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PROCEEDINGS

(Hearing reconvened at 9:08 a.m.)

(Transcript follows in sequence from
Volume 30.)

CHATRMAN CLARK: We'll reconvene the
hearing. I have been handed a list of order for the
witnesses that I understand everyone has agreed on.
And my new order would be Richard Harvey,

Van Hoofnagle, Bruce Adams, Mark Farrell, Elsa Potts,
John Sowerby, Jay Yingling, Harold Wilkening, and then
we would do Judge Mann, and then John Williams.

Where is Mr. Twoney.

MR. HANSEN: He's here.

CHAIRMAN CLARK: Mr. Twomey, did you here
the order of witnesses?

MR. TWOMEY: I did not, but I agreed earlier
with what the Company and Staff were proposing.

CHAIRMAN CLARK: Sounds good. Then we will
start this morning with Mr. Richard Harvey.

Let me ask if there are other witnesses here
today to give testimony. If you have not been sworn
in, if you would please stand and raise your right
hand, I will swear you in at the same time I swear in
the rest of them.

(Witnesses collectively sworn.)

FLORIDA PUBLIC SERVICE COMMISSION
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Thank you, you may be seated.

Mr. Armstrong.

MR. ARMSTRONG: Thank you, Madam Chair.

RICHARD HARVEY
was called as a rebuttal witness on behalf of Southern
States Utilities and, having been duly sworn,
testified as follows:
DIRECT EXAMINATION

BY MR. ARMSTRONG:

Q Mr. Harvey, do you have before you 32 pages
of prefiled rebuttal testimony which was submitted in
this proceeding?

A Yes, I do.

Q Do you have any changes to that prefiled

testimony?
A No, I do not.
Q If T were to ask you the questions contained

in that 32 pages, would your answers be the same?
A Yes, they would.
MR. ARMSTRONG: Madam Chair, I request that
the 32 pages of prefiled rebuttal testimony of
Mr. Harvey be incorporated into the record as though
read.

CHATRMAN CLARK: The prefiled direct

FLORIDA PUBLIC SERVICE COMMISSION
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testimony of Mr. Richard Harvey will be inserted in
the record as though read.

MR. ARMSTRONG: Mr. Harvey, you're also
sponsoring exhibits labeled --

CHAIRMAN CLARK: Mr. Armstrong, let the
record be clear it is rebuttal testimony.

MR. ARMSTRONG: Rebuttal.

o] (By Mr. Armstrong) Mr. Harvey, is it true
that you are also sponsoring exhibits identified as
RMH-1 through RMH-77

A Yes.

MR. ARMSTRONG: Madam Chair, we request that
those exhibits be identified as a composite with the
next available exhibit number.

CHAIRMAN CLARK: The next exhibit number I
have is 198, and that's RMH -- give me the numbers
again, 1 through --

MR. ARMSTRONG: -- 7.

CHAIRMAN CLARK: Qkay. Thank you.

MR. ARMSTRONG: Madam Chair, it's just been
brought to my attention as well that on April 29th
there was a refiled Exhibit RMH-7, and I don't know
which one the court reporter might have.

CHAIRMAN CLARK: Mr. Armstrong, if you would

check that before we move it into the record, we'll

FLORIDA PUBLIC SERVICE COMMISSION
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make sure that we get it correct.

(Exhibit No. 198 marked for identification.)

FLORIDA PUBLIC SERVICE COMMISSION
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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Richard M. Harvey. My business address
is Kimley-Horn and Associates, Inc., 2700 Blair
Stone Road, Suite D, Tallahassee, FL 32301.

COULD YOU BRIEFLY DESCRIBE YOUR EDUCATIONAL
BACKGROUND AND YOUR PROFESSIONAL QUALIFICATIONS?

I have a Bachelor of Science degree in Zoology from
the University of Florida, a Bachelor of Science
degree in Civil Engineering from Florida State
University, and a Master of Science degree in
Environmental Engineering from the University of
Florida. I am a registered Professional Engineer
in the State of Florida, and I am currently a
member of the American Water Works Association.
Throughout my career I have been a member of a
number of professional organizations which focus on
water and wastewater utility issues, including the
Water Pollution Control Federation (now known as
the Water Environment Federation) and the North
American Lake Management Society.

PLEASE DESCRIBE YOUR EMPILOYMENT EXPERIENCE RELATING
TO WATER AND WASTEWATER UTILITY SERVICE.

From 1972 until 1976, I worked for the Florida
Department of Pollution Control. The Florida
Department of Pollution Contreol became the Florida

1
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Department of Environmental Regulation by act of
the Legislature in 1975. My ©primary Jjob
responsibilities during that period included the
administration of a program charged with developing
river basin water quality management plans for all
thirteen basins in Florida and providing technical
support to the municipal wastewater facilities
planning/construction grants program for the state.
These two programs were designed not just to fund
wastewater facility construction, but to identify
the treatment levels the facilities had to meet to
protect water quality and the most cost-effective
ways to achieve those treatment levels as well.
From 1976 to 1985, I worked for the United
States Envircnmental Protecticon Agency ("EPA")
Region IV office 1in Atlanta, Georgia. While
emploved by EPA, one of the jobs I held was Chief
of the Alabama/Georgia 201 Facilities Planning
Section. That Section was responsible for
coordinating the development of "Facilities Plans"
for municipal wastewater utilities in Alabama and
Georgia. The Facilities Plans were planning
documents which evaluated and recommended cost-
effective collection, treatment, and disposal

options for the municipal wastewater facilities.
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From 1988 to 1991, I served as Deputy Director
of the Water Facilities Division of the Florida
Department of Environmental Regulation ("DER").
The Water Facilities Division was and still is,
responsible for a number of important water
resources and water facility programs, including
the domestic wastewater program, the drinking water
program, the National Pollutant Discharge
Elimination System ("NPDES"} program, the state
revolving loan fund program, and the Underground
Injection Contrel ("UIC") program. Essentially,
the Water Facilities Division is responsible for
administering all state and delegated federal
regulatory programs for over 11,000 domestic
wastewater and drinking water treatment facilities
in Florida -- the vast majority of which are
privately owned and operated. From 1991 until the
end of 1995, I served as Director of the Water
Facilities Division at DER, which became the
Department of Environmental Protection ("DEP") in
1594.

From December 1995 until the present, I have
been employed by Kimley-Horn and Associates, Inc.
as Director of Water Resources. In that capacity,
I provide consulting services on permitting related

3
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issues for both publicly and privately owned
domestic wastewater and drinking water treatment
facilities.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?
The purpose of my testimony is to rebut certain
assertions made in the direct testimony of Office
of Public Counsel ("OPC") witness Mr. Ted Biddy,
Marco Island Civic Association ("MICA") witness Mr.
Michael Woelffer, and Sugarmill Woods Civic
Association, Inc. {"SMWCA") witness Mr. Buddy L.
Hansen. Specifically, I will rebut the following
from the testimony of these witnesses: 1) that
Southern States Utilities, Inc. ("SSU") not be
allowed its requested margin reserve in its rate
base and 2} that plant facilities dedicated to
reuse should not be considered 100% used and
useful. I will also comment on certain portions of
the prefiled direct testimony of staff witness Mr.
Gregory Shafer. Since I believe my comments on the
testimony of Mr. Shafer are an appropriate
introduction to my comments on the intervenors’
testimony, I will begin there.

WHAT COMMENTS DO YOU HAVE CONCERNING THE TESTIMONY
OF MR. SHAFER?

Mr. Shafer makes a number of statements on the role

4
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of the Commission in relation to the role of
environmental agencies, such as DEP and the water
management districts. For example, on page 3,
beginning at line 6, Mr. Shafer states that the
Commission ig obligated to provide utilities the
opportunity to generate funds necessary to meet
environmental standards and that the Commission has
always recognized the importance of providing
adequate financial coverage for utilities to meet
those standards even though the Commission itself
does not set those standards. On page 5, beginning
at line 15, Mr. Shafer discusses the Commission’s
function in assisting environmental agenciesgs to
facilitate compliance with the reguirements of
those agencies. On page 9, beginning on line 14,
Mr. Shafer mentions that cooperation between the
Commigsion and the envirconmental agencieg reduces
regulatory inefficiency and allows utilities to
achieve environmental compliance. I agree with Mr.
Shafer that cooperation between the Commission and
the environmental agencies ig highly degirable.
However, I am concerned that because of certain
used and useful conventions the Commission has
employed in the past, the Commission has neither
substantially encouraged compliance with

5
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environmental/public health reguirements nor
substantially promoted resource protection.

COULD YOU EXPLAIN WHAT YOU MEAN?

Yes. I think SSU witness Hartman’'s direct
testimony framed this broader issue very concisely,
and I am in complete agreement with Mr. Hartman.
The Commission must formulate economic regulation
practices and policies which enccourage and adwvance
environmental compliance, protection of public
health environmental preservation, proper facility
design, and economies of scale. Economic
regulation which does little to promote these ends
ig deleterious to the environment, the utility, the
customers, and the citizens of the state at large.
As Mr. Hartman pointed out, if the Commission’s
used and useful conventions deo not parallel design
and regulatory requirements, used and useful is a
direct financial disincentive for regulatory
compliance and environmental protection. Such a
disincentive promotes resource endangerment .
Furthermore, ag a matter of principle, I think it
iz fundamentally unfair for one or more agencies of
the state to reguire compliance with certain level
of service, public health, and environmental
standards and for the Commission’s enabling statute

6
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and its rules to require the same, but for the
Commission to disallow the full costs of such
compliance.

On page 5 of his testimony, Mr. Shafer
mentions the goal of resource protection and how
the Commisgsion may help achieve that goal by, for
example, setting conservation rates. Mr. Shafer’s
example is illustrative and appropriate. However,
it seems to me that the most conspicuous mechanism
for the Commission to achieve the goal of resource
protection is the used and useful mechanism. Used
and useful dictates on what level of investment a
utility under Commission regulation may earn.
Therefore, it has a direct influence on a utility’s
action or i1naction regarding compliance and a
direct influence on what type and size of water and
wastewater facilities a utility constructs.
Neither the Commission nor the environmental
agencies can expect a utility to achieve meaningful
compliance with environmental requirements and
protect the public health and preserve the
environment if the utilities which the Commission
regulates do not have a meaningful opportunity to
recover the costs assocliated with compliance,
protection, and preservation.

7
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It is my testimony that the Commission must in
this case and in all cases, in Mr. Shafer’'s words,
"provide the wutility with the opportunity to
generate the funds necessary to meet environmental,
health, and safety standards," and "reduce
confusion on the part of utilities and allow
utilities flexibility in the way that they achieve
compliance with each agency." However, in my
observation, certain of the Commission’s used and
useful actions have been susceptibkle to a rates-
driven resistance which 1s counterproductive to
environmental and public health concerns.

ON WHAT DO YOU BASE THIS OBSERVATION?

Until a few years ago, I was personally not even
familiar with the concept of used and useful
despite my many vyears of experience in the water
and wastewater industry. It was only when the
Water Facilities Division began hearing complaints
from some utilities about their inability to
recover the costs associated with reuse projects
identified in their legislatively mandated reuse
feasibility studies that 1t was brought to my
attention. It had always been my belief, and the
belief of the other engineers at DER/DEP, that
privately owned utilities, having no access to
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public funds, would and must prudently spend the
money they had available to maintain and expand
their facilities and, at the same time, take
advantage of economies of scale wherever possible.
After all, constructing and maintaining these water
and wastewater facilities is a capital intensive
proposition.

Upon hearing the utilities’ complaints, T
asked my staff to meet with the Commission staff so
we could obtain a better understanding of the used
and useful concept. We had several meetings, some
of which I attended. Eventually, the Commission
and DER came to agree to a Memorandum of
Understanding ("MOU")} which set forth various
cooperative efforts and responsibilities. I
thought the MOU was a very positive step, even
though in the process of negotiating the MOU there
appeared to be a certain measure of resistance to
the rates impacts of DER's goals of protecting the
public health and the environment. With regard to
DER's reuse concern, the MOU reinforced the law at
the time. The MOU states,

As noted in Section 403.064(6), F.S., and

pursuant to Chapter 367, the PSC shall

allow utilities which implement reuse

9
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projects to recover the full cost of such

facilities through their rate structures.

For ease in reference and identification, a copy of
the MOU is attached to my testimony as Exhibit ﬁiz
(RMH-1) .

At about the same time as the MOU was being
worked out, the Commission staff was working on
pProposed rules which addressed used and useful on a
broad scale. These proposed rules were discussed
at various meetings between Commission staff and
DER employees under my supervision. When drafts of
the used and useful rules were completed, the
Commission staff sought DER’s comments on the
rules. Attached to my testimony as Exhibit /(97
(RMH-2)} are two letters from DER to the Commission
staff commenting on the proposed rules as they
existed at the time. The first letter, dated July
30, 1992, is from me to Mr. Charles Hill, and the
second, dated July 14, 1993, is from one of my
Bureau Chiefs, Richard Drew, to Mr. John Williams.
Both letters, emphasize, among other things, that
the proposed rules should be written so all
facilities necessary for reuse be considered 100%
used and useful and so the Commission’'s used and
useful policies parallel the requirements of Rule

io0
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17-600.405, Florida Administrative Code (which has
since be renumbered as Rule 62-600.405). This rule
addresses planning for wastewater facility
expansions. Sometime after these letters were
sent, the Commission decided to postpone
consideration of the proposed used and useful
rules.

After the MOU was signed, DER included PSC
staff members on the Reuse Coordinating Committee,
consisting of representatives from DER/DEP, the
five water management districts, and, now,
Commission staff. When Commission staff contacted
DER/DEP staff for input on the used and useful
rules still being worked on, we provided input.

By a letter from Mr. Charles Hill dated May
15, 1995, to Ms. Elsa Potts and Mr. Van Hoofnagle,
Section Administrators under my supervision as
Division Director, the Commission staff transmitted
to DEP for comment staff’s latest draft of the
proposed used and useful rules. A copy of the

letter and the draft rules is attached as Exhibit

/73 (RMH-3) . I note from this Exhibit that the

Commission staff did not change any of its previous
drafts to adequately address the reuse guestion and
it refused DEP’s repeated recommendations

i1
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concerning Rule 62-600.405. On June 29, 1985, T
wrote a letter to Mr. John Williams of the
Commission staff commenting on the draft rules. A
copy of this letter is attached as Exhibit 1§EL
(RMH-4) . In the letter, I emphasized that the used
and useful rules should and must separately
identify reuse facilities and declare those
facilities to be 100% used and useful. I also
stressed that the margin reserve component for used
and useful be at least five years for both water
and wastewater facilities, the latter Tbeing
consistent with Rule 62-600.405. On July 12 and
13, 1995, the Commission staff held a public
workshop to discuss the staff‘s May 10, 1995, draft
used and useful rules. I directed persons under my
supervision to participate in the workshop on
behalf of DEP. Representatives from DEP, the water
and wastewater industry, Commission staff, and OPC
were present. From the reports of my people and
the transcript of the workshop, the Commission
staff was, again, not receptive tc the above two
recommendations in my letter. On February 20,
1996, DEP Secretary Wetherell wrote Commission
Chairman Clark emphasizing the need for cooperation
between agencies on the used and useful rules. A

12
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copy of this letter is attached as Exhibit /58
{(RMH-5) .

I do not understand why, after three years and
several law changes which sclidify the issue, the
used and useful status of reuse facilities can even
be considered subject to debate. Further, during
the time the used and useful rules were being
discussed, the Commission has more than once
rejected the assertion that Rule 62-600.405
mandates at least a five-year margin reserve for
wastewater treatment plants, contrary to DEP’s
recommendations.

In consideration of the above, and in
consideration of the comments I read 1in the
transcript from a recent Commission agenda
conference at which a reuse project plan for Alcha
Utilities was considered, I think a rates-driven
resistance to envircomnmental and public health
protection and environmental preservation is
present. The intervenors in this case, needless to
say, make no boneg about their motivation for the
and useful recommendations in their testimony.
VAT ARE THE DANGERS OF A RATES-DRIVEN
RESISTANCE TO PROTECTING THE ENVIRONMENT AND PUBLIC
HEALTH?

i3
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Mr. Shafer seems to acknowledge the dangers. If a
utility does not have sufficient earnings to comply
with regulatory regquirements, the utility cannot
comply. It is that simple. Depending on the
utility’s situation, the environmental and public
health impacts of noncompliance may be devastating
and not easily, if ever, reversed.

The Commission must understand that since
regulatory compliance is an expensive proposition
and is becoming even more expensive, as Mr. Shafer
and staff witness Dr. Beecher assert, the risk to
the public health and the environment can be
measured by the financial viability of the
utilities who bear the ultimate responsibility for
protecting the environment and public health. A
utility "on the edge" financially is a utility "on
the edge" as far as the environment and public
health are concerned. Focusing again on used and
useful, I will make my point this way. If the
Commission’s used and useful practices do not
provide an incentive for utilities to promote
environmental compliance and preservation and
protect the public health, the utilities cannot
function in a way which achieves those goals.

Let me offer =some examples of the dangers I

14
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have referred to. First 1s the example of the
Miami-Dade wastewater collection, treatment, and
disposal system. Exhibit _/9# (RMH-6) is an

article from the Engineering News Record describing

the circumstances of the case. Since the situation
arose while I was at DEP, I am personally familiar
with the pertinent facts. For many Yyears, the
Miami-Dade sewer rates failed to generate adequate
revenues to properly operate and maintain the sewer
system. As a result, and not unexpectedly, major
problems developed in the wastewater system.
Eventually, thousands of sewer overflows and
numerous pipe and pump station failures occurred
which resulted in, among other things, street
intersections being periodically flooded with
thousands of gallons of raw sewage and raw sewage
spilling into the Miami River and other bodies of
water. In order to correct the problems, Miami-
Dade ig spending over $1.1 billicn to rehabilitate
its facilities, the largest wastewater collection
and treatment system in the Southeast. To generate
the revenues needed to fund the rehabilitation,
monthly water and sewer bills have more than
doubled, with no end in sight. The point of this
example 1is that the financial disaster, the

15
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environmental disaster, and the public health
hazard could have been avoided in the first place
had Miami-Dade not insisted on keeping rates as low
as the public wanted the rates and instead charged
rates sufficient to operate and maintain the system
in an environmmentally sound manner.

The contamination of the Apalachicola Bay also
illustrates the impact of ignoring environmental
and public health concerns in rate setting. The
City of Apalachicola is located at the mouth of the
Apalachicola River, which flows into Apalachicola
Bay. The Apalachicola Bay is a Class II water body
and was one of Florida’s last remaining water
bodies approved for shellfish harvesting. The
City’'s wastewater utility rates did not generate
revenues sufficient for the City to adequately
operate and maintain its existing wastewater
collection, treatment, and disposal system or to
design, construct, and install additional
facilities. The latter aspect was of particular
concern because had the City’s rates generated
adegquate revenue, the City may have provided
central wastewater service to areas served by
mal functioning septic tanks. Over time the City’'s
facilities deteriorated and continued to

16
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mal function. Downstream water gquality problems
became significant. Shellfish harvesting was
halted. To help correct the environmental and

public health problems in and around the Bay, the
State of Florida, through Legislatively approved
grants and, more recently, a loan exceeding $4
million, will financially assist the City with its
wastewater problems so the water quality issues can
be avoided in the future. Again, all of this may
have been aveoided if proper congideration been
given to the environment and the public health in
rate-setting.

WHY ARE THESE MATTERS IMPORTANT TO YOUR REBUTTAL
TESTIMONY IN THIS CASE?

DEP’'s recommendations on the used and useful
considerations of the Commission are stated in the
letters I referred to and the MOU. DEFP's
recommendations were offered, not in support of the
utility industry, mnot in support of utility
customers, but in support of environmental
preservation, the public health, and the statutes,
rules, regulations, and permits which DEP enforces.
The reuse and margin reserve used and useful
proposals offered by the intervenor withnesses in
this case are contrary to those DEP recommendations
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and, therefore, will put SSU at risk of regulatory
noncompliance and potentially put the environment
and public health at risk. S8U’'s used and useful
proposals in these areas are consistent with DEP’s
recommendations.

BEFORE DISCUSSING THE SPECIFIC SUBJECT AREAS OF
YOUR REBUTTAL TO THE INTERVENORS’ TESTIMONY, DO YOU
HAVE ANY PRELI&INARY COMMENTS TO THEIR TESTIMONY?

Yes, It is entirely too clear to me that the
intervenor witnesses have not given due
consideration, or any consideration, to the broader
issues I have mentioned. The intervenors instead
insist that used and wuseful 1is exclusively a
mechanism to financially partition indivisible
system components in order to artificially and
temporarily reduce what current customers will pay.
I am astounded by the intervenors’ proposals that
there be no margin reserve whatsoever and that
facilities necessary to provide reuse not be
considered 100% used and useful, the latter despite
clear legal authority to the contrary. I
understand perfectly the customers’ interests in
these matters. However, for the reasons I, and
S8U’s other witnesses, have explained, used and
useful cannot be as the intervenors say it should

18
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be.

In addition, I Dbelieve it is totally
inappropriate for anyone to consider SSU’s used and
useful proposals as some sort of opposite extreme
to the proposals of the intervenors and, therefore,
not really supportable and subject to pruning to
reach a middle-ground. S8U's used and useful
proposals on margin reserve and Treuse are
consistent with DEP’'s recommendations. Contrary to
the impression some people unfortunately have, DEP
is not an extremist, fringe environmental advocacy
group. DEP is an agency of the State of Florida,
charged by the Florida Legislature with enforcing
statutes of the Legislature’s creation and rules
which the Legislature has authorized DEP to
implement . Contrary to another impression some
people unfortunately have, DEP doeg in fact
consider the financial impacts of its regulations.
Like every state agency, DEP is required by law to
study those impacts before it passes a rule. There
is little point to the Legislature and DEP making
public interest determinations regarding issues of
public health and environmental impact 1f the
Commission takes counteractive measures such as
those advocated by the intervenors.
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WHAT DO YOU BELIEVE WOULD BE THE RAMIFICATIONS OF
ELIMINATING S$SU’S REQUESTED MARGIN RESERVE AS THE
INTERVENOR’S PROPOSE?

I believe the results would be the sort of
perpetual capacity crises mentioned in the DEP
letters and referred to by Mr. Hartman. With the
capacity crises comes: 1) compliance problems, 2)
service problems, 3) increased risk of
environmentally harmful conditions, 4} increased
risk to the public health and 5} higher costs to
customers in the long run. The Commission would
place utilities in the position of having to
constantly catch up to capacity and reliability
requirements because the utilitieg have no economic
incentive to plan ahead. This will almost
inevitably lead to service and compliance issues,
such as insufficient water pressure, connection
moratoria, lack of sufficient disposal facilities,
improper discharge of wastewater, and insufficient
wastewater treatment to name a few. Building
plants 1in increments sized to meet short-term
demand, and only as that demand becomes immediate,
costs the utility and the customers more in the
long run. The economies of scale referenced in the
DEP letters and supported by the economies of scale

20




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

25

3456

evaluation Mr. Hartman sponsors in his rebuttal are
not encouraged without a margin reserve.

I noted with curiosity that Mr. Buddy L.
Hansen on page 14, line 7, of his testimony
expresses concern with 8SU’s building water plants
sized only to meet immediate needs, yet he opposes
a margin reserve. Mr. Hansen apparently fails to
understand the cause and effect correlation: the
lack of a sufficient margin reserve 1is one very
clear way a Commission regulated utility is
encouraged to operate at or near capacity. This is
gso whether the margin reserve period is eliminated
or insufficient or if the Commission imputes
contributions against the margin reserve and
thereby diminishes the margin’s incentive, as Mr.
Hartman states.

CAN YOU ADDRESS HOW DEP RULES ADDRESS THE PURPOSE
AND NEED OF A MARGIN RESERVE?

Yes, While the term "margin reserve" 1s not
specifically used in the DEP rules, the concept is

most conspicucusly embodied in Rule 62-600.405,

which ig entitled "Planning for Wastewater
Facilities Expansion." A copy of this rule 1is
attached as Exhibit 12? (RMH-7} . This rule
states,
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The permittee shall provide for the

timely planning, design, and construction

of wastewater facilities necessary to

provide proper treatment and reuse or

disposal of domestic wastewater.
The rule then goes on to establish a schedule of
expansion activities when certain conditions exist,
as I will discuss later. The purpose/goal of the
rule 1is to insure that utilities have adequate
facilities for the proper collection, treatment and
reuse or disposal of wastewater flows and thereby
avoid exposure to the environmental and health
hazards of improper wastewater discharges which
result when facilities are inadequate. When this
rule was being developed under my supervision in
1991, DEP and all those participating in the rule-
making process recognized that to plan, permit,
design, and construct wastewater treatment
facilities routinely takes a significant period of
time. Because of this, and in order to ensure the
proper protection of the public health and the
environment, a process was developed in the rule to
make certain that utilities began the expansion
process for treatment facilities when five vears or
less of reserve capacity was available. In
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recognition of how long it takes to go through the
expansion process, DEP wanted toc make certain that
utilities started the process early enocugh so
adeguate treatment plant capacity would be
available when that capacity was needed, again,
with the goal of avoiding improper discharges
attributable to capacity deficiencies. What this
means is that if a wastewater facility does not
have at least five years of available capacity, the
utility must have begun the expansion process.

I think it important to understand that
expansion is the subject of the rule. The
difficulty and impact of each step in the expansion
process will vary from case to case, as DEP and the
rule recognize. The construction step of the
expansion process may be long or short, expensive
or inexpensive, in relation to the other steps.
For instance, the Town of Jupiter recently spent
over $600,000 just to get a discharge permit for
one of its facilities, and the Pace Water Board has
spent the last three years trying to identify an
acceptable disposal option for its excess (that
which cannot be reused) reclaimed water.
Nonetheless, the expansion requirements of the rule
must be met within the times prescribed.

23



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

3459

DEP's existing rules address drinking water
facility sizing and planning in that those rules
establish design standards and level of service
requirements. The existing drinking water rules do
not have a provision which parallels Rule 62-
600.405. However, as mentioned in my June 29,
1995, letter, Exhibit (5§  (RMH-4), DEP has
recognized the need for a drinking water facilities
rule similar to Rule 62-600.405 and has for the
last year or so been working on one. I note that
Exhibit /5% (RMH-4) states that DEP recommends at
least a five vyear margin reserve for water
facilities. Many of the reasons justifying a five-
yvear margin reserve for wastewater facilities apply
to water facilities as well. The search for a
suitable well site and obtaining a consumptive use
permit, for example, <can very often take a
considerable period of time, contrary to what Mr.
Biddy seems to imply.

DO YOU DISAGREE WITH MR. BIDDY’S TESTIMONY
REGARDING THE MEANING OF RULE 62-600.405 AS IT
RELATES TO MARGIN RESERVE?

A. Yes. In Mr. Biddy’'s testimony, he states that
the five year time frame in the rule is mainly used
as the interwval for submitting a capacity analysis
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report {"CAR") and that the Commission should not
translate that five vear time frame as the actual
time required for new plant expansions. Mr.
Biddy's interpretation is flatly incorrect. The
rule prescribes actions that are to be taken to
insure that facility expansions are completed in a
timely manner. The rule mandates actions the
permittee must take depending on how much time the
CAR indicates 1is remaining before the facility
capacity is exceeded. If the CAR indicates less
than five vears of capacity are left, the permittee
must take appropriate actions to expand the
facility. Specifically, if less than five years of
capacity remain, the CAR has to include a
statement, signed and sealed by a professional
engineer that planning and preliminary design of
the necessary expansion have been initiated. If
less than four vyears of capacity remain, the CAR
must include a sgsigned and sealed statement that
plans and specifications for the necessary
expansion have been prepared. If less than three
years remain, a complete construction permit
application must be submitted. and if less than
six months remain, an application for an operating
permit for the newly expanded facility must be
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submitted. So clearly, once a CAR identifies that
less than five years of capacity remain, the rule
prescribes a process to follow to insure the
facility expansion is completed in a timely manner
(always less than five vears).

Mr. Biddy interprets the rule in such a way as
to suggest that utilities are discouraged from
plant expansion until the last possible moment.
That is precisely the situation the rule was
designed to avoid. If the Commission accepts Mr.
Biddy's proposal or any margin reserve period for
wastewater treatment facilities 1less than five
years, the Commission will defeat the purpose of
the rule and disregard the cost-effective
resolution to the environmental and public health
issues.

WHY IS THAT?
For all of the reasons DEP representatives have
already explained to the Commission staff in person
and in writing and as I and Mr, Hartman have
already said.

Exhibit 123 ({RMH-4) provided comment on
staff’'s proposed three vyear margin reserve for
wastewater plant on the premise that the margin
reserve should only reflect a period for
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As Mr. Hill acknowledged in his

this

premise was motivated by the Commission staff’s

concern with rate levels.

On page 6 of Exhibit Ci?

(RMH-4) DEP refuses the Commission staff’s proposal

of a three year margin reserve for wastewater

treatment plants, as well as water treatment

plants,

as follows (bold type in original):

BY SPECIFYING THAT "USED AND USEFUL"

INCLUDE NO MORE THAN A THREE-YEAR
RESERVE CAPACITY FCR WATER AND
WASTEWATER TREATMENT FACILITIES, THE
PSC WILL BE ENCOURAGING UTILITIES TO
BUILD THESE FACILITIES IN THREE-YEAR
STAGES. AND BY ENCOQURAGING
UTILITIES TO BUILD WATER AND
WASTEWATER TREATMENT FACILITIES IN
THREE-YEAR STAGES, THE PSC WILL BE
ENCOURAGING UTILITIES TO IGNORE
ECONOMIES OF SCALE AND LONG-TERM
ECONOMIC BENEFITS TO THEIR
CUSTOMERS, WHICH IS EXACTLY THE
OPPOSITE QF WHAT THE PSC WANTS TO
ENCOURAGE. (THE PSC’S PROPOSED RULE
25-30.432(3) STATES, "UTILITIES ARE
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ENCOURAGED TO UNDERTAKE PLANNING
THAT RECOGNIZES CONSERVATION,
ENVIRONMENTAL PROTECTION, ECONOMIES
OF SCALE, AND ([THAT] WHICH IS
ECONOMICALLY BENEFICIAL TO 1Ts
CUSTOMERS OVER THE LONG TERM.")
FURTHERMORE, BY RECOGNIZING
ONLY A THREE-YEAR RESERVE CAPACITY,
THE PSC WILL BE PUTTING UTILITIES IN
AN AWKWARD POSITION. THE DEP'S
EXISTING RULE 62-600.405 REQUIRES
UTILITIES TO BEGIN PLANNING AND
DESIGNING THE EXPANSION OF
WASTEWATER TREATMENT FACILITIES WHEN
THERE IS FIVE YEARS OR LESS OF
RESERVE CAPACITY AT THE FACILITIES.
(NOTE THAT WE INTEND TO IMPLEMENT A
SIMILAR RULE FOR COMMUNITY DRINKING
WATER TREATMENT FACILITIES.) YET,
UTILITIES WILL HAVE TO CONSTRUCT
WATER AND WASTEWATER TREATMENT
FACILITIES IN NO MCRE THAN THREE-
YEAR STAGES IF THEY WANT TO RECOVER
THE FULL COST OF THE FACILITIES.
THUS, UTILITIES THAT WANT TO RECCVER
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THE FULL COST OF THEIR WATER AND
WASTEWATER TREATMENT FACILITIES WILL
HAVE TC BE CONTINUOUSLY PLANNING AND
DESIGNING THE NEXT THREE-YEAR
EXPANSION OF THESE FACILITIES EVEN

WHILE THEY ARE CONSTRUCTING THE

PRESENT THREE-YEAR EXPANSTON OF

THESE FACILITIES.

WE STRONGLY RECOMMEND THAT THE
PSC ALLOW AT LEAST A FIVE-YEAR
RESERVE CAPACITY FOR WATER AND
WASTEWATER TREATMENT FACILITIES.
ALTHOUGH A FIVE-YEAR RESERVE
CAPACITY MAY STILL NOT FULLY
ENCOURAGE USE OF ECONOMIES OF SCALE,
IT WILL MAKE THE PSC’'S "USED AND
USEFUL" RULE SOMEWHAT CONSISTENT
WITH THE DEP’'S RULE 62-600.405.
(UTILITIES THAT WANT TO RECOVER THE
FULL COST OF THEIR WASTEWATER
TREATMENT FACILITIES WILL HAVE TO
BEGIN PLANNING AND DESIGNING THE
NEXT FIVE-YEAR EXPANSION OF THESE
FACILITIES ONLY AFTER THEY HAVE
COMPLETED CONSTRUCTING THE PRESENT
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FIVE-YEAR EXPANSION OF THESE

FACILITIES.) 1IF THE PSC TRULY WANTS

TO ENCOURAGE UTILITIES TO TAKE

ADVANTAGE OF ECONOMIES OF SCALE, THE

PSC SHOULD CONSIDER ALLOWING AT

LEAST A TEN-YEAR RESERVE CAPACITY

FOR WATER AND WASTEWATER TREATMENT

FACILITIES. GUIDELINES DEVELOFED

UNDER THE U.s. ENVIRONMENTAL

PROTECTION AGENCY'S OLD CONSTRUCTION

GRANTS PROGRAM FOR WASTEWATER

TREATMENT FACILITIES RECOMMENDED

CONSTRUCTING WASTEWATER TREATMENT

FACILITIES IN NO LESS THAN TEN-YEAR

STAGES.

This correspondence exemplifies all of the
things I have talked about so far. DEP recommended
a margin reserve consistent with the rules it
implemented to protect the public health and the
environment and consistent with DEP’s expertise in
water and wastewater facilities. As Mr. Shafer,
Mr. Hartman, and Secretary Wetherell all agree,
economic regulatory policies must be consistent
with environmental goals so the environmental goals

can be attained. Yet, a three-year margin reserve
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has been urged because of a rate-driven resistance
which not only serves to defeat environmental and
public health goals, but which is not in the least
bit cost-effective. As illustrated by the Miami-
Dade and Apalachicola examples, overdue capital
investment can be extraordinarily costly, and as
explained in detail by Mr. Hartman in his rebuttal,
a margin reserve of five years is needed for the
utility to take even modest advantage of economies
of scale.

IS IT YOUR TESTIMONY THEN THAT THE MARGIN RESERVE
ALLOWANCES SSU HAS REQUESTED IN THIS CASE ARE
JUSTIFIED?

Yes. 8SU’s requested margin reserve allowances are
less than, but consistent with, DEP’s
recommendations and should be adopted for the
reasons I have explained.

SHOULD FACILITIES NECESSARY TO PROVIDE REUSE BE
CONSIDERED 100% USED AND USEFUL?

Absolutely. My answer is not Jjust a matter of
opinion, it is a matter of law, as previously
stated by DEP and by Mr. Hartman. Neither Mr.
Biddy nor Mr. Woelffer made any attempt whatsoever
to address the legal authority cited by Mr. Hartman
in his direct testimony. It is ridiculous to me
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that this even an issue in this case. All prudent
investment in facilities required by rule or permit
to provide reuse must by law be considered 100%
used and useful, this would include all prudent
investment in facilities necessary for wet weather
discharge and storage of effluent, such as SSU’s
percolation ponds for Marco Island and the wetlands
at Buenaventura Lakes.

DO YOU HAVE ANYTHING TO ADD TO CONCLUDE YOUR
TESTIMONY?

Yes, I would like the Commission to know that SSU’s
reputation with DEP for overall environmental
compliance, responsiveness, communication and
cooperation is very good. DEP is aware of SSU’'s
efforts as an advocate and leader in effluent
reuse, having converted or being in the process of
converting each of its largest plants to reuse.
SSU also has acquired facilities from other
utilities and made possible a new level of
cooperation with DEP and which did not exist with

the pre-existing owner.
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MR. ARMSTRONG: Thank you very much.
Q (By Mr. Armstrong) Mr. Harvey, do you have

a summary of your testimony?

A Yes, I do.
Q Could you please provide that now?
A I can.

WITNESS HARVEY: Madam Chairman, I'm going
to provide the summary of my testimony, and my
testimony is'based primarily on my former position
with DEP as a Water Facilities Division Director. And
my summary offers opinions based upon that position.

A As I stated, I was director of DEP's Water
Facilities Division and among other things in that
capacity, I was responsible for both the domestic
wastewater program and the drinking water program.

I think, as you know, in Florida there are a
lot of those facilities. 1In fact, there's over 11,000
domestic wastewater and drinking water facilities, the
vast majority of which are privately owned and
operated.

I have over 24 years of experience with
state and federal regulatory agencies. At the federal
lever I worked for EPA. And at those levels I dealt
with water and wastewater facilities and issues.

During that 24 years I learned that there are several
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key factors that keep facilities in compliance which
is what provides public health and environmental
protection. Those factors are, first of all,
facilities must be designed and constructed using good
sound engineering principles. In fact, the DEP permit
applications in Rule 62-620 require PEs to certify
that facilities conform to sound engineering
principles.

Secondly, they need to have adequate
capacity to handle both existing and future flows so
that they aren't living on the edge and pushing design
criteria which can result in overloading the
facilities.

Third, they need to have adequate funds,
adequate dollars, to properly operate and maintain
those facilities. When those criteria are satisfied,
in my experience, facilities generally have very few
serious compliance problems.

In my 24 years of experience, I've also
developed a real appreciation for how reuse can help
solve Florida's water resource problems. And solving
those problems is a primary reason why the legislature
formally recognized reuse as a state objective.

In my testimony, I first of all advocate

using good sound engineering and economic sense to
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make sure facilities have that adequate capacity. In
my opinion, having adequate capacity means having
capacity in compliance with the DEP rules,
specifically 62-600.405, which means allowing a margin
reserve of at least five years for wastewater plants
and at least three years for water plants. Since
state and federal permits are issued for five years,
that will help facilities avoid being in that
perpetual planning, design and permitting cycle
referred to in the DEP correspondence to the PSC.

I'm also an extremely strong advocate for
promoting reuse around the state. And personally, I'm
very proud of the DEP accomplishments in getting reuse
implemented. Let me tell you that there are major
water resource problems around the state, as you will
hear from the Water Management Districts
representatives later on today, and that reuse has
made a significant contribution toward helping solve
those problems. And as I previously stated, that's
why the legislature identified the encouragement and
promotion of reuse as state objectives. To make those
things happen is essential for the agencies to provide
consistent and coordinated regulation of those
utilities.

A central theme which is carried throughout
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my prefiled testimony is that the PSC, the Water
Management Districts and the DEP need to all be on the
same page with respect to those regulatory issues as
stated in Secretary Wetherell's letter to the
Chairman.

I believe that all of the regulatory
agencies want to provide public health, environmental
and resource protection at a reasonable cost, which is
certainly necessary to sustain Florida's economy and
environment. The approaches taken by the various
agencies are different which means that the utilities
have been left in an untenable position. In my
opinion, that's bad public policy. The utilities are
left holding the bag; and in the long run that results
in increased cost to everyone concerned, the
utilities,.the agencies and the public.

Most of the time, in my experience, the
Water Management Districts and DEP are on the same
page with respect to these issues, or at least in the
same chapter. The Water Management Districts actively
participate in DEP's rulemaking efforts and testify
before the ERC, the Environmental Regulation
Commission. The secretary of DEP, the executive
directors and key staff also regularly meet to resolve

any differences that may exist. And in my time with
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the DEP, I don't recall unfortunately the PSC Staff
ever testifying before the ERC, in spite of the fact
that they received copies of draft rules and were
encouraged to participate and provide comments.

I know for a fact, however, that DEP has
provided extensive input into the PSC drafts on
numerous occasions. Those comments don't seem to be
incorporated into subsequent drafts of those rules.
And I think part of the reason for that may be that
there is bad advice out there. Certainly, I believe
that we need to see change. We need more
communication between the agency, this agency, and the
environmental regulators at the decision making level,
and I think that means at your level. And more
specifically, we need the rules and requirements of
the ERC and the regulatory agencies to be recognized
in rate setting procedures such as the one we are here
talking about today.

As an example of the communication problems
that exist, in reading the order denying application
for approval of reuse project plan for Alcha
Utilities, the Commission determined that the reuse
plan was not reuse at all, but merely an effluent
disposal plan, in spite of the fact that the plan

called for upgrading the plant to meet reuse quality
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and piping the reclaimed water to a ranch located in a
water resocurce caution area. Apparently no one was
paying for the water. Because no one was paying for
the water, the plan was determined te be an effluent
disposal plan instead of a reuse plan.

I know that Dr. York, who is DEP's reuse
coordinator, provided comments to the effect that the
plan met DEP's criteria for reuse, but apparently that
didn't seem to matter. It seems to me that in order
to hold down rates, the PSC unilaterally redefined
what is reuse, and that should no longer happen. I
think that you need a consistent definition amongst
the agency of what constitutes reuse.

Another problem which I have identified,
however, is perhaps more serious. In reading some
comments that were made during the December 5 Aloha
Agenda Conference, there was some troubling discussion
about DEP and PSC cooperation. To refresh your
memory, the comment was made that maybe a separate
surcharge --

MR. REILLY: I'm sorry. Excuse me. Is this
a subject that is in his testimony?

CHAIRMAN CLARK: Mr. Armstrong?

MR. ARMSTRONG: Yes, it is, Madam Chair.

MR. REILLY: Excuse me, go ahead.
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CHAIRMAN CLARK: Go ahead.

A In reading some comments during the December
5th Alcha Agenda Conference, there was some troubling
discussion about the DEP and PSC cooperation. And to
refresh your memory, the comment was made that maybe a
separate surcharge needed to be added to customers'
bill saying that the additional charges were due to
DEP mandated improvements and then maybe they, meaning
DEP, will start caring about some of the things that
they mandate.

A comment was also made that DEP staff are
environmental fanatics who only want things done to
protect the environment, and they don't care about the
cost. Let me state emphatically that that's not true.
DEP is very sensitive to the cost of the regulations.
I take personnel offense at those statements because I
was the person in charge of those programs, and I can
assure you that we never stated that we don't care
about the costs. State and federal laws require DEP
to consider the cost of all its regulations. And
economic impact statements are prepared as part of the
rulemaking process for all rules. And comments are
requested from PSC Staff on rate impacts, but are
rarely, if ever, received. It is important that the

Commission not only be well informed, it is important
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that the Commission be accurately informed, and the
statements about DEP not caring about costs are
certainly not accurate.

What I have learned through this process is
that in order to avoid costly confusion and
inconsistent regulations, the agencies clearly need to
better coordinate and at the highest levels. And I'm
encouraged by the fact that I learned recently that
the Commission is going to participate in meetings
with the secretary and the Water Management Districts
executive directors to help foster that coordination
and communication. That is a very good positive step
in the right direction. And I think the Commissioners
need to personally hear from the DEP more often and
participate, as I mentioned, with the secretary and
the executive directors to help resolve those
conflicts for the good of everyone concerned.

In conclusion, I wish to be clear that I
recognize the province of the Commission to set fair
and reasonable rates. My point is that the
Commission's rate setting responsibility can be
coordinated with the environmental responsibilities of
the DEP, the Water Management Districts, by permitting
utilities to build appropriately sized or design

facilities which comply with the proper engineering

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3476

requirements.

I'm convinced that the three-year margin
reserve and five-year margin reserve for water and
wastewater plants is a mechanism by which to achieve
this coordination. These margins will, first of all,
reflect appropriate economies of scale which result in
lower rates for customers in the long term and short
term; secondly, permit the design and construction of
treatment plants in a manner far better suited to
protect the public health and safety than the
Commission's existing 18-month margin reserve; third,
permit the design and construction of treatment plants
in a manner far better suited to protect the
environment of the Commission's 18-month margin
reserve; and fourth, result in cost savings to
customers, the utility, this Commission and the
environmental agencies. The Commission can also
better coordinate itself with the movement of the
Florida Legislature, the DEP and the Water Management
Districts toward encouraging water conservation by
proving the 100% used and useful level for Southern
States' investments in reuse facilities, and that
concludes my summary.

Q Thank you, Mr. Harvey.

MR. ARMSTRONG: The witness is available for
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Cross.
CHAIRMAN CLARK: Mr. Reilly.
CROSS EXAMINATION

BY MR. REILLY:

Q Good morning, Mr. Harvey.
A Good morning.
Q I'd like to first direct your attention to

Page 2 of your rebuttal testimony. At the very
bottom, the last sentence, you're speaking of 201
facility planning documents?

A Right.

Q My question is: Does SSU submit any
documents similar to the 201 facility plans to DEP for
review in its permit applications?

A What do you mean by "similar documents"?

Q That, as I understand it, from the 201
documents, you talked about them going into the issue
of the most cost-effective option. And my question
really goes to does DEP really review documents that
really determines whether SSU is utilizing the most
cost-effective option when it's seeking a permit to
construct a particular facility?

A Well, one example I can think of would be a
reuse feasibility study where in a reuse feasibility

study you look at options and cost to provide reuse
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and trying to determine whether or not it's economical
to provide that reuse. That would be an analogous
type of document.

Q Now for the standard permit to construct a
water or wastewater plant or facilities, that would
not enter into your analysis at DEP?

A They would submit a permit application to
the department, and the department would review it
primarily based on whether or not it would comply with
DEP's rules.

Q So the answer is no, with explanation? I
didn't get a yes or no.

A I personally, you know, have not reviewed
those permit applications. I think you can probably
ask those questions of the DEP witnesses to follow.

Q Could I get you to look at Page 7 of your
rebuttal testimony. Lines 11 through 13, you state
that "used and useful dictates on what level of
investment a utility under the Commission regulation
may earn"; is that correct?

A That's correct.

Q When you say "earn," do you mean earn from
whom? The current ratepayers? Future ratepayers? Or
a combination of both current and future ratepayers?

A I would say it's a combination. It's the
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current customers primarily. I mean, the current
customers are the ones who are going to need to pay
for the existing facilities to comply with the rules.
Q But the "earn" that you are referring to
there on this page is to both current and future

ratepayers; is that correct?

A I would primarily say it would be current
customers.

Q Primarily and secondarily?

A Well, in the future, certainly, revenue will

be generated from future customers.

Q Are you familiar with the term "AFPI"?

A No, not really. I mean, I've heard the
term, but I can't say that I understand it.

Q Do you understand that AFPI -- well, I'11
tell you. AFPI stands for allowance for funds
prudently invested. And you're not aware of anything
about AFPI or who it's designed to collect the money
from and for what purpose the money is collected?

A I'm familiar with the term, but my rebuttal
testimony didn't really focus on that issue.

Q Can't a utility recover cost for excess
plants, or what you have oftentimes referred to as
reserve capacity it believes should be prudently

constructed in ways other than to increase current
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rates to customers, through the use of a margin
reserve?

A I'm not really here to testify on the rates
part of this issue. I mean, I didn't provide
testimony. My rebuttal testimony really didn't go
into that much detail on how the revenue is generated.

Q So you have no knowledge about a utility's
collection of CIAC from future customers or the
collection of guaranteed revenues from developers?

MR. ARMSTRONG: Objection. I don't think
there's been anything mentioned, even in a question,
about guaranteed revenues from developers.

MR. REILLY: The issue is he's saying we
need excess capacity and the utility needs to collect
money to pay for that reserve capacity. And I believe
it's appropriate to ask gquestions about whether he has
any understanding of the mechanisms that's available
to this Commission outside of what he is testifying
about, which is he's recommending a five-year margin
reserve to this Commission. And so I believe it's
important to understand, if this man is going to be
recommending to this Commission how it should collect
the funds to support this plant, that we understand
the breadth and understanding that this man has of the

various other mechanisms that are an alternative to
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his recommendation.

MR. ARMSTRONG: And my objection is based on
the fact that the witness is testifying that he's
looked at the used and useful rules. And the used and
useful application of those rules suggest that if the
plant is appropriately sized, there should be a
five-year margin reserve for wastewater treatment
plant and a three-year margin reserve for the water
treatment plant. And that's the extent of his
testimony.

CHAIRMAN CLARK: Mr. Armstrong, I think that
it's a fair gquestion to explore the other mechanisms
that may be available to get his understanding and to
evaluate his opinion on the used and useful.

MR. ARMSTRONG: Okay.

Q (By Mr. Reilly) I won't belabor this, but
I'll just go down to the various mechanisms, and you
can just confirm that you have no understanding of

these mechanisms. And that would plant capacity

charges?
A I don't have any personal knowledge of that.
0 Service availability charges that are
collected by customer -- from customers?
A I don't have any personal knowledge.
Q Advances for construction, monies collected
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from developers to help pay for utility investment?

A I'm aware that that exists, but I don't have
personal experience in dealing with that.

Q Are you also aware that utilities actually
collect contributed lines and contributed property to
help support excess capacity; is that correct? Or do
you have any understanding of that?

A I don't have a personal experience in
dealing with that, but I would object to your
characterization of excess capacity. I don't consider
capacity that's built to comply with state and federal

rules to be excessive.

Q Your term, and I'll use it, is "reserve
capacity."” 1Is that a term you feel more comfortable
with?

A I prefer to use the term that's contained in

the DEP rules which is a capacity analysis report
which basically addresses the issue of responsible
planning, design and construction for meeting a
reasonable amount of growth.

Q And what term do you feel comfortable with?

A If you want, we can clarify it or classify
it as margin reserve.

Q So you make no distinction -- in your mind

margin reserve is synonymous with reserve capacity?
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A I don't draw a clear distinction between the
two. And the two, once again, I do take exception as
classifying it as excessive capacity or excess
capacity.

Q Well, the term "excess capacity" is used
because it is a capacity which is available to meet
growth demands, and it's not necessary to meet the
current flow demands of the current customers. Is
your understanding something other than that?

A Well -- (simultaneous conversation.)

MR. ARMSTRONG: Objection. Objection, Madam
Chair. We have to be giving testimony based on the
facts in evidence, and there's no predicate for that
statement. As a matter of fact, the predicate is that
the margin reserve is there for future growth as well
as existing customers. So I think if any gquestion is
made, it should be based on the facts in evidence.

CHAIRMAN CLARK: Mr. Reilly, would you
rephrase your question, please?

MR. REILLY: I believe the fact's in
evidence that this witness is recommending a certain
margin reserve. And I think it's critical that if the
Commission is going to consider this man's opinion,
that we understand the extent that he understands

these terms.

FLORIDA PUBLIC SERVICE CCMMISSION




o~

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3484

CHAIRMAN CLARK: I think he's disagreed with
your characterization of it, so if you would rephrase
the guestion, it might be okay.

Q (By Mr. Reilly) Define "margin reserve" for
me, please. Your understanding of what "margin
reserve" means.

A Once again, I defer back to the DEP rules,
specifically 62-600.405 where there's a recognition by
the regulatory agency that you can't always live on
the edge capacitywise. If you do, you are going to be
in trouble in terms of complying with the regulations
and providing adequate public health and environmental
protection. There's a recognition that it also takes
a certain length of time and a certain amount of
resources to build these facilities. And in
recognition of those facts, the DEP passed a rule that
says, you know, once you have less than five years of
capacity at your wastewater treatment plant, the
process begins.

Now the intent was to make sure that once
the wastewater reached the facility, there was a
facility adequately designed, properly sized to deal
with that flow. And in that context you can take that
for what itfs worth. I consider that context to be

the margin reserve context.
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Q Now, you said you use the term "margin
reserve" as it is used in the DEP rules. 1Is that what
I understoeod your --

A No. The DEP rules don't specifically use
the term "margin reserve." But they do recognize that
you need to provide additional capacity to accommodate
the normal daily and seasonal fluctuations of flows
through treatment plants, as well as accommodate a
reasonable amount of growth and recognize that the
regulatory process, the permitting process, takes a
long time to implement and build as facilities.

Q But all the concepts that are embodied in
the DEP rules are speaking of additional capacity
needed to accommodate growth. Is that the essential
element?

MR. ARMSTRONG: Objection. I just didn't
hear the beginning of that question, Mr. Reilly.

MR. REILLY: The gquestion is I'm trying to
understand what terms are used by the DEP rules. He
has admitted that "margin reserve" is not a term that
can be found in DEP rules.

Q (By Mr. Reilly) My gquestion is: What is
the term that is found in the DEP rules that describes
this additional capacity?

Now, I know in your letters -- is it not
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true in your letters that you wrote even when you were
with DEP, you used the term "reserve capacity"?

A Just to be on the safe side, let me check
the letter that you are referring to.

Q I guess we'll just go to the June -- let's
see if we can find the June 29, '95 letter. Aand
there's a memo, I guess, attached to that letter.

By the way, can you tell me who authored the
memo that was attached to this June 29th letter?

MR. REILLY: Commission, this is Exhibit
RMH-4. It is attached to this witness's testimony,
the June 29, 1995, letter to John Williams from the
witness, Mr. Harvey. And in particular, there's an

attached memo to his letter which seems to continue to

repeat the term "reserved capacity," "reserved
capacity."
Q (By Mr. Reilly) 1Is that a term that you are

comfortable with?
A I'm sorry, which memo are you referring to?

Q This is your Exhibit RMH-4 attached to your

testimony.
A Right.
Q It is dated June 29, 1995.

A Right. There's a letter to John Williams.

Q Now, attached to that letter you make
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reference to and some summary comments of this memo
that's attached to the letter. And you particularly
are concerned about Items 18 and 19 in your memo?

A You're calling the comments a memo. I guess
that's what was confusing me. I was looking for a
memo, but this is just a list of comments that were

attached to that letter.

Q Right.

A Is that what you are looking at?

Q That's correct, comments.

A Okay.

Q And so, I'm just trying to understand how

the people at DEP -- what terms they use, and what do
they mean by those terms. And I was offering you an
opportunity to look at Page 4 of the comment section
which starts talking about the very subject that we
are talking about, which is the five-year reserve
capacity. And that seems to be the term they are
using there. Is that a term you feel comfortable
with?

A It's a term used interchangeably when you're
talking about capacity to accommodate the normal
fluctuations that a facility will see, plus the
capacity necessary to accommodate a reasonable amount

of growth within the permitting time frame.
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Q And my question to you is: 1Is that term,
"reserve capacity," is that in the same sense that
you're using your recommendation today on a five-year
margin reserve?

A Yes, it is. And, once again, in terms of
being able to comply with the DEP rules to provide the

reasonable amount of capacity.

Q So those terms, at least in your mind, are
synonymous?

A Yes.

Q Now, however, would you believe me if I told

you that here at the Commission, we oftentimes talk
about various additiocnal capacities, reserve
capacities to meet various needs of the utility, but
that when we use the term "margin reserve," we're
embodying not only the concept of additional capacity,
but who pays for that capacity. Do you understand
that in this context the margin reserve is paid for by
current ratepayers, as opposed to future ratepayers?

A Yes.

Q You do understand that?

A Uh-huh.

Q And that the concept "reserve capacity" is
neutral on the issue of who pays.

A I really don't understand that distinction
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as it's used with the PSC, I'm sorry. I think that's
a good opportunity for having the Commission and DEP,
not only the at the staff level, but at the
Commissioner level, better communicate. Because if
they are mixing the use and the definitions of those
terms, that's an opportunity to have inconsistent
regulation.

Q Let's move on to Page 13 of your rebuttal
testimony. And particularly on Lines 8 through 12,
you state that the Commission has more than once
rejected the assertion that DEP rule -- actually, I
added the word "DEP," but the rule 62-600.405 mandates
at least a five-year margin reserve for wastewater
treatment plants contrary to the DEP's
recommendations; is that correct?

A That's correct.

Q And do you believe that DEP's regqulations
mandate a five-year margin reserve for wastewater
plants?

A You have to really refer back to the rule
and how the rule works. I mean, if you look at it and
read it literally, what it says is that you have to
start the process of permitting, planning and
designing when you've got less than five years of

capacity at your facility. It doesn't specifically
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say you always have to have five years of capacity.
If you have less than five years of capacity, you have
to initiate that process, which costs money.

Q We'll get on to look at the details of this
rule in just a minute. But before we do that, can I
have you go back to Page 11 in your testimony. And,
particularly, on Lines 2, 3, and 4, where it seems
that you are conceding that this Rule 62-600.405 is a
rule that addresses planning for wastewater facility
expansions; is that correct? That that's the thrust
of this rule?

A Absolutely not. If you look at the rule, it
addresses planning and construction for those
facilities. You start the process when you have five
years or less of capacity. But in the middle of that
process, you have to have permitted that facility and
built that facility so that it is up and operating
before the end of that cycle. So that's more than
planning, that's building.

Q And I'm sure that's your opinion, but I'm
just looking at this sentence here. This sentence
just reflected part of your understanding of what the
rule provides, correct?

A I'm sorry, refer me to exactly --

Q This is the specific quote that says, "This
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rule addresses planning for wastewater facilities
expansions."

MR. ARMSTRONG: Objection. I think we need
to look at a little bit more than that to see which
rule we're referring to, whether it's to proposed used
and useful rule of the Staff for the Commission or
if's the rule 62-da dah, da dah, da dah.

Q (By Mr. Reilly) Take a minute and just look
at the context in it of the sentence. It seems
like -- I read it, and perhaps you can clear up my
mind, that the rule you are referring to is
62-600.405.

A That's exactly the rule we are looking at.
And the title of that section of the rule is planning
for wastewater facilities expansion. And clearly the
intent is to plan and construct the expansion.

Q In fact, let's take a look at the rule.

MR. REILLY: And the rule, Commissiocners, is
RMH-7. It's attached to the testimony.

Isn't this the rule that you corrected and
submitted later? 1Isn't that right, Matt?

MR. FEIL: Yes, that's correct, the RMH-7,
Mr. Reilly is referring to would have been the one
that was refiled and corrected on April 2%9th, I

believe was what Mr. Armstrong said.
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MR. REILLY: We are going to get into this
rule.

Q (By Mr. Reilly) But, Mr. Harvey, isn't it a
fact that this rule makes no express requirement for
any utility to maintain at all times a five-year
excess capacity, or reserve capacity, or additional
capacity, whatever term you feel comfortable with, in
its wastewater plants? There is no such expressed
language that utilities be required to do this.

A I would disagree with that. What the rule
says -- and maybe we need to walk through the rule.

Q We are going to do that today, ves.

A That is if you have less than five years of
capacity, you have to initiate the process planning,
design and construction, so that at the end of that
five years, you have plant available to treat the
water.

Q Now, you just characterized. Let's go right
down. And for the Commissioners, I guess it might be
helpful to go all the way to Page 2 of 3, at the
bottom where it says, "(8) Documentation of timely
planning, design, and construction of needed
expansions shall be submitted according to the
following schedule." And you'll find basically the

essence of the different time frames. And we might
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just go through them --

COMMISSIONER KIESLING: Hold con just a
second.

MR. REILLY: Yes.

COMMISSIONER KIESLING: I don't have that on
the rule that is attached to my prefiled testimony.

CHAIRMAN CLARK: Yes, Mr Feil. I don't
appear to have the April.

MR. REILLY: This will be very important to
get them a correct copy of this rule so we can try to
understand what it --

CHATRMAN CLARK: Do you have any extra
copies by any chance?

MR. FEIL: I have a few extra copies. An
original and 15 was filed on April 29. I have at
least three extra copies here.

CHATRMAN CLARK: I would like to ask Staff
if they can take those copies and get maybe about 10
copies made.

MR. PELLEGRINI: I have a number of copies,
Chairman Clark.

CHATRMAN CLARK: You do, good. Maybe we
have it taken care of already. Let's pass that out
then.

Mr Feil, do you need a copy?
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MR. FEIL: No, ma'am.
CHAIRMAN CLARK: Okay. Go ahead,
Q (By Mr. Reilly) Okay. Again, we are on
Page 2 of 3, at the very bottom of that page where we
are really beginning to get into the meat of what this
DEP rule requires as far as planning and filing of

various capacity analysis reports; is that correct?

A That's correct.
Q Now, it's your characterization of this
rule -- and it's pretty strong words -- that it

mandates a five-year margin reserve; is that correct?

A I made the distinction earlier. What I said
is that the rule is intended to make sure that there's
a facility available to treat the flow when the flow
gets there. What you do is you evaluate. If you look
at (a) it says, "If the initial capacity analysis
report or an update... documents that the permitted
capacity will be equaled or exceeded within the next
five years, the report shall include a statement,
signed and sealed by a professional engineer... that
planning and preliminary design of the necessary
expansion has been initiated."

Once again, the intent of the rule -- and I

was behind this rule. I was the one who told the

staff to develop this rule, to make sure that the
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facilities were there to treat that wastewater -- was
to make sure that the planning started early enough to
accommodate how long it takes to permit, plan, design
and construct these facilities.

Q It is your testimony that this rule mandates
a five-year margin reserve, does it not?

A I just explained what my testimony is
intended to convey to you.

Q No, I have a gquestion. I really would like
a yes or no and an explanation. Could I refer you to
Lines 8 through 12 on Page 13. And it's ny
understanding that you believe that it's DEP's
recommendation and I understood -- and you correct me
if I'm wrong that it's your recommendation -- that
this DEP rule mandates a five-year margin reserve. A
vyes, no and with explanation.

A In terms of complying with the rule, that
DEP 62-600.405, the interpretation of the concept of
margin reserve by the DEP staff -- and they're the
ones who put this together -- is that in order to
comply with the rule, you basically need a five-year
margin reserve.

0 And that is a yes answer?

A That is a yes answer.

Q Thank you. Let's go down the rule. This
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first provision says that if the capacity analysis
report indicates that the plant's capacity will be
equalled or exceeded within the next five years, what
must happen?

A I'm sorry, let me get back to the rule,

Q (a), the last paragraph of Page 2 of 3.

A Okay, I'm there.

Q Let's just go down the various provisions.
Does this paragraph, in fact, require that if the
plant's capacity will be equalled or exceeded within a
five-year period, that the utility is required to
immediately begin construction of a plant? 1Is that
what it says? Or does it say begin planning?

A It says the planning and preliminary design
of the expansion, is what that says.

Q Okay. So it doesn't mandate a five year
actual capacity at this point, is that correct, it
just says begin planning?

A It recognizes that there is less than five
years of capacity left.

Q That's right. It recognizes, but what does
it require?

A It requires what it says it requires, that
you initiate planning and preliminary design to

acquire that additional capacity.

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3497

Q But it doesn't reguire immediate

construction of plant, does it?

A Later on -- it gives you a schedule to
follow.

Q I'm just on 8A right now. We'll get to the
others.

A This particular section or subsection does

not require that you immediately initiate
construction.

Q Let's move on then to the next page, (b).
And now we are going down in time to four years. And
it's my reading of this, and I want to get your
opinion, that these utilities have required toc -- that
if the capacity analysis report indicates that the
plant's capacity will be equalled or exceeded within
the next four years, that the plans and specifications
for necessary expansion are being prepared. Not
finished, but being prepared. They are in the process
of being prepared. Is that what that (b) requires?

a That's correct.

Q So my question is: Does (b) require that if
a four-year capacity is not present, that the utility
must immediately begin construction of plant?

A Well, if you are -- for example, experienced

a tremendous growth, you could have less than four
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years, you could have less than one year. If you are
in that scenario, you'd better be building your
facility. I mean, there are different scenarios, but
if you have four years or less, it just depends on the
particular situation. If you have four years, you
need to prepare your plans and specs. If you have six
months, you better be building the facility.

Q Mr. Harvey, I really wasn't asking so much
what you thought utilities better be doing. I was
really focusing on what this DEP rule requires.

Is it true that this DEP rule requires that
even with a four-year capacity remaining, that there
is not a requirement of this rule that construction

immediately begin? 1Is that a yes or a no to that

question?
A It depends on your definition of
"eonstruction.” I would consider the definition of

construction. You have to plan, design and permit as
part of the overall facility expansion/construction
process.

Q Well, in the sense that planning is part of
construction, I understand your answer. But as far as
commencing the physical construction of facilities,
this (B) does not require that even when there is

four-year capacity left; is that correct?
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A If you're talking about, you know, getting a
bulldozer out on site and moving dirt, that's correct.

Q I see, yes. Let's move on to (c). Now we
are down to three years. If the capacity is equalled
or exceeded, will be equalled or exceeded within a
three year, what then does this rule regquire? Could
you tell me?

A It says the permittee shall submit a
complete construction permit application to the
department.

Q So with three years capacity left, this rule
says you will just file an application?

A That's right.

Q Let me ask you something. How long does it
take on the average for -- from the point of filing
the application to the point where the permit has been
issued to begin construction?

a That varies.

Q I mean, just on the average. From a low
side to a high side depending on the size of the plant
and other complexities.

A Well, if there are no other outstanding
issues that need to be resolved and most of those
issues would have been resolved in the initial

permitting, 30 to 90 days. However, if there are
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complex issues, it could take a lot longer.

Q Does it often take a year or longer?
A It certainly could take a year or longer.
Q So one might expect to be under construction

within a year, a year and-a-half, of filing this
application for construction permit?

A I would say so.

Q But you can agree that even with three years
capacity left, there is no DEP rule requiring that
construction would have started; is that correct?

A Once again, based on your definition of what
constitutes starting construction.

Q Now (d), we are down to six months capacity.
And it's my reading of this that the capacity analysis
report indicates that the six months, the capacity
will be equalled or exceeded, that the utility should
file an application for an operation permit; is that
correct?

A That's correct. That means that facility
has to be up and operational.

Q And as we stated before, this concept of
margin reserve as used in this proceeding, addresses
not only the issue of additional capacity, but who
should pay. And so for the moment, can we set aside

the issue of who should pay, and just talk about
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additional capacity.

You cannot infer that this rule requires a
utility to maintain at all times a five-year capacity.

MR. ARMSTRONG: Objection. I think we've
had that gquestion answered probably five times by now,
and the answer keeps on saying that Mr. Harvey's
belief is that the DEP rule requires a five-year
margin reserve. It's been responded to five times.

MR. REILLY: And I guess we won't ask it any
further except to point out in the four corners of
this rule where that requirement can be found.

MR. ARMSTRONG: I think that's been asked
and answered as well.

Q (By Mr. Reilly) Final question on this.
Where is it in this rule that even -- not even in
regard to the issue who should pay, but that a
capacity should always be five years. Is it found
in -- you said it wasn't in a,b or c¢. Where is it?

MR. ARMSTRONG: Objection, Madam Chair. I
think we are having a harassing of the witness. I
believe the concentration of Public Counsel has been
on construction, construction, construction. The
witness's testimony reflects that there has to be far
more consideration in construction in the analysis of

margin reserve. It's harassing the witness.
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CHAIRMAN CLARK: Mr. Reilly, it seems to me
you have asked.that question and he has indicated -—-
referred to it as the meaning of an intent. And I
think you did go through and isolate each provision of
the rule as a way of testing his answer.

I think it has been asked and answered.

Q (By Mr. Reilly) Okay. Let's move to 21,
Page 21. And on Page 21, Lines 19 through 21. I
guess it's still hitting around the same issue because
obviocusly this is the thrust of your entire testimony,
is this issue of margin reserve. You say, “While the
term 'margin reserve'! is not specifically used in DEP
rules, that concept is most conspicuously embodied in

Rule 62~600.405"; is that correct? Is that your

statement?
A That's correct.
Q And we've beaten the dead horse as far as

the issue of capacity, and I won't pursue that any
further. But let's go into the second dimension of
margin reserve. And perhaps it's just as a result of
your lack of understanding of what that term means,
but where in this rule that you say is conspicuously
embodied, that the term "margin reserve" is required,
does this rule address the issue of who should pay for

any additional capacity?
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MR. ARMSTRONG: Objection, Madam Chair. I
object to the characterization of this witness having
a lack of understanding of what margin reserve
requires. I think he's giving this Commission his
definition of what should be required in the margin
reserve, so I object to that characterization and ask
that that be stricken from his gquestion and be reasked
without that mischaracterization.

MR. REILLY: I will withdraw the
characterization, and let's just go through two or
three questions to discern his understanding of the
concept "margin reserve."

0 (By Mr. Reilly) It is true that your quote
here, found on Lines 19 through 21 of Page 21, is
that, "While the term "margin reserve" is not
specifically used in the DEP rules, the concept is
most conspicucusly embodied in Rule 62-600.405." Is
that your statement?

A This's the statement.

Q So what we want to explore, since you're
making this statement, that this concept of margin
reserve is conspicuously embodied, we need to
understand your understanding of "margin reserve.!
Where in this rule that you say the margin reserve is

conspicuously -- where is the concept "margin reserve"
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conspicuously embodied in this rule?

A Once again, the concept of margin reserve as
interpreted by the DEP folks, and you can ask them
their own particular interpretation, is to have the
proper designing, planning and construction of
facilities to handle normal fluctuations at
facilities, plus a reasonable amount of additional
growth. And that's how we made the connection between
margin reserve and capacity analysis. There's no
one-to-one fit between the DEP rule and the term
"margin reserve." So we tried to make the best fit
that we could in the correspondence. And that's where
the recommendations came from, from DEP.

Q Does this Rule 600.405 directly/indirectly
make any mention of who should pay for these reserve
capacities? Does it address that issue at all?

A When it was passed by the ERC, as I
mentioned, an economic impact statement was prepared.
And that economic impact statement prepared for that
rule addressed the issue of the impact on the
utilities including how it would be paid for.

So not in the rule specifically. It doesn't
say that to pay for this additional capacity XYZ will
pay for it today, and ABC will pay for it tomorrow.

No, it doesn't specifically say that.
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Q Now, the Commission doesn't have the impact
statement that accompanied this rule before us, nor is
it in evidence. But you do concede that the rule
itself does not in any way address who should pay?

MR. ARMSTRONG: Objection. I think the
witness has just testified they do an economic impact
statement, and it's regardless of the fact that it's
not before us. He's testified under oath that it is
done.

CHAIRMAN CLARK: Mr. Armstrong -- one of
things that would help is if you, Mr. Harvey, would
answer yes or no at the beginning and then explain
your answer.

And, Mr. Reilly, as I understood your
question, when you're asking about who should pay, are
you distinguishing between present customers and
future customers? |

MR. REILLY: That's exactly what I'm --

CHAIRMAN CLARK: It might be helpful if you
made that distinction.

MR. ARMSTRONG: With that distinction, I
withdraw the objection.

CHAIRMAN CLARK: All right.

Q (By Mr. Reilly) Clearly, is there anything

within the wording of this rule that prescribes that
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this reserve capacity should be paid by current

customers?
A Not that I'm aware of.
Q And are you aware of the concept that

current customers would pay is essential of the term
"margin reserve."

MR. ARMSTRONG: Objection. I'm sorry. Once
again, I missed the first part of the question. I'm
sorry.

MR. REILLY: The question was -- he's
recommending what the Commission should do with margin
reserve, so I need to understand whether he
understands that the concept margin reserve by its
definition implies that current customers would bear
the cost of that capacity.

MR. ARMSTRONG: Okay.

Q (By Mr. Reilly) Does he understand that?

A Yes, and let me explain. The concept of
margin reserve, like I mentioned earlier, there's not
a one-to-one correspondence between the term "margin
reserve," and DEP's capacity analysis or DEP's rule.
In my opinion, the facilities that are prudently
constructed, which means facilities that are built to
comply with the rules which take advantage of

economies of scale, are built using sound endgineering

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

practices, should be 100% used and useful and should

be paid for by the existing customers because those

3507

are the customers that benefit from complying with the

rules.

Q What I'm really trying to focus on is your
sentence that the concept of margin reserve which you
have emitted has an essential element of it that
current ratepayers will pay for this margin reserve,
that it is conspicuously embodied in this rule.

MR. ARMSTRONG: Objection. Madam Chair,
that's been asked answered eight times now. The
witness has testified he's aware that margin reserve
means that current customers should pay for that
margin reserve.

MR. REILLY: Okay, that is a given.

Q (By Mr. Reilly) Then follow—-up question to
that is where in this rule is that requirement?

MR. ARMSTRONG: If I would have been
permitted to finish, I would have said that he's
answered that question.

MR. REILLY: I really would like the witnes
to answer that question.

CHATIRMAN CLARK: He has answered that
question, Mr. Reilly.

MR. REILLY: That the current customers
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would not pay?

CHAIRMAN CLARK: No. The last question that
I heard you ask was whether it was embodied in the
rule.

MR. REILLY: And he said no.

CHAIRMAN CLARK: And he had previously said
no, I thought.

MR. REILLY: OKkay.

Q {By Mr. Reilly) In your testimony you
indicate that you left DEP at the end of 19957

A That's correct.

Q Let's see if I can get to that.

COMMISSIONER JOHNSON: While you're getting
to that, let me follow back up on something you asked,
Mr. Reilly.

Mr. Harvey, you testified that although the
rule itself doesn't address the issue of who must pay,
that there was something in the economic impact
statement. And are you testifying that that economic
impact statement provided that the current customers
must pay, that it was expressed in that particular
document?

MR. McCLEAN: What the economic impact
statement does is look at the cost of implementing the

rule. And a factor involved in that cost is how the
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utility will pay for complying with that rule which
included the impact on the customers.

I'm not testifying that that specifically
was addressed in that economic impact statement, since
I don't have it in front of me. But the intent is to
look at the economic impact of the rules that the DEP
develops which includes who pays for compliance.

Q (By Mr. Reilly) The last follow-up question
on this issue. You did earlier testify, however, when
I went through all these various mechanisms that the
PSC uses to collect from future customers that you
were not familiar with the terms, nor the mechanisms,
that the PSC uses to collect funds from future
ratepayers; is that correct?

MR. REILLY: I don't have to go through it
again, Mr. Armstrong, but I will.

A Basically, what I testified to is that I'm
familiar with the terms, but I'm not intimately
familiar. I have no personnel experience in using
those terms.

Q (By Mr. Reilly) And you were division
director, right?

A That's correct.

Q And I may assume that other people working

under your control would be similarly handicapped as
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far as understanding these terms and how they are used
in this form; is that correct?

A I'm not sure I would characterize it as
handicapped. I would say that these terms are not
terms that are typically used in the day-to-day
business of DEP in the Water Facilities Division.

Q Now, the question is, it says in your
testimony that you left DEP at the end of 1995. What
was the exact date that you left DEP?

a I believe it was December 22nd.

Q When did you first begin to consider leaving
the employ of DEP?

A Probably the second day that I was working
for them. (Laughter)

Q When did those thoughts become more serious
in your mind? Let's get more specific, when did you
first have discussions concerning joining the firm of

Kimley-Horn and Associates?

A Probably in September of '95.
Q The first discussions?
A Yeah. I don't remember the specific date.

I'd have to go back and look at my calendar. Two
principals in the firm came to Tallahassee to have
lunch with me. One of them I knew from sitting next

to him at the University of Florida football games,
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and they just called up my secretary and asked if they
could come to town and have lunch. And I believe that

was early fall, you know, like maybe even late summer,

early September timeframe.

Q Do you know when Kimley-Horn and Associates
first had discussions with SSU to assist them in this
rate proceeding?

A Well, when I first had discussions about
that was in January with SSU representatives.

Q And you are not aware of any discussions
that took place between SSU in that same company prior
to the time you were involved in discussions?

A No, I'm not.

Q Let's take a look at your 6/29/1995 letter
again. This is RMH-4, I believe. Let's see. RMH-4
attached to your testimony.

Do you know who authored the comments
section that's attached to your letter? Did you
author them?

A No, I did not author them. There were
multiple authors. The one individual who was
primarily responsible for pulling those comments
together was Mr. John Sowerby. But he did not -- it's
my understanding that he did not author all of those

comments. It was a joint effort between the drinking
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water and the wastewater program at DEP. That's my
understanding, but he's here to testify today. You
can ask him that gquestion.

Q And is it not true that on Item 18,
particularly which deals with the used and useful in
the reserve, that once again the terms that seem to be
used is "reserve capacity," is that correct, in Item
187

MR. ARMSTRONG: Madam Chairman, I'm going to
object again. We had this line of questioning before,
specifically to these words in a specific paragraph.

MR. REILLY: 1I'll tell you, I think we
covered it well enough. I'll move on.

Q (By Mr. Reilly) I would like to draw your
attention to two letters though. There's a letter
that you wrote in June 29, 1995, a month or so before
you began considering leaving DEP; is that correct?
Let's take a look at your particular terms that you
used.

A The letter was written for me if that makes
any difference.

Q ILet's see.

MR. REILLY: <Can I just take a minute?

CHAIRMAN CLARK: Go ahead.

Mr. Harvey, while he's doing that, let me
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ask you a question.

I understand from letters that have been
sent, that DEP thinks that with respect to their
comments on the rule, their concern has always been
that we allow five years in the used and useful. And
as I understand from that, their concern is the
disincentive it sends to comply with environmental
requirements. Is that a fair statement of your
concern?

WITNESS HARVEY: That is one of their
concerns, correct.

CHAIRMAN CLARK: Does that necessarily mean
you're wedded to the five years used and useful? 1In
other words, if there were another means to address
that disincentive, would you continue to adhere to a
five year used and useful?

WITNESS HARVEY: I think the used and useful
concept does two things. First of all it addresses
the whole concept of compliance, and the disincentive
to achieve compliance if you're not allowed to be paid
for achieving that compliance, that's Issue No. 1.

The second issue embodied in the three and
the five year comments, although as I've testified
there's not a direct one-to-one correlation between

margin reserve and the rule. As a recognition, it
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takes a long time to build these facilities. Let me
tell you how that rule came about.

We had our district offices. They would
keep track of collection systems. If a developer had
a 10,000 acre piece of land and he or she wanted to
develop that they would go in and negotiate with the
utility to reserve some capacity in that facility so
that when they built their subdivision, they could get
occupancy permits. And through that process the
district offices were keeping track of how much
capacity was committed. If you had a 1 MGD plant, you
had 900,000 gallons of capacity committed and somebody
came in and wanted 200,000 galleons, they would make
the facilities go out and build those facilities. And
in many cases the development may or may not have
occurred, or it may have occurred at a slower schedule
and you would end up with facilities sitting out there
dry. That wasn't the responsible thing to do. It
cost everybody a lot of money.

So instead of having these dry facilities
and having these facilities out there that cost
everybody a lot of money, we said there's a better way
to do it, and that's phase in; take a look and when
that capacity is needed. Once again, the basic

concept is to make sure the facility is there when the
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wastewater gets there so that that facility can treat
the wastewater so that the facility is not operating
on the edge in terms of capacity and, therefore,
remain in compliance. And that's the whole concept
behind the Capacity Analysis Report. Unfortunately,
as I mentioned, there's not that one-to-one
correspondence between the Commission's definitions
and DEP's rules.

CHAIRMAN CLARK: And the reason for that may
be the issue of who pays. What we're trying to strive
for is an eqguity between current ratepayers and future
ratepayers. If we strike that equity, that doesn't —-
create a disincentive. Would DEP, in your judgment,
be concerned about that?

WITNESS HARVEY: I think the argument can be
made that all of the customers benefit from staying in
compliance. So where do you draw the line, that this
part of the facility is necessary for their flow to
remain in compliance and this other part of the
facility isn't?

It's just using good engineering practices
and economy of sc¢ale, you prudently construct these
facilities and somebody has to pay for them.

* CHAIRMAN CLARK: But as I understand your

testimony, even you acknowledge that this is sort of a
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rule of thumb; that there are some facilities that
ought to be planning ahead of five years and you gave
some examples, and there are some -- or you alluded to
some situations that may require more than five years
and some may require less. It depends on the
situation.

WITNESS HARVEY: It does. It depends on how
fast an area is growing and what kind of problems, how
sensitive the environment is, how easy it is to get
additional permits to dispose of or reuse that water.

I'm not sure I know how to respond to your
original question. Certainly DEP and the other
regulatory agencies are concerned about environmental
compliance, but they are also concerned about the
cost. And once again, in my opening statement, I
think there's a real opportunity for the Commission to
participate at the highest level. I think that one of
the problems that I saw is that we would deal with PSC
folks at a certain level, and get a lot of sympathy
from those folks, but it seemed like once it got above
that certain level it got filtered out, or we got
characterized as environmental fanatics, or you got
self characterized as economic fanatics.

I think the way to overcome that is for you

and some of the other Commissioners to more actively
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participate with Secretary Wetherell and the executive
directors. I know that early on we had similar
problems, DEP had similar problems with the water
management districts. 2and the only way we reached
common understandings of the terms that the agencies
would use and how it would be implemented were through
those meetings. And I heard very recently you all
were going to participate in those meetings and that's
a good --

CHAIRMAN CLARK: I can tell you, Mr. Harvey,
it's not been for lack of trying. We have, I think -~
I can think of two letters when I was trying to set up
a mutually convenient time. And I can assure you that
it wasn't for lack of trying that we were going to try
to meet on a higher level. We did have one, I think
it was before -- no, Secretary Wetherell might have
been there but she couldn't make the meeting, so we
have tried.

WITNESS HARVEY: I know it's tough.

CHAIRMAN CLARK: Mr. Reilly.

MR. REILLY: Just a few more questions.

Q (By Mr. Reilly) I want to try to compare
the tone of your July '92 letter with the tone of your
June '95 letter. If you could look on to the issue on

margin reserve, this first letter, I think is found in
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RMH-2, and it's a short letter, but it seems that the
sentence that is most on point concerning the margin
reserve is the last sentence of the second to last
paragraph. 1I'll give you a chance to look at that
letter, it's fairly short, to see if you could find
sentences in that same letter that might be more on
point. But the one that seems to address the issue
we're talking about is your statement that we believe
that this PSC rule, Chapter 25-30, should allow
utilities to recover investment for timely expansion
of needed wastewater treatment facilities consistent
with our rule requirements.

MR. ARMSTRONG: You're referring to Page 4
of RMH-Z2.

MR. REILLY: 4 of 6 of RMH-2,

Q (By Mr. Reilly) I read what I thought was

the sentence that most dealt with the subject that we
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have been dealing with here. BAnd this is as far as at

least you were willing to go at this point in time.
This is a July 1992 letter.
A Yes.

Q Is there any other sentences that might

better capsulize your recommendation, at least at that

point in time from this letter?

A If you look at the second sentence in the
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last paragraph, it says "Rule 17-600.405 which is now
62-600.405 is a pollution prevention measure designed
to ensure that the permitees conduct the planning
necessary for the timely expansion of wastewater
facilities. And then there was a recommendation that
the rule, the PSC Rule 25-30, allow utilities to
recover that investment.

Q All right. Now, compare that, if you would,
now we're going into move into time, June 29, 1995,
the letter we have been looking at, and this has been
strengthened considerably, it seems to me. That now
you're saying, and I guote, "We strongly recommend
that the Commission recognize at least a five year
reserve capacity." I'm sorry, this is RMH-4, Page 1
of 8.

y:\ Right.

Q And you quote "Now we've gotten to the point

where we" -- and I guess you mean DEP?
A Correct.
Q "—- strongly recommend that the Commission

recognize at least a five year reserve capacity when
calculating the used and useful percentage." Is that
caorrect?

A That's correct. And that reflects a

frustration on the part of DEP. It seems like they
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repeatedly make the same basic comments, but those
comments are not incorporated into the subsequent
drafts of the rule. And that's my interpretation of
why the term "strongly" was incorporated into this
letter.

Q Do you agree with the comments attached to
your letter? Do you agree with all of the comments
that were made? And I'm particularly now referring to
Item 18 that's dealing with this subject of margin
reserve. And now we're looking on Page 6 of 8. Item
18 actually begins at the bottom of Page 5, but it
quickly moves to Page 6. Do you agree with all of
this language here that is being represented as DEP's
recommendation?

A Let me take a minute just to read it one
more time.

Q Okay. (Pause)

A Yes, I do.

Q And if it will help you, I was going to
direct your attention to the portion that I was really
going to concentrate on, and that is the last
paragraph of Item 18, about two-thirds of the way
down, where it speaks of "The PSC should consider
allowing at least a ten year reserve capacity for

water and wastewater treatment facilities." Is that
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correct?
A That is correct,
Q And that's also your personal opinion?
A Says "If the PSC truly wants to encourage

utilities to take advantage of economies of scale, the
PSC should consider allowing at least a ten year
reserve capacity."

Q When you say at least a ten year, that
implies that perhaps -- let's Jjust say if you were
king for a day and you could reguire what capacity you
thought was appropriate, since you used the word "at
least," what would be the ideal capacity that you
would recommend?

A It's a very case-specific situation, as you
know. The intent is to make sure that you take
advantage of economies of scale because in the long
term that holds down cost, that reduces costs for
everyone. |

Q Would it be 12, 15, 207

A It would vary, depending upon the situation.
It may be five years, it may be 10 or 20.

Q But at least ten?

A The term "ten", it goes on to modify that.
It says "Guidelines developed under the USEPA's old

construction grants program for wastewater treatment
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facilities recommended constructing wastewater
treatment facilities in no less than ten-year stages."
So that comment is somewhat modified by the following
sentence. And that reflects experience of the folks
who actually put this comment together in the
construction grants program; that in their experiences
taking advantage of the economy of scale was the right
thing to do because it resulted in lower unit costs
and saved people money in the long run.

Q So that's a yes answer, at least ten?

A Why don't you restate your guestion so I
know what you're asking me to say yes to.

Q That it is your personal recommendation that
the Commission allow at least a ten year reserve
capacity?

A The intent behind this comment, once again,
was to try to recommend that the Commission take
maximum advantage of the concept of economy of scale.
That's the intent.

Q I understand that's the intent of this
comment. Is it your testimony that you recommend at

least a ten year reserve capacity?

A No, not in all cases.
Q In most cases?
A Where it's appropriate. Where you go
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through the analysis. Where you show it's going to be
cost effective and it's going to save in the long
term. I think it would be appropriate for you to look
the a ten year economy of scale or five year or 20
year.

Q And when you use the term "reserve
capacity," you mean a capacity which will be paid for
by current ratepayers. Is that correct?

A I mean a capacity that will be used in the
future and by current customers when you have normal
daily and seasocnal fluctuations of flows through that
facility.

Q This up to ten year capacity that you're
speaking of, is it your recommendation that current
ratepayers pay this capacity? Yes or no with an
explanation.

A Current ratepayers are going to have to pay
for part of that capacity, certainly. They're going
to utilize part of that capacity. They're going to
benefit from the economy of scale and the cost savings
in the long term from that capacity.

Q Changing subjects, when DEP issues a consent
order, or otherwise specifically requires a utility to
make an investment in new plant, is it your

understanding that the PSC will not allow that
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investment in the utility's plant in service?

A I have no personal knowledge about that.

Q Okay. Just a guick question on Page 32, on
another subject, to clarify something that you said
there. We're looking at Lines 6 through 8 where
you're talking about -- that we're now talking about
whether reuse facilities should be considered 100%
used and useful. You go on to talk about various
types of utility plant in service, and you make
specific reference to SSU's percolation ponds for
Marco Island; is that correct?

A That's correct.

Q And also the wetlands at Buena Ventura
Lakes; is that correct?

A That's correct.

Q Now, is it your understanding that this
Commission should view the percolation ponds at Marco
Island as reuse facilities?

A Those percolation ponds, it's my
understanding, have been used for dealing with wet
weather discharges. When the reuse system, when the
reclaimed water from that facility cannot otherwise be
reused, that the percolation ponds have been used for
dealing with that excess wet weather flow. If that's

the case, it's part of the reuse system in my opinion,
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and therefore it should be 100% used and useful. Same
thing for the wetland at Buena Ventura Lakes.
Q Okay. That was my question. Excuse me.
(Pause)
MR. REILLY: That concludes our questions.
CHAIRMAN CLARK: Commissioners, I think
we'll go ahead and take a ten-minute break and then
we'll begin with Mr. Twomey's cross examination. I do
this with some trepidation. Are you going to cut down
the number of questions or increase it?
MR. TWOMEY: I'm going to the bathroom.
CHAIRMAN CLARK: I do hope people will take
the time to look at their questions and be able to
cross off what has already been covered. We'll be
back at 25 minutes till. Thank you.
(Brief recess.)
CHAIRMAN CLARK: Mr. Twomey.
CROS8 EXAMINATION

BY MR. TWOMEY:

Q Good morning, Mr. Harvey.
A Good morning.
Q I understand from questions Mr. Reilly asked

you, as well as your prefiled testimony, that you are

no longer an employee of the Department of
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Environmental Protection but rather an engineering
consulting firm; is that correct?

A That's correct.

Q You are here as an expert witness on behalf
of Southern States Utilities pursuant to a contract;
is that correct?

A That's correct.

Q How much are you being paid, sir, totally

for your role in this case?

.Y I don't know how much the total is going to
be.

Q How much is it so far?

A I honestly don't know. The billing is

handled out of West Palm Beach.

Q Is it your testimony that you have no idea
what you're being paid for your assignment in this
case?

A On a hourly basis I know.

Q Okay. What are you being paid hourly?

A $150 a hour.

Q Okay, sir. In your summary to the
Commission I thought I heard you criticize the Public
Service Commission Staff for either not participating
adequately in Department of Environmental Protection

rule proceedings, or not adequately communicating DEP
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related concerns to the Public Service Commission
Commissioners. Did I hear you correctly?

A You did. You heard me express a concern
about that. That's correct.

Q Let me ask you more specifically, what has
the staff of the Public Service Commission failed to
do that you otherwise would have them do?

A I think they have a golden opportunity to
participate before the ERC in the rulemaking process.
As I mentioned earlier, that the Department of
Environmental Protection puts together economic impact
statements for all the rules. And there's a golden
opportunity for the PSC staff who are the, quote,
"rate experts", unguote, to participate in that
process so everybody has a more clear understanding of
the overall rule impacts to everybody concerned. And
historically I just haven't seen that degree of
participation.

As I mentioned, at a certain level, the
people would come over to DEP and participate in the
meetings but there was very little formal feedback on
the DEP rules and I think that's an opportunity the
Commission needs to take advantage of.

Q You sald they were the quote/unguote

"regulatory experts." Did you say it in that manner
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to suggest they are not the regulatory experts?

A I said rate experts, not regulatory experts.

Q In the manner you said "gquote/unguote" are
you suggesting that they are not the rate experts?

A I would have used the same mannerism to
describe DEP as the "regulatory experts" undquote.

Q Okay. I believe I also heard you say in
your summary, and then later during cross examination
by Mr. Reilly, that you thought that Public Service
Commissioners should take a more personal involvement
themselves in DEP environmental related issues; is
that correct?

A That's correct.

Q You said at the highest levels, right?

A That's absoclutely correct.

Q Okay. So by that you are saying, are you
not, they have not done an adequate job previously.

A That was not my characterization.

I think the problem that you have, and we
saw it between DEP staff level and Water Management
District, is you have people with specific agendas,
specific issues they are trying to advocate, and you
reach a level at the staff where you reach an impasse.
And the way to break that impasse is to elevate it to

the highest level, which is at DEP the Secretary, and
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at the Water Management District it's the executive
directors. And that mechanism facilitated
coordination, communication ~- they had reuse
conventions committees -— helped DEP and the water
management districts get on the same page. And ny
recommendation is that the Commission should take
advantage of that. And I'm encouraged by Commissioner
Kiesling's -- it's my understanding that Commissioner
Kiesling and some other Commissioners may be
participating in that process. I think that's healthy
for everybody. That was the intent of that comment.

Q I thought I heard you say that the Public
Service Commission apparently ignored the evidence
regarding reuse facilities in the Aloha case in order
to keep rates down. Is that what you said?

A What I said was that in the Alcha case, when
you read the order, a facility that otherwise complies
with DEP's reuse definition, was determined to be
effluent disposal. I can't figure out any other
reason for not designating it as a reuse facility
other than to hold the rates down.

Q I see. Do you by chance recall what
commissioners were on that case?

A No, I do not.

Q That is your implicit criticism, isn't it

FILORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3530

Mr. Harvey, that based on what you read in that
decision, that you think they made the wrong decision
and you conclude that the only reason that they did
that was to keep rates low?

A The reason I brought out that example was to
point out the fact that there appears to be multiple
definitions of reuse. BAnd these utilities have to try
to figure out which definition they are going to
comply with to get some long term and short term
economic certainty, which is good for everybody.

My point in that example was to use it to
encourage the Commissioners to more actively
participate with the Secretary and the Water
Management District so they could be on the same page.
Like I said, there's always little subtle differences
with respect to how the agencies treat these issues,
but I think they need to have a common understanding
of the definitions. BAnd that example indicated
although it's defined in DEP rules as reuse, the
Commission determined that that particular facility
was going to just dispose of its effluent.

Q Would you accept that it's possible that the
Commissioners sitting on that case in the Alocha
decision knew sufficiently for their purposes what

reuse meant, or didn't mean, in a economic regulatory
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environment?

MR. ARMSTRONG: Objection. The question is
asking this witness to suppose what the Commissioners
knew or did not know when they issued their order.

CHAIRMAN CLARK: Mr. Twomey.

MR. TWOMEY: I'1l1l let the question go.

Q (By Mr. Twomey) You said that you took
personal offense at comments suggesting that DEP was
not concerned with cost of environmental compliance,
that you apparently were viewed as environmental
fanatics; is that correct?

A That's correct.

Q And I toeck it from your summary that
presumably those comments were coming from somebody
over here; is that correct?

A That's correct.

o] Okay. And whose comments specifically were
you taking personal offense to, Mr. Harvey?

A The comments contained in the agenda
conference were from Mr. Chuck Hill.

Q I see. The director of the Florida Public
Service Commission's Water and Wastewater Division?

A That's my understanding. And can I explain
that?

Q Please.
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A Mr. Hill and I met on a couple of occasions.
And we never -- I mean, we obviously didn't see eye to
eye on all of the issues, but I never made the
statement that the DEP doesn't care about the costs.
And I don't know where he got that impression. And my
point was that's the message being conveyed to the
Commissioners. And that message, if it was intended
to reflect the attitude of DEP, was wrong. And I
think that's another reason why the Commissioners and
the Secretary and the Water Management Districts need
to communicate; to get away from those types of hand-
grenade throwing incidents.

Q Let me ask you this on that point: Isn't it
true that the Utility communicates with the -- this
Utility communicates with the Secretary, do they not?

A I've never personally been in a meeting
where this Utility met with the Secretary.

Q Okay. Are you not aware that the record
evidence in this case earlier last week disclosed a
memorandum from SSU lobbyist, Jeff Sharkey, that he
had discussed SSU~-PSC related matters with Secretary
Wetherell and she was quote/unquote "amazed." Are you
aware of that?

A I was here when that testimony was coffered,

yes.
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Q Okay. Do you know Jeff Sharkey, Mr. Harvey?
A The first time I ever saw him was when he

was sitting in this chair.

Q Your answer is you do not know him?

A I do not know him personally. I know who he
is now.

Q Okay. Let me ask you this, Mr. Harvey,

you've apparently criticized Mr. Hill for comments
he's made regarding you. You've criticized the rest
of the Staff for not being properly attuned to
DEP-related concerns. You've criticized apparently
some or all of the sitting Commissioners, or whoever
was on the Aloha case for their failure to see the
reuse evidence in the proper light. Is there anyone
that you'wve forgotten to criticize today?

MR. ARMSTRONG: Objection, Madam Chair.
Obviocusly we have on characterization of criticism.
And I think what the witness has testified as to his
perception of events and statements made. I don't
think he's ever offered it in the terms of criticism.
And as a matter of fact, I think he offered it in
terms of requesting further coordination and
communication.

So I object to the mischaracterization of

the witness's testimony for whatever purpose it was
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offered.

CHAIRMAN CLARK: Mr. Twomey.

MR. TWOMEY: Well, the -- I'm no English
major --

MR. ARMSTRONG: That's obvious.

CHAIRMAN CLARK: No, that's it. We're not
getting into gratuitous comments about --

MR. ARMSTRONG: It was a joke.

CHAIRMAN CLARK: ~-- the testimony or other
individual's motives or anything like that.

Mr. Twomey, are you.going to withdraw that
guestion?

MR. TWOMEY: Let me make this statement
first.

If there's anybody, you know, in this room
that doesn't think what he was saying is criticism --

CHAIRMAN CLARK: Mr. Twomey, that's an
editorial comment. I asked you are you going to
withdraw --

MR. TWOMEY: No, I'm not.

CHAIRMAN CLARK: -- the question? Are you
going to rephrase the question?

MR. TWOMEY: ©No, I'm not.

CHAIRMAN CLARK: All right. Wwhat's your

reponse to his objection of the guestion?
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MR. TWOMEY: That there's nothing
objectionable about it. It is my characterization
that it's criticism. If he's saying ~- if he's not
criticizing by the comments he made, he can say so.

CHATRMAN CLARK: And your gquestion was who
else he missed in the criticism? Was that the
question you asked?

MR. TWOMEY: Yes. Is there anybody that
he's failed to criticize here today that he wants to
go on with?

CHAIRMAN CLARK: Mr. Twomey, I think that's
an irrelevant question.

MR. TWOMEY: Sure. And that's your
prerogative as a Chair, and you can rule it out of
order.

Q (By Mr. Twomey) You are, sir, a registered

professional engineer in the state of Florida,

correct?
A Yes, I an.
Q Okay. Do you have or have you had,

Mr. Harvey, any training in the economic regulation of

utilities?
A Any formal training?
Q Any formal training in the economic

regulation of utilities.
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A I have experience in dealing with economic
issues as they relate to utilities but no formal
training.

Q Okay. To be more specific in my gquestion,
do you have any formal training or other training in
not just economic issues concerning utilities, but in
the economic establishment of rates; that is economic
rate setting for regqulated utilities?

A No, I do not.

Q Aside from the lack of any training in that
area, do you have any experience firsthand?

A Primarily through the construction grants
program and reviewing facilities plans, designs and
construction plans for building municipal facilities.
I was a chief of the Alabama-Georgia facilities
planning section for EPA. And as part of that
responsibility, I was responsible for the development
of facilities plans to evaluate cost-effective
alternatives to address the needs of those
municipalities.

Q Can I take it from that, though, that the
facilities planning, was that based on an economic
rate setting basis or engineering economies?

A It's based primarily on engineering

economies, where you look at the cost-effective
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solution to satisfy the environmental requirements.

Q Okay, sir. I heard you say, I believe,
during the cross examination by Mr. Reilly that your
used and useful addresses the issue of compliance.

Did I hear you say that?

A Yes.

Q And I ask you, sir, first, what's your
definition of used and useful?

A My definition would be that if a facility --
my understanding would be if a facility is prudently
constructed, which means it's built to meet the
environmental regulations, it's built taking advantage
of engineering references, standard engineering
practices, and if it takes advantage of economies of
scale, in my opinion that means the facility was
prudently constructed and should be 100% used and
useful.

Q What role, if any, if you know, does the
phrase "used and useful” have in rate setting to do
with the number of customers that are currently served
by a facility versus the total number that could be
served by the facility?

A It's my understanding that the used and
useful concept, if you have for example, a 1 MGD plant

and only half a MGD of flow is going through that
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plant, that under a concept of used and useful, that

the current customers would only have to pay for that

half an MGD of facility.

Q
concept;

A

I take it that you're in opposition to that

is that correct?

Once again, I believe if the facility was

prudently built to meet the environmental regulations

and built taking advantage of economies of scale and

built using standard engineering practices that

facility should be 100% used and useful.

Q

So is your answer yes, you're in opposition

to the concept you just described; that if there is a

1 million gallon a day plant that has only half

a million gallon a day flows, that that plant --

should only be considered half used and useful?

A

If it was built prudently, based upon my

description of a prudently built facility, I think it

should be 100% used and useful.

Q

A

Q

A

Q

So the answer is yes; 1is that correct?

If I disagree with the 50%, yes.

Yes, sir.
Yes.
Now, the Chairman -- I don't want to quibble

with you, Mr. Harvey, but the Chairman suggested to

you earlier that if you'd listen to the questions and
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try and give a yes or no answer and then explain, it
will perhaps speed things along.

You said, I think you acknowledged you
didn't know what the term "AFPI," what the acronym
AFPI -- do you know what the acronym AFPI stands for?

A The answer is I've heard the term used but

I'm not personally familiar with how the concept is

employed.

Q Do you even know what the acronym stands
for?

A I have to go look it up. I heard it used

earlier today but --

Q Okay. We'll drop that.

I believe I heard you say that utilities
shouldn't be operating on the edge of capacity. Did I
hear you say that.

A Absolutely.

0 And my question to you is, if you can tell
me, at what point percentagewise does a utility start
to operate on the edge of capacity?

A I would defer back to the DEP rule. That
was clearly one of the intents behind the rule to make
sure that the facility -- if you get up to 85 or 90%
of capacity --

Q Yes, sir.
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A -~ the problem is if you haven't initiated
the planning design and construction process, you're
going to exceed capacity. So the intent of that rule
was to make sure that you did not push the capacity of
the facility and exceed that capacity.

Q Okay. Now, help me again. I don't want to
belabor this, but at what point in terms of
capacity -- let's say -- let me ask you first, doces
the -~ should the percentage differ for a water plant
versus a wastewater treatment plant?

A If you are -- if the facility has been
properly designed, theoretically it can handle the
flows it was designed to handle.

Q Yes, sir.

A But you have to take into consideration you
have daily and seasonal fluctuations. And you have to
take into consideration the fact that demands will
increase, either from the water plant or additional
capacity will be needed from the wastewater plant. If
you haven't taken that into consideration, it won't be
long before that capacity is exceeded and you will
likely experience compliance problems.

Q Should you wait until -- should a utility, a
prudently operated utility wait until it has flows

equaling 100% of the permitted capacity of a plant
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before it begins construction?

A Absolutely not.

Q Okay. So 100% is waiting too late. At what
percentage, by your interpretation of the rule, should
a utility have a bulldozer pushing dirt?

MR. ARMSTRONG: Objection, Madam Chairman.
He just answered 85 to 90% in the question before the
last one.

MR. TWOMEY: I didn't hear him.

MR. ARMSTRONG: He answered 80 to 90%.

MR. TWOMEY: I didn't hear him say the 80
to 90% was in answer to that question.

WITNESS HARVEY: I would defer back to the
way the rule addresses it. You start the planning
process at 50% and then it walks you through different
percentages. Once again, the intent is to take into
account how long it takes to design, permit and
construct these facilities to make sure you will have
a facility whose capacity will not be exceeded. So I
would refer to the rule definitions.

Q Would you agree with me that if it can be
shown that SSU has plants that are inveolved in this
case that are at 100% of their permitted capacity, and
that they have no construction permits or ongoing

construction, that they are imprudent?
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A I wouldn't use the term "imprudent." 1I'd
say they need to get in and talk to DEP guickly and
figure out how they are going to solve that problem.

Q Okay. It would be your view that SSU has an
obligation to meet its responsibilities for planning
adequate capacity pursuant to DEP's rules irrespective
of what action the Public Service Commission takes
with respect to used and useful?

A Yes.

Q Okay. I mean isn't it true, Mr. Harvey,
that Southern States Utilities, and all utilities in
the state of Florida, are obliged to comply with the
environmental and safety laws that DEP is in charge of
overseeing, right?

A All of the utilities that are covered by

those rules. Correct.

Q All right. You mentioned Capacity Analysis
Report?
A Yes.

Q Okay. Are you here to support the concept
of hydraulic engineering, modeling?
A I provided no testimony on that.
Q Okay.
MR. TWOMEY: That's all I have. Thank you,

Madam Chairman. Thank you, Mr. Harvey.
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CHAIRMAN CLARK: Staff.

CROSS8 EXAMINATION

BY MR. PELLEGRINI:

o] Good morning, Mr. Harvey.
A Good morning.
Q If I understood you correctly, you offered

as your definition of used and useful a plant
constructed using some engineering principles,

considering economies of scale and having adequate

capacity?
A Correct. In compliance with DEP rules.
Q Yes. Let me offer you —- let me offer you

another definition of used and useful, and that is
this one: The level of investment a utility subject
to Commission requlation may earn from existing
ratepayers through rates, of course, who currently
benefit from that investment. How do you react to
that definition?

A I believe that's the definition included in
the draft PSC rule, is it not?

Q Would you accept that definition?

A Let me look at the draft PSC rule. I
believe that's the definition contained in that rule.

Q Go ahead. (Pause)

I'm having a hard time finding it but I'm
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looking for it.

Q I'm not sure I'm that concerned with whether
or not this language is in that rule. I'm more
concerned with your reaction to this as a definition
for whether you would find that definition acceptable.

A That's certainly a definition that I've
heard used for that term.

Q But would you find it acceptable?

A State it one more time, please.

Q Sure. The level of investment a utility
subject to Commission regulation may earn from
existing ratepayers through rates who currently
benefit from that investment.

A I would accept that definition.

Q In your earlier remarks you described DEP's
sensitivity to regulatory costs, and I think you
described those concerns and going so far as to -- so
far as to allocations and the recovery of those costs
by the Utility, including the manner by which the
utility should recover those costs --

A Not the --

Q -- and the period over which it should
recover those costs?

A I don't think I made those statements. I

said that DEP is very sensitive to the costs. You
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have to realize that most of the rules that DEP
passes, especially the Water Facilities Division, all
of the major programs in the Water Facility Division
are federally delegated programs. There is a
requirement under that federal delegation that the
rules basically are consistent with the federal
regulations. And through the federal regulatory
development process, and the DEP rule development
process, there are economic evaluations that are
conducted. What I took offense at was that the
representation that DEP didn't care anything about the
cost of those rules. And that was a
mischaracterization. The rest of your comment, I
don't recall making a statement to that effect.

Q I wasn't addressing that part of your
statement. But I thought I understood you to say that
in the Economic Impact Statement that DEP's
considerations went so far as to address the utility's
ultimate recovery of regulatory costs and the manner
by which it should recover those costs, did you not?

A What I said was that it addresses the cost
to the regqulated entities and a component of that
certainly includes the users. But I can't
specifically recall, and I said I couldn't

specifically recall in case of that Rule 62-600.405
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whether or not the economic statement addressed user
costs.

Typically it's very difficult for DEP to do
that because the wide range of facilities that are
covered by a general rule. So it would be very
difficult for them to do that.

My recommendation to the Commission, and it
was not criticism -- it was constructive criticism if
it's any criticism at all, is that there's an ample
opportunity for the PSC at the Staff level and the
Commissioners' level to help DEP with that process and
participate in that rulemaking.

Q At several points in your comments I believe
you made the statement that current customers should

pay for facilities required to meet requlatory

requirements. But at least at one point I believe I

heard you to say that current customers should pay
part of those costs.

A Facilities that are built to meet current
regulations are prudently constructed, and the
customers, the current customers benefit from those
facilities remaining in compliance. They alsc benefit
from utilizing economy of scale. Current as well as
long-term customers benefit from taking advantage of

econonies of scale.
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And looking at the margin reserves of three
years for water and five years for wastewater, that
makes a lot more sense in trying to take advantage of
economies of scale which lowers the cost to everybody.
That's the point I was trying to make.

o] Mr. Harvey, did the Economic Impact
Statement make any reference to the impact of three
years or five years reserve capacity upon existing
customer rates?

A The economic impact -- I don't know. I
would doubt that it did because the rule wasn't
structured that way.

Q At Page 31 of your testimony, prefiled
testimony, Mr. Harvey, there you make references to

two situations, Miami Dade and Apalachicecla. Are you

with me?
A Yes.
Q Apparently as examples of where overdue

capital investment can become extraordinarily costly?

A Correct.

Q Are you aware that these are exempt
municipal systems?

A Yes, I am. I'm aware they are not regulated
by the PSC. But they were offered purely as examples

of what can happen when rates are held low and
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adequate revenues are not made available to properly
operate and maintain facilities. When that happens,
the whole system collapses, like it did in Miami. Now
they are having to spend $1.1 billion to repair the
system, and rates are more than double for the
customers., And I don't think that's a responsible way
to manage the utilities. That was the point. It
wasn't that these particular facilities are regulated
by the PSC, it was just an example of the economic and
environmental disasters that can result when you don't
provide the adequate revenues to operate and maintain
these facilities.

Q In both of these cases, what was at issue
where investments for repairs to existing systems?

A It's that -- I mean, it's routine operation
and maintenance. It's maintaining adegquate capacity.
It's just properly managing your facilities, which is
very expensive.

Florida has an extremely sensitive
environment. It costs a lot of money to provide the
services that public and private utilities have to
provide. And if you don't have the money to comply
with the requlations and maintain your facilities,
public health and the environment are going to be

threatened.
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Q Given the particular circumstances in these
situations, can you clarify beyond your direct
testimony how these are justifications for the reserve
periods that you propose?

A Once again, Miami, basically in their lines,
their capacity was exceeded. They had numerous
overflows. I mean, the stuff was flowing in the
streets and kids were playing in it. They were
boardering on outstanding Florida waters. That's just
an example why you need to properly plan and make sure
that you have adequate capacities.

There was a potential disaster averted
because the force main going under Biscayne Bay was
not properly sized, nor properly maintained. And if
it has been properly sized and maintained, then the
crisis would not have existed.

Once again, I offer these examples as
examples of what can happen when adeguate revenues are
not made available to utilities to properly operate
their systems.

Q All right. On Page 18 of your testimony you
refer to, quote, "clear legal authority for reuse
facilities to be considered 100% used and useful."
Would you tell me, please, what that clear legal

authority 1is?
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A It's the Florida Statutes.
Q And particularly?
COMMISSIONER GARCIA: Could you repeat the

question? I missed it.
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MR. PELLEGRINI: 1In his testimony Mr. Harvey

referred to a clear legal authority for reuse

facilities to be considered 100% used and useful.

A 403.064 Florida Statutes.

Q Do you have a copy of that statute before
you?

A Yeah. I have the '94 version. I'm looking

for the '95 version.

Q I'm sorry, did you say you did?

A Yes, I do.

Q And do you have a copy of the PSC statute,
367.0817 before you?

A I don't believe so. Thank you. (Hands

document to witness.)

Q Let me turn your attention to 403.064,
subpart 10.
A Okay.

Q Would you please identify the language in
that section that supports the contention that you
made at Page 18 of your testimony?

A Well, it says "Pursuant to Chapter 367" and
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I'm reading from the '94 version, "the Florida Public
Service Commission shall allow entities under its
jurisdiction which conduct studies or implement reuse
projects, including, but not limited to, any study
required by Section 2, are facilities used for
reliability purposes for reclaim water reuse system to
recover the full prudently incurred costs of such

studies and facilities through their rate structure."

Q That's correct.
A Well, restate your question, please.
Q You are relying on this statute in support

of your statement that reuse facilities be considered
100% used and useful, and I'm asking you what
language, what specific language in the statute --

A Certainly that language, plus my testimony
before Senate and House committees. I mean clearly
their intent as expressed to me, was that these
facilities be -- that reuse be encouraged and cne way
to encourage reuse is to allow full recovery of the
costs of those reuse facilities.

Q Would you not consider the phrase "prudently
incurred' to modify that position that you've taken?

A Sure. In my definition of prudently
incurred is if facilities are built to comply with DEP

rules, once again to take advantage of economies of
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scale and standard engineering practices, those
facilities are prudently constructed.

Q You have reliance on Statute 367.0817 for
that position as well?

A I would have to spend a few minutes and
study the statute.

Q Let me direct you to --

A It does say in (3) "All prudent costs for
reuse projects shall be recovered in rates" and
legislature finds that reuse benefits water,

wastewater and reuse customers."

Q That's the relevant passage.
A That is irrelevant or that —-
Q That is the relevant passage as far as my

question is concerned.

A The way I interpret that is that reuse
facilities are 100% used and useful if they are
prudently constructed, based upon my definition of
what is prudent.

Q Mr. Harvey, if you were a resident in the
early stages of a development, for which treatment
facilities were built for a much larger number of
potential users than those currently in the
development, would you in those circumstances be

agreeable to 100% used and useful determination
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notwithstanding the fact that the plant's capacity
would be several times more than the present customers
demand?

A If I were such a resident and those
facilities were built taking advantage of economies of
scale, and to comply with the DEP regulations, and
that that led to a determination that those facilities
were 100% used and useful, I'd have no problem with
that. Because if you take advantage of economies of
scale, it's going to save you money in the short term
and the long term.

Q You referred -- Exhibit RMH-5 to your
rebuttal testimony. It's a letter written by
Secretary Wetherell.

A Yes.

Q Have you personal knowledge of who drafted
that letter?

A My understanding it was drafted by a member
of the water facilities division for DEP.

Q I'm sorry I didn't hear?

A My understanding is that that letter was
drafted by a member of the Water Facilities Division
for DEP. It was might have understanding that Mary
Williams, the Chief of the Bureau of Drinking Water

and Groundwater Protection drafted it, but that's just
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based on a side comment she made at a meeting I
attended.

I don't have personal knowledge that she, in
fact, drafted it other than what I referred to.
Although, her initials, if you look on the second
page, it's got VBW, which is Virginia Wetherell and
MW" which could stand to Mary Williams; that would
tend to support what I just said.

MR. PELLEGRINI: I believe I have no further
guestions, Chairman Clark.

CHAIRMAN CLARK: Commissioners? Redirect.

MR. ARMSTRONG: Thank you, Madam Chair.

REDIRECT EXAMINATION
BY MR. ARMSTRONG:

Q Mr. Harvey, very recently you accepted a
Staff counsel definition of margin reserve which
considered plant which benefits current customers. Do
you believe that the margin reserve of three years for
water plant and five years for wastewater plant
provides benefits to current customers?

A Absolutely.

Q Could you please describe those benefits?

A All the current customers are going to
benefit from facilities that are in compliance. Those

facilities that are built for three~-year and five-year
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margin reserves have taken advantage of good
engineering practices, economies of scale, and they
are going to benefit from the lower short-term and
long-term costs of those facilities. 8o I think they
absolutely benefit from facilities constructed with
three and five year margin reserves.

Q Were you here during the economies of scale
presentation by Mr. Hartman?

A Yes, I was.

Q Would you agree with his assessment that
rates in the long and short term would be lower if the
three year and five year margin reserves were used?

A Yes, I do.

Q How about ~-- it's your testimony that
prudent design and DEP rules require the five-yearer
margin reserve and three-year margin reserve; is that
correct?

A As explained in my testimony, in line
with -- once again, there's not a direct one-to-one
correlation between the term "margin reserve" and
"capacity analysis."™ Clearly the comments supplied by
DEP over my Signature reflect how long it takes to
actually acquire that needed capacity to stay in
compliance.

Q Mr. Twomey referred to a situation where a
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water treatment plant may not -- may be at or on the
edge of capacity. Could you describe the detrimental
impacts which that kind of a situation could have on
current customers?

A Oh, absolutely. If you're pushing the edge
of capacity, you're pushing the envelope for which the
facility was designed, and, therefore, you're running
the risk of producing inadequate gquality in your

finished water, and, therefore, threatening public

health.
Q How about on the wastewater side?
A In the wastewater side the same thing. The

Miami example is classic. If you push the capacity
you have overflows; I mean children playing in this
stuff, floating on the street. You threaten public
health and environment.

Q Do you believe in your experience that the
margin reserve approved by the PSC has an impact on
SSU's decision to build or expand the plant?

A Sure. Yes.

Q And is the signal sent to the utility by the
margin reserve of 18 months that has previously been
used by the Commission, do you believe that signal is
consistent with the requirements of the DEP?

A No. The problem that yvou run into is that
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when you try to build facilities in small increments,
you're constantly in that permitting construction
cycle. And you're constantly pushing the threshold
for which the facilities -- the capacity for which the
facilities were originally built. And it's just not
prudent. It's not the way engineers, certainly in the
public sector, building facilities for municipalities,
publically-owned treatment works, function.

Q You were asked some gquestions regarding the
prudence of a conversion to reuse facilities, and the
prudence of incurring those cost. Could you describe
the analysis that a proposed reuse facility project
goes through by the environmental regulators before
the utility is even permitted to perform that project?

A Sure. I mean it's a multistep process
defined in the rules where you certainly have to look
at the environmental impact of the current situation.
You have to look at options for disposing of that
effluent, and by disposing of that effluent, I mean
you get rid of it by discharging it into an area where
you cannot recover that effluent, so it has no
additional beneficial use to it.

You look at the existing customers, the
existing needs of the area, whether or not it's in a

water resource caution area. There are just multiple
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steps that you have to go through in order to evaluate
the feasibility, both environmental and economically
of a reuse project. And all of those steps are
required to be followed by a utility requesting a
permit from the regulatory agencies for implementing
reuse.

Q Is it your opinion that if the Commission
were to recognize the investment and reuse facilities
of 100% used and useful, is it your opinion that we're
going to see a rush of utilities going out to build
reuse facilities?

¥\ No, not at all. These facilities cost a lot
of money to build, and, you know -- unless the numbers
work, and unless it's determined to be feasible, I
can't imagine somebody just going out there and
building a reuse facility in the hopes that sometime
in the future they will recover costs on that
facility. That just doesn't happen.

Q Have you reviewed or visited yourself any of

SS8U's reuse facilities?

A Yes, I have.

Q Can you name the facilities that you
visited?

A Buena Ventura Lakes and the Deltona

facility. The Marco Island facility as well.
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0 How about Lehigh?

A The Lehigh facilities.

Q How about Amelia Island?
A That's right, Amelia Island.
Q Do you have any assessment of whether or not

you believe those facilities are properly constructed?

A Absolutely. I think they are properly
constructed. Now, there are a few problems that need
to be addressed. For example, in the Amelia Island
facility, they don't have a limited wet weather
discharge. And that limited wet weather discharge can
act as a significant limiting factor toward future
reuse. Some of the -- the facilities are properly
constructed, but they need adequate revenues to be
properly maintained so that the facilities can remain
in compliance with DEP.

Q You were asked some questions by Public
Counsel regarding the Marco Island percolation pond.
Are you aware of whether or not those ponds are
required under the permit for wet weather discharge?

A Yes, they are.

Q You also read a portion -- or I believe the
Statute 403.064, I bhelieve it was, said something
about -- facilities which were necessary for

reliability purposes for the reuse facility. Do you
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recall that?

A Yes.

Q Would those perceolation ponds also fall
within that?

A Absolutely. If you don't have a wet weather
discharge, you're severely limited in your reuse
plans.

Q Could you give us your definition of reuse
as it would be referred to in 403.0647

A Just in general, reuse would be -- and
certainly reuse is defined in the DEP Rule 626.10 so I
would defer to those definitions. And you will hear
testimony tomorrow from David York, who is the reuse
coordinator for DEP. But basically you have a reuse
project when you have a beneficial use of that water,
which could include recharging aquifers or public
access irrigation, where it basically replaces another

source of water.

Q And Mr. York is the expert from DEP on that
matter?
A Dr. York is the expert on that matter and

he'll be here tomorrow to testify on that.
0 Okay. Thank you. A series of questions
from the Office of Public Counsel focused on a time to

construct the facility.
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Is it your opinion that the margin reserve
should be limited solely to the time to construct the
facility?

A Absolutely not. It takes a long time to
properly plan, design, permit and construct these
facilities. And the margin reserve should reflect
that time, and that's the intent behind the comments
provided to the Commission by the DEP.

Q In response to some guestions you also
mentioned that the DEP requirements apply equally to
the government-owned utilities as well as privately-
owned utilities; do you recall that?

A That's correct.

Q So it's your -- is it your opinion that the
government-owned utilities also have to build for a
five year margin reserve?

A They have to build to be in compliance with
the DEP rule.

Q And that compliance would be consistent with
what we have been referring to in this case as a five
year margin reserve period?

A Correct. (Pause)

Q One final question. I want to make sure the
record is absolutely clear.

Is it your belief and your expert opinion
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and having heard Mr. Hartman and reviewed his
testimony that the margin reserve periods that you
support in this proceeding will result in lower rates
for customers, both long and short term?

A Absolutely.

MR. ARMSTRONG: Thank you, Mr. Harvey.

CHAIRMAN CLARK: Exhibits.

MR. ARMSTRONG: The company moves -- 1
didn't write down the number.

CHAIRMAN CLARK: Exhibit 189.

COMMISSIONER KIESLING: 198.

CHAIRMAN CLARK: Exhibit 198 will be
admitted in the record without objection. Thank you,
very much, Mr. Harvey. You're excused.

(Exhibit No. 198 received in evidence.)

WITNESS HARVEY: Thank you.

(Witness Harvey excused.)

MR. ARMSTRONG: The next witness will be
Mr. Van Hoffnagle.

MR. ARMSTRONG: He needs to be sworn, Madan

Chair. (Sworn)
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VAN HOOFNAGLE

was called as a witness on behalf of Southern States

3563

Utilities, Inc. and, having been duly sworn, testified

as follows:

DIRECT EXAMINATION

BY MR. ARMSTRONG:

Q Good morning, Mr. Hoffnagle.
A Good morning.
Q Ccould you please state your name and

business address?

A My name is Van Hoffnagle. My business
address is 2600 Blairstone Road, Tallahassee, Florida
32399-2400.

Q By Whom are you employed?

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

Q Would you please provided your educational
background and work experience.

A Give away my age. Yes.

I attended West Point, two years of
engineering experience there or education. I got my
Bachelors of- Science in Civil Engineering from the
University of Washington, Seattle. I have my Masters
of Engineering from the University of Virginia. I

have completed course work in public administration
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here at FSU.
Q Are you a registered professional engineer

in Florida?

A Yes, I am.
Q What's your current position with DEP?
A Presently I'm the administrator of the

drinking water program for the DEP.

Q And what are your duties in this position?

A Well, the program itself regulates
7,100-plus systems. Within DEP there are
approximately 80 to 85 employees that work in drinking
water. 70 of those work in the field offices; 12 or
13 of those are in my office. I'm in charge of those
individuals. And our primary responsibility is to
ensure that the federal and state Safe Drinking Water
Acts are implemented in a fashion prescribed by the
federal and state governments within the state.

Directly our office is primarily involved

with ensuring consistency between the districts, as
well as policy, rule, development, guidelines
education and training of district offices, audit of
the program, program evaluations, of that nature.

o] Thank you. Do you have authority to
represent DEP's position regarding drinking water

issues?
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A Yes, I do.

Q Have you ever testified before?

a Once in my life in a hearing I attended 15
years ago. It was a civil suit.

Q Okay. Could you please describe the purpose
of your testimony today?

A Well, primarily I believe I was subpoenaed
to offer the DEP position as it refers to drinking
water to the Commission.

- A secondary purpose I have is to continue to
assist the relationship between the PSC and the DEP in
resolving possible conflicts or impacts of our rules.
And that's pretty much my general purpose here today.

Q Okay. Have you been involved with the
development of the FPSC used and useful rules to date?

A Yes. Approximately a year, ago Chuck Hill,
the division director, I believe sent us a proposed
draft of used and useful rules that they were
considering and asked our agency for comment. I
assigned one of the engineers on our Staff that was
primarily involved with our permitting rules to
review, offer comments and coordinate with the other
groups within the Water Facilities Division to make
comments on the whole gamut of the used and useful

rules.
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So we also receive comments from domestic
waste and the reuse coordinator in preparing those
comments.

Q Okay. And you're aware, are you not, that
the principle reason why Southern States has
subpoenaed you is to testify regarding the DEP's
belief as to an appropriate margin reserve?

A Yes, that's correct.

Q okay. And is it your understanding that the
DEP has submitted comments to the Commission through
their Staff regarding what the DEP belief is as to an
appropriate margin reserve?

A Yes. It's primarily contained in -- I
forget the date but I believe it was a June '95
letter, eight pages of comments, as I remember, on
those particular rules.

Q What is the DEP's position concerning an
appropriate margin reserve?

)Y Well, our position is one of concern and not
sending mixed signals to the regulated community of
customers regarding the appropriate sizing and
construction of facilities.

Oour primary concern in drinking water is
public health rather than, say, purely environmental

issues. And our concern is that utilities may be
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discouraged from sizing their facilities appropriately
and be in a continual process of planning design for
one stage, and then even before initiating
construction, find themselves again having to do with
the planning and design for the following phase.

What this does is if facilities end up
operating above the permitted capacity of a facility,
our primary concern is that water pressures, pressures
in lines of distribution systems, that the demand will
exceed their ability to give supply. A loss of
pressure in lines then would result in possible
contamination of those lines.

o] And if those lines were so contaminanted,
could that have a impact on the public health?

A Well, certainly. Part of our problem is our
own rules in that -- and ocur own procedures. When a
water facility is built at a certain size, water
distribution lines will come in requesting be hocked
up to a treatment plant. We do not begin toc look at
expanding that plant, or requesting to do so, except
by looking at actual flows versuss committed flows.
So, by the time your actual flows begin to reach your
permitted capacity, even if you were put on
moritorium, or refused permits for additional water

distribution, population and growth can still occur in
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what is already in the ground, and you'd quickly find
that you'd be operating over the capacity of the
facility.

Q Okay. To be specific, are you aware that
the current policy of the Commission is to use a
18-month margin reserve?

A I'm aware of that, ves.

Q That is for treatment plant?

A Yep.

Q Okay. 5o is it your testimony today that
you believe, or the DEP believes that that 18-month
margin reserve conflicts with the DEP's own
requirements?

A We do not have requirements that specify in
the water rules for a certain size of reserve
capacity.

We are concerned that policies or rules
established by the PSC and our own rules would lead to
a confusion or be a disincentive for the proper

planning, design and construction of facilities.

Q You mentioned earlier that you believe if
the margin reserve is not long enough, there would be
a perpetual process where the utility is involved with
the DEP pernitting and planning, et cetera, correct?

A Yes, correct.
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Q Do you believe that's an efficient way of
operating?
A Obviously no.

In our particular program in drinking water,
when I entered into the drinking water program six
years ago, we had a tremendous concern -- and it was
also expressed by the PSC -- for small utilities and
their ability to stay viable, either with the operator
requirements or the monitoring regquirements or the
treatment requirements. So our emphasis has been on
small facilities and their ability to remain
financially viable.

So we have a more generic outlook on the
issue of margin reserve, or reserve capacity, in that
we're concerned that these small facilities will have
a disincentive if they are only allowed to pass rates
on to existing customers to only construct facilities
for the very near future. And then prior before they
can initiate the next phase of construction, they
would have already exceeded their permitted capacity.

Q So you would agree, would you not, that the
utilities, when making their decisions to construct
facilities —-

MR. TWOMEY: I object, Madam Chairman.

Mr. Armstrong is leading the witness.
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MR. ARMSTRONG: I can rephrase the question.

Q (By Mr. Armstrong) Do vou believe that
there would be any impact on a private utility
considering the 18-month margin reserve, that that
margin reserve period would impact that private
utility's decision about how large to construct a
plant?

A I wouldn't differentiate between a private
facility or other facilities. I'm just not that
familiar with mechanisms used by say municipalities or
a private facility or a large corporation in the rate
structure and in the raising of capital and so forth.

Again, our interest is on the smaller
facilities, whether or not they are owned by SSU or
Jacksonville Suburban or Mom and Pop Kettle, so forth,
having a disincentive only to construct facilities
that would only provide reserve capacity for the near
future.

Q Mr. Hoffnagle, if I could ask you to assume
that you were a utility owner and you were confronted
with this situation where you had to expand your
plant. If you were that utility owner and you knew
that if you expanded your plant beyond the 18-month
margin reserve, do you believe that would have some

impact on your decision about how big you're going to
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expand that plant?

A I'm primarily here to represent the DEP
position. I do have a little trouble with assuming
that I'm running an operation or a private utility
owner. I have a little difficulty with that because I
am not familiar with all of the avenues available to
such a person to raise capital rates and so forth. I
just don't know.

Q Sure. Okay. Are there any drinking water
rules that are similar to DEP's capacity analysis
rules for wastewater?

A No. There are not. Our only good rule
reference is in Chapter 6255 I believe .350 which if I
may paraphrase -- I don't have it in front of me --
which basically sayd that the supplier of water will
provide or construct or make sure he has adequate
capacity to ensure that he can maintain at least 20
psi in his distribution system at all times. Again
this relates back to the problem with the contaminent
intrusion into the lines. And also, of course, not
operating over the permitted capacity of the plant
might affect the water gquality treatment of that
plant.

Q Okay. Thank you.

could you describe the rationale for
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achieving consistency between the Commission's margin
reserve factor and DEP's rules?

A Well, yes. Certainly the utilities face a
dilemma when one agency has policies or rules that
would dictate that they should design or construct for
one size, or one type of facility, and another agency
is forcing them into a different size, even if it's
Just implicit.

Oour effort, especially my efforts with Staff
of the PSC over the last three years is to bring to
the table each of our rules to try to get coordination
and consistency of an approach to work together so we
can better represent the whole state and the citizens
of the state and give clear signals to them.

This was the heart of our concern with used
and useful and margin reserve in that -- and we've
heard a lot of debate about what does margin reserve
mean. Is it the same thing as reserve capacity.
Certainly if we had these problems you can imagine the
systems do. As I said we have 7,100 stem. 6,000
serve less than 500 people. We need to better assist
the public in essence meeting and complying with both
the environmental and public health and economic
regulations that we practice; ask them tc adhere to.

Q Have you had a chance to review the prefiled
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testimony of Richard Harvey in this case?

A I read it over, yes, I did.

Q Do you agree with that testimony?

A There are parts I would and wouldn't agree
with.

Q Okay. The DEP letters that are attached to
that testimony indicate the preference for a three
year margin reserve for water treatment plant and a
five year margin reserve for wastewater treatment
plant. What is your recommendation about PSC's margin
reserve for these plants?

MR. TWOMEY: Pardon me, Mr. Armstrong.
Madam Chairman, I object, and I've resisted doing so
earlier, but it appears to me that this witness has
been subpoenaed by Southern States Utilities as a
rebuttal witness, and it's not at all clear to me what
testimony in this case this gentlemen has been brought
here to rebut through Mr. Armstrong's questions thus
far. Rather it appears he's attempting to reinforce
the testimony of his earlier company witnesses
regarding these issues of used and useful
calculations.

MR. ARMSTRONG: Madam Chair, I think it's
cbvious and clear the witnesses are here to rebut the

testimony presented by Mr. Twomey's witnesses and the
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witnesses for the Office of Public Counsel that a zero
margin reserve be used in this case.

The witness is here to express the DEP's
opinions regarding what they believe that margin
reserve should be.

CHAIRMAN CLARK: I'll allow the guestion.

WITNESS HOOFNAGLE: I'm sorry, you will have
to restate the question.

Q (By Mr. Armstrong) Could you briefly state
the DEP position regarding the appropriate margin
reserve?

A Our primary concern is over reserve capacity
being adequate. My understanding of margin reserve is
that it's used in an economic model and who should pay
for what portion of that reserve capacity.

Again, I'1l have to state that the way those
particular rules that we reviewed were written, we
believed it would provide a disincentive for utilities
to construct adequately sized facilities above and
beyond the 18-months. Clearly, when you loock at doing
cost effective analysis and economies of scale or
engineering studies which we have been involved in,
you do not pick a certain year.

The size of the facilities are dictated by

the amount and the rate of that growth, the certainty
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of that growth, large user agreements, the
configuration of existing facilities, and, of course,
the funding mechanisms available to the people who are
going to have to pay for it. Even internally, when
you build a facility it has multiple components. If
you're going to build an elevated storage tank, you
wouldn't build it with a reserve capacity of 18 months
but more of 20 to 40 years. Lines in the ground are
similar because that is their useful life. However,
pumps, motors, a lot of the equipment, it's useful
life is much less and so an appropriate sizing might
be three or five years, depending upon the component.
All of these considerations go into a facility. If
you went in into facility I doubt seriocusly you would
find that every wall, every structure, every motor,
everything was based on a five-year sizing. It's just
illogical. The permitted capacity that you see in our
permits is not based upon the fact that every
component is sized at that size. That number is a
flow that the plant can handle based upon a max day in
a year.

Additionally, that permitted capacity may be
artificial, in that it would be based upon perhaps
regulatory constraints, that the Water Management

District did not give them a withdrawal permit over a
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certain size. Even though the facility could handle a
greater flow, the permit would give that lower number.
The most restrictive component of a plant would also
limit the permitted capacity of that size. And this
is a very complex issue, not just from the economic
aspects but, certainly, from the engineering aspects
and the public health aspects.

So I have professionally a great deal of
difficulty of just dealing with these finite numbers
and so forth. I understand the real question is, or
should be, who should pay for faqilities and how they
should do that. I'm not an expert in that area. I'm
just worried about, and the department is concerned
about, the message it sends or the disincentives that
come with margin of reserve, either rule or policy.
And it's really my intent to impress upon the
Commission, and I'm sure they are aware of this,
considerations for those disincentives or some way to
ameliorate them.

MR. ARMSTRONG: Thank you, Mr. Hocfnagle.
Appreciate it. The witness is available for cross.

CHAIRMAN CLARK: Mr. Reilly.
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CRO88 EXAMINATION
BY MR. REILLY:
Q Good afternoon, Mr. Hoofnagle. Just a few
questions.
You referred to this comments section
attached to Mr. Harvey's June 29, 1995, letter as

reflecting DEP's position on this issue; is that

correct?
A Yes, my office prepared the comments.
Q And you recall the considerable conversation

we had with Mr. Harvey concerning the term "reserve
capacity" as used in the comments section; is that
correct, Section 187

A I'm sorry. Is the gquestion do I remember
Richard Harvey's testimony or do I remember Comment
187

Q Well, do you remember the considerable
discussion we had with Mr. Harvey?

A Yes, I was here for most of it.

Q And I want to ask you some guestions about
your understanding of that term, "reserve capacity."

Is DEP stating that these are the capacities

that they feel the Utility should properly have to
meet growth and continue to meet DEP environmental

standards?
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A Yes. Our office and the DEP primarily is
concerned with the reserve capacity aspects of this.
We understand margin reserve to be basically a PSC
term, economic modeling term, a decision term on who
shall pay and how they shall pay for reserve capacity.
I did not see those two terms as synonynous.

Q So you don't believe that it's really
properly within the purview of DEP to be concerned
which mechanism the PSC might utilize to help pay for
that needed capacity; is that correct?

A Yes. It is a PSC call. Again, my concern
is the message or the disincentive that may be
involved with the way they do rate design and utilize
margin of reserve.

Q But you don't really care which customer
group pays for this capacity so long as it is paid
for; is that correct?

A That is correct. But the mission of the
agency is public health.

Q And were you not asked some questions
concerning what you thought the PSC's 18-month margin
reserve policy was as it relates to a utility's
ability to meet DEP's standards? Did you have
gquestions asked along that line?

A Yes.
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Q And do you believe that you could possibly
answer that question without knowing all of the other
mechanisms that's available to the PSC for paying for
reserve capacity?

A If you're asking me if I'm familiar enough
with all of the mechanisms to be 100% of my statement,
no. What I'm saying is that we're concerned that the
use of margin reserve will have a disincentive.

Q So just as Mr. Harvey was unaware of the
term AFPI and guaranteed revenues and advances for
construction and contributed lines and all these other
mechanisms that are available at the PSC, you were
likewise not familiar with all of these mechanisms; is
that correct? |

A That's correct.

Q And if, in fact, you learned that these
various mechanisms allowed the Utility to recover
nonused and useful plant, that that would be, in fact,
another way to pay for various reserve capacities the
DEP might feel it's prudent for a utility to have.

MR. ARMSTRONG: Objection, Madam Chair.
Again, I think we have to have a predicate in the
record that these mechanisms are available and do have
that result. And I think if you look at the evidence

under sworn oath they do not have that result. The
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CIAC, the AFPI collects less than 50% of what is being
imputed against the Utility. The question shouldn't
be asked without the predicate in the record.

MR. REILLY: I'm not asking Mr. Armstrong to
answer the questions, I'm asking him is he aware that
allowance for funds prudently invested is, in fact, a
mechanism that's available to pay for plant which has
been deemed nonused and useful?

A I'm sorry, I really can't answer the
question in a negative or an affirmative without being
familiar with those mechanisms and how readily
available they are to small utilities or others.

Q (By (Mr. Reilly) BAnd so you believe that
who pays or what portion of this needed capacity, that
it's beyond the purview of DEP to be concerned with
which customer group will pay for these needed
capacities; is that correct?

A It's beyond our purview to dictate that.

Our concern only is that if a mechanism is such that
there's a disincentive to use a methodology that
results in very small reserve capacities being
construct, we are concerned.

Q To get away from the issue a little bit now
about who should pay, let's talk about capacities. 1In

this recommendation DEP is strongly recommending that

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3581

the PSC allow at least a five year reserve capacity

for war and wastewater treatment. Now, a couple of

questions. Number one, is it not true that there is
not a comparable rule to 62600.405 in the water, for
water systems; is that correct?

A It is true there is not a comparable
drinking water regulation equivalent to the
wastewater.

Q And I believe I heard you in responding to
an earlier guestion say that the rule that was
somewhat on point was this rule that required the
utilities to maintain at all times a 20 psi pressure
to supply current customers; is that correct?

A That's correct.

Q How do you get from that DEP requirement of
maintaining a 20 psi at all times for current
customers to a recommendation that the utility should
at all times, a water utility should at all times have
excess capacity to meet five years' worth of growth?

A We did not recommend that a utility have in
their plant at all times five years of growth.

You are given a permit. You cannot exceed
the permit. As long as you operate at or below the
permitted capacity you are in compliance.

Q So it is not DEP's recommendation that water
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plants maintain --

A It is DEP's recommendation that when
exXpansions are considered -- they come in for
construction, that they should be looking at a
five-year, as a minimum, five year reserve capacity in
their permits.

Q Well, does that mean that the Utility should
always maintain a five year reserve capacity?

A No, obviously not. As soon as the plant is
built it's going to get less than five years until
they can come in. And at the point of the second
phase of the construction going on line you might be
right at the previously permitted capacity. And now
you have another five years. So actually you're never
operating, if you do this every five years, with a
five year reserve capacity at all times.

Q If a utility has today, an example, has 18
months capacity to meet projected future growth,
obviously, it's able to meet the current requirement
of 20 psi. Is that correct?

A All things being equal, yes.

o] And so having such a 18-month capacity would
not be inconsistent with the DEP rule that relates to
water systems; is that correct?

A Well, you're talking about its present
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reserve capacity at a particular point versus coming
in to expand a plant.

Q Yes, at this time I'm not talking about what
plans and specifications -- let us assume this utility
has that 18-month capacity, has already been in the
process of planning for its plant additions. It has
been in that process for over a year, let's say. But
we're at a snapshot in time, and it has 18 months
reserve capacity for future growth and it is meeting
the 20 psi, how was that scenario inconsistent with
DEP current requirements?

A It is not inconsistent with the
requirements. As we've stated, we have a
recommendation, and our concern with the public health
aspects of when they hit capacity and go over capacity
a loss of water quality treatment control and the
pressure in the lines becomes a concern when that
capacity is exceeded. If, for example, at this
particular snapshot in time they have 18 months of
reserved capacity and they then decide, "Well, it's
time we do something about this." By the time they
complete the planning, the design and the construction
for the next 18 months they will have well exceeded or
could well have exceeded the capacity of the plant and

they would be continually in this process.

FLORIDA PUBLIC SERVICE COMMISSION




10

11

i2

13

14

15

16

17

18

19

20

21

22

23

24

25

3584

Q But under my example there's certainly no
violation of any DEP rules nor are they close to being
out of compliance. Is that correct?

A That is correct. The DEP requirements
relate to water quality and not exceeding the

permitted capacity of the plant at any time.

Q Moving to wastewater, now.

A I'm sorry. I'm only here for the water.
Q Oh, you're only here for the water?

A Yes, I'm the administrator of the water.
Q Okay. There's been some testimony by

Mr. Harvey and, I guess, you subscribe to that, a
little defensive, about the issue of their
insensitivity to the cost of providing service; is
that correct?

A I heard the testimony.

Q And do you believe that DEP is sensitive?

A I believe DEP is sensitive to the costs
being borne by both the customers, small utilities and
the public because the federal reguirements state
requirements are quite expensive. And when we go
through rule development, we do look at the cost of
the rules. EPA also provides us costs, although on a
national basis, for the rules that we're asked to

implement, and we have entered into contracts and
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agreements for technical assistance and started a
small systems initiatives in order to help small
systems or all systems reduce some of the burdensome
cost. We have waiver programs and other such
mechanisms to assist to bring down these costs.

We are in a critical -- a critical component
of compliance in the water industry is the fact that
the regulations are expensive. When people are out of
compliance it's usually because of money issues not
because they are negligent. I'm sorry, I'm rambling.

Q I focus on this issue of the sensitivity to
costs. I would direct your attention to the last
paragraph of Section 18 which is found on Page 6 of 8
of RMH-4. And this is the sentence we looked at
before where it says, "The PSC should consider
allowing at least a 10-year reserve capacity for water
and wastewater treatment facilities." Do you believe
this sentence communicates a sensitivity to the cost

of providing service to current ratepayers?

A To current ratepayers?
Q Yes,
A We look at the 10 years as being a cost

effective approach as well as a public health
approach.

I understand the PSC's role is to look at
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current versus future customers. We Jjust don't look
at it current versus future. We look at the
cost-effectiveness, the overall cost of construction,
operation and maintenance, bringing that down to its
lowest possible level.

Q So you're understanding of this term
"reserve capacity" as used in this sentence implies --
does not imply margin reserve as we've used it today
as a cost to be borne by current ratepayers, but it is
a capacity you think is more appropriately -- should
always be present with the utility?

A The five years is a minimum. We're saying
here allowing 10 years in certain circumstances,
certainly, depending upon the nature of what they are
constructing and their rate of growth and other
considerations when you prepare cost effectiveness
analysis and you do your economic -- look at your user
charges and so forth.

Q And then you would have the Commission
collect however it deemed most fair and appropriate
from whatever customer groups that it felt it could
collect these funds from?

A Yes, we certainly defer to the PSC to -- in
that role, of course, to make those decisions. Again,

we just have concerns that certain policies may be

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3587

disincentives for the proper sizing of facilities.

Q Now, comparing this recommendation found in
this comment section to this letter as compared to
duly promulgated DEP rules that are implementing
Florida Statutes, I have a little problem and I want
you to try to compare the two, if you would. Well, of
course, you're not going to talk about wastewater
facilities, so -- but even the wastewater -- well,
we'll talk about your rule. Let's go —-- even more
absurd is the water rule that talked about 20 psi for
current customers. How do we get from 20 psi to
current customers to a recommendation that this have a
ten-year continuing -- rolling over, continuous
ten-year reserve capacity? Compare the rule
requirement to your current recommendation in this
memo?

A The 20 psi, of course, is a pressure within
the water distribution system. It doesn't really
relate to each individual customer. It's a water
pressure term.

Maintaining adequate pressures to avoid
contamination of lines generally occurs when supply
does not keep up with demand. That would, of course,
begin to occur when plants begin to operate above

their design or permitted capacities.
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If the margin reserve was so structured that
we found facilities or utilities only constructing for
18 months of future growth, they would be every two
years or every 18 months operating right at their
permitted capacity and often exceeding it.

So when they begin to exceed their permitted
capacity, there is a concern regarding whether or not
they can maintain adequate pressure in their lines.
The ten years that we're looking at, in other words,
is more of an economies of scale or proper engineering
approach to things. If you're going to build a
building or major structures, you can't just size them
for the next 18 months. I know this probably dcesn't
refer to lines, but if you put in an 8-inch line and
then a year and a half later put in a 10-inch line and
then a year and a half later put in a 12-inch line,
you would be busting your ratepayers, whether they are
existing or future or all over the place.

What we're saying is that the Commission
should recognize that there are components of a
treatment plant that are more appropriately should be
sized for 10, even 20 years.

The reserve capacity again, as it's dictated
here, pretty much refers to the rated capacity of the

plant. And in our experience, especially those of us
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who worked in the construction grants programs, we
were mandated by the federal government before we
could give financial assist to a community that they
provide for ten years of reserve capacity and there
was an engineering and economic reason for that.

Q Did I understand you to say that really this
ten-year requirement dealt more with realizing the
benefits of economies of scale as opposed to a fear
that the utility will fall out of environmental

regulatory compliance? That's the thrust of your

testimony?
A That is correct.
Q Gosh, when you start talking about economies

of scale, then you quickly go beyond ten years, can't
you?

A Certain components of your plant, yes, you
might look at 40 years. That is correct. If you
build a water line you often look at a 40-year flow
rate.

Q And would that be your recommendation to
this Commission, that they allow the -- through
whenever mechanism that they would employ, allow these
kinds of margins in a rate setting forum?

A We would ask that whatever margin reserve

they employ that it's not a disincentive to properly
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construct a facility based upon the types of
components and the useful lives of those components.

Q Can you understand, though, applying that in
a regulatory scheme? I could give you some
hypotheticals that would create $500, $600, $700 per
month water and wastewater service charges to small
handfuls of customers who are being served by these
systems that you're talking about that will at some
point in future realize all these economies of scale.
Can you imagine I could give you such a hypothetical?

A I imagine you could, yes, certainly.

Q Would you think that would be a result that
this Commission would want to reach?

A Well, in the 14 years that I've worked in
approving facilities plans for structural facilities I

never observed a facility ever constructed for 18

"months or three years. The only thing I ever saw with

a 5-year reserve capacity were things like pumps and
motors and even those were designed with the
flexibility to change out the pump or the impellers
and so forth.
We may be mixing two different concepts
here.
Q It could be.

A The economic model is different than the

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3591

properly sizing engineering model.

Q And different than the requlatory scheme to
structure for current ratepayers.

A If your model loocks at or if you were
scenario looks at a population that guadruples over
time, you are absolutely right, you would stage the
construction for less than 20 years or less than even
maybe 10 years. Rate of growth has a great
determination on what staging vou look at for the
construction of facilities. EPA basically presented
pecple who were doing facilities construction with
three different horizons, a 20-year, a 15-year and a
10-year horizon. All of that based simply upon a rate
of growth, and I cannot recall what rates of growth
went with each of those stages. But they certainly,
the federal government in its financial systems
programs, did lock at minimums of ten years.

Q You were asked whether you -- earlier you
were asked whether you agreed with Mr. Harvey's
prefiled rebuttal testimony and you said you agreed
with parts of it and you disagreed with parts —-- or
you didn't say yoﬁ disagreed, but you said you agreed
with parts of it which implied that you perhaps didn't
agree with parts. Would you identify those parts of

his testimony you do not agree with or couldn‘'t
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endorse?
A Well, as I was listening and as I was
reading through the stuff there was -- I can't recall

—-— there were some things I was in agreement with what
he was saying and other things I was disagreeing.

I guess my primary difference of agreement
as it relates to the specific reason I'm here is that
I do not consider margin reserve eguivalent to reserve
capacity. Margin reserve is simply that portion of
reserve capacity that existing ratepayers should pay
for. That's ny weak understanding of that.

Q And further that you are not here as a DEP
witness to recommend to this Commission what they
should allocate to current ratepayers versus future

ratepayers. Is that correct?

A I'm sorry, I missed the first part of your
sentence.
Q I'm saying can I imply from that statement

that you are not here as a DEP witness to give
recommendations to this Commission as to how it will
allocate these costs between current and future
ratepayers?

A No, I'm here to express our department's
position and concern of the impact of margin reserves

and those impacts and what they will have on what
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ultimately gets constructed at a facility.

Q Now, I'm not sure I got the answer to my
question. Was that a yes or a no? Again, if I could
implore you to give a yes or no.

A I guess the answer to your question is no,
I'm here to present the DEP position on reserve
capacity.

Q No, you're not here to give recommendations
as to how those costs should be allocated between
current --

A No, I'm not here to give recommendations on
how the Commission should split costs out between
existing and future users.

Q Okay. Thank you.

MR. REILLY: That concludes our questions.
CHAIRMAN CLARK: Mr. Twomey. Mr. Jacobs.
Mr. Twomey.
CROSS EXAMINATION

BY MR. TWOMEY:

Q Would you pronounce your name again for me,
please?

A van Heocofnadgle.

Q Hoofnagle. Thank you, sir.

Okay, sir. I may have missed this, but am I

correct in understanding that you don't have any
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formal training in the economic rate setting for
utilities?

A No, I do not have formal educational
training on the rate setting for utilities, except for
one brief training session that was held here in these
offices several months ago.

Q Okay. Now, I think you were pretty
straightforward about the fact, if I heard you
correctly, that you don't find the terms "reserve
capacity" and "reserve margin" to be synonymous; is

that correct?

A That's correct.
Q Okay. And let me go back for a minute. You
are —-- you are here because Mr. Armstrong subpoenaed

you, right?

A That's correct.

Q But aside from the fact that you were
subpoenaed, it appears to me that you are agreeable to
come here in any event on behalf of your agency and
express your concern that the Public Service
Commission not engage in any regulatory practices that
provide a disincentive for utilities to meet their
reserve capacity requirements; is that correct?

A That is correct. We have a memorandum of

understanding in which we have agreed to offer

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3595

testimony at hearings and so forth on behalf of our
agencies whenever appropriate. And obviously when you
are subpoenaed I assume I had to come.

Q Sure. If reserve capacity is not synonymous
with reserve margin, help me again concisely
understand what you mean by reserve capacity vis-a-vis
the health and safety requirements that your agency is
responsible for meeting.

A On the date that an expanded or upgraded
plant is put into operation, it will have an actual
flow at that particular plant. That flow hopefully is
under the permitted capacity. The difference between
those actual flows and the permitted capacity is its
reserve capacity. Based upon, of course, population
growth or large user agreements or what may occur in
the future, there is an estimate made on at what point
in the future there will no longer be reserve
capacity. You'll be operating at your permitted
capacity. Those number of years I would refer to as
the reserve capacity number of years.

Margin reserve is a portion of that, as I
said earlier, that existing customers, as of a certain
date, are to pay for reserve capacity.

o] Okay. Let me be sure on this, now. It

strikes me that -- okay, you said that reserve
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capacity which you are primarily concerned with
involves a comparison of the flows of a plant on a
given day versus its permitted capacity, right,
expressed in terms of --

A Max day flow. 1It's expressed in terms of
max day flow. TIt's not -- it doesn't change
day-to~day based upon the actual flow of that day, but
in the water industry, which is different than
wastewater, what they utilize is the max day flow.

Q Max day flow versus the total permitted
capacity of the plant expressed in terms of years or
portions of years, right?

A Well, they make a calculation. You're never
really sure when a plant is going to reach its
capacity. A lot can happen, downturns and so forth.

Q Right. Because as I understand what you're
saying is that in order to make even a reasonable
estimation of reserve capacity that you're concerned
with, one has to look at the -- a number of
assumptions, including expected rate of growth,
expected rates of consumption per customer, and things
of that sort, right?

A Yes.

Q Okay. Would you agree with me that that

type of analysis is best accomplished on a
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system-by-system basis?

A Service area, yes.

Q Are you into making a distinction between
service areas and systems as well?

A I'm sorry. Making a distinction between
service areas versus a system?

Q Yes, sir. Yes, I mean if --

A Well, a service area that a utility may have
may not have all of its customers built in yet. Angd,
of course, it can change. It can grow or even shrink
I suspect.

0 Okay. Let me ask you this. Mr. Hansen
here, who is one of my clients, right next door to me
here, he lives in Sugarmill Woods, and Sugarmill Woods
is served by a wastewater treatment plant. Does that
constitute a system to you, wastewater system?

A Well, T can't answer about wastewater, but I
assume it's similar in water. A system includes it's
-- basically it's source, the well or the pipe that
withdraws from river, it's transmission to the plant,
the treatment plant and the water distribution lines.
That constitutes in the DEP what we call a public
water system.

Q Okay. Thank you.

A It has to meet other criteria.
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Q Sure. Sure. Now let's go back to that. So
the four -- would you agree with me that in order to
ascertain reserve capacity, it's most efficiently or
effectively done on a system-by-system basis because
rates of growth and assumptions on per capita usage
may vary dramatically from location to location within
the state depending upon local economics, real estate
prices, per capita income and things of that sort? Do
you follow my guestion?

A Yes. Of course, when you —=

MR. ARMSTRONG: Object. I'm just going
to -- is this getting into the economics of the
situation which this witness doesn't have any --
unless you have some questions that bring his
expertise in the area into play, because I don't think
all of the factors that Mr. Twomey suggested had
anything to do with the environmental aspect that this
witness is here and competent to testify about. I'm
just afraid we're going to be venturing into some
areas that Mr. Twomey would like to explore with every
witness that gets on the stand, but they don't
necessarily have the competence to testify about that.

MR. TWOMEY: Well, my questions, Madam
Chair, are directed to calculation of reserve

capacity.
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MR. ARMSTRONG: As long as that's the
question, is reserve capacity that you're talking
about from an engineering perspective.

MR. TWOMEY: That's the question. Do you
recall my question, sir?

A I think you were asking me about
the difference -- will there be differences between
one service area and another service area when it
comes to consumptive use by the customers and so
forth.

Q Yes, sir.

A Yes. We've seen this in our -- at the
different utilities. Mostly affected by whether or
not they have agricultural or commercial customers as
well as watering needs. In other words, single-family
homes use more water, and those sorts of things are
fairly obviously. And people that live in apartment
buildings have a less per capita use of water, if
that's what you're asking, and I answered that as an
engineer rather than as some kind of DEP position on
that.

Q I want you to answer to me as an engineer in
terms of calculating reserve capacity. And just to be
more specific, if you have two different service areas

that have a -- start out brand-new with a -- Day One,
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with a million gallon a day water treatment plant,
isn't it true that those two plants or those two
systems could have markedly different reserve
capacities, depending upon the assumptions that obtain
in each location in terms of growth, per capita usage
and the like?

A I do not do the permitting review that comes
into our office. That's done by the district offices.
But generally they use across-~the-board a single
number, like they may use or consider 3.5 people per
home and a hundred gallons per capita per day usage
when they look at establishing, you know, what size
facilities are needed and so forth.

A full-fledged detailed engineering study,
which I have not done in water facilities, I can only
presume and that's really not why I'm here.

Q Yes, sir. And I don‘'t mean to be unfair on
this. Let me try one more time. Wouldn't it be fair
and a reasonable thing to do in determining a reserve
margin at a given location to ascertain what the
reasonable expected level of growth is in that service
area in terms of new development, new customers?

A I just don't really think I'm equipped to
answer that. I'm sorry.

Q Okay. Is it your testimony today, sir, that
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the current practice of the Florida Public Service
Commission provides a disincentive for utilities to
maintain the proper levels of reserve capacity?

A Again, we're strongly concerned that it
does. And our recommendations are that longer margin
reserves be employed because of that concern. It is
still, of course, their call.

Q Sure.

A I'm not sure if I answered your question on
point, but I'm just again expressing our DEP position
on this.

Q Well, let me ask you this: Is it your

testimony that you're concerned that the Public

Service Commission not adopt policies that provide
disincentives for utilities to meet the reserve
capacity that you are concerned with, or is it your
testimony that it is your belief that the Commission's
current policies do, in fact, provide a disincentive
now for a utility to meet its reserve capacity?

A Yes on both.

Q Okay. Do you know what the term AFPI stands
for?

A No, I do not.

Q Okay. Would you agree with me that -- I

thought I heard you say in answer to Mr. Reilly's
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questions that the size of a pipe -- that the useful
life of a water pipe has something to do with the
economies of scale. Did you say that?

A No, the useful life of the pipe. And useful
life is based upon the materials of the pipe and the
chemical nature of the water that flows through it and
how close to the surface, if it's in groundwater and
so forth. But generally pipes only have plastic and
iron and, of course, concrete. But generally a pipe
life can range from 30 to 50 years, depending upon the
materials and what it is subjected to.

Q Have you had any meetings with -- let ask
you first, what role, if any, to your knowledge has
SSU had in passing the -- urging the passage of the
DEP's rules dealing with reserve margin or reserve
capacity?

MR. ARMSTRONG: Objection. I don't see the
relevance of Southern States's activities in
rulemaking proceedings.

CHAIRMAN CLARK: Mr. Twomey.

MR. TWOMEY: Well, this gentlemen is here
suggesting that the PSC isn't treating utilities and
SSU properly with respect to -- in relation to SSU's,
I mean the DEP's rules. And it seems relevant for me

to know what role, if any, SSU had in having those
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rules in place.

MR. ARMSTRONG: I withdraw the objection. I
withdraw the objection.

A I don't know of any -- I have been in the
program for only six years, and during that period of
time I'm not aware of any role that SSU has been
involved in actually establishing our rules.

We do form TACs (ph} when we have rule
development. We had technical advisory committee when
we looked at cross-connection control regulations and
also the passage of the federal standards and so
forth, and we invite to sit on those TACs
environmental interest and so forth. I believe that
SSU may have had a representative on our
cross—-connection control TAC committee.

o} Okay, sir.

A But as far as -- the permitting rules have
not been revised in an extremely long period of time,
and that's what we're dealing with here is our Chapter
62-555, and certainly have undergone no major
revisions since I have been employed in the drinking
water section.

Q Okay. Lastly, it's not your testimony, is
it, that the Public Service Commission cannot deal

with ~- is it your testimony that the Public Service
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Commission cannot allow a utility to -- the recovery
of its assets, capital assets between current and
future customers and still comply adeguately with your
reserve capacity?

A I'm sorry. That's sort of a convoluted
guestion to me. I think the answer is basically no,
we are not saying that the Commission cannot allow
that. That's the way you started that question.

Q Yes. I'm sorry. It ended up sounding
convoluted to me, too.

Q You're not -- are you suggesting that it is
not possible for the Public Service Commission to --
strike that.

To your knowledge, isn't it possible for a
utility to meet its reserve capacity requirements that
it must for DEP concerns as well as take advantage of
reasonable economies of scale and still get the proper
regulatory return by the PSC allowing it the proper
mix of revenues from current customers as well as
regulatory policies that allow it to recover expenses
from capital returns from future customers?

COMMISSIONER GARCIA: I'm sorry, forgive me,
Mr. Twomey. Would you repeat the question again?

MR. TWOMEY: No, I can't. I will stop

there.
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CHATIRMAN CLARK: Thank you, Mr. Twomey.
Staff?
CROSS EXAMINATION
BY MS. O'SULLIVAN:

Q We have just a few very brief qguestions,

Mr. Hoofnagle. Would you agree that there are
differences between the environmental planning and
permitting requirements of DEP and the economic
regulation of the PSC?

A Yes.

Q Even if the DEP does require a utility to
begin planning for expansion, does that mean that the
economic recovery should initiate at the same time?

A Well, in drinking water, we do not have that
same reguirement we do in wastewater, although we are
presently revising 555 to incorporate similar language
that the wastewater rule has into our drinking water
rule, looking at the same kinds of planning
requirements. It's basically stages at which you
would kick off your planning and your design and
construction, lead times for that.

Q So you're referring to Rule 62-600.405, that
your rules would parallel that in terms of the
five-year planning?

A Yes. We are planning on paralleling --

FLORIDA PUBLIC SERVICE COMMISSION
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although we are still in tack. Now the PSC will also
sit on our tack; and that's what we hope to do is
cooperate during that rulemaking process so that we
don't come along behind your particular policies and
send a confused message to the regulated public about
the issue of margin reserve and reserve capacity and
planning requirements and so forth.

Q All right. So even if the DEP does require
the utility to begin planning at a certain time
period, does that mean that the economic recovery
initiates at that same time period?

A We have no opinion on that.

Q Is the Commission's margin reserve in
rate-setting intended to allow the utility to recover
the cost of expansion?

A You're asking me if the PSC does allow the
utility to recover the cost of expansion how?

Q I guess my question is, is the Commission's
use of margin reserve in this context and in
rate-setting intended to allow the utility's recovery
of the expansion?

A Well, depending upon what the margin
reserve, it would be a certain portion of the recovery
of the reserve capacity from the existing consumers or

users. That's my understanding of the margin reserve.
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Q Is margin reserve also intended to allow the
utility to accommodate short-term growth?

A I'm not that well versed at how the PSC
establishes rates or approves rates and utilizes
internally the calculations of margin reserve to look
at short term versus long term, or how those terms are
defined. I'm sorry, I can't answer that.

MS. O'SULLIVAN: All right, thank you.
staff has no further guestions.

CHAIRMAN CLARK: Redirect?

MR. ARMSTRONG: No questions.

CHAIRMAN CLARK: Thank you very much,

Mr. Hoofnagle. Thank you.

(Witness Hoofnagle excused.)

CHAIRMAN CILARK: We are going to take our
lunch break now, and we'll break until 1:00. I would
like to ask the parties: I am becoming concerned about
our ability to finish this hearing this week, we seem
to have slowed down somewhat. Therefore, I would like
to ask all the parties to review the witnesses from
Mr. York on down, and I would like and estimate from
each one of you as to how long your cross examination
is going to take for each of those witnesses. And I

would like to have that by about 4:00 today. Okay?

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

i8

19

20

21

22

23

24

25

Thank you, we will see you at 1:00.

(Thereupon, lunch recess was taken at
12:30 p.m.)

(Transcript continues in sequence in

Volume 32.)
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MEMORANDUM OF UNDERSTANDING

FPLORIDA DEPARTMENT OF ENVIRCNMENTAL REGULATION
AND

FLORIDA PUBLIC BERVICE COMMIBSION

The Florida Dspartment of Environmental Regulation (DER) and the
Florids Public Service Commission (PSC) recognize that water
consarvation and reuse of reclaimed water are key elements of
Florida’s long-term water management strategy. It is our joint
geal and high priority to ensure that Florida watex and wastewater
utilities provide safe and efficient treatment and use of water and
wastewater. Thizg memorandum of understanding (MOU) formally
establishes the policies and procsdures te be followad by the DER
and PSC to promote and encourage water conservation and reuse, and
safe and efficient water supply and wastewater management services.

BACKGROUNZ

tor Su

The Federal Safe Drinking Water Act requires cartain monitoring,
testing, treatment, and reporting te ensure the quality of potable
waters. The Florida Safe Prinking Water Act, contained in

Chapter 403, Florida Statute (¥F.S5.), ocutlines the basic-
requirements for Florida’s water supply program. Chapters 17-554,
17-551, 17-555, and 17~560, Florida Administrative Code (F.A.C.),
contain specific requirements governing water supply in Floerida.
The PSC’s responsibilities for regulation of private water supply
utilitiaes are outlined in Chaptar 367, F.S. ‘

Wastewnte anagemgpnt

The Federal Clean Water Act reguires effective treatment and
management of wastewater in order to protact the natioen’s ground
water and surface water rescurcas. Flerida’s wastewater managament
and ‘environmental control programs are contained in Chapter 403,
F.S. Specific regulations governing domestic wastewater management
are contained in Chapters 17-600, 17-601, 17-602, 17-604, 17-610,
17-611, 17-640, and 17-650, F.A.C. The PSC’s rasponsibilities for’
regulation of private wastewater utilities arelgaukined dpn. pare

Chapter 367, F.S. 3
3396 MaR2i g
FPSG-HEGQRDS/REPORHHG
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euse Re mad Wate
The encouragement and. promction of water conservatlon and reuse of
raclaimed water are established as state cbjectives in
Saction 403.064(1), F.S.

The DER has developed and implemented a comprehensive reusa program
designed to meet those cbjectives. This reuse program includses:

Lo comprehensive rules governing the reuse of reclaimed
water (Chapter 17-610, F.A.C);

2. A mandatory rsuse progranm;
3. An Antidegradation Policy;
4. The Indian River Lagoon System and Basin Act; and

5. Requirements for evaluation of rausa faasibility.

Section 403.064, F.S., raquires that after January 1, 19%2, all
applicants for permits tao construct or operats a domestic
wastewvater treatment facility in a critical water supply problem
area evaluate the cost and benefits of rasusing reclaimed wvater as
part of their application for the permit.

The Antidegradation Policy is contained in Chapter 17-4, F.A.C.,
"Permits," and Chapter 17-302, F.A.C., "Surface Water Quality
Standards.” These rules require an applicant for a new or exranded
discharge to surface waters to demonstrate that the d;scharqe is
clearly in the public interast. As part of this public intarest
test, the applicant must evaluate the fsasibility of reuse of
reclaimed water. If reusa is economically and technelogically
reasonable, it will be preferred over the surface water dischargas.

The Indian River Lagoon System and Basin Act, which is ¢ontained in
Chapter §0-262, Laws of Florida, provides increased protection to
the Indian River Lagoon System. Section 3 of the Act requires the
ownet” of an existing sewage trsatment facility within the Indian
River Lagoon Basin to investigate the feasibility of using
reclaimed water for beneficial purposas. Thesa reuse faeasibility
studies were toc be completed before July 1, 1892.
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OBIRQTIVES -

The common objectives, as they relate to domestic wvater supply and
wastewater management facilities subject to regulation by the DER
and the PSC, are as follows:

1. To monitor water supply systems to ensure that safe and
reliable water is produced and delivered in accordance
with applicahle rules and drinking water standards;

2. Te nmonitor domestic wastewater systems to ensure the safs
and efficient collection, treatment, and reuse or
disposal of wastewater and residuals;

4 To enceourage and promote water conservation and reuse of
reclaimed water;

4. To fostar conservation and te reduce the withdrawal of
ground and surface water through employment of
conservation-promoting rate structures, reuse of
reclaimaed water, and ccnsumer education prograns.

PSC RESPONSIBILITIES

The following presents the general description of the roles and
responsiblilities of the PSC ralated to water supply, water
‘consarvaticn, wastewater management, and reuse of reclaimed water.
The PSC’s jurisdiction is linmited to economic regulation of
investor-owned utilitiaes and is effective in only some of the
counties in Florida. The PSC will offer assistance to the extaent
provided by law and agency pricrity and worklecad. The PSC agrees

to adopt and implement policies and procsdures necessary to
adm¥nister these duties,

Water supply

*l.. When appropriate, arrange for jeint public meetings with
: customers to ensure that customers are aware of the need
for water supply system improvement prejects, and the
potential impacts the projects will have on service
rates.

2. Inform the DER of the PSC public meetings with customers
and hearings in which water supply projects will ke
discussaed.

3. Review proposed rate structuras for private utilities
within PSC durisdictien.
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Provide assistance in review of watar conservation rate
structures within PSC jurisdiction. . .

Monitor abandonment and bankruptcy proceedings for
private water utilities within PsC jJurisdiction. Infornm
the DER of pending akandonment and bankxuptcy cases.

If an applicant for a DER permit challenges the
interpretation of Section 367.031, F.S., the PSC agrseas
to provide legal and technical support te the DER in any
related administrative hearings or legal proceedings.

Rastewvater Manpagement

Reuse

1.

When apprcpriate, arrange for joint public mestings with
customers to ensure that customers are aware of ithe need
for wastewater management system improvement projects,
and the potential impacts the projects will have on
service rates.

Inforra the DER of the PSC public meetings with customers
and hearings in which wastewater manzgement projects will
be discussed. :

Review proposed rate structures for private wastewater
management utilities within PSC jurisdiction.

Monitor abandonment and bankruptcy proceedings for
private wastewater utilities within PSC jurisdiction.

Infcrm the DER of pending abandonment and bankruptay
cases.

If an applicant for a DER permit challenges the
interpretation of Section 367.031, F.S., the PSC agrass
to provide legal and technical support to the DER in any
related administrative hearings or legal proceedings.

The DER has adoptad rules reguiring utilirises to perform
timely planning, degign, and construction of expanded
facilities to ensure that sufficient wastewater
treatmant, disposal, and reuse capacity is available. 1In
light of DER rules, the PSC agreas to evaluate capacity
constraints imposed by statute and rules on private
utilities within PSC jurisdiction, by PSC’s application
of the "used and usaeful" concept. If justified, this
evaluation shall include assessment of peossible need for
statutory or rule revisions.

When appropriate, arrange for joint public meetings with
customers to ensure that customers are made aware of the-
need for reuse system improvemant projects, and the
potential impacts the projscts will have on service
rates.
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2. Inform the DER of the PSC public meetings with customers
and hearings in which reuse of reclaimed water will ba
discussed,

B Provide feasibility analyses of the financial impacts, ir
any, of reuse system projects on both the customers and
the wastawater utilities within PSC jurisdiction.

4. Within 10 days of receipt of a reuse feasibility stuay,
tha PSC staff shall raview the document for completenass
of the financial aspects and shall notify the DER whether
or net the document is complete and whether or not the
PSC will be able to conduct a complete review. If the
PSC staff determines that it will be able to review the
document, the PSC staff shall provide —omments and
racoemmendations to the DEP within 30 days of receipt of
the ceomplete document.

5. Participate in appropriate DER hearings in which the
feasibility of reuse will be discussed.

6. Review proposed rate structures for reuse projects for
private utilities within BSC jurisdiction. As noted in
Section 403.064(6), F.S., and pursuant te Chapter 367,
F.S., the PSC shall allow utilities which implement reuse
projscts to recover the full cost of such facilities
through their rate structures..

7. Assist the water management districts in review of reuss
feasibility studies associated with the mandatory reuse
program in Chapter 17-40, F.A.C., and other reuse-raelafted
activities of the wvater management districts in the
counties within PSC jurisdictien. A saparate MOU hatween
the water managenent districts and the PS5C geverns these
activities.

DER RESPONSIBILITIES

L
-

The following is a general descriptien of the roles and
responsibilities of the DER related to potable water supply, water
conservation, wastewatar managemsnt, and reuse of reclaimed watar.
The DER agrees to adopt and implement policies and procedures
necessary to administer these duties.

¥ater Supply

1. Review applications for construction of potable water
supply systens. -

2. Monitor compliance of potable watar supply systems with
applicable rules and drinking water standards.
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Notify the PSC of impending abandonment or bankruptcy
cases involving water utilities and assist the PSC in
such casas, as needad.

For utilities subject toc Chapter 367, F.S., the DER shall
verify the existence of a certificate of authorization or
order indicating exempt status from the PSC befors

issuance of & construction permit for a new water system.

Ma am

Review applications for construction and operation of
demestic wastewater facilities.

Monitor compliance of domestic wastewater management
facilities with applicable rules and effluent discharge
limitations.

Monitor water quality in the Stats’s ground waters and
surface waters.

Notify the PSC of impending abandonment or bankruptcy
cases involving wastewater utilities and assist the PSC
in such cases, as needed.

For utilities subject to Chapter 367, F.S$., the DER shall
varify the existence of a certificate of authorization or
order indicating exempt status from the PSC before
issuance of a construction permit for a2 new wastewater
facility.

Adminis<er the State’s reusé program.

Review reuse feasibility studies required by
Section 403.064, F.S., the Antidegradation Policy, or the
Indian River Lagoon System and Basin Act.

Within five working days after receipt of a rause
feasibility study required by Section 403.064, F.S., the
Antidegradation Policy, or the Indian River Lagoon System
and Basin Act, the DER shall provide a copy of the reuse
feasibility study to the PSC. This applies conly to
feasibility studias produced by private utilities located
within counties regulated by the PSC.

Final determinations on the adequacy of reuse feasibility
studias will ba made by the DER. Comments and
recommendations made by the PSC on the financlal aspects
of these reuss feasibility studies will be considered by
the DER.
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Participate in appropriate PSC public meetings with
customers and hearings in which reuse issues raised by
the DER are to be discussed. This may include, but is
not limited teo, expert witness tsestimony.

PROJECT COORDINATION

The PSC will designate a Water sSupply Preject Manager.

The DER‘s Drinking Water Section Administrator will serve
as the DER‘s Water Supply Project Manager.

Exchange of information batween the DER and the PSC shall
be through the desighated Water Supply Project Managers.
Coples of pertinent correspondence related to water
supply and water conservation issues shall bs sent to the
appropriate agency’s Water Supply. Froject Manager.

water Man t

l.

2.

The PSC will designate a Wastewatar Management Project
Manager.

The DER’s Domestic Wastewatar Section Administrateor will
serve as the DER’s Wastewater Management Project Manager.

Exchange of information between the DER and the PSC shall
be through the designated Wastewater Management Project
Managers. Copies of pertinent correspondence related to
wastewater management issuss shall ke sent to the
appropriate agency’s Wastewater Managemant Project
Manager. i

The PSC will designate a Reuse Project Manager. All
reuse feasibllity studies provided to the PSC by the DER
will be directed toc this Project Managar.

The DER‘s Reuse Cocrdinator will serve as the DER’s Reuse
Project Manager for purposes of this agreement.

Reuse feasibility studies to be submitted to the PSC will
ba submitted over the signature of the DER Reuse
Coordinator or over the signature of cna of the six Water
Facilities Administrators located in the DER district
offices.
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4. The DER Reuse Cocordinator shall ba copied cn any
correspondence batween the PSC’s Project-Manager and the
DER’s Water Facilitiss Administraters regarding reuse
faasibility studies. '

5. Whenever a potential cenflict regarding a specifice
project is identified, each agency will examine the
alternative solutions avallable and then meet to discuss
the issues inveolved and attempt te reach an agreement
before announcing a position. If an agreement cannot be
reached after due deliberations, several positions may be
advecatad. Such disagreements, if any, will not cbviate
this MOU.

5. Exchange of information between the DER and tha PSC shall
be threough the designated Reuse Project Managers. Copies
of partinent correspondence between an agency and other
parties concerning a reuse project shall be sant to the
Feuse Project Manager of each agency until project

' completion.
cverall Coorgination

The designated Water Supply, Wastawater Management, and Reuse
Project Managers from the DER and the PSC shall meet as necessary,
but at least annually, with the Dirsctor of the Water and
Wastewater Division of the PSC and the Director of the Divisgion of
Water Facilities of the DER. The meetings will address and review
progrese on the water supply, wastewater management, and rause
programs in Florida and attampt to resclve any issues which may be
identified by thae staffs.

AMENDKENTS

This MOU may be amsnded by mutual agreement of the DER and PSC. It
shall remain in effect until it is dissclved by mutual agrsement
among the agencies or terminated by an agency after giving written
notice 30 days in advance to the other agancy.
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EFFECTIVE DATEZ AND SIGNATURES

This MOU will become effective after being sigrned by both parties.

Thomas M. Bea=%; airm carcl M. Brownar, Sacretary
Florida Public Service Department of Environmental
Commission Regulation

T Ao, ? 2

Date ) Date r




EXHIBIT Ml -2)
PAGE___ | OF &

Florida Dcpzu‘lnu:nt ol
Environmental Protection

Twin Tuwers Ulle: Builidiog

Tarwton Chilex 2600 Blair Stone Ruwud Virginia 15 Wetherell
{rnvivunr Tallahusscee, Florida 32399-2400 Sewrelary
K _ . . :_J :—f.. a~ r: b n"{' r: .
. July 14, 1993 iVl
Sub Yo%

Mr. John Williams, Chief

Bureau of Certification

Florida Public Service Commission
10!l East Gaines Street
Tallahassee, Florida 3239%9-0850 3

- Fizad ty Fulliz Barvize Commission
Civ.zias of Water oo Waslawiter

Dear Mr. Williams:

Thank you for the opportunity to review the draft version of
Rule 25-30.432, Florida Administrative Code (F.A.C.), "Used and

Useful in Rate Case Proceedings.” This version was hand-delivered

on June 18 by Patti Daniel. We commented on a previous draft of

this rule by letter dated July 30, 19%2. It appears that many of

our previous comments were not incorporated into this version. Our -
general and specific comments on the wastewater portions are -
enclosed., .,
If you have: any guestions about our comments, please contact
Elsa Potts, P.E., Administrator, Domestic Wastewater Section, at
the letterhead address or at 904/4B88-4524.

> g Sincerels,
(7
- Hichard D. Drew, Chief T -
Bureau of Water Facilitles
Planning and Regulation

-,

RDD/ra/btm
Enclosure

cc: Patti Daniel

TP R N
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Rule 25-30.432, F.A.C.
tUUsed and Useful in Rate Case Proceedings

General Comments

L

Section 403.064(6), Florida Statutes, .states "Pursuant to

' chapter 367, the Florida Public Service Commission shall allow
-entities which implement reuse projects to recover the full

cost of such facilities through their rate structure." The

" intent of this statutory provision was that the full cost of

capital investments be included in the cost recoverable
through a rate structure. In essence, the entire cost of a
reuse project should be considered used and useful. We
recommend that Chapter 25-30, F.A.C., include this provision.

A significant wastewater management problem in Florida
involves overloaded wastewater treatment facilities. Rule
17-600.405, F.A.C., (copy attached) is a pellution prevention
measure designed to ensure that the permittees conduct the
planning necessary to allow for timely expansion of the
wastewater facilities. This rule contains reguirements for
capacity analysis reports. The capacity analysis report is a
detailed assessment of flow projections as they relate to
future needs for expansion of domestic wastewater facilities. -
Time frames are established in the rule for submittal of the
initial capacity analysis repert, as well as for updates of
the report and for the planning design, and construction of

_‘expanded facilities. This rule became effective in 1951 and

. has been well received by the regulated public, as well as the

" utilities. We believe that Chapter 25-30, F.A.C., should
allow utilities to recover investment for timely expansicn of

needed wastewater treatment facilities copnsistent with our
rule reguirements.

Specific Comnents

1.

Rule 25-30.432(3)(a), F.-A.C. - Design and construction
requirements for collection systems and transmission
facilities are contained in Chapter 17-604, F.A.C. We suggest
including this chapter as z reference.

Rule 25-30.432(4), F.A.C. - The statement "To encourage
long-term planning and least cost system design, the
Commission, at at minimum, shall consider as used and useful
the level of investment that would have been reguired had the
utility designed and constructed the system to serve only its
existing customer base" is unclear. This statement doesn’'t
seem to promote long-term planning. Suggest deletion of "To
encourage long-term planning and least cost system design.”

Rule 25-30.432(5)(a)4a, F.A.C. - The margin reserve for
treatment facilities is 12 percent of the permitted cor actual
ERC capacity, whichever is greater. The previous draft we
reviewed contained a 20 percent margin reserve. We agree that
there is a need to balance a utilities’ incentive for making
plant investment and planning for future neads with some Iype
of mechanism to control imprudent investments in order to
protect existing ratepayers. How was the 12 percent derived?
Have other mechanisms to achleve this balance been explored?
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Rules 25-30.432(5){a)4 b and c, F.A.C. - It is suggested that
definitions for "off-site" and "on-site" be included in the

rule.

- Rule 25-30.432(5){a)4 e, F.A.C. ~ The relationship between
"available capaclty" and the used and useful default formulas
"'is unclear. - How were the 500 percent and five-year customer.

base derived’

Rules 25-30.432(5)(4)1 and 2, F.A.C. - The Environmental
Protection Agency (EPR)} used the following standard in the
Construction Grants program to determine if a system would be
subject to further I/I analysis: No further I/I analy315 will
he necessary if domestic wastewater plus non-excessive
infiltration does not exceed 120 gallons per capita per day
{gpcd} during periods of high ground water. The total daily
flow during a storm should not exceed 275 gpcd, and there
should be no operational problems, such as surcharges,
bypasses, or poor iLreatment performance resulting from
hydraulic overloading of the treatment works during storm
events. The PSC could consider. this criteria as an
alternative to the 500 gpd/inch/diameter/mile allowance for
infiltration and 7 percent of treated flows allewance for

inflow.

"Rule 25-~30.432(5)(d)1, F.A.C. - The rule states that a utility
““has.ilittle control over inflow" and allows inflow of
L n7 perCant of treated flows." There are numerous methods for .

correction of inflow sources, ineluding manhole raising,
manhole cover replacement, ¢ross connecticn plugging, and
drain disconnection. A utility should discover the lcocations

‘of inflow, determine legitimacy and assign IESPOHS’bLllty for

cost-effective correction. How was the 7 percent of treated

flows allowance for inflow derived?

Rule 25-30.432(5)(e), F.A.C. - 1t is suggested that analysis
for "inflow" be added to this section. Cost effective
correction of inflow should be encouraged.

Rule 25-30.432(6)(d) 3 and 4, F.A.C. - The bzsis of design of
a WWTP can be stated in various ways includirg, annual average
daily flow, maximum monthly average daily flow, or three-month
average daily flow, It appears that only "Maximum Month Flow"
is considered.

Rule 25-30.432(7) (h), F.A.C. - Firm reliable capacity is
defined as the capacity of a treatment plant component in
which "at least the largest unit is assumed to be out of

* service. Would a treatment plant with one zeraztion basin,

without regard to design or permit capacity, b2 considered 16O
parcent used and useful because of no firm reliable capacity
in the used and useful default formula? You could consider
the use of the EPA technical bulletin entitlei "Design
Criterla for Mechanical, Electric, and fFluid Svsiem and
Component Reliability” referenced in Rule 17-300.300(4)({1).
F.A.C., for reliability criteria.
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Florida Department of Environmental KEQULULLu v e,

Y r;'ﬁ;? Toin Towers Office Bldg. ® 2600 Blair S:one Road * Tallahassce. Florida 32399-2400
Lawton Chiley, Gowernar JU]_Y s, 1997 V Carol M. Browner, Seermory

Mr. Charles H. Hill, Director
Divisiorn of Water and Wastewater
‘Elorida Public Service Commission
10} East Gaines Street ‘
Tailahassee, Florida 32399-0873

UDear Mr. Hill:

Thank you for the opportunity ¢ review the draft version of Rule 25-30.432,
Florida Administrative Code (F.A.C.), Used and Useful in rate case
proceedings. Our specific tomments are enclosed, but [ would tike to
highlight two of our major concerns.

Section 403.064({6), Florida Statutes, states “Pursuant to Chapter 387, the
Florida Public Service Commission shall. allow entities which implement reuse
projects to recover the full cost of such facilities through their rate
structure.” The intent of this statutory provision was that the full cost of
capital investments be included in the costs recoverable through a rate
structure.i;nlessence, the entire cost of a reuse project shovld be
consideredi tsed and useful. We recommend that Chapter 25-30, F.A.C., include
this provision:i . o o

[ [ :..!‘;: . . . B o ° B
A significant wastewater manzgement problem ia Florida involves averloaded- '
wastewster treatment facilities. Rule 17-8G0.405, F.A.C., {copy enclosed] is
a pollution prevention measure designed to ensure that the permitiges conduct
the planning necessary to allow for timely expansion of the wastewater
facilities. This rule contains requirements for capacity analysis reports.
The cepacity 2nalysis report is a detailed assessment of flow projections as
they relate to fulure needs for expansion of domestic wastewater facilities.
Timeframes are established in the rule for submittal of the initial capacity
analvsis report as well as for updates of the report and for the planning
design, and construction of expanded facilities., This ruls becams effective
in 199] and has been well received by the regulated public, as well as the
utilities. We believe that Chapter 25-30, F.A.C., should allow utilities to
recover investment for timely expansion of needed wastewater treatment
facilities consistent with our rule requirements.

vULE

If you have any gquestions about our comments, please contact Rebert Heilman,
P.E., Chief, Bureau of Water Facilities Planning and Regulation, at the
tetterhead address or at 904/487-0563.

/TT\Q y"L\C (

ichar » Harvey
Qirector o
Division of Water facilities

RME/ra/bim

Enclssures -

Foewied | rupe
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Rule 25-30.432, F.A.C.

Used and Useful in Rate Case Proceedings

Specific Comments

1. Rule 25-30.432{(3)(a), F.A.C. - Design and constructiocn
requirements for collection systems and transmission
facilities are cnntained in Chapter 17-604, F.A.C.
including this chapter as a reference.

We suggest

2. Rule 25-30.432{(4), F.A.C. - The statement that to "encourage
long-term planning and least cost system design, the
Commission, at a minimum, shall consider as used and useful
the level of investment that weould have been reguired had the
utility designed and constructed the system to serve only its
existing customer base" is unclear. This statement doesn‘t N

seem to promote leng-term planning.

3. Rule 25-30.432(5}, F.A.C. - The-definition of ERC demand, as
that used for design/permitting and actual historical demand,
isunclear. When would each apply?

4. Rule 25-30.432(5)(a)4, F.A.C. - Here margin reserve for
"'_treatment facilities is 20 percent of the permitted or actual
ERC caoac1ty, whichever is greater. We agree that there is a .:
:need to balance a utilities’ incentive for making plant $}3
‘investments and planning for future needs with some type of -
‘mechanism to control imprudent investments in order to protect
existing ratepayvers. How was the 20 percent derived? Have
‘other mechanisms to achieve this balance. been explored? .

S Rule 25-30.432(3) (a)4 ii and iii, F.A.C. - It is suggestecd
that definitions for voff-site" and "on-site" be included in
the rule.

6. Rule 25-30.432(5) (d)l, F.A.C. - The rule states that a utility
"has lizttle control cver inflow."™ There 2re numersus methods:

for correction of inflov sources including, manhole raising,
manhole cover replacement, cross connection plugging, and
drain disconnection. A utility should discover the locations
of inflow, determine legitimacy and assign responsibility for
cost-effective correction.

7. Rule 25-30.432(5){d)2, F.A.C. - The EPA used the following L
standard in the Construction Grants program to determine if a .’
system would be subject to further I/I analysis: No further
I/I analysis will be pecessary if domestic wastewater plus
non-excessive infiltration does pot exceed 120 gallons per
capita per dav {gpcd) during periods of high groundwater.
total da2ily flow during a storm sheould not exceed 275 gpcd,

~and there should be no operational problens, such 25

The
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surcharges, bypasses, or poor treatment performance resulting
from hydraulic overloading of the treatment works during storm
You may want to consider this as an alternetive to

events.
rederation Manual of Practice

the Water Pollution Control
Ho. 9.

Rule 25-30.432(5)(e), F.A.C. - It is suggested to add "inflow"

in the first sentence of this section. Cost effective "™
correction of inflow should be encouraged. ‘ ' I

o , "
Rule 25-30.432(5)(f)2 1i, F.A.C. - We suggest that Number wan
be defined as the same time peried as that used for Number "1"
(capacity of the plant) in order for the formula to be
consistent. The basis of design of a2 WWTP can be stated in
various ways including, annual average daily flow, maximum
‘monthly average daily flow, or three-month average daily flow.
Also, we suggest that excessive "inflow” in Number "4" be

added.
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Coaimissionacs:
SUSAN F. CLARK, CHAIRMAN

DIVISION OF WATER &
I, TERRY DEASON

WASTEWATER
JULIA L. JOHNSON CHARLES HILL
DIANE K. KIESLING DIRECTOR
JOE GARCIA (904) 435-8482
Public Serbice Contmiggion
May 15, 1995
Ms. Elsa A. Potts * Mr. Van Hoofnagle
P.E, Administrator P.E. Administrator
Wastewater Section Drinking Water Section
Department of Environmental Department of Environmental
Protection Protection
Twin Towers Office Building Twin Towers Office Building
Tallahzassee, Florida Tallahassee, Florida

” V1A HAND DELIVERY ;
Re: Proposed Rulemakine, 25-30.432 F.AC.

Dear Ms. Potts and Mr. Hoofnagle:

Enclosed is a revised version of the draft rules regarding used and useful adjustments
in rate proceedings. Your input at the March mecting was very helpful, and you wili note
changes in the revised draft reflecting your comments. There are a few areas in which the
staff engineers deviated from your suggestions, and these areas will be specifically addressed.
It is stafPs current goal to send this draft of the rules to all of the water and wasiewater
utilities under our jurisdiction as well as to the Office of Public Counsel, each Water
Management District, and other parties who have expressed interest. Along with the draft
will be & notice of workshop which would cover two days. AS you suggested, we intend to

cﬁvu: water issues on one day and address wastewater issues on the next. It appears that
the first two-day workshop will be held in July.

The items with which this rule draft differs from your recommendations are as
follows. In asking for historical, reliable data, staff has xept the minimum of five years time
frame, rather than change it to a longer time period. However, language has been added

such that if the utility has & Capacity Analysis Report filed with DEP, a copy of such report
should be part of its rate filing.

A question was raised at the March meeting as to the options for determining a
utility's projected growth; staff has kept the linear regression language as this is a simple,
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May 12, 1995 ’
Department of Environmental Protection
Page 2

straightforward approach and achieves the level of accuracy needed for this parilcular
projection,

For the "construction factors" for each margin reserve category, the following has
been done, Stafll bas maintained the 3 year construction factor for (he wastewater treatment
and disposa) but changed the water construction factor to mirror the wastewater factor as
DEP's envisioned rules would do. The construction factor for lines has been kept as 1 year,
Staff is concerned with usking the current customers of a utility to subsidize futurc growth
for longer than the 3 years DEP states is necessary to construct new plant.

Infiltration and inflow definitions have been moved to the appropriate place. With
respect to determining excessive infiltration, staff has maintained the language for 500
ghd/inch diameter/mile of pipe in order to assess infiltration with respect to lines rather
than On & per capita basis, With respect to inflow, staff intends to review & utility’s inflow
problems on a casc-by-case basis.  Your comments that a utility has more control over
inflow was a consideration in making this change.

With respect to the actual formulas, staff has incorporated the suggested changes with
one exception, The high service pumping formulas have not been separated into two
formulas which would depend on the storage type and location, Your point is well taken
with this respect; however, for simplicity, the orlginal formula bas been maintained.

The time frame for determining a utility’s maximum day demand or the wastewater
"customer demand" has been kept to § years rather than change it to the past 12 months,
It has been our experjence that peak days have occurred prior to the past 12 months, and
this allows the utility the opportunity to use such data. We would not want a situation
where a utility is experiencing lower and lower peak days (perhaps due to conservation) so
that the peak day from the recent 12 months is less than what the utility experienced, say,

three years ago. The utility could conceivably receive a lower used and uscful percentage
Yised on this criteria.

. Lastly, this draft includes the charts we obtsined fromm Mr. Sowerby regarding
instantaneous demands. It shows a smaller instantaneous demand than what the Anicen
"Source Book..." provided. This will likely be an issue at workshop.

In addition to those changes, slaff has changed the wording from "average annual

daily demand” to "ruaximum day demand” for the definitions on emergency storage and
equalization volume,
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Please review the revised draft and be prepared to bring your comments or concerns
to the workshops. If you have questions regarding the rule revisions, please contact Karen
Amaya at (904) 488-8482. Again, thank you for your help and suggestions,

Sincerely,

Charles H, Hill
Director
CHH:ka
Enclosure

cc:  John Sowerby, Richard Addison, Richard Drew (DEP)

B, Lowe, J. Williams, J. Chase, R, Crouch, K. Amaya, J. Swarling, S. Rieger,
R. Von Fossen, N. Walker, L. Jaber, S. Ednionds (PSC)
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25-30.432 Used and Useful in Rate Case Proceedings.

(1) Definitions - the following definitions apply te Rule 25-
30,432, F.A.C., for determining used and useful water and wastewater
facilities,

{(a) Econcemies of scale - The decrease in unit cost of water or

wastewater plant that tvpicallv occurs with an Iincrease in system

capacicy. Economies of scale can be defined either in the context of

total svstem capacicy or changes in a single component of the svstem.

o (b) Effluent Disposal Facilities - this includes, bur is not

limited to, the transmission lines, percolation =znd evepcration ponds,

spravfields, irrigation svsrems. eff?uent vumpineg eguipment, and deep

weils utilized in the disposal of effluent or reclaimed water, as required

to meet applicable federzl. state and local reguirements.

(c) Emergency Storace - that storage reguired by a water svstem to

meet the emergency-like demands of the customers. Twvpicallv, Emergency

Storarse is made available when it is more cost _effective to provide the

storare and pumping facilities than to add redundancvy to the system for

emerrency conditions. The gquantity of Emergency Storage need is a

funcrion of the duration of the emergency condition and is assumed to be

aoproximatelv one half of the maximum dav demand.

N - . 4 - - -
{d) Fagualization Volume - the gquantity of storage Iin a water

SVStem Necessary Co meet the customers’ createst demands which are bevond

the throughput cazpacitv of che source of suoplv or water treatment

CODING: Words undarlined are additions; words in
strusk Shroeush Type are delecions from existing law.
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equipment. The Equalization Volume is assumed to be approximately one-

gquarter of the maximum dajily demand.

{e) Egquivalent Residential Connection (ERC) - 350 gpd per ERC for

water and 280 gpd per ERC for wastewalCer.

(£} Fire Flow Requirement - as defined in 25-30.432¢(5)(b), F.A.C.

{(g) Firm Reliable Capacity - the capacitv of a vparticular

component of a water facilicy in which at leasc the largest wunit 1is

assumed rco be out of service, If the used and useful category contains

several components, the Firm Relisble Capacity is assumed to be the

limiting ceomponent in that category with the largest unit out of service.

I1f there is only one compenent. then that component’s capacity becomes the

Firm Reliable Capacictv. For finished water storage. the Firm Relizable

Capacity excludes anv unussble or dead storage (10% of ground storarce

capacity).

{(h} Infiltration - refers to Chose extraneous flows (usuallv from

groundwater sources) that enter the wastewater svsTem throuzh cpenings in

pives that mav be caused bv nermal deterioration, ceorrosion. or damage

from ground movement or structural overlocad.

(i) Inflow - refers to extraneous flows from sources other than

infilcration, such as surface water run-off intc manholes or from

- . J —
unauthorized connections to surface water sources. o

(1) Instantaneous Demand - the creacesc demend that a water svstem

attains. It is tvpicallv used onlvy as a desien criteria for smzll water

CODING: Words underlined are addicions; words in

sEruck—Shreugh type are deletions from existing law.
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systems with no storage and a small distribution system that does not have

the-ability to absorb these instantaneous demands Through depressurization

of the distributions svstem. The charts in Rule 25-30.432(7), F.A.C.

shall be used to decermine the instantaneous demand unless specific

guancitative informacion indicates grearer demands.

(k) Large Water Svstem - a system that has a firm veliable

capacity of 1 million gallons per day or greater.  Staffing shall be as

mandated in Rule 62-69%, F.A.C.

(1) Margin Reserve - as defipned in 25-30.432(3)(a). F.A.C.

{(m) Maximum Dav Demand - cthe paximum dailv demand that a water

svstem attained during the past 5 vears of time, exclusive of emergency or

fire flow events.

(n) Ocher Wastewater Facilities - this includes., but is neot

limired to, disinfection units, emergencvy generators, auxiliarvy engines.

customer service lacerals. labeoratorv eguipment. ucilicy office znd other

general plant and equivpment used in the oneration of a wastewater system.

Specifically excluded from this definicion are a wastewater svstem's

pumping stations and collection mains (both gravitv and force).

(o) Other Wzter Facilities - this includes., but is not limited to.

hvdropneuratic cranks. disinfection facilities. emergency generators.

’

auxiliarvy engines, customer service lines and meters, laboracerv

eauipment, utilicv office znd ocher general planc used in the operation of

4 wWater system. Specificallv excluded from this definition are a water

CODING: Words underlined are additiens; words in

struekshroush Type are delerions from existing law.
3
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system’'s transmission and discribution lines.

(p} Pealk Hour Demand - the greatest demand attained by a water

system over a sustained period of 60 minutes. Typical desiegm criteria for

a Pe§k Hour Demand of 2 times the maximum day demand or 1.1 gpm per ERC

can be used if historiczl flow data is not available.

{a) Small Warer Svstem - a svstem that has a firm reliable

capacity of less than 1 willion gallons per day. Staﬁfing shall be as

mandated in Rule 62-699. F.A.C.

() Unacecounted for water - all water produced or purchased by a

water utility that is neither sold, mecered nor accounted for in the

records. of the wutility. Water. other than that sold, that shall be

accounted for includes. but is not limited te, water for plant operations,

line flushing. hvdranc cresting. hvdrant use, sewer cleaning K and street

cleaning.

(s5) Wastewarer Customer Demand - the wastewater flows which match

the utilicv’'s specified time frame in its Department of Envirommental

Procection (DEP} permit -- annual average dailvy flow, the three month

average dailv flow, or the maximum month average dailv flow.

{t) Wastewater Permitred Capacitv - the established design

capacitv of a wastewater facility in its DEP permit and the specified time

~ - & - .
frame (annual averare dailv flow, maximum monthlv average dailv flow,

three-month average dailv flow).

(u) Wastewater Treatment Eguipment - this includes, but 1s not

CODING: Words underlined are additicns; werds in

struelthrouszh tvpe are deletions from exiscing law.
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limiced ¢to, cthe influent structure, pretreatment facilities, pumps,

aserators. clarification tanks, filters., digestors, and chlorine contact

equipment.

{(2) The urilicy‘s investment, prudently incurred, in meetCing ics

statutory obligations to provide safe, efficient and sufficient service,

shall be considered used and useful,

{3} Urilities are encouraged to uncdertake planning that recognizes

conservation. environmental protection, economies of scale, and which is

economically beneficizl to its customers over the long term,

(€3] In determining those nortions of water and wastewarey svstems

that are used and useful in serving the public., the Commigsion shall

considex:

(a) the design and construction requirements set ferth in Chabters

62-532, 62-555, 62-600, 62-601, 62-604, 62-620 and 62-640. F.A.C.

(b) the investment in land acoulred oxr facilities construcred or .

zo be constructed in The public interest withinm a reasonable time in The

future

{c) the prudence of the investment, taking inte consideration such

factors as the treztment Drocess, waCer sTorage capacity, economies of

scale, the historiczl and vrojected rate of growth in customers and

) 2
demand, regulacorv reauireaments, including those reguiring olant

redundancies, Seasornal demand characrerisctics. residential and commercial

mix, and the confisuration of the service area,

CCDING: Words underlined a2re additions; words in
ssruck—shiouzh UType are delecions from existing law.
S
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1 {3) For the purpose of calculating used and useful rthe following
2 specific factors shall apuiv. When applying these factors, refereunces to
3 demand shall mean the demand per connection {(in ERCs) used for design or
4 permitting., or the actual historical demand per connection if such daca
5 h;s been shown by the urility to be accurate and reliable.

& {a) Margin Reserve .

7 1. The Commission recognizes that fer a utility ©o meet icTs
8 statutory responsibility, it must have sufficient capacity and investment
g °  rp meet the existing and changing demands of present customers and the
10 demands of potential customers within a reasonable time. The investment
11 needed to meet the demands of potential custemers and the changing demands

T} of existing customers is defined as margin reserve. Margin reserve is
13 recopnized as a component of used and useful rate base. The Commission
14 chall include an allowance for margin reserve if reguested by the utilticy.
15 2. In determining the zllowable investment in margin reserve, the
16 Commission ‘shall consider., but not be limited to, the functions of each
i7 component of vlant, regulatorv lag,  the rate of growth in customers and
18 demand, and the <time needed to construct plant {rthe “"construction
19 factor").
20 3. As a part of ics rate filing, cthe wtility shall submitc
21 historjcal, Teliable data for a minimum of four vears. if available.
22 preceding cthe test vear and iﬁcludino the test vear for the vear-end
23 number of cusrtomers by class and meter sirze: the annual sales bv class:

CODING: Words underlined are additions; words in
struek—shroush Cype are deletions from existing law.
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1 the annual treated or pumped flows for the svstem: and svstem peak day
2 flows for each vear. The urility’s most recent wWastewater capacity
3 analysis report, if any, filed with DEP shall also be submitred as part of
4 the rate filing. _

s 4. Unless otherwise justified, margin reserve shall be calcuiated

& - by applying linear regression to the wutility’s five vears historical

¥ growth data (in ERCs) so that a projected growth can be determined and

8 then multiplying that growth bv the appropriate construction fagtor.

El a. Warter source and treatment facilities and wastewater treatment
10 and disposal facilities: the czlculated growch (in ERCs) multiplied by the
11 . _following construction factors:

"1} (i) warer source. ctreatment facilities, and each water svstem
13 component have a construccion facfor of 3 years:

14 {ii) wastewster treatment _and dis?osal facilities _ have a
15 construction fagtor of 3 vezrs:

ié b. Margin reserve for transmission and distriburion lines and
i7 pumping stations and collecrion mains shall be the calculated growth
18 multiplied by a construction factor of 1 vear.

13 (b) Fire Flow

20 1. Fire flow shall be considered in used and useful defaul:
21 formulas for storagse and hich service opumping for any utility that
22 regquescs thac fire flow be a consideratiomr in its svstem requiremencs. 1f
23 the Commission decermines thac a utilicy can provice fire flow in a more

CODING: Words underlined are additions; weords in
struek—chrough type are deletions from existing law. -
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economical manner than through stcrage and bhigh service pumping, it may

allow fire flow to be éonsidered in used and useful calculations for

components other than storage and high service pumping. However any

utility that receives an zallowance for fire flow in used and usefu]l

calculations shall maintain the abilicy to provide adequate reliable fire

flow at all times in the furure, unless it meets the reguirements in 25-

30.4632¢(5)(b)2 for adding fire flow capacity. For a utility meeting the

requirements in 25-30.432(5)Y(b)2 for adding fire flow capacity, once the

ability to provide adeguarte, reliable fire flow has been achieved, such

abilitv shall be mzintained from that point on. If a ucilitv has

previocusly Teceived fire flow consideration _in _used and useful

calculations but fails to maintain adeguate, relizble capacityvy for fire

fighting (e.g. sells fire flow capacity)., then the Commission may reduce

the utilitv’s rate of return by up to 50 basis points until adecguszte fire

proctection is once asgain maintained.

2. An allowance fer fire flow shall be included in used and

useful caleulaticns up To the capacity of the approvriate comwonent. If

a utilitv cznnot provide adeguate. reliable fire flow and is requesting an

allowance for fire filow in used and useful calculations, the Commissiocn

shall reguire the utility to take the steps necessarv to provide such fire

-~ - - - - -
flow capacity. In doineg so, cthe Commission shall ser & reasonable

cimecable for compliance and mav lacer reduce rates for that portion

associated wirth allowed fire flow capacitv if such reguirements are not
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met within the specified cimetable.

3. When fire flow reguirements are set by a governmental

authority, those recuirements shall be the basis for decermining the fire

flow component of used and useful. In such cases, as part of its race

filing, the utilicy shall identifv and file with the Commission a copy of

the applicable sovernmental fire flow requirements. In all other cases,

unless specific support is provided, the Commission shall consider a

minimum fire flow demand to be 500 gallons per minute {gpm)} for single

familvy and 1,500 egpm for multiple family and commercial areas for a

duration of 2 hours for needed fire flows up to 2500 epm. and 3 hours for

needed fire .flows of 3000 and 3500 gpm. Such reguirements shall be

satisfied without causing deterioration of water pressure below 20 pounds

per sguare inch (psi).

[ Inasmuch 25 BRule 25-30.432(5)(bH) deviates from prior

Commission practice vwhereby an allowance for fire flow capacity in

composite used and useful plant calculations was considered, the impact on

these utilities affecred bv_ a future reduction to used and useful

percentages for source of suvply and/or treatment vlant due to  such

deviation from prior practice regarding fire flow allowance shall be

considered on a case bv case basis.

i
(c) Unaccounted for Water

1. To reccenize conservation of water as 2 fundamenral znd proper

concern of water svstem operation, water utilities are encouraged Lo

CODING: Words underlined are additions; words in
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exercise good operafional and econpomic management toward opreventing

deplerion and wasteful use of this important natural rescurce. Good

modern water utilitvy practice dictates that, wherever possible, all

customer services and plant ocurput and plant uses be metered and

reasonable records be kepr.

2. The Commission recegnizes that some uses of water are readily

measurable and orhers are not. FEach utility is encouraged To establish

procedures to measure or estimate the gquantity of water used but not sold.

by cause, and to maintain documenctation for those measurements and

estimates.

3. The Commissicn shall consider the amouni of unaccounted for

water in determining used and useful plant percentages and shall allow the

L

American Water Works Association’s (AWWA Manual M-8) design level of

leakaee (2-3 percent plus the standard 10 percent for z maximum of 12 .5

pércent) without furcher explanation. The Commission may impure revenues

or reduce purchased power and chemical exvenses where inadegquate

exnlanation is given for unaccounted for water in excess of this amount.

{(d} Infilerertion and Inflew

1. The impact of infiltration and infiow on wascewater treatment

znd collection systems shall be considered in determining both the

zpuropriate level of operation and maintenance expenses and used and

useful plant percentzges.

The Commission recoemizes as reascnable the Infilcration

lm

CODING: Words underlined are additions; words in
s=ruek..chroush Cype are deletions from existing law.
i0




EXHIBIT (M-
PAGE lf:[ oF 74

= DRAFT
5-12-895
1 Sﬁecification Allowances set forch in Water Pollurion Control Federation
2 (WPCF) Manuzl of Pracrice No. 9. Absent sufficient justificaction to the
3 contrary, excess infiltration is defined as flowslin excess of 500 gallons
4 per day (god) per inch diameter of pipe per mile (gpd/in. diam./mile) for
5 - all pravity lines, including service lacerals. Excessive inflow will be
§ determined on a case-bv-case basis if warranted,
7 (e) Cost/benefit Analysis - The Commission may order 2 utility to
8 perform a cost/benefit analysis to determine the amount of water lecsses or
9 wastewater infiltration and inflow that may be economically eliminated.
io if the cost/benefit analysis is ordered by the Commission in the course ¢f
11 evalusating a rate application, the actual or estimated prudent cost of the

I

analvsis shall be recovered through the revenues authorized in that Tate

f“‘)

i3 proceeding, and the cost shal]l be amortized over five vears. if the
14 znalvsis is ordered outside of 2 farmal race proceeding, the utility mav
15 request the cost be recovered through s limited vroceeding pursusnt To
b section 367.0822. F.S.

7 (Y Used and Useful Analvsis

8 1. As z partc of its rate filing, each utilicy shall provide a
19 determination of the used and useful percentage for each primarv vplant
20 account along with the supporting formulas and dogumentaticn.

21 2. In lieu of presenting avidence in sudbport of used and useful
22 percentages. the utilicv may elect to-use the default formulas in Rule 25-
23 30.432(6), F. A, C.., for calculacing used and useful percentages for water
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supply, Creatment, pumping and storage equipment, and wastewatey Creatment

and effluent disposal equipment. Documentaticn in suppert of recuesred

used and useful percentages for a water wutiligy’s transmission and

distribution lines and a wastewater utilicty’'s pumping stations and

collection mains (both gravity and force) shall be presented by che

(6) Used and useful defaulc formulas. The appropriate units to be

used are included with each default formula. Because of the unjigque nature

of a water svstem's transmission and distribution lines and a wastewater

svstem’s pumping stations and collection mains (both gravicy and force)

the default formulas presented here do not address these items: however,

as stated in Rule 25-30.432(5)(£f)2. the utilitvy chall present

documentation in support of recuested used and useful percentages for

these items.

(a) Small wzter svstems (less than @ million gallons per day (MGD)

firm reliable capacicy).

1. Small water svstems with_ adecuate reliable finished water

storage capacitv to meet the local fire flow ordinances and to meet the

pezl hour demand of its cuscomers shall use the following formulas:

a. Wazer source of supply:

o
{(Maximum Day Demand + Mzrein Reserve - Excessive Unaccpunted

For Warer)/Firm Reliable Cavacity {(gpdj

Warer treatment eguipmenc:

|~
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(Maximum Dav Demand + Margin Reserve - Excessive Unaccounted

For Water)/Firm Reliable Capacicy (gpd)

Finished water storage:

|0

(Equalization Volume + TFire Flow Regquirement + Emergency

Storage + Margin Reserve)/Firm Reliable Capacity (gallons)

Warer high service pumping:

|

(Instantaneous Dempand + Margin Reserve - Excessive Unaccounted

For Water)/Firm Reliable Capacity (epm)

or, if the utilitv chooses:

(Maximum Dav Demand + Fire Flow Reguirement + Margin Reserve -

Excessive Unaccounted For Wacer)/Firm Religble Czpacity (gpm)

" Other water facilities: 100 percent used and useful

1]

Small wscer svscems with no storage facilities other than

|M

hvdropneumatic tanks or with insurficient storage cavacitv to meet the

local fire flow ordinances znd to meet the instancaneous demand of its

customers shzll use the following formulss:

a. Water source of supply:

{Instznraneous Demand + Margin Reserve - Excessive Unaccounted

For Water)/Firm Relisble Cavacitv (epm)

or. if the urtilicv e¢zn show it is the most economical wav to

Pl

provide fire flow: R

{(Maximum Dav Demand + Fire Flow Reguirement + Marein Reserve -

Excessive Unaccouncted For Water)/Firm Reliable Capacity (epm)

CODING: Words underlined are additions: words in
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Uater treatment eguiopmenC:

{Instantaneous Demand + Margin Reserve - Excessive Unaccounted

For Water)/Firm Reliable Capacicv (gpm)

or. . if the utility can show it is the most economical wav to

provide fire flow:

I

|

I(‘D

(b)

(Maximum Dav Demand + Fire Flow Reguirement + Margin Reserve -

Excessive Unaccounted For Water)/Firm Reliable Capacitcy {(gpm)

Finished warer storage: 100 percent used and useful (gallons)

Water high service pumping:

{Inscantaneous Demand + Margin Reserve - Excessive Unaccounted

For Water) /Firm Relizble Capacicy (grm) _

or, if the urilivy chooses:

{Maximum Dav Demand + Fire Flow Reguirement + Marpin Reserve -

Excessive Unaccouncad Tor Water)/Firm Reliable Capacity (Fpm)

Other water facilities: 100 percent used and useful

Larpe water systems (1 MGD or greater firm reliable cavacitv):

1.

larre water svystems with adeguate reliable finished wacer

storare capacity to meet the local fire flow ordinances and to meet the

pezk hour demand of its customers shall use the folilowing formulas:

|=

Water source of supplv:

Vi
(Maximum Dav Demznd + Maregin Raserve - Excessive Unaccaounted

For Water)/Firm Relisble Capazcity (gpd)

Water Treatment Faulipmenc:
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{Maximum Day Demand + Margin Reserve - Excessive Unaccounted

For Water)/Firm Relizble Capacity (gpd)}

<. Finished water storage:
(Equalizacion Volume + Fire Flow Reguirement + Emergency
Storage + Margin Reserve)/Firm Reliable Capacity (gallons)
d. Water high service pumping:
{Peak Hour Demand + Margin Reserve - Excessive Unaccounted Foxr
Water)/Firm Reliable Capacity (epm)
or. if the utilitv chooses:
. Maximum Dav Demand + Fire Flow Requirement + Margin Reserve -
Excessive Unaccounted For Weter}/Firm Reliable Cavacitv (gpm)
e. Other water facilities: 100 percent used znd useful
2. large water svscems with no storage facilities other than

hvdropneumatic tanks or with insufficient storage capacicy To meel

the local fire flow ordinances and tc meet the pezsk hour demand of

irs custeomers shall use the following formulas:

a. Water source of supply:

{Peak Hour Demand + Margin Reserve - Excessive Unaccounted For

Water)/Firm Reliable Capacitv (gpm)

or, if the utilicv can show_it is the mgst economiczl wav to

s

provide fire flow:

(Maximum Dav Demand + Fire Flow Reguirement + Margin Reserve -

Excessive Unaccounced For Water)/Firm Reliagble Capacity {gpm)
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Water treacment eguipment:

(Peak Hour Demand + HMargin Reserve - Excessive Unaccounted For

Water)/Firm Reliable Capacity {(gpm}

or, if the utilicy can show irf_is the mpest economical wav to

provide fire flow:

I

Im

(Maximum Dav Demand + Fire Flow Reaquirement + Margin Reserve-

Excessive Unaccounted For Wazcter)/Firm Reliable Cavacitcy {(gpm)

Finished water storage: 10C percent used and ugeful (pallens)

Water high service pumping:

{Peak Hour Demand + Margin Reserve - Excessive Unaccounted For

Warer)/Firm Reliable Capacitv_ (epm)

or, if the utilitv chooses:

{Maximum Dav Dewmand + Fire Flow Reguirement + Maregin Reserve-

Fxcessive Unaccounted For Water)/Firm Reliable Cavacitv (gpm)

Other water facilivies: 100 percent used and useful

Wastewater SVsTems:

=

e

lu

Wastewater Treatment equipment:

{(Wastewater Customer Demand + Margin Reserve - Excessive

Infiltrzavion and Inflow)/Permicted Capacity (gpd)

Effluent dispesal facilities:

(Wastewarer Customer Demand + Margin Reserve - Excessive

Infilcracion and Inflow)/Parmicted Cavacicv {gpd)

Ocher wastewater facilities: 100 percent used and useful
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1 {7 Unless specific auantitative.information indicates greater
2 demands , 4 water svste;‘s Instantaneous Demand, for purposes of
3 determining used and useful,K will be calculated from the following charcts
4 which are from the U.S. Environmental Protection Agency Manual “Small
5 Water Systems Serving The Public”.

6 [charc]
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SMALL WATER SYSTEMS
SERVING THE PUBLIC

correlated with

NATIONAL DRINKING WATER REGULATIONS

FRANK R. LIGUORI, PE,

CONFERENCE OF STATE SANITARY ENGINEERS
Technical Writer

in cooperation with

OFFICE OF DAINKING WATER
U.S. ENVIRONMENTAL PRCTECTION AGERNCY
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Assurme & =0 vrll motel with e small o colifes rnsr Lnd el

= 4 swinming pool. Waver precsgure assumed a1t L0 il Llr sonlisioess

are air zocled 2nd require nc waler.

DATA TASULATION

. PirTure Value Fo. ¢ Tewal

" at 3% psi Fixtures [ixture
Fixture (Table 3-2) in Use Value
Weter closets, Tank 3 L7 yd
Urinals, wall 12 ¢ 2 2t
tLavatery: 3/6-in. connection 2 Lo BG
Lavatory: 1/2-in. connection 4 L A
Tatntuls 8 450 520
Drinking Fountains 2 bl ?
¥i-chen sink, 3/u-irn. 7 1 i
Dishwasher, 3/u-irn. 0 il 10
Wash sink 4 1 L
Hose, 50 ft., 5/8-in. 9 3 27
Swimming pool 15 {estimated) i 15
- Service sink: 1/2-in. 3 3 3
- &Euo

Combined TixTure Velue -~ &uq
‘} rrom Tigure 3-1, probabiy pezk demend bhased on 23 psi = 35 gom )

Trom Tzble 3-3, adiusted muliiplication factor for L0 psi delivery pressure = 1.07

Aéiusted (probably) peak demand = 35 x 1.07 = 59 gPm
Demand loads for lawn sprinkling systems or other specizal uzes must be

zdded as appropricze.

Peak Demand Tor Residentizl Communities and Mobile Home Parks

Tigures 3-3 and-3-%, which follow, are curves ceveloped from erperience

Tesin

—

showing the imstantzneous {peax) cemands for varicus sizes of tTypicel

Zential communities and mobile home Dparks.
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&’*\ !! . Department of
1_  Environmental Protection

Twin Towers Office Building
Laweon Chiles 2600 Blair Stone Road Virginia B. Wetherell
Governor Tallahasses, Florida 32399-2400 Secretary

June 29, 1885

RECEIVED

gilegohn Williams UL O3 1995
Bureau of Poclicy Development and .
Industry Structures Fionda Public Service Commission

Division of Water and Wastewater Dwision of Water and Wastewate

Public Service Commission
2540 Shumard Oak Boulevard
Tallahassee, Florida 3239%-0850

Dear Mr. Williams:

We have reviewed the Commission’s May 12 draft rule regarding
"used and useful' in rate case proceedings. Our comments
concerning this draft rule are enclosed.

As ycu can see, we have a substantial number c¢f comments. We
consider two of these comments--Comments 18 and 19--to be
especially significant. As stated in Comment 18, we strongly
recommend that the Commission reccgnize at least a five-year
reserve capacity when calculating the "used and useful" percentage
of water and wastewater treatment facilities. By recognizing only
a three-year reserve capacity, the Commission will be discouraging
utilities from taking advantage of economies of scale and from
providing long-term econcmic benefits to their customers.
Additicnally, utilities that want to recover the full cost of
their treatment facilities and that try to comply with our rules
will be put in an awkward position if the Commission recognizes
only a three-year reserve capacity. Such utilities will have to
construct their treatment facilities in three-year stages, but our
existing wastewater rules and future drinking water rules will
require utilities to begin planning and designing the expansion of
treatment facilities when there is five years or less of reserve
capacity at the facilities. Thus, such utilities will have to be
continucusly planning and designing the next three-year expansion
of their treatment facilities even while they are constructing the
present three-year expansion of the facilities.

As noted in Comment 19, we recommend that the Commissicn consider
reclaimed water reuse facilities to be 100 percent "uséd and

CProtert ConServe It WARIZS SIrII DT e - %_

>
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June 29, 1995

useful." We believe that this is clearly regquired by Section
403.064(6) of the Flcrida Statutes.

If you have any guestions about the attached comments, please call
John Sowerby, P.E., in the Drinking Water Section at 487-1762 or
Richard Addison, P.E., in the Domestic Wastewater Section at
488B-4524.

Sincerely, -

®ichard M. Harvey
Director

Division of Water Facilities

RMH/dgw/]js
Enclosure

cc/enc.: Richard Drew
Mary E.8. Williams
Van R. Hoofnagle, P.E.
Elsa A. Potts, P.E.
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THE DEPARTMENT OF ENVIRONMENTAL PROTECTION’S (DEP‘s) COMMENTS ON
THE PUBLIC SERVICE COMMISSION’S (PSC’s) MAY 12, 1995, DRAFT RULE
REGARDING "USED AND USEFUL" IN RATE CASE PROCEEDINGS

PAGE 1, LINES 2 THROUGH 4: We recommend that the PSC add :to
Rule 25-30.432(1) definitions of the following terms:
*finished water storage," "pumping stations and collection
mains, " "transmission and distribution lines," "wastewater
customer demand," "water high service pumping, * "water source
of supply,” and "water treatment equipment." Is "wastewater
customer demand" intended to mean the maximum average daily
flow to a wastewater system over the same time frame as that
associated with the permitted capacity {(one year, one month,
or three months) based on data for the past five years? Is
it the PSC’s intent to include booster pumping stations under
"other water facilities," "transmission and distribution
lines," or "water high service pumping"? 1Is it the PSC’s
intent to include booster disinfection facilities under
"other water facilities," "transmission and distribution
lines, " or "water treatment eguipment"?

PAGE 1, LINES 9 THROUGH 13: We recommend that the PSC
exclude reclaimed water reuse facilities from the definition
of "effluent disposal facilities" and that the PSC provide a
separate definiticon for "reclaimed water reuse facilities."
See Comment 19 for more details.

PAGE 1, LINES 18 THROUGH 20: The quantity of emergency
storage needed is indeed a function of the duration of the
emergency condition. Sometimes an emergency storage volume
sufficient to last for several days may be necessary.
Therefore, we recommend that the PSC revise the last sentence
in Rule 25-30.432(1) {c) to read, "The quantity of Emergency
Storage needed is a function of the duration of the emergency
condition and, unless otherwise justified, is assumed to be
appreximately one half of the maximum day demand.*®

PAGE 2, LINES 1 AND 2: We recommend that the PSC revise the
last sentence in Rule 25-30.432(1) (d} to read, "Unless
otherwise justified, tThe Egqualization Volume is assumed to
be appreximateiy one quarter of the maximum daily demand."

PAGE 2, LINES 3 AND 4: We recommend that the PSC clarify
that the demand/flow rates of 350 gpd per ERC for water and
280 gpd per ERC for wastewater are annual_ average daily
demand/flow rates.

PAGE 2, LINES 3 AND 4; AND PAGE 6, LINES 2 THROUGH 5: Rule
25-30.432(1) (e) defines ERC as a demand of 350 gpd for water
and a flow of 280 gpd for wastewater. However, the second
sentence in Rule 25-30.432(5}) seems toc be saying that ERC
means the demand/flow per connection used for
design/permitting or the historical demand/flow per
connection if such data has been sheoewn by the utility to be
accurate and reliable. We recommend that the PSC resolve
this apparent conflict between rules.
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PAGE 2, LINES 12 THROUGH i4: We recommend that the PSC
ravise the last sentence in Rule 25-30.432(1) (g} to read,
"For finished water storage, the Firm Reliable Capacity
excludes any unusable or dead storage {which., unless

qustified otherwise, is assumed to be 10% of ground storage
capacity)."

FAGE 3, LINES 3 THROUGH S5; PAGE 4, LINES 3 THROUGH 5; AND
PAGE 17, LINES 1 THROUGH 6: There is an apparent conflict
between the instantanecus demand charts in Rule 25-30.432(7)
and the design criteria for peak hour demand in Rule
25-30.432(1) (p). For example, the instantaneous demand
charts show that the instantanecus demand for 300 residential
connections is 255 gpm or 0.85 gpm per connection, which is
less than the specified design criteria of 1.1 gpm per ERC
for peak hour demand. We recommend that the PSC resolve this
apparent conflict between rules.

PAGE 3, LINES 6 THROUGH 8; PAGE 4, LINES & THROUGH 8; PAGE
12, LINES 15 AND 16; AND PAGE 14, LINE 16: For the purpose
of the PSC’'s "used and useful" rule, small water systems are
systems that can not absorb instantaneous demands through
depressurization of their distribution systems, and large
water systems are systems that can abscrb instantaneous
demands through depressurizaticn of their distribution
systems. Given this, we question the appropriateness of
using a system capacity of 1 MGD as the dividing point
between small and large water systems. Perhaps a system
capacity of 0.25 to 0.5 MGD would be a more appropriate
dividing peint. Or perhaps the dividing point should be
based on the design number of ERCs to be served, in which
case perhaps 200 to 300 ERCs would be an appropriate dividing
point.

PAGE 3, LINES 13 THROUGH 1le6; AND PAGE 4, LINE 23, THROUGH
PAGE 5, LINE 3: There appears to be a conflict between the
definition of "other wastewater facilities" and the
definition of "wastewater treatment equipment." Rule
25-30.432 (1) (n) states that "other wastewater facilities”
includes disinfection units, while Rule 25-30.432(1) (u)
states that "wastewater treatment eguipment" includes
chlorine contact equipment. We reccmmend that the PSC
resolve this apparent conflict between rules.

PAGE 3, LINES 19 THROUGH 23: Rule 25-30.432({(1)} (o) states
that disinfection facilities are included undexr "other water
facilities, " but one would think that disinfection facilities
should be included under "water treatment equipment." We
recommend clarification.

PAGE 4, LINES 3 THROUGH 5: We recommend that the PSC revise
the last sentence in Rule 25-30.432(1) (p) to read, "Typical
design criteria for a Peak Hour Demand of 2 times the maximum
day demand or 1.0 i-% gpm per ERC can be used if historical
flow data is not available." (Maximum day demand is
typically two times annual average day demand, and the PSC is
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considering peak hour demand to be equal to two times maximum
day demand and is censidering annual average day demand per
ERC to be equal to 350 gpd. Therefore, peak hour demand per
ERC would typically be 2 x 2 x 350 gpd = 1400 gpd-or 1.0

gpm. }

PAGE 4, LINES 1% THERQUGH 22: The DEP’'s Rule §2-600.200(62)
defines "permitted capacity" as "the treatment (emphasis
added) capacity for which a plant is approved (emphasis
added) by Department permit expressed in units of mgd."
Consequently, we recommend that the PSC revise its definition
of "wastewater permitted capacity" to read, "the approved
treatment established-design capacity of a wastewater
facility in its DEP permit and...”

PAGE 4, LINE 23, THROUGH PAGE 5, LINE 3: The DEP’'s Rule
€2-600.200(87) defines "treatment plant" as "any plant or
other works used for the purpcse of treating, stabilizing or
holding wastes." Thus, we recommend that the PSC revise its
definition of "wastewater treatment equipment”" to read, "this
includes works used for the purpose of treating, gtabilizing,
or holding wastewater, resjduals, or effluent;-kue-is-net
limited-to;-the-influent-sErueture;-pretreatment-£faeiiiciass
pumpg; -aeraters;-etarificatien-tanks;-£fiitexsy-digestsy-and
ghlerine-centaet-eguipment . "

PAGE 5, LINES 13 AND 14: Please include Chapters 62-610 and
62-611 in the list of design and construction reguirements
for water and wastewater facilities. Also, we recommend that
the PSC delete Chapter 62-601 from this list because Chapter
6§2-601 deals only with wastewater treatment plant monitoring
requirements.

PAGE 6, LINES 15 THROUGH 19: We recommend that the PSC
revise Rule 25-30.432(5)(a)2 to read, "In determining the
allowable investment in margin reserve, the Commission shall
consider, but not be limited to, the functions of each
compenent of plant, regulatory lag, the rate of growth in
customers and demand, and the time needed to plan, desian,
and construct plant (the ‘constructicn factor’}." See
Comment 18 for more details.

PAGE &, LINE 20, THROUGH PAGE 7, LINE 2: The type of flow
data that is requested as part of rate filings appears to be
appropriate for water systems only. We recommend that the
BESC revise Rule 25-30.432(5) {(a)3 to clearly indicate what
type of flow data must be submitted for water systems and
what type of flow data must be submitted for wastewater
systems. Maximum day flows should be submitted for water
systems; and either annual average daily flows, maximum month
average daily flows, or three-month average daily flows,
whichever flow is associated with the permitted capacity,
should be submitted for wastewater systems.

PAGE 7, LINES 5 THROUGH 15: BY SPECIFYING THAT "USED AND
USEFUGL"™ INCLUDES NO MORE THAN A THREE-YEAR RESERVE CAPACITY
FOR WATER AND WASTEWATER TREATMENT FACILITIES, TEE PSC WILL
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BE ENCOURAGING UTILITIES TO BUILD THESE FACILITIES IN
THREE-YEAR STAGES. AND BY ENCOURAGING UTILITIES TO BUILD
WATER AND WASTEWATER TREATMENT FACILITIES IN THREE-YEAR
STAGES, THE PSC WILL BE ENCOURAGING UTILITIES TO IGNORE
ECONOMIES OF SCALE AND LONG-TERM ECONOMIC BENEFITS TO THEIR
CUSTOMERS, WHICH IS EXACTLY THE OPPOSITE OF WHAT THE FSC
WANTS TC ENCOURAGE. (THE PSC'S PROPOSED RULE 25-30.432(3)
STATES, "UTILITIES ARE ENCOURAGED TO UNDERTAKE PLANNING THAT
RECOGNIZES CONSERVATION, ENVIRONMENTAL PROTECTION, ECONCMIES
OF SCALE, AND [THAT] WHICE IS ECONOMICALLY BENEFICIAL TO ITS
CUSTOMERS OVER THE LONG TERM.")

FURTHERMORE, BY RECOGNIZING ONLY A THREE-YEAR RESERVE
CAPACITY, THE PSC WILL BE PUTTING UTILITIES IN AN AWKWARD
POSITION. THE DEP’S EXISTING RULE 62-600.405 REQUIRES
UTILITIES TO BEGIN PLANNING AND DESIGNING THE EXPANSION OF
WASTEWATER TREATMENT FACILITIES WHEN THERE IS FIVE YEARS OR
LESS OF RESERVE CAPACITY AT THE FACILITIES. (NOTE THAT WE
INTEND TO .IMPLEMENT A SIMILAR RULE FOR COMMUNITY DRINKING
WATER TREATMENT FACILITIES.) YET, UTILITIES WILL HAVE TO
CONSTRUCT WATER AND WASTEWATER TREATMENT FACILITIES IN NO
MORE THAN THREE-YEAR STAGES IF THEY WANT TO RECOVER THE FULL
COST OF THE FACILITIES. THUS, UTILITIES THAT WANT TO RECOVER
THE FULL COST OF THEIR WATER AND WASTEWATER TREATMENT
FACILITIES WILL HAVE TO BE CONTINUOQUSLY PLANNING AND
DESIGNING THE NEXT THREE-YEAR EXPANSION OF THESE FACILITIES
EVEN WHILE THEY ARE CONSTRUCTING THE PRESENT THREE-YEAR
EXPANSION OF THESE FACILITIES.

WE STRONGLY RECOMMEND THAT THE PSC ALLOW AT LEAST A FIVE-YEAR
RESERVE CAPACITY FOR WATER AND WASTEWATER TREATMENT
FACILITIES. ALTHOUGH ALLOWING A FIVE-YEAR RESERVE CAPACITY
MAY STILIL NOT FULLY ENCOURAGE USE OF ECONOMIES OF SCALE, IT
WILL MAKE TEE PSC’S "USED AND USEFUL" RULE SOMEWHAT
CONSISTENT WITH THE DEP’S RULE 62-600.405. (UTILITIES THAT
WANT TO RECOVER THE FULL COST OF TEEIR WASTEWATER TREATMENT
FACILITIES WILL HAVE TO BEGIN PLANNING AND DESIGNING THE NEXT
FIVE-YEAR EXPANSION OF THESE FACILITIES ONLY AFTER THEY HAVE
COMPLETED CONSTRUCTING THE PRESENT FIVE-YEAR EXPANSION OF
THESE FACILITIES.) IF THE PSC TRULY WANTS TO ENCOURAGE
UTILITIES TO TAKE ADVANTAGE OF ECONOMIES OF SCALE, THE PpPsC
SHOULD CONSIDER ALLOWING AT LEAST A TEN-YEAR RESERVE CAPACITY
FOR WATER AND WASTEWATER TREATMENT FACILITIES. GUIDELINES
DEVELOPED UNDER THE U.S. ENVIRONMENTAL PROTECTION AGENCY'S
OLD CONSTRUCTION GRANTS PROGRAM FOR WASTEWATER TREATMENT
FACILITIES RECOMMENDED CONSTRUCTING WASTEWATER TREATMENT
FACILITIES IN NC LESS THAN TEN-YEAR STAGES.

PAGE 7, LINES 14 AND 15; AND PAGE 16, LINES 20 THROUGH 22:
SECTICON 403.064(6) OF THE FLORIDA STATUTES STATES, “PURSUANT
TQ CHAPTER 367, THE FLORIDA PUBLIC SERVICE COMMISSICN SHALL
ALLOW ENTITIES WHICH IMPLEMENT REUSE PROJECTS TQO RECOVER THE
FULL COST OF SUCH FACILITIES THROUGE THEIR RATE STRUCTURE."
THEREFORE, THE PSC’S "USED AND USEFUL" RULE SHOULD INDICATE
THAT RECLAIMED WATER REUSE FACILITIES ARE 100 PERCENT “"USED
AND USEFUL."
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PAGE 7, LINES 10 AND 14: The word "effluent" should be
inserted before the words "disposal facilities.®

PAGE 7, LINES 16 THRQUGH 18: It is unclear how "the
calculated growth rate multiplied by a comnstruction factor of
one year" is to be applied when determining "used and useful"
percentages for transmission and distribution lines and
pumping stations and collection mains. (Typically, water
mains and sewers are designed for a ten- to S50-year period,
and pumping facilities are designed for a ten- to 20-year
period. Thus, recognizing only a one-year reserve capacity
for these facilities would be totally unreascnable.) We
recommend that the PSC clarify Rule 25-30.432(5)(a)4.b. (Per
cur discussions with the PSC staff, we understand that
transmission and distribution lines and pumping stations and
collection mains will be considered 100 percent "used and
useful' as long as it can be documented that these facilities
are necessary to provide service to customers during the next
one-year peried.)

PAGE 9, LINES 6 THROUGH 11: We recommend that the PSC
indicate in Rule 25-30.432(5) {b}3 the basis for the third
sentence in this rule, which reads, "In all other cases,
unless specific support is provided, the Commission shall
consider a minimum fire flow demand to be 500 gallons per
minute (gpm) for single family and 1,500 gpm for multiple
family and commercial areas for a duration of 2 hours for
needed fire flows up to 2500 gpm, and 3 hours for needed fire
flows of 3000 and 3500 gpm." These flows and durations
appear to be too low.

PAGE 10, LINE 23, THROUGH PAGE 11, LINE S5: How will actual
infiltration rates be determined and verified for rate case
proceedings if infiltration/inflow studies or sewer system
evaluation surveys are not available?

PAGE 12, LINE 15, THROUGH PACGE 14, LINE 15: The PSC has
provided default formulas for small water systems with
adequate finished water storage capacity to meet peak hour
demand, and the PSC has provided default formulas for small
water systems with insufficient finished water storage
capacity to meet instantaneous demand. It appears that the
PSC needs to provide default foxrmulas for small water systems
with adeguate finished water storage capacity tc meet
instantanecus demand but insufficient finished water storage
capacity tc meet peak hour demand.

PAGE 13, LINES 6 THROUGH 11; AND PAGE 15, LINES &6 THROUGH 11:
In Rules 25-30.432(6){a)l.d and 25-30.422(6) (b)1.d, the set
of default formulas for "water high service pumping" is
appropriate only if the high-service pumps are located after,
or downstream from, finished water storage. This set of
formulas is not appropriate for, and will grossly
overestimate the "used and useful" percentage of,
high-service pumps that are located before, or upstream from,
finished water storage. The appropriate default formula for
high-service pumps that are located before, or upstream from,
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finished water storage is as follows: (Maximum Day Demand +
Margin Reserve - Excessive Unaccounted for Water)/(Firm
Reliable Capacity). We strongly recommend that the PSC
revise Rules 25-30.432{6) (a)l.d and 25-30.432(6)(b)1.4d to
specify one set of default formulas for "water high service
pumping® located downstream from finished water storage and
another default formula for "water high service pumping"
located upstream from finished water storage.
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February 20, 12386

Commissioner Susan F. Clark
Chalrperson [
Public Service COmmlssch
2540 shumard Oak Blwvd.
Tallahassee, Florida 323-9—0850

Dear Commissioner Clark:

As you are aware, |our agencies share regulatory
responsibilities for many| private water and wastewater utilities
throughout the state. |It|has long been the practice of the
Department of Envzronmantal Protection to require advance
planning and design for ekpan51ons and improvements identified as
necessary through our varlous ‘capacity analysis reviews.

staff from both our agencies have been working teogether over
the last several years |to|achieve enhanced understanding of the
basis and application gf cur respective regulations and pclicies.
This cocoperative relationéhip wag memorialized in the Memorandum
of Agreement focusing o reuse which was signed in 1992, and
continues with recurrent staff work groups which are designed to
address common issues. Tﬁe most recent topic under active
discussion has been thel ppoposed Used and Useful rule, and we
have submitted comments tg you as recently as June 25, 19%5.
The Department supports| and encourages you to continue your
efforts to finalize this fule as quickly as possible. It is my
understanding that yourjstaff anticipates re—initiating
rulemaking within the ne few months.

As your agency con lques to address these issues of comnmon
concern, please remembek at my staff is avalilable to offer
whatever technical supper the Commission, indiwvidual
commissioners, or youxr sta f may require to ensure that the
actions of our sister agen les are as complimentary and
consistent as possible. | IEencourage you to encourage your staff
to contact either Van Hoofhagle, Drinking Water Program
Administrator, at 488—3601} or Elsa Potts, Domestic Wastewater
Program Administrator, at 488-4524, for any direct assistance.

rage Florida’s Environment ond Watwerof Resources™

o

"Protecc. Conserve ond M

i Printed an recyded peper.
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2600 Blair Stone Road Virginia B, YWetherell
allahassee, Florida 32395-2400 Secretary
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oomiszioner Susan ¥, Clark
rPage Two
February 20, 1956

If you have any gquestiohs or would like to discuss this
issue further, please feel free to call my office, or you may
call Mimi Drew, Director, |[Diyision of Water Facilities, at
+87—1855.

Sincerely,

CD GY\OYQJ\_
Virginia B. Wetherell
Secretary

VIW/omw/h

cc: Mimi Drew

Van Heoofnagle
Elsa Potts
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Miami looks for alternatives
to blue-chip sewer overhaul

nder detailed and strin-
gentstate and federal man-
dates, Miami is spending
$1.1 billior: to rehabilitate
the largest wastewater col-
lection and treatment system in the
Southeast. The program, about one-
third the way toward a 2002 comple-
ton deadline, has more than doubled
monthly water and sewer bills since
1988, with no expected end in sight.
To date, Miami has made all 194
milestones in the compliance orders,
but officials claim the decrees are ar-
bitrary in places, putting construction
ahead of planning and forcing costly
improvements that may be ultimately
unnecessary. The city wants the feder-
al government to devise a sanitary sew-
er overflow policv that considers local
conditions, partcularly a groundwater
table onlv 3 ft to 6 ft below the surface
and average rainfall of 60 in. per year.
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Otherwise, they fear, the massive up-
grade will still not bring the city's waste-
water collecuon and treaunent system
into Clean Water Act compliance.
Wake-up call. The 400-sq-mile sys-
tem comprises 2.400 miles of gravity
sewers, 640 miles of force main, 874
pump stations and three trealmfr_llt
plants that together process 320 mil-
lion gal per day of wastewater on aver-
age. Peak flow tops 700 mgd. Thou-
sands of sanitarv sewer overflows, cou-
pled with a series of pipe and pump sta-
tion failures in the late 1980s and ear-
Iv 1990s, caught the attention of media,
environmentalists and regulators.
After several well-publl‘cucd pipe
failures flooded intersections down-
town and spilled raw sewage into the
Miami River and other bodies of wa-
ter, many began to question the in-
tegritv of a force main under Biscavne
Bay. The 72-in..dia Cross Bav ‘lme 15

the primary conduit for wastewater
from the mainland to the 143-mgd
Central District treatment plant on Vir-
ginia Key. It was built in the 1950s.
when the city was desperately rying to
keep pace with booming devélopmém,

In a 1993 agreement, the Florida
Dept. of Environmental Protection
specified replacement of the line with
a 102-in.-dia alternative, The job came
in a year early and well under its $79-
million estimated cost (ENR9/12 /94 p-
16).

But the regulators were just getting
started. Injuly 1993, a second p:;C[ with
the state specified expansion of two
treatment plants, oder control im-
Provements at the central facility, ad-
ditional capacity throughout the col-
lection and transmission svstems and
expansion of a detailed infiltration and
inflow, program alreadv under wav.

The U.S. Environmeéntal Protection
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Agency also stepped in, filing a feder-
al lawsuit that raised the same issues
covered by the state’s regulators. The
U.S. Dept. of Justice, representing EPA,
refused to acknowledge the settlement
agreements. Miami settled the suit by
signing detailed consent decrees, the
first in August 1993, and the second in
February 1995. In addition to signing
off on a program currently pegged at
$1.1 billion, the city agreed to spend $5
million to build advanced wastewater
treatment works and install reuse and
low-flow toilets in public housing. Fi-
nally, Miami paid $2 million to the U.S.
Treasury, the largest penalty ever col-
lected under the Clean Water Act.

City officials acknowledge the re-
pairs were overdue. But they also main-
tain the settlements with state and fed-
eral regulators duplicate paperwork
and put construction’s cart befare de-
sign's horse. A peak-flow study and sys-
tem-wide sanitary sewer evaluation,
both under way but not yet complete,
would generate a more cost-effective
upgrade plan by the end of next year,
they say. The compliance documents
are “clearly a premature enforcement
of the Clean Water Act,” says Anthony
J. Clemente, director of the Miami-
Dade Water and Sewer Dept.

Force main expansion mandate requires construction of 60 miles of new transmission lines.

“We could spend 40% less to achieve
the same goals,” estimates Luis Aguiar,
the department’s assistant director in
charge of transmission systems. “But
with the agreements in place, we have
no room to maneuver.”

EPA's interventon after the state al-
ready initiated an aggressive enforce-
ment program in 1993 “really was in-
appropriate,” Clemente adds. He sus-
pects the reason may be political, since
Autorney General janet Reno and EPA
Administrator Carol Browner are both
natives of South Flori-
da. In any case, the city
says the requirements
are overlapping and
heavv-handed, manda-
ting elimination of all
sanitary sewer over-
flows, even though EPA
has yet to develop a na-
tonal SSO policy. “Will
the regulatory agencies
recognize that all $5Os
cannot be eliminated?”
asks Clemente. He adds
that EPA’s regional of-
fices do not apply the
same standards across
the board to releases of
raw or untreated sew-
age from sanitary col-
lection systems.

$S0 SOS. EPA coun-
ters that it is drafting
$80 enforcement ac-
uon guidelines, giving
localities more sav in
developing management plans, says
Michael B. Cook, the agencv's direc-
tor of the office of wa: ewarer manage-

RICK POLFY

in Miami, especially after heavy rain.

ment. “We want to reduce monitori
and reporting requirements by 25?
within the nextyear,” he told the Water
Environment Federation convention
last October.

EPA is “moving from a technologw
based approach to...scientific risk-
based analysis on a cost-benefit basis.”
adds Tudor Davies, EPA’s directer of
the office of science and technology.
But he insists, “I don’t believe there
are different quality criteria for water
quality standards for wet weather.”

Despite EPA’s promis-
es of policy changes,
the goal in Miami re-
mains “zero overflows
from the collection sw-
tem,” says Roy Herwig,
an enforcement officer
in the agency's Atlan@
office. “These overflows
run through school
vards and playgrounds.
It’s a public health is-
.sue.” He adds that frag
ile ecosystems in two
national parks within
Dade County, Biscavne
Bay and the Everglades,
could be compromised
by a large-scale failure
of the county’'s waste
waler treatment system

Miami has put to
gether “a tremendous
program,” says Herwig,
who adds that it was
long overdue. “We felt
the [operation and maintenance] bug-
get had been inadequate for vears. Ir’s
like a car. If you never change the oil.

ENR/January 1/8, 1996 3




vou shouldn't complain about having
to replace a shot engine.”

Clemente and engineers with Mont-
gomery Watson, the Pasadena, Calif.,
consultant leading program manage-
mcnt for the department,
say a consistent SSO policy,
considering actual risks
and local conditions,
would be more cost-effec-
tive. “You can engineer a
brick to fly but it will be
mighty expensive,” says
Ron Ballard, MW program
director.

Expense was also a con-
cern with EPA, says Adam
M. Kushner, the Justice
- Dept.’s chief attorney on
the Miami case. The gov-
ernment filed suit to pro-
tect public health, but also
to secure its own invest-
ment. Miami had used
$300 million in federal funds to ex-
pand its system over the last 25 years,
he notes, but spent little to keep itin
shape. “We're working at the conflu-
ence of two principal problems—un-
stemmed growth that limited hydraulic
capacity and a failure to invest in
O&M,"” he says. “Between 1985 and
1994 we noted between 2,200 and
2,600 overflows system wide, accord-
ing to the department’s own records.
If somebody in Miami even thought
about rain they had an overflow.”

Observers agree. “There’s no ques-
tion that they were plaving catch-up,”
says Rick Arbour, president of Rick Ar-
bour & Associates, Inc., a Hopkins,
Minn., consulting engineer that has
advised EPA on Miami's problems.

Some of those problems date back to

MIAMI-DADE WATER & SEWER DEFT

Pump station improvements involve 874 units scattered throughot. .
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Clemente says EPA pushed
reforms already under way.

1973, when the city established a sin-
gle metropolitan wa‘er and sewer
agency that cobbled together a large
system from 30 smaller ones. The clean
water law provided federal funds so
Miami and other cities
could bring their systems
into compliance. Regula-
tors say officials found it
politically expedient to
take federal money for
capital expansion, while
keeping customer rates
low, at the expense of the
existing pipe and pump
stations.

“Miami had one of the
lowest sewer rates in the
nation,” says EPA’s Her-
wig. In 1988, the city
billed $20.64 for average
monthly levels of 10,000
gal each of water and
wastewater. By 1995, to
fund the compliance orders, the levy
had climbed to $44.22—comparable to
rates in Dallas and Or-
lando, but well below
rates in San Francisco,
Boston and even com-
munities in northern
Florida.

Best practice? Un-
derfunding mainten-
ance led to massive in-
filtration and inflow in
the deteriorating col-
lection system. Com-
pounding this were de-
sign methods regarded
as “best practice” 20
vears ago, but since dis-
proved, says Aguiar.
Oversized force mains

collection network.

caused widespread cavitation and in
several instances blew out manhole cov-
ers. Installing manual air release valves
and using certain pipe materials en-
couraged corrosion instead of inhibit-
ing it, as intended, he adds.

In the late 1980s, the system started
to break down frequently under peak
flow conditions. The city started an in-
filtration and inflow remediation pro-
gram in 1991, following an agreement
with the county. Extensive inspection
of the system, mainly through smoke
testing and televised line inspections,
revealed the weak spots. “We have the
largest TV and grout fleet in the U.S.—
16 trucks,” boasts iar.

An estimated 40% of the total flow to
treatment plants during wet weather is
tied to infiltration and inflow. Still, the
condition “is very hard to quantify,”
says Aguiar. Some solutions, especially
with inflow, are inexpensive and low-
tech. Smoke bombs showed extensive
inflow from missing cleanout caps on
private property. The owner is respon-

Computer-operated system tells sewer line
repair crews where to go and what to fix.

sible, but the process—notification apd
follow-up to secure replacement—costs
$250 per site, says Aguiar. It's cheaper
and easier to supply crews with $3 caps
and replace the caps themselves,

Plastic inserts that fit below man-
hole covers and seal the aperture dur-
Ing storms are also inexpensive, at $7
or $8 each. Aguiar was first skeptical
these would work, “but after putting a
camera in a manhole during a storm
and watching water just pouring in, I
decided to try them.” The city has in-
stalled 55,000 since 1991 and has re-
duced peak flows during wet weather.

EPA wants 20% of the gravity system
evaluated annually. Inspection crews
doubled up on repair efforts, which
cost 200 to 800 hours per worker in
overtime last vear, but “kept us ahe2
of the curve,” Aguiar savs.

OLE Y
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Pipe repairs have added 40 mgd of capacity.

Fixing infiltration requires more ex-
pensive, longer-term projects—replac-
ing and repairing pipe. The depart-
ment is encouraging a full range of
techniques: grouting, sliplining, resin-
impregnated liners and pipe-bursting.
Still, says Aguiar, “this country is way
behind Europe in trenchless technol-
ogy. We're just picking up on tech-
niques they've had for 30 or 40 years.”

Department crews handle trench-
ing pipe of 20 in. diameter or less, and
bid out the rest. Three projects totaling
some $64 million are under construc-
tion. They involve 17 miles of force
main and interconnections of lines
ranging from 60 to 72 in. in diameter.

Infiltration and inflow work has cut
peak flow to the treatment plants by
40 mgd and eliminated proposed ca-
pacity upgrades for 90 pump stations,

Central district plant will replace activated sludge tanks with pure or

saving $10 million in construction, says
Aguiar. But there is plenty of pump
station work in the program. Within
the next three years, 358 stations are
scheduled for upgrading, along with
construction of 60 miles
of new force main. Esti-
mated cost is $195 mil-
lion. All 874 pump sta-
tions will be equipped
with remote monitoring
equipment tied together
in a Supervisory Control
and Data Acquisition sys-
tem.

The consent decree es-
tablishes a design criteri-
on for the pump stations
based on a net average
pump operating time for
each station as 10 hours a
day. “EPA set forth the 10-
hour criteria as a short-
term fix,” says Rosanne
W. Cardoza, MW's deputy program
manager. “The peak-flow study will
show if 10 hours is correct, too much or
too little.”

No time. Post, Buckley, Schuh &
Jernigan Inc., Miami, is developing a
digitized model of the collection and
transmission system, due next Septem-
ber, and will deliver the peak flow man-
agement study a year later. “Houston
had the advantage of a detailed water

:
¢
&
g
:
-1
g
3
F

quality study that guides the design of

their whole program,” says William M.
Brant, sewer department deputy direc-
tor. “We weren’t given time to do that.”

The study will extract data from the
collection model to reach a single goal:
“to develop a capital improvement plan
that will mitigate storm-induced waste-
water overflows in a feasible cost-effec-
tive manner,” says Marc P. Walch, a PB-
§J engineer. The collection model will
combine data from the pump stations
and force mains to determine how
much wastewater the system can store
and transport. The peak flow study will
factor in weather impacts. In a new

~r odor control.

Brant fears aquifer contamina-
tion will trigger another decree.

twist, officials will use a so-called Virtu-
al Rain Gauge. This computer link to
weather data from satellite and ground
station reports can generate accurate
storm event data every 15 minutes.

A geographic infor-
mation system combines
weather information
and collection system
data to forecast waste-
water flow through the
system in a 24-hour in-
terval. As a design tool, it
will yield data regarding
transmission capacity,
pressure levels at con-
nection points and pos-
sible overflow points
within the gravity system,
says Walch.

Miami’s upgrade con-
centrates on the system’s
weakest link, the collec-
tion system, but treat-
ment plants will also be rehabbed. The
40-year-old central district plant fea-
tures two parallel process trains that de-
water sludge before discharging treat-
ed wastewater 3 miles offshore through
a 120-in-dia. outfall. An 80-mgd pure
oxygen activated sludge train will re-
main on-line, but a 60-mgd high-rate
activated sludge train with open aera-
ton tanks will be replaced by a second
closed-tank pure oxygen unit for odor
control. The other two plants are also
slated for capacity expansions.

Despite all the work, Miami's trou-
bles with regulators may not be over.
They are now scrutinizing injection
wells at the south district plant that are
used for effluent reuse. The 1983-vin-
tage plant, scheduled for upgrade from
100 mgd to 112.5 mgd, injects treated
effluent about 3,000 ft deep into the
Florida Aquifer’s boulder zone. This
lies several strata and hundreds of feet
below the Biscayne Aquifer—source
of Miami's drinking water. In 1994, a
monitoring well in the Biscayne Aqui-
fer detected ammonia, a possible indi-
cator of treated effluent.

The department suspects a defec-
tive monitoring well. It was capped,
but traces of ammonia have been de-
tected at other points. The deparunent
is negotiating with regulators to devel-
op a remediation program. “The bur-
den of proof is on us to prove that we
are not the source,” says Brant.

The stakes are high, since the south
district handles roughly one-third of
the department’s sewage. Anv alterna-
tive to deep injection would be an ex-
pensive proposition for a city already
on the hook for one of the most ex-
pensive wastewater treatment capital
programs in the U.S.

By Andrew G. Wright in Miami
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DOMESTIC WASTEWATER FACILITIES PAGE__/ _OF 2 ___

DEP 62-600.400(3)(b)2. 9/95
PART 1I: TREATMENT FACILITIES

2. The preliminary design report does not provide reasonable assurances that the
proposed wastewater facility technology will function as intended at the design
capacity requested by the permittee.

{¢) When the permit includes the treatment facilities and reuse or disposal systems,
different permitted capacities may be established for the treatment, reuse, and disposal
systems.

(4) Sampling Points

(a) Provisions shall be made in the design for easy access points for the purpose
of obtaining representative influent and effluent samples. These access points shall
be dry points which can be reached safely.

(b) Provisions for flow measurements shall be in accordance with Chapter 62-601,
FA.C.

Specific Authority: 403.061, 403.087, E.S.
Law Implemented: 403.021, 403.061, 403.062, 403.086, 403.087, 403.088, ES.
History: New 11-27-89, Amended 1-30-91, 6-8-93, Formerly 17--600.400.

62-600.405 Planning for Wastewater Facilities Expansion.

(1) The permittee shall provide for the timely planning, design, and construction of waste-
water facilities necessary to provide proper treatment and reuse or disposal of domestic
wastewater and management of domestic wastewater residuals.

(2) The permittee shall routinely compare flows being treated at the wastewater facilities
with the permitted capacities of the fmreatment, residuals, reuse, and disposal facilities.

(3) When the three—month average daily flow for the most recent three consecutive months
exceeds 50 percent of the permitted capacity of the treatment plant or reuse and disposal
systems, the permittee shall submit to the Department a capacity analysis report.

(4) The initial capacity analysis report shall be submitted according to the following:

(a) For new or expanded wastewater facilities for which the Department received a
complete construction permit application after July 1, 1991, the initial capacity analysis
report shall be submitted within 180 days after the last day of the last month in
the three-month period referenced in Rule 62-600.405(3), F.A.C.

(b) For wastewater facilities for which the Department received a complete construction
permit application on or before July 1, 1991, the initial capacity analysis report shall
be submitted when the next application for a permit to construct or operate wastewater
facilities is submitted to the Department unless:

1. The three-month average daily flow for any three consecutive months during
the period July 1, 1990, to June 30, 1991, exceeds 90 percent of the permitted
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capacity. In such cases, the initial capacity analysis report shall be submitted
to the Department no later than January 1, 1992.

2. The three-month average daily flow for any three consecutive months during
the period July 1, 1990, to June 30, 1991, exceeds 75 percent of the permitted
capacity. In such cases, the initial capacity analysis report shall be submitted
to the Department no later than July-1, 1992.

() In no case shall the initial capacity analysis report be required to be submitted
before July 1, 1991, or before the three-month average daily flow exceeds 50 percent
of the permitted capacity of the treatment plant or reuse or disposal systems, as described
in Rule 62-600.405(3), F.A.C.

(5) The permittee shall submit updated capacity analysis reports to the Department accord-
ing to the following:

(a) If the initial capacity analysis report or an update of the capacity analysis report
documents that the permitted capacity will not be equaled or exceeded for at least
10 years, an updated capacity analysis report shall be submitted to the Department
at five—year intervals or at each time the permittee applies for an operation permit
or renewal of an operation permit, whichever occurs first.

(b) If the initial capacity analysis report.or an update of the capacity analysis report
documents that the permitted capacity will be equaled or exceeded within the next
* 10 years, an updated capacity analysis shall be submitted to the Department annually.

(6) The capacity analysis report or an update of the capacity analysis report shall evaluate
the capacity of the plant and contain data showing the permitted capacity, monthly average
daily flows, three-month average daily flows, and annual average daily flows for the
past 10 years or for the length of time the facility has been in operation, whichever -
is less; seasonal variations in flow; flow projections based on local population growth
rates and water usage rates for at least the next 10 years; an estimate of the time required
for the three-month average daily flow to reach the permitted capacity; recommendations
for expansions; and a detailed schedule showing dates for planning, design, permit applica-
tion submittal, start of construction, and placing new or expanded facilities into operation.
The report shall update the flow-related and loading information contained in the prelimi-
nary design report submitted as part of the most recent permit application for the wastewater
facilities pursuant to Rules 62-600.710 and 62-600.715, F.A.C.

(7) The capacity analysis report shall be signed by the permittee and shall be signed.
and sealed by a professional engineer registered in Florida. :

(8) Documentation of timely planning, design, and construction of needed expansions
shall be submitted according to the following schedule:

(a) If the initial capacity analysis report or an update of the capacity analysis report
documents that the permitted capacity will be equaled or exceeded within the next
five years, the report shall include a statement, signed and sealed by a professional
engineer registered in Florida, that planning and preliminary design of the necessary
expansion have been initiated.
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“(b) If the initial capacity analysis report or an update of the capacity analysis report
documents that the ‘permitted capacity will be equaled or exceeded within the next
four years, the report shall include a statement, signed and sealed by an engineer
registered in Florida, that plans and specifications for the necessary expansion are
being prepared.

(c) If the initial capacity analysis report or an update of the capacity analysis report
documents that the permitted capacity will be equaled or exceeded within the next
three years, the permittee shall submit a complete construction permit application to
the Department within 30 days of submittal of the initial capacity analysis report or
the update of the capacity analysis report.

(d) If the initial capacity analysis report or an update of the capacity analysis report
documents that the permitted capacity will be equaled or exceeded within the next
six months, the permittee shall submit to the Department an application for an operation
permit for the expanded facility. The operation permit application shall be submitted
no later than the submittal of the initial capacity analysis report or the update of
the capacity analysis report.

(9) If requested by the permittee, and if justified in the initial capacity analysis report
- or an update to the capacity analysis report based on design and construction schedules,
population growth rates, flow projections, and the timing of new connections to the sewerage
system such that adequate capacity will be available at the wastewater facility, the Secretary
or Secretary’s designee shall adjust the schedule specified in Rule 62-600.405(8), F.A.C. €

Specific Authority: 403.061, 403.087, F.S.
Law Implemented: 403.021, 403.061, 403.086, 403.087, 403.088, 403.0881, 1403.101, E.S.
History: New 1-30-91, Formerly 17-600.405.

62—-600.410 Operation and Maintenance Requirements.

(1) All domestic wastewater treatment plants shall be operated and maintained in accordance
with the applicable provisions of this chapter and so as to attain, at a minimum, the
reclaimed water or effluent quality required by the operational criteria specified in this
chapter, and to meet the appropriate domestic wastewater residuals management criteria
specified in Chapters 62-2, 62-7, 62-640, and 62-701, FA.C.

(2) All reuse and land application systems shall be operated and maintained in accordance
with the applicable provisions of this chapter and the provisions of Chapter 62610, F.A.C.

(3) All underground injection effluent disposal systems shall be operated and maintained
gn accordance with the applicable provisions of this chapter and the provisions of Chapter
62-28, FA.C.

(4) Wetlands application systems shall be operated and maintained in accordance with
the applicable provisions of this chapter and the provisions of Chapter 62-611, FA.C.
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