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STATE OF FLORIDA
OFFICE OF THE PUBLIC COUNSEL

c/o The Floride Legisiature
111 West Madison Street
Room 812
Tallshassee, Florids 32399 1 400
904 4889330

February 26, 997

Blanca S. Bayo, Director
Division of Records and Reporting
Florida Public Service Commission
2540 Shumard Oak Blvd.
Tallahassee, FL 32399-0850

Re: Docket No. SS0asi-ws

Dear Ms. Bayo:

Enclosed for filing in the above-referenced docket are the
original and 15 copies of the Citizens' Posthearing Statement. A
diskette in WordPerfect 6.1 is also submitted. /

Please indicate the time and date of receipf on the enclosed
duplicate of this letter and return it to our fice.
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Sincerely/,
o S McLean
Associate Public Counsel
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In Re: Application for rate DOCKET NO. 960451-WS

)
increase in Duval, Nassau and )
St. Johns Counties by United ) Filed: February 26, 1997
Water Florida Inc. )

)

CITIZENS' POSTHEARING STATEMENT
The Citizens of the State of Florida, by and through JACK
SHREVE, Public Counsel, file this their post hearing statement in
the above-captioned docket. Additions to the Citizens' prehearing
position are marked with an asterisk (*), discussion follows under
the heading "Discussion." Issues in which the Citizens take no
position, or to which the Citizens make no addition since the

prehearing order are omitted.

ISSUES AND POSITIONS

QUALITY OF SERVICE

ASSUE 1: Is the quality of service provided by UwWF satisfactory?

QPC: No position pending receipt of customer testimony.

RISCUSSION:

* [Note: In the discussion of this issue, the citation to the
record is as follows: (xx:yy) where x' is the page reference and
'Y' is the line reference.]

The customer concerns generally fell into twenty-one
categories. Some of the people represented homeowner associations
and expressed their common problems. Objections to the requested
increase were plentiful. Customer Paul Hudgins says that, “The
amount of the increase is excessive.” (11:19-20) The water and
wastewater increased in excess of 100% for Mr. Ed Holland over the
last 10 to 13 years. (14:19-21) He notes that, “people cannot
afford being raised every year; and I've had a rate increase every
year I've been at my home." (15:17-19) “We are not in favor of the
rate increase as proposed,” said John Chyle, who thinks that a 2.6%
cost of living increase would be more appropriate. (18:9-12) James
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Wood states that,“Not making as much as they would like seems to be
poor justification for exorbitant rate increases.” (25:23-25%) One
hundred people in Frank De Hot's neighborhood signed a petition
which voiced an objection to the amount of the increase. (33:18-
21) Martin Mittelacher of Ponte Vedra would like the PSC to deny
the rate increase. (35:13~-15) It was explained by Robert H.
LaBelle that, "My concern was based not only on the magnitude of
the request, but also on my dissatisfaction with the quality of
UWF's product, water, and service as personally experienced by me
and shared by my neighbors and others.” (41:1~5) He further
observes that, “It is befuddling as to how a monopoly, UWF, should
be guaranteed a return on equity higher than the average Fortune
500 company which has to operate in highly competitive markets.
UWF has no competition.” (45:18-22) Outrage comes to mind for
Richard Engel when he contemplates the increase. (57:10) Paul J.
Kekevian remarked that, “They are looking for a 136 to a 40%
increase, which I consider ludicrous. That's about nine times the
inflation rate.” (64:1-2; 64:4~-5) Another customer feeling
outrage was Elizabeth Palmer. (77:23~-24) “This 40% increase is
ludicrous,” stressed Ann Lord. When reading about the proposed
increase, Hazel Thomas ‘got really angry at first" and thought,
‘what are poor people to do with a rate increase like that. This is
utterly ridiculous."” (441:21-23) Yvon Bizier believes that
“they're asking for 40 so they can get that 10 or 15" increase.
(444:24) Mr. Asa Williams was adamantly opposed; “what I really
want to say is the cost and the rate increase that they're asking
for is also -- is just ridiculous.’ (455:12~14) John Pitts just
can't imagine a 40% raise. (463:4) Prior action was taken by
Walter F. Davis when he “wrote the commission on October 24th
objecting to the increases on several grounds.” (972:18~19)
Pleas of heartfelt dismay and indignation resounded from Asa
Williams and Teri Emans respectively; “And I have my bill. In my
household there's just my wife and myself, and we don't utilize too
much water. In fact, we try to save and conserve as much as
possible. We don't flush after uses at times just to save water,
but each and every month, each and every time we get our bill, it's
at least 100+ dollars” and ‘1 brought some of my bills. I pay about
$1,000 a year. My bills are about 200 to 280 every three months.
I think that's enough for water.” Williams (457:4-10) Emans
(459:24~25; 460:1-2)

Another area of concern was that a lack of prudent
management decisions created the cost and rate increase. An
example was alleged by Ed Holland; ‘Someone somewhere along the
line is not doing proper planning with this company to cover their
future expenses." (14:22-24) Similar concerns were expressed in
Robert H. LaBelle's statement that UWF has paid large fines to
other agencies, money which could have gone for capital
improvements or couid have reduced operating costs. (42:11~-21) He
noted that “the City of Jacksonville scuttled a rate increase
slated for this April because of a combination of cost-cutting
moves and revenue growth."” (45:5-7) He goes on "it is noteworthy
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that the City of Jacknonvillo'- public utility pepartment is funded
by customer revenues rather than city taxes. he lesson here is
that if an agency of local govarnncnt usually tagged for
bureaucratic inofticioncy can cut costs and hold the line on rates,
why can't a private utility do it too, and do it petter?” (45:8~
15) Along these same lines Mr. Keith Moffett of fered “they should
cut costs first before passing on rate increases to their
customers...' (86:22—24) Mr. LaBelle sums it up as *the point of
all of this is that 1 strongly feel that this utility and other
utilities do not carefully watch their costs. In fact, it is in
their favor for costs to increase pecause they validate their
requests for rate increases.” (986:10-14)

The issue of chlorine levels again appeared. gd Holland
stated, “At times the chlorine would be 8O strong You couldn't
hardly drink h." (16:13-14) Mr. Don Bruno's ‘water coming out of
the faucets has more of a chlorine odor than the pool does.”
(67:11—13) At Ann Lord's house “the smell of chlorine is 8O
strong You can't even stand to take a shower .’ (433:16-18)
Melissa Goller notes “there are gtill surges of chlorine throughout
the system.' (450:4-5) Terry Goller opines “4¢ it's not
superchlorinated, you got a pad sulfur smell coming out of e,
(451:14—15) some customers, guch as E.C. Gcarrett, use pottled
water for drinking in their homes pecause of the amount of chlorine
in the water.” (464:1ﬂ2)

The charactcristics of the water jitself varied. John Coyle
bel ieves there {s a high calcium content in the water. (18:18-20)
The filter on James Wood's inlet side has to be changed about every
10 days because it becomes clogged with some sort of solid matter.
(31:18-20\ At Richard Engel's house the water leaves 2a scum on
the tile shower glass and everything that is washed in the home.
(57:15—17) The water is very hard and tears up Suzuxi Richardson's

clothes. It leaves a film on everything. she has to filter her
drinking water. (61:11-16) The water quality leads Paul J.
Kekevian to pelieve that a rate reduction is in order (64:23—24)

A gritty mess came out of the taps 1in Elizabeth palmer's home one
evening after united had cut the water on and off as a test.
(76;1—25: 79:23-25; 80:1-2) John waddell's water is often brown.
(440:8~9) A vivid effect of the minerals in the water was
111ustrated by Melissa Goller's cat's bowl. Mellissa and her cat
have been in jacksonville about a year and a half. she changes the
water twice a day. There wvas a "lovely green copper ring inside of
this bowl.’ (447:5-10) Ms. Goller went on to explain, ‘1 have
frequent company, pecause 1 have family in paytona. Nobody will
drink my water. The first comment 1 have from all visitors to my
nome is that this is the worst tasting water they have ever had.’
(448:1-5) John Pitts succinctly related that, The water is not
good.” (462:5~6) And then in response to a question from
commissioner Garcia about the taste of United's water, Walter r.
pavis replied, Wwe don't care for it. We puy water from Publix.
My wife can't stand ie." (977:22-25: 978:1~3)
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A common Perception by United's Customers was that United has
Not met their expectations after prior requests for funds to
improve matters. ‘United water justified their last rate increase
by saying that the water plant and Sewver treatment facility needed
Upgrading. As of this date there is still no apparent significant

this point results are glow in coming."” Id. (25:1-3; 25:10;

after noticing that the quality had declined since nine Years,
since we had been here, 1 did happen to notice that even though the
water quality has declinod, apparently the Company had enough money
to build a beautiful new headquarters Ol == off of Monument Road.
Obviously, the earnings aren't going back into where jt'g heeded.”
(448:21-25; 449:1-4) This was confirmed by Eric Vandenhende's
observation, ‘The water rates have gone up and up. We see no
increased service, We see no form of better Service for jt.*
(453:19-21)

United's replies to Customer inquiries Came into question.
“The Company is slow to respond to Problems and/or customer
Complaints, * explained James Wood. (22:9-11) ‘When the service
is interrupted for whatever reason and a Customer calls in a
Problem, there's an apparent lack Oof concern and responsiveness on
the part of United water of Florida. They act as if the customer
Couldn't Possibly know that there is no water coming out of their
tap.” “They should be required to respond to Customer complaints
in a timely fashion.” Id. (25:10-16; 26:15-16) Don Bruno
thinks, “they are not customer oriented.” pe had a leak in his

lower, since the water was not going down the sewer He received
No satisfaction or even Sympathy from the cCompany (68:9~10
68:1~5 68:7-9) Just this morning 1 called to find out about

find out when and where this hearing was. Certainly their pPeople
should know when and where the hearing was this morning. "
Elizabeth Palmer (77:10-15) Yvon Bizier remarked that, *“a1i rates
have been going up and our water service has been going down,
definjtely down, They've Piped water to three other subdivisions
‘N my neighborhood cutting my front yard, and each time they do
anything in our neighborhood, the water Pressure is lower and the
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chlorine is absolutely terrible.” ((444:25; 445:1-5)

The maintenance has been slow or inadequate. For example, Don
Bruno pleas to the PSC for help, because, “The odor from the lift
station near his house is horrible. They have been called time and
time again without result.” (66:20-22) A similar aggravating
circumstance was reiterated by James Wood; “It took almost a month
to get a water leak repaired in the water main side of the service
connection at 4847 Marsh Hammock Drive East and 1432 Marsh Hammock
Drive South despite almost daily calls to United Water of Florida.
Then it took the better part of another month to get them to repair
the street and areas they had excavated.” (22:12-18) Another
recurring problem was “The level of service in the Fruit Cove and
the northwest St. Johns County area has been marginal with water
pumping station outages three or more times in the last year.’
Keith Moffett (87:1-~4)

Attention was drawn to the fact that when compared to other
local water provides, United is the most expensive already. (24:1~
3) Robert H. LaBelle called our attention to this by asserting
that the 40.4% rate hike “would be 60% higher that the rates
currently charged to customers of the City of Jacksonville and be
among the highest in the state, based on a recent article in the
Florida Times Union comparing rates among major Florida cities.”
(44:18-22)

Having to filter the water seemed to be a common practi.e. -
have a filter on my inlet side and I change it about every 30 days.
It appears to be clogged with some sort of solid matter.” James
Wood (31:18-20) Mr. De Hof installed a water filter to stop the
odor. (33:23-25; 34:1-8) Richard Engel says that he cannot drink
the water from the tap without filtering it. (57:13-14) “We have
to have a water softener, and we have to put lemon in our water in
order to even consider drinking it. We never have it in mixed
drinks.” Paul J. Kekevian (63:10-13) "I do filter my drinking
water and, also, I find the water to be corrosive.” Claire Bee
(84:20-22) “The mineral content of the water is also very high.’
John Waddell (437:17-18) John pitts had to install a filter system
on his kitchen water. (462:9-10)

One person preferred monthly billing. Frank De Hof (33:4-5)
Many more thought petter of gquarterly billing; Robert H. LaBelle
(54:17-25), Richard Engel (60:8-9), suzuki Richardson (61:18~21),
Don Bruno (73:6~7), Claire Bee (85:5-6), Ann Lord (434:6), Norval
Bell (440:24-25), Hazel Thomas (443:1-2), yYvon Bizier ((445:18-20),
and Melissa Goller (449:5-7).

The added expense of puying bottled water was common to many
customers. Robert H. LaBelle (42:7-10), John waddell (437:14-16),
Norval Bell (440:16-18)

The information provided to the customers about the rate case
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was too confusing. Robert H. LaBelle (43:16-21)

Two people mentioned the late fee. “UWNF has requested the
implementation of a late charge of $3.00 for accounts past dye by
21 days. I request that the 21-day deadline be extended to 30
e . ." Robert H. LaBelle (52:14~17) ‘I also ask that a ru1) 30
days be allowed Prior to the assessment of a late fee. If 90% of
the checks arrive on time, why does United water of Florida say
that 40% of their Customers pay late?" John Waddel] (438:6~9)

Several Customers felt that pool leak Problems were not
addressed equitably., Mr. Bruno had a leak in his Po0l, so he felt
the sewer Qquantity charge should have been lower, since the water
was not going down the sewer. (68:1-5; 68:7-9) 1 think that
it'g only fair that if I have to Put water in my pool because of a
leak, that United water give me Credit no matter what my normal

23) Mr. Norval Bell was astonished to find he gets charged sewage
water fees to £fill his pool. (440:10-13)

The customers Perceived a lack Of concern for their healthn by
United. Elizabeth Palmer recalled an incident whereby  he company

another outage and the Customers had not been warned to not drink
the water. Id. (80:407) "As to another statement I heard this

been numerous times where this has happened. " Ann Lord (432:20-24)
Then there was Melissa Goller's eéxperience. “We've had instances
as I'm bathing My child in the shower were all of a sudden we

terrifically bad it burned my child, his skin.” (447:14—17) "We
also have had unannounced interruptions in Service, which 1 also
find inexcusable. With dajily maintenance of certain lines,
certainly we could have some Sort of notice in the Neighborhood sgo

gurgling, black goo that comes through the Pipes after being
serviced." Melissa Goller (447:19~25) Terri Emans said that her
three year o014 kitchen faucet got pitted out and was shoot ing water
up to her ceiling, so she had to replace it and her shower. She
wonders about the safety of the water since jif it's doing that to
her faucets, what is it doing to her kids and their Stomachs. she
can't believe it's safe. (460:11-19)

There have been Problems with the Customers' Plumbing because
of the water, Claire Bee finds the water to be Corrosive. (84:20~
22) Her friend had to replace all or her plumbing within 10 Years
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of it being puilt. (84:23-25) Terry goller noticed that everyone
in his neighborhood nhas had to replace their hot water heaters.
(451:21-23) Teri gEmans’ faucets rusted out like the others have

Ann Lord says that the sewerage charge is not fair. “‘Wwe do
not water our lawn OF wash automobiles with United water's water.
we found out a long time ago that if we did, we would pay the sewer
charge for the water even though it did not 9° into the waste
treatment plant.' (430:24-25; 431:1-4)

customers question the will of the psC to help them. “The
pelief most commonly cxprossod is that the rate increase is already
a done deal and that the hearing and other processes are
pertunctory: that the Florida psc will grant the increase no
matter what.” LaBelle (41:9-12) Mr. La pelle wonders whether it
matters to the Commissionera that none of the UWF customers he
Knows will drink their tap water pecause of its foul taste, or that
he has petsonally experlenced two major sewerage packups in to his
house since 1985 caused by UWF . (42:4-6: 42:22—25) “and the
public service commission, you're supposed to be OuUr watchdog .
You‘resupposed to be working for the public, and it saeRs like
you're not. And if such a rate increase should 9o through, 1 would
fault you 811, e NBS Wwilliams (456:15—19)

TEST XEAB

1SSUE 2° Is an average OF year end 1997 test Year apptoprilto?
(Rate Case audit gxception ¥o. 5)

oPC: The thirteen month average palances ghould be utilized in
determining test year rate base. UWF's use of the future
test year end amounts for determininq plant in service,
accumulated depreciation, contriputions in aid of

violates the matching principle. UWF's proposed water
and wastewater rate base should be reduced by 52,658,661
and $5,317,543, respectively, in order to reflect the

thirteen month average palances. (Iﬂrkin)
Dlﬂﬂﬂﬂﬂlﬂ!t
* puring the hearings, the parties stipulated that a 13-month
average palance should be utilized 31N determining test year
rate base. The commission apprmvod the stipulation without
objection< (Tr . 1/28/97 at 732 - 733)

188UE _5° is the projoctod 1evel of additions to plnnt-in--orvico
approprinto for inclusion in rate pase?

Qpc: NO. The company nhas made siqnificant revisions to the
pro}nwtod capital additions included in its original £i1ing.

M
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In response to opPC Interrogatory No. 78, Uwi made ne Lirsti
revisions to the projected capital additions. Additionally,
pased on the same response, actual additions through September
1996 were considerably less than budgeted. These revisions
should be reflected in plant-in—servico. The thirteen month
average plant—in—l.rvlco, pased on the response to OPC
Interrogatory NoO. 78, should pe reduced by $3,176,951 and
$2,610,939 for UWF's water and wastewater operations,
respectively, in order to reflect UWF's revised projected
additions to plant—ln-sorvice.

The second significant revisions to the projected capital
additions arrived with the rebuttal testimony of Thomas
cleveland. The projoctod 1997 additions have increased from
the $17,883,000 provided by UWF response to OPC Interrogatory
No. 78 (dated pecember 5, 1996) to $21,137,100 indicated in
Exhibit TFC-5 provided with UWF's rebuttal testimonies. UWF's
projected 1997 plant additions increased by $3,25 million
between December 5, 1996 and the rebuttal filing. The newly
projected 1997 additions included with UWF's rebuttal include
several projects that were not included in the original filing
and, thus, have not been reviewed by the parties. Moreover,
the validity of UWF's increase in projected 1997 plant
additions (i.e., over $3 million increase), aie highly
questionablo, considering that actual 1996 additions were
considerably pelow the budgeted amounts included in the
Company's filing. According to the rebuttal testimony of
Thomas Cleveland, the actual 1996 plant additions were $2,871
million less than budgeted. If the 1996 Yulee WWTP land
addition of $1,175,700, which was included in the actual but
not the budgeted additions, is removed, the actual 1996 plant
additions would be $4 million less than what was pudgeted in

the filing. This fact should be given significant

consideration by the commission when evaluating the

reasonableness of the pudgeted 1997 plant additions.
(DeRonne)

DISCUBBION:

*Ortega Hills WWIP

UWF has included $1,000,000 in its projections which
represents the expenses it says that it will incur in the
ortega Hills WWTP phase out. (Ex 37, Tr. 809). Rather than
refurbish the ortega Hills WWTP, UWF intends to interconnect
with neighboring Ortega Utilities Company. (hereinafter,
ortega) In addition, UWF will incur certain plant capacity
charges levied py Ortega. (Tr. 788; Tr. 529) and UWF will be
responsible for recurring treatment fees. (Tr. 530)

Although Ortega operates more than one wastewater treatment
plant, UWF will interconnect only to the Blanding plant. (Tr.
521) UWF witness gambamurthi noted that the planding plant
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was not expanded to accommodate UWF flows. (Tr. 521) The
average annual flow of wastewater generated by UWF customers
which is to be diverted to the Blanding plant is approaching
220,000 GPD, or approximately 800 connections. (Tr. 785)

Despite the assurances extended to UWF by Ortega to UWF that
Oortega has adeguate capacity to treat the wastewater flows
formerly treated by the Ortega Hills WWTP, there is evidence
which suggests that Ortega actually lacks the capacity. In
order No. PSC-95-1376-FOF-WS (Exhibit 25), the commission
unequivocally found Ortega's Blanding plant to be 100% used
and useful. Stated in simple terms, this amounts to a finding
by the commission that the treatment capacity of the Blanding
plant is presently needed by Ortega customers--at least to the
extent that the order requires Ortega ratepayers to provide in
their recurring monthly rates a return to Ortega investors for
their investment in the Blanding WWTP.

Whereas margin reserve might be thought to have provided
Oortega some cushion to accommodate growth--such as the
additional flows from UWF's former Ortega Hills WWTP, no
margin of reserve was included in the used and useful
calculations in the Ortega case. (Tr. 525; Ex. 25, numbered
page 257)

Because the commission has already found the Blanding WWTP
1008 used and useful by the Ortega customers, it would be
disingenuous for the commission to enter an order necessarily
finding that UWF customers can use it too. It is equally
disingenuous for the commission to enter an order necessarily
finding that while Ortega customers must pay a return (and
depreciation) on the Blanding WWTP that UWF must pay a return
too.

UWF Sambamurthi attempted to explain that apparent double use
and double recovery by identifying the used and useful
calculation as a "concept for rate making, probably." (Tr.
525) Yet no valid "concept for rate making" can yield a
result wherein a given utility can recover on one set of asset
from two sets of customers.

Either the commission's used and useful calculations as
exemplified in the Ortega and in this case are flawed, or
there is serious risk that Ortega cannot actually accommodate
the wastewater flows currently treated by the Ortega Hills
WWTP.

To permit the addition of the UWF flows to a plant which has
already been adjudged 100% used and useful is to permit a
double recovery by the Ortega investors. On the other hand,
if the commission finds validity in its own order, it can
scarcely find that a diversion of the UWF flows to Ortega is
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million based on its rebuttal filing. (Ex 41) This amount is
$3.25 million higher than the $17.88 million of projected 1997
plant additions indicated in response to OPC Interrogatory No.

1997 plant additions included in UWP's original filing of
$20.57 million. The main reason for the large, $3.25 million
discrepancy between UWF's response to OPC Interrogatory No. 78
and UWF's rebuttal position is that UWF has included thirteen
new projects in its rebuttal position from which were not
included in its initial rate filing. Additionally, the
Company has now projected that several of the projects which
it projected to have in service during 1996, but did not, will
now be placed into service in 1997 in addition to the
originally projected 1997 projects and the new projects.

The Company is apparently taking the position that they were
not requesting specific projects in the filing, but rather a
Sspecific plant addition cost level. During hearings, the
Company's counsel provided the following descrintion of the
Company's position:

We didn't come to the Commission and say here is exactly
what's going to be done. We came to the Commission and
said, "We are getting ready to spend $45 million. this
is our today's best guess of what these $45 million are
going to be spent for." (Tr. 120)

However, this statement made during the hearings ignores the
fact that UWF's initial filing contained a significant level
of testimony offered by UWF Witness Cleveland describing the
specific projects that it had included in its estimated 1996
and 1997 plant additions, with a higher level of description
for the larger projects. The discussion is contained in the
transcripts at Pages 777 through 798. Additionally, the
Company provided a listing of the specific projects included
in its projected plant additions for 1996 and 1997 in both its
MFRs (Ex 4, Response to Deficiency Letter, Item 19, Tab No.
20) and as an attachment to Mr. Cleveland testimony (Ex 37).
It was upon these Projects that both the oOpPC and Staff based
its interrogatories and analysis. It is not appropriate for

several new projects to its request, nor is it appropriate for
the Company to now take the position that it was not actually
requesting that the specific projects be included, but rather
"$45 million". This would harm the parties by not allowing
for adequate review of the new projects included in the
rebuttal testimony. As pointed out by Commissioner Kiesling
during the hearings:

It's not like one big project was going to be built and
suddenly they found out it wasn't needed. They just
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transferred the amounts to other new projects. And
that's the kind of moving target® that I think is
difficult for anyone to prepare for and to go to hearing
on. (Tr. 165)

The OPC also questions the validity of UWF's proposed increase
in its projected 1997 level of plant additions which is beyond
even the level of projected 1997 additions included in the
original filing. This is even more gquestionable when
considering the fact that the actual 1996 additions were
$2.871 million less than UWF budgeted in the filling and $4
million less than budgeted if the Yulee WWTP land addition is
excluded from the analysis. Despite the fact that UWF did not
meet its projected 1996 plant addition level, it now
apparently believes that it can meet and increase its
projected 1997 plant addition level.

The Company provided an exhibit which discussed the major
variances between the actual 1996 additions versus the
projected 1996 additions. Examples of some of the -easons for
variances provided by the Company included projects being
delayed, DOT revised schedules, and slower developer activity.
(Ex. 40) When question regarding the DOT revised schedule
which caused actual additions to be below budget, and whether
or not that sort of change is likely for 1997, Company Witness
Cleveland responded as follows:

With DOT projection it's a moving target: All you can do
is plan based on discussions with DOT, which is what we
did. When they change their mind, we have no control
over those things. (Tr. 814)

The Witness also agreed that there are projects included in
the 1997 plant additions that are geared to DOT plans.

When asked whether or not there are other projects in the
Company's 1997 projections which are subject to delays,
Company Witness Cleveland responded:

Certain delays are outside our control, certainly. It
would be the intention of the Company to do every thing
in its power to complete the projects as planned. but as
we know from experience, certain things happen that we
cannot control. And at this pint in 1997 it's very
difficult to say what is going to happen by the end of
year. (Tr. 815)

The Company also agreed that it is the customers who will bear
the risk of uncertainty if the Commission approves UWF's
projected 1997 plant additions as they will pay a return on
the projected investment. (Tr. 815)
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Considering the high level of slippage in UWF's projected 1996
plant additions and the fact that UWF's rebuttal testimony
includes numerous new Projects which the parties have not had
an opportunity to adequately scrutinize, the OPC recommends
that 1997 plant additions be based on the amounts and the in-
service dates provided by the Company in response to OPC
Interrogatory No. 78, which has been provided as Schedule 7-C
in Exhibit 29. This would allow for the specific projects
requested by UWF in its initial filing, updated as of the
response to the Interrogatory to reflect revised estimated
costs and in-service dates for those specific projects. As a
result, the projected additions would be based upon the
specific projects which the parties have had adequate
opportunity to review for appropriateness. UWF's projected
additions, by month, for 1997 resulting from the response to
OPC Interrogatory No. 78 is presented in Exhibit 29, Schedule
7-A, page 1, for water operations and Schedule 7-B, page 1,
for wastewater operations.

ISSUE 8: Is it appropriate to include property held for future use
in rate base? (Rate Case Audit Exception No. 6)

QPC: No. According to UWF's response to OPC Interrogatory No.
78 and UWF Exhibit No. TCF-3, $1,175,700 was added to
plant-in-service during 1996 for the purchase of Yulee
WWTP Land. According to the rebuttal testimony of UWF
Witness Thomas F. Cleveland, the Company purchased 3165
acres of wetlands and 65 acres of uplands, costing
$1,175,700, for construction of a wastewater treatment
plant. Since the purchase of the land, the Company has
entered into an agreement to purchase water and
wastewater facilities that are currently operated by
Sunray Utilities. When the acquisition is completed,
excess wastewater treatment capacity will be avajilable to
serve the Yulee subarea. As a result, the Company will
be able to postpone construction of the new treatment
plant on the Yulee land for several years. Consequently,
the land that was purchased is not used and useful, and
will not be used and useful for at least several years
into the future. The Yulee WWTP land, totaling
$1,175,700, should be excluded from plant-in-service when
determining rate base in this filing as it is land held
for future use and not currently used and useful.

(Larkin)
DISCUSSION:
* The foregoing position is Supported in the record. The
Yulee purchase of $1,175,700 is shown with the subsequent
agreement to purchase the Sunray system (Tr. 802). UWF

Cleveland confirms that the utility contemplates no
construction on the Yulee land during the next five years.
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(Tr. 818, g20) Of course, the utility has let no contracts
for any construction. (Tr. 891) The utility expects to use
the property to meet additional capacity in seven years. (Tr.
818)

it is also true that the land in qguestion enjoys development
potential, and presunable, an attending tendency to
appreciate. (Tr. 803)

UWF would have the commission charge current customers for a
return on investment which according to their own estimates
will not be used for seven years.

That events of the next seven years are uncertain 1is obvious=~
and the potential error of predictions is shown in this record

on this issue. UWF cleveland's testimony shows that the
acquisition of Sunray was unforseen, thus delaying the use of
the Yulee 1and for at least seven years. (Tr. g02) Common

gsense shows that other contingencies might arise SO as to
defer the usefulness of the Yulee land into the even more
distant future. one of those contingencies might find the
utility selling the land for its development potential, the
disposition of the gain on sale uncertain.

The Yulee land will not pe used for years and is simply not
used and useful to today's customers. consegquent.iy, rates
which result in this case should not provide for a return on
it.

ISSUE 9° Is there excessive unaccounted for water, and if so, what

QPC:

adjustments are necessary?

yes, there is excessive unaccounted for water in several of
UWF's service areas. For example, according to Company
schedule F-1, UWF's Milmar Manor service area has a 41.6%
unaccounted for water rate, the ponce De Leon area has a 20.8%
unaccounted for water rate, the Ridqeland area has a 22.3%
unaccounted for water rate, the Riverview area has a 25%
unaccounted for water rate and the Town and Country area has
a 45.9% unaccounted for water rate. reductions to test year
purchased power and chemical costs should be made accordingly.
(LArkin)

DISCUSSION:

UWF has not made any adjustments to reduce either 1its
purchased power OT chemical costs to account for excessive
unaccounted for water. UWF has pointed out that the
unaccounted for water percentage during the test year for UWF
a whole is g.9%, which is within the 12.5% 1evel that the
commission indicated in proposed Rule 25-30.432. (Tr. 482 <
483) However, when the unaccounted for water percentage 14
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Oon a systenm by system basis, uwp has @xceeded the
allowed Percentage in Numerous Systems, and Some
signiticantly. UwWF Provided the Unaccounted for water
Percentages in its On Schedule p.j On a system

basisg, (Ex 4) !

territories.
1l costsg should
ms in which the

Unaccounted for
Vel allowed by the Commission.

rgin reserve be allowea for the water System,
and if so, in Vhat amount?
QPC: No.

(Larkin)
RIsCussion:

* Mr. Sambamurthi, the general Manager of the utility, agreed
with ope that MArgin reserve is for future Customers. In
fact, he elaborated:

By Mr. McLean:

Q Okay. Wel]l, You told ne that margin reserve, the
bene!icjaries of margin reserve, are current
future Customers?

Customers or
By Witness Sambamurthi:

A No, Margin reserve

Q Oh, it is exclusivaiy

is for future Customers.

for future Customers?
A

I would Say so,.

(Tr. § 12)
Mr. Sambamurthj'g testimony should dispel

any notion that
- 15




current customers should pay any return whatsoever on assets--
represented by margin reserve--which are clearly held by the
utility for the pbenefit of future customers.

ISSUE 12: Should a margin reserve be allowed for the wastewater
system, and if so, in what amount?

QPC: No. (Larkin)
RISCUSSION:
* Please see Issue 11.

ISSUE 13: What are the appropriate used and useful percentages for
the water treatment plant?

QPC: The Company has included all of its plant items as being
100% used and useful, despite the fact that UWF has
projected some additions to plant in service which will

increase capacity. A used and useful analysis should be
conducted and appropriate adjustments should be made
accordingly. (Larkin)

DISCUSSION:
* Please see issue 14.

ISSUE 14t What are the appropriate used and useful percentages for
the wastewater treatment plant?

QPC: The Company has included all of its plant items as being
100% used and useful, despite the fact that UWF has
projected some additions to plant in service which will

increase capacity. A used and useful analysis should be
conducted and appropriate adjustments should be made
accordingly. (Larkin)

DISCUSSION:

* The used and useful calculation regarding the Ponce de Leon
WWTP is illustrative of the approach taken to the used and
useful calculation utilized by UWF. The Ponce de Leon WWTP
nas a design capacity of 400,000 GPD, or the capacity to serve
1,000 connections. (Tr. 494) It is currently receiving
20,000 to 21,000 GPD, or five percent of its capacity. (Tr.
516) yet in the judgement of UWF witness Guastella, this
plant which is serving a flow 5% of its capacity becomes 100%
used and useful. (Tr. 562)

In order to find a use for the remaining 95% of this
particulax plant, Witness Guastella utilized less than 25% of
its actual capacity in his calculation: he calculated as if
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the plant had a capacity of 95,000 GPD rather than its actual
capacity of 400,000. (Tr. 562) Mr. Guastella apparently used
this number because the company, recognizing the expense of
permitting the plant at its actual capacity, first
partitioned, then permitted the plant at 95,000. Of course
the investment required in the Ponce de Leon WWTP was not
similarly downsized. (Tr. 515)

Mr. Guastella then calculated a margin reserve--which Mr.
Sambamurthi testified was for the use of future customers (Tr.
532) --such that the margin reserve is actually larger than the
current flows at the plant. (Tr. Tr. 517; Ex. 26, sched 2,
3 of 3) This despite a long-standing commission policy of
restricting margin reserve to 20% of existing flows.

Only able to reach 44% used and useful after having ignored
more than 75% of the capacity of the plant, and generously
pProviding for a margin reserve which is greater than the
present customer loading, witness Guastella found the plant
100% used and useful based upon the “obvious" notion that
since the portion of the Ponce de Leon WWTP considered by him
amounted to only 0.8% of the company's total treatment
capacity and that the plant cost only 0.4% of .he company's
total investment in WWTP, that the "regulatory rate setting
mechanism called 'used and use.ul' is not applicable under
these circumstances." (Tr. 563)

Mr. Guastella's skill in reaching 100% used and useful is not
restricted to the wastewater assets. It is to be found on the
water side as well, wherein his calculations of used and
useful assume that a utility must be able to meet peak
demands, meet fire flow, with the largest wells out of
service. (Tr. 579) As Mr. Guastella concedes, his
calculation would require customers to service an investment
which is put in place to meed extremely wunlikely
contingencies. (Tr. 583) At no place in his testimony did
Mr. Guastella relate the remote contingencies in his
calculations with the Prudency of the investment required to
meet those contingencies should they ever occur. 1In lieu of
such a comparison, he referred the commission to unnamed
people "who have designed systems [who have] come to the
conclusion that that's the appropriate way." (Tr. 583) So,
according to Mr. Guastella, customers of this utility should
be required to pay a return on assets which are in place to
meet contingencies which will nearly certainly never occur.

The evidence provided by UWF on the issue of Used and Useful
is woefully inadequate. On the wastewater side, the
extraordinarily generous calculations of Mr. Guastella are
laid bare in a close scrutiny of those associated with the
Ponce de Leon WWTP, in which a plant operating at 5% of its
capacity becomes 100% used and useful, and its entire
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investment proposed for inclusion in rate base.

on the water side, it is clear that the same extraordinarily
generous calculations are extant. The utility proposes to
have a return on investment in assets put in place to meet
contingencies which will never occur.

A very substantial adjustment to the utility's view of used
and useful is appropriate.

ISSUE 15: What are the appropriate used and useful percentages for
the water distribution system?

QPC: The Company has included all of its plant items as being
1008 used and useful, despite the fact that UWF has
projected some additions to plant in service which will
increase capacity. A used and useful analysis should be
conducted and appropriate adjustments should be made
accordingly. (Larkin)

DISCUBSBION:

* Please see issue 14.

ISSUE 16: What are the appropriate used and useful percentages for
the wastewater collection system?

QPC: The Company has included all of its plant items as being
100% used and useful, despite the fact that UWF has
projected some additions to plant in service which will
increase capacity. A used and useful analysis should be
conducted and appropriate adjustments should be made
accordingly. (Larkin)

DISCUSSBION:
* Please see issue 14.

ISSUE 17: Should CIAC be imputed on margin reserve, and if so, in
what amount?

QPC: Yes. Any used and useful study adopted by the Commission
in this case which includes an allowance for margin
reserve should include an offset to such margin reserve
for the CIAC on such reserve that will ultimately be
collected by the customers represented by the margin
reserve. (Larkin)

DISCUSBION:

* The utility makes scant use of margin reserve as it lays claim
to 100% used and useful by other means. To the extent the
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rat Change in 198 appropriato, and | ¢+ what
adju-t.ontl are noeeeaary? (Rate Case Audijt txoeption

No,
QPC: 1n Stafr'g Audit g Port for the Fourteen Yearg Ended Decembe
31, 199 (Audit Contro) & 93-216-1— + Star recommended an
adjustment 5 ACCumulateq deprecxation balance In

1986, Uwp Changeq its depreciation rates. 1he Change wasg not
in Compl jiance With the Commission's Specifjc Juidel ines for
he determination of depreciation for water and Wastewater
Companijeg. The cOmpany should have waited until jtg next rate
filing, i.e., the instant Case, to Change its depreciation
rates, Stafy recalculated accumulated depreciation for the
Years 19g¢ through 1994 based op the rates approved by the
Commission in UWp'g last rate cage. Starrg calculations
Fesulted i, adjustments which increased water accumulated
depreciation by $1 262,048 and decreased Wastewater

accumulated depreciation by $173,983. These adjuatments
shoulqd be reflectedq. (DeRonne)
* In 1986, uwp Changeq its depreciation rates, ‘rior to the

change, UWF hag been depreciating all of its Plant based on a
Composite depreciation rate. rhe Change purportedly 'esulted
in the Same Overal] Composite rate byt Consistedq of individual

rates by plant account Number e Company's Change in rateg
Vliolated cOmmieSion Rule 25030 140 f *+ Which, accordinq to
Staff'g udit report for the 14 Years endegq December 31, 1994

rateg from the ast Commission action Until the first
Comm1581on action Uunder the new depreCiatxon Fule which was
effecteq March 22, 1984 (Tr. 703 The Current Case is the
first rate Case for UWF Since the new depreciation rule wasg
1ssued, theretore UWF should not have thanged its
depreCIation rates during 1986, t was noted jin Ms DeRonne's

testimony that while she 4dig not confirm the 4o the
calculations necessary to confirm the amount of adjustment

Starfr'g calculations are incorrect. AS the OPC diq not check
or recalculate Staffr'g calcu]ation, we can not take 5 Position
as to whether or not Starrg carvulationﬂ are invorrect as




I88UE 19: what impact does the inclusion of UNF's revised Projected
additions to plnnt-in--orvlco have on Accumulated
depreciation?

QPC: Based on the Company's revisions Provided in response to opc
Interrogatory No. 78, the thirtaen-nonth average accumulated
depreciation balances should be decreased by $590,243 and
$536,519 for the water and wastewater Operations,
respectively, in order to reflect the impact of UWF's
revisions to its Projected additions to Plant jin service,

(DeRonno)
RISCUSBION:
* The revisions to the additions to Plant jin Service will have

an impact on accumulated depreciation, as the test Year level
of depreciation will be Premised upon the amount of plant in
service for each month of the test Year. OPC Witness DeRonne
has recommended that the reduction to accumulated depreciation

by first deternininq the percentage reduction between the 13-
month average plant in service included in the filing and the
13-month average plant in service recommended by the opc based
uPpon the additions Provided in response to Interroqatory No.
78 (See Issue No. 5). This Percentage should thcn be applied

A88UE 20: Are any additional adjustments to accumulated
depreciation hecessary? (Rate Case Audit Exception No. 7)

QPC: As discussed under Issue 2, UWF'sg Proposed water and
wastewater accumulated depreciation should pe reduced by
$760,678 and $1,820,853 in order to reflect the future test
Year thirteen month average balances. (Larkin)

RISCUSSION:

* During the hearings, the parties stipulated that a 13-month
average balance should be utilized in determining test year
rate base. The Commission approved the stipulation without
objection. (PR 73 - 733) Likewise, the Office of Public
Counsel's Position that accumulated depreciation be premised
upon the 13-month average balance of plant in service should
be adopted to ensure a matching of test year accumulated
depreciatin with test Year plant in Service and test year
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depreciation expense. Thus, accumulated dapreclatlon should
initially be reduced bY 8760,678 for water operations and
$1,820,853 for wastewater operations. The reduction is pased
on the difference petween accumulated depreciation pased oOn
the 13-month average plant in service, as calculated py UWF,
and the amount of accunulated depreciatlon actually requested
by UWF which is pased on year end plant in service. (Ex 29,
schedule 4)

ISSUE 22°% what is the approprlato anortl:ation rate and amount of
aocunulatod amortisation for acqulaltlon adjuatnonta?

The Company has not pegun amortizing its acqulaition
adjustments on its pooks i consequently, the filing only
{ncluded the amortization that it expects tO accrue during
1997 . gimilar to the treatment of daproclation expense on
plant assets, the Company should have begun amortlzation of
the acquisition adjustnenta when the adjustments were recorded
on the company 's books . Assuming that the company 's proposed
20 year amortlzatlon porlod is allowed, water and wastewater
rate base should be reduced bY an additional §145,660 and
§284 ,547, respectively, in order to reflect an appropriate
level of accumulated amortizatlon on the acquisitlon
adjustments, with amortization peginning when the acquisition

adjustments were pooked . (Larkin)
* The Company has included $594,326 1n rate base ¢for its water

operations and $867,986 in rate pase for its wvastewater
opetations related to acquisltion adjustments. (Tr. 644; Ex 4,
MFR schedules A-1 and A-2) The acquisition adjustments are
related to the purchase of 81X water systems and five
wastewater systems, each of which occurred since uwrF's last
rate case. In response to OPC lntorroqatury No. 29, the
Company purports that each of the acquisition adjustments have
already been approved py the commission. (Tr. 644)

The Company has not yet amortxznd any of the Acquisltlon
adjustments on its books, nor has it of fset rate pase for the
accumulated amortlzatlon peyond what it anticipates accruing
Aquring 1997. It is the company's claim that it has not yet
pegun amortizing the acquinxtinn adiustmonts pecause the
Commission has not yet speciticaliy approvad an nmnrti?ation
period. (Tr. 644 < 645) In the filing, the company pruposed
a 20 year amortxzation period for each of the acquisition
adjustments in the current case. (Tr. 645) It should be
noted that during the hearings, Company witness McGuire
indicated that the Company is proposinq a 15 year amortization

perlod. (Tr. 887) However, during the hearings was the first
indication that the Company is prOposinq a 15 Yyea:
amﬂrtlzation period. prior tO this point, the Company had

- ‘)l -




consistently Fequested a 29 year amortization Period and based
its Calculationg on this fequest, in both jts MFRs in Schedule

Position regarding the Proposed length of aAmortization at such

Regardlegs of the length of amortization Period, the Company
should have begun amortizing itsg acquisition adjustmentg when

acquisition shall bpe amortized, or otherwise disposed of as

he Commissjion Bay approve Or direct. » (Tr. 848)

Consequently, it is the Company'g Positjion that the Commllsion

has not yet spocirically approved the amortization Period for

the acquisition adjust..ntn, thor.foro, it is appropriate that

the Company had not yet begun émortizing the amountsg, (Tr.
48

The Company'sg Position ignores the fact that each of the
acquisitions adjustments were Previously Approved py the
Commission, Prior to the current Case. It has been genera]
Policy that when an acquisition adjustment is approved, it is
amortized, (Ty. 664) As Stated by opc Witness Larkin, "3t

acquisition adjustmentsg should have been at the time that the
acquisition adjustments were recorded on the Company'g books.
(Tr. 645)

The amount of accumulated amortization of acquisition
adjustments that shoula be offget against rate base shoulgd be
Calculated assuming amortization had occurred from the date
that the acquisition adjustments were recorded on the books
through the middle of the future test year. g A 646) The
middle of the future test year should pe used since the
Parties have agreed to the 13-month Average rate base
methodoloqy in the current case. The Calculation should also
be Calculated utiiizinq the twenty year amortization Period
Proposed by the Company in its filing, The calculation is
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presented in Exhibit 29 on Schedule 9, and results in

accumulated amortization of $145,660 and $284,547 for water
and wastewater operations, respectively.

ISSUE 25: Should any unfunded liability for Other pPostretirement
Employee Benefits be reduced from rate base?

QPC: Agrees with staff. (Larkin)

DISCUSSION:

* Based on the Late Filed Exhibit #6 (Ex 15), the Company does
not intend to fund $426,764 if its 1997 Other Postretirement
Employee Benefit ("OPEB") cost, yet the Company has included
its full projected 1997 OPEB expense in test year expenses.
The unfunded portion, $426,764, represents a cost free source
of capital to the Company as it intends to collect the full
expense from ratepayers, yet only fund a small portion of the
amount collected. The Company stated that it would agree to
include in rate base the unfunded portion of its OPEB expense
recovery. (Tr. 848 - 849) Rate base should be reduced by the
projected 1997 test year unfunded OPEB cost of $426,764.

ISSUE 27: What is the appropriate capital structure for rate making
purposes for the projected test Yyear ending 12/31/977
(Rate Case Audit Exception No. 4)

QPC: The appropriate capital structure for rate making purposes for
the projected test year ending 12/31/97 for UWF is as follows:

Description Capital Structure
Long Term Debt $46,643,824
Short Term Debt 386,801
Preferred Stock 120,593
common Equity 26,634,106
Customer Deposits v 9,133
Tax Credit-wtd cost 2,117,884
Accum. Deferred Income Taxes 1,120,151
Total $77,033,492
(Larkin)
DISCUSSION:
* United Water Florida has proposed a 13 month average capital
structure utilizing the parent company capital structure as of
December 31, 1995. It is UWF's position that the parent

capital structure represents a surrogate for the actual
invested capital which UWF would have invested had it been a
stand alone company. (Tr. 836)

There are several flaws in the underlining theory which
negates UWF's bases for recommending this capital structure.
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office of the Public Counsel Witness Larkin details these
problems and adjusts the Company's capital structure to
reflect a capital structure which more reasonably represents
the underlying flow of funds necessary to construct the plant
additions at issue in this case. The following paragraphs
will discuss each of the components and their adjustments as
recommended by Witness Larkin and why that adjustment should
be adopted by this Commission.

Witness Larkin recommends two adjustments to deferred income
taxes which are discussed in Issue No. 29. Both of these
adjustments should be adopted by the Commission.

In addition to adjustment to deferred income taxes, wW.tness
Larkin has adjusted the Company's debt component to reflect
the full amount of a $20,000,000 tax exempt bond issue, issued
through the City of Jacksonville, Florida. The Company's
annual reports states "In August 1995, United Water Works
issued $20,000,000 of 6.35% tax exempt water and sewer revenue
bonds, due 2025 through the City of Jacksonville, Florida.
The proceeds are being used to fund capital improvements of
United Water Florida [a subsidiary of United Water Works]."
The Company's annual report clearly indicates that this issue
sponsored by the City of Jacksonville was used<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>