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'SSU

Snutharn States Utilities ® 1000 Color Place ® Apopka, FL 32703  407/880-0058
December 5, 1996

Ms. Blanca Bayd, Director via Federal Express
Division of Records & Reporting

Florida Public Service Commission

2540 Shumard Oak Boulevard

Tallahassee, Florida 32399-0850

Re: Docket No. 960258-WS -- Petition to Adopt rules on
Margin Reserve and Imputation of Contributions-in-aid-of-
construction on Margin Reserve Calculation by the Florida
Waterworks Association

Dear Ms. Bayod:

I write to make two corrections to exhibits Southern States
Utilities, Inc. ("SSU") has previously filed. I address these
matters now because no prehearing conference is scheduled for this
matter, and I hope to save time at the beginning of the December 10

and 11 hearing. An original and 15 copies of this letter are
enclosed for filing.

Attached hereto are 16 copies of Revised Exhibits GCH-3 and RMH-7.
Upon review of the original Exhibit GCH-3, SSU elected to enlarge
the information depicted to make same more readable. Accordingly,
the attached Revised Exhibit GCH-3 depicts the same graphical
information as the original, but magnified and on a larger size of
paper. Original Exhibit RMH-7 is the incorrect Department of
Environmental Protection ("DEP") rule. The text of Mr. Harvey'’'s

testimony references the correct rule, and Revised Exhibit RMH-7 is
the correct rule.

If you have any questions regarding the above, please call me at
ACK — cssa07) 880-0058, ext. 260.

Sincerely yours,
APP )

-~ //.7 '
cAF L////(//ﬁ/zww v
CMU —— Matthew Feil, Esqg.

CTR Staff Attorney
EAG

(o All parties
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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.

(c) 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, FS.
Law Implemented: 403.021, 403.061, 403.062, 403.086, 403.087, 403.088, F.S.
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 treatment, 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), FA.C.

(b) For wastewater faciljties 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.

(c) 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), FA.C.

(5) The permittee shall submit updated capacity analysis reports to the Department accord-
ing to the following: N

(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, FA.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.

Copyright 1995 REGtHiles, inc., Tallahassee, Florida
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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.

(¢) 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 operatiort
permit for the expanded facility. The operation permit application shall be submitted
no later than the submittal of the inittal 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 shali adjust the schedule specified in Rule 62-600.405(8), FA.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, FS.
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

in accordance with the applicable provisions of this chapter and the provisions of Chapter
86228, 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.

Copyright 1995 REGfiles, inc., Tallahassee, Florida
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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.

(c) 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 62601,
EA.C.

Specific Authority: 403.061, 403.087, E.S.
Law Implemented: 403.021, 403.061, 403.062, 403.086, 403.087, 403.088, E.S.
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 treatment, 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), FA.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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‘ DOMESTIC WASTEWATER FACILITIES
DEP 62-600.405(4)(b)1. 9/95
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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 permitied
capacity. In such cases, the initial capacity analysis report shall be submitted
to the Department no later than July 1, 1992.

(c) 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), FA.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, FA.C.

(7) The capacity analysis report shall be signed by the permitice 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 operatiort
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, ES.
Law Implemented: 403.021, 403.061, 403.086, 403.087, 403.088, 403.0881, 1403.101, FS.
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 62-610, F.A.C.

(3) All underground injection effluent disposal systems shall be operated and maintained
isnsaccordance with the applicable provisions of this chapter and the provisions of Chapter
2-28, 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.

Copyright 1995 REGfiles, inc., Tallahassee, Florida
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Chai Susan F. Clark mo 904-730-7900 TOD 4077275368 TD0 407 28 1203
. . . . blic Service Comm.
Florida Public Service Commission Flgrida Pu or Clark
2540 Shumard Oak Blvd. Commission

Tallahassee, Florida 23299-0850

Re: Proposed Public Service Commission Margin Reserve Rule
Dear Chairman Clark:

In an effort to coordinate with the Public Service Commission in providing for the safe, reliable, and affordable
water supply for the citizens of Florida, this letter is written to provide you with several of the water management
districts’ collective comments on your rule proposal.

Considering Florida's burgeoning population as well as its increased focus on satisfaction of environmental water
supply demands, the water management districts have in recent years expended considerable amounts of staff
time and resources on long-term water supply planning and development. The Governor's recent Executive
Order and the newly established Water Supply Development and Funding Work Group are reflections of the now
intense interest in water supply issues. Our various agencies efforts are generally directed toward satisfying the
demands of all uses, human and environmental. As you know, this task requires a delicate balance to satisfy
these sometimes competing demands. A significant part of the solution to this state-wide effort involves
innovative use of alternative water supplies and an increased focus on water conservation. Future use of
alternative supplies is coupled with on-going requirements placed on all permitted users to conserve water. We
think coordination between our programs' conservation goals and additional user reliance on alternative sources
must be matched with the PSC's rate-setting authority in a manner which fosters accomplishment of the state-
wide water policies.

The PSC's proposed rule may impact the districts in the areas of long-term planning, water conservation and
alternative supply development. PR tife margin reserve period ttx be eighteen months and the relationship of
this. comnm&%%%m*w rate base determinationy seemy-to dissuade utilities from implementing: -
alternative wates: japphe protests: designed to meet- utilitied anticipated and even permitted demand Generally,
the districts authorize public water supply uses on the basis of anticipsted demandsprojected to occur over the
ensuing ten years, In this manner, the districts and utilities are better able to anticipate short-fails in supply and,
where appropriate, develop alternative sources. For example, thertypicak timer period. necessary’ to: plany
construct and begin supplying reclaimed water will far exceed the: proposed. 18 month margin reserve periods
due to the complexities associated with timing of improvements: undertaken by the supplier and end-users¢
While some reuse projects may ba for the purpose of accommodating new customers, many reuse projects ase
for the purpose of allowing utilities to: mees existing uses with a lower quality sourcey thus conserving higher
quality sources for the benefit of both existing and future customerg. As such, the “used and useful” method
of accounting (with the margin reserve pegj which seems to be designed to address expansion of capacity,
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does not appear to be adequate in considering these factors which are unique to reuse and the development of
alternative supplies. If “used and useful” is continued to be applieds tor allows recaverys of costs for reuse
projects;*therr the: margin reserve period needs to be significantly longesk Over the years, users from all use
classes, including public water suppliers, have championed longer duration water use permits to obtain more
secure capital financing for the facilities which they forecast will be necessary to satisfy demand during the
duration of the permit.

The margin reserve "used and useful" rule appears to be incongruent with this public water supply utility trend.
Innovative approaches such as marginal cost rate structures might well be an effective substitute for the proposed
rule. Discussions during last week's meeting between several of our respective staffs seemed to indicate an
interest on the part of the PSC to entertain alternatives to the margin reserve rule which would support the
districts’ and public water supply utilities’ desire to implement alternative-wates supply technologies including:=:
reuse and conservatios~ We strongly support continued discussion on this issue between the PSC and the water
management districts, and other interested parties.

To address these concerns, we recommend that the published rule be amended to include & specific. recognitiony
. that reuse and other alternative water supply projects required by a water management district be: allowed: &~
: 1} significantly larger margin reserve period.. Under the spirit of our ‘MOU” on conservation, we plan to work with
the PSC staff to prepare a proposed amendment to the draft language for your consideration during the rule
adoption hearing.

In making these comments and recommendations, the districts recognize we are not the only agencies in Florida
charged with addressing water supply issues. The PSC clearly plays an important role in this complex arena. Of
particular import in regard to the proposed rule is the apparent intent to defer the costs of future facilities away
from existing customers. Achieving equity between existing: and: fisare wates users: iy certainly an important
goal. However, we hope this goal can be accomplished ir asnsansmurwiinigy recognizes: the districts’ equally
important resource related objectives and the desire to assure am adequate and reliable supply for all water uses: -
We do understand that the environmental protection mandated by state law and state water policy, often
increases the need for planning and imposes higher costs for ‘water and wastewater service. However, we
maintain that the objectiverof maimtaining affordable: hten;. wastowater; and reuss serviges Cane
and should ba balsnged with the need to protect the State’s water resouncamms

We are hopeful that continued dialogue between our agencies as well as joint participation in each agencies’
rulemaking processes will improve our collective management of water related issues. Thank you for the
opportunity to comment.

Kindest Personal Regards.

Executive Director

CC. Commissioner J. Terry Deason Commissioner Julia L. Johnson
Commissioner Joe Garcia Commissioner Diane K. Keisling



South Florida Water Management District
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Chairman Susan F. Clark 0CT 1.8 1996
Commissioner J. Terry Deason

Commissioner Joe Garcia Florida Putlic Service Comm,

Commissioner Julia L. Johnson " Commissioner Clark

Commissioner Diane K. Keisling

Florida Public Service Commission
2540 Shumard Oak Blvd.
Tallahassee, Florida 23299-0850

Subject: Proposed Public Service Commission Margin Reserve Rule
Dear Chairman Clark and Commissioners:

In an effort to coordinate with the Public Service Commission (PSC) in providing for the safe,
reliable, and affordable water supply to the citizens of Florida, this letter is written to provide
you with several of the water management districts' collective comments on your rule proposal.

Considering Florida's burgeoning population as well as its increased focus on satisfaction of
environmental water supply demands, the water management districts have in recent years
expended considerable amounts of staff time and resources on long-term water supply planning
and development. The Governor's recent Executive Order and the newly established Water
Supply Development and Funding Work Group are reflections of the now intense interest in
water supply issues. Our various agencies efforts are generally directed toward satisfying the
demands of all users, human and environmental. As you know, this task requires a delicate
balance to satisfy these sometimes competing demands. A significant part of the solution of this
state-wide effort involves innovative use of alternative water supplies and an increased focus on
water conservation. Future use of alternative supplies is coupled with on-going requirements
placed on all permitted users to conserve water. We think coordination between our programs'
conservation goals and additional user reliance on alternative sources must be matched with the
PSC's rate-setting authority in a manner which fosters accomplishment of the state-wide water
policies.

The PSC's proposed rules may impact the districts in the areas of long-term planning, water
conservation and alternative supply development. Defining the margin reserve period to be
eighteen months and the relationship of this component to the "used and useful” rate base
determination seems to dissuade utilities from implementing alternative water supply projects
designed to meet the utilities' anticipated and even permitted demand. Generally, the districts
authorize public water supply uses on the basis of anticipated demand projected to occur over the
ensuing ten years. In this manner, the districts and utilities are better able to anticipate short-

Governing Board:

Valerie Boyd, Chairman William Hammond Eugene K. Pettis Samuel E. Poole 111, Executive Director
Frank Williamson, Jr., Vice Chairman Betsy Krant Nathaniel P. Reed Michzel Slayton, Deputy Executive Director
William E. Graham Richard A. Machek Miriam Singer

Mailing Address: P.O. Box 24680, West Palm Beach, FL. 33416-4680



Chairman Susan F. Clark
Commissioner J. Terry Deason
Commissioner Joe Garcia
Commissioner Julia L. Johnson
Commissioner Diane K. Keisling °
October 17, 1996

Page 2

falls in supply and, where appropriate, develop alternative sources. For example, the typical
time period necessary to plan, construct and begin supplying reclaimed water will far exceed the
proposed eighteen month margin reserve period due to the complexities associated with timing
of improvements undertaken by the supplier and end-users. While some reuse projects may be
for the purpose of accommodating new customers, many reuse projects are for the purpose of
allowing utilities to meet existing uses with a lower quality source, thus conserving higher quality
sources for the benefit of both existing and future customers. As such, the "used and useful”
method of accounting (with the margin reserve period), which seems to be designed to address
expansion of capacity, does not appear to be adequate in considering these factors which are
unique to reuse and the development of aiternative supplies. If "used and useful” is continued
to be applied to allow recovery of costs for reuse projects, then the margin reserve period needs
to be significantly longer. Over the years, users from all use classes, including public water
suppliers, have championed longer duration water use permits to obtain more secure capital
financing for the facilities which they forecast will be necessary to satisfy demand during the
duration of the permit.

The margin reserve "used and useful” rule appears to be incongruent with this public water
supply utility trend. Innovative approaches such as marginal cost rate structures might well be
an effective substitute for the proposed rule. Discussions during last week's meeting between
several of our respective staffs seemed to indicate an interest on the part of the PSC to entertain
alternatives to the margin reserve rule which would support the districts' and public water supply
utilities’ desire to implement alternative water supply techmologies including reuse and
conservation. We strongly support continued discussion on this issue between the PSC and the
water management districts, and other interested parties.

To address these concerns, we recommend that the published rule be amended to include a
specific recognition that reuse and other alternative water supply projects required by a water
management district be allowed a significantly longer margin reserve period. Under the spirit
of our "MOU" on conservation, we plan to work with the PSC staff to prepare a proposed
amendment to the draft language for your consideration during the rule adoption hearing.

In making these comments and recommendations, the districts recognize we are not the only
agencies in Florida charged with addressing water supply issues. The PSC clearly plays an
important role in this complex arena. Of particular import in regard to the proposed rule is the
apparent intent to defer the costs of future facilities away from existing customers. Achieving
equity between existing and future water users is certainly an important goal. However, we hope
this goal can be accomplished in a manner which recognizes the districts' equally important
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resource related objectives and the desire to assure an adequate and reliable supply for all water
users. We do understand that the environmental protection mandated by state law and state water
policy often increases the need for planning and imposes higher costs for water and wastewater
service. However, we maintain that the objective of maintaining affordable rates for essential
water, wastewater and reuse services can and should be balanced with the need to protect the
State's water resources.

We are hopeful that continued dialogue between our agencies, as well as joint participation in
each agencies' rulemaking processes, will improve our collective management of water related
issues. Thank you for the opportunity to comment.

Sincerely, @Q
ET Poole I

Executive Director
South Florida Water Management District

SEP/myk
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Florida Public Service Commission
2540 Shumard Qak Boulevard
Tallahassee, Florida 32399-0850

Subject: Proposed Public Service Commission Margin Reserve Rule

Dear Chaiiman Clark and Commissioners:

In an effort to coordinate with the Public Service Commission (PSC) in providing
for the safe, reliable, and affordable water supply for the citizens of Florida, this
letter is written to provide you with several of the water management districts’
collective comments on your rule proposal.

Considering Florida's burgeoning population as well as its increased focus on
satisfaction of environmental water supply demands, the water management
districts have in recent years expended considerable amounts of staff time and
resources on long-term water supply planning and development. The
Governor's recent Executive Order and the newly established Water Supply
Development and Funding Work Group are reflections of the now intense
interest in water supply issues. Our various agencies efforts are generally
directed toward satisfying the demands of all users, human and environmental.
As you know, this task requires delicate balance to satisfy these sometimes
competing demands. A significant part of the solution of this state-wide effort
involves innovative use of alternative water supplies and an increased focus on
water conservation. Future use of alternative supplies is coupled with on-going
requirements placed on all permitted users to conserve water. We think
coordination between our programs' conservation goals and additional user
reliance on alternative sources must be matched with the PSC's rate-setting
authority in a manner which fosters accomplishment of the state-wide water
policies.
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The PSC's proposed rules may impact the districts in the areas of long-term planning, water
conservation and alternative supply development. Defining the margin reserve period to be 18
months and the relationship of this component to the "used and useful" rate base
determination seems to dissuade utilities from implementing alternative water supply projects
designed to meet utilities' anticipated and even permitted demand. Generally, the districts
authorize public water supply uses on the basis of anticipated demand projected to occur over
the ensuing 10 years. In this manner, the districts and utilities are better able to anticipate
short-falls in supply and, where appropriate, develop alternative sources. For example, the
typical time period necessary to plan, construct and begin supplying reclaimed water will far
exceed the proposed 18 month margin reserve period due to the complexities associated with
timing of improvements undertaken by the supplier and end-users. While some reuse projects
may be for the purpose of accommodating new customers, many reuse projects are for the
purpose of allowing utilities to meet existing uses with a lower quality source, thus conserving
higher quality sources for the benefit of both existing and future customers. As such, the
"used and useful" method of accounting (with the margin reserve period), which seems to be
designed to address expansion of capacity, does not appear to be adequate in considering
these factors which are unique to reuse and the development of alternative supplies. If "used
and useful” is continued to be applied to allow recovery of costs for reuse projects, then the
margin reserve period needs to be significantly longer. Over the years, users from all use
classes, including public water suppliers, have championed longer duration water use permits
to obtain more secure capital financing for the facilities which they forecast will be necessary
to satisfy demand during the duration of the permit.

The margin reserve "used and useful" rule appears to be incongruent with this public water
supply utility trend. Innovative approaches such as marginal cost rate structures might well be
an effective substitute for the proposed rule. Discussions during last week's meeting between
several of our respective staffs seemed to indicate an interest on the part of the PSC to
entertain alternatives to the margin reserve rule which would support the districts' and public
water supply utilities' desire to implement alternative water supply technologies including reuse
and conservation. We strongly support continued discussion on this issue between the PSC
and the water management districts, and other interested parties.

To address these concerns, we recommend that the published rule be amended to include a
specific recognition that reuse and other alternative water supply projects required by a water
management district be allowed a significantly longer margin reserve period. Under the spirit
of our "MOU" on conservation, we plan to work with the PSC staff to prepare a proposed
amendment to the draft language for your consideration during the rule adoption hearing.

In making these comments and recommendations, the districts recognize they are not the only
agencies in Florida charged with addressing water supply issues. The PSC clearly plays an
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important role in this complex arena. Of particular import in regard to the proposed rule is the
apparent intent to defer the costs of future facilities away from existing customers. Achieving
equity between existing and future water users is certainly an important goal. However, we
hope this goal can be accomplished in a manner which recognizes the districts' equally
important resource related objectives and the desire to assure an adequate and reliable
supply for all water users. We do understand that the environmental protection mandated by
state law and state water policy often increases the need for planning and imposes higher
costs for water and wastewater service. However, we maintain that the objective of
maintaining affordable rates for essential water, wastewater and reuse services can and
should be balanced with the need to protect the State's water resources.

We are hopeful that continued dialogue between our agencies, as well as joint participation in
each agencies' rulemaking processes, will improve our collective management of water related
issues. Thank you for the opportunity to comment. ‘

Sincerely,

?&m

Peter G. Hubbell
Executive Director

PGH:KAL:cga
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FWA Proposal - 5 Year Margin Reserve / No Imputation of CIAC
Comparison - Actual Return to Allowed Return

3 &8 7 9 11 13 15 17 19 20 23 25 27
© YEAR

29

— Actual Return on Investment B} Average Actual Return ] Weighted Average Cost of Capital
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WWTPB_R3.WK4 : ReVISED DRAFT 12/04/96
kot
Schedule |
MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 month increments / 60 month MR / No CIAC Imputation
INVESTMENT - AV BA/ ES
a b c d e f g h i i k |

Net Investment Return on Investment Overzll

Net Net Rate Allowed Allowed Rate of

YEAR . CWIP Plant CIAC Total Base Rate of Retum Return AFUDC AFPI Total Retumn

| (b*c+d) (F*g) (h+]) (i/e)
1 256,852 0 0 - 256,852 0 0 26,203 0 26,203 10.20%
2 1,310,461 0 0 1,310,461 0 0 131,016 0 131,016 10.00%
3 3,850,975 0 0 3,850,975 V] 0 376,825 0 376,826 9.79%
4 8,055,813 0 0 8,055,813 0 0 767,345 0 767,345 9.53%
5 13,982,362 0 0 13,982,362 0 0 1,293,670 0 1,283,670 8.25%
6 13,876,347 11,556,940} (1,645188) 23,788,098 9,911,751 10.75% 1,065,513 757,747 0 1,823,261 7.66%
7 13,482,140 11,085,228} (4,868,414) 19,698,954 6,216,814 10.75% 668,307 1,241,758 0 1,910,067 9.70%
8 12,509,201 16,618,785 (7,957,339) 21,170,646 8,661,446 10.75% 931,105 598,750 0 1,529,856 7.23%
9 11,293,166 21,902,1231 (10,911,963) 22,283,316 10,990,160 10.75% 1,181,442 1,051,775 0 2,233,217 10.02%
10 10,391,532 27,783,706 (13,732,286] 244429531 14,061421 10.75% 1,510,528 1,580,824 "0 3,091,351 12.656%
11 9,250,048 | 33,379,718| (16,418,307] 26,212,359 16,961,411 10.75% 1,823,352 878,437 0 2,701,788 10.31%
12 15,629,496| 231,836,423| (18,970,028) 28,495,800| 12,866,395 10.75% 1,383,137 1,439,539 0 2,822,677 9.91%
13 14,501,592 | 37,254,880 (21,387.447] 30,369,024 15,867,432 10.75% 1,705,749 694,116 0 2,399,865 7.90%
14 13,091,863| 42,383,264 | (23,670,566) 31804561 18,712,698 10.75% 2,011,815 1,219,295 0 3,230,910 10.16%
15 12,046,634 | 48,205,179| (25,819,383) 34,432,430 22,385,796 10.75% 2,406,473 1,832,608 0 4,239,081 12.31%
16 10,724,384| 53,696,038| (27,833,899) 36,586,523| 25,862,139 10.75% 2,780,180 1,018,349 0 3,798,529 10.38%
17 18,118,869 50,910,484 | (29,714,114] 39,315,239( 21,196,369 10.75% 2,278,610 1,668,821 0 3,947,431 10.04%
18 16,811,320 56,195,509| (31,460,028) 41,546,800| 24,735,480 10.75% 2,659,064 804,670 0 3,463,734 8.34%
19 15,177,057 | 61,144,259 | (33,071,641) 43,249,675| 28,072,618 10.75% 3,017,806 1,413,497 0 4,431,304 10.25%
20 43,065,360| 66,807,003 (34,548,953} 46,313,4000 32,348,049 10.75% 3,477,415 2,124,495 Y] 5,601,910 12.10%
21 12,432,500| 72,265,961 | (35,891,964) 48,806,497 36,373,997 10.75% 3,910,205 1,180,546 0 5,090,750 10.43%
22 21,004,735 68,040,288 | (37,100,674) 51,944,349{ 30,939,614 10.75% 3,326,008 1,934,621 0 5,260,629 10.13%
23 19,488,927 73,170,627 | (38,175,083] 54,484,472 34,995,545 10.75% 3,762,021 932,833 0 4,694,854 8.62%
24 17,594,369, 77,911,133| (39,115,190) 56,390,313 38,795,943 10.75% 4,170,564 1,638,631 0 5,809,195 10.30%
25 ‘| 16,189,669 83,583,688| (39,920,997} 659,852,360 43,662691|  10.75% 4,693,739 2,462,872 0 7,156,611 11.96%
26 14,412,675 88,811,330| (40,592,502] 62,631,503 48,218,828 10.75% 5,183,524 1,368,576 v} 6,652,100 10.46%
27 24,350,245, 82,916,164 | (41,129,706] 66,136,703 41,786,458 10.75% 4,492,044 2,242,756 0 6,734,800 10.18%
28 22,593,008| 87,867,182| (41,532,610) 68,927,5801 46,334,572 10.75% 4,980,967 1,081,409 0 6,062,376 8.80%
29 20,396,696 92,366,275 (41,801,212) 70,961,760 50,565,064 10.75% 5,435,744 1,899,622 0 7,335,366 10.34%
a0 18,768,263 | 07,945868! (41,935,513] 74,778,619) 56,010,356 10.75% 6,021,113 2,855,143 0 8,876,256 11.87%
AVG 37,069,350 AVG 3,779,766 10.20%
NPV 188,041,183 : NPV 10,429,799 7,944,290 0] 18,374,089 9.88%
Milian, Swaln & Associates, Inc. B-1
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WWTPA R.WK4 DRAFT 12/05/96
REVISED
MODEL WASTEWATER UTILITY
Key Results
Sce increment: :
8 Average Cost per ERC / year Service
Five Years $178 $127 $133 . $438
Ten Years ’ 162 64 150 375
Fifteen Years 161 42 159 363
Twenty Years 165 32 164 360
Twenty-five Years 169 25 166 361

@

&)

4

Total cost per ERC over twenty-five years

Net Present Value of Revenue Requirement:
Rates
CIAC
AFPI
Total

Net Present Value of Return to the Utility
Rates
AFPI
Total

Average Rate of Return on Investment Eamed

$9.020

¢ $24,302,988
11,894,710
2,931,886
$39,129,584

$5,440,750
2,931,886
88372635

9.86%

Milian, Swain & Associates, Inc.
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DRAFT 12/05/96

REVISED Schedule!

Milian, Swain & Associates, Inc.

MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month increments / 18 month MR / CIAC Imputed
PROJECTED NET INVESTMENT
a b [ d € f g h i } k |

Overall

Net Net Net Rate Base Allowed Net Income AFUDC AFPI Total Rate of

YEAR CWIP Plant CIAC Investment Rate of Return|  at Allowed Return

: Rate of Rtn

1 376,716 o 0 376,716 0 10.76% 0 38,431 0 38,431 10.20%
2 1,922,009 0 0 1,922,008 0 10.75% 0 192,156 0 192,156 10.00%
3 5,248,440 0 0| 5,248,440 0 10.75% 0 511,904 0 511,904 9.75%
4 9,776,132 0 0| 9,776,132 0 10.75% 0 921,581 0 921,581 9.43%
5 14,939,395 0 0| 14,839,395 0 10.75% 0 1,354,303 0 1,354,303 9.07%
6 9,980,476 16,950,178 (1,132,108) 25,798,546 2,251,638 10.75% 242,051 133,657 278,673 654,381 2.54%
7 4,156,258, 16,258,334 (3,350,117)] 17,064,475 3,008,559 10.75% 323,420 408,100 806,545 1,538,065 9.01%
8 8,708,798| 15,566,490 (5475,708] 18,799,581 3,581,159 10.75% 384,975 830,901 1,337,011 2,552,887 13.58%
9 14,199,467 | 14,874,646| (7,508,882) 21,565,231 3,969,439 10.75% 426,715 1,306,275 0 1,732,990 8.04%
10 8,785,995| 24,234,947 (9,449.639] 23,571,303 1,695,004 10.75% 182,213 1,688,963 0 1,871,176 7.94%
11 1,544,647 | 33,176,408 (11,297,980] 23,423,075 8,529,181 10.75% 016,887 154,945 198,255 1,271,087 5.43%
12 4818,242| 231,646,885( (13,0563,903) 23,411,224 8,867,280 10.75% 953,233 473,099 574,407, 2,000,739 8.55%
13 10,095,884 | 230,117,362] (14,717,409) 25,495,838 8,991,892 10.75% 966,628 963,242 946,991 2,876,861 11.28%
14 16,461,073 28,587,840| (16,288,498] 28,760,415 8,903,016 10.75% 957,074 1,514,331 1,303,429, 3,774,834 13.13%
15 10,185,376| 38,711,607 | (17,767,170) 31,129,714 7,224,943 10.75% 776,681 1,967,972 0 2,734,653 8.78%
16 1,790,669 48,349,626 (19,153,425] 30,986,869| 16,129,950 10.75% 1,733,970 179,624 212,255 2,125,848 6.86%
17 5,585,663 | 45,849,004 | (20,447,264) 30,987,403 15,892,214 10.75% 1,708,413 548,452 612,324 2,869,189 9.26%
18 11,703,897 | 43,348,382 (21,648,685) 33,403,584| 15,413,480 10.75% 1,666,949 1,116,662 1,010,599 3,784,210 11.33%
19 19,082,806 | 40,847,760! (22,757,689) 37,172,967 14,693,746 10.75% 1,679,578 1,755,524 1,362,731 4,727,833 12.72%
20 11,807,643] 51,856,379 (23,774,276] 39,889,746| 14,314,502 10.75% 1,538,809 2,269,826 0 3,808,635 9.55%
21 2,075,877 62,302,114 (24,698,446) 39,679,545 24,862,026 10.75% 2,672,668 208,233 213,200 3,094,101 7.80%
22 6,475,314 58,675,722| (25530,199) 39,620,837] 23,881,625 10.75% 2,567,275 635,806 615,136 3,818,216 9.64%
23 13,568,024, 55,049,330 | (26,269,535) 42,347,819{ 22,631,003 10.75% 2,432,833 1,294,517 1,015,380 4,742,730 11.20%
24 22,122,306] 51422,938| (26,916,454) 46,628,790 21,110,158 10.75% 2,269,342 2,035,134 1,399,480 5,703,956 12.23%
25 13,688,204 | 63,457,459 | (27,470,956) 49,674,797 22,436,984 10.75% 2,411,976 2,631,350 0| 5,043,326 10.15%
26 2,408,610 74,839,443 (27,933,041} 49,312,911} 34,529,343 10.75% 3,711,904 241,400 208,709| 4,162,013 8.44%
27 7,506,664 | 69,907,975 | (28,302,710) 498,111,928( 32,616,302 10.75% 3,506,252 737,073 602,020| 4,845,348 9.87%
28 15,729,050 | 64,976,506 | (28,579,961) 52,125,605| 30,401,161 10.75% 3,268,125 1,500,700 693,358, 5,762,183 11.05%
29 25,645,816, 60,045,038 | (28,764,795) 56,926,080 27,883,919 10.75% 2,997,621 2,359,278 1,368,652 6,725,351 11.81%
30 15,868,485| 73,268,861| (28,857,212) 60,280,134| 31,246,143 10.75% 3,358,960 3,050,456 0] 6409416 10.63%
AVG 30,981,037 : . AVG 3,054,947 9.86%
NPV 167,295,898 NPV 5,440,750 6,860,526 | 2,931,886] 15,232,161 8.10%

A-4




WWTPB_R2.WK4 DRAFT 12/05/96

REVISED
MODEL WASTEWATER UTILITY
Key Results
Scenario: WWTP - 30 month increments / 18 month MR / CIAC Imputed
(1) Average Cost per ERC / year: Service
Rates Availabilty AFPI Total
Five years $194 5185 321 $378
Ten years 183 92 37 275
Fifteen years 186 62 43 248
Twenty years 193 46 46 240
Twenty-five years 202 37 47 238
Total cost per ERC over twenty-five years $5,962
(2) Net Present Value of Revenue Requirement
Rates : . $28,138,655
CIAC 17,285,480
AFPI ' 788,292
Total $46,212,428
(3) Net Present Value of Return to the Utility
Rates $6,708,917 |
AFPI ‘ 788,292
Total $£7,497,209 g
4) Average Rate of Return on Investrment Eamed 8.92%

Milian, Swain & Associates, Inc. B8-2
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REVISED Schedulel
MODEL WASTEWATER UTILITY
Scenario; WWTP - 30 month increments / 18 month MR / CIAC Imputed
PROJECTED T - AVERAGE BALANCE
a b ¢ d e f g h i i k |

Net Investment Return on Investment Ovenall

Net Net Rate Allowed Allowed Rate of

YEAR . Cwip Plant CIAC Total Base Rate of Return Return AFUDC AFPI Total Retumn

: {b+c+d) {f* g) (h+j} (i/e)
1 256,852 0 0 256,852 0 0 26,203 0 26,203 10.20%
2 1,310,461 o 0 1,310,461 0 0 131,016 0 131,016 10.00%
3 3,850,975 | o 0 3,850,975 0 0 376,825 0 376,825 9.79%
4 8,055,813 ) 0 8,055,813 0 0 767,345 0 767,345 9.53%
5 13,982,362 0 0 13,982,362 0 0 1,293,670 0 1,293,670 9.25%
B 13,876,347 11,556,940 (1,645,188] 23,788,008 2,664,799 10.75% 286,466 757,747 102,347 1,146,560 4.82%
7 13,482,140 11,085,228, (4,868,414) 19,698,954 2,926,437 10.75% 314,592 1,241,759 0 1,556,351 7.90%
8 12,509,201| 16,618,785| (7,957,338} 21,170,646 402,124 10.75% 43,228 598,750 73,587 715,566 3.38%
9 11,293,166 21,902,123 ( (10,911,963] 22,283,316 6,054,595 10.75% 650,869 1,061,775 199,736 1,902,380 8.54%
10 10,391,532 27,783,706 (13,732,286] 24,442,953 3,559,115 10.75% 382,605 1,580,824 0 1,963,428 8.03%
11 9,250,948, 33,379,718 (16,418,307] 26,212,359 9,800,532 10.75% 1,053,557 878,437 304,677 2,236,571 8.53%
12 15,620,496 31,836,423 | (18,970,028) 28,495,890 9,576,018 10.75% 1,029,422 1,439,539 366,493 2,835,454 9.95%
13 14,501,592 | 37,254,880, (21,387,447) 30,369,024 7,206,380 10.75% 774,686 694,116 82,481 1,551,283 511%
14 13,001,863 42,383,264 (23,670,566) 31,804,561 13,777,133 10.75% 1,481,042 1,219,295 223,878 2,924,215 9.19%
15 12,046,634 | 48,205,179 (25,819,383} 34,432,430 11,665,610 10.75% 1,254,053 1,832,608 0 3,086,661 8.96%
16 10,724,384 53,696,038| (27,833,809] 36,586,523| 18,778,733 10.75% 2,018,714 1,018,349 317,067 3,354,130 9.17%
17 18,118,860| 50,910,484 | (29,714,114) 39,315,239 17,905,993 10.75% 1,924,894 1,668,821 381,641 3,975,356 10.11%
18 16,811,320 56,195,509 (31,460,028] 41,546,800( 16,053,548 10.75% 1,725,756 804,670 82,943 2,613,370 6.29%
19 15,177,057 61,144,259 (33,071,641] 43,249675] 23,137,053 10.75% 2,487,233 1,413,497 225132 4,125,863 9.54%
20 | 13,965,350| 66,897,003| (34,548,953) 46,313,400 21,678,456 10.75% | 2,330,434 2,124,495 0 4,454,929 9.62%
21 12,432,500 72,265,981 (35,801,964] 48,806,497 29,373,600 10.75% 3,157,672 1,180,546 314,204 4,652,512 9.63%
22 21,004,735| 68,040,2881 (37,100,674) 51,944,349} 27,649,237 10.75% 2,972,293 1,834,621 378,278 5,285,192 10.17%
23 19,488,027 73,170,627 (38,175,083) 54,484,472| 26,401,449 10.75% 2,838,156 932,833 80,999 3,851,088 7.07%
24 17,504,369 77,911,133 (39,115,190) _56.390.31 3 33,860,379 10.75% 3,639,891, 1,638,631 219,854 5,498,475 9.75%
25 16,189,669 | 83,583,688| (39,920,997) 59,852,360 33,154,881 10.75% 3,564,150 2,462 872 0 6,027,021 10.07%
26 14,412,675 88,811,330| (40,502,602} 62,631,503| 41,309,678 10.75% 4,440,790 1,368,576 305,426 6,114,793 9.76%
27 24,360,245| 82,916,164 | (41,129,706) 66,136,703 38,496,081 10.75% 4,138,329 2,242,756 367,523 6,748,608 10.20%
28 22,603,008| 87,867,182 (41,532,610] 68,827,580( 37,884,320 10.75% 4,072,664 1,081,409 77,814 5,231,788 7.59%
29 20,396,696 92,366,275| (41,801,212) 70,961,760 45,629,499 10.75% 4,905,171 1,899,622 211,210 7,016,003 9.89%
30 18,768,263 | 97945868 (41,935513) 74,778,619/ 45732289|  10.75% 4,916,221 2,855,143 1] 7,771,364 10.39%
AVG 37,069,350 AVG 3,307,831 8.92%
NPV 186,041,183 NPV 6,708,917 7,944,290 788,292 15,441,499 8.30%
Milian, Swain & Associates, [nc. B-4
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(1

(2)

(3)

(4)

MODEL WATER UTILITY
Key Results

Average Cost per ERC [/ year:

Rates _
Five Years $158
Ten Years 145
Fifteen Years 144
Twenty Years 147
“Twenty-five Years 151

Total cost per ERC over twenty-five years

Net Present Value of Revenue Requirement:
Rates
CIAC
AFPI
Total

Net Present Value of Return to the Utility
Rates
AFPI
Total

Average Rate of Return on Investment Eamed

Service

Availabili

$107
54
36
27
21

AFP| Total
$113 $378
127 325
134 315
139 313
140 313

REVISED |

‘ $3,412,068
1,580,416
389,568

$5,382,053

$722,897
389,568
$1,112,465

9.86%

Milian, Swain & Associates, Inc. C-2
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_ REVISED Schedule |
MODEL WATER UTILITY

Scenario: Water Treatment Plant - 60 month increments / 18 month MR/ CIAC Imputed
PROJECTED RETURN ON NET INVESTMENT

a b c d e - f g h . i i k i

Overall

Net Net Net Rate Base Allowed Net Income AFUDC AFPI Total Rate of

YEAR CwIP Plant CIAC Investment Rate of Retun|  at Allowed Return

' Rate of Rin

1 50,053 0 0 50,053 0 10.75% 0 5,106 0 5,106 10.20%
2 255,372 0 0 255,372 0 10.75% 0 25,531 0 25,531 10.00%
3 697,345 0 0 697,345 0 10.75% 0 68,015 0 68,015 9.75%
4 1,298,927 0 0 1,298,927 0 10.75% 0 122,448 0 122,448 9.43%
5 1,984,955 0 0 1,984,955 0 10.75% -0 179,942 0 179,942 9.07%
6 1,326,077 2,252,122 (150,420) 3427779 299,169 10.75% 32,161 17,759 37,031 86,951 2.54%
7 552,230 2,160,198 (445,120] 2,267,308 399,739 10.75% 42,972 54,223 107,179 204,374 9.01%
8 1,167,113 2,068,275 (727,542] 2,497,846 475,818 10.75% 51,150 110,389 177,671 339,221 13.58%
9 1,886,642 1,976,352 {997,684)] 2,865,310 527,408 10.75% 56,696 173,561 0 230,257 8.04%
10 1,167,370 3,220,028 (1,255,546 3,131,851 225,210 10.75% 24,210 224,408 0 248,618 7.94%
11 205,233 4,408,054 (1,501,130 3,112,157 1,133,248 - 10.75% 121,824 20,587 26,483 168,894 5.43%
12 640,186 4,204,831, (1,734,435] 3,110,682 1,178,170 10.75% 126,653 62,859 76,331 265,844 8.55%
13 1,341,411 4,001,608 (1,955,460] 3,387,559 1,194,727 10.75% 128,433 127,983 125,826 382,243 11.28%
14 2,187,136 3,798,384 | (2,164,208) 3,821,314 1,182,918 10.75% 127,164 201,205 173,176 501,545 13.12%
15 1,363,302 5,143,487 | (2,360,673 4,136,1167 959958 = 10.75% 103,195 260,150 0 363,346 8.78%
16 237,921 6,424,076| (2,544,861] 4,117,136 2,143,140 10.75% 230,288 23,866 28,191 282,445 6.86%
17 742,151 6,091,826| (2,716,769] 4,117,207 2,111,553 10.75% 226,992 72,871 81,334 381,197 9.26%
18 1,555,063 5,759,575 (2,876,399] 4,438,240 2,047,945 10.75% 220,154 148,368 134,242 502,764 11.33%
19 2,535,490 5427,325| (3,023,749] 4,939,065 1,952,316 10.75% 209,874 233,251 185,006 628,131 12.72%
20 1,568,848 6,890,008, (3,158,820 5,300,036 1,901,927 - 10.75% 204,457 301,585 0 506,042 9.55%
21 275,816 8,277,903 (3,281,612] 5,272,107 3,303,346 10.75% 355,110 27,667 28,340 411,117 7.80%
22 860,356 7,796,075 (3,392,124] 5,264,307 3,173,083 10.75% 341,106 84,478 81,750 507,334 9.64%
23 1,802,744 7,314,247 (3,490,358) 5,626,633 3,006,916 10.75% 323,244 171,999 134,920 630,162 11.20%
24 2,939,327 6,832,418| (3,576,312] 6,195,434 2,804,846 10.75% 301,521 270,402 185,945 757,868 12.23%
25 1,818,724 8,431,411 (3,649,987 6,600,148 2,981,138 10.75% 320,472 349,620 0 670,092 10.15%
26 319,746 9,943,702{ (3,711,383] 6,552,065 4,587,815 10.75% 493,190 32,074 27,746 553,010 8.44%
27 997,389 9,288,4721 (3,760,500) 6,525,361 4,333,635 10.75% 465,866 97,933 80,012 643,810 9.87%
28 2,089,875 8,633,242 (3,797,337) 6,925,780 4,039,315 10.75% 434,226 169,394 131,999 765,619 11.05%
29 3,407,486 7,978,012 (3,824,896) 7,563,602 3,704,856 10.75% 398,272 313,470 181,840 893,583 11.81%
30 2,108,400 9,735,024 (3,834,175] 8,009,249 4,151,585 10.75% 446,295 405,305 0 851,601 10.83%
AVG 4,116,362 ' AVG 405,904 9.86%
NPV 22228 126 NPV 722 897 911,405 389,568] 2,023,871 9.10%

Milian, Swain & Associates, Inc. Cc-4
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'REVISED
MODEL WATER UTILITY
Key Results
Scenario: WTP - 30 month increments / 18 month MR / CIAC Imputed
1 Average Cost per ERC / year: Service
Rates Availabilty AFPI_ Total
Five years $209 $205 $23 $414
Ten years 197 102 41 300
Fifteen years 201 68 48 269
Twenty years 209 51 51 260
Twenty-five years 218 41 53 259
Total cost per ERC over twenty-five years $6,472
(2) Net Present Value of Revenue Reguirement : )
Rates * $4,776,445
CIAC 3,013,879
AFPI 137,487
Total $7,927,811
(3) Net Present Value of Return to the Utility
Rates $1,169,760 j
AFPI 137,487 l
Total $1.307,247 !
(4) Average Return on Investment to Utility 8.92%
j

Milian, Swain & Associates, Inc. D.2
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REVISED Schedule |

MODEL WATER UTILITY
Scenario: WTP - 30 month increments / 18 month MR / CIAC Imputed
PROJE INVI ENT
a b c d e f g h i i k |

Net Investment Return on Investment Overall

Net Net Rate Allowed Allowed Rate of

YEAR . CWIP Plant CIAC Total Base Rate of Return Return AFUDC AFPI Total Returmn

: {b+c+d) o N (f*a) {h+j) {i/e)

1 44,784 0 0 44,784 0 0 4,569 0 4,569 10.20%
2 228,491 0 0 228,491 0 0 22,844 0 22,844 10.00%
3 671,452 0 0 671,452 0 0 65,703 0 65,703 9.79%
4 1,404,603 0 0 1,404,603 0 0 133,794 0 133,794 9.53%
5 2,437,950 0 0 2,437,950 0 0 225,563 0 225,563 9.25%
6 2,419,466 2,015,056 (286,853) 4,147,668 464,632 10.75% 49,948 132,120 17,825 199,893 4.82%
7 2,350,732 1,932,809 (848,852} 3,434,689 510,251 10.75% 54,8562 216,512 0 271,364 7.90%
8 2,181,091 2,807,634 | (1,387,433] 3,691,292 70,114 10.75% 7,637 104,397 12,839 124,774 3.38%
9 1,969,063 3,818,832 (1,002,599] 3,885,296 1,055,673 10.75% 113,485 183,386 34,848 331,720 8.54%
10 1,811,857 4,844,339 (2,394,347 4,261,848 620,564 10.75% 66,711 275,631 0 342,341 8.03%
11 1,612,986 5,820,053 (2,862,679 4,570,360 1,708,811 10.75% 183,697 153,163 53,119 389,979 8.53%
12 2,725,143 5,550,966 | (3,307,595} 4,968,514 1,669,665 10.75% 179,489 250,997 63,918 494,404 9.95%
13 2,528,483 6,495,723 (3,729,093) 5,295,112 1,266,497 10.75% 135,073 121,025 14,391 270,489 511%
14 2,282,684 7,380,002 (4,127,176] 5545411 2,402,167 10.75% 258,233 212,595 39,060 500,888 9.19%
16 2,100,439 8,405,006 (4,501,841 6,003,603 2,034,004 10.75% 218,655 319,532 0 538,187 8.96%
16 1,869,893 9,362,386 | (4,853,090} 6,379,189 3,274,244 10.75% 351,981 177,558 55,297 584,837 8.17%
17 3,159,187 8,876,700 (5,180,923} 6,854,965 3,122,071 10.75% 335,623 290,974 66,560 693,156 10.11%
18 2,931,204 9,798,191 (5,485,338] 7,244,057 2,799,080 10.75% 300,901 140,301 14,471 455,674 6.29%
19 2,646,256 10,661,050| (5,766,337) 7,540,969 4,034,153 10.75% 433,671 246,456 39,279 719,407 9.54%
20 2,434,984 11,664,093 (6,023,920 8,075,157 3,779,833 10.75% 406,332 370,425 0 776,757 9.62%
21 2,467,718 12,600,219 (6,258,086 8,509,851 5,121,567 10.75% 550,568 205,839 54,814 811,221 9.53%
22 3,662,364| 11,863,435, (6,468,835] 9,056,963 4,820,893 10.75% 518,246 337,318 65,973 921,538 10.17%
23 3,308,069| 12,757,956| (6,666,168] 9,499,857 4,603,330 10.75% 494,858 162,648 14,132 671,638 7.07%
24 3,067.736| 13,584,505( (6,820,084) 9,832,157 5,903,861 10.75% 634,669 285,710 38,358 958,733 | 9.75%
25 2,822,814, 14573,566| (6,960,584) 10,435,796 5,780,851 10.75% 621,441 429,424 0 1,050,865 10.07%
26 2,512,979 15,485,062 (7,077,667) 10,920,365 7,202,713 10.75% 774,292 238,623 53,267 1,068,182 9.76%
27 4,245,684 | 14457177 (7,171,333} 11,531,528 6,712,137 10.75% 721,555 391,045 64,098 1,176,697 10.20%
28 3,939,294 | 15,320,432 (7,241,583) 12,018,142 6,605,471 10.75% 710,088 188,553 13,576 912,218 7.59%
"29 3,566,347 | 16,104,889 (7,288,416) 12,372,820 7,955,913 10.75% 855,261 331,216 36,850 1,223,327 9.89%
30 3,272,415| 17,077,741 (7,311,833] 13,038,323 7,973,835 10.75% 857,187 497,820 0 1,355,007 10.39%
AVG 6,463,374 AVG 576,759 8.92%
NPV 32,437,950 . NPV 1,169,760 1,385,158 137,487 | 2,692,405 8.30%

Milian, Swain & Associates, Inc. ) D4
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REVISED
MODEL WASTEWATER UTILITY
Key Results
Scenario: WWTP - 30 month increments / 18 month MR / CIAC Imputed
(1) Average Cost per ERC / year: Service
Rates Availabilty AFPI Total
Five years $194 $185 $21 $378
Ten years 183 92 37 275
Fifteen years 186 62 43 - 248
Twenty years 193 46 46 240
Twenty-five years 202 37 47 238
Total cost per ERC over twenty-five years $5,962
) Net Present Value of Revenue Requirement
Rates $28,138,655
CIAC ‘< 17,285,480
AFPI . 788,292
Total $46,212,428
3) Net Present Value of Retum to the Utility _
Rates $6,708,917
AFPI 788,292
Total $7.497,209
(4) Average Rate of Return on Investment Eamed 8.92%

Milian, Swain & Associates, Inc. 18



REVISED

CHART 3.1

Model Wastewater Utility
Actual Return on Investment vs. Allowed Weighted Average Cost of Capital
Plant Constructed in 30 Month Increments
Staff Recommendation: 18 Months Margin Reserve and Imputed CIAC
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Comparison of Customer Rates

PSC Proposed Rule vs. FWA Proposed Rule
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Revised

STUDY FOR FLORIDA WATERWORKS ASSOCIATION
MARGIN RESERVE AND IMPUTATION OF CIAC

used these cost figures and the following assumptions:

WWTP A construction of facilities in five year increments. Each increment
has capacity of 5.0 million gallons per day

WWTP B  construction of facilities in two and a half year increments. Each
increment has capacity of 2.5 million gallons per day.

_Planning, design, permitting and construction takes five years for each increment.
Facilities are placed in service six months prior to the time demand would otherwise
exceed capacity (as required by DEP rules). Customer growth occurs evenly over a 5
year period beginning in Year 6. )

‘Major assumptions are the same as those presented in Section [ll. The model presents
a “best case” scenario in that it assumes no regulatory lag, full recovery of operation
and maintenance expenses and even and predictable customer growth and plant
utilization.

A comparison between the two alternatives is presented in the foliowing table:

TABLE 4.1
Comparison of Alternatives for Wastewater Treatment Plant Expansion
WWTP A wwiPB
Capacity 5.0 MGD 2.5 MGD
Cost per thousand gallons $2.86 $3.90
Frequency of expansion 5 years 2.5years
Net Present Value of
Revenue Requirement:
" Rates $24.3 million $28.1 million
Service Availability Charges 11.9 million 17.3 miillion
AFPI 2.9 million .8 million
Net Present Value of Return to Utility _
Rates $ 5.4 million $ 6.7 million
AFPI : 2.9 million .8 million

21
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COMPARISON OF RATES UNDER PSC PROPOSED VS FWA PROPOSED RULE
FOR MARGIN RESERVE AND IMPUTATION OF CIAC
a b c d f g h i
If utilities continue to construct if utilities construct in
in small increments larger increments Avg % increase || Avg % increase
Construction in 2.5 year increments Construction in 5 year increments if there is no if utilties start
% % change in constructing
18 mo. MR | 60 mo. MR Increase 18 mo. MR | 60 mo, MR Increase construction in larger
Line CIAC imp. |No CIAC imp.| inRates CIAC imp. |No CIAC imp.| in Rates schedule increments
No.
Eirst year after rule change . _
1 Water $206 $239 16% $156 $238 53% 34% 15%
2 Wastewater 203 234 16% 172 268 56% 36% 32%
3 Combined $409 $473 16% $328 $506 54% 35% 24%
Note (4)
Average of first five years
after rule change
4  Water $243 $282 16% $179 $225 26% 21% 7%
5 Wastewater 236 263 11% 200 254 27% 19% 8%
6 Combined $479 $545 14% $379 3479 26% 20% 0%
Note (5)
Notes:

(1) . Based upon financial model presented in MSA study and during rulemaking hearing.

2)
@)

(4)

)

Milian, Swain & Associates, Inc.

Assumes existing plant in service, CIAC and ERC's at the time the rule change is implemented.

The percentage change in rates will vary depending upon the maturity of the system at the time
newly constructed facilities are placed in service. The higher the existing balance of plant in service
the less impact the rule change will have on rates.

The percentage increase provided during rulemaking hearing was the average rate increase in the
first year after implementation of the rule change as proposed by FWA, assuming utilities have not
yet changed construction schedules in response to the rule change.

The average increase in combined water and wastewater rates over a five year period after
implementation of the rule change, assuming a change in construction schedules from 30 to 60 month

increments is 0%.

12/16/96




CONSTRUCTION IN 2.5 YEAR INCREMENTS
PSC PROPOSED POLICY: 18 MONTH MARGIN RESERVE PERIOD
WITH IMPUTATION OF CIAC
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MODEL WATER UTILITY
Key Results
Scenario: WTP - 30 month increments / 18 month MR / CIAC Imputed
Existing plant, CIAC & ERC's at the beginning of Year 6
(1) Average Cost per ERC / year: Service
Rates Availabilty AFPI Total
Five years ' $243 $68 $16 $311
Ten years 260 34 31 294
Fifteen years 269 23 37 292
Twenty years 276 17 40 294
Twenty-five years 282 14 42 296
Total cost per ERC over twenty-five years $7,393
(2) Net Present Value of Revenue Requirement _
Rates $10,107,811
CIAC 1,004,626
AFPI 106,391
Total $11,218,828
(3) Net Present Value of Return to the Ultility
Rates $3,092,676
AFP! 106,391
Total $3,199,066
4) Average Return on Investment to Utility ' 8.95%

Milian, Swain & Associates, Inc.
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MODEL WATER UTILITY
Scenario: WTP - 30 month increments / 18 month MR / CIAC imputed
PRQJECTED REGULATORY INCOME

DRAFT 12/16/96

a b c d e f g h i i k i m
Revenue Allowed Allowed Gross Allowed Allowed Allowed Avg 5 Year
From O&M Depreciation | Amortization Property Receipts Interest Pretax Income Net Revenue Revenue
YEAR Rates Expense Expense Expense Taxes Tax Expense Profit Tax Profit Per ERC Per ERC

1

2

3

4

5

6 647,838 (157,143 (162,559 34,601 (43,543 {29,153) (94,755 195,287 {120,273 75,014 $206

7 870,450 (185,714 (174,171 42,406 (43,543 (39,170 (153,631 316,628 {195,004 121,624 234

8 1,012,344 (214,286 (235,284 50,212 (65,357 (45,555 (164,024 338,050 (208,197 129,853 236 $243
9 1,281,368 (242,857 (261,427 58,017 (65,357 (57,662 {232,633 479,450 (295,282 184,168 264

10 1,396,278 (271,429 (317,689 65,823 {90,253 (62,833 {235,186 484,712 (298,523 186,189 257
11 1,684,470 {300,000 {346,570 73,628 (90,253 (75,801 {308,880 636,594 (392,064 244 530 281
12 1,703,057 {328,571) (361,011 81,434 (90,253) (76,638 (303,177) 624,841 (384,825 240,016 259
13 1,850,843 (357,143] (431,353 89,239 (115,541 (83,288 (311,259) 641,497 (395,084 246,414 259 $270
14 2,138,120 (385,714 (462,164 97,045 (115,541 (96,215 (384,038) 791,492 (487 462 304,030 277

15 2,263,338 {414,286 (528,100 104,851 (144,402 (101,850 (385,351 794,198 (489,129 305,070 273

16 . 2,568,191 (442,857 (561,107 112,656 (144,402 (115,569 (462,896 954,016 (587,557 366,459 290

17 2,555,805 (471,429 (577,610 120,462 (144,402 {115,016 (446,887 921,023 (567,237 353,786 271
18 2,721,007 (500,000 (660,131 128,267 (173,719 (122,445 (455,077 937,902 {577,633 360,269 272 $281
19 3.016,570 (528,571 (694,875 136,073 (173,719 {135,746 (529,156 1,090,576 (671,661 418,915 285
20 3,163,634 (557,143 {773,460 143,878 (207177 (142,364) {531,651 1,095,718 (674,828 420,890 284
21 3,477,991 (585,714 (810,292 151,684 (207,177 (156,510 (610,911 1,259,071 (775,433 483,638 297
22 3,426,243 (614,286) (828,707 159,489 (207,177 (154,181 (581,956 1,199,416 (738,693 460,723 279
23 3,615,112 (642,857 {926,064 167,295 (241,162 (162,680 {591,199) 1,218,445 {750,412 468,032 281 $288
24 3,914,196 (671,429 (964,649 175,100 (241,162] (176,139 (665,121) 1,370,796 (344,242 526,554 291
25 4,090,647 (700,000 {1,058,718 182,906 (279,950 (184,079 (669,985 1,380,821 {850,416 530,405 292
26 4,410,733 (728,571 (1,099,438 190,711 (279,950 (198,483 (749,762 1,545,240 (951,678 593,562 303
27 4,310,878 (757,143 (1,119,798) 198,517 (279,950 {193,990 (705,173 1,453,342 (895,080) 558,262 285
28 4,528,628 (785,714) (1,234,813 206,322 (319,348 (203,788) (715,879 1,475,408 (908,670 566,738 288 $204
29 4,828,074 (814,286 (1,277,393 214,128 {319,348 (217,263) (788,609 1,625,303 (1,000,987 624,316 296
30 5,040,309 (842,857] (1,389,995 221,934 (364,313 {226,814) (796,565 1,641,609 (1,011,085 630,614 209

Net Present Value of Revenue Reguirement $10,107,811

Milian, Swain & Associates, Inc.
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Schedule Hl
MODEL WATER UTILITY
Scenario: WTP - 30 month increments / 18 month MR / CIAC Imputed
PRO.JECTED RATE BASE & ALLOWED RETURN
Average Used & Rate Base Allowed Rate Allowed
YEAR Net Useful Net Plant Average imputed of Return Return on
Plant % Uus&u Net CIAC CIAC Total Rate Base

1

2

3

4

5

6 $2,825,433 93% | $2,637,071 ($770,973)  ($286,853) $1,579,244 10.75% 169,769
7 3,679,352 100% 3,679,352 (927,608) (191,236) 2,560,509 10.75% 275,255
8 4,552,254 90% 4,097,029 {1,076,437) (286,853) 2,733,738 10.75% 293,877
g 5,381,528 100% 5,381,528 {1,217,461) (286,853) 3,877,214 10.75% 416,801
10 6,315,112 88% 5,557,298 {1,350,679) (286,853) 3,919,766 10.75% 421,375
11 7,198,903 96% 6,910,947 (1,476,092) (286,853) 5,148,002 10.75% 553,410
12 6,837,893 100% 6,837,893 (1,593,699} (191,236) 5,052,958 10.75% 543,193
13 7,690,726 93% 7,178,011 (1,703,500} (286,853) 5,187,657 10.75% 557,673
14 8,492,982 100% 8,492,982 (1,805,497) (286,853) 6,400,632 10.75% 688,068
15 9,416,162 91% 8,609,063 (1,899,687) (286,853) 6,422,522 10.75% 690,421
16 10,281,619 97% 9,987,859 (1,986,072) (286,853) 7,714 933 10.75% 829,355
17 9,704,010 100% 9,704,010 (2,064,652) (191,236} 7,448,122 10.75% 800,673
18 10,533,578 95% i 10,006,899 (2,135,426) (286,853) 7,584,620 10.75% 815,347
19 11,304,514 100% | 11,304,514 (2,198,394) (286,853) 8,819,266 10.75% 948,071
20 12,215,633 93%| 11,401,257 (2,253,557) {286,853) 8,860,847 10.75% 952,541
21 13,059,836 98% | 12,769,617 (2,300,914) (286,853) 10,181,849 10.75% 1,004,549
22 12,231,128 100%| 12,231,128 {(2,340,466) (191,236) 9,699,426 10.75% 1,042,688
23 13,033,726 96% | 12,512,377 (2,372,213) {286,853) 9,853,311 10.75% 1,059,231
24 13,768,352 100%, 13,768,352 {2,396,153) (286,853) 11,085,345 10.75% 1,191,675
25 14,665,489 95% | 13,865,554 {2,412,289) (286,853) 11,166,412 10.75% 1,200,389
26 15,485,052 98%| 15,203,506 {2,420,618) (286,853) 12,496,034 10.75% 1,343,324
27 14,365,254 100% | 14,365,254 (2,421,142) (191,236) 11,752,876 10.75% 1,263,434
28 15,136,585 97% | 14,632,032 (2,413,861} (286,853) 11,931,318 10.75% 1,282,617
29 15,829,119 100%| 15,829,119 (2,398,774) (286,853) 13,143,492 10.75% 1,412,925
30 16,710,048 95% | 15,938,815 (2,375,882) (286,853) 13,276,080 10.75% 1,427,179

AVG
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Schedule V
MODEL WATER UTILITY
Scenario: WTP - 30 month increments / 18 month MR / CIAC Imputed
CALCULATION OF USED & USEFUL %
Year-end Capacity Year-end Average Margin Total Used &
YEAR MGD ERC's Connections | Connections Reserve ERCs in Useful
(ERCs) (ERCs) (ERCs) Rate Base %

1 1.000 2,857 571

2 1.000 2,857 1,143

3 1.000 2,857 1,714

4 1.000 2,857 2,286

5 1.000 2,857 2,857

6 1.500 4,286 3,429 3,143 857 4,000 93%
7 1.500 4,286 4,000 3,714 571 4,286 100%
8 2.000 5,714 4,571 4,286 857 5,143 90%
9 2.000 5,714 5,143 4,857 857 5,714 100%
10 2.500 7,143 5,714 5429 857 6,286 88%
11 2.500 7.143 6,286 6,000 857 6,857 96%
12 2.500 7,143 6,857 6,571 571 7,143 100%
13 3.000 8,571 7,429 7,143 857 8,000 93%
14 3.000 8,571 8,000 7.714 857 8,571 100%
15 3.500 10,000 8,571 8,286 857 8,143 91%
16 3.500 10,000 9,143 8,857 857 9,714 97%
17 3.500 10,000 9,714 9,429 571 10,000 100%
18 4.000 11,429 10,286 10,000 857 10,857 95%
19 4.000 11,429 10,857 10,571 857 11,429 100%
20 4.500 12,857 11,429 11,143 857 12,000 893%
21 4.500 12,857 12,000 11,714 857 12,571 98%
22 4.500 12,857 12,571 12,286 571 12,857 100%
23 5.000 14,286 13,143 12,857 857 13,714 96%
24 5.000 14,286 13,714 13,429 857 14,286 100%
25 5.500 15,714 14,286 14,000 857 14,857 95%
26 5.500 15,714 14,857 14,571 857 15,429 98%
27 5.500 15,714 15,429 15,143 571 15,714 100%
28 6.000 17,143 16,000 15,714 857 16,571 97%
29 6.000 17,143 16,571 16,286 B57 17,143 100%
30 6.500 18,571 17,143 16,857 857 17,714 95%

Milian, Swain & Associates, Inc.
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(2)

3)

(4)

MODEL WASTEWATER UTILITY
Key Results

Scenario: WWTP - 30 month increments / 18 month MR / CIAC Imputed
Existing plant, CIAC & ERC's at the beginning of Year 6

Average Cost per ERC / year: Service
Rates Availabilty
Five years . $236 $62
Ten years 249 31
Fifteen years 256 21
Twenty years 261 15
Twenty-five years 265 12

Total cost per ERC over twenty-five years

Net Present Value of Revenue Requirement
Rates
CIAC
AFPI
Total

Net Present Value of Return to the Utility
Rates
AFPI
Total

Average Rate of Return on Investment Eamed

AFPI
$16
31
36
39

40

$61,128,519
5,761,827
652,720

$67,543,066

$18,768,113
652,720

$19,420,833

9.06%

Milian, Swain & Associates, Inc.
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Scenario: WWTP - 30 month increments / 13 month MR / CIAC Imputed

MODEL WASTEWATER UTILITY

PROJECTED REGULATORY INCOME

DRAFT 12/13/96

a b c d e f g h i i k 1 m
Revenue Allowed Allowed Gross Allowed Allowed Allowed Avg 5 Year
From O&M Depreciation | Amortization Property Receipts Interest Pretax Income Net Revenue Revenue
YEAR Rates Expense Expense Expense Taxes Tax Expense Profit Tax Profit Per ERC Per ERC

1

2

3

4

5

6 4,052,337| (1,000,000 (865,853 253,426 (290,889 (182,355 (642,497 1,324,169 {815,526 508,643 $203

7 5,630,764) (1,181,818) (1,163,556 208,193 (290,889 (253,384 (992,922 2,046,387) (1,260,323 786,064 238

8 6,156,007; (1,363,636) (1,272,398 342,960 (415,999 (277,020 (1,035,590) 2,134,324 (1,314,481 819,842 226 $236
9 8,031,035| (1,545,455} (1,663,995 387,727 (415,999 (361,397) (1,447,878 2,084,039 (1,837,802 1,146,237 260

10 §,364,100| (1,727,273} (1,715,619 432,494 (558,785 (376,385) (1,443,506 2,975,027 (1,832,252 1,142,775 242

1 10,364,116 (1,909,091 (2,145,734 477,261 (558,785 (466,385) (1,882,206 3,879,177 (2,389,097 1,490,080 271

12 10,497,597 (2,090,909} (2,235,139 522,028 (558,785 (472,392) (1,849,869 3,812,531 (2,348,051) 1,464,480 251

13 11,041,053 (2,272,727} (2,356,865 566,795 (703,821 (496,347) (1,887,500 3,890,087 {2,395,816) 1,494 271 243 $257
14 13,044,019 (2,454,545} (2,815,286 611,562 (703,821 (586,981) (2,317,873 4,777,075| (2,942,092 1,834,983 266

15 13415627 (2,636,364) (2,876,656 656,329 (869,350 (603,703) (2,314,912 4,770,972 (2,938,333 1,832,639 254

16 15,549,966 (2,818,182) (3,378,044 701,086 (869,350 (699,748) (2,772,235 5,713,503/ (3,518,817 2,194,686 276

17 15,496,937 (3,000,000} (3.477,399 745,863 (869,350 (697,362} (2,678,458 5,520,231 (3,399,785 2,120,446 258

18 16,106,408 (3,181,818) (3,622,989 790,630 (1,037,487 (724,788} (2,721,342 5608614 (3,454,218 2,154,396 253 $264
19 18,199,075, (3,363,636) (4,149,947 835,397 (1,037,487 (818,958} (3,157,311 6,507,134 (4,007,596 2,499,538 21

20 18,657,717| (3,545,455} (4,231,483 880,164 (1,229,379 (839,597) (3,166,302 6,525,665 (4,019,009 2,506,656 263

21 20,899,787 (3,727,273} (4,808,239 924,931 (1,229,379 {940,490} (3,632,615 7,486,722 (4,610,902 2,875,820 280

2 20,615,607 (3,909,001 (4,917,517 969,608 (1,229,379 (927,702} (3,463,478) 7,138,137 (4,396,217 2,741,920 264

23 21,316,359| (4,090,909) (5,095,057 1,014,466| (1,424,296 (959,236} (3,515,655 7,245,671 (4,462,444 2,783,227 261 $270
24 23,484,551 (4,272,727} (5,697,185 1,059,233| (1,424,296} (1,056,805) (3,950,629 8,142,141 (5,014,560 3,127,581 215

25 24,060,488 (4,454,545] (5,807,074 1,104,000 (1,646,752) (1,082,722) (3,976,968 8,196,426 (5,047,993 3,148,433 270

26 26,401,089| (4,636,364] (6,467,246 1,148,767 (1,646,752) (1,188,049) (4,446,770 9,164,675 (5,644,315 3,520,359 285

27 25,838,333| (4,818,182) (6,587,010 1,193,534| (1,646,752) (1,162,725) (4,187,295 8,629,903 (5,314,962 3,314,942 268

28 26,649,152| (5,000,000) (6,804,303 1,238,301 (1,872,715) (1,199,212} (4,250,681 8,760,541 (5,395,419] 3,365,123 266 $275
29 28,886,939| (5,181,818} (7,490,858 1,283,068 (1,872,715} {1,299,912} (4,679,787 9,644 916 (5,940,085 3,704,831 279

30 29,604,847, (5,363,636} (7.637,097 1,327,835 (2,130,602) (1,332,217) (4,726,960 9,742,139 {5,999,963) 3,742,177 276

Net Present Value of Revenue Requirement  $61,128,519

Milian, Swain & Associates, Inc.
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Schedule Il
MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 month increments / 18 month MR / CIAC Imputed
ECTED A ALLOWED RETURN
a b c d e f g h i
Average Used & Rate Base Allowed Rate Allowed
YEAR Net Useful Net Plant Average Imputed of Return Return on
Plant % U&&u Net CIAC CIAC Total Rate Base

1

2

3

4

5

6 19,269,428 93%| 17,984,800 (5,631,332) ~ (1,645,188) 10,708,280 10.75% 1,151,140
7 24,120,198 100%| 24,120,198 (6,474,698) (1,096,792) 16,548,708 10.75% 1,778,986
8 29,087,021 90%| 26,178,319 (7,273,297) (1,645,188) 17,259,834 10.75% 1,855,432
9 33,803,624 100%| 33,803,624 (8,027,129) (1,645,188) 24,131,307 10.75% 2,594,115
10 39,136,150 88%| 34,439,812 {8,736,194) (1,645,188) 24,058,430 10.75% 2,586,281
11 44,183,104 96% | 42,415,780 (9,400,492) (1,645,188} 31,370,100 10.75% 3,372,286
12 41,947,965 100%| 41,947,965 (10,020,023) (1,096,792) 30,831,149 10.75% 3,314,349
13 46,819,614 93%| 43,698,307 (10,594,787) (1,645,188) 31,458,331 10.75% 3,381,771
14 51,401,191 100%| 51,401,191 (11,124,734) (1,645,188) 38,631,218 10.75% 4,152,856
15 56,696,791 91%| 51,837,066 (11,610,014) (1,645,188) 38,581,864 10.75% 4,147,550
16 61,661,334 97% | 59,899,582 (12,050,477) (1,645,188) 46,203,917 10.75% 4,966,921
17 58,183,935 100%| 58,183,935 (12,446,173) (1,096,792) 44,640,971 10.75% 4,798,904
18 62,945,253 95% | 59,797,990 (12,797,101) (1,645,188) 45,355,701 10.75% 4,875,738
19 67,370,297 100%| 67,370,297 (13,103,263) (1,645,188) 52,621,845 10.75% 5,656,848
20 72,623,089 93%! 67,781,550 (13,364,658) (1,645,188) 52,771,703 10.75% 5,672,958
21 77,492,096 98%: 75,770,049 (13,581,286) (1,645,188) 60,543,575 10.75% 6,508,434
22 72,574,578 100%| 72,574,578 (13,753,146) (1,096,792) 57,724,640 10.75% 6,205,399
23 77,207,991 96% | 74,119,672 (13,880,240) (1,645,188) 58,504,243 10.75% 6,298,881
24 81,451,570 100% | 81,451,570 (13,962,567) (1,645,188) 65,843,815 10.75% 7,078,210
25 86,654,737 95% 81,928,115 (14,000,126) (1,645,188) 66,282,800 10.75% 7,125,401
26 91,412,991 98% | 89,750,936 (13,992,919) (1,645,188) 74,112,829 10.75% 7,967,129
27 84,825,981 100% | 84,825,981 (13,940,945) (1,096,792) 69,788,244 10.75% 7,502,236
28 89,311,117 97%| 86,334,080 (13,844,203) (1,645,188) 70,844,688 10.75% 7,615,804
29 93,344,329 100%| 93,344,329 (13,702,695) (1,645,188} 77,996,446 10.75% 8,384,618
30 08,489,965 95% | 93,944,275 (13,516,419) (1,645,188) 78,782,667 10.75% 8,469,137

AVG

Milian, Swain & Associates, Inc.
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Schedule V

MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 month increments / 18 month MR / CIAC Imputed
N ED EFUL
a b ¢ d e f g h
Year-end Capacity Year-end Average Margin Total Used &
YEAR MGD ERC's Connections | Connections Reserve ERCs in Useful
(ERCs) (ERCs) {ERCs) Rate Base %

1 5.000 3,636

2 5.000 7,273

3 5.000 10,809

4 5.000 14,545

5 5.000 18,182 18,182

6 7.500 27,273 21,818 20,000 5,455 25,455 93%
7 7.500 27,273 25,455 23,636 3,636 27,273 100%
8 10.000 36,364 29,091 27,273 5,455 32,727 90%
g 10.000 36,364 32,727 30,909 5,455 36,364 100%
10 12.500 45,455 36,364 34,545 5,455 40,000 88%
11 12.500 45,455 40,000 38,182 5,455 43,636 96%
12 12.500 45,455 43,636 41,818 3,636 45,455 100%
13 15.000 54,545 | 47,273 45,455 5,455 50,909 93%
14 15.000 54,545 50,909 49,091 5,455 54,545 100%
15 17.500 63,636 54,545 52,727 5,455 58,182 91%
16 17.500 63,636 58,182 56,364 5,455 61,818 97%
17 17.500 63,636 61,818 60,000 3,636 63,636 100%
18 20.000 72,727 65,455 63,636 5,455 69,091 95%
19 20.000 72,727 69,091 67,273 5,455 72,727 100%
20 22.500 81,818 72,727 70,909 5,455 76,364 93%
21 22.500 81,818 76,364 74,545 5,455 80,000 98%
22 22.500 81,818 80,000 78,182 3,636 81,818 100%
23 25.000 90,909 83,636 81,818 5,455 87,273 96%
24 25.000 90,909 87,273 85,455 5,455 90,909 100%
25 27.500 100,000 90,909 89,091 5,455 94,545 95%
26 27.500 100,000 94,545 92,727 5,455 98,182 98%
27 27.500 100,000 98,182 96,364 3,636 100,000 100%
28 30.000 109,091 101,818 100,000 5,455 105,455 97%
29 30.000 109,091 105,455 103,636 5,455 109,091 100%
30 32.500 118,182 109,091 107,273 5,455 112,727 95%

Milian, Swain & Associates, Inc.

DRAFT 12/16/96
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(1)

(2)

4)

MODEL WATER UTILITY
Key Results
Scenario: WTP - 30 month increments / 60 month MR / CIAC imputed
Existing plant, CIAC & ERC's at the beginning of Year 6

Average Cost per ERC / year: Service
Rates Availabilty AFPI Total
Five years $272 $68 $0 $340
Ten years 282 34 0 316
Fifteen years 288 23 0 311
Twenty years 292 17 0 309
Twenty-five years 295 14 0 309
Total cost per ERC over twenty-five years $7,728
Net Present Value of Revenue Requirement
Rates $10,746,278
CIAC 1,004,626
AFPI 0
Total $11,750,904
Net Present Value of Return to the Utility
Rates $3,396,566
AFPI 0
Total $3,396,566
Average Return on Investment to Utility 9.34%

Milian, Swain & Associates, Inc.
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MODEL WATER UTILITY
Scenario: WTP - 30 month increments / 60 month MR / CIAC imputed
PROJECTED REGULATORY INCOME
a b ¢ d e f o] h i i k | m
Revenue Allowed Allowed Gross Allowed Allowed Allowed Avg 5 Year
From 0O3M Depreciation | Amortization Property Receipts Interest Pretax Income Net Revenue Revenue
YEAR Rates Expense Expense Expense Taxes Tax Expense Profit Tax Profit Per ERC Per ERC

1

2

3

4

5

6 751,387 (157,143 {174,171 34,601 (43,543 {33,812 {123,268 254,051 (156,464 97,587 $239

7 907,227 (185,714 (174,171 42,406 (43,543 {40,825 (165,105 340,276 {209,568 130,708 244

8 1,182,430 {214,286 (261,427 50,212 (65,357 (53,209 (208,549 429,814 (264,713 165,101 276 $272
] 1,336,533 {242,857 (261,427 58,017 (65,357 (60,144 (249,844 514,922 (317,129 197,793 275

10 1,642,543 (271,429 (361,011 65,823 {90,253 {73,914 (297,866 613,894 (378,083 235,811 303

1" 1,810,134 (300,000 (361,011 73,628 (90,253 (81,456 (343,369 707,674 (435,840 271,834 302

12 1,739,834 (328,571 {361,011 81,434 (90,253 (78,293 (314,652 648,489 (399,389) 249,099 265

13 2,036,872 (357,143 {462,164 89,239 {115,541 (91,659 (359,234 740,371 (455,978) 284,393 285 $289
14 2,193,286 (385,714 (462,164 97,045 {115,541 (98,698 (401,249 826,964 (509,308) 317,656 284

15 2,525,562 (414,286 (577,610 104,851 (144,402 {113,650 (450,989 929,475 (572,443 357,033 305

16 2,697,131 (442,857 (577,610 112,656 (144,402 (121,371 (497,733 1,025,814 (631,776 394,038 305

17 2,592,682 (471,429 (577,610 120,462 {144,402 (116,671 (458,361 944,671 (581,801 362,870 275

18 2,913,840 (500,000 (694,875 128,267 (173,719 (131,123 (503,889 1,038,502 {639,590) 398,912 291 $204
19 3,071,736 (528,571 (694,875 136,073 (173,719 (138,228] (546,367 1,126,048 (693,508 432,541 291

20 3,433,265 {557,143 (828,707 143,878 (207,177 (154,497 (597,725 1,231,894 (758,696 473,199 308

21 3,608,253 {585,714 (828,707 151,684 (207,177) (162,371 (645,535 1,330,431 {819,382 511,049 308

22 3,463,020 {614,286) (828,707 159,489 (207,177) (155,836 (593,440 1,223,064 (753,257 469,806 282

23 3,810,943 (642,857 (964,649 167,295 (241,162) (171,492 (639,691 1,318,386 (811,964 506,422 236 $299
24 3,969,361 (671,429 {964,649 175,100 (241,162 (178,621 (682,332 1,406,268 (866,089 540,179 296

25 4,363,608 (700,000} (1,119,798 182,906 (279,950 {196,362 (735,192 1,515,211 (933,184 582,027 312

26 4,541,363 (728,571 (1,119,798 190,711 (279,950 (204,361 (783,866 1,615,527 (994,967 620,561 312

27 4,347,655 (757,143}  (1,119,798) 198,517 (279,950 (195,644 (716,647 1,476,990 (909,645 567,345 287

28 4725411 (785,714} (1,277,363 206,322 {319,348 (212,644 (763,363 1,573,272 (968,942 604,329 301 $303
29 4,883,240 (814,286} (1,277,393 214,128 {319,348 {219,746) (805,821 1,660,775 (1,022,834 637,941 300

30 5,314,219 (842,857) (1,457,253 221,934 {364,313 {239,140) (860,050 1,772,540 (1,091,667) 680,873 315

Net Present Value of Revenue Requirement  $10,746,278

Milian, Swain & Associates, Inc.
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Schedule NI
MODEL WATER UTILITY
Scenario: WTP - 30 month increments / 60 month MR / CIAC imputed
PROJECTED RATE BASE & ALLOWED RETURN
Average Used & Rate Base Allowed Rate Allowed
YEAR Net Useful Net Plant Average Imputed of Return Return on
Plant % U&u Net CIAC CIAC Total Rate Base

1

2

3

4

5

6 $2,825,433 100% | $2,825,433 ($770,973) $0 $2,054,460 10.75% 220,854
7 3,679,352 100% 3,679,352 (927,608) 0 2,751,745 10.75% 295,813
8 4,552,254 100% 4,552,254 (1,076,437) 0 3,475,817 10.75% 373,650
9 5,381,528 100% 5,381,528 (1,217,461) 0 4,164,067 10.75% 447 637
10 6,315,112 100% 6,315,112 {1,350,679) 0 4,964,433 10.75% 533,677
11 7,198,903 100% 7,198,903 (1,476,092) 0 5,722,812 10.75% 615,202
12 6,837,893 100% 6,837,893 (1,593,699) 0 5,244,194 10.75% 563,751
13 7,690,726 100% 7,690,726 (1,703,500) 0 5,987,225 10.75% 643,627
14 8,492,982 100% 8,492,982 (1,805,497) 0 6,687,486 10.75% 718,905
15 9,416,162 100% 9,416,162 (1,899,687) 0 7,516,475 10.75% 808,021
16 10,281,619 100%| 10,281,619 {1,986,072) 0 8,295,547 10.75% 891,771
17 9,704,010 100% 9,704,010 {(2,064,652) 0 7,639,358 10.75% 821,231
18 10,633,578 100% | 10,533,578 (2,135,426) 0 8,398,152 10.75% 902,801
19 11,304,514 100%| 11,304,514 (2,198,394) 0 9,106,119 10.75% 978,908
20 12,215,633 100%| 12,215,633 {2,253,557) 0 9,962,076 10.75% 1,070,923
21 13,059,836 100%| 13,059,836 (2,300,914) 0 10,758,921 10.75% 1,156,584
22 12,231,128 100%| 12,231,128 (2,340,466) 0 9,890,662 10.75% 1,063,246
23 13,033,726 100%| 13,033,726 (2,372,213) 0 10,661,513 10.75% 1,146,113
24 13,768,352 100%| 13,768,352 {2,396,153) 0 11,372,199 10.75% 1,222,511
25 14,665,489 100%| 14,665,489 {2,412,289) 0 12,253,201 10.75% 1,317,219
26 15,485,052 100%| 15,485,052 (2,420,618} 0 13,064,434 10.75% 1,404,427
27 14,365,254 100%| 14,365,254 (2,421,142) 0 11,944,112 10.75% 1,283,992
28 15,136,585 100%| 15,136,585 (2,413,861) 0 12,722,724 10.75% 1,367,693
29 15,829,119 100% | 15,829,119 (2,398,774) 0 13,430,345 10.75% 1,443,762
30 16,710,048 100%| 16,710,048 (2,375,882) 0 14,334,166 10.75% 1,540,923

AVG
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. Schedule V
MODEL WATER UTILITY
Scenario: WTP - 30 month increments / 60 month MR / CIAC Imputed
CALCULATION OF USED & USEFUL %
Year-end Capacity Year-end Average Margin Total Used &
YEAR MGD ERC's Connections | Connections Reserve ERCs in Useful
(ERCs) (ERCs) (ERCs) Rate Base %

1 1.000 2,857 571

2 1.000 2,857 1,143

3 1.000 2,857 1,714

4 1.000 2,857 2,286

5 1.000 2,857 2,857

6 1.500 4,286 3,429 3,143 1,143 4,286 100%
7 1.500 4,286 4,000 3,714 571 4,286 100%
8 2.000 5714 4,571 4,286 1,429 5,714 100%
9 2.000 5714 5,143 4,857 857 5714 100%
10 2.500 7,143 5,714 5,429 1,714 7,143 100%
11 2.500 7,143 6,286 6,000 1,143 7,143 100%
12 2.500 7,143 6,857 6,571 571 7,143 100%
13 3.000 8,571 7.429 7.143 1,429 8,571 100%
14 3.000 8,571 8,000 7.714 857 8,571 100%
15 3.500 10,000 8,571 8,286 1,714 10,000 100%
16 3.500 10,000 9,143 8,857 1,143 10,000 "~ 100%
17 3.500 10,000 9,714 9,429 571 10,000 100%
18 4.000 11,429 10,286 10,000 1,429 - 11,429 100%
19 4.000 11,429 10,857 10,571 857 11,429 100%
20 4.500 12,857 11,429 11,143 1,714 12,857 100%
21 4.500 12,857 12,000 11,714 1,143 12,857 100%
22 4.500 12,857 12,571 12,286 571 12,857 100%
23 5.000 14,286 13,143 12,857 1,429 14,286 100%
24 5.000 14,286 13,714 13,429 857 14,286 100%
25 5.500 15,714 14,286 14,000 1,714 15,714 100%
26 5.500 15,714 14,857 14,571 1,143 15,714 100%
27 5.500 15,714 15,429 15,143 571 15,714 100%
28 6.000 17,143 16,000 15,714 1,429 17,143 100%
29 6.000 17,143 16,571 16,286 857 17,143 100%
30 6.500 18,571 17,143 16,857 1,714 18,571 100%

Milian, Swain & Associates, Inc.

DRAFT 12/16/96
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MODEL WASTEWATER UTILITY
Key Results
Scenario: WWTP - 30 month increments / 60 month MR / No CIAC Imputed
Existing plant, CIAC & ERC's at the beginning of Year 6
(1) Average Cost per ERC / year: Service
Rates Availabilty AFPL Total
Five years $263 $62 $0 $325
Ten years 270 31 0 301
Fifteen years 273 21 0 294
Twenty years 275 15 0 291
Twenty-five years 278 12 0 290
Total cost per ERC over twenty-five years $7,252
(2) Net Present Value of Revenue Requirement
Rates $64,885,354
CIAC 5,761,827
AFPI 0
Total $70,647,180
(3) Net Present Value of Return to the Utility
Rates $20,575,729
AFPI 0
Total $20,575,729
4) Average Rate of Return on Investment Earned 9.45%

Milian, Swain & Associates, Inc.
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MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 month Increments / 60 month MR / No CIAC Imputed
PROJECTED REGULATORY INCOME
a b c d e f g h i i k | m
Revenue Allowed Allowed Gross Allowed Allowed Altowed Avg 5 Year
From O&M Depreciation | Amortization Property Receipts Interest Pretax Income Net Revenue Revenue
YEAR Rates Expense Expense Expense Taxes Tax Expense Profit Tax Profit Per ERC Per ERC

1

2

3

4

5

6 4,680,538| (1,000,000 (927,700 253,426 {290,889 (210,624 (818,286 1,686,465, (1,038,656 647,810 $234

7 5,841,690 (1,181,818} (1,163,556 268,193 (290,889 (262,876) (1,058,730 2,182,014, (1,343,853 838,161 247

8 7,179,816| (1,363,636} (1,413,775 342,960 {415,999 (323,092) (1,308,823 2,697,450 (1,661,299) 1,036,152 263 $263
9 8,347,425  (1,545455) (1,663,995 387,727 {415,999 (375,634} (1,546,590 3,187,480, (1,963,097 1,224,384 270

10 9828626 (1,727,273} (1,949,567 432,494 {558,785 (442,288) (1,823,997 3,759,210 (2,315,212 1,443,998 285

1 11,114,003, (1,909,091 (2,235,139 477,261 {558,785) (500,130) (2,086,957 4,301,162] (2,648,988 1,652,174 201

12 10,708,524, (2,090,909} (2,235,139 522,028 {558,785] (481,884) (1,915,676 3,948,158 (2,431,581 1,516,577 256

13 12,133,990, (2,272,727} (2,525,213 566,795 {703,821) (546,030} (2,173,490 4,479,505! (2,758,825 1,720,679 267 5274
14 13,360,409, (2,454,545} (2,815,286 611,562 (703,821 (601,218} (2,416,584 4,980,516| (3,067,387) 1,913,129 272

15 14,948,997 (2,636,364} (3,146,342 656,329 {869,350) (672,705) (2,705,207 5,675358| (3,433,737 2,141,622 284

16 16,309,199 (2,818,182} (3,477,399 701,096 {869,350 {733,914) (2,976,651 6,134,800 (3,778,284 2,356,516 289

17 15,707,864 (3,000,000} (3,477,399 745,863 {869,350 {706,854) (2,744,266 5,655,850 (3,483,315 2,172,544 262

18 17,227,725, (3,181,818} (3,813,673 790,630 (1,037,487 (775,248) (3,008,889 6,201,241 (3,819,203 2,382,037 271 $2v7
19 18,515,466, (3,363,636} (4,140,947 835,397 (1,037,487 {833,196) (3,256,022 6,710,575 (4,132,891 2,577,684 275
20 20,221,687, (3,545,455} (4,533,732 880,164 (1,229,379 {909,976} (3,555,506 7,327,803 (4,513,028 2,814,775 285
21 21,661,776| (3,727,273} (4,917,517 924,931 (1,229,379 (974,780) (3,834,649 7,903,109 (4,867,346 3,035,763 291
22 20,826,534 (3,209,091 (4,917,517) 969,698 (1,229,379 (937,194} (3,529,286 7,273,765 (4,479,747 2,794,018 266
23 22,448,969 (4,090,909} (5,307,351) 1,014,466 (1,424,296] (1,010,204} (3,799,665 7,831,009 (4,822,941 3,008,068 274 $280
24 23,800,942 (4,272,727} (5,697,185) 1,059,233| (1,424,296} (1,071,042} (4,049,340 8,345,583 (5,139,855 3,205,728 279
25 25636,676| (4.454,545) (6,142,098 1,104,000 (1,646,752} (1,153,650} (4,359,277 8,984,354 (5,533,260 3,451,094 288
26 27,162,520| (4,636,364} (6,587,010) 1,148,767 | (1,646,752} (1,222,313} (4,645,204 9,573,643 (5,896,190 3,677,453 293
27 26,049,260 (4,818,182} (6,587,010 1,193,534 (1,646,752} (1,172,217} (4.253,102) 8,765,531 {5,398,492 3,367,039 270
28 27,783,750, (5,000,000} (7,038,934 1,238,301 (1,872,715} (1,250,269} (4,528,015) 9,332,119  (5,747,440) 3,584,678 278 $283
29 29,203,329| (5,181,818} (7,490,858 1,283,068 (1,872,715} (1,314,150) (4,778,498) 9,848,358 (6,065,380} 3,782,978 282
30 31,182,350  (5,363,636) (8,006,634 1,327,835 (2,130,602) (1,403,206} (5,098413]) 10,507.694] (6,471,450 4,036,243 291

Net Present Value of Revenue Requirement  $64,885,354

Milian, Swain & Associates, Inc.
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Schedule [lI
MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 month increments / 60 month MR / No CIAC Iimputed
PROJECTED RATE BASE & ALLOWED RETURN
a b c d e f g h i
Average Used & Rate Base Allowed Rate Allowed
YEAR Net Useful Net Plant Average Imputed of Return Returmn on
Plant % U&U Net CIAC CIAC Total Rate Base

1

2

3

4

5

6 19,269,428 100%| 19,269,428 {5,631,332) 0 13,638,096 10.75% 1,466,085
7 24,120,198 100% | 24,120,198 (6,474,698) 0 17,645,500 10.75% 1,896,891
8 29,087,021 100% | 29,087,021 (7.273,297) 0 21,813,724 10.75% 2,344 975
9 33,803,624 100%| 33,803,624 (8,027,129) 0 25,776,495 10.75% 2,770,973
10 39,136,150 100%| 39,136,150  (8,736,194) 0 30,399,956 10.75% 3,267,995
11 44,183,104 100%; 44,183,104  (9,400,492) 0 34782612 10.75% 3,739,131
12 41,847,965 100% 7 41,947,965 (10,020,023) 0 31,927,942 10.75% 3,432,254
13 46,819,614 100% | 46,819,614 (10,594,787) 0 36,224,827 10.75% 3,894,169
14 51,401,191 100% | 51,401,191 (11,124,784) 0 40,276,407 10.75% 4,329,714
15 56,696,791 100% | 56,696,791  (11.610,014) 0 45,086,777 10.75% 4,846,828
16 61,661,334 100%| 61,661,334 (12,050,477} 0 49,610,857 10.75% 5,333,167
17 58,183,935 100% | 658,183,935 (12,446,173} 0 45,737,763 10.75% 4,916,809
18 62,945,253 100%| 62945253 (12,797,101} 0 50,148,152 10.75% 5,390,926
19 67,370,297 100% 67,370,297 (13,103,263) 0 54,267,033 10.75% 5,833,706
20 72,623,089 100% | 72,623,089 (13,364,658) 0 59,258,431 10.75% 6,370,281
21 77,492,098 100%| 77,492,096 (13,581,286) 0 63,910,810 10.75% 6,870,412
22 72 574 578 100% | 72,574,578 (13,753,146) 0 58,821,432 10.75% 6,323,304
23 77,207,991 100%| 77,207,891 (13,880,240) 0 63,327,751 10.75% 6,807,733
24 81,451,570 100% | 81,451,570 (13,962,567) 0 67,489,003 10.75% 7,255,068
25 86,654,737 100% | 86,654,737 (14,000,126) 0 72,654,610 10.75% 7,810,371
26 91,412,991 100% | 91,412,991 (13,992,919) 0 77,420,072 10.75% 8,322,658
27 84,825,981 100% | 84,825,981 (13,940,945) 0 70,885,036 10.75% 7,620,141
28 89,311,117 100% | 89,311,117 (13,844,203) 0 75,466,914 10.75% 8,112,693
29 93,344,329 100% | 93,344,329 (13,702,695) 0 79,641,634 10.75% 8,561,476
30 98,489,965 100%| 98,489,965 (13,516,419) 0 84973546 10.75% 9,134,656

AVG
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Schedule V.
MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 manth increments / 60 month MR / No CIAC Imputed
CALCULATION OF USED & USEFUL %
a b c d e f g h
Year-end Capacity Year-end Average Margin Total Used &
YEAR MGD ERC's Connections | Connections Reserve ERCs in Useful
(ERCs) (ERCs) {ERCs) Rate Base %

1 5.000 3,636

2 5.000 7,273

3 5.000 10,909

4 5.000 14,545

5 5.000 18,182 18,182

6 7.500 27,273 21,818 20,000 7,273 27,273 100%
7 7.500 27,273 25,455 23,636 3,636 27,273 100%
8 10.000 36,364 29,091 27,273 9,091 36,364 100%
9 10.000 36,364 32,727 30,9091 5,455 36,364 100%
10 12.500 45,455 36,364 34,545 10,909 45,455 100%
11 12.500 45,455 40,000 38,182 7,273 45,455 100%
12 12.500 45,455 43,636 41,818 3,636 45,455 100%
13 15.000 54,545 47,273 45,455 9,091 54,545 100%
14 15.000 54,545 50,909 49,091 5,455 54,545 100%
15. 17.500 63,636 54,545 52,727 10,908 63,636 100%
16 17.500 63,636 58,182 56,364 7,273 63,636 100%
17 17.500 63.636 61,818 60,000 3,636 63,636 100%
18 20.000 72,727 65,455 63,636 9,001 72,727 100%
19 20.000 72,727 69,001 67,273 5,455 72,727 100%
20 22.500 81,818 72,727 70,909 10,909 81,818 100%
21 22.500 81,818 76,364 74,545 7.273 81,818 100%
22 22.500 81,818 80,000 78,182 3,636 81,818 100%
23 25.000 90,909 83,636 81,818 9,091 90,908 100%
24 25.000 90,909 87,273 85,455 5,455 90,909 100%
25 27.500 100,000 90,909 89,091 10,909 100,000 100%
26 27.500 100,000 94,545 92,727 7,273 100,000 100%
27 27.500 100,000 98,182 96,364 3,636 100,000 100%
28 30.000 109,091 101,818 100,000 9,091 108,091 100%
29 30.000 109,091 105,455 103,636 5,455 109,091 100%
30 32.500 118,182 109,091 107,273 10,909 118,182 100%

Milian, Swain & Associates, Inc.

DRAFT 12/16/96
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(1)

(2)

(4)

MODEL WATER UTILITY
Key Results

Existing plant, CIAC & ERC's at the beginning of Year 6

Average Cost per ERC / year: Service
Rates Availability
Five Years $179 $54
Ten Years 179 27
Fifteen Years 179 18
Twenty Years 180 13
Twenty-five Years 180 11

Total cost per ERC over twenty-five years

Net Present Value of Revenue Requirement:
Rates
CIAC
AFPI
Total

Net Present Value of Return to the Utility
Rates
AFPI
Total

Average Rate of Return on Investment Earned

AFPI
$74
107
118
122
124

Scenario: Water Treatment Plant - 60 month increments / 18 month MR / CIAC Imputed

Total

$306
314
315
315
315

$7,867

$6,749,596
882,329
325,371

$7,957,297

$1,794,170
325,371

$2,119,541

9.22%

Milian, Swain & Associates, Inc.
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Schedule li
MODEL WATER UTILITY
Scenario: Water Treatment Plant - 60 month increments / 18 month MR / CIAC Imputed
PROJECTED REGULATORY INCOME

a b [ d e f [+} h i i k | m

Revenue Allowed Allowed Gross Allowed Allowed Allowed Avg 5 Year

From 0O&M Depreciation | Amortization | Property Receipts Interest Pretax Income Net Revenue Revenue
YEAR Rates Expense Expense Expense Taxes Tax Expense Profit Tax Profit Per ERC Per ERC
1
2
3
4
5
6 489,730 (157,143} (96,519 33,768 {45,962 (22,038 {65,938 135,897 {83,696 52,201 $156
7 752,768 (185,714 (147,077 39,907 (45,962) (33,875 (124,159 255,888 (157,596 98,292 203
8 818,449 (214,286 (165,462 46,047 (45,962 (36,830 (131,317 270,640 (166,681 103,959 191 $179
9 878,241 (242,857 (183,847) 52,187 (45,962 (39,521 {136,637 281,604 {173,434 108,171 181 :
10 885,875 (271,429 (175,631 58,326 (73,787 (39,864 (125,284 258,207 (159,024 99,183 163
11 1,188,992 (300,000 (236,117 64,466 (73,787 (53,505 (192,765 397,284 (244,678 152,606 198
12 1,242,858 (328,571 (255,794 70,605 (73,787 (55,929 (195,814 403,568 (248,548 155,020 189
13 1,290,336 {357,143 (275,470 76,745 (73,787 (58,065 {196,871 405,745 (249,889 155,856 181 $180
14 1,331,427 (385,714 {295,147 82,884 (73,787 (59,914 (195,934 403,815 {248,701 155,115 173
15 1,373,270 (414,286 {287,728 89,024 (106,043 (61,797 (193,546 398,894 {245,669 153,224 166
16 1,721,249 (442,857 (360,548 95,164 (106,043 (77,456) (270,995 558,514 (343,976 214 538 194
17 1,755,111 (471,429 (381,756 101,303 (106,043 (78,980 (267,303 550,903 {339,289 211,615 186
18 1,781,996 {(500,000) (402,965 107,443 (106,043} (80,190) (261,433 538,807 (331,839 206,968 178 $179
19 1,801,905 (528,571 (424,174) 113,582 (106,043 (81,086 (253,388 522,225 (321,627 200,599 170
20 1,887,750 (557,143 (419,129 - 119,722 (143,438 (84,949 (262,274 540,540 (332,906 207,634 169
21 2,279,611 (585,714 (504,901 125,862 (143,438 (102,583 (349,182 719,655 (443,219 276,436 195
22 2,289,963 (614,286 (527,852 132,001 {143,438 (103,048 {337,586 695,755 (428,500 267,255 186
23 2,292,668 {642,857 (550,802 138,141 {143,438 {103,170 {323,504 666,939 (410,752 256,186 178 $180
24 2,287,727 {671,429 {573,752 144,280 (143,438 (102,948 (307,236 633,205 (389,977 243,229 170
25 2,426,328 {700,000 {572,392 150,420 (186,788 (109,185 (329,432 678,951 (418,150 260,800 173
26 2,864,380 (728,571) (672,438 156,560 (186,788 (128,897} (426,088 878,156 (540,837 337,320 197
27 2,846,863 (757,143 (697,343 162,699 (186,788 {128,109 (405,159 835,021 (514,270 320,750 188
28 2,820,949 (785,714) (722,248 168,839 (186,788 {126,943 (381,609 786,485 {484,379 302,107 180 $182
29 2,786,636 (814,286 (747,153 174,978 (186,788) {125,399 (355,439 732,550 (451,161 281,389 171
30 2,986,973 (842,857 (750,788 181,118 (237,043 (134,414) (393,008 809,980 (498,848 311,132 177
Net Present Value of Revenue Requirement  $6,749,596

Milian, Swain & Associates, Inc.
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Schedule il
MODEL WATER UTILITY
Scenario: Water Treatment Plant - 60 month increments / 18 month MR / CIAC Imputed
PROJECTED RATE BASE & ALLOWED RETURN
Average Used & Rate Base Allowed Rate Allowed
YEAR Net Useful Net Plant Average Imputed of Return Return on
Plant % v&uU Net CIAC CIAC Total Rate Base

1

2

3

4

5

6 $2,964,527 70%| $2,075,169 ($750,565)  ($225,630) $1,098,974 10.75% 118,140
7 3,952,703 80% 3,162,163 (867,217) (225,630) 2,069,315 10.75% 222,451
8 3,768,857 90% 3,391,971 (977,730) (225,630) 2,188,611 10.75% 235,276
9 3,585,010 100% 3,585,010 {(1,082,103) (225,630) 2,277,277 10.75% 244,807
10 4,764,588 73% 3,494,031 {1,180,336) (225,630) 2,088,065 10.75% . 224,467
11 5,888,516 80% 4,710,813 {(1,272,430) (225,630) 3,212,752 10.75% 345,371
12 5,593,369 87% 4,847,587  (1,358,385) (225,630) 3,263,572 10.75% 350,834
13 5,298,223 93% 4,945,008 {1,438,199) (225,630) 3,281,178 10.75% 352,727
14 5,003,076 100% 5,003,076  (1,511,874) (225,830) 3,265,571 10.75% 351,049
15 6,288,512 80% 5,030,810  {1,579,410) (225,630) 3,225,770 10.75% 346,770
16 7,509,435 85% 6,383,019 (1,640,806} {225,630) 4,516,584 10.75% 485,533
17 7,085,261 90% 6,376,735 (1,696,062) (225,630) 4,455,043 10.75% 478,917
18 6,661,087 95% 6,328,033 (1,745,179) {225,630) 4,357,224 10.75% 468,402
19 6,236,913 100% 6,236,913 (1,788,156) (225,630) 4,223,127 10.75% 453,986
20 7,645,068 84% 6,421,857  (1,824,994) {225,630) 4,371,234 10.75% 469,908
21 8,978,434 88% 7,901,022  (1,855,692) {225,630) 5,819,700 10.75% 625,618
22 8,404,682 92% 7.732,308  (1,880,250) (225,630) 5,626,428 10.75% 604,841
23 7,830,931 96% 7,517,694  (1,898,669) (225,630) 5,393,395 10.75% 579,790
24 7,257,179 100% 7,257,179  (1,910,948) (225,630) 5,120,601 10.75% 550,465
25 8,807,599 87% 7,633,252 (1,917,087) (225,630) 5,490,535 10.75% 580,232
26 10,271,317 90% 9,244,185 (1,917,087) (225,630) 7,101,468 10.75% 763,408
27 9,524,164 93% 8,889,220 {1,910,948) (225,630) 6,752,642 10.75% 725,909
28 8,777,010 97% 8,484,443  (1,898,669) (225,630) 6,360,145 10.75% 683,716
29 8,029,857 100% 8,029,857  (1,880,250) (225,630) 5,923,977 10.75% 636,828
30 9,745,200 89% 8,631,463 (1,855,692) {225,630) 6,550,142 10.75% 704,140

AVG

Milian, Swain & Associates, Inc.
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MODEL WATER UTILITY

Schedule V

Scenario: Water Treatment Plant - 60 month Increments / 18 month MR / CIAC Imputed
CALCULATION OF USED & USEFUL %

Capacity Year-end Average Margin Total Used &
YEAR MGD ERC's Connections | Connections Reserve ERCs in Useful
(ERCs) {(ERCs) {ERCs) Rate Base %

1 1.000 2,857 571

2 1.000 2,857 1,143

3 1.000 2,857 1,714

4 1.000 2,857 2,286

5 1.000 2,857 2,857

6 2.000 5714 3,429 3,143 857 4,000 70%
7 2.000 5714 4,000 3,714 857 4,571 80%
8 2.000 5714 4,571 4,286 857 5,143 90%
9 2.000 5714 5,143 4,857 857 5714 100%
10 3.000 8,571 5714 5,429 857 6,286 73%
11 3.000 8,571 6,286 6,000 857 6,857 80%
12 3.000 8,571 6,857 6,571 857 7,429 87%
13 3.000 8,571 7,429 7,143 857 8,000 93%
14 3.000 8,571 8,000 7.714 857 8,571 100%
15 4.000 11,429 8,571 8,286 857 9,143 80%
16 4.000 11,429 9,143 8,857 857 9,714 85%
17 4,000 11,429 9,714 9,429 857 10,286 90%
18 4.000 11,429 10,286 10,000 857 10,857 95%
19 4.000 11,429 10,857 10,571 857 11,429 100%
20 5.000 14,286 11,429 11,143 857 12,000 84%
21 5.000 14,286 12,000 11,714 857 12,571 88%
22 5.000 14,286 12,571 12,286 857 13,143 92%
23 5.000 14,286 13,143 12,857 857 13,714 96%
24 5.000 14,286 13,714 13,429 857 14,286 100%
25 6.000 17,143 14,286 14,000 857 14,857 87%
26 6.000 17,143 14,857 14,571 857 15,429 90%
27 6.000 17,143 15,429 15,143 857 16,000 93%
28 6.000 17,143 16,000 15,714 857 16,571 97%
29 6.000 17,143 16,571 16,286 857 17,143 100%
30 7.000 20,000 17,143 16,857 857 17,714 89%

Milian, Swain & Associates, Inc.

DRAFT 12/16/96
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MODEL WASTEWATER UTILITY
Key Results
Scenario: WWTP - 60 month increments / 18 month MR / CIAC imputed
Existing plant, CIAC & ERC's at the beginning of Year 6
(1) Average Cost per ERC / year Service
Rates Availability AFPI Total
Five Years $200 $64 $86 $349
Ten Years 201 32 125 358
Fifteen Years 201 21 138 360
Twenty Years 202 16 143 361
Twenty-five Years 203 13 145 361
Total cost per ERC over twenty-five years $9,013
(2) Net Present Value of Revenue Requirement:
Rates $48,230,729
CIAC 5,947,355
AFPI 2,424,394
Total $56,602,478
(3) Net Present Value of Return to the Utility
Rates $13,337,952
AFPI 2,424,394
Total $15,762,346
(4) Maximum Rate of Return on Investment Earned 9.24%

Milian, Swain & Associates, Inc.
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Schedule !l
MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month increments / 18 month MR / CIAC Imputed
PROJECTED REGULATORY INCOME
a b [ d e f g h i i k | m
Revenue Allowed Allowed Gross Allowed Allowed Allowed Avg 5 Year
From O&M Depreciation | Amortization Property Receipts Interest Pretax Income Net Revenue Revenue
YEAR Rates Expense Expense Expense Taxes Tax Expense Profit Tax Profit Per ERC Per ERC
1
2
3
4
5
6 3,447,979 (1,000,000 {726,436 254,147 (345,922 (155,159 (481,745 992,863 (611,482 381,381 $172
7 5,386,246| (1,181,818) (1,106,950 300,355 (345,922 (242,381 (917,855 1,891,675 (1,165,040 726,635 228
8 5,839,151 (1,363,636] (1,245,319 346,564 (345,922 (262,762 (969,651 1,988,425 (1,230,784 767,640 214 $200
9 6,247,722 (1,545,455) (1,383,688 392,772 (345,922 (281,148 (1,007,615 2,076,668 (1,278,973 797,695 202
10 6,288,135 (1,727,273) (1,321,853 438,981 {555,342 (282,966 (927,705 1,911,976| (1,177,543 734,433 182
1 8,530,268 (1,909,091 (1,777,093 485,189 {555,342 (383,862 (1,434,207 2,955,863| (1,820,449 1,135,414 223
12 8,806,459 (2,000,909) (1,925,184 531,398 {655,342 (400,341 (1,455,772 3,000,308| (1,847,822 1,152,487 213
13 9,214,576 (2,272,727} (2,073,276 577,606 {555,342 {414,656 (1,462,339} 3,013,843| (1,856,157 1,157,685 203 $202
14 9,484,621 (2,454,545} (2,221,367 623,815 (555,342 (426,808 (1,453,908 2,956,466 (1,845,455 1,151,011 193
15 0,778,066 (2,636,364) (2.165,533 670,023 (798,116 (440,013 (1,440,085 2,967,978| (1,827,910 1,140,068 185
16 12,358,957 (2,818,182} (2,713,596 716,232 {798,116 (556,153 (2,021,952 4,167,190 (2,566,478 1,600,712 219
17 12,575,701 (3,000,000} (2,873,219 762,440 (798,116 (565,907 (1,993,124 4,107,775 (2,529,885 1,577,890 210
18 12,739,936| (3,181,818} (3,032,843 808,649 (798,116 (573,297 (1,947,913 4,014,597 (2,472,499 1,542,098 200 $201
19 12,851,662 (3,363,636} (3,192,466 854,857 (798,116 (578,325 (1,886,320 3,887,656 (2,394,319 1,493,337 191
20 13,473,619  (3,545455} (3,154,495 901,066] (1,079,559 (606,313 (1,956,523 4,032,341 (2,483,428 1,548,914 190
21 16,385,447 (3,727,273} (3,800,048 947,274, (1,079,559 (737,345 (2,609,790 5,378,707 (3,312,624 2,066,083 220
22 16,425,910, (3,909,091 (3,972,777 993,483 (1,079,559) (739,166} (2,521,681 5,197,119| (3,200,788 1,996,331 210
23 16,408,825 (4,090,909] (4,145,507 1,039,691 {1,079,559) (738,397) (2,415,618 4,978,526 (3,066,181 1,912,365 m $203
24 16,334,189 (4,272,727] (4,318,236 1,085,900 (1,079,559) (735,039 (2,291,600 4722928 (2,908,744 1,814,184 191
25 17,351,431  (4,454,545] (4,308,004 1,132,108 (1,405,828 {780,814 (2,461,422 5,072,925| (3,124,300 1,948,626 195
26 20,611,342| (4,636,364} (5,060,981 1,178,317 (1,405,828 (927,510 (3,188,194 6,570,783 (4,046,756 2,523,087 222
27 20,442,508 (4,818,182} (5,248,425 1,224,525 (1,405,828) (919,913 (3,029,979 6,244,707 (3,845,973 2,398,734 212
28 20,210,465 (5,000,000} (5,435,868 1,270,734 (1,405,828) (909,471 (2,852,044 5,877,987 (3,620,119 2,257,868 202 $205
29 19,915,212) (5,181,818} (5,623,312 1,316,942 (1,405,828 (896,185 (2,654,388 5470623 (3,369,233 2,101,391 192
30 21,395,827 (5,363,636} (5,650,665 1,363,151 (1,784,063 {962,812 (2,939,523 6,058,278 (3,731,156 2327 122 199
Net Present Value of Revenue Requirement $48,230,729

Milian, Swain & Associates, Inc.
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Schedule Il
MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month increments / 18 month MR / CIAC Imputed
ED TURN
a b .C d e f g h i
Average Used & Rate Base Allowed Rate Allowed
YEAR Net Useful Net Plant Average Imputed of Return Return on
Plant % U&U Net CIAC CIAC Total Rate Base

1

2

3

4

5

6 $21,966,047 70%| $15,376,233 ($5,648,990) ($1,698,163) $8,029,081 10.75% 863,126

7 29,403,370 80%| 23522696 - (6,526,951) (1,698,163) 15,297,582 10.75% 1,644,490

8 28,019,682 90% | 25,217,714 (7,358,704) (1,698,163) 16,160,847 10.75% 1,737,291

9 26,635,994 100% | 26,635,894 (8,144,249) (1,698,183) 16,793,583 10.75% 1,805,310
10 35,513,871 73%| 26,043,505 (8,883,585) (1,698,163) 15,461,757 10.75% 1,662,139
11 43,972,907 80%| 35,178,326 (9,576,713) (1,698,163) 23,903,451 10.75% 2,569,621
12 41,751,541 87% | 36,184,668 (10,223,632) (1,698,163) 24,262,874 10.75% 2,608,259
13 39,530,174 93% | 36,894,829 (10,824,342) (1,698,163) 24,372,324 10.75% 2,620,025
14 37,308,807 100% | 37,308,807 (11,378,844) (1,698,163) 24,231,800 10.75% 2,604,919
15 46,983,406 80%| 37,586,725 (11,887,138) (1,698,163) 24,001,424 10.75% 2,580,153
16 56,172,455 85%| 47,746,586 (12,349,223) (1,698,163) 33,699,201 10.75% 3,622,664
17 52,979,989 90% | 47,681,990 (12,765,100) (1,698,163) 33,218,728 10.75% 3,571,013
18 49,787,523 95% | 47,298,147 (13,134,768) (1,698,163) 32,465,216 10.75% 3,490,011
19 46,595,057 100%| 46,595,057 (13,458,227) (1,698,163) 31,438,667 10.75% 3,379,657
20 57,193,275 84%| 48,042,351 (13,735478) (1,698,163) 32,608,710 10.75% 3,505,436
21 67,228,608 88%| 59,161,175 (13,966,521) (1,698,163) 43,496,492 10.75% 4 675,873
22 62,910,372 92%| 57,877,542 (14,151,355) (1,698,163) 42,028,025 10.75% 4518,013
23 58,592,136 96% | 56,248,451 (14,289,980) (1,698,163) 40,260,308 10.75% 4,327,983
24 54,273,900 100%| 54,273,900 (14,382,397) (1,698,163) 38,193,340 10.75% 4,105,784
25 65,942,846 87%| 57,150,467 (14,428,606) (1,698,163) 41,023,689 10.75% 4,410,048
28 76,959,255 90%, 69,263,329 (14,428,606) (1,698,163) 53,136,561 10.75% 5,712,180
27 71,335,943 93%| 66,580,213 (14,382,397) (1,698,163) 50,499,653 10.75% 5,428,713
28 65,712,631 97%| 63,522,210 (14,289,980) (1,698,163} 47,534,067 10.75% 5,109,912
29 60,089,318 100% | 60,089,318 (14,151,355) (1,698,163) 44,239,801 10.75% 4,755,779
30 72,999,632 89% | 64,656,729 (13,966,521) (1,698,163) 48,992,045 10.75% 5,266,645

AVG

Milian, Swain & Associates, Inc.
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Schedule V
MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month increments / 18 month MR / CIAC Imputed
CALCULATION OF USED & USEFUL %
a b c d e f g h
Capacity Year-end Average Margin Total Used &
YEAR MGD ERC's Connections | Connections Reserve ERCs in Useful
(ERCs) (ERCs) (ERCs) Rate Base %

1 5.000 18,182 3,636

2 5.000 18,182 7.273

3 5.000 18,182 10,909

4 5.000 18,182 14,545

5 5.000 18,182 18,182

6 10.000 36,364 21,818 20,000 5,455 25,455 70%
7 10.000 36,364 25,455 23,636 5,455 29,001 80%
8 10.000 36,364 29,091 27,273 5,455 32,727 90%
9 10.000 36,364 32,727 30,909 5,455 36,364 100%
10 15.000 54,545 36,364 34,545 5,455 40,000 73%
11 15.000 54,545 40,000 38,182 5,455 43,636 80%
12 15.000 54,545 43,636 41,818 5,455 47273 87%
13 15.000 54,545 47273 45,455 5,455 50,909 93%
14 15.000 54,545 50,909 49,091 5,455 54,545 100%
15 20.000 72,727 54,545 52,727 5,455 58,182 80%
16 20.000 72,727 58,182 56,364 5,455 61,818 85%
17 20.000 72,727 61,818 60,000 5,455 65,455 90%
18 20.000 72,727 65,455 63,636 5,455 69,091 95%
19 20.000 72,727 69,091 67,273 5,455 72,727 100%
20 25.000 90,909 72,727 70,909 5,455 76,364 84%
21 25.000 90,909 76,364 74,545 5,455 80,000 88%
22 25.000 90,909 80,000 78,182 5,455 83,636 92%
23 25.000 90,909 83,636 81,818 5,455 87,273 96%
24 25.000 90,909 87,273 85,455 5,455 90,909 100%
25 30.000 109,091 90,909 89,091 5,455 94,545 87%
26 30.000 109,091 94,545 92,727 5,455 98,182 90%
27 30.000 109,091 98,182 96,364 5,455 101,818 93%
28 30.000 109,091 101,818 100,000 5,455 105,455 97%
29 30.000 109,091 105,455 103,636 5,455 109,091 100%
30 35.000 127,273 109,091 107,273 5,455 112,727 89%

Milian, Swain & Associates, Inc.

DRAFT 12/16/96
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MODEL WATER UTILITY
Key Results
Scenario: Water Treatment Plant - 60 month increments / 60 month MR / No CIAC Imputed
(1) Average Cost per ERC / year: Service
' Rates Availability AFPI Total
Five Years $225 $54 $0 $278
Ten Years 215 27 72 314
Fifteen Years 208 18 95 321
Twenty Years 204 13 106 323
Twenty-five Years 201 11 111 323
Total cost per ERC over twenty-five years $8,075
(2) Net Present Value of Revenue Requirement: ,
Rates $7,818,831
CIAC 882,329
AFPI 230,976
Total $8,932,138
(3) Net Present Value of Return to the Utility
Rates $2,283,280
AFPI 230,976
Total $2,514,255
4) Average Rate of Return on Investment Earned 10.69%

Milian, Swain & Associates, Inc.
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MODEL WATER UTILITY
Scenario: Water Treatment Plant - 60 month increments / 60 month MR / No CIAC Imputed
PROJECTED REGULATORY INCOME
a ] c d e f g h i i k | m
Revenue Allowed Allowed - Gross Allowed Allowed Allowed Avg 5 Year
From O&M Depreciation | Amortization Property Receipts Interest Pretax Income Net Revenue Revenue
YEAR Rates Expense Expense Expense Taxes Tax Expense Profit Tax Profit Per ERC Per ERC
1 .
2
3
4
5
6 747,471 (157,143 (137,885 33,768 {45,962 (33,636 {132,838 273,775 (168,612 105,163 $238
7 986,692 (185,714 (183,847 39,907 (45,962) (44,401 (185,129 381,546 (234,986 148,561 266
8 953,572 (214,286 (183,847 46,047 (45,962 42,911 {167,468 345,146 (212,568 132,579 223 $225
9 921,632 (242,857 (183,847 52,187 {45,962 (41,473 (150,174 309,505 (190,617 118,888 190
10 1,201,583 (271,429 (231,513 58,326 {73,787 (54,071 {205,526 423,583 (260,875 162,708 221
i1 1,520,681 {300,000 (295,147 64,466 (73,787 (68,431 (276,965 570,818 (351,554 219,264 253
12 1,470,880 (328,571 (295,147 70,605 (73,787 (66,190 (254,099 523,691 (322,530 201,162 224
13 1,422,259 (357,143 (295,147 76,745 (73,787 (64,002 (231,601) 477,324 (293,973 183,351 199 $210
14 1,374,818 (385,714 (295,147 82,884 (73,787 {61,867 (209,472 431,716 {265,884 166,832 178
15 1,694,206 (414,286 (350,669 89,024 (106,043 (76,239 {273,113 562,879 {346,665 216,215 204
16 2,047,889 (442,857 (424,174 95,164 (106,043 (92,155 (352,118 725,705 (446,945 278,760 3
17 1,978,177 (471,429] (424,174 101,303 (106,043 (89,063) (323,352 666,420 (410,433 255,987 210
18 1,911,646 {500,000} (424,174 107,443 (106,043 (86,024) (294,954 607,893 {374,388 233,506 191 $200
19 1,845,296 {528,571) (424,174) 113,582 (106,043 {83,038) (266,925 550,126 {338,810 211,316 175
20 2,210,122 {557,143 (468,983 119,722 {143,438 {99,455 (340,030 700,794 (431,603 269,191 198
21 2,602,297 {585,714 (573,752) 125,862 (143,438 {117,103) (427,365 880,787 {542,457 338,330 222
22 2,510,724 {614,286 (573,752 132,001 {143,438 (112,983 (391,466 806,801 {496,890 309,911 204
23 2,420,331 (642,857 (573,752) 138,141 {143,438 {108,915) (355,936 733,574 (451,792 281,782 188 $196
24 2,331,118 {671,429 (573,752 144,280 {143,438 (104,800 (320,774 661,106 (407,160 253,946 174
25 2,748,014 (700,000 {649,445 150,420 {186,788 {123,661 {404,623 833,917 (513,591 320,327 196
26 3,183,537 (728,571 {747,153 156,560 (186,788 {143,259 (501,254 1,033,071 (636,245 396,826 218 -
27 3,064,520 (757,143 {747,153 162,699 (186,788) {137,903 (456,793 941,438 (579,810 361,628 202
28 2,946,683 (785,714 (747,153 168,839 (186,788 {132,601 {412,701 850,565 (523,844 326,721 188 $195
29 2,830,027 (814,286 (747,153 174,978 (186,788 {127,351 (368,976 760,451 (468,344 292,106 174
30 3,306,537 (842,857 (835,554 181,118 (237,043 (148,794 (465,017 958,389 (590,250 368,139 196
Net Present Value of Revenue Requirement  $7,818,831

Milian, Swain & Associates, Inc.
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Schedule lil
MODEL WATER UTILITY
Scenario: Water Treatment Plant - 60 month increments / 60 month MR / No CIAC Imputed
PROJECTED RATE BASE & ALL.OWED RETURN
Average Used & Rate Base Allowed Rate Allowed
YEAR Net Useful Net Plant Average Imputed of Return Return on
Plant % U&u Net CIAC CIAC Total Rate Base
1
2
3
4
5
6 $2,964,527 100% | $2,964,527 ($750,565) $0  $2,213.962 10.75% 238,001
7 3,952,703 100% 3,952,703 (867,217) 0 3,085,486 10.75% 331,690
8 3,768,857 100% 3,768,857 (977,730) 0 2,791,127 10.75% 300,046
9 3,585,010 100% 3,585,010 {1,082,103) 0 2,502,907 10.75% 269,062
10 4,764,588 97% 4,605,768 (1,180,336) 0 3,425,432 10.75% 368,234
: 11 5,888,516 100% 5,888,516 (1.272,430) 0 4,616,085 10.75% 496,229
12 5,593,369 100% 5,593,369 {1,358,385) o 4,234,985 10.75% 455,261
13 5,298,223 100% 5,298,223 (1,438,199) 0] 3,860,023 10.75% 414,952
14 5,003,076 100% 5,003,076 {1,511,674) 0 3,491,201 10.75% 375,304
15 6,288,512 98% 6,131,299 {1,579,410) 0 4,551,889 10.75% 489,328
16 7,509,435 100% 7,509,435 {1,640,8086) 0 5,868,629 10.75% 630,878
17 7,085,261 100% 7,085,261 {1,696,062) 0 5,389,199 10.75% 579,339
18 6,661,087 100% 6,661,087 (1,745,179) 0 4,915,908 10.75% 528,460
19 6,236,913 100% 6,236,913 (1,788,156} 0 4,448,757 10.75% 478,241
20 7,645,068 98% 7,492,167 (1,824,994} 0 5,667,173 10.75% 609,221
21 8,978,434 100% 8,978,434 (1,855,692) 0 7,122,743 10.75% 765,695
22 8,404,682 100% 8,404,682 (1,880,250) 0 6,524 432 10.75% 701,376
23 7,830,931 100% 7,830,931 (1,898,669) 0 5,932,262 10.75% 637,718
24 7,257,179 100% 7,257,179 (1,910,948) 0 5,346,231 10.75% 574,720
25 8,807,599 98% 8,660,805 (1,917,087) 0 6,743,718 10.75% 724,950
26 10,271,317 100% . 10,271,317 (1,917,087) 0 8,354,230 10.75% 898,080
27 9,524,164 100% 9,524,164 {1,910,948) 0 7,613,216 10.75% 818,421
28 8,777,010 100% 8,777,010 (1,898,669) 0 6,878,342 10.75% 739,422
29 8,029,857 100% 8,029,857 (1,880,250) 0 6,149,607 10.75% 661,083
30 9,745,200 99% 9,605,983 {1,855,692) 0 7,750,292 10.75% 833,156
AVG

Milian, Swain & Associates, Inc.
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Schedule V
MODEL WATER UTILITY
Scenario: Water Treatment Plant - 60 month increments / 60 month MR / No CIAC Imputed
CALCULATION EFUL ¢
Capacity Year-end Average Margin Total Used &
YEAR MGD ERC's Connections | Connections Reserve ERCs in Useful
{ERCs) {ERCs) (ERCs) Rate Base %

1 1.000 2,857 571

2 1.000 2,857 1,143

3 1.000 2,857 1,714

4 1.000 2,857 2,286

5] 1.000 2,857 2,857

6 2.000 5714 3.429 3,143 2,571 5,714 100%

7 2.000 5714 4,000 3,714 2,000 5,714 100%

8 2.000 5,714 4,571 4,286 1,429 5,714 100%

9 2.000 5714 5,143 4,857 857 5,714 100%
10 3.000 8,571 5,714 5,429 2,857 8,286 97%
11 3.000 8,571 6,286 6,000 2,571 8,671 100%
12 3.000 8,571 6,857 6,571 2,000 8,571 100%
13 3.000 8,671 7,429 7,143 1,429 8,671 100%
14 3.000 8,671 8,000 7,714 857 8,571 100%
15 4.000 11,429 8,571 8,286 2,857 11,143 98%
16 4.000 11,429 9,143 8,857 2,571 11,429 100%
17 4.000 11,429 9,714 9,429 2,000 11,429 100%
18 4.000 11,429 10,286 10,000 1,429 11,429 100%
19 4.000 11,429 10,857 10,571 857 11,429 100%
20 5.000 14,286 11,429 11,143 2,857 14,000 98%
21 5.000 14,286 12,000 11,714 2,571 14,286 100%
22 5.000 14,286 12,571 12,286 2,000 14,286 100%
23 5.000 14,286 13,143 12,857 1,429 14,286 100%
24 5.000 14,286 13,714 13,429 857 14,286 100%
25 6.000 17,143 14,286 14,000 2,857 16,857 98%
26 6.000 17,143 14,857 14,571 2,571 17,143 100%
27 6.000 17,143 15,429 15,143 2,000 17,143 100%
28 6.000 17,143 16,000 15,714 1,429 17,143 100%
29 6.000 17,143 16,571 16,286 857 17,143 100%
30 7.000 20,000 17,143 16,857 2,857 19,714 99%

Milian, Swain & Associates, Inc.
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(1)

(2)

(4)

@3)

MODEL WASTEWATER UTILITY
Key Resulits
Scenario: WWTP - 60 month increments / 60 month MR / No CIAC Imputed
Existing plant, CIAC & ERC's at the beginning of Year 6

Average Cost per ERC / year Service
Rates Availability AFPI Total
Five Years $254 $64 $0 $317
Ten Years 243 32 84 359
Fifteen Years 235 21 112 368
Twenty Years 230 16 125 370
Twenty-five Years 227 13 131 371
Total cost per ERC over twenty-five years $9,267

Net Present Value of Revenue Requirement:

Rates $56,233,246
CIAC 5,947,355
AFPI 1,726,903
Total $63,907.504

Net Present Value of Return to the Utility

Rates : $16,994,054
AFPI 1,726,903
Total $18,720,957
Average Rate of Return on Investment Earned 10.67%

Milian, Swain & Assocciates, Inc.
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Scheduie 1l
MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month increments / 60 month MR / No GIAC Imputed
PROJECTED REGULATORY INCOME
a b c d e f g h i i k I m
Revenue Allowed Allowed Gross Allowed Allowed Allowed Avg 5 Year
From 0&M Depreciation | Amortization Property Receipts Interest Pretax Income Net Revenue Revenue
YEAR Rates Expense Expense Expense Taxes Tax Expense Profit Tax Profit Per ERC Per ERC
1
2
3
4
5
6 5,367,860 (1,000,000 (1,037,766 254,147 (345,922) (241,554 {979,023 2,017,741 (1,242,681 775,060 $268
7 7,133,528 (1,181,818 (1,383,688 300,355 (345,922) (321,009 (1,372,585 2,828,862 (1,742,232 1,086,630 302
8 6,849,471 (1,363,636 (1,383,688 346,564 (345,922) (308,226 (1,239,659 2,554,904 (1,573,507 981,396 251 $254
9 6,574,300 (1,545,455 (1,383,688 392,772 (345,922 (295,844 (1,108,505 2,286,660 (1,408,302 878,358 213
10 8,648,731 (1,727,273 (1,742,443 438,981 {555,342) (389,193 (1,526,789 3,146,672 (1,937,964 1,208,708 250
11 11,013,362 (1,909,091) (2,221,367 485,189 (655,342 (495,601 (2,063,772 4,253,379 (2,619,559 1,633,819 288
12 10,603,754 (2,090,909 (2,221,367 531,398 (555,342 (477,169 (1,891,675 3,898,601 (2,401,115 1,497,576 254
13 10,203,033 (2,272,727) (2,221,367 577,606 {555,342 (459,136 (1,722,350 3,549,717| (2,186,190 1,363,527 224 $237
14 9,811,199 (2,454,5645) (2,221,367 623,815 (555,342 (441,504 (1,555,798 3,206,458 (1,974,785 1,231,673 200
15 12,181,887 (2,636,364) (2,639,243 670,023 {798,116 (548,185 (2,035,301 4,194,701 (2,583,421 1,611,280 231
16 14,807,369 (2,818,182) (3,192,466 716,232 (798,116 (666,332 (2,629,394 5419,111| (3,337,508 2,081,603 263
17 14,255,439 (3,000,000] (3,192,466 762,440 (798,116 (641,495 (2,412,893 4,972,909 (3,062,702 1,910,207 238
18 13,712,396, (3,181,818 (3,192,466 808,649 (798,116 (617,058 (2,199,165 4,532,421 (2,791,416 1,741,006 215 $226
19 13,178,240| (3,363,636 (3,192,466) 854,857 (798,116 (593,021 (1,988,210 4,097,648| (2,523,648 1,573,999 196
20 15,890,577 (3,545,455) (3,680,244) 901,066 (1,079,559 (715,076 (2,538,836 5,232,473 (3,222,562 2,009,912 224
21 18,806,098 (3,727,273] (4,318,236 947274 (1,079,559 (846,274 (3,195,725 6,586,305 (4,056,356 2,529,949 252
22 18,082,101 (3,909,091] (4,318,236) 993,4831 (1,079,559 (813,695) (2,925,541 6,029,463| (3,713,409 2,316,053 231
23 17,366,991 (4,090,909 (4,318,236 1,039,691 (1,079,559 (781,515) (2,658,129 5,478,334 (3,373,982 2,104,352 212 $222
24 16,660,767 (4,272,727 (4,318,236 1,085,800 (1,079,559 (749,735 (2,393,490 4,932,920 (3,038,073 1,894,846 195
25 19,764,782 (4,454,545} (4,887,928 1,132,108| {1,405,828) (889,415 (3,024,912 6,234,263, (3,839,541 2,394,722 222
26 23,006,771 (4,636,364} (5,623,312 1,178,317 (1,405,828 {1,035,305 (3,751,839 7,732441) (4,762,235) 2,970,206 248
27 22,076,224 (4,818,182} (5,623,312 1,224,525 (1,405,828 (993,430 (3,417,213 7,042,785] (4,337,491 2,705,293 229
28 21,154,564 (5,000,000} (5,623,312 1,270,734\ (1,405,828 (951,955 (3,085,359) 6,358,843 (3,916,267 2,442 576 212 $221
29 20,241,790 (5,181,818 (5,623,312 1,316,942 (1,405,828 {910,881 (2,756,278 5,680,616 (3,498,562 2,182,053 195
30 23,794,317 (5,363,636) (6,288,643 1,363,151 (1,784,083 (1,070,744 (3,479,410 7,170,971 (4,416,438] 2,754,533 222
Net Present Value of Revenue Requirement  $56,233,246

Milian, Swain & Associates, Inc.
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Schedule Ill
MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month increments / 60 month MR / No CIAC Imputed
PROJECTED RATE BASE & ALLOWED RETURN
a b c d e f g h i
Average Used & Rate Base Allowed Rate Allowed
YEAR Net Useful Net Plant Average Imputed of Return Return on
Plant % Uuav Net CIAC CIAC Total Rate Base

1

2

3

4

5

6 $21,966,047 100% | $21,966,047 ($5,648,990) $0 $16,317,058 10.75% 1,754,084
7 29,403,370 100% | 29,403,370 (6,526,951) 0 22,876,419 10.75% 2,459,215
8 28,019,682 100% | 28,019,682 (7,358,704) 0 20,660,878 10.75% 2,221,055
g 26,635,994 100% | 26,635,994 (8,144,249) 0 18491745 10.75% 1,987,863
10 35,513,871 97% | 34,330,075 (8,883,585) 0 25446490 10.75% 2,735,498
11 43,972,907 100%; 43,972,907 (9,576,713) 0 34,396,195 10.75% 3,697,591
12 41,751,541 100% 41,751,541 (10,223,632) 0 31,527,909 10.75% 3,389,250
13 39,530,174 100%| 39,530,174 (10,824,342) 0 28,705,831 10.75% 3,085,877
14 37,308,807 100% | 37,308,807 (11,378,844) 0 25929963 10.75% 2,787,471
15 46,983,406 98%| 45,808,821 (11,887,138) 0 33,921,683 10.75% 3,646,581
16 56,172,455 100% | 56,172,455 (12,349,223} 0 43,823,232 10.75% 4,710,997
17 52,979,989 100% | 52,979,989 (12,765,100} 0 40,214,889 10.75% 4,323,101
18 49,787,523 100% | 49,787,523 (13,134,768} 0 36,652,755 10.75% 3,940,171
19 46,595,057 100% | 46,595,057 (13,458,227) 0 33,136,830 10.75% 3,562,209
20 57,193,275 98% | 56,049410 (13,735478) 0 42313931 10.75% 4 548,748
21 67,228,608 100%| 67,228,608 (13,966,521) 0 53,262,087 10.75% 5,725,674
22 62,910,372 100%| 62,910,372 (14,151,355) 0 48,759,017 10.75% 5,241,594
23 58,592,136 100%| 58,592,136 (14,289,980) 0 44,302,156 10.75% 4,762,482
24 54,273,900 100% | 54,273,900 (14,382,397) 0 39,891,503 10.75% 4,288,337
25 65,942,846 08%| 64,843,799 (14,428,606) 0 50,415,193 10.75% 5,419,633
26 76,959,255 100%! 78,959,255 (14,428,606) 0 62,530,649 10.75% 6,722,045
27 71,335,943 100% 71,335,943 (14,382,397) 0 56,953,545 10.75% 6,122,506
28 65,712,631 100% | 65,712,631 (14,289,980) 0 51,422,650 10.75% 5,527,935
29 60,089,318 100% | 60,089,318 (14,151,355) 0 45,937,964 10.75% 4,938,331
30 72,999,532 99%| 71,956,682 {13,966,521) 0 57,990,161 10.75% 6,233,042

AVG

Milian, Swain & Associates, Inc.



WWTPA2.WK4

] Schedule V
MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month increments / 60 month MR / No CIAC Imputed
CALCULATION OF USED & USEFUL %
a b c d e f g h
Capacity Year-end Average Margin Total Used &
YEAR MGD ERC's Connections | Connections Reserve ERCs in Useful
(ERCs) (ERCs) {ERCs) Rate Base %
1 5.000 18,182 3,636
2 5.000 18,182 7,273
3 5.000 18,182 10,909
4 5.000 18,182 14,545
5 5.000 18,182 18,182
6 10.000 36,364 21,818 20,000 16,364 36,364 100%
7 10.000 36,364 25,455 23,636 12,727 36,364 100%
8 10.000 36,364 29,091 27,273 9,091 36,364 100%
9 10.000 36,364 32,727 30,909 5,455 36,364 100%
10 15.000 54,545 36,364 34,545 18,182 52,727 97%
11 15.000 54,545 40,000 38,182 16,364 54,545 100%
12 15.000 54,545 43,636 41,818 12,727 54,545 100%
13 15.000 54,545 47,273 45,455 9,091 54,545 100%
14 15.000 54,545 50,909 49,091 5,485 54,545 100%
15 20.000 72,727 54,545 52,727 18,182 70,909 98%
16 20.000 72,727 58,182 56,364 16,364 72,727 100%
17 20.000 72,727 61,818 60,000 12,727 72,727 100%
18 20.000 72,727 65,455 63,636 9,091 72,727 100%
19 20.000 72,727 69,091 67,273 5,455 72,727 100%
20 25.000 90,909 72,727 70,909 18,182 89,091 98%
21 25.000 90,909 76,364 74,545 16,364 90,809 100%
22 25.000 90,909 80,000 78,182 12,727 90,909 100%
23 25.000 90,909 83,636 81,818 9,091 90,909 100%
24 25.000 90,909 87,273 85,455 5,455 90,509 100%
25 30.000 109,091 90,909 89,001 18,182 107,273 98%
26 30.000 109,091 94,545 92,727 16,364 109,091 100%
27 30.000 109,091 98,182 96,364 12,727 109,091 100%
28 30.000 109,091 101,818 100,000 9,091 109,091 100%
29 30.000 109,091 105,455 103,636 5,455 109,091 100%
30 35.000 127,273 109,091 107,273 18,182 125,455 99%

Milian, Swain & Associates, Inc.

DRAFT 12/16/96
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Docket Number 960258-WS
Proposed Rule 25-30.431, Margin Reserve, FAC
Comments from St. Johns River Water Management District
| December 10, 1996
In addition to amendments proposed by the Department of Environmental
Protection concerning a five year margin reserve period for water supply and
treatment facilitates and wastewater treatment and disposal facilities, and a
new subsection concerning reuse, the following amendment is

recommended:

25-30.431 Margin Reserve
(1) through (3) No change.

(4) “Alternative water supplies” are supplies of water that have been

reclaimed after one or more public supply, municipal, industrial, commercial,

or agricultural uses, or are supplies of stormwater,_or brackish or saltwater

that have been treated in accordance with applicable rules and standards

sufficient to supply the intended use. [source: para. 373.1961(2)(h), F.S.]

{8) Uniess otherwise justified, the margin reserve period for water source

and wastewater treatment and effluent disposal facilities will be 18 months.
Unless otherwise justified, the margin reserve period for water transmission
and distribution lines and the wastewater collection system will be 12 months.

In determining whether another margin reserve period is justified, the

FLOEDA PUBLIC SERVICE CCOMMISSION

mo gy (25805 5 | {
caw,ww 1 EXHIBIT NO g>6

WITNESS:
DATE: _|2-lO-9(
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11
12

13

Commission shall consider the rate of growth in the number of equivalent
residential connections (ERC's); the time needed to meet the guidelines of
the Department of Environmental Protection (DEP) for planning, designing,

and constructing of plant expansion;_the time needed to implement

alternative water supplies or other remedial or preventative actions

necessary as part of water management district required water supply plans

within Water Resource Caution Areas; and the technical and economic

options available for sizing increments of plant expansion.

Note: The underlining and strike-throughs denote changes from the draft

language which was published in the FAW.
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Exhibit

85U’'s Proposed Amendments to Portions of

Propogsed Rule 25-30.431

® 2mend proposed section 25-30.431(1) as

fecllows:

25-30.431(1)

With the above
proposed Rule 25-30,
Exhibit (FrS-1)
Seidman.

FLOBIDA PUBLIC SERVICE COMMISSION =

"Margin reserve'" is defined as the amount of
plant capacity needed to meet—the expeeted
demand—due—to—eustomer-growth_preserve and
protect the ability of utility facilities to
provide service to existing and future
cugtomers in _an econcgmically feasible manner
that will preclude a deterioration in gquality
of service and prevent adverse environmental
and health effects.

change, SSU supports the amendments to
431 proposed by the FWWA and attached as
to the direct testimony and exhibits of Frank
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CHAPTER 1

1. r tion ncepts

Rates for privately owned utilities under the Jjurisdiction of
state regulatory commissions are derived from wutility revenue
requirements. Generally speaking, revenue requirements consist of
legitimate or prudent utility expenses plus a return on the owners®
investment in property devoted to public service (rate base). Items
usually found in rate base include the cost of utility plant, net of
accumulated depreciation and contributions-in-aid-of-construction (CIAC),
and a working capital allowance. Utility plant costs usually constitute
the largest portion of rate basé with higher plant costs meaning higher
rate bases and higher rates.

In the water and wastewater industry, when new plant is created to
serve future customers in a new development, there is a lag between the
time the plant is put into service and the time the plant is operating at
capacity. 1In désigning initial rates, it may not be practical to place
costs of the entire plant in rate base if the plant's size is very large
relative to the size of the typical early customer base since the
resultant rates could be unaffordably high for the first homeowners. The
adjustment to exclude from rate base any "“excess" plant capacity not
needed to serve current customers is called a used-and-useful
adjustment. Costs of plant not currently used-and-useful are not

recoverable through current rates to current customers.
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Absorbing currently unrecoverable costs imposes hardships on
utilities since a certain amount of unused capacity must be maintained if
the utility is to be able to add additional customers. Recognizing the
need for some excess capacity to facilitate prompt service to new
customers, - the Florida Public Service Commission (FPSC) includes an
allowance for growth, or margin reserve, in used-and-useful p]ant.1
The margin reserve is wusually limited to the amount of plant needed to
serve anticipated growth over the next twelve to eighteen months or the
amount' of plant needed to serve 20 - percent of current customers,
whichever is hess.z To fulfill its obligation to serve new customers
within a reasonable time, a utility must anticipate and build for such
demands approximately one to one and a half years in adv-ance of the plant
being needed. _ |

While twelve to eighteen months may be the minimum time required
to add new capacity, it is not necessarily the optimum planning horizon
between capacity additions. Some of the very large systems, such as
those that serve metropolitan areas, require at least five years for
planning, design, and construction of additional plant. Ther;efore,
Commission staff generally agree that it is reasonable to build enough
capacity to meet growth up to five years into the future. For this
reason, even in a prudently constructed plant there are likely to be
investment dollars associated with nonused-and-useful plant that are
earning no return. Utility investors can choose to build smaller plants
to minimize the total capital at risk at any one time. However,
utilities and regulators agree that increasing capacity through many

small additions usually costs more in the long run than building one
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large plant in the beginning.

To avoid penalizing wutilities for building 1larger plants when
larger plants may minimize total 1long-term costs to customers and to
avoid unduly burdening current customers with costs of excess capacity,
the FPSC developed a concept in 1983 called an aliowance for funds
prudently invested (AFPI). AFPI aliows a utility to recover from new
customers accumulated carrying costs on nonused-and-useful plant in the
form of 2 one-time charge collected at the time of initial connection.
To put it another way, AFPI aliows growth to pay for itself. HWithout
AFPI, prospective carrying costs on excess plant, suEh as depreciation,
capital costs, and insurance, would drive utility companies to avoid
building the larger, more cost-efficient plants. AFPI is intended to
remove disincentives to buﬂ'd larger facilities by allowing recovery of
costs of idle plant from future customers when they connect to the system.

Summarizing the three concepts, “used-and-useful plant* is that
percentage of a plant's capacity which is necessary to serve current
customers. Used-and-useful plant is increased by a component called the
"margin reserve"” for plant which is expected to become used—and-uséfu] in
the near future. An estimate of used-and-useful plus margin reserve
plant is made to determine the proportion of plant costs to include in
rate base at a given point in time, thereby determining the amount of
carrying costs recovered through current rates. The carrying costs
associated with the remaining nonused-and-useful plant are accumulated in
the form of AFPI charges and collected from future customers when they

connect to the system.
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1.1 Pu h o)

Since 1983, AFPI has been available to provide a means for
utilities to recover previously unrecoverable carrying costs associated
with nonused-and-useful plant. This report addresses whether
used-and-useful adjustments, margin reserve, and AFPI are compatible when
used collectively. More specifically, do the concepts overlap and
recover too many dollars from ratepayers or do the concepts produce rates
which accurately assign costs of the system to the ratepayers who impose
those costs? Finally, do the concepts recover all appropriate costs for

utility investors?

tline of

Chapter 2 clarifies fhe three concepts by illustrating how they
are calculated in Florida, and examines the costs each concept recovers.
Chapter 3 then analyzes the interrelationships among the concepts by
showing how different applications of the concepts affect revenues.
Chapter 4 presents the results of a survey of Florida's utilities that
solicited industry opinions of the concepts and recommendatioﬁs on
alternatives. Chapter 4 also reports the results of a survey of other
state regulatory commissions to compare their rate base used-and-useful
concepts to Florida‘s. Finally, Chapter 5 summarizes the report's

findings.
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FOOTNOTES

1. At the Fliorida Commission, the term "used-and-useful™ usually refers
to the combination of used-and-useful plant plus margin reserve.
For purposes of this report, the concepts will be separately
addressed.

2 According to Water and Wastewater Division staff, the time required
to construct new plant capacity varies from one and 2 half years to
five years depending on the size of the system. It is estimated
that most of the investor-owned systems in Florida would require an’
average of one to one and a half years. Therefore, Florida utility
growth allowances are usually limited to one year's construction
time for distribution and collection iines and one and & half years'
construction time for treatment plant. i
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CHAPTER 2
E RENTLY CA T
IR FLORIDA -

2.0 __Introduction

On March 26, 1987, a Florida Commission workshop was held to
discuss the treatment of margin reserve in rate base calculations. This
workshop featured presentations by both Commission staff and industry
spokeémen relating to the desirability of eliminating margin reserve from
used-and-useful calculations. As an alternative, plaﬁt that is currentily
treated as a margin reserve could be included in the ;Ilowance for funds
prudently invested calculation.

The workshop failed to resolve conflicts over the appropriate
treatment of nonused-and-useful plant, apparently, in part, because of
confusion over the definition of margin reserve.l To eliminate
confusion caused by different interpretations of the three concepts,
used-and-useful, margin reserve, and AFPI as they are used in Florida,

this chapter discusses the Florida Public Service Commission's

calcutation and justification of each concept.

2.1 Used-and-liseful Plant
New Plants: Setting Initial Rates. Used-and-useful adjustments

are not made in the case of initial ratesetting for a new facility which
is about to be put into operation. Used-and-useful adjustments usually
involve an analysis of historical flows relative to a facility's rated

capacity to determine the proportion of capacity dedicated to serving
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existing customers. Such data will not exist for a new facility that is
not yet in service. Instead, rates are initially established by
projecting what future expenses and plant account balances will be at the
point in time when total customer demand is expected to have reached 80
percent of the utility's capacity, the point at which most utilities
would begin to expand existing capacity. These estimated plant account
balances become components of rate base upon which carrying costs are
based. Estimated carrying costs plus other expenses are divided by"
estimated customers at the projected 80 percent capacity to determine the
unit costs or rates to be charged initial customers. These procedures
are similar to used-and-useful adjustments except that computations for
initial rates use projected numbers and the process is referred to as an
initial rates procedure. -

Additions to Existing Plant: Used and Useful Adjustments.

Used-and-useful adjustments are usually made when an existing company

petitions for a rate increase. Such increases are often warranted
because the utility has expanded or improved existing plant and that
additional investment s not reflected in its current rate | base.
Used-and-useful adjustments to rate base are necessary to ensure existing
customers do not pay a disproportionate share of costs associated with
expanded or improved plant. Additionally, used-and-useful adjustments
are eventually necessary to determine rate base for utilities that have
been transferred from county to state regulatory jurisdi ction.2

Used-and-useful plant is based on an engineering estimate of the

proportion of plant capacity actually dedicated to serving current

customers. Capital costs and depreciation expense on used-and-useful
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plant are added to actual operating and maintenance expenses and tax
expense to determine the utility's revenue requirement and resultant
rates. Due to their complexity, used-and-useful calculations are not
usually made except as part of a rate case.
utin n lyin nd-Useful di nts. Khen

estimating used-and-useful percentages, the staff engineer attempts to
answer the question: What portion of plant costs should be borne by
current customers and what portion should be borne by future customers?
The FPSC Standard Operating Procedures manual supplies guidelines to
assist in distinguishing used-and-useful from nonuséd-and-useful plant.
Some of these guidelines were incorporated into the Division of MWater and
Wastewater's Standard Operating Procedures several years ago as formulas
that measure currently servéd customers and their requirements against
design criteria. The formulas calculate used-and-useful plant separately
for treatment plant and for distribution and collection facilities.

Used-and-useful adjustments are made to each of the plant
subaccounts under each wmajor functional area: treatment plant,
distribution system, and coliection system. That is, the balance in each
plant subaccount is multiplied by the used-and-useful percentage derived
from the appropriate formula. The used-and-useful portion of each plant
subaccount is then totaled to derive the value of total plant in rate
base. For example, a distribution system might be considered 100 percent
used-and-useful and 100 percent of its cost added to rate base while only
50 percent of the cost of treatment plant equipment operating at one-half
capacity might be added to rate base.

Treatment Plant Used-and-Useful Formulas. Treatment plant
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used—and-useful' formula components are as fonows:3

1. Rated plant capacity in gallons per day (GPD). This
means the maximum daily gallons the plant can treat,
as rated by the manufacturer.

2. Maximum GPD during the test year measured as the
average of the five days with the highest GPD from
the month with the highest GPD during the test year.

3. Average daily sewage flow in the peak month of the
test year measured as gallons of sewage per day.
This would be the total gallons of sewage treated
during the peak month of the test year divided by
the number of days in that month.

4, Fire flow water requirements in the test year
measured in GPD. The minimum standards for
residential fire protection are 500 gallons per
minute for two hours or 60,000 GPD. '

5. Margin reserve in gallons of water or sewage per
day.4 Margin reserve is considered part of
used-and-useful plant in rate base since the utility
is required to maintain capacity to meet new service
requests within a reasonable time.

6. Excessive infiltration or excessive unaccounted for
water in GPD. In a water system, unaccounted for
water is source water which enters the distribution
system but is not delivered to customers. In a
sewer system, excessive infiltration is ground water
that seeps into the collection systenm.

Citing these components by their designated numbers 1-6, used-and-useful

formulas are given by:

Used-and-useful percentage 2+85+4-6 (2.1
for water treatment plant: 1

Used-and-useful percentage 3+45-6 (2.2)
for sewage treatment plant: 1

Used-and-useful formula (2.1) for water treatment plant begins
with the peak daily flow (item 2); adds margin reserve (5) and fire fiow

capacity (4):; subtracts excessive water 1losses (6); and divides the
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result by total designed system capacity (1). The resulting percentage
of current use to system capacity represents the proportion of the
treatment plant's total capacity dedicated to serving current customers.
This percentage is then multiplied by the cost of the treatment plant to
obtain the cost to be recovered from current customers through rates.
For example, on any given day, current customers may require and current
rates must pay for enough water, despite losses of up to 10 percent of
the water treated, to fight a local fire, meet new service requests for
up to 20 percent more customers, and supply demands equal to peak demands
registered during a recent test year. -

Used-and-ﬁseful formula (2.2) for sewage treatment plant uses
average daily flow rather than peak daily flow. The formula combines
average . daily _flow (3) wifh margin reserve (5), subtracts excessive
infiltration (6), and divides the result by total designed plant capacity
(1). In other words, current customers are expected to pay for capacity
to treat the current average flow of sewage plus the capacity needed to
serve up to a 20 percent increase over current customers’ flows. In
addition, customers must pay for treatment of any water :ieaking into the
collection system except for leakage exceeding 10 percent of the original
- sewage collected.

By including maximum daiiy flows (item 2 above) in the numerator,
the water treatment plant used-and-useful formula (2.1) automatically
includes that portion of capacity used to meet excessive or peak demands
of current customers. While average daily flows are used in the
numerator of the used-and-useful sewage treatment plant formula (2.2),

sewage plant flows may vary, for example, due to. decreased flows from
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tourism during a recession year or increased flows during a hurricane.
If sewage plant flows over the test year are atypical, flow data may be
drawn from a different time period to obtain a representative picture of
current demands on & plant.

istr ion n 1 j m d- 1
Formylas. Commission rules require water and wastewater utilities to
collect, as a minimum, CIAC equal to the cost of the distribution and
collection systems. Utilities that comply with FPSC CIAC requirements
shouid have no uncontributed distribution or collection plant to include
in used-and-useful rate base. )

Costs incurred for distribution and collection systems are more
closely related to number of customers than to gallons treated so
equivaient residential connecfions (ERCs) are used rather than gallons of
water per day (GPD). Additionally, water distribution or sewage
collection systems may be constructed in phases which more closely
coincide with the growth of the customer base. Hater transmission or
sewage collection system used-and-useful components are as follows:

1. Capacity of the system measured 1in equivalent |

residential connections (ERCs). Generally, one ERC is
equal to 350 gallons of water used per day or 250 GPD
of water returned through the sewer system.)

2. Number of ERCs during the test year.

3. Margin reserve measured in ERCs.6
Citing these comﬁonents as 1, 2, and 3, the formula for the water

distribution system and the sewage collection system used-and-useful

percentages is given by:
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{lsed-and-useful percentage for a

water distribution or a wastewater 2+ 3 (2.3)
collection system: 1

Formula (2.3) yields a ratio of current customers' usage and soon-to-be
current customers' usage to total possible customers' usage.

Adjustments to _ Used-an fuyl F las. Used-and-useful

calcuiations for treatment plant and for collection and distribution

systems must be adjusted to accommodate facility requirements imposed by
other governmental bodies and to account for the effects of other
factors. Examples of such requirements or factors include the following.

1. Design criteria imposed by state, local, and federal
regulatory agencies. '

2. Community regquirements to meet public needs for safe,
adequate, sufficient, responsive, and economic service
for all those that apply. Examples would include
minimum fire flow capabilities and ability to meet
certain pollution control standards.

3. Regulatory requirements for standby wells, emergency
power, and other standby facilities or any other
installations required by reguiatory agencies.

4. The absence of actual operating data. A utility may
lack adequate records thus requiring the engineer to -
estimate an appropriate used-and-useful percentage.

5. The need to determine margin reserve on a2 case-by-case
basis after considering individual variations in
factors such as community needs, lead time for
managerial decisions, engineering, construction, and
regulatory approvals. The used-and-useful formulas
usually allow one to one and a half years'
construction time in margin reserve. However, certain
large systems may require longer construction periods
than the formuias allow.

6. Individual wutility need for capacity sufficient to
allow downtime for maintenance of portions of its
plant. Such a need would be a function of service
area demand, plant type, etc.
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7. Seasonal variations in population, occupancy rates,
infiltration, or usage. Consideration is given to
whether usage data from a particular period are an
accurate predictor of expected usage patterns over
upcoming years. .

8. Safe withdrawal levels from water wells for prevention
of salt water intrusion and all other safe well levels
-of operation. Utilities in coastal areas may need to

drill additional wells to ensure an adequate supply of
potable water.

9. Thé difficulty of applying a formula approach for very
small systems. For example, some community fire flow
requirements, when inserted into the numerator of the
used-and-useful formula for a very small water system,
could overstate the used-and-useful percentage.

The effects of each of the preceding requ_i’rements!factors on
used-and-useful calculations in a specific case depend upon the judgment
of the engineer involved and the uniqueness of <the system under
consideration. Therefore, a2 fiexible, case-by-case approach to

determining used—and-useful ptant is required.

.2 in in ry
Recall that margin reserve is a component of used-and-useful plant
appearing in the numerator of the used-and-useful formulas (2.1), '(2.2),
and (2.3).
Margin reserve is calculated as follows:

1. Average yearly customer growth in ERCs for the most
recent five years including the test year.

2. Construction time for additional plant capacity
(generally one year for distribution and colliection
1ines and one and one-haif years for treatment plant).

3. Average test year customers in ERCs. Average
customers are the beginning customers plus the
customers at end of year divided by 2.
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4. Maximum daily flow in GPD. (Sewage systems would use
average daily flow in GPD.)

Citing these components by their designated letters 1 through 4, margin

reserve formulas are given by:

Treatment plant: 1 x2x4=0GPD in margin reserve (2.4)
3
llorll
1 x 2 = ERCs in margin reserve (2.4a)

Distribution and

collection plant:? 1 x 2 = ERCs in margin reserve (2.5)

Margin reserve is justified as being an allqirance for prudentiy
sized plants larger than are immediately needed to serve existing
customers when Jjustified by anticipated population growth. In other
words, if it takes twelve to ejighteen months to build new plant, the
utility must have excess capacity available today if it is to provide
timely service to new customers. Existing customers are said to benefit
from lower rates made possibie by économies of scale in the larger
plant. If the area's growth rate is very strong or if the existing
customer base is very small, margin reserve can significantly iﬁcrease
current rates. To 1imit the burden to be bhorne by current customers for
future use, the Commission has determined that margin reserve shall not
be permitted to exceed 20 percent of the capacity actually required to
serve current customers at the time of the rate adjustment.

Formula (2.4) multiplies the number of future customers expected
in the next year and a half times the average GPD used per current
customer to determine the treatment capacity in GPD needed to accommodate

new customers over the next year and a half. GPD in margin reserve are
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inserted into the numerator of the used-and-useful formula (2.1) or
formuia (2.2) described in Section 2.1, thereby increasing the percentage
of used-and-useful plant allowed into rate base for ratemaking purposes.
Margin reserve causes existing customers to pay both their share of
current costs plus capacity costs for up to 20 percent more customers.
Imputation of CIAC Against Margin Reserve. The FPSC requires that
CIAC be imputed against margin reserve. The amount imputed would be the
utility's established service availability charge per connection times
the number of expected connections included in the margin reserve. For
‘example, assume a plant costing $200,000 is 50 perce-nt ysed-and-useful
for.a preliminary total of $100,000 to be included in rate base. Further
assume that a margin reserve of $20,000 is allowed, of which 75 percent
will be collected from futurp; customers in CIAC fees. The FPSC requires
that the margin reserve be reduced to $5,000 ($20,000 less 75 percent of
$20,000) for a total of $105,000 used-and-useful plant to be included in
rate base. Imputation of CIAC avoids inflating rate base with assets
which will be contributed by new t:usttmners.8 -
The practice of imputing CIAC against margin reserve has; been
criticized because a utility does, in fact, incur certain interest, tax,
insurance, and other expenses on all plant, even though a portion of that
piant is not currently used-and-useful and eventually will be at least
partially contributed. A question that has not been addressed, however,
is whether the investment represented by imputed CIAC should be eligible

for AFPI treatment if it is excluded from margin reserve. This is

addressed in Chapter 3.
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2.3 Al nce for Funds Prudently Inv

Around 1983, the FPSC began using a new concept called the
aliowance for funds prudently invested (AFPI). .AFPI is intended to
recover those plant costs that are not recovered through current rates
because a portion of existing plant is not considered used-and-useful.
Under AFPI, the costs of nonused-and-useful pilant are identified and
collected from future customers as they connect to the system. Some
regulators argue that all plant to serve future customers should bé
classified together as AFPI rather than classifying part as AFPI and part
as margin reserve. If this were true, margin. res,'erve would cease to
exist as a separate rate base component and the affected plant would
become instead a part of the nonused-and-useful plant included in AFPI
calculations. The result wou-ld be lower rates for current customers than
when margin reserve is added to used-and-useful plant. The following
example illustrates the impact of AFPI versus margin reserve on a
utility's rate base.

Assume a $200,000 plant able to serve 2,000 ERCs (700,000 (_;PD) is
estimated to be 50 percent used-and-useful because it is serving 1,000
ERCs (350,000 GPD). Assume it is estimated that another 200 ERCs (70,000
GPD) will connect to the system in the next year resulting in a margin
reserve of 70,000 GPD for an addition of $20,000 to rate base (70,000
GPD/700,000 GPD x $200,000). Defining used-and-useful rate base to
inciude margin reserve, the rate base will be $120,000 (50 percent x
$200,000 + $20,000) with $80,000 of nonused-and-useful plant remaining on

9

which to compute AFPI charges. If margin reserve is not considered

part of used-and-useful calculations, the used-and-useful rate base would
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be $100,000 and AFPI would be computed on nonused-and-useful plant of
$100,000. The crucial difference would be when the dollars are collected
and whether current or future customers pay the cost. Chapter 3 features
an example iJllustrating the impact of AFPI wvs. ﬁargin reserve on a
utility's revenue requirement, and, therefore, on customer rates.

Calculating AFPI Charges. Generally, plant-related carrying costs

associated with plant that will serve future customers may be included in
AFPI charges. Typical components of AFPI are annual expenses on '
nonused-and-useful plant including:

1. Depreciation expense. The plant investment is
reduced by advance collections of CIAC prior to
computation of depreciation expense. )

2. Return on investment in nonused-and-useful plant.

3. Income taxes on refurn_on investment.

4, P¥operty taxes associated with nonused-and-useful
plant.

5. Other operating and maintenance expenses not
allocated to present customers.

6. Return on capital temporarily “invested® in
unreimbursed expenses.

7. Compounded earnings on prior year's return on plant
investment.

Once all components have been identified, the first year's AFPI
charges are calculated by dividing the sum of individual components by
the number of anticipated future customers. The resulting annual charge
represents the amount of unreimbursed expenses per customer incurred by
the utility. One-twelfth of the annual charge will be collected from new
customers connecting in the first month of the year. Two-twelfths will

be coliected if service is begun in the second month of the year, etc.
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In year two, the AFPI charge is composed of two years' unreimbursed
expenses plus a return on capital invested in the unreimbursed expenses
from year one. In year three, the AFPI charge is composed of three
years' unreimbursed expenses plus a return on capital invested fin
unreimbursed expenses from years one and two.

The calculation is repeated to include expenses projected through
the end of five years.]o Additionally, HWater and HWastewater Division
staff indicated that design and construction periods exceeding five years'
uould'onIy be appropriate for systems such as the very large municipal
systems.ll AFPI may include expenses projected bg&ond five years if
the utility can demonstrate the prudency of such a period. For example,
land prices in some south Florida coastal cities have increased at
incredible rates. Under thése circumstances, utilities may have acted
wisely to buy enough land for their ultimate needs while land values were
still low. However, growth projections beyond five years are usually
thought to carry excessive risks and high carrying costs relative to
long-run cost savings possible through inﬁestments in larger plants.
AFPI fees are then collected from new customers as they connect to the
system. If slow growth means customers continue to connect after five
years, AFPI may still be collected. However, the amount of the AFPI
charge is cappéd at the level needed to recover the carrying costs for
only the first five years. While regulatory assessment fees are
collected on AFPI, such revenues are treated as nonoperating revenue when
utility earnings are monitored to avoid distorting utility revenues from

rates.

Due to the complexity of the calculations, Tables 2.1 through 2.4
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are presented to illustrate how AFPI charges are computed. The specific
example shown was taken from a Florida Cities Water Company rate case

(Docket No. 840419, Order No. 17169):

. i
AF! nd AFPI

Margin reserve has been defined by utilities in a variety of ways,
most of which confuse margin reserve with reserve margin, a compietely .
different concept. Common misinterpretations of margin reserve include:
(1) additional capacity required to serve unexpected demand from existing
customers, (2) difference between design requirements imposed by other
governmental agencies and actuai daily demand per ERC, and (3) capacity
that will never be utilized, or is unutilized when the DER requires
design and construction of additional capacity. A1l of these definitions
confuse margin reserve with reserve capacity to meet peak demands,
outages, and maintenance.

It is very important to understand the distinction between these
concepts. Reserve margin refers to capacity which is available to meet
peak needs of current customers and is, therefore, not intended to
function as a growth allowance. Margin reserve refers to the amount of
plant needed to serve new or future customers over the actuatl
construction period necessary to add new capacity. Usually, the actual
construction period averages twelve months for a treatment plant and
eighteen months for collection and distribution systems. To eliminate
the confusion of margin reserve with peak demand capacity (reserve
margin), margin reserve could be renamed “new customer capacity

allowance."
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Confusion has also been caused by similarities between the concept
of AFPI and the concept known as allowance for funds used during
construction C(AFUDC). Conceptually, both AFUDC and AFPI provide for
recovery from future ratepayers of carrying costs associated with
construction. However, AFUDC recovers the carrying costs from the
general body of future ratepayers througﬁ base rates while AFPI recovers
the carrying costs through a fee imposed on incremental future customers
who connect to the utility's system. '

AFUDC accumulates construction financing costs for future recovery
by estab'li/shing a weighted average cost-of-financ'ing_}ate consisting of
botl; debt and equity components. The applicable average construction
work in progress (CWIP) amount for a given period is multipiied by this
rate to determine the AFUDC amount to be capitalized. The company is
afforded an opportunity to recover these costs when the plant is placed
in service and both the AFUDC and plant balances are placed in rate
base. This, in effect, shifts all financing costs associated with the
new plant to the entire body of future ratepayers through increased base
rates.

The AFPI calculation is a full-cost approach that provides for
future recovery of a rate of return and other carrying costs associated
with the portion of current capacity that will serve future customers,
including fixed operating and maintenance expenses associated with the
additional capacity. However, the AFPI charge to future customers is a
one-time charge that coincides with the new customer's payment of the
service availability charge or connection charge and base rates are not

affected.
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2.5 Summary

Florida regulators have long treated margin reserve as an addition
to used-and-useful plant in the rate base. Now, with the introduction of
AFPI as a means of recovering costs associated with nonused-and-useful
plant, a question has been raised as to whether margin reserve should
continue to be part of used-and-useful plant. Alternatively, should -
margin reserve be absorbed into nonused-and-useful plant upon which AFPI
charges are calculated? Chapter 2 has discussed the calculation of each
of the concepts but has not prepared the reader to evaluate the impacts
of alternative applications of the concepts on utiiity revenues and
customers’' rates. Chapter 3 attempts to impart an understanding of the

way the concepts interrelate to produce rates and charges.
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FOOTNOTES

Commission staff define margin reserve as the amount of plant that
is needed to serve customers who will be connecting to the system
during the eighteen-month period following a test year. = This
definition distinguishes ®“margin reserve" from the “reserve margin"
which is needed to meet peak demands of current customers. See
Section 2.4 for additional discussion.

Counties in Florida have the option of retaining jurisdiction over
water and wastewater utilities or relinquishing such jurisdiction to
the state. Hhen a county relinquishes jurisdiction, the state
suddenly acquires regulatory responsibility over a number of
utilities for which rate base has never been established. Usuaily
utilities are permitted to continue charging existing rates untit
rate increases are requested. At that time, used-and-useful rate
base is established.

Florida Public Service Commission, HWater and HKastewater Division
Standard Operating Procedure Number 4011.

See Section 2.2.

Infiltration increases the amount of sewage to be treated without an
increase in services received by customers. The percentage of water
loss or infiltration 1is largely a function of system age.
Generally, the Commission accepts 10 percent as normal for a newer
system. Higher percentages are often justified for older systems.
Percentages in excess of normal reduce the numerator of the
used-and-useful formula. .

See Section 2.2.

Since Commission rules call for the entire value of distribution and
collection systems to be contributed, theoretically, margin reserve
for these systems should also be entirely offset by imputed CIAC.
The margin reserve formula for distribution and coliection systems
(equation 2.5) applies to utilities for whom the Commission feels
collection of the full amount of CIAC would pose undue hardships.
See the discussion of used-and-useful formuias for distribution and
collection systems. For example, past undercoliections of CIAC
could burden future customers with a disproportionately large share
of the cost of plant.

Prior to the passage of the 1986 Tax Reform Act, another reason for
imputing CIAC was to retain the nontaxable status of CIAC. There
was concern that earnings on that portion of margin reserve included
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10.

11.

in the rate base which would later be offset by future CIAC would
cause future CIAC to be taxable. With the passage of the 1986 Tax
Reform Act, CIAC became taxable.

CIAC and depreciation are ignored in this exampile.

Five years is generally used in the calcuiation because it is the
standard time frame that has been established by industry practice
for designing and building additional capacity (Nall, Daryl K.,
"Initial Rates for a New MWater Utility,* FPSC Research Division,

January 1984, p. 6).

"Rate Case Treatment of Hater and Sewer Plant Excess Capamty," FPSC
Hater and Hastewater Division staff. .
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FLORIDA CITIES WATER COMPANY - SOUTH
DOCKET NO. 840419-SU - ORDER NO. 17169

Allowance for Funds Prudently Invested
Elements Used in the Calculation of AFPI

Cost of Qualifying Assets
{Nonused—and~-useful plant)

Capacity of Qualifying Assets
Hunb;r of Future Customers
Annual Depreciation Expense
Rate of Return
Weighted Cost of Equity:
Common Equity _
Investment Tax Credits
Total

Federal Income Tax Rate

State Income Tax Rate
Annual Property Tax

Other Costs

Depreciation Rate of Assets

Test Year

$2,295,999

3,638,241
14,784
$ 408,591

11.98%

6.24%

6.75%

30.68%

5.11%

L2

81,386

4.24%

1985

6PD

ERCs

(35.92% Less: Parent Debt Adjustment,
ITC Amortization and Deferred Income
Tax Writedown)

{5.5% Less: Parent Debt Adjustment)

These items are used to compute the per customer amount of carrying costs which consist of
unfunded expenses (depreciation, property tax, and other expenses), return on investment, and
income taxes. Per customer carrying costs are calculated on Table 2.2.
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TABLE 2.2
FLORIDA CITIES WATER COMPANY - SOUTH
DOCKET NO. 840419-SU - ORDER NO. 17169

Allowance for Funds Prudently Invested
Calculation of Carrying Costs for Each ERC

(A) {B) © 41)]
Cost of Qualifying Assets $9,205,999.00 Annual Depreciation Expense $ 408,591.00
Divided by Future ERCs 14,784.00 Divided by Future ERCs 14,784.00
Cost/ERC $ 628.79 Annual Depreciation Cost
per ERC ] S 87,64
Multiply by Rate of Return — o osx
Annual Return per ERC s 7534 Annual Property Tax Expense $ 81,386.00
Divided by Future ERCs 14,784.00
Annual Reduction in Return | J— ) |
(Annual Depreciation Expense - Annual Property Tax per ERC £ 551
per ERC Times Rate of Return)
Federal Tax Rate 30.68% Weighted Lost of Equity 6.79%
Effective State Tax Rate . 3.58% Divided by Rate of Return 11.98%
Percentage of Equity _
Total Tax Rate —3422 i Return ——S 68
Effective Tax on Return ———)240%  Other Costs $ 6,145.00
{Equity Percentage Times Tax Rate) Divided by Future ERCs 14,784.00
Provision for Tax —————a33%  Cost per ERC s 042

{Tax on Return/{1-Total Tax Rate))

Each of the per customer carrying charges above is used to derive the annual carrying cost
per customer. Calculations to derive the return on unfunded carrying costs appear on
Table 2.3.
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TABLE 2.3
FLORIDA CITIES WATER COMPANY - SOUTH
DOCKET NO. 840419-SU - ORDER NO. 17169

Allowance for Funds Prudently Invested

Calculation of Carrying Costs per ERC per Year

Unfunded Other
Costs

Unfunded Annual
Depreciation

Unfunded Property
Tax

Subtotal Unfunded
Annual Expense

Unfunded Expenses
Prior Year

Total Unfunded
Expenses

Return on Expenses
Current Year

Return on Expenses
Prior Year

Return on Plant
Current Year

Earnings Prior
Year

Compound Earnings
from Prior Year

Total Compounded
Earnings

Earnings Expansion
Factor for Tax

Revenue Required to
Fund Earnings

Revenue Required to
Fund Expenses

Subtotal

Divided by Factor
for Gross
Receipts Tax

ERC Carrying Cost
for One Year

1985 3986 1987 1988 1989 1980 1981 1992
$ 0.42% 0.42% 0.42% 0.42$ 0.42% 0.42% 0.42% 0.42

27.64 27.64 27.64 27.64 27.64 27.64 27.64 27.64

551 __ 5.5} __ 55} _ 5,5] __ 5.5 5.51 5.51 5.51
$ 33.56 $ 33.56 $ 33.56 $ 33.56 $ 33.56 $§ 233.56$% 33.56$% 33.56

0.00 _ 33.56 _ 67.12 _100.57 _134.23 __ 167,79 __201.35 __ 234.91

$ 33.56 $ 67.12 $100.67 $134.23 $167.79 $ 201.35 § 234.91 $ 268.46

$ 4.02% 4.028% 4.02% 4.02 % 4.02 % 4.02 $ 4.02 $ ' 4.02
0.00 4‘.02 8.04 12.06 16.08 20.10 24.12 28.15
75.34 72.03 68.72 65.41 62.10 58.78 55.47 52.16
0.0 75.34 160.42 256.41 364.60 486 .47 623.65 777.97
000 _9.03_19.22 3072 43.60 _58.20 _ 7473 __ 93.22

$ 75.34 $160.42 $256.41 $364.60 $486.47 § 623.65 § 777.97 $ 951.50

1.29 __1.29 __ 1,29 _ 1.20 __1.29 1.29 1.29 1.28

$ 97.56 $207.73 $332.02 $472.12 $629.92 § 807.55 $1,007.39 $1,232.09

33.56 __67.12 _100.67 _134.23 _167.79 __ 201.35 ___ 234.91 268.46
$131.12 $274.85 $432.65 $606.35 $797.71 $1,000.90 $1,242.30 $1,500.55

0.975 _0.675 _0.975 ©0.875% _0.975 0.975 0.975 0.975

$134.48 5281.89 $443.79 $621.90 3818.17 31.034,77 $1.274.15 £1.339.03

This table computes the unfunded carrying costs pius a return on those costs for each of the
next eight years. For example, if a customer connects to the system at the end of 1992, then
he must reimburse the utility for carrying costs dincurred from 1984 through 19892 or
$1,539.03. The exact charge depends on when in 1992 he connects as shown on Table 2.4.



Chapter 2-22

TABLE 2.4
FLORIDA CITIES WATER COMPANY - SOUTH
DOCKET NO. 840419-SU - ORDER NO. 17169

Allowance for Funds Prudently Invested
Conversion of Annual Carrying Costs into
Carrying Costs per ERC per Month

1985 1986 1987 1588 1889 1980 1991 1992

Octeber  $ 11.21 $146.76 $295.38 $458.63 $638.25 § 836.22 $1,054.72 $1,206.22 .
November ~ 22.41  159.05 308.87 473.47  654.61 854.27 1,074.67 1,318.30
December 33.62  171.33  322.37 488.31  670.96 872.32  1,084.62 1,340.37
January 44.83 183.62 335.86 503.16  687.32 890.37 1,114.56 1,362.44

February 56.03  195.90 349.35 518.00 703.68 908.42 1,134.51 1,384.5

March 67.24 208.19 362.84 532.84 720.03 825.47 1,154.46 1,406.59
April 78.45 220.47 376.33  547.68 736.39 844.52 1,174.41 1,428.66
May 89.65 232.76 389.82 562.53 782.74 962.57 1,194.36 1,450.73
June 100.86 245.04 403.31 577.37 769.10 980.62 1,214.30 1,472.81
July 112.07 257.32 416.80 592.21 785.45 998.67 1,234.25 1.,494.88
August 123.27 269.61 430.30 607.05 201.81 1,016.72 1,254.20 1,516.95

September 134.48 281.89 443.79 621.90 818.17 1,034.77 1,274.15 1,539.03

A new customer who connects in October 1985, will pay an AFPI charge of $11.21. The AFPI
charge in August 1992 is $1,516.95 for all customers connecting in that month. Generally, if
growth is unexpectedly siow and new customers are still being added after September 1992,
they will pay the maximum AFPI charge of $1,530.03. However, they will not be expected to
pay carrying costs incurred beyond the initially projected growth period for which the plant
was constructed.

Note: This specific example is shown for illustrative purposes only. It is a coincidence
that the utility in this case was able to justify AFPI charges compounded for a period in
excess of five years.
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Chapter 2 described the calculation of used-and-useful plant,
margin reserve, and AFPI. It remains to discuss the different ways these
concepts can interrelate to produce rates and charges. This is the
purpose of Chapter 3. Additionally, Chapter 3 examines the impact of
different combinations of the concepts on resulting rates and charges in

light of statutory requirements and ratemaking criteria.

3.0 ry Requiremen d_Other R ing Criteri

Section 367.081(2), .Florida Statutes, requires that in fixing
rates:

The Commission shall consider the value and quality of the

service and the cost of providing the service, which shall

include . . . maintenance, depreciation, tax, and

operating expenses incurred in the operation of all

property used and useful in the public service; and a fair

return on the investment of the utility in property used

and useful in the public service.
In other words, rates should compensate utility investors for carrying
costs and return on investment in used-and-useful plant. This
requirement  appears simple enough until it is noted that
"used-and-useful” is a subjective term which could be construed to mean
just about anything. Therefore, evaluation of alternative ratemaking
methodologies requires additional ratemaking criteria.

Discussions with Division of HWater and Wastewater staff led to the

development of three other evaluative criteria for rates and charges.
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These are that rates and charges should:

1.

Promote rate stability by allowing a utility to
operate for a reasonable period before needing
another rate increase. It is not practical to set
rates at the lowest possible level if it forces a
utility to file more freguently for rate increases.
This is because of the magnitude of rate case
expenses which are recovered through rates.
Additionally, rate stability 1is regarded as
preferable to frequent rate increases.

Encourage utilities to minimize customer costs. One
of the criticisms of rate base/rate of return
regulation has 1long been that utilities have no
incentive to operate efficiently when they are
limited to recovery of costs, whatever they may be,
plus a return on invested capital. How does a
utility justify added cost or effort to achieve cost
efficiencies when all the gains go to customers?
Ideally, rates and charges would allow everyone to
benefit from improved utility performance.

Recover the costs to serve from those who cause the
costs. It is equitable that costs should be borne
by cost causers. Thus, the distinction between
current and future customers' shares of costs has
been made.

The above criteria will be used as a basis for comparing the

impacts on rates and charges from alternative applications of the three

regulatory

ability to promote rate stability,

concepts. That is, each concept will be evaluated on

recover costs frowm "cost causers.”

The

methodologies in determining rates and other charges for water

wastewater

used-and~useful plant and a margin reserve in rate base.

R ing Methodologi

Florida Public Service Commission currently

encourage cost minimization,

its

and

two

and

utiiities. One method, which predates AFPI, incorporates

1

Expenses of
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owning and operating the portion of plant deemed to be nonused-and-useful
are absorbed by utility investors.

The second methodology is identical to the first except, in
addition to establishing rates, AFPi is calculated on nonused-and-useful
plant and recovered as a one-time charge from future customers.2

A third methodology, proposed by Division of Kater and Wastewater
staff, would exclude margin reserve from the calculation of rates when
AFPI s utilized. This and the two preceding methodologies are explored.
in greater detail in the examples which follow.

Each example illustrates the impact of alternative combinations of
the ratemaking concepts of used-and-useful, margin réﬁerve, and AFPI, on
the utility's cash flows throughout its growth years. All of the

examples use the following data and assumptions:

End of Test Year December 31, 1988
Total Cost of Utility Plant Completed
on January 1, 1987 $30,000
Plant Capacity
Total 100 ERCs
Current Customers 40 ERCs
Future Customers 60 ERCs

(A customer is defined as one household
that uses about 350 GPD which is equiva-
lent to one ERC.)

Annual Growth Rate 20 ERCs per year
Plant Depreciation Rate 4 percent
Utility's Overall Allowed Rate of Return 12 percent

Used-and-useful percentages using formulas in Chapter 2:

40 ERCs/100 ERCs = 40 percent
40 percent x $30,000 = $12,000 in used-and-useful plant
8 percent x $30,000 = $2,400 in margin reserve
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Margin reserve percentage using formula (2.43) in Chapter 2:

1 year X average aﬁnua] growth fh ERCs = ERCs in margin reserve
1 x 20 ERCs/year = 20 ERCs in margin reserve

However, since margin reserve is limited to no more than
20 percent of the plant needed to serve existing customers, or
20 percent x 40 ERCs, the margin reserve can be no more than
8 ERCs, or 8 percent of total plant cost: $2,400.

CIAC Fee per ERC = $200
(provides for a 73.33 percent contribution
level at capacity after taking depreciation
and amortization into account)

Taxes and regulatory assessment fees are ignored in aill
three examples since this simplifies the analysis
without distorting the results.

Each example calculates the revenues anticipated over
each of the next three years, at which time the customer
base reaches capacity. Except for bad debts, which are
ignored in these examples, revenues would be synonymous
with cash flows.

To simplify calculations, it is assumed that new
customers are added evenly throughout the year and the
average number of customers for the year is used in the
calculations.

To simplify calcutations, a year-end rather than a
13-month average rate base is used. This should not
affect the difference between the revenue requirements
produced under different rate base methodologies.

To simpiify calculations, al1 customers are assumed to
be residential customers with similar usage patterns.
Otherwise, it would be necessary to convert different
customer classes to equivalent residential units before
proceeding with the examples.

21.1 1 ] ~ Used-and-liseful Pl rgin Reserve. This
method is the one most commonly used at the Florida Commission. All cost
recovery is accomplished through rates alone. The central step is
calculation of rate base which consists of a used-and-useful portion and

margin reserve, as shown in Table 3.1.
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Rates are derived from 2 revenue requirement consisting only of
depreciation expense on plant in the rate base, net of amortization of
CIAC, and a return on the investment. The revenue requirement based on
December 31, 1988, rate base balances is calculated in Table 3.2.

To convert the annual revenue requirement into anticipated cash
fiows over the next three years, the $687.36 derived in Table 3.2 is
divided by current ERCs on December 31, 1988, to obtain an average
revenue per ERC of $17.18. An average number of customers for each year
is derived using the assumption that 20 new ERCs are added evenly
throughout each year. The average revenue per ERC and the average number
of customers for each year are used to estimate uti I'ity cash flows over

the next three years as shown in Table 3.3.

Impact on Rate Stability

Since Methodology 1 forces a utility to absorb costs associated
with nonused-and-useful plant, Methodology 1 may leave a utility more
susceptible to financial problems caused by unforeseen repairs and
improvements or increases in costs. Inmability to perform routine
maintenance or comply with Department of Environmental Regulation's
requirements may lead to major repairs or fines and rate shock to future

customers.

Impact on Minimization of Customer Costs
Although margin reserve inflates rates for all customers, it does
not fully address the problem of unrecovered costs related to

nohused-and-useful plant. Table 3.4 shows the capital costs and
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depreciation expense, net of CIAC amortization, less revenues from rates
for years 1 through 5 of the plant in Methodology 1. Unrecovered costs
of $12,730.84 on an initial $30,000 finvestment from the plant's
in-service date to the end of its growth period suggest that the plant in
Methodology 1 would not be built without some mechanism for recovering

nonused-and-useful plant carrying costs.

Impact on Incidence of Cost Recovery

Margin reserve has been criticized because it causes current
customers to pay for a portion of plant built to serve. future customers.
This is illustrated in Table 3.1 by the $608 addition to rate base. As a
result of the margin reserve in this example, current customers, and
future customers when they connect, pay an average of $2.62 more per year
(about 18 percent) over each customer's proportionate share of what total
costs would have been had the full customer base been in place at
December 31, 1988.

It appears that used-and-useful plant plus margin reserve is, by
jtself, an inadequate ratemaking methodology. Customers pay higher rates
due to margin reserve while utilities fail to recover all prudent costs

due to excess capacity adjustments.

1. Methodol = -and-Useful Plus Margin Reserve in
Addition to AFPI. Rates -in Methodology 2 are calculated in exactly the
same way as they were calculated in Methodology 1 except that, in
addition to rates, the utility is allowed to collect an AFPI charge from
each new customer who connects after the end of the test year. Table 3.5

shows the calculation of the cost of nonused-and-useful plant used to

derive AFPI charges.
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It is unclear whether the $1,600 of imputed CIAC netted against
the margin reserve in Table 3.1 should be added to the cost of the
qualifying asset underlying the AFPI charge. If the $1,600 is not added
into nonused-and-useful plant and a. return permitted through AFPI, the
utility will never recover carrying costs on this portion of plant even
though they are incurred prior to collecting CIAC. From a theoretical
point of view, there is no reason to treat the $1,600 in this example
differently from the rest of nonused-and-useful plant for which CIAC may-
be received in the future. The utility is entitled to a return on its
investment in nonused-and-useful plant until CIAC -is received. The
utility incurs capital costs for which it is entitled to recovery. The
&ustomer benefits from availability of service at a lower long-run cost.
Therefore, Table 3.5 shows that anticipated future receipts of CIAC that
were used to reduce the margin reserve were included in the calculation
of AFPI.

Table 3.6 shows the calculation of annual depreciation expense and
return on investment that will accrue on the asset calculated in
Table 3.5. Additionaily, it is assumed that unfunded depreciation and
capital costs, had they been recovered through rates, would have been
available fto be reinvested at the utility's cost of capita1.3 Table
3.7 combines these unfunded costs with the additional capital charges to
derive the total carrying costs per ERC per year for excess plant.

A customer who comes on line in the middle of the year should not
be responsibie for the entire year's carrying Ccosts. Table 3.8
caiculates the monthly amount of annual carrying charges to be collected

in such a case. The level of the AFPI charge increases with the 1length
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of time the unfunded investment is outstanding. Assuming new customers
connect evenly throughout the year, the aver"age AFPI charge coilected
will probably approximate the fee for June, midpoint of the year.
Table 3.9 uses June's AFPI fees f;'om Table 3.8 to compute the total
expected cash recovery from AFPI in years 1 through 3.

Finally, Table 3.10 shows the cash flow from rates shown in
Table 3.3 added to the cash flow from AFPI in Table 3.9. The result is
the total amount of revenues or cash flows that would be produced in the.
present example when margin reserve and AFPI are used in concert with
used-and-useful plant in ratemaking. Revenues collected via monthly
rates are identical under Methodologies 1 and 2, Methodology 2 simply
shifts the added carrying costs of future use plant from the utility to

future customers by also collecting AFPI fees.

Impact on Rate Stability

Methodology 2 promotes rate stabilify since, by maximizing utility
revenues, it puts a utility in a better financial condition to meet
increasing costs of service without postpon;ing maintenance expenditures

or requiring an immediate rate increase.

Impact on Minimization of Customer Costs

Some regulators criticize Methodology 2 primarily because it
could, theoretically, produce excessive utility earnings. Margin reserve
gives utilities some relief from the losses suffered on plant heid for
future use and, when recovery is also available through AFPI, these

regulators argue that use of margin reserve is no longer justified.
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Comparing total costs. incurred by the utility to total revenues
collected, Table 3.11 shows total return on investment and depreciation
costs on plant beginning with its in-service date through the end of its
fifth year of operations. Also sﬁovm in Table 3.11 is the revenue
recovered in years 1 and 2 from initial rate procedures and in years 3
through 5 from rates and AFPI under Methodology 2. The final column of
Table 3.11 shows that total expenses absorbed by the utility exceed
amounts recovered through both rates, with ‘their margin reserve .
components, and AFPI. The utility has not only failed to overearn, but
has lost $9,294.45 on its initial $30,00§ investment in plant by the end
of year 5 by waiting until the end of the second year of operations to
seek a rate increase. Note, however, that had the utility obtained
authority to collect AFPI charges beginning in year 1, its total revenues
for years 1 through 5 would have been $15,161.80 or about $132.83 in
excess of actual costs. This excess is calculated in Tables 3.11b
through 3.11h.

The large difference between revenues of $7,335.80 in Tabie 3.11
and $15,161.80 in Table 3.11g stems from the two additional years of
expenses with compounding incorporated in the AFPI fee calculation. The
$132.83 excess of AFPI revenues over actual costs of $15,028.97 shown on -
TJable 3.11g is primarily due to the presence of margin reserve in the
rate base on December 31, 1988.

Although Methodology 2 produces the greatest amount of revenues of
the three methods discussed in this chapter, these revenues are not
necessarily extessive. The level of earnings produced by simultaneous

use of the concepts would depend upon various circumstances, such as when



Chapter 3-10
the utility files for rate relief (as shown under the illustration of
Methodology 3 which follows), and the size of plant held for future use

relative to the utility's total capital investment.

Impact on Incidence of Cost Recovery

Rates set in Methodology 2 are subject to the same criticism as
rates in Methodology 1: that 1is, margin reserve causes existing
customers to pay for a portion of plant that exists to serve future .
customers. For this reason, methodologies <that dJncorporate margin
reserve adjustments do not satisfy the criterion of matching costs with
cost causers.

. M - n ful Plus AFPI. Methodology 3
eliminates the margin reserve adjustment. Used-and-useful rate base is
calculated as shown in Table 3.12.

Rates charged to current customers would then consist of a return
on the $3,520 rate base investment and net depreciation expense on
used-and-useful plant. The annual revenue requirement per ERC on which
rates are based is calculated in Table 3.13. Table 3.14 incorporates the
annual revenue requirement per ERC into total estimated revenues from
rates over the utility's remaining growth period.

The balance of Methodology 3 is concerned with calculating AFPI
charges on nonused-and-useful plant. As was done in Methodology 2,
nonused-and-useful plant consists of those costs that were not included
in used-and-useful plant as shown in Table 3.15. Using the cost of the
qualifying asset in Table 3.15, Table 3.16 shows the calculation of

4

unfunded expenses underlying AFPI charges. Having derived unfunded
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annual expenses on excess plant, Table 3.17 calcuiates the accrual of
unfunded expenses and carrying costs over the utility's growth period.
Table 3.18 divides annual amounts from Table 3.17 into month-to-date
accruals. Table 3.19 then estiﬁtes total AFPI revenues based on
estimated new customer growth, assuming growth occurs evenly throughout
each year. Finally, Table 3.20 shows combined revenues from AFPI and
rates (computed earlier) yield total revenues over three years of

$6,54.| 0400

Impact on Rate Stability

Of the three methodologies, the revenues of Methodology 2 would
best facilitate stable rates. However, comparing Methodology 2 to
Methodology 3 shows that revenues attributable to margin reserve alone
would not usually create a significant difference between revenues
produced using either methodology. One reason is the 20 percent
lTimitation imposed on wargin reserve. A second reason is that 75 percent
of the margin reserve is offset by imputed CIAC. Consequently, a margin
reserve will, at best, amount to 5 percent (20 percent x 25 percent) of
the balance of booked plant investment aliowed in rate base. For
allowable returns of less than 20 percent, the earnings on an additional
5 percent of rate base is not likely to cause a water and wastewater
utitity to overearn unl'ess the company is already earning above the

5 Since margin reserve,

midpoint of its allowable range of return.
under current rules, does not ordinarily have a big impact on rates, its
use could be eliminated on a routine basis while AFPI could be granted

for nonused-and-useful plant. The margin reserve concept could be
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retained for use with utilities that are able to Jjustify a need for
higher rates and lower AFPI fees.b

An area for regulatory concern could be the timing of cash fiows
under Methodology 3. If, for ex:ample, all of the first year's new
customers jn Methodology 1 connected on the last day of year 1, the
utility would still receive $104.80 in revenues throughout the year from
margin reserve. In contrast, had margin reserve been replaced by AFPI as
in Methodology 3, no cash would be received until the 1last day of the.
year. . However, the examples indicate that when growth occurs evenly
throughout the year, the rate of cash collection is .not that different
regardiess of whether collection is through AFPI or margin reserve. 1In
fact, the utility in the previous examples needs to connect only six out
of the anticipated twenty new customers in the first year to realize
approximately the same cash flows as margin reserve would produce in the
whoie year.

A comparison of revenues produced under each of the three methods
is shown in Table 3.21. Table 3.21 shows that margin reserve and AFPI
together produce more revenues than when AFPI replaces margin reserve.
However, these results are reached only when the CIAC that was previously
imputed against margin reserve 1is added back to qualifying
nonused-and-useful plant when computing the return on invesiment
component of the AFPI fee. If CIAC that is imputed and deducted from
margin reserve is not 1later considered in the AFPI charge, then
Methodology 3 with AFPI only would have shown greater revenues than
Methodology 2 with both AFPI and margin reserve.

It is true that replacing margin reserve with AFPI may increase
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cash flow problems experienced by some utility companies where growth

fails to occur or occurs late. Yet AFPI plus rates may also improve cash

flows over rates alone for some companies.

Impact on Minimization of Customer Costs

Methodology 3 is inferior to Methodology 2 with _its margin reserve
adjustment for encouraging construction of larger plants. However, it
seems unlikely that the availability of margin reserve alone is the.
critical factor between a utility's building an undersized or an
efficiently sized plant.

For some utilities, plant investment decisions are not affected by
FPSC ratemaking policy. Florida has many small, developer-owned
utilities built to serve specific developments. Often, such developers
build only the facilities that are necessary to meet the Department of
Environmental Regulation's requirements for a specific area. It is
likely that the building of a certain number of small utility plants with
higher construction and operating costs will continue, unaffected by
regulatory policy relating to used-and-useful rate base, margin reserve,
and AFPI.’

&

Impact on Incidence of Cost Recovery

Methodology 3 shifts all costs associated with margin reserve to
future customers while current customers do benefit from cost savings of
larger plants. However, future customers eventually pay more in combined
rates using margin reserve and AFPI charges (Methodology 2) than is true

with AFPI alone (Methodology 3). When margin reserve is included in
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rates that are in effect when future customers finally come on line, such
future. customers are, in effect, paying for excess capacity which nro
longer exists.

From a future customer’'s poi'nt of view, AFPI is justifiable onily
if rate savings from the larger plant exceed the AFPI charge.. For
example, per customer capital costs would be lower for a 1,000,000 GPD
plant costing $700,000 than those for two 500,000 GPD plants costing
$500,000 each. Assuming rates are 30 percent lower with the larger plant.
and that AFPI charges for the last customer connecting are $500, the
question is whether the future customer would be better off if the
uti'l-ity builds two smaller plants as needed rather than one larger plant
initially. It is important to ensure that future customers as well as
current customers benefit from larger plants. Otherwise, AFPI wouild

indeed discriminate against future customers.

3.2 Symmary
The following is a summary of important points made in Chapter 3:

1. The ratemaking methodology that allows utilities to
recover only costs associated with used-and-useful
plant and with margin reserve is inadequate because
it overcharges current customers for their share of
costs while it underrecovers costs incurred by
utilities in providing service. Since costs must
either be paid by the customer or borne by the
utility, the options are to Iincrease costs to
current customers (which 1is unacceptable because
they aiready pay too much) or increase costs to
future customers, which is what AFPI does.

2. The potential for overearnings caused by
simultaneous use of AFPI and margin reserve depends
on various factors, such as the cost of new plant
relative to the total cost of plant in rate base;
when the utility files for rate relief relative to
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when a plant is put dnto service; whether the
company diligently pursves price index increases;
etc. Since Commission rules and policies
effectively 1imit margin reserve to 5 percent of the
cost of used-and-useful plant after imputing CIAC
charges against the allowed 20 percent margin
reserve (0.20 x 0.25), the impact of margin reserve
in rate base on the return on investment is Tless
than 100 basis points for rates of return less than
20 percent: 0.05 x (X < 0.20). Therefore, margin
reserve is not i1ikely to cause a company to overearn
unless that company is already earning above the
midpoint of its allowable range of return.

If margin reserve 1is retained as a separate
ratemaking concept, then clarification is needed of
the handiing of amounts imputed against the margin
reserve to adjust for future CIAC collections.
Clarification is needed as to whether those amounts
should earn a return collectible through AFPI
charges until the CIAC is actually collected. If no
return is permitted through AFPI, then Methodology
3, which replaces margin reserve with AFPI, would
produce the greatest utility revenues of the three
methods reviewed in Chapter 3. _

Under most circumstances, current Commission rules
would 1imit margin reserve in rate base to Tess than
5 percent. Therefore, most companies would suffer
little detriment if AFPI were calculated on all
nonused~and-useful plant and margin reserve was
granted only in cases of special need.

If growth occurs as anticipated, total cash flows
using AFPI are potentially much greater than they
are using used-and-useful plant and margin reserve
alone.

Where growth projections are accurate, AFPI may
significantly increase & utility's revenues.
Therefore, earnings of those companies that receive
AFPI may need to be reviewed on a regular basis.
Furthermore, AFPI charges should be reviewed after
any expenditures affecting plant life or capacity.

Costs versus benefits of AFPI charges should be
evaluated from the perspective of different groups
of future customers expected to connect to the
system. The present prudency test compares the
total costs and benefits of alternative sizes of
piants. However, under AFPI, the last customers to
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connect bear the greatest carrying costs. If rate
savings from the larger plant do not offset carrying
costs on excess capacity for all customers, then
AFPI may discriminate against some future customers.
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FOOTNOTES

Recall that for purposes of this report, used-and-useful and margin
reserve are addressed separately

According to Division of MWater and Wastewater staff, AFPI is granted
only when it is specifically requested and the utility has undergone
a recent rate base determination. Rate base is usually determined
in a rate case. As of May 1989, only 29 separately certificated
utilities had been granted AFPI charges in their tariffs. _

Another approach is to assume that additional loans would have to be .
secured to pay 1loan principal and interest payments maturing on
plant investment in periods prior to receipt of AFPI. Such
“secondary” loans would alsoc bear interest.

Unfunded means not recovered through rates or chat-ges.

0.1999 x 0.05 = 0.009995, which is less than 100 basis points. This
assumes the range is equal to the wmidpoint plus or minus 100 basis
points, the range typically used for Florida's water and wastewater
utilities. ~

AFPI is presently granted only upon specific request by a utility.

The proliferation of new, small utilities affiliated with 1and
development is a well documented problem in Florida and other high
growth states such as California and Arizona.

Usually the FPSC allows a spread of 100 basis points plus or minus
the authorized rate of return in the authorized range of return.
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TABLE 3.1
CALCULATION OF RATE BASE FOR METHODOLOGY 1
ON DECEMBER 31, 1988

Nonused- Used-and-
Total and-Useful Useful

Plant at Cost $30,000 $(18,000) $12,000
Accumulated Depreciation

(2 years x 4 percent

of cost) (2,400) 1,440 (960>
CIAC Collected from .

Current Customers (8,000 0 (8,000)
Accumulated Amortization

of CIAC 480 0 ____ 480
Used-and Useful Portion . $ 3,520

Margin Reserve:
(20 percent cap x 40 ERCs = 8 ERCs /7 100 ERCs for an additional 8 percent)

Plant

(8 percent x $30,000) = $ 2,400

Accumulated Depreciation

(8 percent x $2,400) = (192)

Imputation of CIAC

($200 x 8 ERCs) = (1,600)

Margin Reserve Portion = = $ 608 ' + _ b08

Rate Base for Calculating Return on Investment = $ 4,128
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TABLE 3.2
CALCULATION OF ANNUAL REVENUE REQUIREMENT PER ERC
(METHODOLOGY 1)

Return on Invesiment:
Rate base of $4,128a x rate of return of 12 percent = $495.36

Depreciation Expense:

Plant in rate base of $14,400D x4 percent = $576
Less CIAC amortization of $9,600" x 4 percent = (384)
$192 = _192.00
Annual Revenue Requirement Based on Current Customers $687.36
Annual Revenue Requirement per ERC ($687.36 / 40) $ 17.18

a. From Table 3.1.
b. $12,000 Used-and-Useful

+ 2.400 Margin Reserve

$14,400 ' '
c. $ 8,000 CIAC Associated with Used-and-Useful Plant

+ 1,600 CIAC Associated with Margin Reserve

$ 9,600

TABLE 3.3
CALCULATION OF ANNUAL REVENUES FROM RATES
IN YEAR 1 THROUGH YEAR 3
(METHODOLOGY 1)
Average Number of Average Revenue Total

Year ERCs for Each Year per ERC per Year® Revenues
Year 1 ending 12/31/89 50 | $17.18 $ 859.00
Year 2 ending 12/31/90 70 17.18 1,202.60
Year 3 ending 12/31/91 90 17.18 1,546.2
Total Revenues over Three Years $3.607.80

a. From Table 3.2.
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(NO AFPT IS COLLECTED)

TABLE 3.4
EXPENSES OF NONUSED-AND-USEFUL PLANT ABSORBED
BY THE UTILITY UNDER METHCDOLOGY 1

Year 1 Year 2 Year 3 Year 4 Year 5
12-31-87 12-31-88 12-31-89 12-31-90 12-31-91 Total
Rate Base
Plant $30,000.00 $30,000.00 $30,000.00 $30,000.00 $30,000.00
Acc. Depr. (1,200.00) (2,400.00) (3,600.00) (4,800.00) (6,000.00)
CIAC (4,000.00) (8,000.00) (12,000.00) (16,000.00) (20,000.00)
Acc. Amort. 160.90 480.00 ___ 960,00 _ 1.600.00 __2,400.90
Total Rate Base $24,960.00 $20,080.00 $15,360.00 $10,800.80 $ 6,400.00
0.12 0.12 6.12 0.72 .12
ROR $2,995.20 §$2,402.60 §$ 1,843.20 §$ 1,296.00 §$ 768.00
Depr. Exp. 1,200.00 1,200.00 1,200.00 1,200.00 1,200.00
Amort. Exp. —{160.00) ___(320.00) __(480.00% ___(640.00) __(800.00)
Subtotal Costs $4,035.20 §$ 3,289.60 $ 2,563.20 $ 1,856.00 $ 1,168.00 $12.912.00
Pius Interest? — 460.06 _ __874.59 __1.184.05 __1.404.54 _ 3.932.24
Total Costs $4,035.20 $3,758.66 § 3,437.79 $ 3,040.05 $ 2,572.54 $16,844.24
Recovered through
Rates on Used-and-
Useful Plant (126.40)% __ (379.20)P __ (B50.00)¢ _(1.202.60)¢ _(1,546.20)C _(4,113.40)

Total Costs Absorbed
by Utility Including

Interest $ 1,026.34 $12,730.84

$3,908.80 §$3,379.46 § 2,578.79 ¢ 1,837.45

a. See Table 3.4a.
b. Assumes uytitity has existing rates in effect of $12.64 from initial rates procedures before

requesting a rate increase at the end of Year 2. See discussion of initial rates in Section
2.1 of Chapter 2. Initial rates were computed as follows:

Plant $30,000 Return on Investment per ERC at 12% = $ 8.64
Accumulated Depreciation at 12/31/90 _(4,800) Annual Depreciation Expense per ERC = 12.00
Net Plant at 12/31/50 $25,200 Annual Amortization of CIAC per ERC = _(8.00)

x_ 80z

Percent used-and-useful at 12/31/980 x Annual Revenue per ERC from

$20,160 Initial Rates = $12.64
CIAC at 12/31/90 (16,000)
Accumulated Amortization at 12/31/90 _ 1,600
Rate Base at 12/31/90 $ 5,760

c. From Table 3.3.
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TABLE 3.4a
CALCULATION OF INTEREST ON EXPENSES ABSORBED BY
UTILITY WHEN NO AFPI IS COLLECTED
(METHODOLOGY 1)

Year 1 Year 2 Year 3 Year 4 Year 5
12-31=87 12-31-88 12-31-89 12-31=90 12-31.-81

Subtotal of Costs® $4,035.20 $ 3,280.80 ¢ 2,563.20 §$ 1,856.00 ¢ 1,168.00
Less: Amounts Recovered in Rates ___(126.40) __ (379.20) (856.00) _(1,202.60) _(1.546.20)
Costs Absorbed by Utility $3,908.80 $2,910.40 $1,704.20 $ 653.40 $ (378.20)
Unreimbursed Costs from .
Previous Year _— 3,908.80 7.288.26 9,867.05 11,704.50
Interest on Loans to Meet Unre-
imbursed Costs {at 12 percent) - 469.06 874.5% 1,184.05 1,404.54

a. From Tabie 3.4.

TABLE 3.5
CALCULATION OF COST OF QUALIFYING ASSET
FOR AFPI CHARGE
(METHODOLOGY 2)

Total Plant $30,000
Less: Used-and-useful portion

(12,000 + 2,400) _14.,400)
Nonused-and-Useful Plant $15,600
Accumuiated Depreciation - Total $(2,400)

Less: Portion Associated with
Used-and-Useful Plant

(960 + 192) 1,152
Nonused-and-Useful Accumulated
Depreciation {1,248)

Plant Included in Margin Reserve
but Offset Against Imputed CIAC 1,600

Total Nonused-and-Useful Plant to
Calculate ROI $15.952
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TABLE 3.6
ANNUAL UNFUNDED DEPRECIATION EXPENSE AND UNFUNDED RETURN
ON NONUSED-AND-USEFUL PLANT (METHODOLOGY 2)

Number of Future ERCs = 60
Unfunded Annual Depreciation Expense:
4% x 3,6002 = $144 / 60 ERCs = $2.40 per ERC

Unfunded ROI:
0.12 x 15,9520 = $1,914.24 / 60 ERCs = $31.90 per ERC

a. Nonused-and-Useful Plant $15,600
Future CIAC: 60 x $200 = (12.000)
Depreciable Balance $ 3.600

b. From Table 3.5.

TABLE 3.7
CALCULATION OF CARRYING COSTS PER ERC PER YEAR (METHODOLOGY 2)

Year 1 Year 2 Year 3

1989 1990 1991
Unfunded Expenses:

Unfunded Annual Depreciationd $ 2.40 $ 2.40 §$ 2.40
Total Unfunded Expense 2.40 4.80 7.20
Unfunded Returns:

. Return on Expense of Current YearD 0.14¢C 0.29 0.29
2. Return on Expenses of Prior Year 0.00 0.14 0.43
3. Return on Qualifying Asset Current Year® 31.90 30.53 29.15
4. Earnings from Prior Yeard 0.00 31.90 66.40

5. Compound Earnings from Prior Year® 0.00 3.83 7.97

Revenue Required to Fund Earnings and

Interestf $31.90 $ 66.40 $103.95
Revenue Required to Fund Expenses . 2.40 __4.80 _ 7.20
Total Revenue Required $34.30 $71.20 $111.15

+

From Table 3.6.

Calculated at company's 12 percent rate of return.

In Year 1, only 1/2 year's return is taken.

Includes prior year amounts from lines 2 through 5.

Equals prior year's earnings from line 4 times the company's 12
percent rate of return.

Equals Tines 2 through 5 above.

=h o oOnow



TABLE 3.8
CONVERSION OF ANNUAL CARRYING COSTS PER ERC INTO
MONTHLY AFPI CHARGES
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(METHODOLOGY 2)
Year 1 - 1989 Year 2 - 1990 Year 3 - 1991
$34.30 7/ 12 $71.20-$34.30 / 12 $111.15-%71.20 / 12
= $2.86 per Month = $3.08 per Month = $3.33 per Month
JAN $ 2.85 $ 37.38 $ 74.53
FEB 5.72 40.46 77.86
MAR 8.58 43.54 81.19
APR 11.44 46.62 84.52
MAY 14.30 49.70 87.85
JUN 17.16 52.78 91.18
JUL 20.02 55.86 94.51
AUG 22.88 58.94 97.84
SEP 25.74 62.02 101.17
ocT 28.60 65.10 104.50
NOV 31.46 68.08 107.83
DEC 34.302 71.202 111.152

a. Coiumns do not total due to rounding. Source of December charges is

Table 3.7.
TABLE 3.9
CALCULATION OF REVENUES FROM AFPI
IN YEAR 1 THROUGH YEAR 3
(METHODOLOGY 2)

New ERCs Average AFPI Fee Total AFPI

Year ~ per Year for the Year2 Revenues
Year 1 ending 12/31/89 20 X $17.16 = $ 343.20
Year 2 ending 12/31/90 20 52.78 = 1,055.60
Year 3 ending 12/31/91 20 91.18 = ] .60
$3.222.40

a. From Table 3.8: June Fee.
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TABLE 3.10

CALCULATION OF TOTAL REVENUES USING BOTH

MARGIN RESERVE AND AFPI

(METHODOLOGY 2)
Total Total Total

Revenues Revenues Revenues from
Year from Ratesd from AFPI All Sources

(Table 3.3) (Table 3.9)
Year 1 ending 12/31/89 $ 859.00 $ 343.20 $ 1,202.20
Year 2 ending 12/31/90 1,202.60 1,055.60 2,258.20
Year 3 ending 12/31/91 ~1.546.20 _1.823.60 ~3.369.80
Totals $3.222.40 $6.830.20

£3.607.80

2. Based on a rate base composed of used-and-useful property and margin

reserves.
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TABLE 3.1}

EXPENSES OF NONUSED-AND-USEFUL PLANT ABSORBED BY THE UTILITY
WHEN AFPI COLLECTIONS ARE BEGUN IN YEAR 3

(METHODOLOGY 2)
Year 1 Year 2 Year 3 Year 4 Year 5
12-31-87 12-31-88 12-371-89 12-31-90 12-31-91 Total

Rate Base
Plant
Acc. Depr.
CIAC
Acc. Amort.

Total Rate Base

ROR
Depr. Exp.
Amort. Exp.

Subtotat Costs
Plus Interest®

Total Costs

Recovered through
Rates on Used=-and-
tseful Plant

and AFPI

Total Costs Absorbed

by UtiTity Including
Interest

a. See Table 3.11a.

$30,000.00 $30,000.00 $30,000.00 $390,000.00 $30,000.00
(1,200.00) (2,400.00) (3.,600.00) (4,800.00) (6,000.00)
(4,000.00) (8,000.00) (12,000.00) (16,000.00) (20,000.00)

160.00 480.00 . 960.00 __1.600.00 __2.400.00
$24,960.00 $20,080.00 $15,360.00 $10,800.00 $ 6,400.00
0.12 g.12 0.12 8.12 0.12

$2,995.20 § 2,409.60 $1,843.20 $ 1,29-6.00 $ 768.00
1,200.00 1,200.00 1,200.00 1,200.00 1,200.00
(160.00) (320.00) (480.00) {640_00) {800.00)

$4,035.20 $3,289.60 § 2,563.20 § 1,856.00 § 1,168.00 $12,912.00
— 469.06 87459 1,142.86 1,231.74 3,718.25

$4035.20 $3.758.66 $2.407.79 520886 522074 .60

(126.40)P __ (379,200 _(1,202.20)¢ (2.258.20)¢ (3,369.80)% (7.335.80)

b. Assumes utility has existing rates in effect of $12.64 from initial rates procedures before
requesting a rate increase at the end of Year 2. See discussion of initial rates in Section

2.1 of Chapter 2.

initial rates were computed as follows:

$30,000 Return on Investment per ERC at 12% = § £.64

Plant
Accumulated Depreciation at 12/31/90 (4,800) Annual Depreciation Expense per ERC = 12.00
Net Plant at 12/31/90 $25,200 Annual Amortization of CIAC per ERC = _{8.00)
Percent used-and-useful at 12/31/90 x  Box% Annual Revenue per ERC from

$20,160 Initial Rates = $12.64
CIAC at 12/31/90 (16,000)

Accumulated Amortization at 12/31/90 1,600
Rate Base at 12/31/90 §. 5,760

¢. From Table 3.10.
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TABLE 3.11a
CALCULATION OF INTEREST ON EXPENSES ABSORBED BY UTILITY
WHEN AFPI IS COLLECTED BEGINNING IN YEAR 3
(METHODOLOGY 2)

Year 1 Year 2 Year 3 Year 4 Year 5
12=31=-87 12-37-88 12-31-89 12-31-80 12-31-91

Subtotal of Costs? $ 4,035.00 $3,280.60 $ 2,563.20 § 1,856.00 $ 1,168.00
Less: Amounts Recovered in

Ratesb —{126.40) __(379.20) _(1.202.20) _(2,258.20) _(3.369.80)
Costs Absorbad by Utility $3,908.80 $2,910.40 $ 1,361.00 $ (402.20) $(2,201.80)
Unreimbursed Costs from

Previous Year -— 3,908.80 7,288.26 9,523.85 10,264.51
Interest on Loans to Meet Unre—

imbursed Costs (at 12 percent) —_ 469.06 87459 1,142.86 1,231.74

a. From Table 3.4.
b. From Table 3.11.

TABLE 3.11b
ANNUAL UNFUNDED DEPRECIATION EXPENSE AND UNFUNDED RETURN
ON NONUSED-AND-USEFUL PLANT BALANCE AT JANUARY 1, 1987

(METHODOLOGY 2 WITH AFPI CALCULATED FROM PLANT IN-SERVICE DATE)

Number of ERCs 60
tUnfunded Annua) Depreciation:

4% x $10,0002 = $400.00 / 100 ERCs = $ 4.00 per ERC

Annual Return on Invesiment

$30,000 x 12% = $3,600.00 / 100 ERCs = $36.00 per ERC

a. Depreciation Expense Portion:

Total Plant $30,000
Less: CIAC from Future Customers (20,000)

Total Depreciable Plant for
Computing Depreciation Expense $10.000



CALCULATION OF CARRYING COSTS

TABLE 3.11¢

PER ERC PER YEAR
(METHODOLOGY 2 WITH AFPI CALCULATED FROM PLANT IN-SERVICE DATE)
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a

. From Table 3.11b.

b. Calculated at company’s 12 percent rate of return.
. In Year 1, only 1/2 year's return is taken.

<

d. Includes prior year amounts from lines 2 through 5.
e. Equals prior year's earnings from line 4 times the company's 12

percent rate of return.

f. Equals Tlines 2 through 5 above.

Year 1 Year 2 Year 3 - Year 4 Year 5
1987 1988 1989 1990 1951

Unfunded Expenses:
Unfunded Annual Depreciation® $ 4.00 $ 4.00 $ 4.00 $ 4.00 $ 4.00
Total Unfunded Expense 4.00 8.00 12.08 16.00 20.00
Unfunded Returns:
1. Return on Expense of Current YearP 0.24° 0.48 0.48 0.48 0.48
2. Return on Expenses of Prior Year 0.00 0.24 - 0.72 1.20 1.68
3. Return on Qualifying Asset Current ;

Year? 36.00 34.56 33.12 31.68 30.24
4. Earnings from Prior Yeard 0.00 36.00 75.12 117.97 165.01
5. Compound Earnings from Prior

Yeare _0.00 4.32 _5.01 14.16 19.80
Revenue Required to Fund Eamings® .$36.060 $75.12  $117.97 $165.01 $216.73
Revenue Required to Fund Expenses 400 - 8.00 12.00 16.00 20.00
Total Revenue Required $ 40.00 $ 83.12 $129.97 $181.01 $236.73
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TABLE 3.11d
CONVERSION OF ANNUAL CARRYING COSTS PER ERC INTO
MONTHLY AFPI CHARGES (METHODOLOGY 2 WITH AFPI CALCULATED
FROM PLANT IN-SERVICE DATE)

Year 1 - 1987 Year 2 - 198B Year 3 - 1889 Year 4 - 1990 Year 5 - 1991
$40.00 /7 12 $83.12-$40.00 $129.97-%83.12 $181.01-$129.97 $236.73-3$181.01
= $3.33 /12 = $3.59 /12 = $3.90 /12 = $4.25 /12 = $4.65
per Month per Month r_Mon r_Month ath
JAN $ 3.33 $ 43.59 $ 87.02 $134.22 $185.66
FEB 6.66 47.18 80.92 138.47 190.31
MAR 9.99 56.77 94.82 142.72 184.96
APR 13.32 54.36 98.72 146.97 199.61
MAY 16.65 57.95 102, 151.22 204.26
JUN 19.98 61.54 106.52 155.47 208.9
JuL 23.31 65.13 110.42 159.72 213.56
AUG 26.64 68.72 114.32 163.97 218.21
SEP 26.97 72.31 118.22 . 188.22 222.86
ocT 33.30 75.90 122.12 172.47 227.51
NOV 36.63 79.49 126.02 176.72 232.16
DEC 40.002 183,128 129.97% 181.012 236.732

a. Columns do not total due to vounding. Source of December charges is Table 3.11¢

' TABLE 3.11e
CALCULATION OF REVENUES FROM AFPI IN YEAR 1 THROUGH YEAR 5
(METHODOLOGY 2 WITH AFPI COLLECTED BEGINNING WITH PLANT'S
FIRST YEAR OF OPERATIONS)

New ERCs Average AFPI Fee Total AFPI

Year per Year for the Year® Revenues
Year 1 ending 12/31/87 20 X $ 19.98 = $ 399.60
Year 2 ending 12/31/88 20 X 61.54 = 1,230.80
Year 3 ending 12/31/89 20 X 106.52 = 2,130.40
Year 4 ending 12/31/90 20 X 155.47 = 3,109.40
Year 5 ending 12/31/91 20 X 208.81 = 4,178.20
$11.048_.40

a. From Table 3.11d: June Fee.
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TABLE 3.11f
CALCULATION OF TOTAL REVENUES UNDER METHODOLOGY 2 HAD AFPI
BEEN COLLECTED FROM PLANT IN-SERVICE DATE

Revenues Revenues

from Trom Rates
Initial in 12/31/88 Revenues

Year Rates? Rate Casel  from AFPIC  Totals
Year 1 ending 12/31/87 $126.40 $ 399.60 $ 526.00 .
Year 2 ending 12/31/88  379.20 1,230.80 1,610.00
Year 3 ending 12/31/89 $ 859.00 2,130.40 2,989.40
Year 4 ending 12/31/90 1,202.60 3,109.40  4,312.00
Year 5 ending 12/31/91 1,546.20 4.178.20 5.724.40

£305.00  $3.607.80  $11.048.40 $10.161.80

a. From Table 3.11.
b. From Table 3.3.
c. From Table 3.11e.
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* TABLE 3.11g
EXPENSES OF NONUSED-AND-USEFUL PLANT ABSORBED BY THE UTILITY UNDER
METHDOLOGY 2 WHEN AFPI IS COLLECTED BEGINNING IN YEAR 1

Year 1 Year 2 Year 3 Year 4 Year 5

12=31=87 12-31-88 12-31-89 12=-31=80 12-31-91 Total

Rate Base .

Plant $30,000.00 $30,000.00 $30,000.00 $30,000.00 $30,000.00

Ace. Depr. {1,200.00) (2,400.00) (3,600.00) (4,800.00} (5,000.00)

CIAC (4,000.00) (8,000.00) (12,000.00) (16,000.00) {20,000.00)

Acc. Amort. —160.00 ___480.00 ___960.00 __1.600.00 __2.400.00
Total Rate Base $24,960.00 $20,080.00 $15,360.00 $10,800.00 § 6,400.00

‘ 0.12 c.12 : 0.12 6.12 0.12

ROR $2,995.20 §2,409.60 § 1,843.20 § 1,296.00 § 768.00

Depr. Exp. 1,200.00 1,200.00 1,200.00 1,200.00 1,200.00

Amort. Exp. —{(160.00) _(320.00) __(480.00) __ (640.00) __ (800.00)
Subtotal Costs $4,035.20 §$ 3,280.60 § 2,563.20 $ 7,856.00 $ 1,168.00 $12,912.00

Plus Interest® — 42170 ___622.04 ___645.54 ___428.29 _2.116.97
Total Costs © §$4035.20 $3.71070 $3.085.2¢ $2.501.54 $1.506.29 $15.028.97

Recovered through

Rates on Used-and-

Useful Plantb —(526.000¢ _(1.610.000¢ (2.889.40) _(4,312.00) _(5,724.40) (15.161.80)
Total Costs Absorbed
by UtiTity Including
Interest $.3.50020 $2.30020 $..095.B4 S$CLEI0.46) $(4I28.00) $ (325D

a. See Table 3.11h.

b. From Table 2.11fF.
c. Assumes utility has existing rates in effect of $12.64 from initial rates procedures before

requesting a rate increase at the end of Year 2. See discussion of initial rates in Section
2.1 of Chapter 2. Initial rates were computed as follows:

Plant $30,000 Return on lnvestment per ERC at 12X = § 8.64
Accumulated Depreciation at 12/31/90 (4.800) Annual Depreciation Expense per ERC = 172.00
Net Plant at 12/31/90 $25,200 Annual Amortization of CIAC per ERC = _(8.00)
Percent used-and=-useful at 12/31/80 x 80% Annual Revenue per ERC from

: $20,160 Initial Rates = $12.64
CIAC at 12/31/90 (1€,000)

Accumulated Amortization at 12/31/90 1,600
Rate Base at 12/31/90 $.5.260
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TABLE 3.11h
CALCULATION OF INTEREST ON EXPENSES ABSORBED BY
UTILITY WHEN AFPI IS COLLECTED FROM YEAR 1

Year 1 Year 2 Year 3 Year 4 Year &
12-31-87 12-31-88 12-31-89 12-31-90 12=31-91

Subtotal of Costs® $4,035.20 $ 3,280.60 § 2,563.20 § 1,856.00 $ 1.168.00
Less: Amounts Recovered in Rates

and AFPIP (526.00) _(1.610.00) _(2.989.40) _(4,312.00) _{5.724.40)
Costs Absorbed by Utility $3,509.20 $1,679.60 $ (426.20) $(2,456.00) $(4,688.23)
Unreimbursed Costs from

Previous Year -— 3,509.20 5,183.70 5,379.54 3,569.08
Interest on Loans to Meet Unre- -

imbursed Costs {at 12 percent) —_— 421.10 622.04 645,54 428.29

a. From Table 3.4.
b, From Tabile 3.11g.

TABLE 3.12
CALCULATION OF USED-AND-USEFUL RATE BASE ON
DECEMBER 31, 1988 (EXCLUDES MARGIN RESERVE)
(METHODOLOGY 3)

Nonused- Used-and-
Total and-Useful Useful

Plant $ 30,000 $(18,000) $ 12,000
Accumuiated Depreciation (2,400) 1,440 (960)
CIAC (8,000) 0 (8,000
Accumuiated Amortization 480 0 480

Total Used-and-Useful Rate Base $ 3,520
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TABLE 3.13
CALCULATION OF ANNUAL REVENUE REQUIREMENT PER ERC
(METHODOLOGY 3)

Return on Investment:
Rate Base of $3,520% x ROR of 12%4 = $422.40 / 40 ERCs = $10.56 per ERC

Depreciation Expense:

$12,000 x 4% = $480 Depreciation Expense
8,000 x 4% = (320) Amortization Expense

$160 Net Depreciation Expense / 40 ERCs . = $ 4.00 per ERC
Total Revenue Requirement per ERC . $14.56

a. From Table 3.12.

TABLE 3.14
CALCULATION OF TOTAL RATE REVENUES
IN YEAR 1 THROUGH YEAR 3

{METHODOLOGY 3)
Average Annual Rate Total
Number of Revenue Revenue

Current ERCS per ERC per Year2 from Rates

Year 1 ending 12/31/89 50 X 14.56 = $ 728.00
Year 2 ending 12/31/50 70 X 14.56 = 1,019.20
Year 3 ending 12/31/91 90 X 14.56 = 1.310.4

Total Rate Revenues = $3.057.60

a. From Table 3.13.
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TABLE 3.15
CALCULATION OF COST OF QUALIFYING ASSET
FOR AFPI CHARGE

(HETHODQLOGY 3
ROI Portion:
Total Plant $ 30,000
Lless: Used-and-Useful Portion? (12.000)
Nonused-and-Useful Portion $ 18,000
Less: Nonused-and-Useful
Accumulated Depreciation 1,440
Cost of Qualifying Asset $ 16,560
Depreciation Expense Portion:
Totai Nonused-and-Useful Portion " $ 18,000
Less: CIAC Coliectiblie from ,
Future Customers (60 x 200) 12,0002
Depreciable Portion of Plant Held
for Future Use ‘ $ 6,000

a. From Table 3.12.

TABLE 3.16
'ANNUAL UNFUNDED DEPRECIATION EXPENSE AND
UNFUNDED RETURN ON NONUSED-AND-USEFUL PLANT
(METHODOLOGY 3 - AFPI REPLACES MARGIN RESERVE)

Number of ERCs 60
Unfunded Annual Depreciation:

4% x $6,0008 = $240.00 / 60 ERCs = $ 4.00 per ERC
Annual Return on Investment

$16,5608 x 122 = $1,987.20 / 60 ERCs = $33.12 per ERC

a. From Table 3.15.



Chapter 3-34

TABLE 3.17

CALCULATION OF CARRYING COSTS

PER ERC PER YEAR

(METHODOLOGY 3)
Year 1 Year 2 Year 3
12/31/89 12/31/90 12731791
Unfunded Expenses:
Unfunded Annual Depreciation? $ 4.00 $ 4.00 $ 4.00
Total Unfunded Expense 4.00 8.00 12.00
Unfunded Returns:
1. Return on Expense of Current Yearb 0.24° .0.48 0.48
2. Return on Expenses of Prior Year 0.00 _0.24 0.72
3. Return on Qualifying Asset Current
Year® : 33.12 31.68 30.24
4. Earnings from Prior Yeard 0.00 33.12 69.01
5. Compound Earnings from Prior
Year® —0.00 397 __8.28
Revenue Required to Fund Earnings’ $33.12  $69.01  $108.25
Revenue Required to Fund Expenses —4.00 - 8.00 12.00
Total Revenue Required $ 37,12 372201 $120.25

. From Table 3.16.

o o 0 o
- & & 2

percent rate of return.
f. Equals 1ines 2 through 5 above.

Caiculated at company's 12 percent rate of return.
In Year 1, only 1/2 year's return is taken.
Includes prior year amounts from lines 2 through 5.
Equals prior year's earnings from line 4 times the company's 12
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CONVERSION OF ANNUAL CARRYING COSTS PER ERC INTO

MONTHLY AFPI CHARGES:

(METHOBQLOGY 3)
Year 1 Year 2 Year 3
. 1989 1990 1991
$37.12 /7 12 $77.01 - $37.12 /1 12 $120.25 - $77.01 / 12
= $3.09 per month = $3.32 per month = $3.60 per month
JAN $ 3.09 $ 40.44 $ 80.61
FEB 6.18 43.76 84.21
MAR 9.27 47.08 87.81
APR - 12.36 50.40 91.41
MAY 15.45 83.72 95.0%
JUN 18.54 57.04 98.61
JUL 21.63 60.36 102.21
AUG 24.72 63.68 105.81
.. SEP 27.81 67.00 109.41
ocT 30.90 70.32 113.01
NOV 33.99 73.64 116.61
DEC 37.128 : 77.012 120.258
a. Source of December charges is Table 3.17.
TABLE 3.19
CALCULATION OF REVENUES FROM AFPI
IN YEAR 1 THROUGH YEAR 3
(METHODOLOGY 3)
Total AFPI
Year New ERCs AFPI Feed Revenues
Year 1 ending 12/31/89 20 X $ 18.52 = $ 370.80
Year 2 ending 12/31/90 20 X 57.04 = 1,140.80
Year 3 ending 12/31/91 20 X 98.61 = 1,972.20
$3.483.80

a. Assuming new customers connect evenly throughout the year, the average
AFPI charge would be approximated by June's figures from Table 3.18 of
$18.54 for Year 1, $57.04 for Year 2, and $98.61 for Year 3.
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TABLE 3.20
CALCULATION OF TOTAL REVENUES FROM RATES AND AFPI
(METHODOLOGY 3)

Total Revenues Total Revenues Total Revenues
Year from Ratesd.b from AFPIC  from A11 Sources
Year ) ending 12/31/89 $ 728.00 $ 370.80 $1,098.80
Year 2 ending 12/31/90 1,019.20 1,140.80 2,160.00
Year 3 ending 12/31/91 1,310.40 ~1.972.20 _3.282.60
Totals 3$3.057.60 $3.483.80 $6.541.40

a. Based on used-and-useful property exctuding narg1n reserve.
b. Total Revenues from Rates: See Table 3.14.
c. Total Revenues from AFPI: See Table 3.19.

TABLE 3.21
SUMMARY OF TOTAL REVENUES UNDER
METHODOLOGIES 1, 2, AND 3

. Used-and-Useful _
Used-and-Useful Plus Used-and-Useful
Plus Margin Reserve Plus
Margin Reserve and AFPI AFPI
Year Methodology 13  Methodology 20  Methodology 3¢
Year 1 ending 12/31/89 $ 859.00 $1,202.20 $1,098.80
Year 2 ending 12/31/90 1,202.60 2,258.20 2,160.00
Year 3 ending 12/31/91 _1.546.20 _3.369.80 282.60
Totals - $3.607.80 $6.830.20 $6.541,40

a. See Table 3.3.
b. See Table 3.10.
c. See Table 3.20.
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This chapter summarizes responses to two surveys regarding
alternatives to Florida‘'s current definition of used-and-useful rate
base. Selected Florida water and wastewater utilities were surveyed
regarding the FPSC's current treatment of nonused-and-useful plant and
the three concepts which are employed in providing for recovery of
carrying costs on nonused-and-useful pilant. Tventy other state
regulatory agencies were also surveyed to determine if alternatives to

used-and-useful rate base are being used for ratemaking in other states.

4. e Surv f Florida Water Hast jlities
Surveys were sent to a sample of forty-six of the water and
wastewater utilities in the state to assess industry reactions regarding
FPSC {reatment of nonused-and-useful plant. Seventeen utilities
responded to the survey.] Survey responses included suggested
revisions to current FPSC ratemaking treatments and suggested
alternatives to existing FPSC procedures. Four utility suggestions are

summarized and discussed in this sectioen.

&

1. Margin reserv 1 ncreased. Ten out of seventeen
utilities responding to the survey thought that margin reserve should be
increased. Some utilities suggested it should be increased by increasing

the allowed twelve-month growth period to eighteen months. The longer
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the growth period, the more customers there will be to serve and the
larger the margin reserve needed to serve those customers.

Another way suggested to increase margin reserve was to add a
"design margin," in addition to margin reserve, to used-and-useful plant
to meet peak demands. However, a design margin is already built into the
used-and-useful calculation via the reserve margin.

Stil11 another suggestion by utilities was to remove the 20 percent
cap currently imposed on margin reserve when it is justified by a

2 There 1is nothing

utility's unusually strong demand growth rate.
sacred about the 20 percent limitation on margin resgrife. It could be 30
percent or 40 percent, and rates would increase accordingly. If rates
could be increased and still remain comparable to those of neighboring
utilities, a larger margin fese,rve might be acceptable to ratepayers.
More 1ikely though, increasing the cap on margin reserve would lead to
rate shock in some cases, particularly where growth was strong. Consider
an example of a utility that is 40 percent used-and-useful and has a 25
percent growth rate. Absent the margin reserve cap, rate base would

3 Furthermore, fast growth implies a

include 50 percent of plant costs.
short time between initial operations and provision of service to a
capacity customer base which means the utility would experience smalier
losses during its start-up period.

Finally, it was suggested that imputed future CIAC should not
offset margin reserve since the utility incurs interest or equity costs
on plant investment until CIAC is coliected.

Each of these suggestions would have the same result: each would

jncrease the amount of future use plant in rate base, thereby increasing
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utility revenues from current customers.

2. Th ri f tim d ute AFPI 1d be lengthened.
AFPI is composed of carrying costs on nonused-and-useful plant and
associated interest compounded over the subsequent five years after a
plant begins operation. One utility suggested that the calculation of
AFPI for plants with excess capacity should include a growth period of
longer than five years. Commission staff had no objection to this
recommendation provided the utility could show that a longer growth
period and larger plant would minimize customer costs. However, staff

added that, to date, no one has convincingly demonstrhted that a planning

period beyond five years is optimal.

rv ist] r_population. Six utilities
suggested this or a similar alternative to current used-and-useful
adjustments. Under this version, if a 100,000 gallons-per-day plant
costing $400,000 could be built to serve an existing demand of 100,000
gallons-per-day and a 200,000 gallons-per~day plant could be buflt for
$600,000, then $400,000 of the cost of the larger plant, if constructed,
would be considered used-and-useful. This proposal would give savings
from economies of scale to utility investors. Early customers would pay
the same rates for a large plant, with a lower per unit cost because of
economies of scale, that they would have paid for a smaller plant having
a higher per unit cost. However, rates set in rate proceedings after the
customer base has reached capacity would be lower for the larger plant

than would be possibie with the smaller plant.
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We agree that this alternative has merit in that it provides
utilities with incentives to build for 1long-run cost minimization.
However, it also increases rates of current customers above the 1level
which would occur if the larger plant was constructed but customers were
charged on a cost per unit basis with adjustment for margin reserve.
FPSC staff are open to alternative regulatory treatments in which both
customers and utilities share benefits from cost-efficient plants. An
acceptabie alternative would resuit in rates somewhere between rates-
under current used-and-useful ratemaking methodologies and rates
applicable to.an alternative, smaller plant under current used-and-useful
ratemaking methodologies. Assuming it had been determined that a larger
plant was the more prudent option, it would then be possible to determine
the annual revenue requiremeni differential between the smaller plant and
the used-and-useful portion of the larger plant and divide these savings
between customers and utilities. This option would reward utilities for
part of the costs of initially building more capacity. At the same time,
customers would enjoy lower rates than would be possible with a sgaller
ptant.

One problem with the above approach would be potential
overearnings. Hhile margin reserve under established policies and
procedures is not likely to constitute a very significant portion of rate
base, an alternative similar to that discussed above could result in-:
significant additions to rate base. The associated increases in rates,

coupled with AFPI charges, could result in utility overearnings.

4. The Commission should adopt procedures to determine in advance
the_kind of ratemaking treatment to be given a proposed plant. To say in



Chapter 4-5

advance of construction how specific utility plant costs would be treated
for ratemaking purposes would be inappropriate. Although & new water or
wastewater utitity must obtain a- certificate to operate from the
Commission, the certification process does not involve a review of the
propriety of the type or size of the plant the utility has built or plans
to build. Instead, Commission staff usually focus on preventing
duplication of service provided by an existing utility while accepting
the accﬁracy of growth and projected usage figures supplied by the.
applicant for a certificate. Furthermore, in the event that the
utility's initial construction cost estimates were noi: accurate and cost
overruns occurred, the Commission would exercise its authority to

disallow from rate base imprudently incurred costs.

4.1 n £ T Regulator jssi

To compare Florida's rate base methodologies with those of other
states, questionnaires were sent to a sampie of twenty state regulatory
commissions to determine how each commission establishes rate base for
its investor-owned water and wastewater companies.4 Sixteen (80
percent) of the twenty states contacted responded to the survey. The
following discussion summarizes these responses and compares their
methodologies to Florida policies.

1. Used-and-lseful Adj ents in Other States. Section 367.081
(2), Florida Statutes, states that rates are to be based on a fair refurn
on the investment in property that is used-and-useful in the public

service. Although Florida has no specific 1legal definition for

used-and-useful plant, the general definition described in Chapter 2 has
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evolved on a case-by-case basis.® The survey of state commissions
attempted to determine if rate base methodologies had developed
differently in other states, in what way they were different, and why.
The objective was to see if Florida could draw from practices of other
states to improve its ratemaking practices.

Twelve out of sixteen respondent states indicated that, 1like
Florida, they do make some form of used-and-useful adjustments to plant
allowed in rate base when such plant is in excess of the needs of current
custoﬁers. Methodologies for determining current needs of existing
customers varied. '

For example, California sometimes considers current needs to
include a minimum of the cost of the smallest size plant capable of
serving current customers. As noted earlier, a similar alternative to
the existing used-and-useful wmethodoliogy was suggested by Florida
utilities. Using this method, all scale savings of the larger plant
could accrue to the utility's stockholders because the initial customers
would pay the same rates they would have paid with a smaller _plant.
Although initial customers would pay higher rates associated with a
smaller plant, subsequent rate proceedings with the full customer base in
place would result in lower rates than wouid have been the case had a
second smaller plant been built due to the lower per customer capital
costs of the larger plant. The option has merit and could be a useful
tool for plants in new developments. HWhen utilities are expanding in
existing areas, AFPI may be 2 more useful option to avoid rate shock to
existing customers.

As another example of used-and-useful adjustments, Mississippi
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determines used-and-useful pilant by multiplying the percentage
utilization, the ratio of customers actually served to the potential
number of customers that can be served, by the cost of plant in service.
Yet another state, Pennsylvania, imputes revenues from future customers
against the total revenue requirement to arrive at revenues coilectible
from current customers. Pennsylvania has also, on one occasion, used an
industry average plant investment per customer to derive an excess
capacity adjustment.

While specific calculations for used-and-useful plant vary between
states, most of the methods produce a percentage utilization figure such
as current customers to total customer capacity, current fiows to
capacity flows, or current revenues to total revenues at capacity. The
concept of what constitutes. used-and-useful plant appears to be very
consistent from state to state: & portion of plant, the cost of which
should be recovered from current customers. Also, though armed with a
general methodology, most of the states surveyed approach used-and-useful
adjustments on a case-by-case basis, as does Florida.

Some differences were noted in growth allowance§ for
used-and-useful plant in other states. For example, Pehnsylvania's
calcuiation of used-and-useful pilant includes a margin for growth of up
to six months beyond the test year end. 1In contrast, recall Florida's
growth margin (or margin reserve) extends up to eighteen months beyond
the test year end. Texas, on the other hand, sometimes considers two
years' growth potential as acceptable. Although the New York Department
of Public Service does not recognize the concept of margin reserve, its

inclusion of future use plant in rate base would result in more plant in
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rate base than would be &llowed in Florida using margin reserve.5 Due
to diverse regulatory environments, i'i: is difficult to establish
definitive explanations for apparent differences between applications of
growth allowances in other states.

Six respondents said they do not commonly make used-and-useful
adjustments, primarily because the need for such adjustments was rare.
West Virginia reported that all of its investor-owned water and
wastewater utilities are fairly mature with established customer bases,
and New Jefsey also claimed to have mostly mature utilities and thus no

7 Louisiana saici that many of its

need for used-and-useful adjustments.
inve.stor-owned water and wastewater companies are small and there is
often 1little rate base left to allocate between present and future
customers.s The growth of ﬁlinois' water and wastewater industry has
peaked. Consequently, new and expanding wutilities are rarely
encountered. New York indicated that it does not make used-and-useful
adjustments for additions to existing systems since future use plant is
allowed in rate base. 1Its use of forecast test years and fo_recast
customer bases, however, achieves an effect similar to finitial
ratesetting procedures. Finally, South Carolina has so few water and
wastewater utilities with a rate base that rates are now calculated using
an operating lum-gin.9

Thus, the survey revealed that most other states surveyed are
making used-and-useful adjustments similar to those made in Florida where
such adjustments are necessary to avoid excessive rates to current
customers. These adjustments usually incliude a margin for growth which

is expected to occur in the period immediately following the test year
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end. New York was an exception in that it does not define used-and-
useful to take into account the degree to which plant is utilized.
However, 1its use of forecast test year costs and forecast customer
populations would achieve results similar to the used-and-useful
practices of other states. Other states that do not make used-and-useful
adjustments appear to have different water and wastewater industry
profiles rather than different regulatory philosophies. Specifically,
these states have no new and growing utilities with significant amount§
of nonused-and-useful plant.

. i I . None of the _- respondents permit
accumulation of current costs associated with nonused-and-useful plant
for recovery from future customers when they connect to the system. The
most frequentiy cited reason-for_ not using AFPI was that the concept had
never been suggested. For those states who reported little need for
excess capacity adjustments, AFPI would not be an issue because any
future use plant included in rate base would have only a minimal impact
on rates. Other states in the survey said that municipaiities in their
states have taken a more active role in providing water and wastewater
service than is true in Floridd. Consequently, they have considerably
fewer investor-owned water and wastewater utilities to regulate and fewer
reasons to delve into associated regulatory issues.

Additional comments on AFPI were offered by some states. New York
said that Florida's AFPI charge may fail to provide the cash fTlow
necessary to meet current debt service requirements since growth may fail
to materialize or growth may occur too late. Thus, New York did not

consider AFPI an adequate means to provide cost recovery to water and



Chapter 4-10 '
wastewater utilities. Yet, tunless no growth occurs, the cash flow from
AFPI and rates could exceed that of the cash flow recovered through rates
alone. Texas indicated that developer-controlled utiiities often do not
request full recovery on utility plant in order to keep rates down and
encourage sales.in the development. These utilities would probably not
be interested in collecting an AFPI charge from new customers, since
their immediate objective is to make water and wastewater services appear
to be inexpensive to facilitate lot sales. Specifically, AFPI increases
the initial dollar outlay required to obtain new service and may make new
development Tot prices appear unattractive. FPSC staff suggested this as
a possible reason some of Florida's utilities have reacted negatively to
AFPI fees.

. Al iv 0 . ~an ful . Two states, North
Carolina and South Carolina, use an alternative ratemaking technique that
calculates a return on operating expenses rather than a return on
used-and-useful rate base. Both of these states have numerous companies
with small rate bases remaining after CIAC collections and net operating
losses. A return on rate base would yield little income for company
owners so the operating margin method was adopted to provide these
companies with sufficient funds to operate.

Under the operating margin method, the revenue requirement
consists of operating expenses and a return on operating expenses
increased to include applicable taxes. The operating margin method
would be inappropriate for new company ratesetting unless operating
expenses, such as depreciation and property taxes on excess plant, were

adjusted out of the revenue requirement. Since a determination of
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percentage utilization of plant is inevitable under the operating margin
method as well as the used-and-useful rate base method, the operating
margin method is not an alternative to used-and-useful rate base concepts.

The operating margin method also ignores the fact that a utility
should not continue to have debt service obligations, interest expense,
or an equity balance when it has no rate base. Presumably, past CIAC

collections, which reduce rate base to near zero, were used to retire

debt and equity.

4.2 Summary

The utilities surveyed suggested a number of revisions to current
FPSC ratemaking treatments and suggested alternatives to existing FPSC
procedures.  Larger growth. allowances in rate base was the most
frequently recommended revision. Yet increasing rate base means placing
a larger share of the costs of future use plant on current customers. _

Some utilities proposed an approach in which cost savings from
larger plants would not flow directly to initial customers since initial
rates would be based on the costs which would have been incurred had a
smaller plant been constructed. Provided the proposal is modified to
distribute cost savings equally to utilities and initial customers, the
approach has some merit.

Other state regulatory commissions generally wuse rate base
methodologies which employ used-and-useful concepts that are similar to
Florida's. The exceptions are those states where utility growth has
peaked and there are few utilities with significant amounts of

nonused-and-useful plant. No alternatives were suggested to used-and-
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useful rate base that would avoid the allocation of costs to initial
customers based on some form of percentage utilization of current to
total customers. Florida appears- to be the only state which has
developed a concept 1ike AFPI. However, only four other states had a

comparable volume of new and growing water and wastewater utilities.
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FOOTNOTES

The survey is described and findings are summarized in Appendix A.
Individual utility responses are detailed in Appendix B.

In Chapter 2 it was noted that margin reserve was limited to
20 percent of the current ERCs being served.

40 percent used-and-useful plus 25 percent x 40 percent for growth =
50 percent versus 40 percent used-and-useful + 8 percent (20 percent
cap x 40 percent) = 48 percent.

The survey is described and survey Tindings are summarized in
Appendix C. Individual state responses are detailed in Appendix D.

. Per memorandum to James Collier from Gregory Krasovsky dated

February 7, 1983, and incorporated into the Division of Kater and
Wastewater Standard Operating Procedures No. 4011.-

Despite New York's 1iberal application of the used-and-useful
concept, most of the water utilities under its jurisdiction are
small and poorly financed. ' Land speculation rather than reguiatory
policy appears primarily responsible for shaping that state's
industry.

New Jersey did state that it has set initial rates for new systems
very much like they are set in Florida. Specifically, that means
they are based upon projections of capital and operating expenses
once a utility reaches full development.

Most of these utilities were received as 100 percent contriﬂutions
from developers.

This is discussed further under the section entitled "Alternatives
to Used-and-Useful Concepts” later in this chapter.
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CHAPTER 5
SUMMARY AND CONCLUSJIONS

As was stated in Chapter 1, the objective of this report was to
determine whether the concepts of AFPI, used-and-useful plant, and margin
reserve are compatible when used collectively. Chapter 2 explained the
framework used by Water and Wastewater Division engineers in arriving at
an estimate of used-and-useful plant to be included in rate base. There
was a separate discussion of how margin reserve is calculated and how it
fits into us'ed—and-usefui plant. An alternative name for margin reserve
was suggested: “New Customer Capacity Allowarce." In addition, Chapter
2 showed how AFPI charges are calculated. The variety of circumstances
encountered in different water and wastewater systems necessitates
flexibility and Jjudgment in making used-and-useful determinations to
ensure that initial customers bear nc more than a2 fair share of new plant
costs before the full customer base is in place.

Chapter 3 showed how three alternative applications of the
concepts, used-and-useful, margin reserve, and AFPI, affect a
hypothetical utility's revenue requirements. The adequacy of the revenue
requirements produced under each alternative was evaluated in terms of
how well each facilitated rate stability, encouraged prudent plant
sizing, and contributed to the recovery of all costs of service from
those who caused the costs. The results indicated that rates based only
on used-and-useful plant plus margin'reserve adjustments may place an

unfair portion of new plant costs on utilities. Since the already high
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cost of utility rates generally precludes increasing rates of current
customers, AFPI remains the only other option for recovery of carryiﬁg
costs on temporary excess capacity.

The concept of AFPI, combined with the concept of used-and-useful
plant, was found to produce revenues that closely track total costs,
assuming costs remain stable over time. Additionaily, since margin
reserve, under current Commission practices, oniy slightly increases rate
base, revenues produced using the three concepts simuitaneously are not
substantially different. Since the effect is so smaﬂ', margin reserve
adjustment may be eliminated from routine rate proceg_d_i ngs and used only
when justified by special circumstances. It 1is suggested that, for
eligibie utilities, AFPI be considered as a matter of routine rather than
only upon special request. bresgnﬂy, many utilities do not know to ask
for AFPI although its use could help alleviate some of the financial
difficulties and early years' losses of these utilities.

Addressing the concern that simultaneous use of margin reserve and
AFPI could cause overearnings, Chapter 3 concluded that the potential for
overearnings depended on factors such as how soon a company fﬂeﬁ for
rate relief after a plant was completed and the value of new plant
relative to total plant in service.

Chapter 3 further concluded that AFPI would not eliminate the
building of small, higher cost plants by many land developers who view
provision of utilities as necessary to attract buyers. However, larger,
profit-motivated utilities are more likely to build for future capacity
needs if AFPI could be collected.

Chapter 4 discussed wutility suggestions for revisions and
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alternatives to Florida's current application of used-and-useful rate
base concepts. The most common suggestion was to increase the margin
reserve component of rate base. However, increasing margin reserve would
increase the amount of excess capacity costs borne by current customers.

Another utility suggestion would require that used-and-useful
plant in rate base be no less than the cost of the smallest sized plant
facilities that could be built to serve the existing customer base. This
approach would cause initial customers in the growth years to pay higher-
rates' than would be expected based on the lower cost per unit of capacity
associated with a larger plant, but not higher rates fhan would have been
required for a smaller plant. However, long~-term rates for all customers
would be lower due to lower per unit costs of the larger plant.

Chapter 4 also preseﬁted. the results of a survey of other state
regulatory commissions aimed primarily at learning if alternatives to
Florida's used-and-useful concepts were in use and how well they
functioned. Ratemaking in the states 'surveyed was, as in Florida,
generally tied to determination of used-and-useful rate base. Exceptions
were found only in those states where water and wastewater industry
growth had peaked and there were few new and growing utilities. Total
departure from rates based on a return on rate base plus costs was found
in only two states where most of the utilities, due to contributions from
customers and developers, lacked an adequate rate base.

" California provided the most detailed description of its
used-and-useful methodology which included the alternative proposed by
Florida's utilities that used-and-useful plant should be no less than the

cost of the smallest plant sized to serve the existing customer base.
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Florida's regulatory staff indicated a willingness to apply a similar
used-and-useful methodology where to do so would produce long-run
customer savings.

No other state surveyed uses a concept such as AFPI. Only seven
other states, of which six were survey respondents, regulate a comparable
number of investor-owned water or wastewater utilities. Therefore, it is
no surprise that Florida would be the first to propose such a concept.

In summary, the concepts of used-and-useful plant, margin reserve,
and AFPI are compatible when used collectively. However, questions such
as whether AFPI will adversely affect an area's grqwfh or whether AFPI
cash flows will meet a utility's needs must await further observations of

the concept's use in Florida.
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APPENDIX A

F DA WA AND
WASTEWATER UTILITIES
Purpose

1. To ask utilities if the FPSC's current treatment of
nonused-and-useful plant has or will have a 1large
jmpact on the size of new capacity additions.

2. To solicit industry reactions to AFPI as a means of
recovering carrying costs on nonused-and-useful
plant.

3. To solicit industry suggestions for alternatives to

Florida's current applications of used<and-useful
rate base concepts.

lection T .

The Division of Research of the FPSC maintains a list of selected
water and wastewater utilities known for their consistenrt and informed
responses to questions affecting Flori&a‘s water and wastewater industry.
The first twenty-eight survey participants consisted of members of the
Research Division's 1ist. An additional eighteen utilities were.chosen
at random from the remaining population of water and wastewater utilities
reguiated by the FPSC at March 1988. Since there was no intention to
subject responses to statistical analysis, a judgmental sample was deemed
adequate.

Forty-six surveys were mailed and responses were received from
seventeén companies. Due to the small number of survey participants,

percentage tabulation of responses to each question could be misleading.
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™V u ign R n

See Appendix B.

Survey Findings
i. F rs Infl ing Plant Size. A1l respondents listed current

and projected population as the primary factor affecting plant size
decisions. Increasing the surface area of treatment and storage tanks '
results in disproportionately greater increases in volume. Consequently,
capital costs per unit of volume or capacity are mjﬁimized when plant
size' is maximized.

Utility responses consistently supported the position that
economies of scale of larger ﬁter and wastewater plants mean "bigger® is
always ‘"better" because it minimizes costs. Therefore it is not
surprising that fifteen out of seventeen respondents criticized FPSC
treatment of nonused-and-useful plant for penalizing utilities that built
capacity to meet long-term projected growth. '

The consensus was that FPSC regulatory policy will decrease the
size and increase the frequency of capacity additions, thereby increasing
capacity unit costs passed through to customers.

One respondent said that DER regulations and service area demand
rather than FPSC rate base policies had the biggest impact on its sizing
decisions. DER may establish the minimum plant required to serve an
existing population. Additionally, DER might approve proposed designs to
serve a maximum number of customers. However, DER would not be involved

in the decision to buiild for future customers today.
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One respondent said it built capacity to meet total projected
needs of its service area. The utility did not address the relationship
between regulatory policies and its -decision to build all of its capacity
needs up front. However, the omission is understandable since, built by
a land developer in 1968, the utility did not come under FPSC
jurisdiction until 1982. 1Incidentally, this utility operates at 35
percent of capacity since residents in a portion of its anticipated
service area voted for septic tanks rather than service by the utﬂity.'

This is a2 concrete example that bigger is not better.

2. Indystry Reactions to AFPI. Fourteen ”out of seventeen

utilities said margin reserve should continue to be part of
used-and-useful computations.as opposed to replacing margin reserve with
AFPI. The most commonly cited reason was that current recovery should be
provided to meet current costs associated with growth capacity.

Another expressed concern was the unpredictablie nature of AFPI
cash flows. One utility felt both margin reserve and AFPI lacked the
flexibility that utilities needed to prudently plan capacity add%tions.
An example was given concerning regulatory treatment of land purchased in
advance of need in an area where development threatened the future
affordability and availability of such land. The utility felt margin
reserve and AFPI would limit recovery of land costs in a situation where
foresight and early purchase ultimately saved customers some costs. One
utility out of seventeen believed AFPI to be superior to margin reserve

mainiy due to the regulatory practice of offsetting margin reserve with



Appendix A-4

imputed CIAC. Finally, one utility out of seventeen did not address

regulatory treatment of rate base items.

3. Alternatives. Alternatives that were suggested by survey

participants are discussed in Chapter 4.
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Describe the factors which influence the decision to build a certain size utility

plant.
Question 2: In what way do you feel that the Florida Public Service Commission influences the
size plants which are buyilt through its ratemaking practices?
(1 (2)
Utility Factors Influencing Size Infiuence of Regulation .

Decca Utilities

The primary factors are current and
projected service area population,
projected return on investment, and
operating cost efficiencies.

Utilities will build smaller plants
to minimize the amount of capital
investment tied up in nonused-and-
useful plant to earn a reasonable
retyrn on investment.

Florida Cities
Water Company

The primary factors are projected
population growth in the service area.
Plants are limited to population size
projected five years into the future
to ensure recovery of the entire
investment either through rates or
AFPI charges. :

Utility investors are not motivated to
buiid a larger plant which experiences
economies of scaie in construction
costs if a return on investment is not
allowed on the entire plant. Thus,
utility customers may be unable to
benefit from lower rates which would
be due to economies of scale in con-
struction costs.

Florida Public
Utilities
Company

Primary factors are historical and
projected population growth in the
service area, raw water source and
quality, capital costs and ability
to earn a return on invesiment, and
operating efficiencies and costs.

Utilities will avoid building larger
plants capable of minimizing Tong-run
costs to avoid having excess plant on
which the utility is not allowed to
earn 3 return.

General Develop-
ment Utilities

Primary factors are estimated popula-
tion growth, economies of scale,
expected return on investment,
engineering factors such as usage per
residential unit and degree of treat-
ment required, and environmental
factors.

FPSC policies are inconsistent with
optimal cost of service planning. A
utility may not build the most
economical plant for the area’s long-
range needs because the FPSC will not
permit the recovery of capital costs
on nonused-and-useful plant from
current customers.
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Utility

(n

Factor: fluenci i

(2)
Influence of Requlation

Kingsley Service
Conmtpany

Primary factors are the size of the
current popuiation pius population
growth in the immediate future.

The FPSC's used-and-useful policies
make it difficult to size plants to
meet Jong-range growth needs.
Utilities avoid building plant
capacity beyond the needs of current
customers.

Lake Piacid
Utilities

Anticipated customer base in service
area.

No response.

Lehigh Utilities

Immediate and future growth needs are
the primary factors influencing size
of plant constructed.

Used—and=-useful ratemaking practices
discourage investors from building
plants in sizes larger than are needed
to meet current needs.

Lindrick Service
Corporation

Primary factors influencing plant size
are customer base (over a minimum 15-
year period), usage characteristics of
customers, and location relative to
other utilities and bodies of water.

Investments in large plants to
accommodate long-term growth are
avoided since ytility builders receive
no return on investment on unused
capacity.

Meadowbrook
Utility Systems

Primary factors are the minimum plant
size which meets ismediate and short-
term population needs of service ares
and potential savings per unit
possible with a larger plant.

Commission policy inhibits choice of
larger plant which would create
economies of scale. '

Mid-Clay Service
Corporation

See Kingsley Service Company response.

{The same response was submitted by
Kingsley Service Company, Mid-Clay
Service Corporation, and Ortega Utility
Company. However, these are not
affitiated companies and 211 responses
were included here.)

Ocala Oaks
Utilities

Primary factors are the immediate
capacity needs of the service area and
potential future population growth.

Plants with capacity for future popu-
lation growth will not be built if no
return is allowed on the nonused-and-
useful investment.
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Utility

(M) _
Fagtors Influencing Size

(2)
Influence of Regulation

Ortega Utility
Company

See Kingsley Service Company response.

{The same response was submitted by
Kingsley Service Company, Mid-Clay
Service Corporation, and Ortega Utility
Company. However, these are not
affiliated companies and all responses
were incliuded here.)

Regency
Utilities

Water treatment plant expansion is
part of an overall master plan for
the service needs of the area based
on a certified engineer's study.
Congideration is given to fire pro-
tection needs as well as future
population growth projected over a
three~ to five-year period, existing
facilities, and existing municipal
sources. ’

Commission used-and-useful adjustments
destroy investor incentives to build
cost-effective plants. *Cost-effective”
in this case refers to larger plants
that have. lower construction costs per
galion of water or sewage treated.

Roliing Oaks
Utilities

Primary factors are:

(1) Growth rate and type of growth
(residential, commercial, or
industrial);

{(2) Type of treatment;

{(3) Cost of capacity to meet current
needs, and the level of incre-

~mental costs to build larger
plants and achieve economies of
scale.

DER requirements take precedence owver
ratemaking considerations in the
decision to build or expand utility
plant. FPSC regulatory infiuence is
felt after the effect of plani con-
struction. In other words, Commission
regulation does not influence the
size of the plant which is built.

Saniando
UtiTities

The primary factors influencing plant
size are current and anticipated
demands (population size and type).

Utilities must be allowed rates which
are high enough to attract capital and
maintain financial viability. If no
return is allowed for nonused=-and-
useful plant, then smaller plants will
be built.

Southside
UtiTities

Plant size is primarily influenced by
present and projected needs and by the
amount of financing the company can

Mirgin reserve and AFP1 do not allow
vtitities adequate compensation to
justify long-term investment in larger
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Utility

&)

2)
Influence of Regulation

Factors Inflyencing Size

Southside
Utilities
{continued)

afford. Future needs are difficuit
to project when the future use of
property within the service area is
unknown: muitifamily, commercial,
light industrial, or retail shopping
centers all reguire different degrees
of service and fire reserve protec-
tion.

facilities. Consequently, uvtilities
builid capacity in smaller increments
more frequently.

Southern States
Urilities

Primary factors are the needs of
present and future customers in
the service area.

Commission used-and-useful adjustments
would cause an investor to buiid a
swmall piant which minimizes the invest-
ment in unused plant. Building a small
plant today will mean that new capacity
will soon be needed. Construction costs
of severa]l small capacity additions will
probably exceed those of initially
building one large plant.
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Question 3: What do you think is the purpose of a margin reserve and would you continue to
include 2 margin reserve as a component of used-and-useful property as opposed to
adding it to AFPI? ’

Utility

(3)
Purpose of Margin Reserve?

Decca Utilities

Margin reserve allows investors to recover a return on the investment necessary
to ensure that new customer requests for service are met within a reasonable
time. In other words, margin reserve allows for plant which must be available
to promptly serve new customers. Margin reserve should continue to be part.of
used-and-useful plant paid by current customers since it is a current cost to
utility investors.

Fiorida Cities
© Water Company

- The purpose of margin reserve is te entice utility investors to design and

construct facilities that will serve projected populations approximately 18
months in the future. However, imputing CIAC against margin reserve usually
eliminates margin reserve and any advantages they may have gained. Margin
reserve should be replaced by AFPI where costs associated with nonused-and-
useful plant will be recovered in the future.

Florida Public
Utilities
Company

The purpose of margin reserve is to allow the utility to maintain service
through major component or facility breakdowns or when such equipment is out of
service for routine maintenance. Since water utilities are usually independent
systems, thay do not have the ability to call upon outside utilities when
outages occur. Thus, reserve requirements of water utilities must be greater
than would be encountered in, for example, an electric utility. Margin reserve
is a necessary ccmponent of used-and-useful property if a utility is to meet its
obligation to provide adequate service at a1l times. '

General Develop-
ment Utilities

Margin reserve is to provide a utiTity an adegquate return on investment in
plant required to provide continuous service taking into account design margin
to meet increases in peak flows and the time required to construct additional
facilities (the current 18-month margin). Utilities cannot assure safe and
adequate service to existing customers on a continuous basis if they do not have
margin reserve capacity beyond the capacity needed for immediate demands.
Imputing CIAC against margin reserve is inappropriate since the costs associated
with reserve capacity are a cost of serving current as well as future
customers. Shifting margin reserve costs to future customers by including it as
a component of AFPI charges would be discriminatory because margin reserve
benefits current customers.
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(3)
Utility Purpose of Margin Reserve?
Kingsley Service The purpose of margin reserve is to allow a utility to have available plant
Company .capacity to provide service to new customers when the need arises. Current

rules and regulations place this responsibility on the utility. Therefore,
margin reserve is a proper cost to be borne by existing customers. Margin
reserve should continue to be a component of used-and-useful plant.

fake Placid No response.
Utilities

Lehigh Utilities Margin reserve allows a utility to fulfill its statutory obligation under
Section 367.011(1), Florida Statutes, which requires a utility to provide
service within its certificated territory within a reasonable time. Without
margin reserve, new customers who move into the area and request service would
have to wait until new facilities couid be constructed to serve them. Margin
reserve is a proper part of used-and-useful property.

Lindrick Service Margin reserve serves t'o.ensure that current customers pay enough to allow the
Corporation utility to earn a reasonable return on its investment.

Meadowbrook Margin reserve allows for construction period growth and is a proper part of
Utility Systems used-and-useful property.

Mid-Llay Service See Kingsley Service Company response. (A copy of the same response was
Corporation submitted by Kingsley Service Company, Mid-Clay Service Corporation, and Ortega

Utitity Company.)

Ocala Oaks Margin reserve allows investors a return on a small portion of nonused-and-
Utilities useful plant.

Ortega Utility See Kingsley Service Company response. (A copy of the same response was
Company submitted by Kingsley Service Company, Mid-Clay Service Corporation, and Ortega

Utility Company.)

Regency Margin reserve aliows a portion of existing nonused plant to be included as
UtiTities used-and-useful property for rate base purposes. Margin reserve should be part
of used-and-useful property.
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Utility

(3)

Purpose of in Reserve?

Rolling Qaks
Utilities

Margin reserve allows a utility to fulfill its statutory duty to provide
service to any customer within a reasonable time. Margin reserve aiso provides
a cushion for unexpected demand from existing customers. It should be a part of
used-and-useful property.

Sanlando
Utilities

Margin reserve is a term which describes part of the capital costs to be
included in rate base for ratemaking purposes. Margin reserve is necessary for
the utility to provide service to all of its customers today and tomorrow.
Margin reserve should be inciuded in the determination of used-and-useful

property.

$
Utilities

Margin reserve (and used-and-useful adjustments) is a means of controlling
the size of utility system that is built, thereby controlling costs to
customers. Neither margin reserve nor used-and-useful adjustments are
appropriate regulatory practices (see suggested alternative).

Southern States
Utitities

Margin reserve was developed by the Commission approximately eight years ago

to adjust determinations of used-and-useful for test year conditions to provide
for continuity of service. Subsequently, the margin reserve concept has been
eroded by the practice of offsetting margin reserve by imputed CIAC.
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Question 4: Can you suggest any alternatives to the Fiorida Public Service Commission's practice
of adjusting rate base to include only used-and-useful plant which would not unfairly
burden existing customers with costs of plant which will serve future customers?

(4)
Utility Alternatives?
Decca Utilities The growth period used in margin reserve should be increased to at least three
years.

Florida Cities FPSC shoulid develop a method to evaluate whether the burden of excess plant
Water Company on current customers is offset by lower per customer operating costs available
with large plants,

Florida Public . The 18-month growth allowance (margin reserve) is.too short and forces

Utilities utilities to 2lways be adding plant on a "just in time" basis. A reasonable

Company alternative would be to allow utilities to recover carrying costs (interest and
taxes) on nonused-and-useful plant from current customers.

General Develop- One altermative would be to include a design margin in addition to 2 margin

ment Utilities reserve in used-and-useful plant to assure adequate plant to meet possible
increases in peak flows and unanticipated growth. Ten percent was suggested
as an example of a design margin but other percentages may be appropriate
depending on the utility.

Kingsley Service Margin reserve should be expanded for small utilities in high growth areas

Company so that initial phases of plant construction in these areas can be more
prudently sized. The Commission, in conjunction with the industry, could
conduct a study on the economy of size based on various different treatment
processes and establish the relationship of cost of small plants to optimum
sized plants. Based on this study, existing plant costs could be allowed
to the extent of the investment that a smaller plant would have required
had the smaller piant been built.

Lake Placid No response.
Utilities
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Dtility

(4)
Alternatives?

Lehigh Utilities

{1) Utility piant should be considered used-and-useful to the extent of the
cost of the smallest plant which would serve the existing population.

{2) The Commission should adopt procedures to give advance approval to a
utility's choice of plant size.

{3) Margin reserve should not be offset by imputed CIAC.

{£&) Existing methods of determining used-and-useful plant should be reduced
to a rule.

Lindrick Service
Corporation

A return should be allowed on all capital invested in a prudent sized plant.

Meadowbrook
Utility Systems

Margin reserve should be increased to allow 2 moderate period of long-range
planning and design of future plant needs. The AFPI period should aiso be
expanded. Small margins cause small, high growth utilities to be constantiy
building to accomsnodate growth.

Mid-Clay Service

See Kingsley Service Company response. (The same response was submitted by

Corporation Kingsiey Service Company, Mid-Clay Service Corporation, and Ortega Utility
Company. However, these are not affiliated companies and all responses were
included here.)

Ocala Oaks None.

Utilities

Ortega Utility
Company

See Kingsley Service Company response. (The same vesponse was submitted by
Kingsiey Service Company, Mid-Clay Service Corporation, and Ortega Utitity
Company. However, these are not affiliated companies and all responses were
inciuded here.}

Regency
Utilities

Margin reserve should be increased when justified by the historical growth
in an individual utility's service area.

Rotling Oaks
Utilities

Allow a 15 percent to 20 percent margin reserve that is not reduced by future
CIAC.




Appendix B-10

(4)
Utility Alternatives?
Sanlando The overall question of ratesetting principles should be reviewed so that
Utilities ) utility stockholders who are developers are not expected to subsidize a utility

operation any more than stockholders who are not developers.

Southside Eliminate used-and-useful adjustments. Set charges to cover costs. To the
Utilities extent an overbuilt system causes operating costs to be excessively high,
adjust the amount of return permitted in rates.

Southern States Used-and-useful percentages should be developed for each of a plant's major

Utitities components. Used-and-useful adjustments should not penalize a utility for
excess plant if the larger facility results in lower unit costs over the
long rum.
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APPENDIX C
RVEY OF O ATE
REGULATORY COMMISSTIONS
Purpose

To determine if alternatives to used-and-useful rate base are
being used for ratemaking in other states and, if so, to determinre if
those alternatives are superior to Florida's current rate base/rate of

return methodology in setting revenue requirements.

1 ion Pr
Twenty state regulatory agencies were selected. Selection was
made from Tablie 130, *Number of Regulated Hater and Sewer Utiljties,"
from the NARUC Annual Report, and was based on the states having the
greatest number of regulated, investor-owned water and wastewater

utilities.

urve jons and Responses

See Appendix D.

TV indi
Sixteen out of twenty states responded to the survey. The variety
of responses on most questions made a simple percentage tabulation of

answers into categories meaningless.

Used-and-Useful Rate Base in Other States. Those surveyed were
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asked if their used-and-useful rate base included adjustments to exclude
capacity beyond the needs of current customers. Eight out of sixteen
respondents said excess capacity adjustments are made when necessary to
avoid placing an excessively high portion of new plant burden on current
customers. Four respondents said excess capacity adjustments were not
made primarily because water and wastewater utility growth had peaked and
their utilities were fairly mature. These four states added that excess
capacity adjustments had been made in the past. Three states said excess
capacity adjustments were not made since their utilities were mostly
small, developer-contributed systems with insigniﬁca.ﬁt rate bases. One
sta;te said that although excess capacity adjustments are not made, rates
for a2 new or growing utility would be based on costs and customers frdm 2
projected test year. The u#e of projected customers in setting rates
produces azi effect similar to adjusting capacity costs assignable to

current customers.

rowth Aliowances A o _Used-and-Usef . Other
states were asked if a growth allowance was included as part of
used-and-useful plant. Six out of sixteen states said they do include a
growth allowance in used-and-useful plant. Three of these six had no
specific policy limiting the size of the growth allowance. The three
remaining states limited growth allowances to growth occurring in six
months, one year, and two years. One of the sixteen states said it did
not formally address growth allowances, although it had, on occasion,
allowed an entire plant in rate base before the customer base was fully

developed. The same four states that reported no new and growing
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utilities also found growth allowances unnecessary as all plant was
already included in rate base. Another three out of sixteen states found
the absence of rate bases made growth allowances as well as excess
capacity adjustments unnecessary. One out of sixteen states said a
separate growth allowance was not added to used-and-useful plant.
However, the individual who completed the survey did not recall growth
allowances being raised as an issue in a water rate case. A remaining
one out of sixteen states, the same state that set rates using projected
costs and projected customers, said it did not recognize a growth
allowance concept since used-and-useful adjustments wé}e not made.

In seven out of the ten states that do not make growth allowances,
such allowances were simply inapplicable due to the absence of expanding
utilities or utilities uith'éppreciable rate bases. Two of ten achieve
similar rate results as growth allowances would achieve through liberal
rate base treatment of most plant in service, although neither of these
states separately recognizes growith alliowances as & rate base concept.
The tenth state in this group said the issue of growth allowances as a

separate rate base concept had never been raised.

AFPI Tvpe Charges. The questionnaire asked if any other states
allowed utilities to collect AFPI or similar charges. None of the
sixteen respondents answered ves. Answers indicated that the concept had
never been considered. For states where excess capacity adjustments were
not issues, recovery of excess capacity costs through AFPI charges was

not an issue either.



Appendix C-4

Earnings Surveillance. Eleven out of sixteen respondents said
utilities submit annual reports which are reviewed. One state requires
monthly earnings reports only for size A (more than 10,000 connections)
utilities. One state requires annual reports only from its largest
utilities (more than $1,000,000 in revenues), but added that most of its
water and wastewater utilities had no rate base. Three states said they
had no ongoing procedures to monitor water and wastewater utility
earnings but that staff audits were made in connection with rate cases.

Several states commented that utility annual reports are usuvally
jnaccurate. However, most states felt the benefits of improved accuracy
would not justify the additional costs of improving _report accuracy.
Generally, the reason was that most utilities were underearning, not
overearning. Thus, despife the different industry profiles and
ratemaking ideologies of other states, no progress appears to have been
made on the problem of adequately recovering utility costs of service

while holding rates down.

Recommendations, Alternatives. Comments. Two states use an

operating margin rather than rate base methodology to establish utility
revenue requirements. Under the operating margin method, the utility is
allowed a return proportional to the amount of its operating expenses.
South Carolina said only three utilities im its Jurisdiction have an
appreciable rate base. WNorth Carolina said utilities can opt for either
method but most choose the operating margin.

Arizona Corporation Commission staff suggested setting rates based

on utility cash fiow needs but added that, 1ike Florida, Arizona was
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required by statute to use a rate base/rate of return methodology.
Though the operating margin method and the cash flow method may be
suitable ratemaking alternatives when a utility has no rate base, neither
method avoids the problem of excessive rates when the entire costs of new

plant are recovered from initial customers.
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Question 1;

Question 2:

Question 3:

SURVEY RESPONSES REGARDING RATEMAKING PRACTICES FOR
WATER AND WASTEWATER UTILITIES IN OTHER STATES

Doas your agency define used-and-useful plant to include the undivided cost of any plant in service? Alternatively, is the

cost of plant in service in rate base adjusted to enclude capacity bevond the needs of current customers? {(Column 1/
Usad-and-Useful)

Is wargin reserve or growth allowance part of used-and-useful piant? (Column 2/Margin Reserve)

Are AFPI charges allowed from future customers on nonused-and-uyseful plant? (Column 3I/AFPI)

2-a xipusddy
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State Used-and-Usefyl Margin Reserve AFP]

Arizona Yes, Arizona has made adjustments to Yes. Growth allowances are not No. The fssue has never been
rate base to exclude the cost of plant formalized into a separate concept. considered,
tapacity in excess of current customer's Howaver, depending on the individual
nesds. There Vs no precise definition engineer, usad-and-useful adjustments
of how these adjustments are calculated. may be large enough to accommodate
Each ana1¥sis is the product of an some growth.
individual engineer's judgment of the
portion of a system's components that
are essential to provide service to
current customers,

California Yos, excess Blant caRacit¥ is adjusted  Yes. The additional mar?in of No.
out of rate base. These "saturation® capacity that would result in economies
adjustments are a combination of per- of scale 1s allowed in rate base. MRs
centage of development and engineering  are computed on a case-by-case basis,

Judgment, Used-and-useful would tnclude

a minimum of the cost of smaller

sized plant facitities necessary to : '
sarve current customers,

Connecticut Yos, oxcoss capacity adjustmente are No. Margin reserve iz not formally Although the concapt 1s not formally
sometimes made. If a plant appears recognized. recognized, one small water company
to be ?rudently sized, the department was allowed to collect a similar
may allow the entire plant in rate char?e from a1l new developer/
base aven though the customer base applicants for service., Other

is not yet fully developad. Excess

capacity adjustments are not made as
a matter of policy, and no clear-cut
distinction is made between plant
components such as mar?in reserve,
used-and-useful, and p

ant available to

companies have since sought similar
treatment, but decisions have not
yat been reached.



State

(1)

Used-and- i

Connecticut
{continued)

)

sarve future customers., However, the
amount of plant in rate base depends on
the individual clircumstance as the

Department i¢ not Vikely to allow new and

expandln? utflities to place an ences-
sively h gh portion of new plant burden
on current customers.

I114nois

No, excess capacity adjustments are
rarely neaded. Where plant capacity
has exceedad the needs of current
customers due to unmet growth projec-
tions, the I11inois Commission has
made adjustments rodueinv the
amount of plant allowed in rate base.
The growth of I114nois' water and
wastewator industry has peaked. Con-
sequont1¥, new and expanding utilities
are rarely encountered. Instoad the
number of separate utility companies
has dacroased as smaller systems are
purchased and consolidated into the
operations of larger utility companies.

No. However, reasonable excess
capacity necessary to handle peak
loading and provide for growth has
boe: allowed in rate base in the
past.

No. Large investments in nonused--
and-useful plant are not a problem
in Iinois.

Louisiana

No, the need for excess eapaeltx
adjustments ¥s rare. Most of the
investor-owned water and wastewater
companies in Loufstana are relatively
small. Building smaller systems tends
to minimize the amount of capital
fnvasted in nonused-and-useful plant
bacavse the total fnvestment is small
and because the time required to reach
capacity loads is usvally short.
Additionally, many small utilities
roceived their plants as contributions-
in-aid-of-construction from developers.
Therefore, there 15 often 1ittle or no
plant cost left to be included in rate
base. The Commission does not routinely
Erorate the investment in utility plant
etwaen current and future customers,
because the impact of remaining rate
bases on rates s uvsually minimal.

No. Such a concept would not have
much application in cases where
nonused-and-usoful plant was
negligible.

No. Large investments in nonused-
and-useful plant are not a problem
in Louisiana.

€-Q Xxipuaddy



State

™ | ™
Used-and-Useful

Louisiana
(continued)

AFP

However, there was at least one case
where the Commission, recognizing an
overcapacity problem, refused to allow
full recovery on rate base through rates.
Generally, the Louisiana Commission's
approach to settling water and waste-
water rates is to provide for recovery
of all known expenses as long as the
resutting rates remain within a Tevel

the public will tolerate.

-0 xipuaddy

Massachusetts

Yes, the tnvestment in plant in service No
is prorated between currant and future
customers with the portion available for
future customers classified as nonused-
and-useful. Used-and-useful plant also
fncludes standby cnpacit{ raquired by the
Department of Environmental Quality
Engineering. Recent euamgles of exclu-
sions from vsed-and-usefu) plant include
the following: Land held for fyture use
as a pumping plant; fire hydrants disabled
for nongayment of h{drant charges; and an
overbui it distribution system ecigned to
meet current and future customer demand.
The distribution plant was subjected to

& "resizing adjustment" to remove surplus
transmission and distribution plant from
the rate base.

rovision {s added to used-and-
useful plant for short~term growth.

No. The issye of AFPI has never
been raised in a ut{Tity rate case.

Mississippd

Yes. Plant needed to sorvé customers
expacted to connect over the upcoming
year is allewed in rate base.

Yes, plant in service is prorated be-
tween currant and future customers such
that current customers pay only for the
portion necessary to serve them. The
used-and-useful adjustment is determined
bg dividing the number of customers

the system is serving by the ratio of
all customers the system will serve.

No. The issue has ﬁot been raised.

New Jersey

No, excess capacity adjustments are
rarely needed. Rate base includes

plant which is in use and providing
adequate service. Initia) rates are

No. Margin reserve is not included
in rate base. '

No. AFPI has never been considered
by the New Jersey Board of PubTic
Utilities.



State

1) 2 .
MMI Hminin;nm

New Jersay
(continued)

set using an estimate of plant in
sarvice and customer base at fyll
development., For existing utilities
which are not yet serving a

fully developed customer base, excess
capacity adjustments are made when
necessary but the need for them is rare
since most of the state's developments
are in a fairly mature stage,

Now York

No, excess capacity costs are not o, marg!n reserve would not be appli-
adjusted out of rate base. Initial cable if the entire cost of utility
rates for new water systems are Blant was already included in rate
based on projections of per customer ase. .

capital and operating expenses of the
utility once the entire customer base is
being served, If a utility iz not new
but has capacity to serve additional
customers, the New York Department of
Public Service would not usually adjust
rate base to exctude costs of future use
plant. The effect of such a practice is
to increase costs to current customers
beyond what costs would be upon full
dovelopmant. However, such an effect s
mitigated to some extent by the use of
foracast test years. Using a forecast
test year, rates would be based upon the
number of customers anticipated over a
future perfod. (The investment in central
treatment plant for water utilities with
relatively pure source water may be so
Tow that rate impacts of excess treatment
plant capacit¥ may be minimal. New York
does not regulate investor—owned waste-
wator utilities.)

AFPI would not apply where future
use plant was already includad in
rate base.

North Carolina

Yes, the cost of Blant in service Yes, margin reserve is used in rate
included in rate base s sometimes base caleculations, Usually, 10 percent
adjusted to exclude capacity beyond the ¢ allowed for maing. On other por-
needs of current customers. Usually tiens of plant, the growth allowance
encess capacit* adjustments in water {s determined on a case-by-case basts.
companies are limited to mains. For

AFPI has never been requested by
vater and wastewater companies
in North Carolina. Many of the sys-
tems wera contributed by developers
and have 1ittle or no rate base.

_ Also, many of the systems are

puaddy
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State Used-and-Usafy) AFP 2
North Carolina wastewater utilities, engineers Yook small which minimizes the amount of =)
{continued} at the prudency of a utility's size plant held for future customers. 7:
relative to the existing and antici- . o
pated customer base.
Pennéy!vania Yes, Pennsylvanta does exclude exces- Yos.

Allowances are made for
increases in customers six months
bayond the test year end.

sive capacity from rate base. For some
systoms, revenus was imputed from

unsold lats, decreasing the revenue
requirement to be recoverad from existing
customers. On one occasion, an excess
capacity adjustment was developed using
an industry average ptant investment

per customer,

No.

South Carolina

No. See response to Question 4, No.
Table 4.2b,

Texas

Yes, used-and-usefu) plant is based on
the minimum destgn requirements of the

Yes, 20 percent of excess capacit¥
s
Toxas Dopartment of Hoalth,

or two years of growth potential
usually considered an acceptable part
of used-and-useful plant.

No. AFPI has never been considered
by the Texas Water Cormission.

Virginia

No, since excess capacity adjustments
are rarely neaded. Most of the
investor-owned water and wastewater
utilities in Virginia are small and
achieve capacity loads within, at o
most, five years after initial con- ‘
struction. The Virginia Conmission has

had Tittle occasion to develop used-and-

useful policy such as {s used in Florida,

because the amount of excess plant they en~

counter has a minimal impact on rates when

included in rate base, Many of the water

and wastowater utilities have no rate

base due to customer and developer contri-

butions. If the impact of excess capacity

in rate base was significant, the Coomission

The entire plant

No, not aqplicablo.
ready included in rate base.

cost is a

Not applicable. The entire plant cost
is already fncliuded tn rate base.
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State Used-and-Useful Margin Reserve AFP1
Virginia would considor some sort of adjustment
{continued) to avoid overburdening current customers

with plant to serve future customers.
Washington No, excess capacity adjustments are not

usually made, Host of Washington's
water utilities are very small and
have vary Tow rates. Used-and-useful
plant is all plant that is in service
and providing service including plant
capacity that is available to serve
future customers. Many of the utili-
ties have 1ittle or no rate base.

No, not applicable. A1l plant is
already in rate base.

Not applicable. A1l plant is already
in rate base.

West Virginia

No, excess capacity adjustments are
not made in determining used-and-useful
plant. Host of the state's utilities
are small and include no growing commu-

_nities. The rate fmpact of excess

plant is usuvally small,

No, not applicable. Al1 plant is
already in rate base.

AFPI has never been considered b
West Virginia's Conmission. Addi-
tionally, all plant is already
included n rate base.

(-0 xipuaddy



SURVEY RESPONSES REGARDING RATEMAKING PRACTICES FOR

b
WATER AND WASTEWATER UTILITIES IN OTHER STATES }3
‘ ]
=
»
Question 4: Other comments? 13
Question 5: Recommendations/alternatives? @
Question 6: Monitoring of earnings?
)] L)) (6)
State Qther Comments : Recommendations/Alternatives Monitoring of Earnings
Arizona A precise definition of used-and-useful Rates should be calculated on a

plant cannot be given. Used-and-useful
is a seg:rato enginaering problem for

utility's cash flow requirements
rather than revenue requirements

There is no ongoing policy in place
to monitor water and wastewater
company earnings.

each utility system. dertved from ROI plus expenses.

California Somgtimes unused capacity may be the None. Class A water and wastewater utili-
fault of homeowners who buy several ties (more than 10,000 connections)
tots and build homes in the center are required to file an earnings
Tot. Therefore, saturation adjust- report monthly.
ments should be based on realistic
estimates from oxisting types of
development rather than initially
proposad devalopments.

Connecticut None. None. Staff review annual reports in
addition to periedic rate case
reviows and audits.

IMinois None. None. Annual reviews of earnings are made
through analyses of annual reports.
Review procadures appear adequate
since earnings appear to decline
rather than tncrease.

Louisfana Concepts such as AFPI may often be a None.

problem for small utilities because
of their unsophisticated record-
keeping systems.

As resources permit, staff conduct
special audits to monitor earnings.




State

(4)
Other Comments

Massachusetts

None.

(6
Monitoring of Earnings

None.

Information from annual reports is
entered on a s?readshaet and
analyzed. Additionally, the Depart-
ment has the authority to investigate
uti\itg rates upon the motion of at
least 20 customers.

Mississippt

None,

None.

Arnual reports are filed by utilities
but are not usually reviewed., Earn-
fngs are usually monttored only when
the company files for a rate
increoase.

New Jorsey

Nene,

None.

Data from annual reports is analyzed
and the average return on common
equity 1s checked.

New York

Most water companies $n New York have
difficulty obtaining financing for
expansion and capital tmprovements.
Financing, when 1t §s obtained, is
usually debt financing requiring monthly
cayments of principal and interest. New
ork feels it 1s a regulatory responsi-
bility to ensure that rates provide
utility companies with the cash flow
necessar¥ to meet debt service require-
ments. The adequacy of AFPI when
cash flow is essential was criticized.

None.

Utitities file annual reports with
the Department of Public Service.
Howaver, these reports are of limited
value in determining overearnings
because of expenses charged per books
which may not be allowable for rate-
making purposes. Also, revenuas in
the annual reports are not normalized
and may appear to be excessive when
they are not. Although there is no
formal procedure for monitoring water
company sarnings, high inflation
rates over the last 15 to 20 years
have eliminated the opportunity for
most utilities to overearn.

North Carolina

None.

For companies with 1ittla or no rate
base, a return on rate base provides
14ttle or no net operating income

for company owners. Since rate base/
rate of return regulation is {nappro-
priate for some utilities, North
Carolina offers two methods of setting

Annual reports are reviewed.

6-0 xppuaddy
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State Other Copments Reconmendations/Alternatives Honitoring of Earnings 3
North Carolina rates: the rate base method and the *
{continuad) operating ratio mathod, The utility - s:
may use the method that is more LK
beneficial. o
Pennsylvania Pennsylvania has had a problem with None. If the casaload permits, cursory
dovelopment companies subsidizing raviews are made of utilities®
utilities while lots are being sold. quarterly and annual reports.
When the final lots are sold, sub-
sidization ceases and customers
suffer rate shock,
South Carolina The South Carolina Conmission rarely None. Annudl reports are required but the

uses rate base/rate of return ratemaking
for water or wastewater utilities
anymore. The rate bases of many

water and wastewator utilities wore
substantially reduced by customer con-
tributions so the Commission began using
operating margins as guides to determine
Just and reasonable rates. Operating
margin is determined by dividing net
operating income plus interest expense
and return on equity by operating reve-
nues computed using tha proposed rates.
(Most companies use a flat rate.) The
margin Eercentage is then evaluated for
reasonableness. (Only about three water
and wastewater utilities have a rate base.
The majority are wholly contributed.)

compliance rate is on1¥ about 90
percent. There is no formal
procedure to wmonitor water and
wastewater company earnings.

Texas

As long as the daveloper controls a None,
utility system, the utility will often

avoid requesting full recovery on rate

base in order to keep rates down and

encourage development,

Annual reports are filed by the
utilities. However, if rates are
reasonable when they are set, the
Commission 1s not Tikely to monitor
earnings for the purpose of lower—
ing rates.




)]

()
Monitoring of Earnings

Companies that earn over $10,000 in

" revenves for at Teast three consecu~

tive years must file an annual
report. Companies earning over
$1,000,000 in revenues {there is
only ono in Virginia) must also file
an annual informational filing.
Monitoring for oversarnings isn't
usually necessary since most utili-
ties have no rate base and no net
earnings.

Use of the operating ratio method to
calculate revenue raquirements

should be considered where there is
a z20ro rate base due to contributions.

Utilities fite annual reports. These
regorts are not adequate to monitor
utilitias! earnings. However, addi-
tional reporting requirgments would
fmpose a great financial burden on
small utilities.

{4)
State Other Comments
Virginia None. None,
Washington None.
West Virginia None.

None.

Utilities file annual reports with
the Commission.

{10 xipuaddy



USED AND USEFUL

What a PSC Engineer looks for when determining the Used and Useful
percentage for a regulated utility:

v WATER SYSTEMS
1) Permitted or Firm Reliable Capacity
2) Maximum Day Flows

3) Growth Potential of Customer Base (Margin Reserve)
4) Excessive Unaccounted for Water

[(2+3)»-(@)(1)7U&U %

. WASTEWAT YSTE

1)  Permitted Capacity

2) Average Daily Flows in Maximum Month

3) Growth Potential of Customer Base (Margin Reserve)
1) Excessive Inflow & Infiltration

() DV(1)=U&U %

. REUSE SYSTEMS

l 1)  Capacity of Reuse System
2) Effluent Flow to be wreated for Reuse
3) Growth Potential of Customer Base (Margin Reserve)

|
] (@ N1)=U&U %
|
i
l
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MARGIN RESERVE

1) Average of last § years growth in ERCs or Projection based upon
Linear Regression

2) Multiply (1) by appropriate # of years

3)  Convert to gallons based upon average ERC use in the Test Year

(H*D*3)yMR

SPEC CONSID S

1) How many wells

2)  How much storage

3 What is the limiting factor {weak link) which dete;_mincd permitted
capacity

4) Economies of Scale

3) Unique Growth Factors

6)  Anomalies which affect flows

Id] Regulatory Mandates
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