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SUPPLEMENTAL DIRECT TESTIMONY OF PATRICIA W MERCHANT 


Q. Please state your name and professional address. 

A. My name 1S Patric1a W. Merchant and my business address is 2540 Shumard 

Oak Boulevard, Tallahassee, Florida 32399-0850. 

Q. Did you prev10usly prepare prefiled d1rect testimony in this case? 

A. Yes. 

Q. What is the purpose of your supplemental direct testimony? 

A. The purpose of my testimony is to address the utility's requested 

allowance fora new office building included in the supplemental d1rect 

testimony of utility witness Steven Watford . . 

Q. Have you reviewed the utility's request for recovery of the cost of 

purchasing a new office building? 

A. To some extent yes. However, given the amount of time that staff had 

to review the sup~orting documentation, I· cannot support a position on the 

prudence of the purchase of thi s bU-ll di ng or whether the requested costs 

represent the most cost effective alternative. 

Q. Please explain in detail why you cannot take a position at th1S t1me. 

A. The utility's minimum filing requirements for the projected test year 

ended September 30, 2001, provided no information or costs related to a change 

in the utility's office location. Further. staff became aware of this change 

at the end of June. 2000, approximately three months after the offic1al date 

of filing established in this docket. In the utility's response to Staff's 

Interrogatory No . 10(a). received by staff on June 30. 2000 . the ut11Hy 

stated that Interphase would no longer continue Aloha's current lease for its 

office building. Th1S response also stated that based upon Aloha's initial 
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search ,   the   cos t   fo r   s im i la r   o f f i ce  space near  the u t i l i t y ’ s   s e r v i c e   t e r r i t o r y  

would be s u b s t a n t i a l l y  more expensive  than  the  cost  of t h e  space  Aloha  had 

been r e n t i n g  ,from Interphase.  Further,  Aloha’s response  stated  that   the 

actual  cost  would  be  approximately $100,000 t o  $150,000 per  year  but i t  d i d  

no t  have  any actual  amounts a t  t h a t   t i m e .  The u t i l i t y  suggested t h a t   t h e  

Commission should  consider  this  increased  cost i n   t h i s   r a t e  case,  but i t  made 

no formal  request f o r  such recovery. 

Q .  D i d   t h e   u t i  

ti me? 

A .  Yes, i n   i t s  

severa l   proper t ies 

1 i t y  i n d i c a t e  what p roper t ies  i t  was consider ing a t  t h a t  

response t o  S t a f f  I n te r roga to ry  No. M a ) ,  Aloha l i s t e d  

t h a t  it was consider ing  for   e i ther   lease  or   purchase,  

Q.  Did  you  review any o f   t h e   p r o p e r t i e s   t h a t  were l i s t e d  i n  t h e   u t i l i t y ’ s  

response t o  S t a f f  I n te r roga to ry  No. l O ( a ) ?  

A .  Yes. This  ’d iscovery  response  contai ied pages t h a t   l i s t e d   s e v e r a l  

d i f f e r e n t  areas where proper ty  was ava i l ab le  for e i ther   lease or purchase. 

The f i rst proper ty  was i n   t h e   C e n t e r   o f  Seven Springs  which i s  a shopping 

r 

center i n   t h e   u t i l i t y ’ s   s e r v i c e   t e r r i t o r y .  I t  appears tha t   the   lease  cos t   fo r  

t h i s   p roper t y  was $9 plus $2.90 per square f o o t ,   t r i p l e   n e t .  My understanding 

i s  t h a t   t h e   t e r m   t r i p l e   n e t  means t h a t  an a l l o c a t i o n  o f  rea l   estate  taxes,  

insurance and maintenance  costs  are added on top  o f  the  lease  cost .   Without 

more in fo rmat ion ,  I am guess ing   tha t   the  $2.90 f a c t o r  i s  a n  estimate o f  t he  

t r i p l e   n e t   c o s t .  Accord-ing t o   t h i s   i n f o r m a t i o n   s u b m i t t e d   f o r   t h i s   p r o p e r t y ,  

3 cont iguous  un i ts   wi th  a t o t a l  o f  6400 square fee t   a re   ava i l ab le   f o r   l ease .  

The u t i l i t y   d i d   n o t   s t a t e  why it d i d  not cons ide r   t h i s   p roper t y  as s u i t a b l e  

f o r  a u t i l i t y   o f f i c e .  Another  property, Rancho del  Rio. was l i s t e d  which 
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square  foot   cost ,  The u t i l i t y   a l s o   i n c l u d e d  

in fo rma t ion   rega rd ing   t he   T r in i t y  Oaks Commerce Park s i t e .  I t  appears t h a t  

t h i s   i n fo rma t ion  only listed a p r i ce .   f o r  r a w  land and i t  was no t   c lear  on t h i s  

document whether t h a t  was t h e   p r i c e   f o r   t h e   t o t a l  park or  one i n d i v i d u a l   s i t e  

i n   t h e   p a r k .   L a s t l y ,   t h e   u t i l i t y   p r o v i d e d  a copy o f  a diagram o f  the  Costanza 

Bu i ld ing  and a statement  that it was on the  market   for  $800,000. This 1 s the  

p roper t y   t ha t  i s  being  purchased  by  Aloha. 

Q .  Did  Aloha  perform a c o s t   b e n e f i t   a n a l y s i s   o f   t h e   d i f f e r e n t   o p t i o n s  

a v a i l a b l e   t o  show which  option was the  most prudent  property t o   e i t h e r  buy or 

1 ease? 

A. No. On October 5,‘ 2000, s t a f f  propounded In te r roga to ry  No. 58 and 

Request for Produc t ion   o f  Documents (POD) Request No. 13,. t o  Aloha. I n  t h e  

i n te r roga to ry ,  s t a f f  asked whether t h e  u t i  1 i t y  had “performed any cos t  bene f i t  

analysis t o  determine  whether it should purcha‘se or   lease a bu i l d ing . ”   A l so ,  

i n  POD Request No. 13, served on the  same d a t e ,   s t a f f  asked t h a t ,  i f  Aloha had 

performed any cos t   benef i t   ana lys is ,   to   p rov ide  s t a f f  w i t h  a copy o f  t h i s  

a n a l y s i s .   I n  an i n i t i a l  response,  Aloha’s  attorney, by le t ter   dated  October  

9 ,  2000, s ta ted :  “No such cos t   bene f i t   ana lys i s  has  been performed by t h e  

u t i l i t y   i n   w r i t i n g . ”  The a t to rney   fu r ther   s ta ted   tha t  any rev iew  d id  no t  r i s e  

“ t o  t h e   l e v e l   o f  .a ‘cost   benef i t   analys is ’   per formed by t h e   u t i l i t y . ”  Now. 

however, i n  formal response t o  these discovery  requests,  Aloha  states  that i t  

has performed an ana lys is  and t h a t  such ana lys is  i s  provided i n  response t o  

POD Request No. 13. According t o  POD Request No. 13, t h e  u t i l i t y  s t a t e s   t h a t  

t he   ana lys i s  was done a t   t he   reques t  o f  t h e   u t i l i t y ’ s   p r e s i d e n t .  

Q .  lrlhat type o f  a n a l y s i s   d i d   t h e   u t i l i t y   p r o v i d e   i n  i t s  .response t o   s t a f f ’ s  

I 
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POD Request No, 13? 

A .  I n  i t s  response,  received on Monday, October 16, 2000, Aloha compared 

i t s  incremental  cost o f  the  purchased  bu i ld ing t o  t h e  o ld  lease cos t  w i t h  

Interphase. I t  also compared the  incremental  cost o f  the  purchased  bui ld ing 

t o  an average  cost t o  lease comparable space. I t  d i d  not provide any actual  

comparisons o f  p roper t y   t ha t  were ava i l ab le  f o r  lease or purchase. I n  my 

o p i n i o n ,   t h e   u t i l i t y ' s  response d id   no t   p rov ide   the- in fo rmat ion   reques ted  by 

s t a f f .   F u r t h e r ,  I do no t  have a reasonable  basis on which t o  determine 

whether  the u t i  1 i t y  made a prudent and cos t   e f fec t i ve   cho ice   i n   dec id ing  t o  

buy t h i s   b u i l d i n g .   F u r t h e r ,  I am not convinced  that  all ava i l ab le  and 

su i   tab le   p roper ty   fo r   lease has been exp lo red   o r   p rov ided  to   the  Commission. 

Q.  Do you b e l   i e v e   t h a t  i t  was prudent   for  the  u t i  1 i t y  t o  purchase a 

hi 1 ding wi thout   per formi  ng a 

A .  No I do no t .  S t a f f  has 

A1 oha ' s deci s i  on t o  purchase 

any  such ana lys is ,  the resu l  

whether w r i t t e n  o r  n o t ,  have 

cos t  benef i t  analysis? 

no t '  been provjded with informat ion t h a t  supports 

t h i s   p a r t i c u l a r   b u i   l d i n g .  I f  Aloha d id   per form 

t s  o f  i t s   a n a l y s i s  or i t s  conclusions  reached, 

not been provided  through  discovery. I bel   ieve 

' 1  

t h a t  a prudent  business owner i n   t h e   c o m p e t i t i v e  market would  perform a cos t  

b e n e f i t   a n a l y s i s   t o   d e t e r m i n e   w h e t h e r   i t s   d e c i s i o n   t o   l e a s e  or purchase a 

mater ia l   p iece o f  -property was economical and prudent.  Just because  Aloha i s  

i t  from performing a prudent and a regu la ted  monopoly does not  excuse 

essent ia l   bus iness  analys is .  

Q +  What k ind  o f  ana lys is  do you be 

purchas ing   t h i s   bu i l d ing?  

lieve should have been done before 

A .  I be l ieve   tha t  Aloha  should have documented the minimum requirements for 
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i t s  new o f f i c e  l oca t i on .  Examples o f  these  requirements cou ld  have been s ize ,  

l o c a t i o n ,  a v a i  l a b i  1 i t y ,  cost  and whether  the  property was ava i   l ab le   f o r  

purchase or  lease. It then  should have researched and compiled a list o f  a71  

t h e   a v a i l a b l e   p r o p e r t i e s   t h a t  f i t  the  minimum c r i t e r i a   e s t a b l i s h e d .  Aloha 

then  should have  compared  each o f   t h e   a l t e r n a t i v e s  and documented the  

advantages and disadvantages o f  each proper ty .  Any t h a t  were found 

unsat isfactory  should have been documented and removed from  the 1 i s t .  A1 7 o f  

t h e   a t t r i b u t e s  o f  the  acceptable  locat ions  should have  been d e t a i l e d  and 

documented so t h a t  an appropriate  dec-ision  could have been made based on these 

f a c t s .  

Q .  Have you  found any other a r e a s  o f  concern i n  your a n a l y s i s   o f   t h i s  

purchased  bui 1 ding? 

A .  Yes. In response t o  S t a f f  POD Request No. 13, t h e   u t i  l i t y  provided i t s  

rev i sed   t o ta l   cos t   o f   t he   bu i   l d ing .   Th i s  ddi’scovery  response included  costs 

i n  excess of   those  requested i n  Witness  Watford’s  supplemental  direct 
r 

test imony. 

Q. What are  the new cos ts   tha t  Aloha i s  requesting i n   i t s  response t o  S t a f f  

POD Request No. 13? 

A .  The new costs  l incl ude $11,595 f o r  bu i   ld ing .  improvements, $42,856 f o r  new 

f u r n i t u r e ,  and $2,000 t o   r e l o c a t e   i t s  phone system t o   t h e  new b u i   I d i n g .  In  

my opinion. Aloha has not  supported  these new costs and i t  appears tha t   cos ts  

are  cont inual ly  being  updated as t ime goes forward, 

Q .  Do you also have a concern  regarding  the  land  included i n   t h e  purchase 

o f   t h e   b u i   l d i  ng? 

A .  Yes. I n   i t s   c a l c u l a t i o n  o f  the  revenue  impact o f   t h e  new o . f f i ce .  Aloha 
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I 

estimated t h e  amount o f  l a n d  purchased w i t h   t h e   b u i l d i n g .  Aloha took t h e  

p r i o r   y e a r s '   p r o p e r t y   t a x  assessed value and esca la ted   t h i s  amount by 25%. 

Aloha d id   no t   p rov ide  the reason why i t  used t h i s  methodology.  nor  did i t  

provide a copy of the p r i o r   p r o p e r t y   t a x   b i l l .  Given t h e  amount o f   g r o w t h   i n  

the Seven Springs  area, I do not b e l i e v e   t h a t   t h i s  method i s  a r e l i a b l e  method 

for   determin ing  the  current   market   va lue o f  the   land .  The land cost should 

be  based on the  appra isa l   that  i s  required for t he   f i nanc ing  o f  t he   p roper t y .  

The u t i l i t y  has not submi t ted  the  appra isa l   for   th is   sa le .   Wi thout  a proper 

land  value, I cannot a g r e e   w i t h   t h e   u t i l i t y ' s   c a l c u l a t i o n  o f  deprec ia t ion   ' fo r  

the  bu i ld ing.   Th is   appra isa l   would a lso  prov ide  suppor t   that   the amount t h e  

u t i l i t y   p a i d   f o r   t h i s   b u i l d i n g  was i n  l i n e   w i t h   i t s   a p p r a i s e d   v a l u e .  

Q .  Have you reviewed Aloha's estimates for maintenance,  real  estate  taxes 

.and insurance  re la ted t o  i t s  new bu i   l d ing?  

A. No. 1 have seen t h e  amounts that  Aloha-has  projected  but  these amounts 

have no t  been supported.  Aloha has only   prov ided  the  s ta tement   that   the 

amounts requested  are  estimates from t h e   p r i o r  owner. 

Q. Do you believe t h a t   t h e  Commission should  approve  the u t i l i t y ' s  

requested  bui 1 d i  ng costs? 

A .  A t  t h i s   t i m e ,   n o .  I be l i eve   t ha t   t he re   a re  t o o  many unanswered 

questions. This i s  a major  expenditure and t h e  Commission should have t h e  

bes t   in fo rmat ion   ava i lab le   to  make a decision on the  prudence  of  a new o f f i c e  

b u i l d i n g .  I do. however, recognize  that   the u t i l i t y  will have increased  costs 

i n  the  near future due t o   t h e  current ' lease  being  discont inued. Since t h e  

p r i o r  lease was a r e l a t e d  party t r a n s a c t i o n ,   t h e   u t i l i t y   s h o u l d  have been 

n o t i f i e d  more than 6 months i n  advance that   In terphase was going t o  
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three months e a r l i e r   i n  March, 2000, it should have been n o t i f i e d  a t  that   t ime 

t h a t   i t s   l e a s e  was going t o   e x p i   r e   i n  December, 2000. I also  quest ion  the 

prudence o f  A loha  en ter ing   in to  2 short- term  leases f o r  i t s   o f f i c e   b u i l d i n g .  

The p r io r   l ease   t e rm was 15 months. I be l  ieve  that   A loha had t o  rush i n t o  a 

d e c i s i o n   t o  buy o r  lease a new bui l d i n g   f o r  two  reasons: t o  get  recovery o f  

t h i s  new cost i n  t h i s   r a t e  case and  because i t  only had 6 months n o t i c e   t h a t  

i t s  lease  wi th  Interphase was being  discontinued. I f  Aloha and i t s  re1  ated 

p a r t y  had planned t h i s  thoroughly, the  costs   assoc iated  wi th  a new o f f i c e  

l o c a t i o n  could have been contemplated we1 1 b e f o r e   t h i s   r a t e  case and 

i n c o r p o r a t e d   i n t o   t h i s   f i l i n g  a t  t h e  beginning. 

, Q .  Does t h i s  complete your testimony? 

A .  Yes. 

7 
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