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PROCEEDI NGS

CHAI RMAN BRI SE:  Now moving on to Item

Number 4.

M5. VANESSELSTI NE: Good morning,
Commissioners. I'm Anna VanEsselstine with Commission
Staff.

Item Number 4 addresses Pluris Wedgefield,
Inc.'s request for an increase in its water and
wastewater rates in Orange County. In attendance today
we have representatives from the utility and the Office
of Public Counsel who wish to address the Commission.
Staff is prepared to answer any questions that you may
have.

CHAI RVAN BRI SE:  Okay. Thank you very much.

Commissioners, what is your pleasure? Do you
want to go through this issue-by-issue?

COW SSI ONER EDGAR: Mr. Chairman, it might
be helpful to hear from the utility and OPC if they
have any specific issues that they'd like to bring to
our attention.

CHAI RVAN BRI SE:  Okay. Office of Public
Counsel.

MS. CHRI STENSEN: Good morning. Patty
Christensen with the Office of Public Counsel. With me

today is my colleague Tricia Merchant, and we are here
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on behalf of the Citizens.

We are here to address some concerns that we
have with the recommendation for Pluris Wedgefield.
Ms. Merchant is prepared to discuss our concerns and
the specifics of those concerns. And the issues that
we would like to address generally relate to the NOI
issues, specifically, and that will be fleshed out more
fully through Ms. Merchant's comments.

CHAl RVAN BRI SE:  Okay.

M5. MERCHANT: Good morning, Commissioners.
Tricia Merchant with the Office of Public Counsel. OPC
has reviewed the Company's filing and Staff's
recommendation regarding the Pluris Wedgefield, and
while we agree with several of the staff's
recommendations -- staff recommended adjustments, we
have concerns regarding the appropriate level of
operation and maintenance expenses that we would like
to address. And there are no specific issues related
to our concerns, but they kind of generally fall into
Issues 11 through 13, which are in the NOI section of
the recommendation.

A little history. Prior to November 2009,
Utilities Inc. owned the Wedgefield system, and it had
been experiencing several years of poor water quality,

and they changed their method of treatment. 1It's a
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very complex system, but they filed a rate case to ask
for recovery of those costs. And the Commission in
December 2008 approved a 51 percent rate increase,
which did allow Utilities Inc. to implement this
treatment process change to improve their water
quality.

After the system was purchased by Pluris in
2009, Pluris has not reflected, to OPC's knowledge, any
major changes in treatment processes for the water
system, nor have they increased or changed any
processes for the wastewater system. OPC is aware that
depreciation expense was materially misstated in the
last rate case, and we also understand that property
taxes have increased substantially due to Orange
County's change in methodology of taxing the company.
But we really haven't had an adequate explanation as to
why the 0O&M expenses, which are not depreciation and
property taxes, why those 0&M expenses have increased
substantially since the last rate case, or since
Utilities Inc. owned the system.

In comparing the 2008 expenses, which was the
last year that it was under Utilities Inc., and compare
that to the 2011 Pluris test year, O&M expenses have
increased by $280,000, or 33 percent over the amount

recorded by Utilities Inc. The 33 percent increase in
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expenses results in a $15 per customer monthly impact,
or $180 for each customer annually. We don't believe
that this can be left unexplained.

In trying to break down what caused such a
dramatic change in 0O&M expenses, we tried to analyze
the specific account changes since Pluris has taken
over. The analysis was futile, as Pluris did not
provide a breakdown for salaries, benefits, chemicals,
purchased power, materials and supplies,
transportation, or sludge hauling expenses. The
majority of Pluris' expenses are lumped into the parent
company management fee or the fixed contract for
operations with a company called Utility Partners.

While staff has recommended several
adjustments to the management fees requested, OPC still
has concerns that the recommended fees are reasonable.
However, the largest component of the 0&M expense is
the fixed rate operations contract. This contract
consists of two separate components: The first one is
for operational labor, and the second one is a
pass—-through cost component.

Added to the pass-through cost is a 5 percent
administrative management fee which is in addition to
the labor component of the contract. The contract even

specifies a 10 percent bonus if the operator spends
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less than the budgeted amounts.

OPC has several concerns with this contract.
First, Pluris has not explained why a fixed rate
contract for a company of this size is reasonable and
prudent. In my years of experience, I have never seen
a contract such as this for a company of this size.
The Commission can't review the actual expenses
incurred, the salaries and benefits provided, the hours
worked, or any of the other direct expenses associated
with the contract. When asked if Pluris had a
breakdown of the actual costs incurred for 2011, the
company responded that it did not.

Third, if customers conserve, the company
will not receive a reduction in cost for reduced
consumption, and OPC also believes that the 5 percent
administrative fee is unreasonable and may be
duplicative of the labor that was included in the first
component of the contract.

And lastly, any bonus paid for spending less
than the budgeted amounts does not appear fair or
reasonable for customers, particularly if they have
lowered their consumption.

The last area of expense that has increased
substantially from the prior owner's accounting fees,

the company has requested annual accounting fees of
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28,000 compared to $3,200 that was previously paid by
Utilities Inc., and this appears to be an excessive
amount.

The invoices detailing the accounting and tax
expenses lists costs for two audits and three separate
companies that performed tax work, one of which
included personal tax return fees for one of the
officers of the company. OPC has concerns whether this
level of accounting fees is reasonable and prudent as
well as representative of what the annual recurring
costs for accounting fees will be.

The utility has described the reason for the
large change in expenses as increased chemicals from
the change in the treatment process and with operating
labor. Without a showing of what actual costs were
incurred, the Commission can't review those amounts for
reasonableness.

In conclusion, Commissioners, it's the
utility's burden to show that its costs are reasonable.
We believe that the mere fact that the company spent
the money without justification doesn't make the costs
reasonable and prudent. We believe that until the
company can explain the need for its expenses to have
so dramatically increased that the level of costs

outside of rate case expense should be indexed up for
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inflation for 2009 to 2011.

OPC also questions how Pluris can support
future price index or pass-through adjustments if it
can't provide actual expenses in its rate case. Thank
you so much for your consideration. We're available
for questions.

CHAI RMAN BRI SE:  2l1l right. You may proceed.

MR, FRIEDVMAN.  Thank you, Mr. Chairman and
Commissioners. My name is Martin Friedman of the law
firm of Sundstrom, Friedman & Fumero, and we represent
Pluris Wedgefield. With me today is Mr. Maurice
Gallarda who is the president of the utility. He is
also a professional engineer, so he has that
perspective that he also adds to his duties.

We have sitting behind me Ms. Beverly Yopp,
who is the customer service -- in charge of the
customer service, and also Mr. Joe Kuhns, who is the
regional manager who handles the operational things at
a local level.

We do have some handouts on some issues that
we're -- if I can hand them out or get somebody to hand
them out.

CHAI RMAN BRI SE:  Sure. We have someone who
is going to help you, sir.

(Off-the-record discussion.)

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

000009

CHAIl RMAN BRI SE:  Commissioner Edgar.

COW SSI ONER EDGAR: Thank you, Mr. Chairman.

While that material is being distributed, may
I ask, Ms. Merchant, can you help me identify the
specific issue numbers for those points that you
brought to our attention?

MS. MERCHANT: Specifically, Issues 11 deals
with the management fee, and it's entitled allocated
expenses. The only other issues related to test year
operating expenses are 12, but that's rate case
expense, and 13 is pro forma adjustments. So there
really isn't an issue for accounting fees or the
contract, the fixed contract.

COW SSI ONER EDGAR: Thank you.

M5. MERCHANT: There isn't one. Sorry.

COW SSI ONER EDGAR: Thank you.

CHAl RVAN BRI SE:  Thank you.

Before you have go on, Mr. Friedman, you have
probably heard a baby, or a couple of babies in the
rear. There's a Ph.D. student who is sort of observing
us today, and he has also daddy duty today, so if you
could give us just a little bit of indulgence today as
he has double duty today.

(Audience laughter.)

MR, FRIEDVAN.  Thank you, Mr. Chairman.
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Commissioners, we have handed out some
handouts. Mr. Gallarda is going to address the
comments of Public Counsel and also the two handouts
you had, and then I will interject at the end if I
think Mr. Gallarda overlooked something. Thank you.

MR GALLARDA: Good morning, Commissioners.

There's going to be some probably randomness
on a couple of items here, because, one, I'd like to
respond to OPC with regards to the issues of why are we
allowing a third-party subcontractor to provide Jjust
the 0O&M portion of the operations of the plant. When
we acquired the plant, there were issues pertaining to
albeit the MIEX system, which is known for treating
TTHMs and HAA-5s, had been gone through a prior rate
case. And they had built it, and they gotten the
approval. The prior owner, Utilities Inc., was not the
operating the plant within the requirements of the
manufacturer's specifications, specifically that
pertain to a resin that is used for treating both TTHMs
and HAA-5s.

And when we first showed up, as a design
engineer I wanted to know why they were out of
compliance. At the time of the acquisition they were
in violation of compliance with DEP, and they had

busted both the TTHMs and the HAA-5s. And when we were
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trying to understand why, because we were familiar with
the MIEX system, one thing became very clear, and that
was they were not purchasing the minimum required of
resin to maintain, ensure contact time with the water
so that it could address those issues.

In fact, they were running it at 25 percent
of the recommended amount. And there was good reason,
if you were looking at it solely from a cost
perspective. One ton of MIEX resin is $11,000 --
$11,515 per ton. You have to -- we ended up having to
buy four additional tons per year, and the math comes
out to just under $50,000, just solely as an expensable
for a resin material that is required and it was not
being operated.

We actually went in and reconfigured the MIEX
system itself to ensure structurally a better contact
time for the resin. That was part of the issue, and
there was a bridging that was occurring. So we went in
and spent some money to do that. So we invested in
that.

The other portion that was noted as lacking
was the prior owner was using two —-- they had three
operators for both the water and the wastewater plant.
They were two short. And what they were doing was

subsidizing labor from other utilities owned two
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Wedgefield, and they were not getting expensed to the
Wedgefield, so they didn't even show up in the
Wedgefield O&M expenses by Utilities Inc.

We went out to bid for two companies to come
in and just provide the O&M. One was Utilities Inc.
asked if they could continue to do the 0&M, and we
allowed them to provide us a bid. We also asked
Utility Partners, which is based, headquartered out of
Atlanta, a well known 30-year-old group that does
solely O&M. We went ahead, and on the
basis of the costs between those two, Utility Partners
was less than the utility that owned the utility that
wanted to do the 0O&M for us.

So we retained Utility Partners, and they
provided the 0&M at the plant, and they will still do
for both water and wastewater. And they also at the
time of the acquisition were doing customer care for
us, as well.

And this is where I'm going to merge in a
little bit to responding. So it is not factual that
suddenly the expenses went way up just because of the
acquisition. A large portion went up because the prior
utility wasn't operating at and in compliance with DEP
regulations on both personnel and expensables for

operating the plant.
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The corporate allocation -- so today, I'm
kind of segueing into my comments, we have read the
report. We really don't have too much objections to
the report. We could disagree on probably every single
item, but I don't think that's good use of the time,
and I'm not sure the customer benefits by us arguing
over the amounts that we would be, but we are
specifically covering some of the same areas that OPC
is, and that is Item Number 11 for the allocations
amount, Item Number 13 for the call center specific
amount, and Item Number 14 for the income tax. So
those are the only three items that we are really
having any type of discussion today before you.

And so with that, what I'd like to do is --
unless the Commissioners have an objection to that, is
to maybe just walk through Items 11, 13, and 14, and I
will be happy to answer the ones that I can relative to
any other questions the Commissioners may have.

CHAIRVAN BRI SE:  All right. I'm fine with
you walking through 11 -- through the items that you
have identified, and then once we deal with those then
we will go back and go through the balance.

Okay. Go ahead.

MR GALLARDA: Item Number 11 under corporate

allocations, the subject surfaced specifically -- and
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let me -- and on the page I will direct you to is --
excuse me for a moment, I've got to go backwards.

And to that, we have a wire-bound handbook,
pretty short, of what this is. We think 11 is somewhat
pretty black and white with regards to our point that
we'd like to make. We don't agree with the aspect of
using a salary survey to determine what the
compensation should be. However, having said that, the
staff used the American Waterworks, AWWA salary survey,
which encompassed primarily the four positions that it
affected in the staff recommendation.

Staff had used -- and if you look at that
page, the second page in, you will see a clear white
table at the top that has not been filled in. And the
title of that survey is the 2008 AWWA Compensation
Survey. And right below it in green you will see that
there is a 2011 AWW Compensation Survey which coincides
with the actual test year of our filing.

And so using exactly the same positions, we
have determined that by using the current AWWA survey
that the actual amount total that would have been in
the staff recommended wages had they used the 2011 is
$299,223, or roughly $16,042 more than the 2008. We
would argue that at a minimum we should at least be

allowed to use the 2011 current AWWA. And I'm not
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certain, and staff can answer that, that they would
necessarily object to that. We're just using the
current AWWA data.

CHAl RMAN BRI SE:  Okay. If you could stop at
that point, I will allow staff to address that.

MR FLETCHER  Yes. Commissioners, staff
agrees with the use of the 2011 survey. What we do,
due to budgetary reasons, we usually purchase a survey
every three to four years. And what the Commission has
used in the past is the Commission-approved indexes to
index it forward to the appropriate test year in the
case.

However, because of the information that is
provided in a more current survey with the year that
matches this test year in this case, we would have
no —-- we agree with the use of that and effectively
that would increase it about $1,400.

I just wanted to make a comment, with that
use of the 2011 survey, plus OPC mentioned about the
$400 for a tax return for a personal tax return, which
we would also agree with, so the net effect of that
decrease of 400 and the use of that, it would be
roughly about a $1,400 increase in the revenue
requirement from what is in staff's recommendation.

CHAl RVAN BRI SE: All right. You may proceed.

FLORIDA PUBLIC SERVICE COMMISSION
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MR GALLARDA. Forgive me, Mr. Fletcher, I'm
not sure I know how to get the math there. If I have
$16,000 to be added back in at the parent level,
correct, and then I have a $400 personal tax return
that would come off of that --

MR FLETCHER If I could -- it's at the
parent level and then you have the allocation down.
What that does is you have a little less than around
$5,000 on both water and wastewater. So if you split
that equally, and also the net effect of the other,
when you consider in the income taxes of all of that,
then the net effect on revenue requirement for both
water and wastewater is about 1,400 a piece, about
2,800 total company.

CHAl RVAN BRI SE:  Okay.

MR, GALLARDA: That explained it. Thank you,
Mr. Fletcher.

The next item then, or the last table there,
it's the —-- it doesn't fall within the numbers up
above. It was a pro forma controller compensation.
And so the same argument, and that is using the 2008
for that controller versus the 2011 result in about a
$3,938 add back in for that controller. And I'm sure
Mr. Fletcher has probably got the number for what that

would be using the difference.
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CHAI RVAN BRI SE:  Mr. Fletcher?

MR, FLETCHER I included the adjustment for
the controller, as well, and the $1,400 effect for both
water and wastewater.

CHAl RVAN BRI SE:  Okay.

MR, GALLARDA: Fine.

CHAI RVAN BRI SE:  Thank you.

MR GALLARDA: The second item is Item Number
13, and Item Number 13 pertains to that during the test
year, at the end of the test year, as a result of
customer care issues that we believed existed, we
elected to take the responsibilities for the call
center in-house because the Utility Partners company
was handling that during the time. This was all in our
filed MFRs to reflect that taking it in-house and what
are savings related to that and was there an additional
cost.

Whatever it was, we brought it in-house. And
so our only concern relative to this, and I think --
bear with me for a moment. On Page 32 there before you
where -- and it would be the last paragraph Jjust above
the table marked 13-1, if everyone sees that. And in
that staff went back and reviewed, okay, Mr. Gallarda,
what was the third party firm charging its allocation

to Wedgefield, what was that amount versus what will be
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the amount that's charged going forward with you taking
it in-house. A right question to ask.

And the only thing that we take issue with is
that the last -- second to last sentence where staff is
calculating what is the amount that Wedgefield was
being charged before you took it in-house, and
Wedgefield was being charged $40,665. You can see the
number there.

And essentially all that is doing is taking
the amount of what was being charged times its
allocation. What's not showing in this table is that
the allocation that that company was using for
determining how they billed us for the customer care
center was not one that is used by the PSC. And the
amount -- the percentage that they were charging for
that was considerably less than if I had -- if I had
taken their table and applied the equivalent dwelling
units, which is used by the PSC to determine how do you
get to the allocated amount, it would have been
significantly larger than the $40,000.

So the $40,000 is not a real number when you
are comparing it, 1if we are going to use the PSC EDUs.
But having said that, if I go to the end on what they
have at the table saying, well, the amount that frankly

what you're asking for is a $12,000 a year increase to
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the customers of Wedgefield, but there were savings
that occurred by us taking it in-house. And one of the
things we heard during the customer meeting was that a
number of customers were upset over the wait times that
they had to wait to get to a representative to talk to
about their bill or their concern.

And so I heard that. But we didn't rely on
just the customer meeting, and staff will verify this.
We went out and I personally met, along with my
regional manager, with 22 of the 24 people that spoke
that night. That's unheard of on utilities to go do
that. And we spent the next two weeks doing nothing
but interviews. And we heard it again, wait times. So
I made the decision to have our call center hire two
more people to come in. And so that $12,000 -- it's
not really 12,000 increase, because remember the
allocation that was used before, but it is an increase.
But even if I used $12,000 over the 1,582 customers,
that's 64 cents a customer per month. And I have
not -- and we have not had a single call since we hired
those two people with regards to hold times and wait
times, and that's an improvement.

So my only concern is if that we are not
granted that, then we can't afford to just continue to

hire two people that I can't get relief on. If we let
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those two people go, I would assume that we would see,
again, an increase in the number of people saying that
it is hold times. Two people makes a difference.

So we would ask that the amount that is real,
the total added back in be added back in and not taken
out for the sake of the customers. We think the
customers get a benefit out of it, and we have seen it.
Not one call, not a matter of two or three, not one
call on customer hold times since we hired those two
additional staff people. That's my Item Number 13.

And my last item that I have comments about
is Item Number 14 for income tax. And if you'll turn
to Page 36 of the recommendation, I can cut to the
chase pretty quickly on it. The utility lost money,
and as a result of losing money over the course of time
NOL carry-forwards built up. And we sort of take
exception with any kind of dealing with that other than
letting the shareholders have the benefit to the NOL
carry-forwards. And staff -- and forgive me, Mr.
Fletcher, but I wholeheartedly disagree with the
statement that the customers didn't benefit.

During a time that we were losing money, the
customers were benefiting because they weren't paying
the amount that would have allowed for us to make our

allowable earnings. So they got a benefit out of that.
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We're just wanting to get the benefit out of the tax
basis that we get during that loss period. And staff
has come up with kind of a novel or unique way to maybe
address it, and that is, well, we're just going to let
you amortize it over a four-year period. Which, by the
way, only coincidentally is equated to the four-year
rate case amortization of expenses. And so at the end
of that four years, if logic would pursue, and in my
limited opinion is that at the end of the four years,
then after the NOLs have been fully amortized then I
should at least, without having to come in and the
customers bear the expense of a rate case to get
something that is known at the beginning on an
amortized basis.

So I think at the end of four years, just as
when rate case expenses fall off and reduce the rates
down, that that amount should be added back in as an
amount that offsets that, because at the end of four
years I would have to come back then and file a rate
case, go to the expense of that just to get what we're
going to have ending at the end of the four-year
period.

So we're not disagreeing with maybe the
methodology and the form of what has been done by

staff, it's novel, but I think that at the end of four
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yvears that that ought to come back on just like the
rate case expense amortization drop off at the end of
four years.

And that concludes my prepared remarks.

CHAl RVAN BRI SE: A1l right. Thank you.

MR FRIEDVMAN. Let me just interject a couple
of things here at the end to address some things that
Public Counsel said. They mentioned that 10 percent
bonus. That 10 percent bonus has never occurred. That
discussion is a smokescreen.

The second issue is on the 5 percent. The
5 percent doesn't apply to salaries. So when that was
stated that the 5 percent applied to salaries, that's
just wrong. It doesn't apply to salaries. It applies
only to O&M.

And as Mr. Gallarda said on this NOL issue,
the customers did benefit from the fact that they paid
less rates than they should have paid to provide
compensable rates to the utility. So the staff has
come up with this novel theory about, hey, why don't we
amortize it. But as Mr. Gallarda said, if you have
that change and you are amortizing that known amount,
at the end of that amortization period there should be
an automatic rate increase to compensate for that.

Otherwise, the company is going to —-- you're telling
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the company, come back in in four years and spend
another $80,000 on rate case expense. And none of us
want them to do that.

So if you're -- I don't think the NOLs should
be counted at all. But if you're going to, and if
you're going to take this idea that it ought to be
amortized, at least at the end of the amortization
period the rates should increase by the appropriate
amount. Thank you.

CHAI RVAN BRI SE:  Okay. OFPC.

M5. MERCHANT: Thank you. I just wanted to
clarify two things that Mr. Friedman just said.

The 10 percent bonus I just took that
language straight from the contract. So I wasn't
making a comment as to whether it had been taken or
not, but I'm just reading the language in the contract
that that is available for the operator.

Also, and I hope I didn't mislead you, but
the 5 percent added factor is on top of the direct
expenses such as purchased power, chemicals, sludge
hauling, those types of direct and controllable
expenses of the utility. 1It's a profit or an
administrative fee. It's not added onto labor, but it
is on top of labor that they already get in the first

part of the contract.
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And something that Mr. Gallarda said earlier
was that Utilities Inc. was not in compliance with
their standards when they purchased the system, and
that was true. About the time before the last rate
case for Utilities Inc., they had a lot of problems
with trihalomethanes and whatever the other chemical
component is, but they fixed all of that with the
change in the MIEX system. But in their application
for transfer, which was a combination between Utilities
Inc. and Pluris, they made the statement that the
company was in compliance with DEP standards at the
point in time of the transfer. So I read that
yesterday that the companies both said that, made that
statement in their application for transfer.

MR GALLARDA: I would just like to comment
that Barbara Browning, the head of the DEP in Florida,
can attest to the fact that subsequent to the
acquisition they were not in compliance. And the
reason is pretty simple. The statute states -- and
it's TTHMs and HAA-5s -- those are regulated at
80 milligrams per liter for TTHM and 50 milligram per
litter for HAA-5 in any sampling. Utilities Inc.'s
samples failed. Once you fail, you don't get a pass to
go on for an annual basis of TTHM and HAA-5 testing;

you go to a quarterly basis. And so there's increased
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costs, by the way, with having to go -- those are
expensive tests. So you are doing quarterly testing.

There is a 12-month trailing average. You
are in —-- you are non-compliant until you pull the
12-month trailing average down below 80 milligrams per
liter for TTHM and 50 for HAA-5. That didn't take
place for four quarters after we acquired the utility.

The first quarter after we acquired the
utility, we made the changes to the MIEX structurally
and we bought the correct size of resin. Every quarter
we had after we acquired it was in compliance on a
quarterly basis. We were still not in compliance until
that 12-month number was brought down below the 80 and
50, and that can be verified with Ms. Browning with the
DEP.

The other item I'd 1like, if it pleases the
Commissioner, because it's just not going to happen,
we'll be happy to strike the 10 percent language in the
contract, because there has been never an occasion
where it has been under budget and it's not going to
happen. And we would be happy to stipulate to have
that to the satisfaction of staff stricken from the
contract.

CHAl RMAN BRI SE:  0PC, and then we'll go to

staff.
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M5. MERCHANT: I have one more comment. The
customer service costs, the customer service center
costs, the company -- in staff's recommendation it
states that those costs were included in the fixed rate
contract. And I would just like to know from the
company if the contract was adjusted when they removed
those services from the contract and they asked for a
pro forma adjustment?

MR, GALLARDA: Yes.

M5. MERCHANT: Was that a reduction in 2011
or was that some --

MR GALLARDA: 2012, starting in 2012.

CHAI RVAN BRI SE:  All right. Mr. Fletcher.

MR FLETCHER  Okay. Just to comment on the
last question regarding the 10 percent. History --
since the contract was executed, they have never gone
above the 10 percent. I don't envision that that is
going to be the case. But if they are willing to do
that, staff has no opinion regarding whether it's
omitted or not. Would you like me, at this time, to
address anything other that OPC had raised?

CHAl RVAN BRI SE:  Prior to you doing that,
Commissioner Graham has his light on, so I don't know
if he wants to wait for that or if you have a question

before that.
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COW SSI ONER GRAHAM  Actually, my light was
on so Mr. Fletcher can give us his opinion on Item 13
and 14.

CHAI RVAN BRI SE:  Okay.

MR FLETCHER  Okay. With regard to Item 13,
and that deals with the requested pro forma increase
for the in-house customer service representatives, what
we had at the time at the customer meeting was we had
learned that -- and that was held on December 5th in
this case -- we knew that the utility had switched that
from the third-party vendor, Utility Partners, to
in-house with about five employees, and then though we
had a subsequent request after that customer meeting
for two additional employees.

Based on the comments that were given at the
customer meeting, there were a handful of customers
that addressed hold times. If you look at the
attendance at the customer meeting in relation, and
those who spoke regarding hold times, and the number of
customers in their service territory, it was a small
percentage of the customer base.

We did ask additional data requests of the
utility for support. The support was that it was based
on management's review regarding hold times, but there

was no empirical evidence of this is the hold time
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under UP and it was reduced from, let's say, I'm using
three minutes down to one minute. We had no empirical
evidence to show what improvement was going to be made
in their stated management review.

The other aspect of how we look at this
whenever you are asking pro forma in additional
salaries, we did ask i1if they had any compensation
studies that they had performed in order to set the
level for the seven employees. So basically it's Jjust
the burden of proof to show that their requested costs
are reasonable.

Now, I will say that staff -- what happened
in this case, what's in the MFRs was the allocated
amount that was for UP, which was $40,000. And the
statements that were made that it was different than
the EDU, this is the first time I've heard of that with
regards to the allocation of the customer service that
was provided by Utility Partners, that it was used over
a different allocation method.

I can tell you that what is in there now in
the test year in revenue requirement is 40,000, and I
know the contract provides —-- for UP provides for the
labor component of 15 percent markup. That, to me, is
about $6,100. And that was staff without any -- we

kept it the same, didn't make a recommended reduction,
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because if you are switching -- all things equal, if
they could do it the same as the number of employees
that UP was devoting to carry out that function, to
move it in-house you would strip away that 15 percent
markup. And theoretically you would say that it can be
done for $6,100 less.

We did not make that just in case the
transition -- just in case they needed maybe additional
time, overtime or whatever to bring down the hold
times. We recommended no adjustment to what was
originally in the MFRs whenever UP provided that
function. But with the documentation that we are
provided, or in the staff's mind lack thereof for
justification for a $34,000 increase at the parent
level, and about a $12,000 increase at the Pluris
allocated level, we just didn't think that they met
that burden.

MR GALLARDA: I would only comment relative
to the statement that the staff was not -- did not
receive, in fact, an e-mail that has the letter from
Utility Partners outlining in the table what their
percentages were. Adding up to their total was
included along with the table that we had for
demonstrating what our costs were going to be.

But one thing that is novel is -- and as an
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engineer when you use the term empirical, I use the
term quantifiable and empirical. Empirical being not
necessarily something you can quantify quantitatively,
but I guess I could argue empirically we have answered
that because we have not had a single call from
customers complaining about hold times. But we are
more than happy to reduce that group of people down two
again, but I don't think that people are going to be
happy about that. And that's something that we do take
the customer care very seriously, and staff knows that,
by going out and meeting with the number of people we
met with that spoke.

But the other issue is relative to using a
compensation survey to determine need. Mr. Fletcher
just shared that, well, we asked them to produce a
survey to review. That survey that was asked from us
empirically had nothing to do with the call center
people. It only had to do with us at the corporate
parent level. And I think I can support that, because
had there been a concern about the call center employee
labor costs, staff would have produced that in an AWWA
survey Jjust like they produced at the corporate.

The request for the corporate -- or the
survey had only to do with the corporate parent people.

It had nothing to do with the call center people. And
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we don't use a survey to determine the need, we just
went out and listened to the customers. That's what
they wanted.

CHAI RMAN BRI SE:  Commissioner Graham.

COW SSI ONER GRAHAM  Either Mr. Fletcher or
the utility, how much are we talking about with these
two employees?

MR FLETCHER I can't isolate the two
employees, because it was brought in at a total level.
I can tell you the difference between the UP doing it
and the seven customer -- seven employees that's
performing the function in-house is 34,000 at the
parent level.

MR GALLARDA: And just following up on that,
the UP total cost for customer care was $271,000 with
five employees annually. The customer care cost
in-house with seven employees, because you realize that
saving is 249,000. So although we are asking for a
34,000 increase of -- and we are actually, just to put
the 34,000 back into what our request was, our
operation is 249,000 for seven employees. It was
271,000 for five under UP.

MR FRIEDVMAN.  And we did provide the staff
in a data request response with the analysis by Utility

Partners of how they allocated the customer care
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portion between utilities, and they had a table there
and it said the amount that was allocated to Wedgefield
was 14.99 percent. And that could -- if I saw that and
I knew that the staff was now saying that allocation
should be 19.9 percent, then I would naturally see that
there was a difference in the way that you did that
allocation. And I think that by using an allocation
factor that is inconsistent with what this Commission
uses, I think you start with a false position. And I
think that the seven customer care people is a
reasonable amount to have. And like Mr. Gallarda said,
we haven't had complaints about call times from this or
any of the other systems since we added those new folks
the first of the year. Thank you.

COW SSI ONER GRAHAM  Mr. Fletcher, if I can
get you to address Item 14.

MR FLETCHER: Yes, Commissioner. Item 14
deals with the staff's recommended treatment of net
loss carry-forwards with regards to the income tax
provision recommended in our revenue requirement.
Available to the utility now is about $105,000 of net
loss carry-forwards. You can carry that forward back a
few years and forward about 15 years.

When faced with this, what the Commission has

done with determining and rate-setting, ratemaking is

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

000033

what is your tax liability going to be? Are you going
to truly pay that much once you run all the numbers and
get a revenue requirement and you apply the composite
tax rate, are you actually going to pay that? Well,
you're not because -- for this company, because you are
going to have some kind of offset with the net loss
carry-forwards. And that is how the Commission has
treated it in the past is you offset that.

In this case, it's only going to go forward
probably sometime in the first quarter of 2014 is when
they will probably be expired. And that's only a
guess, because you never know how consumption patterns
are going to change and the revenue stream is going to
be. It's hard to predict that. And that was one
aspect of why staff strayed away from doing, like, a
step increase, if you will, or, excuse me, a step
decrease in this case, because it's very hard to
predict when that is exactly going to expire and they
are going to use all those up.

So what we looked at is let's amortize it
over a four-year period, because in the first year they
are going to offset -- they're going to use a lot of
the NOLs, and that is going to be completely different
than what we have, 1/4th of that -- or, excuse me, the

income tax provision that we are using to set the
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revenue requirement on, that's going to be much less
than what they are going to have to actually -- let me
get that back.

The income tax provision that we recommended
for the very first year in the rec is going to be more
than what they are actually going to have to pay for
the first year. In year two it's going to be a little
bit less. They are going to pay a little bit less in
2014 than they would in a tax provision that we have
embedded in the revenue requirement.

Now, it starts reversing in years three and
four, so I will admit that, because it's being
amortized over time. They are getting to use up those
NOL carry-forwards. Staff just felt it best to pick a
time to amortize those, because we didn't know of a
certain date when they would expire. And that was our
best approach in order to normalize, if you will, the
income, the income tax provision that they were
actually going to have to pay over a four-year period.

MR GALLARDA: And we're not going to argue
with him on that methodology. We're just saying at the
end of the four years of doing that, that that amount
should be added back into rates.

M5. MERCHANT: And we would disagree with

that, too, because there are a lot of other things that
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are going to change between now and four years. I was
looking at property taxes. The property tax assessment
has already gone down for 2013, so there's a lot of
items that can decrease.

Things can change both ways. Rate base
decreases if they don't put a lot of plant in. So, you
know, that's one of the things. Rate case expense is
the only thing statutorily provided for on an automatic
reduction. Everything else is whatever your earnings
are. They can get indexes and pass-throughs if they
can show their direct expenses, so the company can have
other means of increasing their rates in between rate
cases.

MR FLETCHER If I may, I would tend to
agree with that, because over time we have embedded in
there a return on their rate base. It's not going to
be the same four years from now as it is -- what you
see in the recommendation. Because you are going to
have your plant investment is going to be depreciated,
and then you are going to have less -- if they don't
make plant additions, then the return on that, the
revenue requirement for that return is going to go down
from what rates are set on.

So not everything is going to be equal. If

you were to say, theoretically, everything the same,
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then, yes, it would appear that that would be the case.
But things are going to change with the amount of
revenue for their investment, because it's going to be
depreciated. 1It's going down. Expenses are going to
fluctuate. And there is no way you can tell for
certain at the end of four years that -- that is going
to put them in an underearnings posture.

COW SSI ONER GRAHAM  Mr. Chairman, I guess
my question is more procedure. If we are going to deal
with Items 11, 13, and 14 first, or are we going to go
back to the beginning?

CHAI RVAN BRI SE: I think we are going to go
back to the beginning soon, but I think Commissioner
Balbis has a few questions.

COW SSI ONER BALBI'S:  Thank you, Mr.
Chairman. And I could ask them now or when we get back
to it, but I would like --

CHAI RMAN BRI SE:  Go ahead and ask them now,
because then we are just going to go through it.

COW SSI ONER BALBI'S: Yes, I think that would
help me out, too, so I keep the proper train of
thought.

I have some questions for the utility
concerning the 0O&M costs, and I want to focus a little

bit on the MIEX system and the increase in resin usage.
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Is the MIEX system that is there -- is it the
or Orica system?

MR GALLARDA: Yes.

COW SSI ONER BALBI'S:  Okay. And I'm just
kind of confused as to why the amount of resin being
used has increased so much. Because it's my
understanding that the Orica system comes as a package
component, and that Orica designs the virgin resin seed
system, the regeneration, the brine contact chamber, et
cetera. So what improvements did you make, and to
which component and why?

MR, GALLARDA: The Orica -- and we have
actually talked with St. Cloud who has an Orica system
also, just to kind of collaborate or corroborate
between ourselves. And one of the things that is
starting to -- that has been noted, not just in ours,
but also their system is just the resin loss itself
during the backwash process that occurs.

The box where the resin sits in is a chamber
that has feeds along the bottom that are irregular in
shape. And it looked -- what was taking place was
there was not good flow across those plates. It
allowed water to mix back through with the resin.
Orica, when we -- because we pulled the system apart to

take a detailed look inside the resin, why we thought
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we were losing it and whatnot, and we found this
subsequently.

Orica had made some upgrades to their system
subsequent to this one being put online like back in
'07. So structurally there were changes made inside
the contact time box that we believe had probably -- it
cost some money to do that, but we think probably was
the minor reason in all respect engineering-wise to the
reason why the numbers were being blown with the TTHM
and HAA-5. And that we really -- it was 25 percent of
the volume.

They have a set manufactured amount that they
require in their system. We are just meeting what they
required. What was done before was not meeting that.
And we think it just had to do -- I don't know if it
was towards the end and the utility Jjust decided, hey,
we're selling the system, so let's not put any more
money in it. I don't know what it was, but that
process was taking place well in advance of 12-months
before we took a look at the utility. Because it
didn't just all happen within a short period of time,
Commissioner Balbis.

COW SSI ONER BALBI'S:  Okay. And this
question may be more appropriate for staff, but I

assume that the utility provided documentation for the
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test year or pro forma on the amount of resin being
used for their chemical costs?

MR MROY: James McRoy with staff. Yes,
Commissioner, they provided all that information to us.

COW SSI ONER BALBI'S:  Okay. I believe my
other questions on -- this group of issues have been
answered, so we can go to the beginning and go back
to —-

CHAl RVAN BRI SE:  Since we're here, I'll just
ask one more question. I wasn't sure if I got a clear
answer when Commissioner Graham asked the question
about the two additional employees, what that amount
would actually be for the call center?

MR GALLARDA: Yes, sir. The actual
salary —-- let me see if I have it. I can boot up my
laptop, but it was 28,000 and some change for one and
29,000 and some change for the other, that I know.

CHAl RVAN BRI SE:  Okay. That's fine. All
right. Thank you. If we are prepared, we'll go back
to the beginning, and you're welcome to take them in
groups as we move along and go with them that way.

I saw your light, Commissioner Balbis.

COW SSI ONER BALBI'S:  Thank you, Mr.
Chairman. I have one question for the utility on Issue

1.
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CHAI RVAN BRI SE:  sure.

COW SSI ONER BALBI'S: And it has to do with
the 19,200 lineal feet of AC pipe. And one of the
concerns that I have is that the utility has taken
steps to reduce the impact of any breaks, but are there
any plans for the replacement of that pipe, knowing
that it is going to continue to deteriorate, or is it
just outside of the test year?

MR GALLARDA: And forgive me, Commissioner,
which item is that, so I can turn to it, please?

COW SSI ONER BALBI'S:  TIssue 1, Page 5, second
paragraph.

MR, GALLARDA: Okay. I've got you. Yes.

One of the reasons -- the utility dates back to the
late '60/'70 time frame, and I understand you're an
engineer, so you would understand that back then they
were using AC most of the time, and they weren't using
steel, or PVC, or HDP that we use today.

Those sections are in the older parts of --
and we had two breaks which was the subject of a lot of
discussion back in last year. And whenever we have a
break in an AC line, you never end up just fixing that
section because as soon as you try to square off the
end, it breaks back further because it's brittle after

being in the ground for 30 years.
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So we replace somewhere in the neighborhood
of 100 to 200 feet when we do that. But our plan is,
and it was a result of these breaks, is we really
didn't have a quantitative number of the 19,000 until
we actually did the inventory to find out how much was
in that area.

Well, our plan is to go back in and replace
sections starting in the older section, and that's
starting in '14. And the plan is to just take
neighborhood streets, just single streets, and we know
where it is all at at this point in time. We know. We
have got it labeled.

What we have done since that time, though,
because the real issue is how do you prevent, you know,
just a wholesale break? We installed, and staff was
present for the installation of one of them, because we
did one the day after the customer hearing, and that is
actual isolation valves, new ones placed. Even though
we exercised the old ones, we had the perfect storm
happen out there when we had an isolation wvalve break
which then engulfed the entire system with the one --
the break.

We are replacing isolation valves to ensure
that if we do have another break, it will be a limited

break, affecting maybe 30 to 50 homes and not
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system-wide. So the plan in 'l4 is to start -- and we
already do a 10 percent, by the way, for wastewater.
Each year we go out and TV and line clean with a Vactor
10 percent of the wastewater line, because we have got
some old lines there, to determine which ones we think
are suspect so we can address an INI issue.

On the pipes it's a little more difficult.
You can either go to the extent of saying we will
replace all 19,200 feet -- and we have the means to do
that -- but that's not fair to the ratepayers, because
that would be a rate shock if we went in and replaced
it all at once.

The idea is that we may end up taking
somewhere in the order of 2 percent replacement per
year, or when it breaks replacing the system, a section
at that time. But it's difficult in the distribution
line to just go out and wholesale replace it because of
the rate shock that would occur in doing that. But we
are taking a proactive -- we really are taking a
proactive role in the replacements of the 19,000 feet.

COW SSI ONER BALBI'S:  Okay. So this two
percent program that you mentioned, approximately
2 percent, so the revenues included in this rate
request will fund that program?

MR GALLARDA: The revenues -- no, we don't
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have that. That will be an investment on our part
until the next rate case. That is not in this rate
proceeding.

COW SSI ONER BALBI'S:  Okay. And I'd just
like to make a comment. I mean, this is something that
we have come across several times with this aging
infrastructure is that apparently our current rules or
statutes do not allow these types of long-term programs
to be put in place so that there either isn't a rate
shock or the utility doesn't have to come in for
another rate request in order to pay for these
programs, which I think we all can agree the crumbling
infrastructure needs to be replaced at some time.

Unfortunately I don't think there is anything
we can do with this case, but, you know, it just jumped
out at me is that here is another example of that issue
that maybe we can get addressed soon enough.

CHAl RVAN BRI SE:  All right. Any further
questions on Item Number 1, or are we ready to begin
going through the items?

Okay. Commissioner Edgar.

COW SSI ONER EDGAR:  Mr. Chairman, if this is
the appropriate time, I will go ahead and make a motion
to approve the staff recommendation for Issue 1,

recognizing the discussion and the information we have
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regarding the customer meeting and the work that our
staff has done examining information that we have from
consumers.

CHAI RVAN BRI SE:  Okay. It has been moved.

Is there a second?

COW SSI ONER GRAHAM  Second.

CHAI RVAN BRI SE:  We have a second. Any
further discussion on Issue Number 1? Okay. Seeing
none, all in favor say aye.

(Vote taken.)

CHAI RMAN BRI SE:  Okay. We are ready to move
on.

Commissioner Edgar.

COW SSI ONER EDGAR:  Then, Mr. Chairman, I
can go ahead and move the staff recommendation as a
group for Issues 2 through 7 that address rate base,
and also Issues 8 and 9 that regard cost of capital and
the use of the leverage formula.

CHAI RMAN BRI SE:  Okay. So that will be
Issues 2 through 9. 1Is there a second?

COW SSI ONER GRAHAM  Second.

CHAI RMAN BRI SE:  Okay. Any further
discussion on Issues 2 through 97

Okay. Seeing none, all in favor say aye.

(Vote taken.)
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CHAl RVAN BRI SE:  Okay. Now we are moving on
to Issue Number 10.

Commissioner Edgar.

COW SSI ONER EDGAR:  Mr. Chairman, I believe
that Issue 10 may be impacted if there are adjustments
that we, as a group, want to make regarding some of the
information and discussion that we have had. So, I
would ask my fellow Commissioners if there are points
that you would like to bring out, and then I guess I
would think it appropriate to turn to our staff to see
how best to incorporate those adjustments, if any.

CHAl RVAN BRI SE:  Okay. Thank you.

Commissioner Balbis.

COW SSI ONER BALBI'S:  Mr. Chairman, I agree

with that approach. I think it would be more

efficient.

CHAl RVAN BRI SE:  Okay.

Commissioner Graham.

COW SSI ONER GCRAHAM  Thank you, Mr.
Chairman.

I guess that moves us to Issue Number 11, if
we're going to come back to Issue 10. Is that correct?

CHAl RVAN BRI SE:  That's correct.
COW SSI ONER GRAHAM I move the, I guess for

lack of a better term, the Fletcher amendment for Issue
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CHAI RMAN BRI SE:  He said he moves the
Fletcher amendment. Okay.

Commissioner Balbis.

COW SSI ONER BALBI'S: T just want to clarify

what the Fletcher amendment is.

M5. MERCHANT: Commissioners, can we get that

dollar amount again for Issue 11 on the record, please?

CHAI RVAN BRI SE:  sure.

MR, FLETCHER. If I may, that was to agree
with OPC's concern regarding $400 related to the
personal tax return of an officer, and also to agree
with the use of the 2011 AWWA study and the affect on
the salaries there. That would also affect not only
11, but 13 in relation to the controller's salary for
the use of that survey. The effect of that was

approximately a $1,400 increase for both water and

wastewater.
M5. MERCHANT: And that is net of the $4007?
MR FLETCHER  Yes.
M5. MERCHANT: Okay. Thank you.
MR FLETCHER If I could, one thing?

CHAIl RMAN BRI SE:  Sure.
MR FLETCHER: If that is the Commission's

will, that we be given administrative authority with
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regards to the working capital issue, because it's
1/8th of 0&M, and that would flow through to rate base
to change those, as well.

CHAI RVAN BRI SE:  Okay.

COW SSI ONER GRAHAM  Yes, that would be part
of my amendment, as well.

CHAI RVAN BRI SE:  Okay.

Commissioner Balbis.

COW SSI ONER BALBI'S:  Yes. I also wanted to
clarify with Mr. Fletcher, or with the Commission, I
believe the utility did offer to remove from the
contract the provision of a 10 percent bonus if it's
under, and so I would like that incorporated in, since
it seems like both parties are agreeable to that.

CHAI RVAN BRI SE:  Okay.

COW SSI ONER GCRAHAM  TIs that appropriate in
Issue Number 117?

COW SSI ONER BALBI'S: T believe it is.

COW SSI ONER GRAHAM  Okay.

CHAl RVAN BRI SE: A1l right. So the motion
incorporates administrative authority in addition to
the actual substance of it, and the 10 percent bonus
component. Okay.

COW SSIONER BALBI'S: T will second that

motion.
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CHAI RVAN BRI SE:  Okay. It has been moved and

seconded.
Any further discussion?
Okay. Seeing none, all in favor say aye.
(Vote taken.)
CHAl RVAN BRI SE:  Okay. Thank you. Moving on
to —-

COW SSI ONER GRAHAM  12.

CHAI RVAN BRI SE:  -- 12.

COW SSI ONER GRAHAM  Unless I missed it, I
think that 12 is fine. If we move on to 13, the
customer service is more of Issue 13, 1is that correct?

CHAI RVAN BRI SE:  Yes. 1Issue 13 is the
customer service issue. Okay. So we are ready to move
to Issue Number 13, and we will come back to those
other two issues. Unless, Commissioner Balbis, you had
an issue on 127?

COW SSI ONER BALBI'S: No. I move staff's
recommendation on Issue 12.

COW SSI ONER GRAHAM  TI'11 second it.

CHAI RVAN BRI SE:  Okay. It has been moved and
seconded.

Any further comments on 12°?

Okay. All in favor say aye.

(Vote taken.)
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CHAl RMAN BRI SE:  Okay. Thank you. Moving on
to Issue Number 13.

Commissioner Graham.

COW SSI ONER GRAHAM  Thank you, Mr.
Chairman.

Issue 13, I guess this goes back to some of
the other water cases that we have had in the past, and
I guess some of the things that we have been preaching
to the people that come before us. One of the things
that I think the utility companies have control over is
customer service, and when they come in here and they
ask for different things and for the different rate
increases it's easier for us to see that they are doing
their job more than just test results, but depending on
how the customers come off us and if they are pleased
or not pleased, if they are getting feedback or not
getting their feedback. And it sounds to me that this
company is doing more of the right things and moving in
the right direction.

And if they are asking for a little bit more
help customer service-wise to help ease some of the
pain and help them do their jobs, I think it may be
something -- I think, in my opinion, that it's
worthwhile and something we should move forward with.

I don't know i1if there needs to be contingencies here
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that we look at it in the next rate case, and so,
therefore, this doesn't set a new -- a new base, or if
we just want to move forward and give them these two
extra employees, but I think something needs to happen
here to help encourage this kind of movement.

CHAl RVAN BRI SE:  Okay. Commissioner Balbis.

COW SSI ONER BALBI'S:  Thank you, Mr.
Chairman. And I agree with Commissioner Graham. I
think, especially in water and wastewater cases, we
spend a lot of time on utilities, you know, attempting
to satisfy customers and have good customer service.
And here we have a utility that is being proactive and
addressing these issues. And not only on the customer
service side, but even in the treatment processes that
they are looking to use.

I mean, the MIEX process I'm familiar with.
It is the state of the art best treatment for TOC and
DOC removal. That provides good water quality. And we
have struggled with that as a Commission. How do we go
to these secondary water quality standards and
encourage them while I think, you know, acknowledging
that this utility is not only addressing customer
satisfaction with good customer service, but also
implementing technology that is appropriate.

So I believe that these two additional
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employees are justified. They provided the
documentation as far as the salaries for it, so I would
support adding them back into or agreeing with the
utility's request that it's included in their MFRs.

CHAI RMAN BRI SE:  Okay. Mr. Fletcher.

MR FLETCHER I just wanted to comment,
because the Commission has a practice that you limit
the utility to the revenue requirement that it
requested in its filing. They are, for the water side,
even with the $1,400 increase, that leaves about $2,000
for -- until they reach that maximum, that limit that
they requested.

I just wanted to put that out there and make
you aware that even with this increase for the water
side, because if my calculations are correct, that is
probably about a $12,000 increase to total company.
Half of that would go to the water. So you're looking
at about 6,200 to take into account those additional
two customers.

I just wanted to know —-- just let everyone
know that they will be limited, at least in the water
side, that they wouldn't get that full recovery because
of the Commission's practice that you limit it to the
revenue requirement that the utility had requested. I

just wanted to make that point.
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CHAl RMAN BRI SE:  So just so that I'm clear,
the cap, in essence, is we're off by $2,000. 1In
essence, there is about $2,000 left there.

MR FLETCHER  Yes, that's the range of what
we have left. So you're looking at they probably
wouldn't achieve that recovery of about $4,000 on the
water side. There's plenty for the wastewater side to
take on those two additional employees, just by rough
calculations.

CHAI RVAN BRI SE:  Okay.

MR GALLARDA: The utility is willing to work
with staff that in the event that it hits that portion,
then we'll accept that limit.

CHAI RMAN BRI SE:  Okay. Office of Public
Counsel.

M5. MERCHANT: We're concerned that the
company reduce the cost of the contract in 2012, which
is the year after -- they reduced the contract for the
labor that was included for the customer service
component in 2012. We're looking at a 2011 test year
that we are making a pro forma adjustment to, so we
were concerned about going-forward costs being reduced
but not reflected in the test year with the
implementation of the pro forma adjustment.

CHAl RVAN BRI SE:  Okay. Thank you.
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Commissioner Graham.

COW SSI ONER GCRAHAM  Thank you, Mr.
Chairman.

I guess my question is to Ms. Merchant. You
understand where we are and what we're trying to get
to. Do you have a better suggestion on how to get
there?

MS. MERCHANT: Well, I understand what staff
did in their recommendation. They took that into
account that there was a reduction in the contract in
2012, and that's the reason why they did not allow
those pro forma adjustments in the test year. It was
compensation for that.

COW SSI ONER GRAHAM T think I'm missing
something. Staff? Somebody?

MR, FLETCHER  With regard to Ms. Merchant's
concern, I don't think that that -- it's going to play
into it. What we are looking at is the incremental
amount of what was embedded in their filing, and that's
what you're -- Commissioner Graham, about the two
additional employees, you're looking at an incremental
amount in the pro forma. And I think encompassed with
the discussion here you're going to get there with
allowing about 12,000 more in allocated cost down with

the limit on the water side for revenue requirement. I
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think you get there.

COW SSI ONER GRAHAM  So I guess my question
to you, Mr. Fletcher -- we'll call this the Fletcher II
amendment -- if you can articulate what the amendment
needs to read so we can make sure that our customer
service in this utility is up to the standard of what
we want for it to be.

MR FLETCHER  Basically, it would be on Page
32 of the recommendation -- what it would be is the
allowance of the incremental amount of Pluris
Wedgefield of about 12,470 -- or $457 that would be
split equally between water and wastewater, recognizing
there would be a limit on the water side of the
utility, but be limited to the revenue requirement that
they requested in their filing. But that would be the
recommended pro forma adjustment for bringing the
customer service function in-house.

COW SSI ONER GRAHAM  Ms. Helton, is that
sufficient for an amendment?

M5. HELTON: I think we heard the company say
that they were willing to work with staff with respect
to what we can give them. I agree with what Mr.
Fletcher has said with respect to it is not our
practice, and actually I don't think it is lawful to

give them more than they asked for in their original
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request. So it sounds like we have a fix that will
give them the maximum amount that we can under our
process.

COW SSI ONER GRAHAM  So this is sufficient
for an amendment?

M5. HELTON: I think so.

COWM SSI ONER GRAHAM  Well, then that's my
amendment.

CHAI RMAN BRI SE: Commissioner Balbis.

COW SSIONER BALBI'S: I think I'm going to
leave this one alone, because I think we're at a good
point. I'm not sure if that addressed OPC's concern,
but as far as if the utility reduces the cost of this
contract or any contract, I mean, that is why this
Commission approves an authorized rate of return with
plus or minus 100 basis points as far as an earnings
standpoint. So I think that would provide a safety net
for the customers as well, and with the amendment it
would cover the other issues. So I'm supportive of the
Graham-Fletcher III amendment.

CHAI RVAN BRI SE:  Okay. All right. Are we
clear on what the motion is? Okay. Everyone 1is clear
on what motion is? Okay. It has been moved. Is there

a second?

COW SSI ONER EDGAR: Second.
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CHAI RVAN BRI SE:  Okay. It has been moved and
seconded. All in favor say aye.

(Vote taken.)

CHAI RVAN BRI SE:  Thank you. It has been
carried.

Let's move on to Item 14, and deal with 14,
and then we'll go back, because I think this may have
some sort of impact if we make any changes there.

Item 14. Commissioner Graham.

COWM SSI ONER GRAHAM  Unless I hear something
different from my colleagues, I was fine with staff
recommendation on Item Number 14.

COW SSI ONER BALBI'S: Second.

CHAI RMAN BRI SE:  Okay. It has been moved and
seconded.

Any further comments or gquestions on Item
Number 14°7?

Okay. Seeing none, all in favor say aye.

(Vote taken.)

CHAl RVAN BRI SE:  Okay. I think now we are
prepared to go back to Item Number -- was it 107?

Yes, 10.
Commissioner Edgar.
COW SSI ONER EDGAR: T would move staff

recommendation on Item 10 with the direction that if
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any changes need to be made in light of the other
decisions that we have made today administratively that
staff be directed to do so.

CHAl RVAN BRI SE: A1l right.

COW SSI ONER GRAHAM  Second.

CHAI RMAN BRI SE: It has been moved and
seconded.

All in favor say aye.

(Vote taken.)

CHAI RMAN BRI SE:  Okay. So we have taken care
of Item Number 11, Number 12, 13, and 14.

Now we are on Item Number 15. And,
Commissioner Graham.

COW SSI ONER GRAHAM I move the staff
recommendation on all the remaining items with their
administrative ability to correct or follow through
anything that needs to be followed through.

CHAI RVAN BRI SE:  Okay. We have a motion on
the remaining items which, in essence, are Items Number
15 through 22.

Commissioner Balbis.

COW SSI ONER BALBI'S: Thank you, Mr.
Chairman.

I'm supportive of the motion. I just do want

to respond. The Office of Public Counsel made a
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comment that there is no incentive for the customers to
reduce their water consumption. And I'm not sure I
understood that correctly, but in staff's
recommendation as with most of our recommendations for
water and wastewater there is an inclining block rate
structure which discourages high consumption, so I
believe those issues are addressed. So with that, I
support the motion.

CHAI RMAN BRI SE:  Was that a second?

COW SSI ONER EDGAR: second.

CHAI RMAN BRI SE:  All right. That was a
second, and then we got a third.

Any further discussion?

Okay. Seeing none, all in favor say aye.

(Vote taken.)

CHAI RMAN BRI SE:  Thank you very much. We are
done with Item Number 4.

M5. MERCHANT: Thank you, Commissioners.

CHAI RVAN BRI SE:  Thank you.
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