, as well as the executive committee, which is
basically made up of the management team of Southern States,
for the most part vice presidents, and I think there is a

buy-in into that theory. There has been no official

approval of that, however." Do you recall that?
A Yes.
Q And were you telling me the truth when you told me

that in the deposition?

A Mr. Beck, I always tell the truth. If I may, I
had had individual meetings with each of the executives, and
I did feel like there was buy-in. And if you also recall,
and obviously you’'re looking at the deposition, the comment
from the president, as I stated in the deposition was, "It
was a well-written document." That was his only comment, I
don‘t consider that a buy-in.

Q Without naming the specific systems, did you
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recommend that certain systems be sold, or certain systems
Southern States owns be sold?

A That document provides my opinion of systems that
should be considered.

Q Has there been any further review of your proposal
since the time of your deposition, last November?

A I don’t believe anybody has looked at or discussed
my proposal, no.

Q And without naming the specific systems, could you
tell us how many systems you had proposed in your document
be sold by Southern States?

A I don‘t recall the number, no.

Q Can you give me a ballpark or would you like to
see the document to actually count them?

A Ballpark is probably double digit, somewhere less
than 20.

MR. BECK: Thank you. That’s all I have.
CHAIRMAN CLARK: Mr. Jacobs.
MR. JACOBS: Thank you, Madam Chairman.
CROSS EXAMINATION
BY MR. JACOBS:

Q Mr. Sweat, I know you have been here throughout
the day and so you perhaps know that I'm representing the
consumers and users and ratepayers in Nassau County who do

business with Amelia Island Utility Company. You're aware
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of that prior discussion, is that not correct?

A No, sir.

Q Well, that’s who I am, and that’s why I'm here.

A I didn't hear who you are and who you represent.

Q I'm Buddy Jacobs, and I represent the Amelia
Island Utility Company users, which are part -- that is the

Nassau County branch of your company, okay.
Now, Mr. Sweat, you have been with the company how
long?
A 32 years.
Q So you have been involved in the build up of SSU

prior to its sale to Minnesota Power, is that correct?

A That’'s correct.

Q When Minnesota Power bought it, what was the year,
1987/'887?

A 1984.

Q 19847

A Yes, sir.

Q At the time that they purchased it, were you the

president of the company?

A No, sir.

Q What was your position?

A I was Vice President of Operations.

Q All right, sir.

A Correction. To correct the record, I was
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Executive Vice President.

Q You then participated in the sale discussions with

Minnesota Power, is that correct?

A The sale of SSU to Minnesota Power?

Q Yes.

A No, sir, I did not.

Q You were not at all privy to those conversations?
A No, sir.

Q You did not help prepare any of the documentation

for the sale of SSU to Minnesota Power?

A No, sir.

Q At the time, do you have any reason to doubt that
the declarations made by SSU to Minnesota Power were not
true and correct?

A No, sir.

Q You have now been involved in purchasing utility
companies for SSU, is that not correct?

A That’s correct.

Q All right. Whenever you deo that, don’t you look
at the rate of return you can receive on your investment,
such as the rates that are being charged?

A Yes, sir.

Q Don‘t you consider how old the facility might be,
its condition in which you find it for purchase?

A Yes, sir.
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Q Don't you consider, as well, the need for capital
improvements, infrastructure, and things of that nature as
you go through that purchasing process?

MR. ARMSTRONG: Objection. Madam Chair, Mr.
Jacobs never participated in the question of what issue the
witness was here to refer to, but I think we are going far
afield of what the representation was made as to why this
witness has been produced.

MR. JACOBS: Nobody asked me to participate, and I
think these questions are certainly relevant to the direct
as to the gentleman’s position with the company, and I think
I'm entitled to follow this trail of ingquiry.

MR. ARMSTRONG: The company is also entitled to
have due process notice for a witness to get up on the
stand. To think that any witness who gets up there is
subject to being asked any question out of 160 issues, and I
think at the prehearing statement we identified that several
times, Madam Chair.

CHAIRMAN CLARK: Mr. Jacobs, I had understood that
he was called as Public Counsel’s witness to discuss the
policy on relative -- or to discuss the issue of gain on
sale. You are now inquiring as to prior to the time it was
sold to Minnesota Power. I think that is beyond the scope
of the direct examination of him.

MR. JACOBS: Madam Chairman, I then -- the
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question that led to this line of questioning was have you
then since its acquisition by Minnesota Power, have you been
involved in the acquisition of other companies, and he said
ves. Then I asked him as you go through that process is
this involved in your process of thinking for that
acquisition, and that‘s when I got into these particular
questions. So this is subsequent to the purchase by
Minnesota Power that this line of questioning is going
towards.

CHAIRMAN CLARK: Mr. Armstrong.

MR. ARMSTRONG: Madam Chair, I think what we heard
from OPC, who was the only one who participated at all in
the discussion of what this witness would be required to
testify about, told you just a little while ago that they
wanted to get into the issue of what kind of companies
Southern States would be in the future.

CHAIRMAN CLARK: Okay. Mr. Jacobs, I had
understood that the purpose of having Mr. Sweat here was to
talk about potential sales of systems, and you seem to be
covering the issue of how they decide to acquire those
systems.

MR. JACOBS: Madam Chairman, the purpose of his
testimony here, as I understand it, is to talk about they
are in the buying and selling business of utilities. 1In

other words, it’'s not -- they are certainly a utility
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company, but they have a history of buying and selling
companies. It goes towards the return that they receive on
their investment, whether or not these things are rehabbed
by them and then moved forward for sale. I just want to
understand their philosophy.

CHAIRMAN CLARK: But I don’t think that goes to
the issue of gain on sale. Mr. Twomey.

MR. TWOMEY: I’'m sorry.

MR. JACOBS: When you look at a company like this,
I think you have to look at it in a global fashion. You
can’t just take one segment of what they do as far as their
ability to have a return on their investment. 1I think it’'s
important to know the philosophies that they have utilized
in the past for the acquisition of companies, and then you
talk about the sale, and I wanted to get into the fact of
how do they -- I know that the statements you have heard
here from others, the letters that have been presented, this
company is in the business of taking rural utility companies
and making them a viable company. I think it’s certainly a
necessary ingquiry that I'm making.

CHAIRMAN CLARK: Well, here is my problem. This
is a witness called by Public Counsel, he questioned him on
a limited area. You had the opportunity to call him as your
own witness to ask these questions. I'm going to allow you

to follow up just briefly, but then I will call a halt to
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further questions in this area.

MR. JACOBS: All right. Thank you. I think
that’'s fair. I appreciate it.
BY MR. JACOBS:

Q My question, again, and I asked you this series,
in other words, you take all of these things into
consideration whenever you purchase a utility company, is
that not correct? The rates, the condition you find it, the
capital improvements, their environmental compliance and

noncompliance, these are all considerations, is that not

correct?
A That’s correct.
Q And the amount that you pay for that company is

based upon how you find each one of these conditions and
that’s how you evaluate that purchase, is that not correct?

MR. ARMSTRONG: Objection. Madam Chair, this is
far beyond --

CHAIRMAN CLARK: I think it is, Mr. Jacobs.

MR. TWOMEY: May I comment?

CHAIRMAN CLARK: That to me goes to the issue of
an acquisition adjustment, and we were talking about the
gain on sale. That'’s the issue that he has been subpoenaed
here for today. As I said, you had the opportunity to call

him as your witness if you wanted to have him testify on

other issues.
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MR. JACOBS: I will drop that line and go to
another one.
CHAIRMAN CLARK: Okay.

BY MR. JACOBS:

Q Yyou stated on direct that the reason that you
would sell a company is that it was not geographically
located and that it had high cost operations; do you
remember making that statement?

A Yes, sir.

0 And you said that of the 140 or 150 companies that
you own today that you think that only applies to 20
companies, is that correct? You said double digits, less
than 207

A I don‘t think I said that. That scenario only
applied to those numbers somewhere in the neighborhood of
less than 20. I believe that I recommended approximately 20
utilities that we should consider for divestiture, that was
my statement.

Q All right. Out of the 20, how much -- what
percentage of that is of your inventory of companies?

A It's a small percentage.

Q And did you recommend that those be sold within
one year?

A Would you ask the question again.

Q In other words, you recommended they be sold -- is
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it part of your recommendation that they be sold within a

one year time frame?

A I don't recall recommending that.

Q Do you recall over what period of time they should
be sold?

A I don’t think I addressed a period of time that

those systems should be sold.

Q Would it be your philosophy that they be sold
within five years?

A I don’t think I have a particular philosophy on
when they should be sold. It was merely a recommendation
that they should be considered.

Q I think you have answered the question, but I just
want to ask you again. But how long in your philosophy that
these should be sold because they are not geographically
proper within your locale framework of the company and they
have high cost operations, how long can those things exist
before they should be sold?

MR. ARMSTRONG: Objection. I believe it was asked
and answered. In the response just before he said he didn’t
recommend -- he recommended they be considered for being
sold. He also has stated that he didn’t make any
recommendation as to when they would be sold.

CHAIRMAN CLARK: Mr. Jacobs, that is what I heard.

MR. JACOBS: All right. Thank you, Madam
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Chairman.
BY MR. JACOBS:

Q If those companies are sold, do you have any
recommendation that other companies should be purchased?

A I didn’t hear the end of your question.

Q Do you have any recommendation for the purchasing
of other companies?

A Yes, sir.

Q And you are looking at those as Vice President of
Development since 1992, your looking at buying companies all
the time, is that not correct?

A That’s part of my iob, yes, sir.

Q And that’s basically a strong philosophy of your
company, is to seek an aggressive purchase of other
companies, is that not correct?

A That has been, yes, sir.

Q And whenever you’'re looking at those companies, as
you move forward in this aggressive way, you are looking to
purchase companies based upon the conditions we stated
earlier, and so you would want them to be economically
viable based upcn the purchase price for which you seek to
buy those companies, is that not correct?

MR. ARMSTRONG: Madam Chair, I am going to object.
This is pie in the sky. I have never heard this come into

any rate case in a career of doing this. It’s speculation
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as to what might happen in the future. That has nothing to
do with an issue in this case.

CHAIRMAN CLARK: Mr. Jacobs.

MR. JACOBS: I think it does go to the very heart
of the case. They purchase companies. They've purchased a
lot of them in Florida. He recommends they sell 20, and yet
in his full-time job as Vice President of Development, it is
to seek to buying other companies. Whenever they lock at
each one of these companies based upon these conditions,
they should have some viability on their own and should not
seek and need to seek to have a rate applied to other
members of that company for the purchase so that this
becomes an economically viable investment, not one that
requires other ratepayers to bolster up that purchase. And
I think that’s a fair line of questioning that I'm making at
this time.

CHAIRMAN CLARK: Mr. Jacobs, I don’t think it is
within the scope of the questions he was asked on direct,
and it seems to me it is argument with respect to what may
be your position on the issue of acquisitions. And as I
said before, you had the opportunity to call witnesses and I
don’'t think it’'s appropriate at this time to allow that line
of questions.

MR. JACOBS: I have no further questions, then.

CHAIRMAN CLARK: Mr. Twomey.
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MR. TWOMEY: Yes, ma’'am.
CROSS EXAMINATION
BY MR. TWOMEY:

Q Mr. Sweat, in response to Mr. Beck's questions,
you listed a number of factors, did you not, that bring one
of your utilities, one of your systems into the range as a
candidate for a sale, a prospective sale, right? Wasn’t one
of them high cost?

A High cost of operation, I believe, was one of
them, and high capital intensity was my other comment.

Q Okay. Let me ask you first, what do you mean by
high capital intensity?

A It would require capital dollars to make certain
improvements, it may be for capacity, it may be for
compliance issues. That’s high capital intensity dollars
for small systems, in my opinion.

Q Just so I'm sure I understand what you’'re saying,
you are saying that a -- are you saying that a system that
needs a great deal of capital infusion to bring it into
compliance, that would be one factor that would make a
system that you hold now a candidate for sale in your
analysis, is that correct?

A In my opinion, yes, sir.

Q And the second one you mentioned was high

operations costs, right?
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A That‘s correct,

Q And by high operations costs, I assume you mean on
a stand-alone basis, is that correct?

A That'’'s correct.

Q Exclusive of any consideration of common cost
allocations, correct?

A That's correct.

Q Now, why would those two factors make you
recommend as likely candidates such systems for sale?

A It’s just not those two factors, it is other
factors. There is no growth, geographically the system may
be located several miles from existing operations, it may
take a special operator to maintain the small system that
has no growth, it maybe needs compliance capital dollars
invested. All of those things play a role.

Q Okay, sir, but help me understand why any of those
factors are a problem for your company that would cause you
to consider them for sale? I mean, high operating cost
alone, there is nothing wrong with that, is there?

MR. ARMSTRONG: Objection. Madam Chair, I think
we are going far afield still. The issue is acquisition
adjustments in this case. This has no relevance to this
case. This could be said about any utility at any time.

MR. TWOMEY: We are not talking about any utility

at any time, Madam Chairman, we are talking about Southern
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States. And the acquisition, the gain on sale is a primary
issue in this case. It goes back to the Venice thing, how
they select utilities and so forth. I think it’s fair. I'm
talking about factors that he spoke of in direct response to
questions by Mr. Beck. Now, I don’t know how much Mr.
Armstrong would have us limited, although I suspect how much
he would like to see it limited. This is an important issue
on how they got a lot of the systems. The gain on sale
issue goes to —-

CHAIRMAN CLARK: Mr, Twomey, I’'m going to allow
the question, because I do believe it is within the scope of
what he was asked by Mr. Beck. But as I indicated to Mr.
Jacobs, you had the opportunity to call him as your witness
if you wanted to cross examine him on a further subject, but
so far I think you're within the scope of what was asked.

MR. TWOMEY: And that‘s what I‘'m trying to do, in
the spirit of trying to do that.

BY MR. TWOMEY:

Q So, given that you have responded to Mr. Beck, as
I think you did, that high operations costs is one of the
criterion that would cause you to consider this utility as a
candidate, my question to you is what is wrong inherently,
if anything, about a system with high operating costs that
would make you want to get rid of it?

A Very simply, SSU has been operating at a loss for
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a number of years, and to carry systems that continue to
have high burden cost operations, I don’‘t think is fair to
the shareholders or the ratepayers, and we should locok at
these systems as any other business would look at their
company, and if you’ve got an asset that’s not producing
maybe you should consider getting rid of that asset.

Q What do you mean by "fair to the ratepayers"?
Isn’t it true that the high cost of operation, as well as
the second factor that you mentioned, the capital intensity
needs, those needs will follow the customers of that system,
won't they?

A Well, they may, but they may be the economies of
sale for a new owner, possibly a city or a county that has a
larger customer base. The economies of scale may play a
major factor there, and the costs may not be the same as it
would with ocur company.

Q Okay. Now, you have been with the company for
three decades plus, you said, right?

A That’'s correct.

Q Isn't it true that you bought a great many of the
systems we are talking about here in terms of the candidates
for sale?

MR. ARMSTRONG: Objection, Madam Chair. Again,
what issue are we referring to with regard to this?

MR. TWOMEY: Gain on sale.
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MR. ARMSTRONG: Gain on sale? This is impossible
that it could relate to gain on sale. Were you there
decades ago when the company was buying utilities?

CHAIRMAN CLARK: Mr. Armstrong and Mr. Twomey, we
need to keep it to one person at a time. He is objecting on
the grounds that it does not relate to what he was asked on
direct from Mr. Beck.

MR. TWOMEY: And my response is that it depends,
it depends on how tightly you want to construe what Mr. Beck
was questioning about. I would suggest to you, Madam
Chairman, that the question of how 88U and Mr. Sweat in a
persconal sense probably, if he was allowed to answer the
questions, bought the systems they hold has a very direct
relation to the way they go about selling them and
considering the gain on sale that results. And that’s where
I want to inquire. It won’t take long.

CHAIRMAN CLARK: Mr. Twomey, I do think it has
gone beyond the scope of what he has elicited on direct, and
I would point out, again, that while it may be relevant to
another issue or some broader issue with respect to this
utility, you had the opportunity to call him as a witness
and inguire on your own as to that line of questioning.

MR. TWOMEY: Okay.

BY MR. TWOMEY:

Q With respect to the gain on sale issue, Mr. Sweat,
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do the high operating costs and the capital intensity
requirements give you an advantage, do you find those to be
advantageous as well in finding potential buyers for them?

MR. ARMSTRONG: Objection. Wwhat gain on sale
issue are we referring to? There is one in this case that
has to do with past gains on sale, is that what we are
alleging this question refers to?

MR. TWOMEY: That'’'s what I thought Mr. Beck said
his question was on.

MR. ARMSTRONG: No, I believe he said the future
plans for the acquisition and divestiture of systems, that
was of the ruling of the Chair, and it was what was
represented as being the issue to be discussed by Mr. Sweat.

MR. TWOMEY: I think it falls within it.

CHAIRMAN CLARK: Let me hear your question again.

MR. TWOMEY: He has testified in response to Mr.
Beck’'s questions that the factors that SSU considers or he
considers in offering up systems for sale are their high
coperating costs and their capital intensity, meaning that
they need repairs. And my question to him is, are those
factors that you find, the high cost and the high intensity,
that lead you to be able to sell them easier than perhaps
other systems.

CHAIRMAN CLARK: I think that is a fair question.

WITNESS SWEAT: Since I haven’t sold any yet, I
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don’t know if it’s going to be easy or hard. It may be
difficult to sell these small systems. There may not be a
real buyer out there. I really don’t know yet.

BY MR. TWOMEY:

Q Is your current plan to -- you testified that Mr.
sandbulte -- I assume you meant Mr. Sandbulte, or did you
mean -- you said the president of the parent corporation?

A I said the President of Minnesota Power, which is

Mr. Edmund Russell.

Q Mr. Russell said that you had no systems for sale
now, right?

A That’'s correct.

Q Do you expect that to change as soon as you get a

rate order out of this Commission?

A I can't speculate on Mr. Edmund’s future
decisionmaking.

Q Mr. Russell’'s?

A Mr. Russell, excuse me, yes.

MR. TWOMEY: That’'s all I have.
CHAIRMAN CLARK: Staff.
CROSS EXAMINATION
BY MS. JABER:
Q Mr. Sweat, if the Commission approved a rate
structure for SSU that is other than the uniform rate

structure, do you know if SSU will petition the court to
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have a substitute receiver appointed for the Enterprise

system?
A I don‘t know.
Q Has any member of SSU had those discussions in

front of you about the possibility of the acquisition or
receivership of Enterprise?

A There has been discussion as to trying to get the
receivership resolved either by ownership or giving it up.
I don’'t know exactly.

Q If I wanted to ask that question of someone else
testifying, Mr. Sweat, who would I ask?

A I believe that Ms. Teasley was working on that
system.

MS. JABER: Thank you.

CHAIRMAN CLARK: I‘m sorry, I probably should have
gone to you, Mr. Armstrong or Mr. Hoffman.

MR. ARMSTRONG: That’s okay, I just have a little
bit.

CHAIRMAN CLARK: Go ahead.

CROSS EXAMINATION

BY MR. ARMSTRONG:

Q Mr. Beck had referred to your deposition, and a
question and answer in your deposition and, Mr. Sweat, it's
a little bit more than a page and a half, but I think it’s

the quickest way. If you could just read the questions and
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answers that begin at Page 18, Line 18, through Page 19,
Line 19.

A "Question: Okay. Now, you helped prepare a
document that’s entitled, as I recall, a strategic plan for
the company?

"Answer: Yes.

"Question: Okay. And that was a draft, as I
understand it, of a strategic plan actually, is that
correct?

"Answer: That’s correct.

"Question: Did it pass through the Southern
States executive offices, has it been approved at the
Southern States level?

"Answer: Not yet.

"Question: Okay. Has it gone up to Minnesota
Power or the Topeka group for consideration?

"Answer: Not yet.

"Question: Okay. What is your plan toward having
a review of that proposed strategic plan?

"Answer: I have turned it over to my boss and he
hasn’t made a decision. I don’'t know where that is going to
go, quite frankly.

"Question: Have you had any discussions with the
president about the content of the draft strategic plan?

"Answer: Briefly, yes.
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"Question: And could you briefly describe what
those conversations were?

"Answer: He said it was well-written."

Q And has your draft plan ever been approved to
date?
A No, sir.

MR. ARMSTRONG: Thank you, Mr. Sweat. That’'s it,
Madam Chair.

MR. BECK: That’s my copy of the deposition, I
need to look at it a moment. I may have him read another
page.

REDIRECT EXAMINATION
BY MR. BECK:
Q Mr. Sweat, could you please continue reading the
deposition through the end of the next page?
A "Question: Qther than the style in which it was
written, did he discuss the content?

"Answer: On two occasions he said it was well
written. No, he has not. He has not.

"Question: Okay. In your plan you discuss the
possibility of selling certain systems that you presently
own, is that correct?

"Answer: That’s correct.

"Question: Now, without naming those systems, can

you tell me the criteria that you applied or generally used
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to determine which systems the company might be interested
in selling?

"Answer: Yes. 1In developing this plan, I looked
at a location of various systems. The size of the systems,
the capital intensity of the systems, whether they could
grow or not grow, and determined that it would possibly,
that it would probably be best if the company looked at
these systems as a divestiture as opposed to a continued
ownership of those utilities based on that criteria.

"Question: Okay. And have you discussed that
matter specifically with the president of the company?

"Answer: I have discussed this matter with the
president of the company, as well as the executive
committee, which is basically made up of the management team
of Southern States, for the most part vice presidents. And
I think there is a buy-in into that theory. There has been
no official approval of that, however.

The last question of that page, do you want that
read?

MR. BECK: No, I think that’s fine. Thank you,
Mr. Sweat, that’s all I have.

CHAIRMAN CLARK: Okay. And there are no exhibits
for Mr. Sweat, is that correct?

MR. BECK: That's correct.

CHAIRMAN CLARK: Thank you, Mr. Sweat, you are
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excused.

WITNESS SWEAT: Thank you, Madam Chairman.

CHAIRMAN CLARK: I would propose that we conclude
for the evening. And if I may, let’s just look briefly at
what we have to do tomorrow. I had indicated to staff that
we will reconvene at 1:00 o’clock or as soon thereafter as
the agenda is concluded. My aide has indicated toc me he
thinks we will be done before lunch, but you never know. SO
plan on 1:00 o’clock, and at that time, help me out here,
who should we start with?

MR. BECK: Tracy Smith.

CHAIRMAN CLARK: Tracy Smith and then Brian
Armstrong? Okay. And then we will go to staff witnesses
or --

MR. TWOMEY: We need to get Mr. Hansen in.

CHAIRMAN CLARK: All right. Why don‘t we do this,
why don’t we do Tracy Smith, Mr. Armstrong, and then Mr.
Hansen. And then Judge Mann and Chris Carter are Wednesday,
right?

MR. TWOMEY: Judge Mann is Wednesday.

CHAIRMAN CLARK: So then after we conclude Mr.
Smith, Mr. Armstrong, and Mr. Hansen, then we can move into
staff testimony.

MS. JABER: Charleston Winston?

CHAIRMAN CLARK: Yes. All right. 1Is there

FLORIDA PUBLIC SERVICE COMMISSION
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anything else we need to take up this evening?

MR. TWOMEY: Madam Chair.

CHAIRMAN CLARK: Yes, Mr. Twomey.

MR. TWOMEY: Mr. Free suggested that he didn’t
care since they are calling Mr. Smith, and Mr. Armstrong, if
Mr. Hansen went first. So if you would consider that, and
the other parties don’t object, it might be we could get him
first thing in the early afternoon.

CHAIRMAN CLARK: I think that’s a good idea. So
the first person we will take up when we reconvene is Mr.
Hansen.

MR. TWOMEY: Thank you very much.

CHAIRMAN CLARK: All right. And we are adjourned
until 1:00 o‘clock tomorrow. Thank you very much.

(Transcript continues in sequence with Volume 27)

FLORIDA PUBLIC SERVICE COMMISSION
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& . 16 Lovmorlda Department of A

Environmental Protection

Southwest District

Lawton Chiles 3804 Coconut Palm Drive Virginia B. Wetherell
Governor Tampa, Florida 33619 Secretary
$13-744.6100

April 20, 15%4

CERTIFIED MAIL

RETURN RECEIPT REQUESTED
Citrus County DW

Mr. Rafael A. Terrero, P.E.
Chief Engineer

Southern States Utilities
1000 Color Place

Apopka, FL 32703

W'ARNI&G LETTER No. 94~0031DWO9SWD
Subject: Apache Shores STP

Dear Mr. Terrero:

A field inspection conducted on 4/19/93, 6/10/93, and

o 3/23/94 and a review of the file of the above referenced
facility indicates that a violation of Chapter 403, Florida
Statutes, and the rules promulgated thereunder may exist at
the above described facility. Department personnel observed
the following.

1. A sample of the effluent was taken during the 3/23/94
inspection and analyzed at the Department’s laboratory.
The result was 355 mg/L for TSS which exceeds the
permitted maximum limitation of 60 mg/L.

2. A sample of the effluent was taken during the 4/19/93
inspection and analyzed at the Department’s laboratory.
The results were 2483 mg/L for TSS, and 271 mg/L for
CBODs .

3. A review of the file show no record of the Capacity
Analysis Report. The three month average daily flow
reported on the Monthly Operating Reports exceeded 50
percent of the 0.017 MGD permitted capacity on the months
below in 1993 and 19%4 to date.

Month Three Month Average

February 1994 0.011 MGD

January 19%4 0.010 MGD

- April 1993 0.009 MGD

March 1993 0.009 MGD

February 1993 0.010 MGD
— Jaﬁmﬁmmmm MGD DOCUMINT NUMBER-DATE
$0Y5 FWS exy TR 65
- srno L8/ U23LY FEB2B @

COMPANY/ No -

WITNESS: (T INY Cpe0 PP CORDS/REPORTING
DATE: /729 /3], 22&_‘_
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WARNING LETTER No. 94~0031DWOSEWD
Subject: Apache Shores STP
Page Two

4. The file shows the previous sludge analysis was performed
on 2/4/93.

5. The Department has no record of flow calibration.

6. A review of the operator’s calibration records indicated
that the pH meter and colorimeter for chlorine residual
measurements were last calibrated on 12/20/93.

7. A review of the on-site operator log indicated that on
11/26/93 the blower was tripping out, and on 12/10/93 the
blower was not working. The Department was not notified
of these abnormal events.

8. An exdessive amount of wet and dried sludge was observed
on the bottom of the percolation pond, which indicated
frequent plant upsets. The Department was not notified
of these plant upsets.

9. The effluent distribution system for the percolation was
predominantly plugged with solids. The threaded plugs at
the ends of the distribution pipe were removed to allow
the effluent to flow into the pond.

It is a violation of Rule 17-600.740(1) (b)1.d., Florida
Administrative Code (F.A.C.), to exceed 60 mg/L of CBODs, and
TSS on any one sample of effluent.

It is a violation of Rule 17-600.405(3), F.A.C., to fail to
subnit to the Department a capacity analysis report when the
most recent three-month average daily flow exceed 50 percent
of the permitted capacity of the treatment plant.

It is a violation of Rule 17-640.700(1), F.A.C., to fail to
perform domestic wastewater residuals analysis every 12
months for a Type III facility.

It is a violation of Rule 17-601.200(17)(b), F.A.C., to fail
to calibrate a flow metering device at least annually.

It is a violation of Rule 17-601.400, F.A.C., to fail to use
approved test procedures and established quality control
procedures for field testing and laboratory testing.

It is a violation of Rule 17-600.750(1), F.A.C., to fail to
notify the department within 24 hours of events which result
in the violation of any condition of a permit.
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WARNING LETTER No. 94-0031DW09BWD
Subject: Apache Shores STP
Page Four

by the Department in the Notice of Violation. The Department
can also resolve any violation through entry into a Consent

Order.

Richard D. Garrity,Ph.D.
Director of District Management
Southwest Distrigt

_cc: Dawn Shaw, Citrus County PHU

P 079 40 b9k
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PENALTY COMPUTATION WORKSHEET

vicolator‘s Name: Southern States Utilities
Identify Violator’s Facility: Apache Shores WWTP

Name of Department Staff Responsible for the Penalty Computations:
Phyllis James

Date: April 28, 1995

PART T - Clags B (no penalt Determination

Rationale for Class B determination: N/A

PART II - Classe A Penalty Determinations

Violation Potential Extent Matrix Multi- Adjustments Total
Type for Harm of Dev. Amount day
(600- 1199)
1. Poor effluent Minor Mod. $600.00 (~-$300.00) $300.00
{(2,000-3199)
2. Lack of records Moed. Mod. $2,000.00 (-$31,000.00) $1,000.00

(1200-1999)
3. Failure to main.

equip. : Mod. Minor $1200.00 {(-600.00) $600.00
{(3200-4599) B
4. Fallure to
notify Mod. Mador $3200.00 (-$1600.00) $1600.00
Total Penalties for all Violations: $3.500.00
Department Expenses . 250.00
Total Proposed Settlement $3,750.00


http:3,750.00
http:3,500.00
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PENALTY COMPUTATION WORKSHEET
Part IIT - Multi-day Penalties and Adjustments
ADJUSTMENTS Dollar Amount

Good faith/Lack of good faith prior to discovery:

Justification:

Good faith/Lack of good faith after discovery: (-$3,500.00)

Justification: Good faith after discovery

History of non-compliance:

Justification:

Economic benefit of non-compliance:

/Qgstification:

..ility to pay:

Justification:

Total Adijustments: (-$3,500.00)

MULTI-DAY PENALTIES Dollar Amount

Number of days adjustment factor{s) to be applied:

Justification: -

Or

Number of days matrix amount is to be multiplied:

Justification:



http:3,500.00
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P
PENALTY ASSESSMENT MATRIX*
EXTENT OF DEVIATION FROM REQUIREMENT
P MAJOR MODERATE MINOR
Om mm e e e = vt e = = e o e e .
T
E MAJOR $10,000 s 7,999 $ 5,999
N to to to
T $ 8,000 $ 6,000 S 4,600
T T T T T e T e e ——
A
L MODERATE $ 4,599 $ 3,199 $ 1,999
to to to

~ $§ 3,200 $ 2,000 $ 1,200

R
MINOR $ 1,199 5599 5199

H to to to
A S 600 5200 $100
R _______________________________________________________________________
M

*Reduced by 1/2 all categories for potable water cases.
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Department of D.ER
MAY 19 1995

Environmental Protection i,

RN
A e

Southwest District
Lawton Chiles 3804 Coconut Palm Drive Virginia B. Wetherelf
Governor Tampa, Florida 33619 Secretary

May 5 ,1995
Citrus County

Scott Vierma, Interim President
Southern States Utilities

1000 Color Place :

Apopka, Florida 32703

Re: Proposed Settlement by Short Form Consent Order in Case
of Southern States Utilities dba Apache Shores WWTP, OGC
File No. 95-0314.

Dear Mr. Vierma:

The purpose of this letter is to complete the
settlement of the violations previously identified by the
Department of Environmental Protection ("DEP") in Warning
Letter No. WL94-0031DW09SWD dated April 20, 1994, which is
attached. The corrective actions required to bring your
facility into compliance have been performed. However, you
must pay to the Department the amount of $3,500.00 in civil
penalties to complete settlement of the violations described
in the attached Warning Letter along with $250.00 to
reimburse DEP’'s costs, for a total of $3,750.00. This
payment must be made to "The Department of Environmental
Protection" by certified check or money order and shall
include thereon the OGC number assigned above and the
notation "Pollution Recovery Fund". The payment shall be
sent to the Department of Environmental Protection,
Southwest District Office, 3804 Coconut Palm Drive, Tampa,
Florida 33619-8318 within 20 days of vyour signing this
letter.

Your signing of this letter where indicated at the end
of page two of this letter constitutes your acceptance of
DEP’s offer to settle this case on these terms. If you sign
thig letter, please return it to DEP at the address above.
DEP will then countersign the letter and file it with the
Clerk of the DEP. When the signed letter is filed with the
Clerk, the letter shall constitute a Consent Order, which is
final agency action of the DEP, the terms and conditions of

“Protect, Conserve and Manage Florida’s Environment and Natural Resources™

Printed on recycled paper.


http:3,750.00
http:3,500.00

Southern States Utilities
Apache Shores WWTP

OGC File No. 95-0314

Page 2

which may be enforced in a court of
pursuant to Sections 120.69 and 403.
Failure to comply with the terms of
by you and entered by the DEP Clerk

Exhibit PJ-1 {(Page 8 of 8)

competent jurisdiction

121, Florida Statutes.

this letter once signed
shall constitute a

—~

violation of Section 403.161(1) (b), Florida Statutes.

By countersigning this settlement offer, DEP waives its
right to seek judicial imposition of damages, costs and
expenses, or civil penalties for the violations described
above. By accepting this settlement offer, you waive your
right to an administrative hearing to contest this
settlement pursuant to Section 120.57, Florida Statutes, and
your right to appeal this settlement pursuant to Section
120.69, Florida Statutes. This offer to settle is open
until May 26, 1995 or until DEP otherwise withdraws the
offer. 1If you do not sign and return this letter to the
Department at the Southwest District address given above by
this date, the case will be referred to the DEP’'s Office of
General Counsel with a recommendation that formal
enforcement action be taken against you. None of your
rights or substantial interests are determined by this
letter unlegs you sign it and it is filed with the DEP

Clerkr
Sincegely, ~ T
P

Richard D. Garrity, Ph.D.
Director oﬁ\Diétrict Management
Southwest Disfrict

I ACCEPT THE TERMS OF THIS SETTLEMENT OFFER.

For{géut 2
p

States Utilities:

-

For the DEP:

%/ @&\7 ~ _

By: By: ,
Scott Vierma, Interim Pres. Richard D. Garrity, 7D.
Southern States Utilities Director of Distri anagement
1000 Color Place State of Florida partment of
Apopka, Florida 32703 Environmental Protection
20" e
ENTERED this _ day of p/[#¢) EILING AND AGKHGWEEDGEMENT
in TAMPA, FLORIDA. HILED, on this date, pursuant to S120.5z
lerida Statutes, with the designated Depaat-
<: Citrus County PHU Went Clerk, receipt of which is hereby an-
Knowledged,
Attachments ! é;;ﬂQ;Zi;
Ciark . iR

|
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Department of é/’z{(/
Environmental Protection ¢

Southwest Districe

uamn Chiles 3804 Coconue Palm Drive Virginla B, Watherell
jovernor Tampa, Florida 13619 Secretary

April 25, 1996
Fasco Counkty

Scuthern States Utilities
1000 Caler Place
Apcka, FL 32703

Att: Mr. Mike Sheehan
Environmental Manager

Rae: Palm Terrace Gardens WWTP
Permit No. DOS1-150578
Letter dated Maxch 29, 1536

Daeary Mr. Sheehan:

Tha above-referenced sewagae treatment Elant was lnspected on

April 17, 1996. Based on this inspection and a reviaw of the

' information on fils with the be rtment, the following items
are being brought to your attention:

EERMIT:

1, The permit to ogarato expires Auguat 18, 1998, An
wastewatar application to operate the piant, along with
the processing fea of $1000 should be submitted 180 days
prior to expiration of the permit. [Ref:Rule 62-~620.334
(1} ,Florida Administrative Code, (F.A.C)]

; RECQRDS AND REPORTS:
- Monthly Operating Reports show daily pH, flow ana

chlorine residual readings are being reported as
reguired.

[P

-

|

|

: FLORIDA PUBLIC SERVICE COMMISSION

| NO. DY 0056 pxHeTNo LSO
x
i

COMPANY/

WITNESS:
"Protect, Conserve and Manage Florida's Environment and WouDB T oumees: J/(/ 2905l -
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T °d 9B11T  9661°6E"Fa




e e e ot are

Paga 2 of 4 .
Palm Terrace Gardens WWTPR

3.

Monthly Operating Reports indicate three month average

. daily flows exceading the capacity of the disposal

syataem to such an extinct that seascnality ig

exhibited. Thesae flows occurred during the 3 months
ending August 1996, PFebruary 1995 January 1995, and
Decenmbar 19%4. Alﬁhough you ara permitted on an annual
basis, the permittee is raquired to establish thae daesign
flow 1n a tine frame that reflects seascnal variations
in flow {(Ref:Rule 62-600.400(3{(&),F.A.c.]. buring the
next pernitting cycle you should ke prepared to demon-
atrate that seasonal flow will not exceed the capacity
of your disposal systen.

Recard keeping is inadequate. Records should be well
organized and standardized. Bound books wers found,
but the daily log for Total Chlorine Residual was in-
adequate. The operator was not following the proaedure
as prescribed in « The DR109 had not
been calibrated since 2/22/96. Report of daily rasults
reported are invalid until the proper procedurs is in
place that will assure the Department of accurate
results and a SOP is provided to this Department.
[Ref;Rule 62-601.400(1),F.A.C]

EACILITY SITR REVIEW?
-

The Raduced Presaure EZone(RP2Z) valve raguires a
certification test annually, by a certified backflow
tachnician, Pleasa provide a record of this test being
compéotod in the past 12 months as no rscord could be
found.

FIQY MEASUREMERT:

The strip chart of the flow mater 1s not functional.
This 1s an abnormal avent which nmust be reported within
24 hours. The operator was unaware of the problem and
had not examined the recording device within the laat
24 houras. Please identify the operating grocaduro to
ba followed by the operator by referenca to your written
§OP in the ocperating manual. [Ref:Rule 62-600.750(1)
hC,

Pleasa provide a copy of tha calibration report for ‘the
flow meter. The meter must be calibrated annually by a
professional.

9@111 9661'0E"FE

WoHEd
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Paln Terrace Gardena WWTP

QEERATIQON AND MAINTENANCE!

CLARIFIER:

8. Basketball aize gop ufa where found on the top of
ing ina

clarifiaxr indica

ge O ge LI T B N N '

dequata oxygen in thae blankst

or some other cauge not ildentified. Please indicate by
copy of the operations manual the method or operatlional
procedure to prevent denitrification in the clarifier

hopper.
DISPOAAL

2. An .m.rgan

require

cy overflow device ias not in place as
It shoulad ba placed ocne foot helow the top of

the berm at lts loweat point. (RefiRule 62-610.516,F.A.C.]

10. The dual pond systen ii not usod.gropnrl +« The pond

recalving effluent should be 4ari

and cleaned while

effluent ias diverted to the other pend. Regular
alternate cycles should than be maintained. No method
exlsts for switching ponds. [Ref:Rule 62-610.500(1) (a)

?.A.C. ] Y

the sprayfield. On the da
sprayfieldas were drI and ¢
Pel

indicated

ah
of the berm. ¥
application for & nav pearmit, you should present
empirical data that supports your permit disposal plan
in accordance with the reguirements of Rules
62-610.522(2) and (4), F.A.C.

draul
Ref:Rule 62-

112, Please indicated the hydraulic rata applied monthly to

H of tha inepaction the
¢ staff gauge in the pond

head within threa feet af the top

610.515,F.A.C]. Upon

12, During the lnspection of the ground water monitoring
wallas several areas were note

where some corraective

action ls necessary to protect the well and assure the

Department that acourate samplee are provided.

4. The nev wells were not labaled and we cannot identify
particular problems with the associated wall.

b. All walls contained a sampling device which could
contribute to errconecus data. Please reaview your
ground water nmonitorin
plan and follow the guidance found in Chaptar y

62~

140

. All well

nglity

Aasuran

al e -

ings nc_; t

access by small animale

plan and guality assurance

ca, and

. -

(DER-QA~
C ba capped to prevent

'The type inspection conducted was a Compliance Evaluation and
tha overall rating of the facility was UNSATISFACTORY.

00 Cremn cha CroDmRER

20111

9661 "0L " r0

a
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Palm Terrace Gardens WWTP

As the permittee, you are hareby raequastsd to rolgond to this
letter with the plana you have nade to correct this
situation. You may consult with the coperator on proposals
for corractive action. This reaponse should be in writing
and within twenty (20) daya from recaigt of this lettar.
Please indicate a time frame for compllance as the Department
plans a follow-up verification inapection.

Pleass diract any questiona to the undereigned at (813)

744-6100, extension 371.
sincer%ly;
’

David G. MacColeman
Environmental Supervisor
Compliance and Enforcenment
Domestic Wastewater Section

cci Paaco Coeunty Public Health unit
FSC, Tallahasses
Bob Crouch, Eng. Sug,

Fex toagie 0 austmdin

DGM/dgm

20:1 9661 ‘8% "r0
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TESTIFYING EXPERIENCE OF JAMES A. ROTHSCHILD
THROUGH DECEMBER 31, 1995

ALABAMA

Continental Telephone of the South; Docket No. 17968, Rate of Return, January, 1981

ARIZONA
Southwest Gas Corporation; Rate of Return. Docket No. U-1551-92-253, March, 1993

Sun City West Utilities; Accounting. January, 1983

CONNECTICUT

Connecticut American Water Company; Docket No. 800614, Rate of Return, September, 1980

Connecticut Light & Power Company; Docket No. 85-10-22, Accounting.and Rats-efReturr;
February, 1986

Connecticut Light & Power Company; Docket No. 88-04-28, Gas Divestiture, August, 1988
Connecticut Natural Gas; Docket No. 780812, Accounting and Rate of Retumn, March, 1979
Connecticut Natural Gas; Docket No. 830101, Rate of Return, March, 1983

Connecticut Natural Gas: Docket No. 87-01-03, Rate of Return, March, 1987

Connecticut Natural Gas. Docket No. 95-02-07. Rate of Return. June, 1995

United Illuminating Company: Docket No. 89-08-11:ES:BBM, Financial Integrity and Financial
Projections, November, 1985.

FLOBIDA PUBLIC SERVICE COMMISSION
DELAWARE NO Eégz_)‘/ 1u/s (L3
' L - EXHBIT NO. :
COMPANY
Artesian Water Company, Inc.; Rate of Return, December, 1986 WITNESS: - 2
DATE: - 17 .

L]

Artesian Water Company. inc.: Docket No. §7-3. Rate of Return, August, 1987
Diamond State Telephone Company; Docket No. §2-32, Rate of Return, Novemnber, 1982

Diamond State Telephone Company; Docket No. §3-12, Rate of Return, October, 1983

($3




Wilmington Suburban Water Company; Rate of Return Report, September, 1986

Wilmington Suburban Water Company; Docket No. 86-25, Rate of Return, February, 1987

FEDERAL ENERGY REGULATORY COMMISSION (FERC)
Maine Yankee Atomic Power Company, Docket No. EL93-22-000, Cost of Capital. July. 1993
New England Power Company; CWIP, February, 1984. Rate of return.

New England Power Company: Docket No.ER88-630-000 & Docket No. ER88-631-000, Rate of
Return, April, 1989

New England Power Company; Docket Nos. ER89-582-000 and ER89-596-000, Rate of Return,
January, 1990

New England Power Company: Docket Nos. ER91-563-000, ER91-566-000 . FASB 106,
March, 1992. Rate of Return.

Philadelphia Electric Company - Conowingo; Docket No. EL-80-557/588, July, 1983. Rate of
Return,

Ocean States Power Company, Ocean States II Power Company, Docket No. ER94-998-000 and
ER94-999-000, Rate of Return, July, 1994,

Ocean States Power Company, Ocean States I] Power Company. Docket No ER 95-333-001 and
Docket No. ER-530-001, Rate of Return, June, 1995 and again in October, 1995,

Southern Naturai Gas, Docket No. RP93-15-000. Rate of Return, August, 1993, and revised
testimony December, 1994,

Transco. Docket No. RP95-197-000. Phase I, August. 1995. Rate of Return.

FLORIDA

Alltel of Florida; Docket No. 850064-TL, Accounting, September, 1985

Florida Power & Light Company; Docket No. 810002-EU, Rate of Return, July, 1981
Florida Power & Light Company: Docket No. 82007-EU, Rate of Return, June, 1982

Florida Power & Light Company; Docket No. 830465-El. Rate of Return and CWIP, March,
1984

Florida Power Corporation; Docket No. 830470-EI, Rate Phase-In, June, 1984

i




Florida Power Corp.; Rate of Return, August, 1986

Florida Power Corp.; Docket No. §70220-El, Rate of Return, October, 1987

GTE Florida, Inc.; Docket No. 890216-TL, Rate of Return, July, 1989

Gulf Power Company; Docket No. 810136-EU, Rate of Return, October, 1981

Gulf Power Company: Docket No. 840086-El. Rate of Return, August, 1984

Gulf Power Company; Docket No. 881167-El, Rate of Return, 1989

Gulf Power Company: Docket No. 891345-E], Rate of Return, 1990

Rolling Oaks Utilities. Inc.; Docket No. 850941-WS, Accounting, Octobe.. 1986

Southemn Bell Telephone Company: Docket No. 880069-TL, Rate of Return. January, 1992
Southern Bell Teiephone Company, Docket No. 920260-TL, Rate of Return, November, 1992
Southern Bell Telephone Company, Docket No. 90260-TL.. Rate of Return. November, 1993
Tampa Electric Company; Docket No. 820007-EU, Rate of Return, June, 1982

Tampa Electric Company; Docket No. 830012-EU. Rate of Return. June, 1983

United Telephone of Florida: Docket Ne, 891239-TL. Rate of Return, November. 1989
United Telephone of Florida; Docket No. 831239-TL. Rate of Return, August, 1990

Water and Sewer Utilities, Docket No 880006-WS. Rate of Return, February. 1988.

GEORGIA

Georgia Power Company: Docket No. 3397-U. Accounting. July, 1983

ILLINOIS

Central Illinois Public Service Company; }CC Docket No. 86-0256, Financial and Rate of
Return, October. 1986.

Central Telephone Company of Ilinois, ICC Docket No. 93-0252. Rate of Return, October,
1993,

Commonwealth Edison Company; Docket No. 85CH10970. Financial Testimony. May, 1986.

1




Commonwealth Edison Company, Docket No. 86-0249, Financial Testimony, October, 1986.

Commonwealth Edison Company; ICC Docket No. 87-0057, Rate of Return and Income Taxes,
April 3, 1987,

Commonwealth Edison Company; 1CC Docket No. 87-0043, Financial Testimony., April 27.
1987.

Commonwealth Edison Company; 1CC Docket Nos. 87-0169, 87-0427,88-0189,880219,88-0253
on Remand, Financial Planning Testimony, August, 1990.

Commonwealth Edison Company; ICC Docket Nos. 91-747 and 91-748; Financial Affidavit,
March, 1991.

Commonwealth Edison Company: Financial Affidavit, December, 1991.

Commonwealth Edison Company, 1CC Docket No. 87-0427, Et. Al., 90-0169 (on Second
Remand), Financial Testimony, August. 1992.

GTE North. ICC Docket 93-0301/94-0041. Cost of Capital, April, 1994
Illinois Power Company, Docket No. 92-0404, Creation of Subsidiary, April, 1993

Illinois Bell Telephone Company, Dockets No. ICC 92-0448 and ICC __, Rate of Retumn,
July, 1993

Northern lilinois Gas Company; Financial Affidavit, February, 1987,

Northern Illinois Gas Company: Docket No. 87-0032, Cost of Capital and Accounting Issues,
June, 1987.

Peoples Gas Light and Coke Company; Docket No. 90-0007, Accounting Issues, May, 1990.

KENTUCKY
Kentucky Power Company; Case No. 8429, Rate of Return, April, 1982.
Kentucky Power Company; Case No. 8734, Rate of Return and CWIP, June, 1983.

Kentucky Power Company; Case No. 9061, Rate of Return and Rate Base Issues, September,
1984.

West Kentucky Gas Company. Case No. 8227, Rate of Return, August, 1981.

MAINE

v




Bangor Hvdro-Electric Company: Docket No. 81-136. Rate of Return. January, 1982.
Bangor Hydro-Electric Company: Docket No. 93-62, Rate of Return, August, 1993

Maine Public Service Company; Docket No. 90-281, Accounting and Rate of Return, April,
1991].

MARYLAND

C & P Telephone Company; Case No. 7591, Fair Value, December, 1981

MASSACHUSETTS
Boston Edison Company: Docke. No. DPU 906. Rate of Retumn, December, 1981
-Fitchburg Gas & Electric; Accounting and Finance, October, 1984

Southbridge Water Company: M.D.P.U.. Rate of Return, September, 1982

MINNESOTA

Minnesota Power & Light Company; Docket No. EO15/GR-80-76, Rate of Return, July, 1980

NEW JERSEY
Atlantic City Sewage: Docket No. 774-313, Rate of Return, May. 1977

Atlantic City Electric Company. Docket Nos. ER 8809 1053 and ER 8809 1054, Rate of Return,
April, 1990

Elizabethtown Gas Company. BRC Docket No. GM93090390. Evaluation of proposed merger
with Pennsylvania & Southern Gas Co. April. 1994

Elizabethtown Water Company: Docket No. 781-6,Accounting, April, 1978
Elizabethtown Water Company; Docket No. 802-76, Rate of Return, January, 1979

Elizabethtown Water Company; Docket No. PUC 04416-90, BPU Docket No. WR900504977,
Rate of Return and Financial Integrity, November, 1990.

Elizabethtown Water Company: Docket No.WR 9108 1293], and PUC 08057-91N. Rate of
Return and Financial Integrity, January, 1992.

Elizabethtown Water Company, Docket No. WR 92070774], and PUC 06173-92N, Rate of
Return and Financial Integrity, January, 1993.




Elizabethtown Water Company, Docket No. BRC WR93010007, OAL No. PUC 2905-93,
Regulatory treatement of CWIP. May. 1993.

Essex County Transfer Stations; OAL Docket PUC 03173-88, BPU Docket Nos. SE 87070552
and SE 87070566, Rate of Return, October, 1989.

'Hackensack Water Company; Docket No. 776-455, October, 1977 and Accounting, February,
1979

Hackensack Water Company; Docket No. 787-847, Accounting and Interim Rate Relief.
September, 1978

Hackensack Water Company; AFUDC & CWIP, June, 1979

Hackensack Water Company: Docket No. 804-275, Rate of Return, Sepi.inber. 1980
Hackensack Water Company; Docket No. 8011-870, CWIP, January, 1981
Middlesex Water Company: Docket No. 793-254, Tariff Design. September. 1978
Middlesex Water Company; Docket No. 793-269, Rate of Return, June, 1979

Middlesex Water Company: Docket No. WR890302266-], Accounting and Revenue Forecasting,
July, 1989

Middlesex Water Company; Docket No. WR90080884-], Accounting, Revenue Foresasting. and
Rate of Return. February, 1991

Middlesex Water Company, Docket No. WR92070774-], Rate of Return, January, 1993
Mount Holly Water Company; Docket No. 805-314, Rate of Return, August, 1980
National Association of Water Companies; Tariff Design, 1977

New Jsersv American Water Compay. BPU Docket No. WR9504. Rate of Return, September,
1995 @

New Jersev Beli Telephone; Docket No. 7711-1047, Tariff Design, September, 1978

New Jersey Land Title Insurance Companies, Rate of Return and Accounting, August and
November, 1985

New Jersev Natural Gas; Docket No. 7812-1681. Rate of Return. April. 1979
New Jersev Water Supply Authority, Ratemaking Issues, February, 1993
Nuclear Performance Standards; BPU Docket No. EX89080719, Nuclear Performance Standards

policy testimony.
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Rockland Electric Company; Docket No. 795-413, Rate of Return, October, 1979
South Jersev Gas Company; Docket No. 769-988, Accounting, February, 1977
South Jersey Gas Company. BRC Docket No. GU94010002, June, 1994

United Artists Cablevision: Docket No. CTV-9924- 83, Rate of Return, April, 1984

West Keansburg Water Company: Docket No. 838-737, Rate of Return, December, 1983

NEW YORK

Consolidated Edison Company; Case No0.27353, Accounting and Rate of Return, October, 1978
Consolidated Edison Company; Case No. 27744, Accounting and Rate of Return, August 1980
Generic Financing Case for Electric & Gas Companies; Case No. 27679, May. 1981

Long Island Lighting Company; Case No. 27136, Accounting and Rate of Return, June, 1977
Long Island Lighting Company; Case No. 27774, Rate of Return. November, 1980

Long Island Lighting Company; Case No. 28176 and 28177, Rate of Return and Revenue
Forecasting, June, 1982

Long Isiand Lighting Company, Case No. 28533, Rate of Return and Finance, March, 1984
Long Island Lighting Company, Case No. 93-E-1123, Rate of Return and Finance, May, 1994
New York Telephone, Case No. 27469, April, 1979

New York Telephone, Case No. 27710, Accounting, Septemnber, 1981

OHIO
Columbia Gas Company of Ohio; Case No. 77-1428-GA-AIR, March, 1979

Columbia Gas Company of Ohio; Case No. 78-1118-GA-AIR. Accounting and Rate of Return,
May, 1979

Ohio Utilities Company; Case No. 78-1421-WS-AIR, Rate of Return. September, 1979

OKLAHOMA

Oklahoma Naturai Gas Company. Case PUD No. 94000047, Rate of Return. May, 1995

vi




PENNSYLVANIA
Allied Gas. Et. Al.. Docket No. R-932952, Rate of Return, May. 1994
ATTCOM - Pennsylvania; Docket No. P-830452, Rate of Return, April, 1984

Bethel and Mt. Aetna Telephone Company: Docket No. LR-770090452, Accounting and Rate of
Return, January. 1978

Big Run Telephone Company: Docket No. R-79100968. Accounting and Rate of Return.
November, 1980.

Bloomsburg Water Company; Docket Nos. R-912064 and R-912064C001-C003, Rate of Return,
December, 1991.

Citizens Utilities Water Company of Pennsylvania and Citizens Utilities Home Water Company:
Docket No. R-901663 and R-901664, Rate of Return. September. 1990

Citizens Utilities Water Company of Pennsylvania, Docket No. R-00953300, Rate of Return,
September, 1995

City of Bethlehem, Bureau of Water, Docket No. R-943124, Rate of Return, October, 1994
Columbia Gas of Pennsylvania; Docket No. R-78120724. Rate of Return, May., 1979

Dallas Water Co.. Harvey's Lake Water Co. Noxen Water Co.. Inc. & Shavertown Water Co.
Inc.. Docket Nos R-922326, R-922327, R-922328, R-922329, Rate of Return. September, 1992

Dauphin Consolidated Water Company; Docket No. R-780-50616, Rate of Return. August. 1978
Dauphin Consolidated Water Company; Docket No. R-860350, Rate of Return, July, 1986
Dauphin Consolidated Water Company: Docket No. R-912000, Rate of Return. September. 1991
Dugquesne Light Company: Docket No. RID-373. Accounting and Rate of Return.

Dugquesne Light Company; Docket No. R-80011069, Accounting and Rate of Return, June. 1979
Duquesne Light Company; Docket No. R-821945, Rate of Return, August, 1982

Dugquesne Light Company: Docket No. R-850021. Rate of Return, August. 1985

Equitable Gas Company; Docket No. R-780040598, Rate of Return, September. 1978

General Telephone Company of Pennsylvania; Docket No. R-811512, Rate of Return

vili




Mechanicsburg Water Company: Docket No. R-911946; Rate of Return, July, 1991
Mechanicaburg Water Company, Docket No. R-922502, Rate of Return, February. 1993
Metropolitan Edison and Pennsylvania Electric Company; Rate of Return, December, 1980
National Fuel Gas Company; Docket No. R-77110514, Rate of Retumn, September, 1578
National Fuel Gas Company. Docket No. R-953299, Rate of Return. June, 1993

North Penn Gas Company, Docket No. R-922276, Rate of Return, September, 1992

North Penn Gas Company, Docket No. R-00943245, Rate of Return, May, 1995

Pennsylvania American Water Company. Docket R-922428, Rate of Return, October. 1992
Pennsylvania Electric Company: Rate of Return, September, 1980

Pennsylvania Gas & Water Company, Docket No. R-80071265, Accounting and Rate of Return
Pennsylvania Gas & Water Company; Docket No. R-78040597, Rate of Return. August, 1978
Pennsvlvania Gas& Water Company: Docket No. R-911966; Rate of Return, August, 1991
Pennsylvania Gas & Water Company, Docket No. R-922404; Rate of Return, October, 1992
Pennsylvania Gas& Water Company; Docket No. R-922482; Rate of Return. January. 1993
Pennsylvania Gas& Water Company; Docket No. R-932667; Rate of Return, July, 1993

Pennsylvania Power Company; Docket No. R-78040599, Accounting and Rate of Return, May,
1978

Pennsylvania Power Company; Docket No. R-811510, Accounting, August, 1981
Pennsylvania Power Company: Case No. 821918. Rate of Return. Juiv. 1982

Pennsylvania Power & Light Company: Docket No. R-80031114., Accounting and Rate of
Return

Pennsylvania Power & Light Company: Docket No. R-822169, Rate of Return, March, 1983
Peoples Natural Gas Company; Docket No. R-78010545, Rate of Return, August. 1978

Philadelphia Electric Company: Docket No. R-850152, Rate of Return, January, 1986

Philadelphia Suburban Water Company; Docket No. R-79040824, Rate of Return. September,
1979




Philadelphia Suburban Water Company: Docket No. R-842592, Rate of Return. July. 1984
Philadelphia Suburban Water Company; Docket No. R-911892, Rate of Return. May, 1991
Philadelphia Suburban Water Company, Docket No. R-00922476, Rate of Return, March, 1993
Philadeiphia Suburban. Water Company, Docket No. R-932868, Rate of Return, April, 1994
Philadelphia Suburban Water Company. Docket No. R-00953343. Rate of Return. August. 1993.
Roaring Creek Water Company, Docket No. R-911963, Rate of Return, August, 199]

Roaring Creek Water Company, Docket No. R-00932665, Rate of Return, September. 1993
Sewer Authority of the City of Scranton: Financial Testimony, March, 1991

UG! Luzerne Electric; Docket No. R-78030572. Accounting and Rate of Return, October, 1978
West Penn Power, Docket No. R-78100685, July, 1979

West Penn Power; Docket No. R-80021082, Accounting and Rate of Return

Williamsport vs. Borough of S. Williamsport re Sewage Rate Dispute

York Water Company, Docket No. R-850268, Rate of Return, June, 1986

York Water Company, Docket No. R-922168, Rate of Return, June, 1992

RHODE ISLAND

Blackstone Vallev Electric Company; Rate of Return, February, 1980

Blackstone Valley Electric Company; Docket No. 1605, Rate of Return, February, 1982
Blackstone Vallev Electric Company, Docket No. 2016. Rate of Return. October. 1991

Block Island Power Company, Docket No. 1998, Interim Relief. Oral testimony only. March.
1991, Permanent relief accounting testimony , August, 1991

Bristol & Warren Gas Company; Docket No. 1395, Rate of Return, February, 1980
Bristol & Warren Gas Company; Docket No. 1395R, Rate of Return, June, 1982
FAS 106 Generic Hearing: Docket No. 2045, Financial Testimony, July. 1952
Narragansett Electric Corporation; Docket No. 1591, Accounting, November, 1981

Narragansett Electric Corporation; Docket No. 1719, Rate of Return. December, 1983




Narragansett Electric Corporation; Docket No. 1938, Rate of Return, October, 1989.
Narraganestt Electric Corporation; Docket No. 1976, Rate of Return, October, 1990
Newport Electric Corporation: Docket No. 1410, Accounting, July, 1979

Newport Electric Corporation: Docket No. 1510, Rate of Return

Newport Electric Corporation: Docket No. 1801, Rate of Return. June. 1985
Newport Electric Corporation; Docket 2036, Rate of Return, April, 1992
Providence Gas Company: Docket No. 1971, Rate of Return, October. 1990
Providence Gas Company. Locket No. 2286, Rate of Return, May, 1995

South County Gas Company, Docket No. 1854. Rate of Return, December, 1986
Vallev Gas and Bristo! & Warren Gas Co.. Docket No. 2276, April, 1993

Wakefield Water Company, Docket No. 1734, Rate of Return, Aprii, 1984

SOUTH CAROLINA

Small Power Producers & Cogeneration Facilities; Docket No. 80-251-E. Cogeneration Rates.
August, 1984

South Carolina Electric & Gas Company; Docket No. 79-196E, 79-197-G. Accounting.
November, 1979

VERMONT

Green Mountain Power Company, Docket No. 4570, Accounting. July, 1982

New England Telephone Company; Docket No. 3806/4033, Accounting, November, 1979

New England Telephone Company: Docket No. 4366, Accounting

WASHINGTON, D.C.
Bell Atlantic- DC. Formal Case No. 814. Phase I'V. Rate of Return, September. 1995

Chesapeake and Potomac Telephone Company; Formal Case No. 850; Rate of Return, July,
1961].
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Chesapeake and Potomac Telephone Company. Formal Case No. 814-Phase 111, Financial Issues.
October, 1992.

Chesapeake and Potomac Telephone Company, Formal Case 926, Rate of Return, July, 1993.
PEPCQ; Formal Case No. 889, Rate of Return, January, 1990.

PEPCQ: Formal Case No. 905, Rate of Return, June, 1991.

PEPCO:Formal Case No. 912, Rate of Return. March. 1992,

PEPCO:; Formal Case No. 929, Rate of Return, October, 1993.

Washington Gas Light Company. Case No. 922, Rate of Return. April. 1993.

Washington Gas Light Company, Case No. 934, Rate of Return, Apnil, 1594.

OTHER

Railroad Cost of Capital, Ex Parte No. 436, Rate of Return, January 17, 1983 (Submitted to the
Interstate Commerce Commission)

Report on the Valuation of Nemours Corporation, filed on behalf of IRS, October, 1983
{Submitted to Tax Court)
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Sch. JAR 1
Overall Summary of Cost of Equity Recommendation
Cost of Equity
Recommendation Source
Water Companies | 9.85% Sch. JAR 2, P. 1
Gas Distribution Companies 10.35% ' Sch. JAR 2, P. 2

Average of Gas and Water 10.10%
e




Occwa

Sch. JAR 2, P. 1
Water Utilities
COST OF EQUITY SUMMARY
Based Upon Based Upon
Average for Year Stock Prices on
nded12/31//955tock Prices 12/31/95
Simplified DCF, or D/P + g Resulls 9.52% [A) 9.25% (A}
Complex DCF, or two-stage DCF resulls 10.59% IB] 10.21% IC]
Risk Premium 9.76% [0}
CAPM 8.12% [E]
Recommended Equity Cost Rate 9.75%
Capital Structure Risk Adjustment [F) 0.10%
Cost of equily net of tax effect 9.85%

Source:
jA} Sch. JAR 4,P. 1
{B} Sch. JAR 5, P 1
[C) Sch. JARS5, P 2

[D) Sch. JAR 8, P. 1

|E] Sch. JAR 9, P. 1

[F] Based upon difference between company requiested capilal structure and indusiry average capital struculre
as shown on Sch. JAR 11, P. 1.
Cost difference due to capital slruclure change is based upon resulls of analysis as shown on Sch. JAR 12,
which indicates a cost of equily change of about 0.035% for each 1% change in the level of




Risk Premiurm Result

CAPM Resull

Simptified OCF, or D/P + g Results

Complex DCF, or two-stage DCF resulls

Qcege

NATURAL GAS COMPANIES
COST OF EQUITY SUMMARY

Based Upon
Average for Year
Ended 12/31/95 Stock Prices

9.95% 1Al

10.72% 8]

Sch.JAR 2, P, 2
Based Upon
Stock Prices on
12/31/85
9.77% A}
10.29% IC)
10.17% D}
767% [E]

Equily Cost rale Using Average of Comparative Group Capilal Structure 10.00%
Esfimated Adjustment for Capital Siruclure Risk Change [F) 0.35%
10.35%

Recammended Edquily Cost Rale

Source:

|A] Sch. JAR 4, P 2

[B] Sch. JAR 5,P. 3
[C] Sch. JAR 5,P. 4
[D} Sch. JAR S, P. 2

[F} Based upon difference belween company requiesled capital struclure and induslry average capifal strucuire

as shown on Sch. JAR 11, P. 2,

Cost difference due to capital struclure change is based upon resulls of analysis as shown on Sch. JAR 12,
which indicates a cost of equity change of about 0.035% lor each 1% change in the level of

common equily in the capilal structure.




Ocewe.

Sch. JAR 3
FINANCIAL DATA ON
MINNESOTA POWER & LIGHT CO.
YTD AT
Oct-95  Oct-95
1988 1989 1990 1991 1992 1993 1994

Market Price- High $26.50 $2760 $2740 $3250 $3500 $3650 $33.00 $28.60
Market Price- Low $21.00 $22.90 $22.30 32600 $29.60 $30.00 $2480 $24.30

Average $2485 $2925 $3230 $33.25 $2890 $26.45  $29.00
Book Value , Y/E $16.86 $1746 51636 $16.02 3$1658 $18.03 $17.98
Book Value, Avg. 31716 %1691 $1619 31630 $1731 $18.01 $1835 518.35 [A]
Earnings Per Share $2.35 $2.01 $2.00 $2.19 $2.31 $2.20 $1.64
Dividends Per Share $1.72 $1.78 $1.86 $1.90 $1.94 $1.98 $2.02 $2.04 $2.04
Dividend Yield 748% 650% 6.01% 595% 6.99% 71.71% 7.03%
Return on Equity 171% 11.83% 1353% 14147% 12.71% 911%
Market-to-Book 1.47 1.81 1.98 1.92 161 1.44 1.68
Source: Value Line.
Value Line fulure expected relurn on book equity = 14.50%

[A] Value Line Est. for 12/85



DCF

Value Line Water Companies
DISCOUNTED CASH FLOW (DCF) INDICATED COST OF EQUITY

BASED ON AVERAGE BASED UPON
MARKET PRICE MARKET PRICE
FOR AS OF
Year Ending 12/31/85 1234188
1 Dividend Yield On Market Price (8] 6.21% 5.95%
2 Retention Ratio:
a) Market-to-book )] 1.38 1.46
b} Div. Yid on Book 1] B.56% B8.68%
¢) Return on Equity [A] 11.25% 11.25%
d) Retention Rate [8)] 23.88% 22.82%
3 Reinvestment Growih [E] 2.69% 2.57%
4 New Financing Growth 7 052% 0.83%
§ Total Estirmate of Investor {G) 3.21% 3.20%
Anticipated Growth
6 Incrernent to Divigend Yield H] 0.10% 0.10%
for Growth to Next Year
7 indicated Cost of Equity )] 9.52% 8.25%

Some of the Considerations for determining Future Expected Return on Equity:

Source:

A Value Line Expectation 11.75% Sch. JAR B P. 1
Expectation Derived from 2ack’s Consensus Growth Rate 11.39% Sch. JAR 6, P. 2
Eamed Return on Equity in 1985 10.18% Sch JAR B P.1
Eamed Return on Equity in 1994 10.47% 8¢h. JAR G, P. 2
For recormnrmended expectation, see text.

Other Sources:

(3] Sch. JAR 6. P 1 and
Sch. JAR 6, P. 2

IC} Line 1 x Line 2a

D} 1- Line 2b/Line 2¢

[E) Line 2¢ x Line 2d

IF] Estimated impact of dilution or premium due 10 sale of equity at other than book vaiue. Computed based upon
mathematically derived result based upon the histonical external financing rate.
MWEB X (Ext. Fin Rate+1{M/B + Ext. Fin. Rate-1) Exd. Fin. rate used = 1.40% [J)

G} Line 3+ Line 4 .

3 Line 1 x one-half of ine 5

i Ling1+LineS+Line6

i Sch. JAR 10.P. 1

Sch. JAR 4,P. 1




Occgas

VALUE LINE GAS COMPANIES Sch. JAR 4,P 2
DISCOUNTED CASH FLOW (DCF} INDICATED COST OF EQUITY

BASED ON AVERAGE BASED UPON
MARKET PRICE MARKET PRICE
FOR AS OF
Dec, 1995 YTD 12131195
1 Dividend Yield Cn Market Pnce B] 5.80% 5.30%
2 Retention Ratio:
a) Market-to-book &l 1.58 1.72
b) Div. YId on Book Ic] $.15% 9.13%
¢) Return on Equity 4] 12.00% 12.00%
d} Retenton Rate D) 23.71% 23.90%
3 Reinvestment Growth [E] 2.B5% 2.87%
4 New Financing Growth [F] 1.18% 1.49%
5 Total Estimate of investor [G] 4.04% 4.35%
Anticipated Growth
6 Increment to Dividend Yield H] 0.12% 0.12%
for Growth to Next Year
7 Indicated Cost of Equity 1)} 9.85% 9.77%

Some of the Considerations for determining Future Expected Return on Equity:

Source:
[A] Value Line Expectation 12.23% Sch. JAR 7. P.1
Expectation Denved from Zack's Consensus Growtn Rate 12.39% Sch. JAR 7. P. 2
Eamed Return on Equity in 199% 1057% Seh. JAR T P2
Eamed Return on Equity in 1994 11.01% Sch. JAR 7, P. 2

For recommended expectation. see text

QOther Sources:

[B} Sch. JAR 7, P. 1 and
Sch. JAR 7, P. 2

[C] Line 1 x Line 2a

0] 1- Line 2b/Line 2c

{E] Line 2c x Line 2¢

¥ Estimated impact of dilution or premium due 10 sale of equity al other than bock value, Computed based upon
mathematically derived result basec upon the historical external financing rate.

M/B X (Ext. Fin Rate+1)/(M/B + Ext. Fin. Rate-1) Ext. Fin. rate used = 2.10% [J]
3] Line 3 + Line 4
[H] Line 1 x one-half of line & 210%
n Line 1 + Line 5+ Line 6

W] Sch JAR10.P.2




i Dcen
|
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i
| Sch JARS P
: VALUE LINE WATER COMIPANIES
; FULL DCF METHOD
! Based on Market Price for Year Ended 1231195
" e ™ 7 181 18) m 18 oo M P 1y N9
Yemr Yedr End Relention Dividend Eamings Retained E ] Total Market Malto Especl. Cazh Fl. Cash £l Torsd
Rook Rate Per Share Earnings Financing ta book Increment  Price Book  Ret.on irom from Cash
Per Share Rate from (o Bnok Equity Stock  Dhv. Flow
Exl. Fin, Trans.
L] 18] o} 1 [€) IF) G} Ml M 9] =t nr M) ]
M/B Chane
i 0.00
: 1994 $1398 3000 $19. 4 138 $0.00
! 1995 $14 48 19.31% 3137 $169 $033 3033 31807 130 1189% (31087) 31397
: 1994 $11.30 FAR 1L 4 $1.80 $0 40 3040 $2384 130 1122% s $1 a0
: Fiest Siage 1987 2 2335% 47 $192 $0 45 $0.45 §24 42 138 1090% 147 SEAS
i 1900 $18.14 24 59% 8154 $2.04 $0.50 $050 82500 130 1140% $154 -1
1998 $18.54 25.89% S!._OJ $2.17 10 58 $0.58 525458 138 1181% $185 $1 81
7000 Siw22  2589%  Sis8 32 13 e 1i0m  §008 3067 $2850 138 1128% $i58  11ss
001 51991 25 80% $104 3220 $os? 1.10% $0 0% 3065 32745 138 1125% b18.0 ] 3164
2002 208 25 9% $189 nan 5059 1.10% 5008 $067 32843 138 1125% 5a9 5169
2003 $21.3¢ 25 09% $1.78 5238 o8 1.10% $0 09 $o6e 51045 138 1125% s 78
2004 32214 25 60 $18R 3245 308 110% $0.09 3072 $30%1 1.3 125% 3182 3 82
2005 N 2580 i 3254 3085 1.10% $0.09 0.4 SN 81 i3 i 5% 3ish §i 88
2008 12178 25.59% $195 3281 67 1.10% $0 10 $077 SN 138 11 25% 3198 3195
2007 $24 81 25 69% 102 72 3070 1.10% 30 10 $080 $1192 L3 11 25% 3202 $202
2008 $25 49 2500% $1.00 207 3012 1.10% 3010 $0983 $3513 138 19 25% 5209 $2.09
009 $26.41 FL 217 202 3075 1L 10% 0 088 M40 128 1125% 3217 3217
2010 $27 28 25.50% $215 3302 30.78 1.10% 011 W $37T0 130 1125% 3225 $2.2%
011 $286. 4 25.89% 200 $3.13 3080 L10% $0.H1 $092 33008 130 11 25% 233 2.3
mz2 $29 15 25.50% $241 8325 30 83 LI0% 3032 $00% 340 48 1.3 11 25% 240 241
2013 530 41 25.09% 3250 A rR ] 3088 1.0% 30,12 3080 1M 138 1125% $250 $2.50
2014 $31.50 25.80% 5250 $140 fo ey 110% 5013 $102 MI&t 130 11.7%% 259 82 5%
015 51283 25 00% 3288 181 $0.93 1.10% 3013 $106 S4497 138 11 5% 1288 s280
Secnnd Stage 018 $13 80 25 09% 1278 174 30 06 1.o% 30 14 5110 $050 130 11 25% $2.78 8270
07 $35.02 15 89% 1288 sior $0.99 1.10% $0 14 3114 4B 20 138 1 25% 208 52 08
2018 3027 75 80% 5298 $40t 143 1.10% $0.15 351.18 $45.99 138 #1 25% $2.90 $298
Farkl ] 337 50 25 89% 5109 3415 107 1.10% $015 5122 5179 136 11.35% $1m $309
2020 $34 92 25.89% 5120 34 30 1 1.90% 30 18 $128 §5185 138 11 25% $3 20 3120
nN 34002 25.88% 931 3448 L1 ] 1.10% 5018 $1.37 35557 1.3 15 29% 313 nn
2 34177 29.09% $3.43 82 3119 1.10% 3017 $138 35757 T3 11 2%% 3140 343
023 tan 25.09% 155 1 1 1.10% 30.18 $140 35084 130 1125% 3355 $3.4%
024 $44 82 25 89% 3188 08 3127 1.10% 30.18 $1.45 .70 138 1125% 3160 $1.68
2025 $d 43 25.60% [ 2R 1) 3513 3112 1.10% 3019 $1.51 36399 138 1125% Ny Bn
201 348 10 25.69% 5195 3532 31.37 1.10% 3020 $t 58 58629 13 1125% 3393 $195
077 $40 83 25 6% $40% $5 51 31 42 1.10% 30 20 5187 $an 8 138 1125% 3409 $400
2078 5161 25 69% M BN $t.47 1.10% 0 $188 ITIM 130 11 25% R S
202% AR 25 60% 3419 59 152 1.10% $0.22 $1.74 §T169 1.3 11.25% $4.39 $139
30 $55 3% 25 89% 3455 §5 12 3157 1.10% $07? $180 378 M 135 11.25% $4.55 $455
bkl $57 38 2569% N 534 $1.83 0% $0.23 $1.08 37000 £.38 11 25% UMM a7t
2032 $59 44 25.00% sams $6 57 $1 89 1% 5024 3193 $81%2 130 11 75% 34 88 L10.1)
203) $81 57 25 A0% $508 LR 1] $175 110% $02s $200 84 B8 138 1125% 15 08 $5.08
034 $63 T8 75.69% 52 5705 L1011 110% $0.26 3207 8700 130 1125% SAYOD 8524  §93 14
[irtema Rate of Return 10 59%]
Source:
|A] First Stage i aveiage from Valte Line  Second siage is pekr yems' book phis velue from Col |B]
18] First Slage is (Col [4}-Col [JYCol [4]). Second slage & rual ko Basl vakee of first stage.
[C] Fhsi Stage b drnen Vakee Line  Secand stage b Col [4] » {1-Col 2lr
{D) First Stage kk friom Vakee Bne. Second slage R aveiage of cinverd and priod year's value iom Col, [1] xCol 111
E| Col (4] - Col. |3} ] Seh. JART. P A
[F] $ch JAR S [K) Fhst singe is Col. [1)#Avg of Currenl and piier year's Col. [1]. Second stage is from
|Gk U] - ol 18] bor yem of purchase, + Col |9] lor yrar of sain
[H) Cot [7] + Ceb 19} ™ Col 1Y

[ Cot [1] x Cat 10] INE Cof 112] + Col. (13}




(8¢ 53

VALUE LINF WATLR COMPANIES

FlLt DCF METHOD
‘Baved on Markel Price on 12131135
m [E] [+ M 1l 1] (1] 18
Year Year End Reteplion Dividend Farnings  Rsialned External Incremnand  Total
Book Rale Par Share Earnings  Finmnci 1n baok Increment
Per Share Rate from 1o Hook
Eal. Fin,
#] L] 1) 2 ] 3] 4] Gl W}
tond 1308
1985 1449 19.11% ny 5189 KN %033
1956 317 %0 21 99% 3141 $1.80 040 30 40
Firsl Siage 189 w772 nune Ny $102 $0.45 30 4%
1998 s18 14 24 50% 15 $1n $0 50 $0.50
199¢ 51850 /80% 1.0 $2.11 $0 58 $0.58
= =
000 31922 2589% $5e 2n 5055 1.40% $0.12 $087
2001 pIL ) 2589% 3164 70 $0 ST FAT% 3017 1069
2002 $H63 25.89% 3189 $228 $059 1A% 3011 07
2000 s IT 15 80% 524 3081 1L4a% 3013 0T
20M 214 25 89 Q8L $245 Ll 5] Vg% M1 2017
mes s2r 9l 25607 $1.08 37254 5085 140% 3014 0T
We 52178 2569% 3185 32 6) mar 140% 8015 3082
007 $MA4 25089% $2.02 277 3070 140% 3015 30 85
2003 125 43 2509% 37209 $2n2 077 1 a0y 30 18 088
009 3941 25 80% $217 $292 1075 1A% 3017 1092
2010 s27 e 25.89% 3225 $a07 30.78 140% 017 5095
2011 $28 34 2560 $2.33 $11) LR D] 140% 018 $0.98
012 2938 25 69 240 $32% 0.9 140% 3018 107
2013 530 41 2509% $2%0 3335 $0 58 1 40% 3019 5105
2014 $3150 75 89% 3250 334 $0.89 140% 020 hod
2015 31263 25 9 $288 38 $0.91 t 40% $0 20 $1rn
Second Stage 2018 51380 25 69% 521 314 3098 ¥ son a7
2007 £35 02 25 B9% 2m 1487 099 140% $0 12 N
me sw2?7 25 B9% 298 $40 5100 140% 3023 L)
2019 317 S8 25 89% 8309 $415 $1o7 1.40% ton 5120
2000 53592 25.89% 20 30 nn 1 40% 30 24 5135
202 540 32 25 89% N 4 48 $115  1.40% 025 $1 40
022 S41 77 25 89% $343 8467 $119 1 40% 3026 3145
202}  s4yz2t 25 89% 3355 3472 Hn 140% sn2r 3150
2028 44 B2 25 80Y% 3363 34 98 3127 140% 5078 $1.5%
202% G 43 P31 [ =11 3513 3132 (K1 029 51.61
026 34810 2580% $195 532 .37 1.40% 300 3167
027 346983 25.00% $408 3551 $1 42 t 40% 0N $173
2028 35181 23 89% 4 51 147 140% 3032 8179
2028 5347 25 89% 3439 35 41 $1.52 140% 013 11 85
2030 $5539 25 69% $4 55 3612 $1.57 1 40% 3035 3192
2011 $57 38 25 69% $an 36 M $1 63 1 &0% 308 190
2032 35944 25 69% $4 08 36 47 31 69 1 4% 50 37 82 08
nn 38157 2508% $508 $6 41 s 1 40% 30 3% 3213
208 #4178 2589% $ha 705 L10 ]I 1 40% 50 40 2n
Suvance:

[A] First Stage is avetage from Vakie Line. Second stage is prior yrais’ hook phis vakee hom Col 8]
|R} First Slage is (Col [4}-Col DPCol [ Secomnd s1age is equal ia final veliee of fesl stage
[C] Fist Slage i3 fam Vakee Line  Second siage is Col [4] x t1-Col [2]}

|D] Fist Stage i fram Vatue ke, Secrnd siagr 1= average of cutreid and priod year's wahie liom Col [1] 5 Cot [11]
[E] Col [4] - Cot |¥)

JF] Sch. JAR G
o1

[M} Cot [T}« Col 18]
) Cot {1l x Gt {10}

{2 Seh AR TP

L]
Market
Price

82037
S21 t4
32524
2585
s 48
$27.08
52805
$20 0%
130.10
s31.18
53230
$3) 48
3 68
$25 %0
sIr 19
518 53
swm
S41 34
34283
S44 38
$45 90
4T 81
$49 37
35100
852 02
$54 82
5819
158 8%

$53.13
385 39
6774
$1017
$110%
$7% 30
bri Yyl
seon1
a1 7t
36 7Y
389 83
$93.05

]
Mii 1o
Book

L
M/B Ch
D og
148
148
148
148
148
148
148
148
148
148
148
148
148
148
¥ A6
148
148
148
140
148
146
144
148
144
146
148
148
140
140
14n
148
146
148
144
148
148
146
148
148
148
148

Sch. JARS P}

i 2 13 14

Expecl. Cash Fl. Cash FI. Total
Rel. on Trom trom Tash
Equity Slock My, Flow
Trans.
™l [} L] ]
»
1189% (§2114) 321 14y
1132% $1 41 $141
10.90% 3147 $ay
11 40% $154 5154
11.81% st o E1N 1]
1 25% 5158 3158
11.25% 3184 §16¢
1.25% 309 5169
11.25% $170 $178
11 25% 102 $102
11.25% 5100 5188
257 3195 5195
1.25% 3202 3202
11.75% 820 £26%
11 25% $117 $217
11 25% $225 £22%
11 25% $23) 20
11.25% 24 201
11.25% $250 3250
11.25% 5250 5259
11.25% 3788 288
1125% 278 5278
11.25% 2 sz01
11.25% 290 198
11.25% 1 nm
+.25% 3320 1370
11 25% 3 BN
11 25% 3343 3343
11 25% £155 $315%
11 25% 388 5188
H.25% nn 3
11.25% 339% 1395
11 25% 309 o9
11.25% HH 5424
1.25% 419 $419
11.25% 4 55 3455
11.25% 347 Hn
11.2%% 5430 3408
11.25% $508 3508
11.25%  $91.0§ $524 39829
[itermal Rate of Feluin 10 31%]

JK] Firs stage Is Col [AJAVG of Cursent and prlos year's Col (1) Secod slage it i Sch JAR A P 1
L] - Col 19) fos year of pirchase. + Col. {9] for year of sale

M) €00 13)
IN) Col {£2] + Col [13)



Oce

Sch. MR 5, P31
VALUE LINE GAS COMPANIES

FULL DCF METHOD
Bated on Matkal Price tor Year Ended 1331198
" ” M 14 151 L] n l T 1 T [ TS [/ L I { U
Year YearEnd Retention Dividend Earnings Reinined External  Increment Total Macket  Mktio Erpect. Cath ¥l Cesh Fl Total
Brnk Rale Per Share Earnings  Floanting to hook  Inceeme Price Book Rel.on from from Cash
Fer Share Rate trom tn Book Equity Stoch Dhv. Flow
Eal. Fin. Trans.
w ) el il El ¥l 151 1 " W (] ] M
M) Chane
oo
1994 $1377 $0 00 $21 74 158 $0 00
1095 114 08 18 07% §122 3147 5075 s025 s 153 1050% (32220 3222y
1996 $14 04 20.20% 3125 5169 3045 LRI FARE] 158 11.80% 128 $125
Firsi Singe 1997 $15 08 29 30% Ny s182 3053 S5y $242% 158 1212% 3t 29 $129
tood 51808 3 hi% L 10 F3 $im 30 62 sony 52538 1.58 1238% 3422 u»n
1e 51879 34.00% 5038 3201 $0.70 3070 $2881 1.58 12.55% 1w L LI )
e —r e i e
2000 31778 M.00% 3y 31207 st h 210% so0 21 0.8t $28 04 158 12 00% $1 37 $1ar
2001 s1a 79 M 08% 3 A4S 2 1% $0 7% 210% 022 0w 085 158 12.00% $1 4% 3145
002 siam 3 08% 3153 232 079 2.10% 5023 $10z E 2% 158 1200% $1 51 3183
2003 £21 00 3 08% 5187 $2.45 08 2.10% $0 25 $108 B33 18 156 12.00% §162 3182
wod sl 0% nn 250 tonn 3% 02 $114 83508 158 1200% N 1nn
1005 32348 34.00% 1N 2714 0on 210% $0.27 12 $3700 158 1200% s 510t
2008 sz 3¢ 08% 1y £2 90 o 210% 309 $1722 s 158 1200% $1 9t o
2007 320 26 M 08% $202 5107 $Iod 2.10% on $135 47 158 1200% 4202 3202
2008 2777 BLR S $2.14 0N $1.19 210% 3032 $14) 34385 150 1200% $2 14 5212
2009 $2937 34.08% $228 14 $117 2.10% $0.34 3 51 34837 158 1200% 2 229
w10 $11 00 34.08% 3239 183 $1 24 2.10% $0.38 3160 34004 158 1200% n» n»
W 332 04 Mos% 3251 $3m i 210% $0.30 3168 351 M 158 1200% 3253 $253
ama N 34 08% 5267 3405 $138 2.10% $0.41 $179 3540 1.58 12 00% 1287 287
2013 $38.73 34 00% $2.03 . 5148 2.10% $0.43 sipn 35799 158 §200% $28) 20
2014 a4 34 00% 3289 $4 53 5155 2.10% $0.45 $200 38123 158 12 00% 74 299
2015 $4t 0B 34 08% $3 15 $4 80 $183 2 10% $0.48 N $84 85 158 1200% 1 $116
Second Slage mie $4144 34 .00% 14 $5 07 3N 2 10% $0.51 771 8858 t.58 12 00% $324 1M
017 $45 04 Mo $154 3538 L AR ) 2 10% $0.54 5236 252 150 12 00% $154 5354
wie 348 58 3 08% 304 3567 "N 210% 30.57 $250 S7668 150 100% gn EX L]
w19 $51 47 34 00% 395 3400 3204 210% 30 80 $264 35140 158 1200% 3395 $305
2020 $54 32 302N $4.18 L] $2.18 210% 308 $210 %857 158 12.00% $418 M
021 $57.4% 34 03% 5442 b LA $229 210% $0.87 $206  S0070 150 12.00% e 8447
2022 $60 75 J4 08% $4864 $T08 $242 2 t0%% 0N $113  se5M 158 12 00% i8] 3482
2023 8424 34 00% $4 94 37.50 $758 2.10% 50.15 $33F $1I01.4) 1.59 1200% S 94 LR 1)
2024 8784 14 00% $5.23 e 3210 2.10% o $150 $107.20 150 1200% 5.2 5523
2015 LN ] 34 08% 3552 §8.39 5288 210% 084 370 $11342 558 12.00% $5 53 354
2028 37397 34 00% $5.85 $8 87 5302 2 10% 009 $301 $11805 158 1200% 585 3585
2027 380 M M 08% L A1) 593 310 210% 3004 $413 S178 05 158 1200% $5 18 W
2028 504 58 onx $8 54 992 $3238 210% 30.M $43T 53N 158 1200% 854 3854
ma 09 A5 34 08% 89 51049 8357 2.10r% 3105 $487 §141.085 158 1200% W kL1
2020 395 1 34 08% 231 e 1178 2 0% un $an9  $i30010 150 1200% N an
. 0048 3% 0A% T f1n 3400 2.10% $ar $517 $15884 158 1200% nn | L]
2032 310825 34 08% $8 10 $12 40 23 2.90% i $547 H6T 78 158 1200% .18 (L RL
2033 §11228 34 DA% sBes 112 $447 2 10% M 5578 37T 40 158 1200% $8 85 3385
2004 SR B2 % 08" $5 14 s13s? 5473 210% $139 36.1% $187 60 158 1200% S18780 9.0 3106 15
[intemm Rale of Retun 10 72%]

Soirce
[A] Fiest Stage Is avernge from Vake Line  Secand singe is plor yrars hook phrs value from Col (8]
[B] Fies! Singe: bs {Col [4)-Col IVCol 4]} Second <iape I equal 1o Minal vakie of fasl stage.
(C) Fiesi Stage ks rom Vakee Line Secord siage Is Cot [4) x (1-Col [2])
[D] Fiesi Siage ts hom Vakse hor Second siage i mvriage of careent and prior yenr's vakee from Col [1f2Col. V1]

[E) Cob (8] Crt 3] M) Sch JART P 1

IF) Sch JAR % [K] First tagm is Cof [4Avg of Crieremt and prior year's Col |1]. Second singe Is from
Gl [LE - Cob [8] for year of pchase, + Col [9] for yea of sale

I Col {3+ Col 18) W) Col 3]

11 Cod [N} x Cob [10] M) Cob [12] s Col 1Y)



Ore

VALUE LINE GAS COMPANIES
FULL DCF METHOD
Based on Market Price on 133198
™ 2] k] i} +] [L]] in L] 9
Yemr Yeai End Retentl Dividend Fanings  Retained  External  Incremw Total Mnrhnt
Bonk Rata PerShare  Eaminge  Financing 1o book Incremen Price
Per Share  Rate feom ta Rook
Ex1, Fin,
141 ] Ict i IE} i (O "
1994 s $73.13
1095 31408 18 87X $122 $147 $025 025 $MW
1998 31464 28 30% $125 3169 1045 $043 $2527)
Flrsl Siage 1997 51536 20.00% 329 1182 08 5053  $7848
1998 51808 3§ MA% 3132 e 3082 082  $27 70
1000 51818 M OE% 3138 $2.07 $0.70 $070 32893
2000 $1778 3408% [1EH %207 071 210% 3028  so%7 33060
2001 e M08% $1.45 $210 $0 7% 210% 3027 3102 83236
2002 51986 MM O08% $1 51 1292 30710 210% N s$108  $a22
2003 R2100 4 08% $162 $245 3084 21 W $114 saa e
200¢ 32 MR ¥i7i 3258 1038 210% 4032 L 303 $am 27
105 $2348 408K 3501 $2T4 $04) TI0%  S0M $128 4047
2006 524 B4 34.00% N $z90 5099 110% $0.3 $135  27%
2007 $18 28 34 00% s202 $107 $104 210% 008 $14) 54578
2008 $2771 Joe% 3214 $324 1 210% N $1 5 $47.85
2008 §$2037 M 08% $228 5143 $.7 210% W 5180 $50.81
2010  $3108 M 00N 3230 $36) s 210% 3048 3169  $5152
011 $3284 MDA% $2753 $303 1 210% 5048 $t78 $50.59
2052 3473 0N $2.87 $4 05 $138 210% 3051 $188 35985
2013 $3871 J.08% 320 3420 $1 48 210% 3054 3200 38329
2014 $38 84 M DA% 7 $4 51 3155 210% %87 5281 346 91
' 2018 S4108  MO0E% 0 $4 80 3163 210% soed $273 31078
Second Slage 2018 4344 J408% X1 $507 M 2% 1083 3238 31405
2017 34504 M O8% $154 3538 $Im 2.10% soer 3250 3$7191%
2018 BE5E M % 1.4 $587 $1 93 2.10% 3071 $284 $0270
000 315137 DA% 33195 35 00 704 210% 307% $279 48851
2020 35432 MOE% 318 36 34 218 210%  F07% 3295 §9360
2021 5745 34 08% $4.42 8. $2%% 250% 3084 3312 seaoe
2022 $80.75 M0E% 3408 17 $242 210% jo0ee 5130 $10468
2023 $6A24 0% e 11 % $2 54 210% S094 35345 $11060
2024 55704 4 OBY B $2.91 210 210% 3099 3388 $11708
2025 37184 M.OB% 5.5 $8.39 $208 210% 5104 5191 32378
7028 37597 Mofy 3585 L1 1 $102 210%  $1.00 $413  $13001
2027 39034 34 08Y 818 $938 110 210%  SLAT 3437 $138.43
2078 33498 34 08N 58 54 5992 3 210% 1 $462 $148239
2020 %3985 JAO8% 3891 $10.49 13 sf 210% S s48p 515481
2030 39501 40N 7.3 $11 09 $37T8 210%  313% $557 $183 11
2001 $1004R DK $1.73 51§73 3400 2.10% s147 548 817313
2032 $10825 4.00% 8.1 512 40 $4 23 210% 3658 $578  $193.08
2033 $11238 34.00% 4865 51312 447 210% 3184 811 $1938
2034 $1Wd 82 J4.08% $9.14 513 87 $4.73 2% 38T $646 $204.74
Souwrce:

[AF Firsl Stage is average from Value Line  Second siage ks prior yrars' book plus vohwe from Col [8f
(B First Stage i [Col {4]-Col APCai [4]). Second stagr i equal to final value of fiest stage.

[C] Firsl Stage Is from Vakee Line  Second stage is Col. (4] x {1-Col. [2))
{D] First Stage is flom Vake e Second siagr Is averages of ewrent and prior year's wnhse rom Col 1] % Col [§1)

[Ej Cof 14]- Cod |Y
[F1 Sch JAR ®

IG1

[HE Cod. [7] + Col 18]
0 Col. [3] x Col {10]

] Sch. IART.P. 1

Sch. JAR §,P. 4

110 [l [(H] 1y 14}
Mkito Expect. CaxhFL  CashFL Total
Book  Ret. an trem from Crsh

Equlty Stock Div. Flow
Tinns.
1] ) ® ™) ™
M/B Chane

000

172

172 10.58% {324 28} (524 251
1.72  11.80% $28 $125
172 1212% 128 H»
172 12 36% $133 4132
1.72  1250% 1 3
172 1100% $13t 3
172 1200% $1 45 145
1712 1200% $153 $153
172 1200% sin2 3182
173 12 pO% T "un
172 1200% LAY LAN L]
172 1200% LR 10
172 1200% 202 $202
172 4200% 1214 [T AL
1.72 12 00% n» 524
1.1 12 00% ”» 21
172 1200% 3251 3283
1.712 1200% 3207 $2 87
1712 1300% 520 201
1.72 1200% 3w 2
177 1200% I 1218
1.1 1200% 1M 1334
112 1200% 3354 095
1.72 13 00% NI $1TM
172 1200% 3395 5395
173 1200% M1 3418
172 12.00% 84 47 2
172 1200% $4 88 $a8a
172 1200% M My
112 1200% $523 8
1.72 1200% 553 555
172 1200% 508 587
177 1200% 812 818
1.12 1700% 5 36 54
+12 1200% a0 »na
172 1200% E 1] TN
172 1200% . nn
172 1200% L AL LR
172 1200% 58 6% 1545
172 1200% 3204 $2 14 521388

[imtermat Rete ofRetwm ~___ 1079%]

[K] First stage b3 Col J4)Avp. of Current and prior year's Cod |1} Serorrd siage is | Sch JARA.P. T
L) - Co. [3) for yem ol puschase, + Col. [9) for year of sale.

M) Cot 3l
[N Col 117] + Col, [13)



Occo

COMPARATIVE WATER COMPANIES Sch. JARS, P. 1
SELECTED FINANCIAL DATA
WATER COMPANIES AND DIVERSIFIED WATER COMPANIES COVERED BY VALUE LINE:
1] i2] (3] 4] [5] (6] 17) (8] 9] [10) [11] it2]
Book Book Book Book Market Price Market to Book Dividend Yield
Per Sh.  PerSh. Per Sh. Per Sh. Al High Tor Low Tor Al AV Al Avg.
Dec.92 Dec. 93 Dec. 94  Dec. 95 Dec-95 Year Year Dec-95 for Div. Dec-95 for
Year Rate Year
[A] (A} (Al IA] {c [C] IC] (D) D) (C] IE} [E]
Ametican Water Works $19.64 $20.97 $22 46 $2375 E $38.88 $38.13 $26.75 1.64 1.40 $1.28 3.29% 3.95%
Aquarion Co. $16.28 $16.83 $17.21 s17.25 E $25.50 $26.00 $21.63 1.48 1.38 $1.62 6.35% 6.80%
California Waler Service $21.02 $21.80 $23.12 $23.35 E $32.75 $35.25 $29.63 1.40 1.40 $2.04 6.23% 6.29%
Consumers Water $11.82 $12.06 $12.22 $1250 E $18.25 $19.00 $14.50 1.46 136 $1.20 6.58% 7.16%
Philadelphia Suburban Corp. $10.88 $11.92 $1253 $1235 E $20.75 $21.50 $17.38 168 1.56 $1.16 5.59% 597%
United Waler Resources $39.55 $10.00 $i447 s$1095 E $12.00 £14.13 $11.78 1.10 117 $092 7.67% 7.11%
AVERAGE $14.87 $15.60 $16.45 $16 .69 $24.69 $25.67 $20.27 1.46 138 | $1.37 I 5.95% 6.21% ]

Mosl currsnt Value Line at tima of prep of sch

Book vahia data for companies not in Value Line oblained lrom annuail report 1o stockholders.
New York Times

Markey prira divided by book value

Prvidend rate divided by marke! prica

Sources Al
8l
6]
o]

{F}




OcCCvs it

COMPARATIVE WATER COMPANIES Sch. JARS, P. 2
EARNINGS PER SHARE AND RETURN ON EQUNTY

WATER COMPANIES AND DIVERSIFIED WATER COMPANIES COVERED BY VALUE LINE:
(i 12] i3] i)

EPS EPS Return Value Line  Return on
1994 1995 on Eq. Future Exp. Equity
1995 Return on Eq. 1994
11H10/95
») [A) [B} (A)
American Waler Works $2.34 $250 E 10.82% 10.50% 10.78%
Aquarion Co. $1.87 $170 E 9.87% 14.50% 10.99%
California Water Service $2.44 $230 £ 9.90% 11.00% 10.86%
Consumers Water $1.17 $130 E 10.52% 10.50% 9.64%
Philadelphia Suburban Corp. $1.35 $145 E 11.66% 12.50% 11.04%
Uniied Waler Resources $1.01 $090 E 8.14% $1,50% 9. 54%
Average $1.70 $1.69 [_ 10.15% 11.75% 10.47%
Source {A| Vahm {ine

[B] Earrings Per Share divided by averige book vatue  Flook vakie shown on
Sch. JAREG P 4



REYURN ON EQUITY {MPLIED IN

OCChdt

ZACK'S CONSENSUS GROWTH RATES

Dec. 94
Y/E
Book
i3l
American Water Works $22.46
Aquarion Co. $17.21
California Water Service $23.12
Consumers Waler $12.22
Philadelphia Suburban Corp. $12.53
United Water Resources $11.17

Projecied relum on equity is obiained by escalating buth dividerids and earnings per shara by the

slated growth rale, and adding earnings and sybtracling
dividnnds in each year lo determing the book value

Earnings

1994

$2.34
$1.87
$2.44
$1.17
$1.35
$1.01

Dividends

$1.28
$1.62
$2.04
$1.20
$1.16
$0.92

Zack's

Consensus

5 Year

Growth Rate

11730795

580%
4.00%
3.00%
4.00%
3.60%
2.70%
3.85%

Y/E Book

in
1998

al Zack's

Growth

$27.35
$18.31
$24.84
$12.09
$13.36
$11.585

PR,

Y/E Book Eamings

i
1999
at Zack's
Growth

$28.76
$18.62
$25.33
$12.05
$13.59
$11.65

1999
at
Zack's
Growth

$3.10
$2.28
$2.83
$1.42
$1.61
$1.15

Sch, JARS, P. )

Retur on
Equity
o achieve
Zack's
Growth

11.06%
12.32%
11.28%
11.79%
11.96%
9.94%

11.39%



Occyaus

COMPARATIVE GAS COMPANIES Sch. JAR7,P. 1
SELECTED FINANCIAL DATA

GAS COMPANIES COVERED BY VALUE LINE:
{1 2] & “ 15) 6] 7 L] (81 iol (1 12

Book Book Book Market Price Market (o Book Dividend Yield

Per Sh Per Sh Per Sh Book Y/E Al High for Low for At Avg. Al Avg

Y/E 1992  Y/E 1893 Y/ 1994  Y/E 1995 Dec. 1995 1995 1995 Dec. 1995 for Div. Dec. 1995 for

1995 YTOD Rale YTO

iAl Al Al iA} (B (B) (B] ic) ic] 1B (D] )]
Alblanta Gas Light $9.70 $9.90 $10.19 $10.13 $19.75 $2000 $14 98 195 172 $1.08 5.37% 6 08%
Atmos Energy Corp. $917 $9.64 $9.78 $1095 E $23.00 $22.00 $15 88 210 188 $0.96 417% 494%
Bay Stale Gas Co $14 90 $15.52 $16.20 $16.47 $27.75 $29.50 $22.25 168 158 $1.50 541% 5 80%
Brooklyn Union Gas $14 55 $15.54 $16.27 $1685 FE $29.25 $29.63 32200 174 156 $1.42 4 85% 5 50%
Cascade Natural Gas $9.09 $9.96 $9.84 $985 € $16 00 $17.50 $1300 162 155 $0.96 600% 6 30%
Conneclicut Energy $1280 $12.03 $14 45 $14.84 $22.25 $22.50 318 50 150 140 $1.30 584% 6 M%
Conneclicut Naturai Gas $1226 §$14.20 21482 $15.12 $73 38 £2525 $21.25 155 156 $1.48 833% 637%
Energen Corp. $1275 $13.60 $15.30 $1593 $24.13 $25.13 $20 13 151 V45 3116 481% 513%
Indiana Energy, Inc $10.22 $11.52 $12.03 $12.44 £21.88 $24.13 $17 83 192 11 $5.10 461% 527%
Laclede Gas Company $11.79 $12.19 $12.44 $1300 £ $21.25 $23 12 $18 38 163 163 $1.26 593% 6 07%
MCN Corporation $7.44 $7.97 $8.55 $9.85 E $23.25 $23 50 $16.38 236 217 $0.93 4.00% 466%
NUI Corp. $14.55 §$14.92 $15.59 31590 E $17.50 31775 $14 00 110 101 $0.90 514% 567%
New Jersey Resources $14.16 $14.72 $14.46 $14.55 $30.13 $3000 $21.50 207 178 $1.62 505% 5 90%
NICOR $t2.76 $13.05 $13.26 $1365 E 327.50 $26.50 $21.75 201 187 3$1.28 4 65% 509%
Northwest Nal. Gas Ca. $1B 62 $19.62 $20.44 $2170 E $331.00 $34.25 327 50 152 147 $1.80 5 45% 583%
ONEQK, Inc. ' $13.28 $1363 $1388 $14.38 $22.08 $24 81 $17.13 159 148 $1.18 507% 553%
Pacific Enterprises Corp $9.44 $12.19 51474 $1520 € 328 25 $28 63 $20.75 1 P56 185 $1.36 481% 551%
Paoples Energy Carp. $17 72 $1B.02 $18.39 $1840 E $31.75 $32.00 $24.25 173 183 $1.80 567% 6 40%
Piedmont Natural Gas $1027 $10.90 $11.36 $1230 E $23.25 124 88 $18 25 189 182 $1.10 473% 5.10%
Providence Energy Corp. $12.02 $13.37 $13.82 $1385 € $17 .00 $17.50 $1463 123 116 $1.08 6 I5% 6 72%
Soufh Jersey Indusiries, Inc. $12.90 $1433 $14 46 $1450 € $23.13 $23.50 $17.88 159 143 $1.44 68.23% 6 9%
Southwest Gas Corp. $15.99 $15.66 $15.31 $1580 E $17 63 51838 $1363 112 103 $0.82 4 65% 513%
UGl $1297 $13.00 $13.13 $11.50 E $2075 $2213 $18.88 + 80 1566 $1.40 6 75% 6 B3%
Washington Energy $13.88 313.85 $ip83 3815 E $1B.63 $19.12 $12 62 229 167 $1.00 53T% £.30%
Washinglon Gas. $1067 $11.04 $1151 $1195 E $20.50 $22.38 $16.13 172 164 $1.12 5 46% 5 B2%
WICOR, inc $1561 $16.47 $17.23 $188B0 € $32.25 33208 $26.63 172 165 $1.64 509% 551%

AVERAGE $1276 313 41 $13.77 $14.08 $23.77 $2461 $18 by | 172 758 I $1.25 | LA0% LR LA |
Sources. {A] Most currenl Value Line at lime of prep of sch.

[B] Most current Value Line at time of prep. of sch.
[C] Market Price Divided by Book Value
[D] Dividend Ralte Divided by Markel Price



OcLyas

COMPARATIVE GAS COMPANIES
EARNINGS PER SHARE AND RETURN ON EQUITY

GAS COMPANIES COVERED BY VALUE LINE:

Source:

Allanla Gas Lighl

Almos Energy Corp

Bay State Gas Co
Brooklyn Union Gas
Cascadae Malral Gas
Connecticul Energy
Connecticid Natwra) Gas
Ensrgen Corp

Indiana Energy. inc.
Lacleda Gas Company
MCN Corporation

NU Corp

New Jeisey Resouices
NICOR

Northwest Nat. Gas Co
ONEOK Inc

Pacilic Enlerprises Corp
Paoples Energy Corp
Pisdmanl Natural Gas
Providence Energy Corp

South Jersey industries, inc.

Southwes! Gas Corp
UGl

Washingion Energy
Washingtan Gas
WICOR, Inc

Average

[A] Value Line
{8] Earnings Per Share divded by average book value. Book value shown on

Sch JAR7,P 1

[
EPS
1994

Al

$1.17
$0.97
$1.85
$1.85
$0.60
$1.58
$185
$2.04
$153
$1.42
$1.
$1.25
$1.89
$2.07
$2.44
$1.34
$1.95
$2.13
$1.35
$1.46
$1 2
$1.22
$1.17
(30.16)
$1.42
$2.09

$1.50

2
EPS
1995

1Al

$1.33
$1.22
$1.714
$1.80
$0.85
$1.60
$152
$1.77
$1.46
$127
$1.40
$1.11
$1.93
$1.95
$235
$1.58
$2.10
$1.78
$145
$109
$160
$0.75
$0.52
$0.35
$1.45
$2.25

$1.47

Sch.JART,P.2

(3 (1
Return Value Line Return on
on Eq. Future Exp. Equity

1995 Retumon Eq. 1994
12/29/95

(8 4
13 09% 1300% 11 65%
N7T% 11.00% 3 99%
10 47% 12.00% 11 66%
11.47% 11 50% 11 62%
863% 12 50% 6 06%
1093% 11 00% 1138%
10 22% 12 50% 12 B0%
11 34% 12 00% 139i%
11.93% 14 50% 12 99%
998% 1 50% 1 53%
1522% 1300% 15.86%

7.05% 9.00% 8.19%
1331% 14.00% 1295%
14 49% 15 50% 15 74%
11 15% 12 D0% 12 18%
11 18% 11 50% 974%
14 03% 13 50% 14 48%
968% 1300% 1t 70%
12 26% 12 50% 12 13%
7 88% 11 00% 10.74%
11 05% 12.00% B41%
482% 800% 1 80%
422% 12.00% 8.96%
369% 15.50% -1 30%
12 36% 1 50% 12 55%
12.49% 12 50% 12.40%
I 1057% 12.23% 116t% ]




Atanta Gas Light

Atmns Energy Corp,
Bay Siate Gas Co.
Brooklyn Union Gas
Cascade Nalurs! Gas
Connectinid Energy
Connaclicid Natural Gag
Energen Corp.

Indiana Enargy, Ing.
Laciede Gas Company
MCN Corporalion

NUI Corp

New Jarsey Resourcas
NICOR

Norihwest Nat. Gas Co.
ONEOK, Inc.

Pacilic Enterprises Corp.
Peoplas Energy Corp
Piadmonl Natural Gas
Providence Energy Corp

Soulh Jersay Industries, Inc.

Southwes| Gas Corp
UGl

Washinglon Energy
Washinglon Gas
WICOR, Inc

O 18

RETURN ON EQUITY IMPLIED IN
ZACK'S CONSENSUS GROWTH RATES

1094

Y/E Eamings Dividends Zack's YIE Book Y{E Book
Hook 1994 Consensus in in

41 5 Year 1997 1998

Growlh Rate al Zack's at Zack’s
11/30/95 Growth Growth
$10.19 $117 $1.06 4.80% 31069 $10.82
%978 5097 3096 6 00% 3983 $984
$16 20 $185 $1.50 4.40% $17 76 $18 20
11627 3185 $142 4.30% $18.18 $18 71
$984 $0 60 30,96 5 80% $818 $7.70
314 45 $158 $1.30 4 60% $1570 $1506
$1462 $185 $1.48 3.10% 316 22 31665
$15 30 $201 $1.16 5.60% $19.20 201
$12G3 $1.53 st 10 510% $1398 $1453
$42 44 $142 $126 3.50% $1314 $1333
$8 55 $1.3 $0.93 B8.70% $10 43 $1101
$1559 $1.25 $0.90 4.10% $17.14 $17.57
314 46 $1.89 3152 4 B0% $16 13 $16 59
31326 $207 $1.28 420% $16.77 $17 74
$20 44 $2 44 $1.80 490% $2333 $2414
$1388 $1.34 $1.16 5 50% 1472 $14.97
$1474 $195 $1.36 460% $17.38 $13.12
$18 39 $2.13 $1.80 3.10% $1962 $20.20
$1136 $135 $1.10 590% $12.52 $1285
31382 $146 $1.08 4.50% $1552 $1599
$14.45 $1 21 $1 44 4.00% $13.44 $13.16
$1531 $1.22 $0.82 4 B0% s $17 62
$1313 $117 $1.40 9 50% $11.97 $1t 61
31083 ($0.16} $1.00 4.50% 3564 $420
51151 $142 $1.12 370% $12.80 $13146
31723 $209 5164 870% $19.48 $20.14
ALY

Projected returm on equily is oblained by escalating both dividends and earnings per share by the

stated growth rate, and adding earnings and sublracling
dividends in each year o determine the book value.

Earnings
1999
al
Zack's
Growlh

$148
$1.30
$2.29
$2.28
$0 80
$1.08
$2 16
$264
$195
$169
$199
$153
$2.39
$2.54
3310
$184
$244
$2.48
$1.80
$1.82
$1.47
$1.54
$1.84
{$0.20)
$170
$3.47

Sch. JAR7,P. 3

Return on
Equity
to achieve
Zack's
Growth

13.75%
13.20%
12.76%
12.38%
10.02%
12.46%
1311%
13.36%
13.76%
12.74%
18.55%
B8I%

14.60%
14.74%
13.06%
12.36%
1375%
12 40%
14.18%
11.55%
14.07%
8 8%
15.62%
-4.05%
1I07%
16.02%

— 1739%



Occwat

Sch. JARSB,P. 1
Summary of Risk Premium Equations
Electric Industry Analysis Applied to
Water. Companies Indicated
interest Rates on 10/31/85 Cost of Equity
Equation based on 30 Year Treasury Rate

Cost of Equity = 1.331 X Interest Rate + .589 X Ext. Fin.Rate - 0.24%

Interest Rate= 5.96%
Interest Rate X 1.331 7.93%
Ext Fin. Rate = 1.40%
Ext. Fin. Rate X 0589 = 0.82%
Constant -0.24%
8.52%
Equation based on § Year Treasury Rate
Cost of Equity = 0.657 X Interest Rate + 5706 X Ext. Fin.Rate + 5.58%
Interest Rate= 5.3%%
interest Rate X 0.857 = 3.54%
Ext. Fin. Rate = 1.40%
Ext. Fin. Rate X 05706 = 0.80%
Constant 5.58%
8.92%
Equation based on 1 Year Treasury Rate
Cost of Equity = 0.3853 X Interest Rate + .5730 X Ext. Fin.Rate + 8.05%
interest Rate= 5.20%
Interest Rate X 0.3853 = 2.00%
Ext. Fin. Rate = 1.40%
Ext. Fin. Rate X 0573 = 0.80%
Constant 8.05%
d 10.86%
Average of 3 8.76%
Source: Yields from 12/30/95 New York Times

Regression analysis of cost of equity for all electric companies
covered by Value Line vs interest rate and external financing rate.

All equations have an F that is significant to at least 95.99%




Occgas

Summary of Risk Premium Equations
Electric Industry Analysis Applied to
Gas Dist. Companhies
Interest Rates on 10/31/85

Equation based on 30-Year Treasury Rate

Cost of Equity = 1,331 X Interest Rate + 589 X Ext.

6.63%
Iinterest Rate= 5.96%
Interest Rate X 1.331
Ext. Fin. Rate = 2.10%
Ext. Fin. Rate X 0.58%
Constant

Equation based on 5-Year Treasury Rate

Cost of Equity = 0.657 X Interest Rate + .5706 X Ext. Fin.Rate + 5.58%

Interest Rate= 5.39%
Interest Rate X 0.657
Ext. Fin. Rate = 2.10%
Ext. Fin. Rate X 0.5706
Constant

Equation based on 1-Year Treasury Rate

Cost of Equity = 0.3853 X Interest Rate + .5730 X Ext.

Interest Rate= 5.20%
Interest Rate X 0.3B53
Ext. Fin, Rate = 2.10%
Ext. Fin. Rate X 0.573
Constant

Sch.JAR &, P. 2

Indicated
Cost of Equity
Fin.Rate - 0.24%
= 7.93%
= 1.24%
-0.24%
8.83%
= 3.54%
= 1.20%
5.58%
10.32%
Fin.Rate + 8.05%
= 2.00%
= 1.20%
8.05%
11.26%
10.17%

Average of 3

Source: Yields from 7/1/95 New York Times

Regression analysis of cost of equity for all electric companies
covered by Value Line vs interest rate and external financing rate.

All equations have an F that is significant to at least 89.99%




CAPM

Sch. JAR S, P. 1

CAPITAL ASSET PRICING MODEL (CAPM) METHOD

Water Lltilities

Risk Premium:

1 Actual Earned Return on S&P Industrials
1926 through 1994

2 Actual Earned Return on 30-Year Treas.
Bonds from 1926 through 1884

3 Difference

4 Current interest Rate on 30-year Treasury
Bonds

5 CAPM Indicated Cost of Equity on
Industrual Companies

6 Indicated cost rate for water utilities
a Beta of Water Utilities

b Beta of 30-year treasuries
c Beta of average company

d Change in capital cost rate
with change in beta from
average company 1o treasury
beta

e Change in capital cost rate
per .01 change in beta

f Capital cost reduction concurrent
with change in beta from
1.00 to 0.64

g CAPM Risk Premium indicated
for Water Utilities

h Cost of equity indicated by
CAPM Method applied to
water utilities

Amount

10.20%

4.80%

5.40%

5.86%

11.36%

0.64

0.40

1.00

5.40%

0.0800%

3.24%

2.16%

8.12%

Source

Ibbotson Associates

Ibbotson Associates

Line 1-Line 2

Line 3 + Line 4

Value Line, average of water companies
Computed
Definition of beta

Line 3

Line 6d/(Line c-Line b}/100

{{Line 6c-Line 6a) x Line Be) x 100

Line 6d - Line &f

Line 6g + Line 4




CAPM

Sch.JARS,P. 2

CAPITAL ASSET PRICING MODEL (CAPM) METHOD

Gas Utilities
Amount Source
Risk Premium:
1 Actual Earned Return on S5&P Industrials 10.20% Ibbotson Associates
1826 through 1994
2 Actual Earned Return on 30-Year Treas. 4.80% ibbotson Associates
Bonds from 1926 through 1984
3 Difference 5.40% Line 1-Line 2
4 Current Interest Rate on 30-year Treasury 5.96%
Bonds
§ CAPM indicated Cost of Equity on 11.36%. Line3 +Line 4
Industrual Companies
6 Indicated cost rate for water utilities
a Beta of Gas Utilities 0.59 Vaiue Line, average of gas dist. companies
b Beta of 30-year treasunes 040  Computed
c Beta of average company 1.00 Definition of beta
d Change in capital cost rate 5.40% Line 3
with change in beta from
average company to treasury
beta
e Change in capital cost rate 0.0900% Line 6d/(Line c-Line b)/100
per .01 change in beta
f Capital cost reduction concurrent 3.69% {(Line 6c-Line 6a) x Line 62) x 100
with change in beta from
1.00 to 0.59
g CAPM Risk Premium Indicated 1.71% Line 6d - Line &f
for Gas Utilities
h Cost of equity indicated by 7.67% Line 6g + Line 4
—

CAPM Method applied to
gas utilities




. wat

Sch. JAR10,P. 1

VALUE LINE WATER COMPANIES
EXTERNAL FINANCING RATE
{Millions of Shares)

Compound
Common Stock Outstanding 1995 1998-2000 Annual
Growth
American Water Works 3350 E 35.50 1.46%
Aquarion Co. 6.50 E 6.50 0.00%
California Water Service 625 E 6.75 1.94%
Consumers Water 840 E 9.75 3.80%
Philadelphia Suburban Corp. 12.00 E 12.50 1.03%
United Water Resources 3200 E 32.00 0.00%
16.44 17.17
Average 1.37%
Source; Round to

Value Line



Source:

Extfin

VALUE LINE GAS COMPANIES
EXTERNAL FINANCING RATE
(Millions of Shares)

Common Stock Outstanding

Atlanta Gas Light

Atmos Energy Corp.
Bay State Gas Co.
Brooklyn Union Gas
Cascade Natural Gas
Connecticut Energy
Connecticut Natural Gas
Energen Corp.

Indiana Energy, Inc.
Laclede Gas Company
MCN Corporation

NUI Corp.

New Jersey Resources
NICOR

Northwest Nat. Gas Co.
ONEOK, Inc.

Pacific Enterprises Corp.
Peoples Energy Corp.
Piedment Natural Gas
Providence Energy Corp.
South Jersey Industries, Inc.
Southwest Gas Corp.
UGl

Washington Energy
Washington Gas
WICOR, Inc.

Value Line, Sept. 29, 18385

Sch. JAR 10, P. 2

1995

2543
1875 E
13.83
4870 E
820 E
8.87
983
10.92
22.56
1745 E
£6.30 E
920 E
i7.78
50.00 E
14.80 E
27.02
B4.70 E
3490 E
2885 E
565 E
10.75 E
2450 E
33.00 E
2420 E
43.00 E
1825 E

2597
Average

Round to

1998-00

28.00
17.50
14.00
52.00
11.26
10.50
11.00
11.50
2165
17.80
76.00
11580
19.00
48.50
15.75
27.50
87.05
35.15
32.50

6.50
12.25
28.00
37.00
25.25
46.00
18.50

27.83

Compound
Annual
Growth
3.34%
2.67%
0.86%
1.65%
5.16%
4.31%
2.59%
1.30%
-1.02%
0.21%
347%
5.74%
1.66%
-0.76%
1.57%
0.44%
0.65%
0.18%
3.02%
3.57%
3.32%
3.39%
2.80%
1.07%
1.70%
1.67%

2.10%




Value Line Water Companies
American Water Works
Aguarion Co.
California Water Service
Consumers Water Company
Philadelphia Suburban Corp.
United Waler Resources

AVERAGE

Source: Value Line

Water Companies

Percentage of Common Equity in the Capital Structure

L wat

Excluding Short-term Debt

Sch. JAR 11, P. 1

1988 1989 1990 1991 1992 1993 1984 1995 1996
Estimate Estimate
38.30% 37.10% 3B.10% 35.00% 36.60% 33.70% 34.20% 34.00% E 34.00%
55.60% 56.90% 47.50% 44.20% 48.00% 48.90% 5080% 4950% E 51.00%
53.80% 55.10% 51.30% 52.40% 48.80% 48.20% 52.20% 50.00% E 52.00%
4360% 4140% 37.50% 43.90% 41.10% 43.70% 43.00% 4200% E 4550%
37.10% 3450% 3270% 32.50% 39.50% 46.70% 47.40% 4650% E 4550%
37.80% 3460% 36.10% 33.80% 35.40% 3060% 3640% 3450% E 42.00%
44.35% 4327% 40.53% 40.30% 41.57% 43.45% 44.00% 42.75% 45.00%




Value Line Gas Companies
Atlanta Gas Light
Atmos Energy Corp.
Bay State Gas Co.
Brooklyn Union Gas
Cascade Natural Gas
Connecticut Energy
Connecticut Naturat Gas
Energen Corp.
Indiana Energy, Inc.
Laclede Gas Company
MCN Corporation
NUI'Corp.
New Jersey Resources
NICOR
Northwest Nat. Gas Co.
ONEOK, Inc.
Pacific Enterprises Corp.
Peoples Energy Corp.
Piedmont Natural Gas
Providence Energy Corp.

South Jersey Industries, Inc.

Southwest Gas Corp.
UGl

Washington Energy
Washington Gas
WICOR, Inc.

AVERAGE
Souree: Value Line

Gas Companies
Percentage of Common Equity in the Capital Structure
Excluding Short-term Debt

-gas

Sch. JAR11,P. 2

Est.
1990 1991 1992 1993 1994 1995 1998-2000
47.80% 4880% 5810% 53.10% 4580% 47.60% 50.00%
48.30% 47.70% 50.30% 56.70% 51.90% 53.00% E 56.00%
53.70% 48.00% 57.00% 51.90% 52.30%  51.90% 54.00%
46.80% 4540% 47.80% 50.80% 5220% 53.00% E 51.50%
46.30% 46.70% 4560%  47.30% 4490% 4550% E 45.00%
4460%  50.10%  4940% 4520% 5120%  5420% 52.50%
48.70% 4950% 4870% 49.50% 47.30%  49.80% 50.50%
58.70% 6060% 58.40% 62.00% 5850%  56.90% 60.00%
62.10% 53.20% 5550% 61.10% 63.10% 61.40% 64.00%
58.10%  52.50%  55.30% 53.10% 5550% 59.00% E 55.50%
47.40% 5060% 52.70% 4840% 39.30% 39.00% E 39.00%
4400% 41.30% 4460% 44.20% 4520% 40.00% E 47.00%
42.70% 37.80% 4480% 42.60% 42.00% 41.00% 42.00%
60.30% 5940% 62.10% 59.70% 56.90% 54.50% E 57.00%
47.00% 43.20% 4390% 45.00% 4510% 47.00% E 48.00%
51.00% 49.00% 50.00%  52.00%

44.40% 3670% 2310% 3570% 38.10% 41.50% E 51.00%
51.00% 52.10% 5510% 54.30% 5060% 55.00% E 52.00%
53.00% 5200% 5340% 50.60% 4910% 4950% E 49 50%
52.30% 50.70% 44.10% 51.10% 53.10% 48.00% E 63.50%
51.70% 5330% 5210%  48.90% 4990% 4650% E 49.50%
40.30% 38B10%  3520% 35.00% 3400% 33.00%E 36.00%
3220% 4490% 50.70%  49.30% 51.60% 30.50% E 40.50%
46.10%  52.20% 47.50%  46.60% 4030% 3400% E 34.50%
56.40% 56.90% 57.30% 54.90% 56.7.%  59.00% E 57.50%
64.30% 5830% 5900% 62.10% 64.30% 65.00% E £66.00%
4993% 4927% 5007% 50.31% 49.57% 48.76% 50.48%



G. lerComp

Sch. JAR 12, P. 1

COMPARISON OF STOCK PRICE VOLATILITY OF WATER COMPANIES VS GAS DISTRIBUTION COMPANIES

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
Water Companies High as Percent of Low 137.27% 162.26% 149.18% 15944% 134.74% 122.82% 152.47% 14596% 130.59% 125.14% 12586% 126.12%
Gas Companies High as Percent of Low 139.42% 13537% 140.01% 158.03% 130.71% 137.22% 13013% 13549% 131.59% 131.94% 137.05% 13241%

Gas High/Low Percent/Water High/Low Percent 1.56% -1657% -6.15% .088% .299% 11.73% -1465% -7.17% 0.77% 5.43% 8.89% 4.99%



HIGH STOCK PRICE FOR YEAR:

American Water Works
Aquarion Co.

California Water Sve.
Consumers Water
Philadelphia Suburban Corp.
United Water Resources

LOW STOCK PRICE FOR YEAR:

American Water Works
Aquarion Co.

California Water Sve.
Consumers Water
Philadeiphia Suburban Corp.
United Water Resources

High as Percent of Low

American Water Works
Aguarion Co.

California Water Svc.
Consumers Water
Philadelphia Suburban Corp.
United Water Resources

Average

VALUE WATER UTILITY INDUSTRY HI/L.OW STOCK PRICES

1984 TO 1995

Sch. 12, P. 2

1984 1985 1986 1987 19088 1989 1990 1991 1992 1993 1994 1995
$10.30 $16.50 $22.30 $25.90 $18.80 $21.50 $19.60 $26.80 $28. 40 $32.10 $32.30 $38.12
$15.50 $24.70 $29.80 $34.90 $36.00 $29.60 $25.90 $27.30 $25.50 $29.30 $28.00 $26.00
$15.80 $24.60 $30.30 $32.00 $32.30 $28.80 $28.50 $31.30 $35.00 $41.30 $41.00 $3525
$12.30 $17.30 $22.50 $22.50 $21.30 $20.50 $18.30 $18.50 $19.80 $21.50 $18.80 $19.00
$13.30 $15.50 $19.30 $19.00 $16.90 $14.50 $15.00 $16.40 $16.50 $20.80 $19.60 $21.50

$9.10 $12.10 $18.10 $23.00 $2G.50 $17.90 $16.50 $16.60 $16.60 $15.90 $14.80 51413
36.80 39.00 $13.90 $13.90 $14.90 $16.80 $12.50 $15.50 32060 $2460 $25.30 $26.75
$12.20 $14.80 $20.30 $22.00 $25.10 $24.40 $19.00 $19.90 $2010  $24.60 $21.50 $2163
$13.30 $1530 $21.90 $22.80 $24.00 $23.50 $22.30 $22.30 $26.30 $32.30 $29.40 $2963
$8.00 $9.60 $15.90 $15.00 $15.80 $14.80 $10.00 $13.80 §14.30 $17.00 $15.20 $14.50
$10.20 $11.50 $12.70 $12.10 $12.10 $12.80 $10.40 $11.80 $13.80  $1560 $17.10 $17.38
$6.40 $8.20 $11.60 $14.00 $15.80 $15.80 $9.90 $10.90 $13.00 $14.00 $12.30 $1175
151.47% 183.33% 160.43% 186.33% 126.17% 127.98% 156.80% 172.90% 137.86% 130.49% 127.67% 142.52%
127.05% 166.89% 146.80% 158.64% 143.43% 121.31% 13632% 137.19% 126.87% 119.11% 130.23% 120.23%
118.80% 160.78% 138.36% 140.35% 134.58% 122.55% 127.80% 140.36% 133.08% 127.86% 139.46% 118.99%
153.75% 18D.21% 14151% 150.00% 134.81% 138.51% 183.00% 13406% 138.46% 12647% 122.88% 131.03%
130.39% 134.78% 151.97% 157.02% 139.67% 113.28% 144.23% 13898% 11957% 133.33% 114.62% 12374%
142.19% 147.56% 156.03% 164.29% 129.75% 113.29% 166.67% 152.29% 127.69% 113.57% 120.33% 12021%
137.27% 162.26% 149.18% 159.44% 13474% 122.82% 152.47% 14596% 13059% 12514% 12586% 126.12%
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DOCKET
EXIBIT ¢

CRSE

DOCKET 25277 s
EYIITAT R, (8

fuba
CASE 10, Lel¥ 24T

In re: Application for a rate
increase for Orange-Osceola
Utilities, Inc.,
and in Bradford,
Citrus, Clay, Collier,
Highlands, Lake, Lee,
Martin, Nassau, Orande,
Pasco, Putnam, Seminole,
St. Lucie, Volusia,
Counties by Southern States
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APPEARANCES:
REPRESENTING THE OFFICE OF PUBLIC COUNSEL:

CHARLES J. BECK, DEPUTY PUBLIC COUNSEL
c/o The Florida Legislature

111 West Madison Street

Room 812

Tallahassee, Florida 32399-1400

REPRESENTING THE FPSC:

LILA JABER, ESQUIRE

Division of Legal Services
Florida Public Service Commission
2540 Shumard QOak Boulevard
Tallahassee, Florida 32399

REPRESENTING THE DEPARTMENT OF COMMERCE:

SHERRY CAPE, ESQUIRE

Department of Commerce

107 West Gaines Street, Suite 536
Tallahassee, Florida 32399-2000

REPRESENTING SOUTHERN STATES UTILITIES:

WILLIAM B. WILLINGHAM, ESQUIRE
Rutledge Ecenia Underwood

Purnell & Hoffman, P.A.

21% South Monroe Street, Suite 420
Tallahassee, Florida 32301

REPRESENTING SUGARMILI WOODS CIVIC ASSOC.,
MARCO ISLAND CIVIC ASSOC., SPRING EILL

CIVIC ASSOC., CONCERNED CITIZENS OF LEEIGH
ACRES, EARBOUR WOODS CIVIC ASS0C., EAST COUNTY
WATER CONTROL DISTRICT:

MICHAEL B. TWOMEY, ESQUIRE
Route 28, Box 1264
Tallahassee, Florida 32310
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PROCEEDINGS

The following deposition of STEPHANIE SMITH was
taken on oral examination, pursuant to notice, for
purposes of discovery, and for use as evidence, and for
other uses and purposes as may be permitted by the
applicable and governing rules. Reading and signing is

not waived.

Thereupon,
STEPHANIE SMITH
was called as a witness, having been first duly sworn,
was examined and testified as follows:
DIRECT EXAMINATION

BY MR. BECEK:

0 Ms. Smith, my name is Charlie Beck. I'm with
the Office of Public Counsel, and I'll be starting off
asking questions. There may be guestions from others at

the end, we'll see. Would you please state your full

name.
A Stephanie Anne Smith.
Q Are you employed by the Florida Department of
Commerce? v
A Yes, I am.
Q What is your position with the department?
A I'm an executive secretary.
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Q To whom do you report at the Commerce
Department?

A Secretary Charles Dusseau.

Q Are you his executive secretary?

A Yes.

Q How long have you held that position?

A Since September of 1995.

Q Do you know a person named Jeff Sharkey?

A Not personally; no.

Q Have you ever talked to him on the phone?

A Yes.

Q Do you know about how often you have talked to
him?

A Less than five times.

Q Do you know Mr. Sharkey through any avenue

other than work?
A No.
Q Do you recall when the last time was that you

spoke with him?

A I believe it was the 1lst of January of this
year. I'm -- around approximately the 1st of January.

Q I'm going to hand you a document. It's two
pages.

MR. BECK: Let me hand you that, and ask that

it be marked as an exhibit.
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(Deposition Exhibit 1 marked for

identification.)
0 Do you have the exhibit in front of you?
A Yes, I do.
Q Do you recognize it?
A Yes.
Q What do you recognize it as?
A I recognize it as a copy of a facsimile that we

‘received in our office from Jeff Sharkey.

Q Did you receive it on December 21st, 199572

A To my knowledge, that's the date on there.

Q Did you speak to Mr. Sharkey about this FAX at
allz

A Once, I believe, I spoke with him. Any other

communication I had was probably with his office, and I
don't recall his secretary's name.

Q Could you tell me what you recall about your
conversation with Mr. Sharkey, first of all?

A I guess I spoke with him, I guess, it was
during the Christmas holiday. Secretary Dusseau was in
Argentina. I received this FAX, and this was not the
first time we had received this FAX. It was a revision
that he sent to me with a few changes. And so when I
received it, I FAX'd it as I received it to

Secretary Dusseau in Argentina for him to review.
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Secretary Dusseau called me back with a few changes,
which I then made to the letter, and we signed it and
mailed it.

Q When you say signed it, is that a letter from
Secretary Dusseau to Chairperson Clark at the Florida
Public Service Commission?

A Yes.

Q If you would look, please, on the exhibit,
which is the copy of the FAX. Toward the bottom left on

the front there's some handwriting that says deadline is

January 3rd. Do you see that?
A Yes.
Q Is that your handwriting?
A Yes.
Q Could you tell me what brought you about to

write that there?

A When I spoke with Mr. Sharkey's office, I
believe, you know, I explained to them that
Secretary Dusseau was in Argentina. I would have to FAX
it to him to review. And, you know, they said, well, we
need to have it by January 3rd. So, okay, no problem.
That's just a ﬁote to myself, really, saying deadline is
January 3rd.

Q And this was speaking to somebody at

Jeff Sharkey's office?
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A Yes. I did not speak to Mr. Sharkey at that
time.

Q And you don't recall the name of the person?

A I don't recall her name; no.

Q But it was a female?

A It was a female. And I guess she's Jeff's

assistant, but I don't remember her name.

Q Did the person you talked to say why they had
to have it by January 3rd?

A (Witness shaking head.)

MR. WILLINGHAM: You should talk so the court

reporter can hear you.

A Okay.

Q Did anybody ask you about the January 3rd
deadline that you wrote on this FAX?

A No.

Q And nobody within the commerce department nor

Secretary Dusseau asked you about the January 3rd

deadline?
A No.
Q Your writing of the deadline as January 3rd,

was that on the FAX as it was sent to Secretary Dusseau?

A No.
Q That was just for your --
A Yes. This is just for my information. I just
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wrote it on the FAX that we received from Mr. Sharkey. I
used another FAX cover sheet to FAX the letter that you
have behind here to Secretary Dusseau for his review.

Q Now, if you recall, did you ask if there was a
deadline, or did the person in Jeff Sharkey's volunteer
there was a deadline?

A I told her that he was in Argentina. He would
have to review it. So maybe a day or two. She said,
well, we need it here by January 3rd, so fine.

Q Do you recall any mention at any time leading
up to Secretary Dusseau's letter of an agenda conference
being held at the Public Service Commission?

A No.

Q Did you hear about them, or did you hear
anybody mention that they were going to make a decision
affecting Southern States Utilities?

A No.

Q Was there any mention that you heard in the
cffice of the fact that the Lieutenant Governor had
already sent a letter to the Public Service Commission?

A No.

Q Do you know or have you ever talked with a
person named Ida Roberts at Southern States Utilities?

A No.

Q How about a person named Tracy Smith; man?
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A No.

Q Brian Armstrong?

A No.

Q Carla Teasley?

A No.

Q Was the last time -- and I just want to make

sure I have that right -- the last time you spoke with
Mr. Sharkey was at or about the time that
Secretary Dusseau's letter went to Chairperson Clark?

A Yes. I couldn't give yocu an exact date.

Q Do you recall what that was about when you
talked to him then?

A No; I really don't.

MR. BECK: I think that's all I have. Thank
you, very much. There may be others.
CROSS EXAMINATION

BY MR. TWOMEY:

Q I'll be very quick. Do you have any
recollection of what the subject matter was with any of

your conversations with Jeff Sharkey?

A Not specifically; no. It was just -- you know,

just said, you know, did you receive the FAX. Yes, I
received the FAX. Secretary Dusseau is in Argentina.
have to FAX it to him for his review, and it was along

those lines.

I
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Q I see. When you mentioned that this document
that Mr. Beck gave you wasn't the first FAX, that there
had been an earlier one with a draft letter for
Secretary Dusseau’s signature ~-

A Right.

Q ~~ when you received that facsimile, was there
any discussion about what the purpose of the letter was
for?

A I didn't hear any discussion about it.

MR. TWOMEY: Thank you very much.

MS. JABER: I don't have any gquestions for you
at this time.

MR. WILLINGEAM: I don't have any questions,

(Deposition concluded at 10:30 a.m.)
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CERTIFICATE OF ADMINISTERING OATH

STATE OF FLORIDA:

COUNTY CF LEON:

I, CAROLYN L. RANKINE, Registered Professiocnal

Reporter and Notary Public in and for the State of

Florida at Large:

DC HEREBY CERTIFY that on the date and place

indicated on the title page of this transcript, an oath

was duly administered by me to the designated witness

before testimony was taken.

/

. l:(,‘
(/,/
DATED THIS éZ: day of April, 1996.

9\3"’@. CAROLYN | AN E
+ %cmmnuawec«nms
%\;_ y 27 EMAES AN 3 100y

o 2 BN

TP ATLAMTS 3INDIh OO, e,

My commission expires:

/
e Y

CAROLYN ¥. RANKINE
Commission #: CC 469816
100 Salem Court
Tallahassee, Florida 32301
904/878-2221

July 23, 1999
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CERTIFICATE OF REPORTER

STATE OF FLORIDA:

COUNTY OF LEON:

I, CAROLYN L. RANKINE, do hereby certify that
the foregoing proceedings were taken before me at the
time and place therein designated; that my shorthand
notes were thereafter translated under my supervision;
and the foregoing pages numbered 1 through 11 are a true

and correct record of the aforesaid proceedings.

I FURTHER CERTIFY that I am not a relative,
employee, attorney or counsel of any of the parties, nor
relative or employee of such attormey or counsel, or

financially interested in the foregoing action.

c,z/z o o
DATED THIS (jzgigézzéi(/:xégzizz:ﬂ

CAROLYN Z. RANKINE

100 Salem Court
Tallahassee, Florida 32301
904/878-2221
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FACSIMILE
TO Secretary Charles Dusseau @ For your irformation
Department of Commerce O For your signature
922-9150
O For your response
Date | December 21, 1995 .
Q Urgent
Message J
Charles:
Here is the revised letter for Southern States Utilihes as we
discussed. Let me know if this is ok. Have a good holiday. Thanks
Jeff |
EQ(L‘W - M f’J\-m)\‘ P -1 S-&/Ob‘wu—-\
w —
~ — T - ;
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Dac_cpbcr 18, 1995

Susan F. Clerk, Chairperson
Florida Public Service Cooumnission
Gunther Building

2540 Shumard Cuk Boulevard
Tallahassce, Flonda 32399-0855

Dear Commissioner Clark:

1 recenlly received a copy of s letter sent 10 Governor Chiles by Mr, Arcod Sandbulte,
Chairman and CEO of Minnesota Power in I tuth, Mianesola. As you arc aware,
Minnesota Power owns Southern States Utilities, & water and wastewater uility company
based in Apopka Tlis letter outlined his corporation’s coocerns regarding the PSC's
recent uniform rate nuling periaining 10 Minnesotz Power (PSC-95-1292-FOF-WS).

Businesses frequently contact this Department with copcerng abugregulatory decisions, and

the PSC under your leadership has been very supportive of osreffans to ensure a fair apd
favorable setiing for ecopomic development in Florida. Youwr receni cooperation on the

economic development expenditures issue and the t2lepbone area code issue are good

examples. However, 2s you can immagine, one of the basic elements for

business survival in any marketplace is a predictable and stable business
climate.Without it, busiuess managers are unable (0 make informed C |
decisions which can often make the difference belween business survival— OU\J\

and failure. An unpredictable environment, even in a regulated selting] can
put tremendous [ipancial pressure on firms such as SSIF jetrTay Jead _
them to rethink their investment in Floridac OuS3e. DU4 g ses Lo ;«hﬂ‘f\g(

G & ol
Ip tus case, ] have asked a member of our staff, Nick Lc%shfz\ lOSCD;\\l‘S%IL with yog?xs aj Q\EN\ e CG©

an
with the Water Policy Office in the Department of Environmental Protections. Nick will SN
advisc me on the reasoning bebind the Commission’s order and on what, if any, recourse

might be aveilable to Southern States Ulllites. Nick can be reached at 487-2568.

As always, | zppreciate the cooperation of the Commission and Whank you for your
aaention to this issue.

Sincerely,

Charles Dusseau
Secretary of Commerce

oo Govemor Chiles
Jeff Sharkey






