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DIRECT TESTIMONY OF BARRY F .  DAVIS 

Q.  

A .  

Boulevard, T a l  lahassee, F lo r ida  32399-0850. 

Q. 

A .  

Q .  

A .  

Q.  

A .  I received a Bachelor o f  Science degree i n  mathematics from F lor ida  

State Univers i ty  i n  May 1964. I served on ac t i ve  duty w i t h  the  United States 

A i r  Force from 1964 t o  1976 when I l e f t  act ive duty t o  pursue graduate studies 

a t  F lo r i da  State Un ive rs i t y .  I received a Master o f  Accounting degree i n  

August 1980. I was employed by the  F lo r ida  Publ ic  Service Commission as a 

Public U t i l i t i e s  Auditor from September 1979. I n  December 1980 I accepted the  

pos i t ion  o f  what i s  now ca l led  a Regulatory Analyst w i t h  the  Accounting Bureau 

of t h e  D i v i s i o n  o f  Water and Sewer. I transferred t o  the  Accounting Bureau 

of the  Communications D iv i s ion  i n  1987. The Bureau was l a t e r  t rans fer red  t o  

t h e  D iv i s ion  o f  Aud i t ing  and Financial  Analysis and was r e t i t l e d  

Communications Revenue Requirement Section. A f t e r  t he  i n i t i a l  deregulat ion 

o f  communications u t i l i t i e s ,  I was assigned temporar i ly  back t o  the  D iv i s ion  

of Water and Wastewater i n  January 1996. My p o s i t i o n  was permanently 

reassigned t o  the  Accounting Sect ion o f  the  Bureau o f  Economic Regulat ion i n  

the  D iv i s ion  o f  Water and Wastewater i n  Ju l y  1996. I am cu r ren t l y  a 

Professional Accountant Speci a1 i s t .  

Would you please s t a t e  your name and business address? 

My name i s  Barry F .  Davis and my business address i s  2540 Shumard Oak 

By whom a r e  you employed? 

The F1 o r i  da Pub1 i c Service Commi ss i  on. 

How long have you been so employed? 

I have been employed w i th  the  Commission s i r c e  September 4, 1979. 

Would you s t a t e  your educational background and experience? 
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Q. Would you explain what your general r e s p o n s i b i l i t i e s  are as a 

Professional Accountant Spec ia l i s t  w i t h  t h e  Bureau o f  Economic Regulation i n  

t h e  D i  v i  s i  on o f  Water and Wastewater? 

A .  I am responsible f o r  reviewing and conducting in-depth cost analysis o f  

appl icat ions assigned t o  me by my supervisor. I am responsible f o r  developing 

a l t e r n a t i v e  proposals, preparing expert testimony, exh ib i t s  o r  f i n a n c i a l  

statements f o r  regulatory proceedings, t e s t i f y i n g  and w r i t i n g  cross- 

examination questions f o r  hearings i n v o l v i n g  complex accounting, f inance and 

r a t e  issues a f f e c t i n g  u t i l i t y  revenue requirements. My dut ies a lso invo lve 

prepar ing and analyzing special s tud ies r e l a t e d  t o  t h e  water and wastewater 

i ndust ry . 

Q .  

A. Yes. I have t e s t i f i e d  i n  several cases between 1980 and the  present 

before t h i s  Commission and the  D i v i s i o n  o f  Admin is t ra t ive Hearings. The most 

recent case was Docket No. 880069-TL, Southern B e l l ,  i n  1992. The most recent 

water and wastewater case was Docket No. 850062-WS, Meadowbrook U t i  1 i ti e s t  

I n c .  i n  1987. Before t h a t  I have t e s t i f i e d  i n  Docket No. 870166-WS, P a l m  

Coast U t i l i t i e s ,  Docket No. 850051-WS, Park Manor Waterworks, I n c . ,  Docket No. 

840419-SU, F lo r i da  C i t i e s  Water Company, Docket No. 800621-WS, Gulfstream 

U t i  1 i t y  Company. 

Q .  

A .  My testimony w i l l  address t h e  f o l l o w i n g  issues from Order No. PSC-89- 

0524-FOF-SU whi ch were protested by M i  d-County Services , Inc.  ( M i  d-County o r  

u t i l i t y )  on May 7 ,  1998: The proper amount o f  Contr ibut ions I n  Aid o f  

Construction, o r  C I A C ,  Accumulated Amort izat ion and annual amort izat ion o f  

Have you t e s t i f i e d  i n  any other  cases before t h i s  commission? 

What i s  t he  purpose o f  your test imony i n  t h i s  case? 
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CIAC t h a t  should be imputed i n  rate base and net operating income for the tes t  

year based on the margin reserve granted i n  this case. I w i l l  address the 

amount of intracompany allocations of common costs which should be included 

i n  operating income. I w i l l  testify t o  the proper rates for Mid-County 

Services . 

Q .  Should the Commission include an imputat ion o f  CIAC on the margin 

reserve? 

A .  Yes. The Commission should include an  imputat ion o f  CIAC as a m3tching 

provision t o  the margin reserve calculation. However, as a n  averaging method, 

only 50 percent o f  the imputed CIAC should be recognized since the imputed 

amount will  be collected over the l i f e  o f  the margin reserve period rather 

t h a n  a l l  a t  the beginning of the period. I n  a d d i t i o n ,  the i m p u t a t i o n  should 

be limited t o  the amount of net p l a n t  included i n  the margin reserve. 

Q .  

i nterpretati on 1 eads you t o  your concl usi ons? 

A .  The margin reserve reflects the u t i l i t y ’ s  o b l i g a t i o n  t o  serve potential  

customers, and the u t i l i t y  invests i n  central p l a n t  t o  meet this  service 

o b l i g a t i o n .  I f  a margin reserve i s  included i n  the used and useful 

calculations, then, t o  achieve proper matchi ng , a n  amount o f  CIAC equi V a l  ent 

t o  the number o f  equivalent residential connections (ERCs) represented by the 

margin reserve should be reflected i n  rate base. When determining the amount 

o f  imputed C I A C ,  the Commission should use the existing or new capac i ty  

charges, since this is  a forward-looking adjustment. Also, the amount of CIAC 

recognized i n  rate base should be no greater t h a t  the amount of net p l a n t  

included i n  the margin reserve, My testimony on the imputa t ion  of C I A C  on the 

Please explain your interpretation o f  the margin reserve and why t h a t  

- 3 -  
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margin reserve i s  consistent w i t h  Order No. 20434, issued on December 8, 1988 

i n  Docket No. 871134-WS: Order No. 20272, issued on November 7 ,  1988 i n  Docket 

No. 880308-SU; Order No. 24735, issued on Ju ly  1, 1991 i n  Docket No. 900718- 

WU: and Order No. PSC-93-030l-FOF-WS, issued on February 25, 1993 i n  Docket 

No. 911188-WS, where the lesser of the amount of the margin reserve or the 

number of ERC i n  the margin reserve was multiplied by the current connection 

charge. 

Q .  Why have you only included 50 percent of the CIAC estimated t o  be 

col 1 ected? 

A. During the margin reserve period, CIAC will not be collected on day-one 

of the period, b u t  evenly over the period. Since the actual collections are 

u n k n o w n ,  i t  is impossible t o  predict a t  what  rate the growth will  occur. I 
believe i t  i s  a reasonable assumption t o  spread growth ratably across the 

period. Staff witness Crouch has testified t h a t  18 months is  the appropriate 

margin reserve period. The Commission has approved this  allocation i n  Order 

No. PSC-97-0388-FOF-WS, issued on April 7, 1997: Order No. PSC-96-132O-FOF-WS, 

issued on October 30, 1996; and Order No. PSC-96-1338-FOF-WS, issued on 

November 7 ,  1996. The gross CIAC for the wastewater system i s  109.49 ERCs, 

26,825 gallons per day (gpd)  d i v i d e d  by 245 gpd per ERC, multiplied by the 

$1,235 connection charge. This results i n  $135,220. 50 percent of w h i c h  is 

$67,610. 

Q .  

A .  Since net p l a n t  included i n  the margin reserve is only $50,733, the 

amount  of CIAC recognized i n  rate base should be no greater. Allowing the 

f u l l  $67,610 would reduce used and useful p l a n t  serving current customers. 

Why have you limited the amount of CIAC t o  be included i n  rate base? 
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For t h e  wastewater system, i t  i s  appropriate t o  impute add i t iona l  C I A C  of 

$50,733. Adjustments should also be made t o  increase accumulated amort izat ion 

of CIAC by $943 and t e s t  year amort izat ion expense by $1,887. 

As discussed by s t a f f  witness Crouch, DOAH has issued a f i n a l  order 

which inval idated the PSC’s proposed r u l e  on the computation o f  margin reserve 

and imputation o f  CIAC.  For t h e  same reasons s tated by s t a f f  wi tness Crouch, 

I do no t  be l ieve  t h a t  DOAH’s i n v a l i d a t i o n  o f  the  proposed r u l e  has a d i r e c t  

e f f e c t  on the instant  case, o r  my p o s i t i o n  i n  t h i s  issue.  I be l ieve  t h a t  t he  

Commission should inc lude an imputat ion o f  C I A C  on the  margin reserve. For 

t h e  wastewater f a c i l i t i e s  t h i s  equates t o  $135,220, based on t h e  109.49 ERCs 

included i n  the margin reserve times the current $1,235 p lan t  capaci ty  charge. 

As stated previously, t h i s  amount should be an average amount, t he re fo re  CIAC 

o f  $67,610 i s  appropr iate f o r  i nc lus ion  i n  r a t e  base. Since t h e  amount o f  

p l a n t  i n  the  margin reserve i s  on ly  $50,733, 2.98 percent m u l t i p l i e d  by 

adjusted treatment and disposal p l a n t  o f  $2,281,624, t he  adjustment should be 

l i m i t e d  t o  t h a t  amount. 

Q .  Are the  a l loca t ions  from U t i l i t i e s ,  I n c .  a reasonable d i s t r i b u t i o n  o f  

the  cos t  o f  the  services provided t o  Mid-County? 

A .  No, the  a l l o c a t i o n  methods employed by U t i l i t i e s ,  I nc .  a t  the  t ime o f  

t h i s  f i l i n g  overstate costs t o  Mid-County. U t i l i t i e s ,  I n c . ,  Mid-County’s 

parent  company, through i t s  subs id iary  Water Service Corporation (WSC), 

a1 1 ocates common costs,  i nc l  udi  ng b i  11 i ng costs,  t o  a1 1 of i t s  subsi d i  ary 

u t i l i t i e s ,  inc lud ing  Mid-County. Upon review o f  the  minimum f i l i n g  

requirements (MFRs), I was concerned w i t h  the  la rge  increase i n  operat ing and 

maintenance expenses s ince the  l a s t  r a t e  case, as shown on MFR Schedule B-8. 
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the benchmark analysis . Thi s schedule compares the operat i  on and mai ntenance 

expenses allowed i n  the l a s t  r a t e  case w i th  those requested i n  the current  

case. The majority 

o f  t h e  increases above customer growth and i n f l a t i o n  are from the  WSC 

a l l oca t i ons ,  i n  p a r t i c u l a r  those a l loca t ions  based on customer equivalents.  

For instance,  o f f i c e  sa la r i es  and wages increased by 1,652.2 percent and 

m i  scel  1 aneous expenses i ncreased by 1,327.5 percent.  Customer growth dur i  ng 

t h i s  per iod only accounted f o r  a 10.9 percent increase. The d i f fe rence i n  

these a l located costs i s  very c lose t o  the requested revenue increase. The 

u t i l i t y  explained t h i s  increase i n  costs on MFR B-8, page 1 o f  2:  

Allowances are made f o r  customer growth and i n f l a t i o n .  

The increase i n  expenses from the  l a s t  case t o  the  t e s t  year i s  

p r i m a r i l y  due t o  our change i n  method o f  a l l o c a t i n g  i n d i r e c t  

cos ts .  I n d i r e c t  costs are based on customer equivalents.  I n  

p r i  o r  years, customer equi Val ents were ca lcu l  ated by mu1 ti p l  y i  ng 

the  number o f  customers by approximately one- th i rd .  I n  1996, 

customer equivalents correspond t o  the number o f  customers served. 

A t  the  customer meeting conducted by Commission s t a f f ,  the  customers ’ main 

concern surrounded the 1 arge increase i n  operat i  on and m a i  ntenance expenses. 

Further, the l a s t  ra te  case was only four years ago and Mid-County was granted 

a 52.69 percent increase. The requested ra tes  i n  the  cur ren t  case represent 

a 34 percent increase and according t o  the  customers there had been no 

correspondi ng change i n  serv ice .  

Q. 

A .  

as a customer equiva lent .  

What fac to rs  used f o r  these a l l oca t i ons  d i d  you examine? 

One o f  the primary a l l oca t i on  fac to rs  used by WSC i s  what WSC re fe rs  t o  

A customer equiva lent  i s  any household o r  e n t i t y  

- 6 -  
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t h a t  receives w a t e r  o r  wastewater serv ice.  This d e f i n i t i o n  o f  customer 

equivalent i s  used i n  the al locations tha t  depend on r e l a t i v e  u t i l i t y  s ize  and 

t h e  u t i l i t y  argues t h a t  i t  i s  appl ied uni formly and cons is ten t ly  throughout 

a1 1 j u r i s d i c t i o n s  i n which U t i  1 i t i e s  , I nc .  has subsi d i  ary u t i  1 i t i e s  . The 

customer equivalent goes behind the meter and attempts t o  count the t o t a l  

number o f  dwe l l ing  u n i t s  tha t  the u t i l i t y  serves. An example would be t h a t  

a master-metered apartment complex w i t h  one meter would generate as many 

customer equi V a l  ents as there are apartments i n the complex. 

Q .  

a l l oca t i ons?  

A .  The use o f  some kind o f  customer measurement i s  appropriate and commonly 

used when the s ize o f  the u t i l i t y  dr ives the demand f o r  i n d i r e c t  services from 

the  parent.  Many o f  the services are a l loca ted  d i r e c t l y  t o  the subsid iar ies 

where i t  i s  economically feas ib le  t o  do so.  Costs a l loca ted  d i r e c t l y  inc lude 

r a t e  case expenses and b i l l i n g  costs,  t o  name a few. These costs can be 

d i r e c t l y  i d e n t i f i e d  w i th  a s p e c i f i c  subs id iary  and can be eas i l y  a l located 

d i r e c t l y  t o  t h a t  subs id iary .  I n d i r e c t  a l l oca t i ons  a r i s e  when a cost  can no t  

be d i r e c t l y  a t t r i b u t e d  t o  a s p e c i f i c  subs id ia ry  o r  the  costs bene f i t  a l l  the  

subs id ia r i es .  I n  t h i s  case, an a l l o c a t i o n  method must be developed t o  

a l l oca te  these costs on a reasonable bas is .  

Why i s  i t  appropriate t o  use some form o f  customer measurement i n  these 

Normal l y  , t h i  s Commi ssion has seen equiva lent  r e s i  dent i  a1 connections , 

customers factored based on the i  r usage, factored b i  11 s , apply i  ng the American 

Waterworks Associat ion (AWWA) o r  some o ther  establ ished fac to r  f o r  the meter 

s i z e  t o  the  number o f  b i l l s  issued t o  t h a t  s i z e  meter, used t o  i nd i ca te  

r e l a t i v e  u t i l i t y  s i ze .  As s ta ted  i n  Order No. 17043, Docket No. 860325-WS. 
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Southern States U t i  1 i t i e s ,  Inc.  , the Commission favored a customer measurement 

f o r  a l l oca t i on  o f  common administrat ive and general expenses. This treatment 

was consis tent  w i t h  past measurements f o r  these a1 locat ions . Thi s posi ti on 

861201-WS, Hydratech 

ng admin is t ra t ive and 

i s  a l s o  supported by Order No. 18367, Docket No. 

U t i  1 i t i e s ,  I n c .  , where the Commission favored a1 l o c a t  

general expenses based on average customers. 

Q .  Do the Commission Rules provide a d e f i n i t i o n  o f  customers”? 

P .  Yes. Rule 25-30.210(1), Flor ida Administrat ive Code, defines a customer 

as:  “any person, firm, associat ion,  corporat ion,  governmental agency, o r  

s i m i l a r  organizat ion who has an agreement t o  receive serv ice from the 

u t i  1 i t y  . ” 

Q .  What d i d  you f i n d  as the cause o f  t he  increases you have prev ious ly  

r e f  e r red  to?  

A .  P r i o r  t o  1995, Mid-County was rece iv ing  a l l oca t i ons  f o r  the costs o f  

b i l l i n g  services from WSC even though P ine l l as  County provides a l l  the water 

service f o r  Mid-County customers, does a1 1 the b i  11 i ng , and charges M i  d-County 

d i  r e c t l y  . Therefore, M i  d-County does n o t  receive b i  11 i ng services from WSC 

and i t  i s  improper t o  have those costs a l l oca ted  t o  Mid-County. WSC, a t  the 

time, was unable t o  separate b i  11 i ng costs from other admin is t ra t ive expenses 

and al located the b i l l i n g  costs f o r  a l l  t h e i r  other systems t o  a l l  t he  systems 

as p a r t  o f  t he  admin is t ra t ive a l l oca t i ons .  P r i o r  t o  the  t e s t  year i n  t h i s  

case, t o  avoid a double charge o f  b i l l i n g  costs t o  Mid-County, WSC reduced 

Mid-County’s customer equivalents by one t h i r d  when making cost a l l o c a t i o n s .  

I n  1995, WSC was able t o  i d e n t i f y  the b i l l i n g  costs separately from other  

admi n i  s t r a t i  ve costs and began b i  11 i ng them d i  r e c t l y  t o  the  subsi d i  ary 
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u t i l i t i e s .  WSC eliminated a l l  allocations of b i l l i n g  expense t o  Mid-County 

and  used Mid-County’s customer equivalents a t  f u l l  value for other 

allocations. Al though  staff would expect this t o  be a break-even change, 

trading the b i l l i n g  costs for a greater share i n  the other common costs, the 

a1 1 ocations t o  Mid-County increased dramati cal l y  , one of the major reasons 

t h a t  Mid-County f i led the present case. 

Q .  Why i s  this a problem for Mid-County? 

A .  In  the other Utilities, Inc. Florida systems, using customer equivalents 

does not differ much from the standard measuring units seen by the Commission. 

Mi d-County , however, has several master-metered apartment complexes and mobi 1 e 

home parks as customers. As an  example, an  apartment complex w i t h  354 

dwelling units, served by a six-inch master-meter, would be 354 customer 

equi Val ents . Using standard meter rati ngs , t h i  s customer would be equi valent 

t o  only 50 single family dwellings and since i t  i s  master-metered, i t  would 

only represent one customer. The average Mid-County single family residence 

consumed 16,408 gallons of water per b i l l i n g  period. The average multi-  

residential customer w i t h  a six inch meter consumed 1,740,888 ga l lons  of water 

per b i l l i n g  period, the equivalent of 106 single family residences, not  354 

as the customer equivalent would indicate. By counting apartments as one f u l l  

customer, the uti  1 i t y  ’s  number of customers equi Val ents for Mi d-County is 

greatly i nfl ated and i ndi cates t h a t  the Mi d-County operati on i s much 1 arger 

t h a n  i t  i s ,  and as such, appears t o  require more services from the parent t h a n  

i t  actually does. 

Q .  How does the customer equivalent measurement affect Mid-County? 

A .  Using Utilities, Inc.’s customer equivalent calculation, Mid-County has 
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6,112 wastewater customer equivalents f o r  a l l o c a t i o n  purposes. I n  Mid- 

County’s l a s t  r a t e  case, the u t i l i t y  reported 1,237 customers. The b i l l s  

issued show t h a t  Mid-County had an average of 1,507 customers f o r  the t e s t  

year. The factored or weighted b i l l s ,  applying the AWWA fac to r  f o r  the meter 

s i z e  t o  the number o f  b i l l s  issued t o  t h a t  s i ze  meter, only show 2,255 

equiva lent  customers, about a t h i r d  o f  the customer equivalents.  The 

wastewater customer equivalents i s  4,637 f o r  Alafaya U t i l i t i e s ,  I n c .  and 1,812 

f o r  U t i  1 i t i e s ,  I n c .  o f  Longwood, both U t i  1 i t i e s  , I nc .  subsi d i  ari es . M i  d- 

County, therefore, i s  absorbing one and one- th i rd  more o f  the common costs as 

Alafaya and three and one- th i rd  more than Longwood. The 1996 Annual Report 

shows t h a t  Alafaya treated 295,535,000 gallons of wastewater, which i s  two and 

one quarter more than the 130,627,000 gallons t reated by M i  d-County . Longwood 

shows 151,133,000 gal lons t reated.  Based on the  volume t rea ted  as an 

i ndi  c a t o r  o f  p l  ant s i z e  and, therefore,  demand on common serv i  ces , A1 a f  aya 

should have absorbed two and one-quarter the costs as Mid-County, no t  one and 

one-third less, and Longwood should have absorbed s l i g h t l y  more o f  t he  costs,  

not  three and one-third less.  This great ly  i n f l a t e s  Mid-County’s apparent use 

o f  the common services . 

Q .  

A .  I n  a rep l y  t o  a s t a f f  data request regarding t h i s  ca l cu la t i on ,  t he  

u t i l i t y  noted t h a t  the customer equivalent a l l oca t i on  system has been i n  place 

f o r  32 years and has been found reasonable i n  I l l i n o i s  and North Carol ina as 

well  as a t  l eas t  f i v e  ra te  cases here i n  F lo r i da ,  i nc lud ing  Mid-County’s l a s t  

r a t e  case. I n  the F lo r i da  cases, my research i nd i ca tes  t h a t  the a l l o c a t i o n  

method i t s e l f  has no t  been an issue and has no t  been l i t i g a t e d .  Thus, w h i l e  

Has t h i s  system been used cons is ten t l y  i n  the past? 
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t h e  Commission may have accepted the expenses o f  Mid-County, Docket No. 

921293-SU : U t i  1 i t i e s  , Inc .  o f  F1 o r i  da, Dockets Nos. 910020-WSI 930826-WS and 

940917-WS; Mi les Grant, Docket No. 891017-WS: and Lake P lac id ,  Docket No. 

951027-WS and found them t o  be reasonable, no fur ther  ac t ion  was taken nor was 

the issue o f  a l locat ion method ra ised.  This leads me t o  the conclusion t h a t ,  

con t ra ry  t o  the u t i  1 i t y ' s  p o s i t i o n  t h a t  there  have been under-a1 loca t ions  t o  

Mid-County i n  the past,  under-a l locat ions are cu r ren t l y  a f fec t ing  U t i l i  t i e s ,  

Inc .  ' s  other systems. I n  other words, instead o f  f i x i n g  the  problem, i t  seems 

t h a t  U t i l i t i e s ,  I nc .  Has created another problem. 

The problem appears t o  me t o  a r ise  from the mul t i - fami ly  u n i t s  and other  

master-metered customers. Most o f  the  other F lo r i da  customers o f  the  

U t i l i t i e s ,  I n c . ,  systems are predominantly s ing le  family dwel l ings and 

commerci a1 customers and the expense a1 1 oca t i  on probl  em, f o r  a1 1 p r a c t i  ca l  

purposes, d i d  not  e x i s t .  It i s  on ly  on inspect ion o f  a u t i l i t y  w i t h  a 

customer base as diverse as Mid-County's t h a t  the  problem shows up. 

U t i l i t i e s ,  Inc .  could compensate by reducing the  weight ing o f  the  master- 

metered customers t o  approximate the  demand they have on the system and g i ve  

a more reasonable approxi m a t i  on o f  M i  d-County ' s  s i  ze and, there fore ,  i t s  

demand on common services o r  s imply use customers. 

As an example, I have compared the  a l l o c a t i o n  o f  sa la r i es  from the  

F lor ida o f f i c e ,  showing the a l l o c a t i o n  by customer equivalents and by gal lons 

of wastewater t reated,  as shown on E x h i b i t  BFD-1, attached as an Exh ib i t  t o  

my tes ti mony . 

The u t i l i t y  further contended, i n  not iced meetings w i th  s t a f f ,  t h a t  Mid- 

County has r e s p o n s i b i l i t y  f o r  maintenance o f  l i n e s  behind the meter on the  
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customers ’ premises , contrary t o  the normal situation of the u t i  1 i t y  ’ s  

responsibility ending a t  the meter. This cost is  normally not allowed for 

rate setting, as shown i n  Order No. PSC-92-0807-FOF-WS, Docket No. 910560-WS, 

Tamiami Village Uti l i t ies ,  Inc. I f  this is  a problem as far as assigning 

costs, i t  should be removed from regulated expenses, as i n  the Tamiami case 

and recovered through mai ntenance fees charged t o  the property owner/customer . 

No evidence has been presented i n  this case nor has this  item been litigated 

i n  prior cases, probably based on the minor effect on revenue requirement. 

I believe t h a t  this a d d i t i o n a l  expense has l i t t l e  t o  do w i t h  the demand for 

common services . 

Q .  Based on your analysis, w h a t  i s  your recommendation? 

A .  I recommend t h a t  the Commission reject the u t i l i t y ’ s  use of customer 

equivalents as an appropriate allocation basis for distribution o f  common 

costs t o  Mid-County , even though i t may produce reasonable a1 1 ocati ons 

el sewhere. I recommend recal cul a t i  ng those cost a1 1 ocati ons which use 

customer equi Val ents based on equi Val ent resi denti a1 connecti ons , as 

calculated by S t a f f  Witness Crouch. This measurement is based on the actual 

amounts treated by Mid-County. This i s  closer to ,  the distribution o f  the base 

facility charge i n  the rate design i n  both the l a s t  rate case and the current 

rate case. Recalculated using equivalent residential connections, I f i n d  t h a t  

a1 1 ocated operati on and maintenance expenses should be reduced by $96,821, 

a1 located depreciation expense should be reduced by $11,063 and a1 located 

payroll taxes generated by the allocated salaries should be reduced by $1,832 

for a t o t a l  reduction i n  expense of 8109,717. 

Q .  Since you are recommending a n  adjustment t o  the u t i l i t y ’ s  a l l o c a t i o n  
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method for common expenses, do you recommend using a different factor for the 

base faci 1 i t y  charge? 

A .  Yes. As I s a i d  i n  my discussion of the common cost allocations, some 

of the water meters installed by Pinellas County may be undersized a n d ,  

therefore. those customers may not be contributing their  fa i r  share of the 

revenue requirement through the base facil i ty charges. I have examined the 

b i l l i n g  information provided i n  the MFRs. I noticed t h a t  the usage 

characteristics were similar t o  United Water Florida (UWF) i n  Docket No. 

960451-WS, as discussed i n  Order No. PSC-97-0618-FOF-WS, issued May 30, 1997. 

The UWF base faci l i ty  charges were calculated using meter factors based on 

hydraulic factors i n  the Clow Pipe Economy Usage scale. This i s  a measurement 

of the contents of pipe i n  U . S .  Gallons per foot  length developed i n  1975 by 

the Pressure Pipe Products Group of the Clow Corporation. I recommend t h a t  

these factors be used for determining the base faci l i ty  charges for Mid- 

County. Exhib i t  BFD-2, attached t o  my testimony, compares the AWWA factors 

w i t h  the recommended Clow Pipe factors. 

Q .  Does this fu l ly  address the your concerns about the factors t o  be used for 

a l l  meter sizes? 

A .  No. Multi-Family customers w i t h  1 1/2-inch, 2-inch and 3-inch meters show 

usage a t  a higher level t h a n  expected. The usage for these meter sizes is two 

t o  three times the expected level. After analyzing the usage of these 

customers, the number of units behind the meter, and the Clow Pipe values, I 

believe t h a t  the factors for these multi-family meters should be the Clow Pipe 

factor for the next higher meter. In  other words, the multi-family 1 1/2-inch 

meters should use the factor for the 2-inch meter, the 2-inch meters should 
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the factor for the 3-inch meter and the 3-inch meters should use the factor 

for the 4-inch meter. The resulting factors for mul t i - fami ly  are shown on 

E x h i b i t  BFD-2, attached t o  my testimony. 

Q .  Does this conclude your testimony? 

A .  Yes. 
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Exh ib i t  BFD - 1 (Page 1 o f  1) 

Comparison of the Allocation of Salaries from the Florida Office 
Showing the Allocation by Customer Equivalents 

and by Gallons of Wastewater Treated 

subsidiarv 

A1 a fa ya 

Lake Placid 

Lake Utility 

Longwood 

Mid-County 

Miles Grant 

Tierra Verde 

UIFL 

Wedgefield 

Total 

CUStaner 
Esuiv. 

4,637 

313 

1,108 

1 , 812 
6,112 

1,806 

1,986 

6 , 294 
1,124 

25,182 

Percent 
of Total  

18.41% 

1.24% 

4.40% 

7 19% 

24 26% 

7.17% 

7.88% 

24.98% 

4.46% 

100.00% 

Gross 
salaries 

$35,010 

$2,363 

$8,363 

$13 I 681 

$46,146 

$13,635 

$14 , 994 
$47 I 520 

$8,486 

$181,832 

Gallons 
Treated 

J 000  1 

295,535 

9,078 

0 

151,133 

130,627 

43 , 795 
139,063 

102,603 

48,103 

817,334 

Percent 
of Total 

32 9 13% 

0.99% 

0.00% 

16.43% 

14.40% 

4.76% 

15 12% 

11.15% 

5.23% 

100.00% 

Gross 
salaries 

$61,103 

$1,877 

$ 0  

$31,247 

$27,008 

$9,055 

$28 , 752 
$21,214 

$9.946 

$181.835 
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E x h i b i t  BFD - 2 (Page 1 o f  1) 

CONTENTS OF PIPE 

Capaci t i e s  i n Uni t ed  States 
Gallons (231 Cubic Feet) 

Per Foot Length 

D i  ameter U.S. 
Inches Gal 1 ons 

518" 0.0159 

314" 0.0230 

1 I' 0.0408 

1 112" 0.0918 

2 It 0.1632 

3" 0.3673 

4 0.6528 

6 'I 1.4690 

8 I' 2.6110 

10" 4.0810 

12" 5.8760 

Meter 
Factor 

1.0000 

1.4465 

2.5660 

5.7736 

10.2642 

23.1006 

41.0566 

92.3899 

164.2138 

256.6667 

369.5597 

AWWA 
Meter 
Factor 

1.0000 

1.5000 

2.5000 

5.0000 

8.0000 

15.0000 

25.0000 

50.0000 

80.0000 

115.0000 

215.0000 

Mu1 ti - 
Resi den t i  a1 
Customers 

1.0000 

1.4465 

2.5660 

10.2642 

23.1006 

41.0566 

41.0566 

92.3899 

164.2138 

256.6667 

369.5597 

C1 ow Corporati  on 1975 




