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EXH BI TS

NUMBER: I D ADM TTED

271 - U F responses to OPC POD 159
6, 7, 8, 10 and 17

272 - U F responses OPC to 165
Interrogatories 152 through 154

273 - U F Responses to Staff 168
Interrogatories 298 and OPC Adni ssi ons

263 through 267 (as identified on the 215
Conpr ehensi ve Exhibit List.)

268 through 273 (as identified on the 215
Conpr ehensi ve Exhibit List.)

27 through 31 (as identified on the 277
Conpr ehensi ve Exhibit List.)
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PROCEEDI NGS
(Transcript follows in sequence from
Vol unme 1.)
CONTI NUED EXAM NATI ON
BY MR ARMSTRONG

Q Could I turn your attention to 117, where you
were asked to provide a copy of wastewater spil
reports? Do you agree with the response that any
wast ewater spill report that may have occurred in 2017
are outside of the test year and not material to this
rate case?

A That -- | don't have an opinion on that.

Q Wul d you simlarly have no opinion with
respect to the responses to 118 and 119 where the
utility was asked to provide copies of boiled water
notices, as well as current system mai ntenance schedul es
for 2017 and 20187

A Correct.

Q Correct? You have no opinion or correct you
agree with thenf

A Correct. | think it's up to the Comm ssion to
decide what's relevant in this case.

Q Ckay. U F is asking the Conm ssion to include
in rates pro forma plant investnents through 2016 and

2017, isn't that correct?

Premier Reporting (850) 894-0828 Reported by: Dana Reeves
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A Correct.

Q If | can ask you to turn your attention to
what's descri bed as U F responses to OPC PCD 6, 7, 8,
10, 17, and I've labeled it with a D, a big D.

A Cot it.

COMM SSI ONER BROMWN:  All right. W' re going
to go ahead and mark that as 271, U F responses to

OPC POD 6, 7, 8, 10 and 17.

(Wher eupon, Exhibit No. 271 was marked for

i dentification.)

MR, ARMSTRONG  Thank you, Madam Chair.
BY MR ARMSTRONG

Q If | can turn your attention to
Interrogatories 5, 8 and 10. Do you see then?

A Yes, | do.

Q Qops. That's not five, though. That's
actually six, eight and ten, not five. Six, eight and
ten. Do you see the last sentence in those responses
where it says 2016 is beyond the test year?

A Correct.

Q Do you believe that the Conm ssion shoul dn't
consi der that information as requested?

A This is a historical test year. So in sone
| sol at ed cases where things may have changed materially,

things are included, but in general, no.
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Q Did you give direction yourself to your staff
when preparing the MFR' s in preparing this rate case to
excl ude anyt hi ng beyond 20157

A When preparing the MFR' s, | think we included
everything that was required in the MFR s.

Q And that was limted strictly to '15. 2015,
correct?

A | believe so.

Q Ckay. What if U F s expenses decreased
dramatically in 2016? Shouldn't the Comm ssioners and
t he custoners know that?

A | think in sonme cases they have and they were
I ncluded, so in the case of, for exanple, Summertree
where sonme of the expenses have gone down, those were
I ncluded. And in the case of Sandal haven where a change
I n operations made a difference, those were included,

t hose performance adjustnents, those went down. So
t hose were included, as well.

Q So it's your testinony -- can you tell ne
where those adjustnents were nade? Do you have any
knowl edge, or who should | speak to about where those
adj ust nents were made?

A That woul d be Ms. Swain, who is our financial
W t ness, but those shoul d have been included in the

MFR' s.
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Q They shoul d have been included. And you
nmenti oned Sumrertree and you nentioned Sandal haven?

A Correct.

Q Can you think of any others?

A No.

Q How about Ravi na Park where the conpany
I nterconnected Ravina Park with a conti guous systenf

A | think this is probably a Iine of questioning
for M. Flynn, but | think in that case | believe our
answer was that the energency water that was being
purchased for Ravina Park is a good surrogate for the
ongoi ng operating costs that are going to be required
after the test year. So just to replace purchased water
Wi th other operating expenses.

Q So it's your testinony that the $60, 000 of
reduced purchased water cost was replaced by additiona
operating costs?

A There are additional operating costs, yes.

Q And were those identified in your --

A That | don't know.

Q Now, you would agree that if that was the
case, additional operating costs would be incurred, that
shoul d have been provided -- that information should
have been provided in the MFR s or testinony or

sonewhere for that to be reviewed, correct?
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A I f a question was asked, we woul d have
answered it.

Q Interesting answer. M. Hoy, | wonder, |
mean, you're the president of the utility conpany.

Shar ehol ders and custoners, | would think, should be
treated alike. But what you just suggested | heard
before several tinmes and that is if we don't ask, you
don't have to provide information that would refl ect
rate reductions or cost reductions or |ower investnents.
s that your policy?

A No, that's not --

Q Is that your direction to your staff?

A No. No, that's not the case. Wat we put in
the MFR s was what we thought was an accurate reflection
of the cost of doing business.

Q Ckay. But you just said if | didn't ask, then
| woul dn't have received that information.

A No. | saidif it was asked, we would have
provided it.

Q Ckay. If it was asked, you woul d have
provided it. You don't feel any obligation for the
custoners to know that if there are cost reductions,

t hey shoul d know what they are and that should be
reduced fromyour --

MR. FRIEDVAN: | object as to asked and
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answered and it's argunentati ve.
COW SSI ONER BROMWN: | agree on both counts.
M. Arnmstrong, can you pl ease nove al ong?
MR, ARMSTRONG  Uh- huh.
COW SSI ONER BROMN:  Thank you.
MR, ARMSTRONG |'mgoing off of that thing.
BY MR ARMSTRONG
Q Could I call your attention to the question
response to No. 7? Do you see where you're requested to
provi de instructions, assunptions and directions given
to enpl oyees for purposes of preparing the 2015 and 2016
capital and operating budgets; do you see that?
A No, I'"msorry. \What docunent do you nean now?
Q No. 7. We're still on Exhibit No. 271, No. 7.
A Ckay.
COW SSI ONER BROMWN:  It's on page four of that
exhi bit.
THE WTNESS: Thank you. Ckay.
BY MR ARMSTRONG
Q You were requested to provide instructions,
assunptions and directions given to enpl oyees for
pur poses of preparing the 2015 and 2016 capital and
operating budgets. And your response i s, no such
docunent exists. There is no docunent by which

managenent was instructing or informng its enpl oyees --
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A No.

Q -- how to prepare their capital and operating
budget s?

A No, not an actual docunent, but there are --
there is a process in place, which we follow every year
as we put our plans together.

Q So, | nmean, | guess, would that explain, then,
that M. Flynn's Exhibit 50, for instance, is replete
with notifications and justifying pro forma plan that
the plant is to be placed into service by the end of
2017 because that's the test year for this rate
proceedi ng?

A No. No. That's the effective date for that
proj ect that nakes the nost sense for putting in
servi ce.

Q Ckay. So if it says -- if it refers
specifically to this -- to the rate case, that you
woul dn't nodi fy your suggestions just then?

A ' mnot sure what the question is.

Q Ckay. The fact that Exhibit 50 is replete
wi th docunments that refer to the filing of this rate

case with respect to pro forma adjustnents, was there

not any direction given to -- is it your testinony there

was no direction given to your staff to identify pro

forma adjustnents and get them done so that they could
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be included in this rate case?

A W had a capital plan for the year that, as we
put the rate case together, we pulled the projects that
were going to be conpleted and included themin the
filing.

Q Could I ask you to | ook at what | call Exhibit
E, and it's titled with a description U F Responses to
OPC Interrogatories 152, 154, and | woul d suggest 153,
as wel .

COW SSI ONER BROMWN:  Ckay. So what we're
going to do is label that as Exhibit 272 and give
it atitle, UF Responses OPC to Roggs 152 through
154.

(Wher eupon, Exhibit No. 272 was marked for

I dentification.)
BY MR ARMSTRONG

Q Drawi ng your attention to interrogatory 153B.
B requested the anmount of chem cals expensed to Md
County for each year, 2012 through 2014 and for 2016
year-to-date. And the response fromthe conpany is,

t hese anpbunts are found in UF s annual reports for 2012
to 2015. 2016 is beyond the scope of this rate
proceeding. Do you see that?

A Yes.

Q And if we refer down to C, 153C, we see the
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sane response: 2016 is beyond the scope of this rate
proceeding. Do you see that?

A Yes.

Q Can | draw your attention up to -- just above
that on the page, to Interrogatory 152? That question
relates to a request by UF for a | abor adjustnent of
$46, 000 -- or $46,690, which is a 20 percent increase
above prior year salaries and wages. Do you see that?

A Yes.

Q Can you read the response there?

A The increase in annual salary and wage expense
in Md County in the test year reflects the absence of
one operator for about 11 nonths of the year, which we
were actively recruiting to replace. This vacancy
represents one-fifth of the workforce assigned to the
Md County facilities. There nmay have been differences
fromyear to year in the anmount of capitalized tine
recorded and overtine paid.

Q So here the conpany is requesting and maki ng
an adjustnent to the test year to reflect salary which
wasn't incurred in the test year, because you're
actively recruiting sonebody to replace an enpl oyee,
right?

A Correct.

Q So it's okay for the utility to adjust the
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test year for increases?

A Like | said earlier, there were sone decreases
that we adjusted for them as well. This is a vacancy
that we're basically annualizing the test year.

Q But this is an increase not to your test year.
This is -- you didn't incur this expense in your test
year. The response here says there wasn't anybody there
for 11 nonths, M. Hoy, correct?

A Correct.

Q So you're going to have to hire a person
outside of the test year, in the next test year?

A Correct.

Q Correct? So what you're asking for is to be
given credit to give additional dollars, $46, 000, for
hiring not in a test year but outside in the next test
year, which is 2016, | believe, correct?

A Ch, | don't know what the next test year is.

Q VWell, not the next year. How about cal endar
year, right?

A No. Those are different.

Q | didn't ask if it was different. | asked if
what you're requesting is to get recovery of dollars you
didn't expense in the 2015 but you expected to in 2016,
isn't that correct?

A And |like | answered before, there are sone
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t hi ngs where we asked for decreases, as well.

Q l'"d like to refer you to what |'ve narked as
Exhibit F. The description is UF Responses to Staff
I nterrogatory 298 and OPC Adm ssi ons.

COMWM SSI ONER BROMWN: W are going to | abel
that as 273 and the description will be, UF
Responses to Staff Rogg 298 and OPC Adm ssi ons.

(Wher eupon, Exhibit No. 273 was marked for

I dentification.)

COMM SSI ONER BROAN: M. Hoy, do you have a
copy of it?

THE WTNESS: | think so.

MR, SAYLER. Madam Chair, | don't have a copy
of that.

COMWM SSI ONER BROMWN:  All right. Staff, can
you help assist M. Sayler?

THE WTNESS: Can you confirmfor nme, as well?
Read the description again.

COW SSI ONER BROAN:  Sure. It is UF
Responses to Staff Interrogatories 298 and OPC
Adm ssions. And then under docunents it says, Rogg
298 Adm ssion 16.

THE WTNESS: Got it. Thank you.

COMM SSI ONER BROMAN:  You may proceed.

BY MR ARMSTRONG
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Q Thank you. Before | actually go to that

exhibit, I"'d like to ask you to turn your attention to
page two, lines five and six of your testinony.

A |"msorry. The reference one nore tine.

Q Sure. Page two, lines five and six. Do you

see where you state that, "we have not earned our
allowed return as a consolidated conpany at any tine in
the past ten years.” Do you see that?

A Correct.

Q M. Hoy, Uilities, Inc. has been purchased by
three nmulti-billon conglonerates and around this sane
period of tinme, isn't that correct?

A The ownership has changed. | believe that was
In that ten-year-period, correct.

Q The Conm ssi on approved the purchase of
Uilities, Inc. by Hydro Star, an affiliate of AIG on

February 9th, 2006. Do you recall that?

A | don't recall the exact date.
Q Around 20067?

A Sounds about right.

Q And that was Order No. 06-0093?
A | don't know.

Q And the Conm ssion approved U F's purchase
fromHydro Star by its current owner, Corix in 2012, as

well, right?
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A Correct.

Q And Corix is owned by British Colunbia | M,
which is a 124 billon dollar gl obal investor?

A They are an investor in Corix, yes.

Q |'ve seen reports that Corix paid in the
vicinity of 500 mllion dollars for Uilities, Inc.
Does that sound about right?

A | don't know.

Q You don't know at all?

A No.

Q You don't know what was pai d?

MR, FRI EDMAN:. (Obj ect; asked and answered
tw ce.
COMWM SSI ONER BROAN: M. Arnstrong, | know
you' re novi ng along, aren't you?
MR, ARMSGTRONG | ' m novi ng.
BY MR ARMSTRONG

Q Gven Uilities, Inc."s ability to attract a
multi-billon dollar investors, is it really credible to
suggest that if the Conmm ssion does not provide you a
seven mllion dollar rate increase that you m ght | ose
your attractiveness to that investor?

A Yes. | think that's an unfair question
because the utility will do what it needs to do in order
to maintain service. Wuat |I've said is if it's
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consistently unable to earn -- or have the opportunity
to earn close to the allowed return, there will be other
pl aces that the capital can go for discretionary

proj ects.

Q So how do you explain that in 2006 and 2012?
You had buyers cone, multi-mllion dollar investors
buyi ng your utility?

A Wth the opportunity to get it back to the --
earning the allowed return.

Q Even though you hadn't been earning that
aut hori zed return according to your testinony?

A They saw that opportunity.

Q Now I'I'l refer over to Exhibit 273 and ask
that you go to adm ssions. Could you turn to No. 16 on
page three, please, of the admssions? UF -- 'l wait
unti|l you get there.
|'"'msorry. Page three you sai d?

Yeah, it's page three of the adm ssions.

Ckay.

o » O »

You were asked to admt -- or the conpany was
asked to admt, "when U F acquired the Summertree water
system U F knew there were secondary water quality
conplaints.” Could you read that response to ne,

pl ease?

A U F has nade reasonable inquiry in the
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I nformation known or readily obtainable by UF is
insufficient to enable -- to able it to admt or deny.

Q Ckay. Could | ask you to just look further in
that exhibit and you'll see a Comm ssion Order No.
24259? Do you see order approving transfer and setting
rates and charges --

COW SSI ONER BROMWN:  It's a separate docunent.
THE WTNESS: Thank you. Ckay.
BY MR ARMSTRONG

Q You'd agree this is the order approving the
transfer to Uilities, Inc. of the systemfor -- the
Sumertree systemfromthe prior owner?

A Where am | seeing that? | see PPW

COMM SSI ONER BROMWN:  Fol ks, there is an order
that is attached to Exhibit 273 and the order is
entitled order approving transfer and setting rates
and charges. Do you have that, M. Hoy?

THE WTNESS:. |'ve got an order, application
of transfer.

MR FRIEDVAN. That's it.

COW SSI ONER BROMWN:  Yeah, that's it. That's

THE WTNESS: Two of them |Is that the same?
COW SSI ONER BROMWN: Yeah, it's the --

MR, FRI EDVAN:  Sonebody doesn't have one.
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COMM SSI ONER BROMWN:  It's duplicati ve.

All right. M. Arnstrong, can you restate
your question?

MR, ARMSTRONG | was asking himif he agrees
that this is the order approving the transfer of
the Summertree systemto Uilities, Inc.

THE WTNESS: That | don't know. | don't see
Summertree in the order here.

BY MR ARMSTRONG

Q So this order was never provided to you by
staff or anyone to respond to the adm ssion?

A Not that |I'm aware of.

Q Ckay. Let ne just draw your attention to the
second page of that order.

A Ckay.

Q Do you see the second full paragraph where it
says PPWis not in conpliance with Departnent of
Envi ronnment al Regul ati on standards?

A Ckay.

Q Can you read the next sentence?

A According to Uilities, Inc. one of the four
wel I s has col |l apsed and another is out of service due to
excessi ve iron.

Q And then two sentences later it says, the
sewer systemis currently under consent order for
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repeated pollution violations, is that correct?

A Yes.

Q Coul d you | ook at page three at the top of the
page? The order refers to Uilities, Inc. owning and
operating several water and sewer systens throughout
Florida and suggests that Utilities, Inc. has the
expertise and capital necessary to nake the required
| nprovenents and to provide the costuners wth a good
quality of service. Do you see that?

A Yes.

Q Now, to your know edge, you don't know whet her
or not this is the order that approves the Summertree
system bei ng conveyed to Utilities, Inc.?

A I'd have to | ook through it and determ ne
t hat .

COW SSI ONER BROMWN: M. Hoy, if you can do
that wwthin this tinme that is allotted then you can
answer the question. |f not, you can answer that
you just don't know.

THE WTNESS: | do not know because | see PPW
Wat er Conpany. |'mnot sure where in here it
ref erences Sumertr ee.

MR, ARMSTRONG M. Hoy, thank you for your
testinony. | don't have any further questions.

Madam Chai r.
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COW SSI ONER BROMWN:  Thank you, M. Arnstrong.

Al right. M. Bilenky, you' re up.

MR BILENKY: | don't have as many questi ons,
but I talk a |Iot slower.

THE WTNESS: Thank you.

COMM SSI ONER BROMN: | appreci ated M.
Arnmstrong's speed, |'ve got to tell you.
MR BILENKY: 1'll speed it up.
EXAM NATI ON

BY MR Bl LENKY:
Q M. Hoy, going back to Exhibit 264, do you
have that in front of you?
A That was one of M. Arnmstrong's exhibits.
Q | believe it was Ofice of Public Counsel.
COW SSI ONER BROAN: It was O fice of Public
Counsel and it's entitled Evol vi ng New St andar ds.
MR. BILENKY: Gve ne one second and | really
will be done fairly quickly.
COMW SSI ONER BROWN:  Take your tine.
THE WTNESS: | think | have it.
BY MR Bl LENKY:
Q You have it?
Yes.
Q Ckay. Nunbered page six, please, about the

third sheet in. Do you have that?
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A Yes.

Q Top paragraph, first full sentence where you
see it says, the Florida Water Managenent Districts have
al so been nore restrictive?

A Yes.

Q Coul d you read that whol e sentence? | don't
care if you read it out loud or to yourself for a mnute
here. It's part of your response, | believe.

A Sure. The Florida Water Managenent Districts
have al so been nore restrictive in their approval of
consunptive use permts which results in tapping
alternative water supplies with higher production and
treatnment costs in order to nmeet custoner denmand.

Q Is it your testinony that the water nanagenent
districts, in granting consunptive use permts, | ook at
the cost of the systens that they're approving in those
permts? |Is that what that's saying?

A No, | think it's the reverse, that the
requi rement by the water managenent districts find
alternate sources of water has resulted in higher costs
of producti on.

Q Ckay. So that's not a condition for the
| ssuance of the consunptive use permt?

A Correct.

Q That's the explanation | was |ooking for. And
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what are alternative water systens and supplies?

A | think in this case, we may have been | ooking
at, for exanple, our Lake Uility Services system where
nost of the wells have been in the Upper Floridan
aqui fer, new consunptive use permts requiring us to
drill deeper into Lower Floridan, that results in higher
punpi ng costs, higher treatnment costs. That's just an
exanpl e.

Q Ckay. Now, the B part of that question. So
It says, identify any specific investnents the utility
Is making to conply in involving wiwth the new standards
referred to. Then it would be -- which one of those
responses, then, is responsive to that particul ar
sentence? |Is it the first sentence?

A Yes, the first one.

Q Ckay. Thank you. That hel ped. You were
asked a question a few m nutes ago by M. Arnstrong
concerni ng your testinony on page two and you were very
qui ck and very correct in correcting the fact that you
are authorized to earn a return on equity, is not a
guarantee, is it?

A Correct.

Q And you went with the -- the fact that you
have not been neeting your authorized rate of return is

i mpairing the capital going to discretionary projects?
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A It could. It could have the inability to do
t hat .

Q Ckay. And those discretionary projects have
not been identified in this rate case, have they?

A No. | think I had themin -- m ght have been
the rebuttal testinony, projects |like autonated netering
that we see could definitely benefit the custoner.
That's his -- is a discretionary kind of project.

Q | see. And in your counsel's opening
statenent, he said there is --

COMWM SSI ONER BROMWN: M. Bil enky, could you go
closer to the mc for the court reporter, please?
MR, BILENKY: |I'msorry. | tend to nove.
BY MR Bl LENKY:

Q In his opening statenent he said when talking
about the consolidated rate, and | believe it was the
search -- well, it was the supplenent that ny clients
wer e paying over the cost of service, he said in the
short termit was going to hurt, but inthe long termit
was going to benefit. Do you renenber that statenent?

A Yes.

Q Now, what assurance does ny client have when
you're increasing his rates above the cost of service
that those discretionary funds, which | think is how you

| abel ed them w Il be com ng back to benefit that
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particul ar custonmer? Are you going to -- what nechani sm
are you going to put in? Are you going to put those in
reserves? Are you going to line-itemidentify those
excessi ve revenues you're getting above the cost of
service to benefit Sanlando Utility?

A No. No. | think the point that M. Friedman
was trying to nake is that the benefit to the custoners
overall is that CAPEX expenditures are required for al
of our systens. W just -- we have a nunber of them
In those cases we have a nunber of themin just in the
previ ous few years that have benefited certain systens.
Going forward, and Sanl ando is one of themthat's in
Sem nol e County, Sanlando is one of themthat will need
significant capital investnents because of the age of
the system So just because it's not in this particul ar
case, there will be CAPEX projects that not wll be
required going forward for all of our customers. So the
belief is that to have it spread over the entire state
Wil mnimze the inpact of -- going forward into the
future.

Q So because they are discretionary and have not
been identified and have not been related to the subsidy
that we wll be paying, it's basically the custoner is
put in a position of just trusting you, is that it?

A | think it's the benefit, again, of being part
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of a larger custoner pool that with the capita
expenditures that are required for the future they wll
get that benefit. It's not just discretionary itens.
It could be mandated itens, too.

Q |"'msorry. | didn't nean to interrupt. Was
that a yes or a no?

A |"msorry. That you should trust us?

Q Yes.

A Yes. As your utility provider, that's part
of -- and the Comm ssion -- as we go forward in this
rate setting process that set rates now and into the
future.

Q But ny client is going to be paying the
subsi dy regardl ess of whether they can expect to receive
that or not over the lifetine of the consolidated rate,
Is that correct?

A Not necessarily, because it could be a tine
just after this rate case where the capital expenditures
required to serve your client are higher than they are
for the other systens. So they could conme back around.

Q Agai n, we're back to speculating. Yes or no?

A Not just specul ating, no, because | can
guarantee you that investnment will be needed for the
I nfrastructure that's serving your client.

Q VWll, that's true, but if the infrastructure
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w Il be needed for serving other aging systens, as well,
Is that correct?

A Correct.

Q And the funding will be prioritized -- and |
hate that word because it doesn't exist -- according to
need. So we could be pushed further down the I|i st
because nore pressing requirenents are being net, is
that correct?

A There is sone prioritization that go on, but |
think the older facilities -- you' ve seen our comm tnent
just in this case of the anount of pipe replacenent that
we're doing. There's about 12 mllion dollars in the
pro forma project. It's just for pipe replacenent.

Sem nole County -- and a lot of that is in Sem nole
County -- and our Sem nole County -- and our |arger --
Sem nol e County systemw || need additional investnents
in the future.

Q And that's why you called it discretionary?

A No, the discretionary projects | tal ked about
were things |like automated netering. Pipe replacenent
Isn't always discretionary.

Q Well, but isn't it true that you recover
t hr ough depreci ati on expenses and the accunul ati on of
depreci ati on expenses revenues that are intended for the

repl acenent of assets that are retired because of age?
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A Not always. A lot of our assets were
contributed. So there is no depreciation on those
contributed assets. So there is no reserve being built
up for the replacenent of those. The other thing is --
to keep in mnd is that we nake these investnents, and a
lot of tinmes they're not tinely for a rate proceeding.
So we take the risk of the regulatory |lag on that
capital investnent before that investnent finally gets
put into regs.

Q One other thing froma regul atory standpoint.
On page four of your testinony you make the statenent,
starting at line five, that prudent investnents are
i ncrenentally | ess expensive to construct now, should be
encouraged as smart long-termplanning, and is in the
best interest of the consuner. Are you saying that it
IS better for the consunmer to construct additional
capacity now than to delay the construction of that
additional capacity? |Is that what that statenent is?

A The statenent here is neant to tal k about the
Used and Useful rule that's applied in Florida. So when
you have the opportunity -- for exanple, you'll hear
testinmony from M. Seidman tonorrow, or whenever it is,
that we nmake a decision to not only buy or invest in
capacity for a plant, but for exanple, in eight.

So in the exanpl e of Sandal haven, we're going
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to talk about we built a force main there to handle the
capacity that that systemcould deliver. But to the --
I f the decision was made just on the Used and Usef ul
rule as it stood, we would have put in a nmuch snaller
main and then had to cone back and put in a second or
third main periodically as we go along. So that
statenent is neant to tal k about maki ng prudent

I nvestnents at the tine that benefit the custoner for
the long term

Q Wul d you agree that the cheapest form of new
capacity by far is demand nmanagenent ?

A Yes. |If -- that's a conponent of it. It is.

Q And what prograns do you have for conservation
and demand managenent in place that would offset the
need for additional capacity?

A The -- right now we haven't built additional
capacity, but that's a question for maybe M. Flynn to
answer, but since the econom c downturn, we haven't
added a | ot of capacity. So the prograns that we put in
pl ace, and we're thinking about it for our Sanlando
custoners is, if these rates go up, is to adopt a
program of conservation and sonme education al ong those
i nes.

Q So your answer is you don't have any prograns

in place at the current tinme for demand nmanagenent --
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A We don't have specific prograns in place, but
we do have -- well, let ne take that back. W have
prograns in place that communicate with our custoners
about their allotnment of our usage or our capacity that
they can use. So we nonitor. |In sone particular places
we nonitor actual consunption by custoners and then we
| et them know when they're exceeding their allotnent.

Q Isn't it true that if you encouraged
conservati on and demand managenent that would actually
decrease your revenues because you'd be selling | ess
wat er ?

A In the short-term yes. |In the long-term
that cost would have to be recovered through anot her
rate proceeding to cover the fixed cost.

Q But if you delay the construction of new
facilities into the future, you get nore useful life out
of your current assets, don't you?

A Not necessarily. You've got to renenber, too,
we've got a commtnent. Wen we signh agreenents with
fol ks who want to develop in Florida, and we've got an
obligation to serve them we've got to build those
facilities and we can't build them you know, on a dine.
W have to plan ahead.

Q Good point. | had forgotten that. So what

you're asking is current custoners to pay for the
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capacity that new custoners will be comng into the
systemto?

A No. That's what's taken into account in this
proceeding is we | ook at the amount of capacity that's
used in serving existing custoners.

Q Vll, isn't it true that the -- in order to
avoi d such subsidies, that services availability charges
are approved by the Conm ssion for new additions to your
syst enf?

A Yes.

Q And woul dn't those -- aren't those funds
I ntended to fund those new capacity additions?

A Partly, vyes.

Q Partly?

A The capacity fees?

Q VWll, why are you saying partly? That's what
I"mtrying to understand.

A Because they cone in increnents. So a new
devel opnent conmes on. You have to pay a portion of the
capacity fees and it provides a portion of the capacity.

Q But that capacity will eventually be taken up
by growh and that additional growth wll pay the
additional parts of the capacity charge, wll it not?

A If you get -- if you get enough growh to

cover it, yes.
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Q Wll, that's a matter of planning, isn't it?
| f you overplan then you may not recover your
I nvestnment. That is a risk that the investor takes, is
It not?

A Well, you have to renenber, too, that we have
an obligation --

Q That's a yes or no question. |I'msorry, sir.
Can | have a yes or no first?

A Yes, that's a risk.

Q Yes.

A If I could add on to that. W also have to
have the capacity available for whatever that custoner
wants to use. So in the case of sone of our systens
where we' ve got seasonal residents, they cone in and
they're there three nonths of the year, or four nonths
of the year, we still have to have the capacity for them
in the event they want to spend all year here. So
that's -- so we nmay not get the revenue that's
associ ated wth that capacity because they're part-tine
resi dents.

Q Vell, if it is a new devel opnent, though, even
If the residents are seasonal, you would be getting the
capacity paynents through your service availability
charge, would you not?

A But the capacity --
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Q l"msorry. Yes or no.

A Yes. Yes. You would get part of it, because
the capacity fees don't cover the entire cost of the
plant or the cost to operate the facilities.

MR. BILENKY: | yield, Madam Chair man.
COMWM SSI ONER BROMWN: Thank you. Staff.
EXAM NATI ON
BY MR TRI ERVEI LER:

Q M. Hoy, I'd like to direct your attention to
post-2000 tap fees. D d UF pay incone taxes on tap fee
| ncone post-20007?

A Yes, we did.

Q Do you understand which years you paid the tap
fees?

A That I"'mnot -- |I'mnot aware --

Q Who woul d be the better witness to get in the
details on the tap fees?

A | think that would be Ms. Swain.

Q As the utility president, you wouldn't mnd if
we canme back to you on rebuttal if she wasn't able to
adequat el y address those i ssues for us?

A That's fine.

MR, TRI ERWEI LER:  Thank you.
COW SSI ONER BROMN:  Thank you.

Comm ssi oners. Conm ssi oner Patronis.
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COMWM SSI ONER BRI SE: Thank you, Madam Chair.
M. Hoy, thank you for your testinony. Just a
coupl e of questions. So when I'm | ooking at the
proposed rates, what -- sonething junped out at ne
in the question that OPC posed to you in terns of
the val ue that consuners are getting for the
normal i zing of the rates, and your answer was it's
not any cost savings, but it's nore of potentially
efficiency or nore ease of running the operation.
So if I ama Sanlando custoner and | amgoing to
see a difference of plus $37, what is the benefit
to nme to -- when the conpany is noving forward or
seeking to consolidate the rates as it's seeking to
do now?

THE WTNESS: | think that the benefit, again,
is to all the custoners across the state including
Sanl ando custoners. Like |I nentioned in previous
guestioning, the capital investnents that are
required will be required across all our systens.
Sanlando is no different. |[It's just not a -- it's
one of our |arger systens and one of our ol der
ones, so there wll be significant capital required
as that systemcontinues to age. So the custoners
there will be part of a |arger pool across the

state as we go forward and stabilize the rates in
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the future.

COMM SSI ONER BRI SE:  So does that nean that
there's going to be less rate cases in the future
that wll help absorb sone of the expenses that --
the capital expenses that may be necessary in the
future?

THE WTNESS: W're hoping that there wll
be -- with the consolidation of the 12 conpanies,
we're hoping for sure there will be less rate
cases. |I'mnot sure of the second part of that
guesti on.

COMM SSIONER BRISE: In terns of absorbing
sone of that CAPEX that would go forward since now
you're getting a nore nornalized -- potentially a
nore normalized rate structure to | evel out that,
the source of revenue?

THE WTNESS: | nean, going forward the
additional capital will be, like in this case, wll
be spread across that entire custoner base so it
will levelize, you know, the base for devel oping
rates in the future.

COM SSIONER BRISE: So if as the -- if the
Conmm ssion were to consider noving forward with
what you propose here and say, well, you know,

we'll nmove forward with this but with the caveat
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that you sit out for six years in order for us to
see the value that wll be provided to custoners,
so therefore the conpany will have to nanage wthin
that tine frame, achieve the efficiencies that it
says that it hopes to achieve, not only in terns of
operations, but also financially.

THE WTNESS: | don't think we said that we're
wer e | ooki ng at operational savings because of
this, the -- you know, the consolidation of the
rates. And | don't think we're tal king about |ess
capital -- not making any additional capital
investnents in the future, so I'mnot sure |I'm
answering your question, but | don't see an
opportunity here where we're going to have
significant cost savings going forward because |
see a need for nore capital investnent in the
future.

COMM SSI ONER BRI SE:  Okay. So then | go to ny
original question. What is the value to ne as a
custoner, independent of the systemthat |I'm
| ooking at, what is the short-term md-term val ue
tonme if nmy system if there are secondary water
quality issues that currently exist, there are
ot her custoner service type things that are of

concern to ne? What is the value to ne that if |
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end of paying nore then I'mgoing to see
post - approval of this rate case, and including
what ever investnents that are included in the test
year that have already been nade?

THE WTNESS: Right. | think the exanple that
M. Friedman nmade in his opening statenent, about
Pennbroke, is a good one. Now, we didn't include
t he Pennbroke project here to address the iron
I ssues, but we could. W could. Because what we
told the Pennbroke folks is -- we worked with them
al ong the way -- was the cost to that system was
going to be a significant increase in their rates.
If we consolidate the rates across the state it has
a |l esser inpact on themand we could easily go
forward with that project. So that's one system
where the water quality issue would be changed
dramatically in terns of the investnent we can nake
in order to address it.

If I can nmake one other point. W | ook at
water quality. All of our systens today neet
primary and secondary water quality standards. So
there are sone that -- Pennbroke is an exanpl e of
we are neeting it, but there's still iron in the
wat er that requires sequestration. Wth that

sequestration, we're able to still neet the
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secondary standard. But it's not a quality that
the custoners -- they like to see inprovenent, but
again, the cost was too high for themto nove ahead
with it so they opted for putting in their own

i ndi vidual treatnent or living with it instead of
having the rate increase. |If we put in this

consol idated rate across the state, we could go
ahead with the project.

COMM SSI ONER BRISE: So with the consoli dated
rates across the state, whatever system would see
I ssues like that, that could be absorbed as a
result of the consolidated rates?

THE WTNESS: No. No. |If you're saying if

this is all we need for, you know, for the next 6,

10 years, no. | can't make that comm tnent here
today, because | don't -- | think we'd have to
still make that investnent and then | ook for

recovery, but across a broader custoner base that
won't inpact those Pennbroke custoners as nmuch as
it is -- or did when we put the proposal s together
for them

COMM SSI ONER BRI SE:  That's all | have for
now. Thank you, Madam Chair.

COMM SSI ONER BROMWN:  Thank you, Conmm ssi oner

Brise. And just a followup. You know, along the
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service hearing trail, we heard a | ot of testinony
that said that custoners said that, you know, under
consol idated uniformrate structure the conpany's
pi cking -- sone systens are W nners, sone systens
are losers, and you see that there. |If you | ook
al ong on the sheet here, how many rate cases around
the country -- Utility, Inc. is in 16 different
states. How nany cases has Uilities, Inc.
actually inplenmented a uniformconsolidated rate?

THE WTNESS: | know Illinois. | nean, we
are -- have proceedings in other places which we're
| ooking that direction. W' ve noved that
direction, but Illinois for sure, where we had
consolidated, | think we had 20-sone different rate
structures there, and consolidated it down into
one.

COMM SSI ONER BROMWN:  So right now the only
state out of the 16 states is Illinois?

THE WTNESS: The only one | can think of that
we' ve gone to just single rate is Illinois, but I
think there may be one or two ot hers.

COW SSI ONER BROMWN: And you have current rate
proceedi ngs in other states?

THE W TNESS: W do.

COMM SSI ONER BROMN:  Since Corix acquired
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Utilities, Inc., how has the operation's business
nodel changed? |Is this -- in Florida specifically.
Is this an edict com ng down fromthe parent or --

THE WTNESS: No. | think it's a reflection
of Corix as an investor, and its investor above
that is in the utility business, so they see a
commtnent to -- see the value in utilities and
also a long-termcommtnent. So | think they're
t hi nki ng about the long termand do the right
things as we nove towards a | onger-termvision of,
you know, |ike gas and el ectrics, why not have one
system one rate, spread across an individual
st at e.

COW SSI ONER BROMN:  And you were asked a
guestion by M. Arnstrong regarding Exhibit 270,
the roggs, regarding boil water notices for 2017,
wast ewater spills for 2017, the response. |[In that
interrogatory was that if they were outside the
test year, could you just informthe Conm ssion
what the -- how many boil water notices or
wast ewat er spills that have occurred for 2017 for
the utility?

THE WTNESS: That | don't have on the top of
nmy head. We can certainly provide that.

COW SSI ONER BROMWN: |Is there another w tness
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that would have that information that we could ask?
THE WTNESS: Probably M. Flynn
COMWM SSI ONER BROMWN: Ckay. Great.
Conmm ssi oners, any other questions?
Conmmi ssi oner Pol mann.

COW SSI ONER POLMANN: Good afternoon, M.

Hoy.

THE WTNESS: Al nost eveni ng.

COW SSI ONER POLMANN:  Still afternoon. |
know U F previously consolidated, | believe it was

12 regulated utilities. |Is that the right nunber?

THE W TNESS: Correct.

COMM SSI ONER POLMANN:  And we' ve heard t hat
those were either water, wastewater or both. |
have sone questions about the individual systens
within those utilities. Sonme had nultiple systens.
| struggled a little bit between utility and
systens and so forth. |If you could help ne out
here. | guess there were a couple dozen, 25 or
sone. |'ve seen different lists. Please forgive
ne. | wanted to talk a little specifically about
the drinking water. | counted 22 distinct drinking
wat er systens. Do you happen to know t hat nunber,
sir?

THE WTNESS: | don't have that on the top of
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nmy head. M. Flynn would, but that sounds about

right.

COW SSI ONER POLMANN:  So we'll -- for this
di scussion, we'll call it 22 or about 20. |Is
that -- can we work with that?

THE W TNESS:  Sur e.

COMWM SSI ONER POLMANN:  kay. Thank you. Now,
you' ve been with the conpany about -- in Florida
about 15 years, thereabouts?

THE W TNESS:. Since 2006. So about ten years.

COMW SSI ONER POLMANN:  kay. Thank you.
During that period of tinme, in your various
positions, is it fair to say you visited all of the
dri nki ng water systens at one tine or another? Do
you have a general famliarity with those?

THE WTNESS: Generally, yes. There may have
been sonme snaller ones that | m ssed.

COMWM SSI ONER POLMANN:  Ckay. Do you know,
sir, if all of those systens use the sane source of
raw water? |s that true?

THE WTNESS: Well, they're all ground water
systens. So to the extent they're pulling fromthe
aquifer -- well, let nme take that back. The ground
wat er systens are purchased water systens. So the

sane general source.
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COMWM SSI ONER POLMANN: Okay. So they're all
ground wat er?

THE W TNESS:. Right.

COMWM SSI ONER POLMANN:  To the best of your
knowl edge. Okay. Thank you. But at each | ocation
t hey have i ndividual wells?

THE WTNESS: Correct.

COW SSI ONER PCLMANN:  Ckay. And these
systens are spread apart by nmany mles. 1In sone
cases many mles, is that --

THE WTNESS: In sone cases. |n sone cases
they're fairly close.

COMM SSI ONER POLMANN: Al right. So to the
best of your knowl edge, do they all utilize the
sane type of treatnment? |s there different
treatment at different sites?

THE WTNESS: Again, a question for M. Flynn,
but to nmy know edge, yes, to -- there's sone
di fferences, but basically the sane treatnent.

COMM SSI ONER POLMANN:  As president, would you
have been provided notice of any deficiency in
neeting regul atory conpliance requirenents at the
dri nki ng water systens?

THE WTNESS: | woul d be aware of those.

COMM SSI ONER POLMANN:  Certai nly.
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THE WTNESS: Yes. Are you saying aml|l t
person that woul d be notified?

COMWM SSI ONER POLMANN:  Yes. Well, you wo
recei ve notice personally, but you would be
aware -- you woul d be nmade aware of thenf

THE W TNESS:  Yes.

COMWM SSI ONER POLMANN:  And have you been
awar e of regul atory conpliance at the drinking
wat er systens within the past five years?

THE WTNESS: |'msorry. One nore tine.

COMM SSI ONER POLMANN:  Wthin the past fi

he

ul d

made

ve

years, have you been nade aware of drinking water

system conpl i ance i ssues, regulatory conplianc
I ssues?

THE WTNESS:. |In the past five years,
conpliance issues?

COW SSI ONER POLMANN:  Yes, sir.

THE WTNESS. |f there were sone, yes, |
be aware of them but I"'mtrying to think of
exactly, you know, what may have happened in t
| ast five years.

COMM SSI ONER POLMANN:  Ckay. So sitting
t oday, you woul d have been nmade aware, but you
don't have any in m nd?

THE W TNESS: Correct.

e

woul d

he

her e
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COW SSI ONER PCLVANN:  Ckay. Wth regard to
quality of service, and in this case, the instant
case, did UF take into account the quality of
service over the past five years?

THE W TNESS: Yes, we did.

COW SSI ONER PCLMANN:  On t he proposed pro
forma projects, | have a few general questions, not
the particulars. | see there are different types
of projects, different places. So | take fromthat
| evel of effort the capital expenditures are
distinctly different, again with regard to these
drinking water systens, you'll be expending a
different level of effort, therefore, different
dollars at different places.

THE W TNESS: Correct.

COW SSI ONER PCLMANN:  That's correct. Ckay.
Thank you. And in your own words, can you explain
for me that type of projects? There were sone
di scussions here in general, expansion or repair?

THE WTNESS: Like | nentioned before, one of
the largest portions of the pro fornma project group
I's pipe replacenent, so asbestos cenent pipe that's
passed its useful life, that's about 12 mllion
dollars, | believe, of the 36 mllion. There's

another |l arge project to take an existing
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wast ewat er treatnent plant that needs -- passed its
useful life and needs to be either upgraded or
consol i dated and we chose the route to consolidate
it into one of our other plants to basically create
a smaller regional facility. So that's -- that was
about eight mllion dollars.

So the conbination of those two is a good bit
of that pro forma project list. There's also
projects for road widening. So we have to nove our
facilities. And those are the ones that cone to
the top of ny head. Electrical upgrades, you know,
at facilities, and that kind of thing.

COMWM SSI ONER POLVANN:  Okay. If |
characteri ze those as upgrades, technol ogy,
relocation, just normal repair/replacenents and so
forth, is that a fair statenent?

THE W TNESS: Yeah.

COMW SSI ONER POLMANN:  To M. Bil enky's
guestion, you don't have any expansion, is that
correct?

THE WTNESS: No. No. | think there was one
smal|l project in there for bringing a new
subdi vi sion online that had individual wells.
That's it.

COW SSI ONER POLMANN: O her than the Lake
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Utility Services nenber and treatnent plant -- and
Is it correct that that's because of a change in
source? You nentioned going to a different depth
in the aquifer --

THE WTNESS: That's part of it. So having to
go to the Lower Floridan aquifer required
addi ti onal treatnent and now subsequently needs
additional treatnment in order to neet the
di sinfection by rule.

COMW SSI ONER POLMANN:  Now, wi thin the
projects, are there any other projects that you
have plans for to address water quality that's
delivered to your custoners?

THE W TNESS:. That one you just cited that's
inthis case is --

COMM SSI ONER POLMANN:  Are there any ot hers?

THE WTNESS: Well, that's the engineering for
that project, the actual project expense itself is
outside of this case. Oher projects to deal
wth -- I"msorry -- with water quality?

COMM SSI ONER POLMANN:  Wth quality of your
drinki ng water product that you' re delivering to
the custoners. Do you know of any other projects?

THE WTNESS: Can't think of one off the top

of ny head of that group. | think M. Flynn m ght
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be able to.

COMWM SSI ONER POLMANN:  Okay. If | may, Madam
Chairman, | have a few nore questions and perhaps
we'll come back on other subjects, but -- or | can
break now if others have questi ons.

COMW SSI ONER BROMWN:  You' ve got the floor.

COMM SSI ONER POLMANN:  All right. Thank you,

ma' am

M. Hoy, if we can |ook at your direct
testinony, and it's not nunbered so different
people referred to it --

THE WTNESS: | apol ogi ze.

COMM SSI ONER POLMANN:  Thank you. | called it
page two, but | think it's the first page of the
text. |If you would please refer to lines 17
through 19. In the mddle of line 17 it says, we
must now seek relief -- and I'Il just highlight a
couple of words there of that sentence -- we nust
now seek great relief to provide safe and reliable
service to our custoners now. Could you pl ease
el aborate on the notion that you're seeking great

relief nowto provide safe and reliable service now

in the context of now and now? Could you pl ease

explain that for ne? I'ma little unclear on that.
THE WTNESS: | think the purpose of that
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statenent was that we are neking investnments. |
nean, we take the obligation to provide safe
reliable service very seriously and we will nake
those investnents in order to do that. W're
hopi ng that what we can do is have a chance to
recover those investnents in a tinely manner so
that -- and we have the opportunity, as | said,
before in nmy testinony to earn our allowed return
and continue to attract the capital for that.

COW SSI ONER PCLMANN:  So is it your testinony
that this refers principally to the infrastructure
I mprovenent s?

THE WTNESS: As | said, the infrastructure
I nprovenents are a key part of this case and that's
t he case.

COW SSI ONER PCLMANN:  Ckay. Moving on to the
next page, sir. In lines six and seven, |'m struck
by the power in the sinple statenent: Qur current
rates will not be adequate to cover cost of
providing service. Now, in a sinple reading of
that, it just strikes ne as a very powerful
statenent. Is that to say that you don't have
enough noney to provide service? Can you el aborate
on that for ne?

THE W TNESS: | think it's a strict rate
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maki ng frame of mnd. So of the cost of providing
service include investing capital to provide that
service, then also getting, you know, a return on
that capital so that you can provide that return to
your investors, whether it's debt holders, equity
hol ders and then on top of that the cost of the
operating expenses, taxes. So what we're saying is
our current rates don't cover all of those costs as
t hey stand today.

COW SSI ONER PCLMANN:  So just for clarity,
you' re including the cost of providing service as
achi eving a reasonable rate of return?

THE WTNESS: Yes. W believe that providing
a return to the people who provide the capital to
do that is a cost.

COW SSI ONER PCLVANN:  Ckay. | appreciate
that clarification. Thank you. At the bottom of
that sane page, sir -- and this has been addressed
be others. | want to ask what | hope is a rel ated
but different question. This has to do with the
evol ving EPA regulations. And I'lIl refer you to
Exhibit 264 introduced by M. Sayler, OPC. Do you
have that available M. Hoy?

THE W TNESS:. Just one mnute. Sorry. Didn't

mark the exhibits. Wat's the title description?
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Evol vi ng New St andar ds?

COW SSI ONER BROAN:  What nunber is it?

COMW SSI ONER POLMANN:  Evol vi ng New St andar ds.

COW SSI ONER BROMWN:  It's 264.

THE WTNESS: Evol ving New Standards. 1've
got that one.

COMM SSI ONER POLMANN: Al right. If we | ook
at -- just for identification purposes -- the
bottom of page five, it's the Interrogatory 244.
And I'mjust referring to page five, paragraph A
And ny real issue is on the top of the next page,
sir.

THE WTNESS: Ckay.

COMM SSI ONER POLMANN:  Where it says, recently
enacted provisions right at the top, that sentence,
are you referring in that sentence to potenti al
enforcenent actions that go beyond the EPA rul es
such that the actions that could be inplenented by
the Public Service Conm ssion?

THE WTNESS: Yeah, | think that references
either M. Sayler -- | think it was in that |ine of
guestioning -- tal ked about the secondary water
quality standard rul es enacted by the | egislature.

COMM SSI ONER POLMANN:  Okay. Is it your

understanding as president, or is it the
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understanding of Uilities, Inc. Florida that it
was the intent of the legislature to enable this
Conmm ssion to expand enforcenent authority with
regard to secondary water quality standards as it
is related to delivery of water to the custoners?
THE WTNESS: | believe that's the case, yes.
COMM SSI ONER POLVANN:  Ckay.
COMM SSI ONER BROMWN:  And, Conm ssi oner
Pol mann, we have anot her Conm ssi oner who has a
guesti on.

COMM SSI ONER POLMANN:  Yeah, | wll yield. |
many have sone ot her questions on anot her subject.
COMM SSI ONER BROMN:  You can get him on

rebuttal, too.
COMM SSI ONER PATRONI'S: Thank you, ma' am
COMM SSI ONER BROMN: Conmm ssi oner Patroni s.
COMM SSI ONER PATRONI'S: Thank you, Madam
Chairman. The only place | could start with is
aski ng, which may not be totally fair, is about
ot her state consolidations, because -- | nean, how
much of arole, if any, did play in any other state
consol i dati ons?
THE WTNESS: A direct role? None. But
i nvol ved, you know, through the conpany and know ng

what was goi ng on.
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COMM SSI ONER PATRONI'S:  |'ve got a few
guesti ons.

COW SSI ONER BROMN:  Sur e.

COMM SSI ONER PATRONI'S: | guess I'mtrying
to -- in reading of the thought process of what
maybe sone of the benefits are with the
consol i dations, fromyour know edge and sone of the
ot her state, how |l ong ago was the nost recent one,

woul d you say?

THE WTNESS: Fairly recently. | think the --
now, when we're tal king about consolidation -- that
may be back to an earlier question. | think the

guestion was, where have we consolidated all of our
rates down to one. In a nunber of places we've
consol i dated the conpanies |like we did earlier here
in Florida froma nunber of conpanies to one. So
inlllinois, for exanple, we went to one conpany.
In -- trying to -- | think in the Carolinas where
we' ve gone to one or went down to one conpany, SO
North Carolina.

COW SSI ONER PATRONI'S:  One conpany or -- |
guess what | should specifically ask is one rate
structure?

THE W TNESS: No, one conpany.

COMW SSI ONER PATRONIS: So this is the first
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tinme one rate structure has been attenpted?

THE WTNESS: No. |Illinois was one rate
structure. The others | was tal king about was one
conpany consolidating the entities, not the rates.

COMM SSI ONER PATRONIS:  In the case with
[1l1nois when you -- what was the -- | guess what
was the biggest pleasant surprise that you had
after seeing that cone on |ine?

THE WTNESS: First of all, | think it was the
fact that they accepted it and did it because there
were sone -- like in this case there were sone ups
and sone downs, as you would inagine. So the
ability to doit and not do it in steps because
t hey thought that would be painful they went to one
rate across the board. And, again, it has allowed
themto make it the costs in Illinois, to nake
I nvestnments to sonme of the smaller systens that we
m ght not have been able to because of the
significant rate inpact.

COW SSI ONER PATRONI'S:  What was t he bi ggest
chal | enge that you're aware of ?

THE W TNESS:. The bi ggest challenge in terns
of just getting it done or after the fact?

COW SSI ONER PATRONI'S:  After the fact.

THE WTNESS: And not being directly invol ved
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init, | don't know the answer.

COMM SSI ONER PATRONI'S:  That's fair enough.
think I''masking you questions that put you at a
little disadvantage. |'m studying the rates of
where there's going to be increases and decreases
and just trying to get ny arnms around it. | can
see sone potential predictability that conmes from
this, but it -- maybe I'll have sonething after a
while, but | appreciate it. Thank you, Madam
Chair.

COMWM SSI ONER BROMWN:  Thank you. And, again,
Conmm ssi oners, he cones back up for rebuttal. So
if there are no nore questions from
Comm ssioners -- how many do you have? It |ooks
like 20. Do you want to save themfor rebuttal ?
Ckay. That's a good idea. Al right. Redirect.
You okay saving themfor rebuttal ?

COW SSI ONER PCLMANN:  It's your question,
Madam Chai r man.

COMWM SSI ONER BROWN:  Thank you. Redirect.

MR FRIEDVAN. | wll keep it short.

EXAM NATI ON
BY MR FRI EDVAN:
Q M. Hoy, do you know of any other water

utilities in Florida that have inplenented the
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114 W. 5th Avenue, Tallahassee, FL 32303

operations managenent systemthat UF is going to
I npl enment ?

A No, | don't.

Q Do you know any other water and sewer utility
in Florida that's inplenented the A S portion of that?

A No, | don't.

Q Do you know any ot her water and sewer
utilities in the United States that have inpl enented
t hat operati on managenent systenf

A Not that particular one, no.

Q Were all the Florida regul ated conpani es
operationally consolidated even before the |egal
consol i dation took place?

A Yes.

Q Are the Sanl ando custoners anong the hi ghest
per capita users of the water systens?

A They are. Yeah, their consunption is
significantly higher than the others, in the range of
16, 000 gal | ons a nont h.

Q In prior rate cases, are you aware of whether
the Conm ssion attenpted to create sonme conservation in
the rate structure for that utility?

A Yes, it did.

Q And do you believe that's been successful ?

A No, doesn't look like it fromthe consunption.

Premier Reporting (850) 894-0828 Reported by: Dana Reeves

premier-reporting.com



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

211

Q Do you believe then that nmaybe one of the
possi bl e benefits of consolidation is to finally get
those folks to start conserving?

A Yes, | think even in the last rate case in an
attenpt to get the water rates up in order to pronote
conservation sone of the revenue requirenent of the
sewer was noved over to the water, so those rates have
been extrenely | ow conpared to our other systens.

Q All right. And this order that -- do you have
the order that M. Arnstrong pointed out? Yes. Now, if
you | ook on page two of that order where the explanation
I's, assuming that this is the order for the transfer of
the Summertree portion of the system let's assune that,
do you see anywhere where it nentions secondary water
qual ity standards?

A Brief |ook here, no, | don't.

Q And does it nmention any water quality issue?

A | don't see that here.

Q All right. Do you see the nention of iron?

A Correct. |I'msorry. Yes.

Q Ckay. |Is that the only water quality issue
that you see in this order?

A From what |I'm | ooking at, yes.

MR. FRIEDVAN: No further questions.
COMWM SSI ONER BROMWN:  Thank you. All right.
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Exhibits. GCh, | thought you were done.

MR, FRIEDVAN:. |'mthrough, but I would Iike
to nove M. Hoy's exhibit --

COW SSI ONER BROMN: 267

MR. FRIEDMAN: That's correct.

COMM SSI ONER BROMWN:  All right. Seeing no
objections to M. Hoy's pre-filed exhibit, it's
| abel ed as 26. W're going to go ahead and enter
that into the record.

263 through 267, Public, would you like to
nove those in?

MR. SAYLER Yes, ma'am we woul d.

COMM SSI ONER BROMN:  Any obj ection?

MR. FRIEDVAN: | do have one objection with
the portion of 263 is a couple of pages printed off
a web page and we don't know whet her that was
sel ective and there may be -- that obviously
I ndi cates a particular way that the Public Counsel
wanted this conpany to be viewed, and the website
may have nore -- or information that may be not
towards that and I don't think it's fair to put it
in one or two pages that they pulled off that web
page. Oher than that, | don't have any problem
with the rest of the exhibit, but | do have a

problemw th those pages.
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COW SSI ONER BROMWN:  Fair enough. M. Sayl er.

MR SAYLER. Yes, nma'am |'m happy for the
Commission to -- I'"'mnot going to -- | don't think
| can print off every page off of that website,
even wwth the help of Google. However, | think
those are sone of the pages that are representative
of what this firmdoes as it relates to crisis
strategy and other things and we would |like themin
just -- but then again -- we would like themin the
record if possible, as you see that they do sone
fromtheir particular website by the header and
footer and if this Conm ssion wants to --

COW SSI ONER BROMWN: Al t hough there is a
contract, though, that is attached to that exhibit.

MR. FRIEDVAN. W don't have a problemw th
t he contract.

MR. SAYLER: Yeah, the contract was part of
the response to discovery and | believe those pages
just speak for thenselves. | understand M.
Friedman's concern that we were selective and if he
woul d |ike to supplenent it to show a different
picture of his firm then I'mhappy for himto
suppl enent it.

COMM SSI ONER BROMN: | can't -- |'mnot going

to do that.
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MR, SAYLER. No, M. Friedman. Sorry.

COMW SSI ONER BROMWN: M. Fri edman.

MR, FRIEDMAN: | just think it should be
stricken. | nean, he admtted that they picked and
choosed what he wanted to pick and choose, which
means that there's nore out there and | don't think
it's -- | don't think it's appropriate.

COMM SSI ONER BROMN:  So this Conm ssion, when
we have hearsay evidence |like this, we have
sonetinmes allowed it and other tinmes we haven't.
This, I'mtrying to see the probative value here
along with the prejudicial value and I'mtrying to
bal ance that. It does | ook very selective. Legal.

M5. CRAWFCORD: Madam Chairman, this discussion
I think would have been better had it been M.

Fri edman' s objections been rai sed about the exhibit
when M. Sayler was actually conducting his cross
exam nation so there could have been a di scussion
and maybe a way for both parties to overcone their
issues. So | will request with your perm ssion
that all parties if they have an objection to an
exhi bit being used for cross exam nation purposes
that any objections be raised at that tinme so we
can deal with themat that tine.

COW SSI ONER BROAWN:  Nonet hel ess.

Premier Reporting (850) 894-0828 Reported by: Dana Reeves
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M5. CRAWFORD: Nonet hel ess.

COW SSI ONER BROAN: | don't know if this is
prejudicial to the point where the Comm ssioners
can't just give this the weight that it's due.

M5. CRAWFORD: | think that probably is the
case.

COW SSI ONER BROMWN:  We're going to go ahead,
and again seeing that no parties have objections to
263 through 267, we're going to go ahead and enter
all of those into the record, again noting that we
will give the weight that it's due to 263.

(Whereupon, Exhibit No. 263 through 267 were

admtted into evidence.)

COMM SSI ONER BROMN:  All right. Mwving on to
Sunmertree, Brian, 268 through 273 were the
exhibits that you proffered. Wuld you like to
have those noved into the record?

MR, ARMSTRONG  Yes, Madam Chair, could you
pl ease place theminto the record?

COW SSI ONER BROMN:  Any obj ection? Geat.
Seeing no objection we'll go ahead and enter into
the record 268 through 273. Wuld you |ike your
W t ness excused for the nonent?

MR. FRIEDMAN. |'msure he would like to be,

yes. Thank you.

Premier Reporting (850) 894-0828 Reported by: Dana Reeves
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COMM SSI ONER BROMWN:  All right. Thank you,

M. Hoy, we'll see you back on Friday. No. I'm

j oking. Wednesday.
MR, FRI EDVAN:  Wednesday.
COMWM SSI ONER BROMWN:  All right. Wuld you
like to call your next witness at this tinme?
MR. FRIEDMAN: Yes. W call M. John
Quast el | a.
COW SSI ONER BROMN:  All right. M.
Guastella, you' ve been sworn in, correct?
THE W TNESS: Yes.
COMW SSI ONER BROMN:  Thank you.
EXAM NATI ON
BY MR FRI EDVAN:
Q Wul d you pl ease state your name, M.
Guastel | a?
A John F. Cuastella.
Q And, M. Cuastella, did you prefile direct
testinony in this case?

A Yes.

Q And if | were to ask you the questions in your

prefiled testinony, would your answers be the sanme?
A Yes.
Q All right. So you have no changes or

corrections in your testinony?

Premier Reporting (850) 894-0828 Reported by: Dana Reeves
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114 W. 5th Avenue, Tallahassee, FL 32303

A No.

Q Did you sponsor any exhibits?

A Yes.

Q All right. How many exhibits did you sponsor?

A | believe it was five including qualifications
and experi ence.

Q Ckay. Thank you. | would like to ask that
M. Quastella's testinony be inserted into the record as
t hough read.

COW SSI ONER BROMWN:  We' |l go ahead and i nsert
into the record M. Cuastella's prefiled direct
testinony into the record as though read.

(Prefiled testinony entered into the record as
t hough read.)

Premier Reporting (850) 894-0828 Reported by: Dana Reeves

premier-reporting.com



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

218

Please state your, name, profession and address.

My name is John F. Guastella. I am President of Guastella Associates, LLC. My business
address is 725 N. Highway A 1A, Suite B103, Jupiter, Florida 33477.

State briefly your educational background and experience.

I have been involved in all aspects of utility regulation, rate setting, valuation and
management as a utility regulator and a consultant. Exhibit JFG-1 is a statement of my
qualifications, including my educational background and experience.

Have you previously appeared and presented testimony before any regulatory
bodies?

I have prepared and presented expert testimony in 25 states before regulatory agencies,
including the Florida Public Service Commission, municipalities and in court proceedings.
The subject matter of my testimony included issues regarding rate setting, valuation,
accounting, engineering, used and useful, and rate design.

On whose behalf are you presenting this testimony?

I am presenting this testimony and appearing on behalf of Utilities, Inc. of Florida. (UIF),
the applicant for rate increase in the present docket.

What is the purpose of your direct testimony?

The purpose of my direct testimony is to present information supporting the consolidated
single tariff rate schedules.

Are you sponsoring any exhibits?

Yes, I am sponsoring 5 exhibits. As mentioned previously, JFG-1 is a statement of my
qualifications and experience. The rate design schedules developing the water consolidated
single tariff pricing (STP) rates are found in Exhibit JFG-2. The rate design schedules
developing the sewer consolidated single tariff pricing rates are found in Exhibit JFG-3.

Exhibit JFG-4 contains Schedule W-A a table showing the single tariff water rates
2
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compared to the rates of individual water systems under proforma revenue requirements,
and Schedule W-B showing a table comparing average bills at current water rates, at rates
of individual systems under proforma revenue requirements and at proposed consolidated
single tariff pricing rates. Exhibit JFG-5 shows the same rate and average bill comparisons
for the UIF sewer divisions. As shown on Schedule S-A and Schedule S-B, respectively.
Would you please tell us how you approached the issue of consolidated or single tariff
pricing in general terms?

Yes. Single tariff pricing may be defined as the establishment of a single rate structure
applicable to all customers of a utility which serves two or more separate service areas.
Single tariff pricing is a rate design issue, not a revenue requirement issue. Once a utility's
revenue requirement is established, the utility will not receive more or less revenue if its
rate structure is based on single tariff pricing or individual system pricing. Single tariff
pricing is, therefore, an issue which may be resolved strictly in terms of what is in the best
interest of the customers. With this in mind, I have considered consolidated or single tariff
pricing in terms of general regulatory policy, cost and economic principles, and the
application of equitable rate design policies and judgement.

Would you please explain how you considered general regulatory policy with respect
to single tariff pricing?

The public interest aspect of utility service is the basis for the creation of utility regulatory
agencies which are given the responsibility to assure that utilities provide safe and adequate
service at just and reasonable rates. Carrying out that responsibility, in my opinion, requires
recognition that all customers are entitled to receive an adequate level of utility service.
The entitlement to a reasonably equal level of service at similar rates among all customers
(existing and new, regardless of location) has been well-established by regulatory agencies,

including the Florida Public Service Commission, regarding such other utility services as
3
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electric, gas and communication. In other words, customers should pay the same rates for
the same service. Such entitlement is taken for granted with respect to those utility services.
For a little historical background that I think is of interest, I note that in a 1929 speech,

Franklin D. Roosevelt stated, in part:
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"Now, I am sorry to say that the principle of reasonably
equal service at reasonably equal cost to all the people of
the State has not been carried out with regard to the two
latest forms of public service--the telephone and
electricity.

It is, of course, well known that the cost of the telephone
to the farmer, for example, depends very largely on what
county and even more on what particular road he happens
to live.

If he happens to be born on a farm on a highway away
from neighbors, he has to shoulder practically the entire
original cost and upkeep of his telephone line, whereas,
if he happens to live close to many neighbors the cost of
the very essential telephone is enormously reduced, both
for service and installation charges.

By the same token the service given by the telephone
company is as a matter of public knowledge vastly better
in some localities than in others. In other words, the
practical use of the great utility known as the telephone is
dependent on cost and usefulness in too many cases on the

place where a man's house happens to be located.
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The other example, and one which is even more glaring

in its unfairness, is that of the use of electricity in the

homes ....

Why should families in one section be so grossly

penalized over families in another section?

"During recent years the small local company furnishing

electric light has been rapidly absorbed into larger

companies. There may have been some reason for

differences of rates in the earlier days when each company

stood on its own earning power. Today, however, things

are far different.”
Aside from a rate setting concept that utility customers are entitled to equal service
at equal rates, are there other significant considerations for which consolidated or
single tariff pricing has been recognized by regulators for water and wastewater
utilities?
Yes. It has been my experience that the smaller water and wastewater utilities are least
able to provide safe and adequate service simply because of their size. They are unable to
maintain a professional staff of administrators, accountants and engineers in order to handle
the increasingly complex financial, operational and environmental requirements necessary
to provide adequate service. The smaller systems are unable to attract capital at a
reasonable cost, if at all. One of the most effective solutions that regulators have found is
the acquisition of small utilities by larger companies. Single tariff pricing has been
recognized as one of the incentives which should be offered to these utilities to encourage
their acquisition of small water companies. The relatively slow progress the water and

wastewater industry has experienced in merging large and small systems may be the reason
5
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this industry has lagged behind the electric, gas and communication industries with respect
to single tariff pricing. In relatively recent years, however, regulators, including the Florida
PSC, have recognized that single tariff pricing is appropriate for functionally integrated
water systems, regardless of whether they are physically connected. The water and
wastewater industry is increasingly providing the opportunity for all customers of a multi-
operational utility to have equal level of service at equal rates.

Mr. Guastella, do you believe that single tariff pricing is inconsistent with traditional
cost of service principles?

A. No. Single tariff pricing is basically an averaging process. All of the revenue
requirement components or all of the costs of providing service are totaled for all
operations, and when applied to the total billing units in terms of numbers of bills or units
of consumption, the resulting rates represent an average rate per service among all of the
operations. Traditional rate setting principles have always recognized a similar averaging
process with respect to rate setting. For example, all utilities are required to charge new
customers the same rates as existing customers; the rates contained in the utility's filed
tariff schedule. The new customers are not charged a higher rate related to the higher
current cost of the more recent plant additions compared with the lower historical cost of
the older plant. Regulatory agencies have rejected the concept of vintage rates.
Accordingly, all customers, new and existing, pay the same rates for service based on an
averaging of all costs, both capital and operating costs. It simply has not mattered that
there may be a difference in the cost to serve new and existing customers. Another example
of the averaging process in the traditional rate setting is reflected in the fact that customers
close to the source of supply are charged the same rates as customers far from the source
of supply. It hasn't mattered that the cost of providing service on an individual basis to

each of those customers may be significantly different -- the rates are averaged. Yet another
©
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example is a utility with a single system, but in which some sections are older than others.

Under traditional rate setting, the costs are averaged, and all customers pay the same rates
for service regardless of location. Traditional rate setting principles, as well as regulatory
law, recognize that rates are reasonable if they are not unduly discriminatory. There is no
regulatory requirement that rates must reflect the precise cost of providing service to each
and every customer or each and every group of customers at different locations. In my
opinion, single tariff pricing is simply another averaging process that does not produce
unduly discriminatory rates, particularly in light of the many advantages that are directly
attributable to single tariff pricing.

Mr. Guastella, would you briefly describe some of the major advantages with respect
to single tariff pricing?

As I previously stated, single tariff pricing is one of the incentives regulators are using to
encourage large utilities to acquire small utilities. Regulators have recognized the
economies of scale attributable to large utilities with respect to combined operations,
personnel, purchasing and cost of capital. Large utilities generally are more capable of
meeting environmental requirements, because of in-house expertise, resources and ability
to finance improvements. The increasing environmental requirements and need to make
capital improvements and replace aging plant are widening the gap between small and large
companies in terms of their ability to provide safe and adequate service. The smaller
operations which are part of large utilities automatically receive these benefits. I would
note that the larger operations within the multi-operational utility also automatically
receive these benefits. Another advantage of single tariff pricing is the significant cost
savings associated with rate filings. The instant case is a good example. The cost would
be much higher if separate rates cases and rate applications were made for each individual

system. In the future, rate case savings will be even much greater if under a consolidated
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advantage of single tariff pricing is rate stability. Eventually all operations will require
significant capital improvements either to install new plant for new environmental
requirements or to replace existing lower-cost assets with newer higher-cost assets. On an
individual system basis, those swings in capital requirements would require significant rate
changes. Sooner or later, the customers who might object to single tariff pricing because
their rates might now be lower on an individual system basis, would likely at some point
in time welcome single tariff pricing (average rates) when the system serving them is the
one requiring major capital improvements and commensurate rate increases.

Mr. Guastella, would you summarize your conclusion with respect to consolidated
or single tariff pricing as a general regulatory policy?

Yes. In my opinion, a general regulatory policy which encourages single tariff pricing is
in the best interest of the customers. Single tariff pricing is consistent with the regulatory
goal of assuring safe and adequate service to all customers at a reasonably equal price. It
is consistent with traditional cost of service principles. It does not produce unduly
discriminatory rates. It encourages the acquisition of small utilities by large utilities (which
has thus far been the single most successful solution to the problems caused by small
companies). It reflects the economies of scale that are automatically enjoyed by the
individual operations of a large utility. It produces specific cost savings in terms of
regulatory rate proceedings. It stabilizes rates which not only protect customers from the
impact of severe rate shock, but also provides for stabilized earnings and the ability to
attract lower cost capital.

Mr. Guastella, has the Florida PSC recognized the benefits of consolidated or single
tariff pricing?

Yes, I believe so. I have reviewed the PSC’s Order No. PSC-09-0385-WS in Docket No.
8
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080121-WS, and find recognition of the benefits of single tariff pricing. The PSC also

addressed its concerns about the impact of converting to single tariff pricing on the
customers’ bills.

Do you agree that the impact of single tariff pricing on customers’ bills is a valid
consideration?

Yes. It should also be recognized, however, that the differences between single tariff rates
and rates calculated for individual systems do not reflect an accurate comparison between
consolidated single tariff rates and rates for “stand alone” systems. The MFRs and
proforma revenue requirements for individual systems reflect built in economies of scale
of the multi-system utility in which the individual systems benefit by sharing only a portion
of such allocated corporate costs as professional supervisory and administrative staff,
engineers, accountants, common structures and equipment, billing and accounting, and
financing. If the individual systems were truly stand-alone, their costs and rates would be
higher and/or the adequacy of service would be at a lower standard.

Mr. Guastella you have identified exhibits you are sponsoring. Was a rate design
analysis performed by you or under your direction to develop consolidated or single
tariff pricing rates?

Yes.

Would you briefly describe the schedules, calculations, and process reflected in your
exhibits?

The rate design schedules developing the water and sewer single tariff rates are contained
in Exhibit JFG-2 and JFG-3, respectively. Within these Exhibits, Schedule W-1 and
Schedule S-1 show the rate development calculations. Schedule W-2 and S-2 contain the
summary tables of the individual systems’ revenues generated by their current rates.

Schedule W-3 and Schedule S-3 reflect the summary tables showing the number of bills
9
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issued during the test year. Schedule W-4 and Schedule S-4 reflect the detailed metered
usage by system and customer groups. The existing water and sewer rates are shown on
Schedules W-5 and S-5, respectively. Schedule W-6 and W-7, within Exhibit JFG-1,
provide the calculation of the repression impacts the rates will have on UIF’s two largest
water system (Sanlando and Lake Utility Services, Inc.).

The compilation and consolidation of the information was required for the
development of the single tariff pricing or consolidated rates. The first step was to compile
the billing unit data of each of the respective individual water and sewer systems to be
consolidated under the single tariff rate structure. This step was performed by tabulated
the number of test year bills issued, the metered usage information and the current tariff
rates for each system under consideration. The sources of this information were primarily
the E-1 rate schedules, E-2 billing analyses and the E-14 consolidated factor analyses
presented in UIF’s minimum filing requirements. The summary information for the water
systems is detailed on Schedules W-3 (Bills), W-4 (Usage), and W-5 (Rates) within Exhibit
JFG-2. The similar information for the sewer systems is shown on Schedules S-3 (Bills),
S-4 (Usage) and S-5(Rates) within Exhibit JFG-2. To insure that the test year billing units
and information were compiled correctly, the W-2 and S-2 schedules reference the three
previously mentioned schedules and bringing that information forward to calculate
revenues for each system. These amounts were checked against the E-2 annualized test
year revenues as shown at the bottom of the W-2 and S-2 schedules.

The single tariff rate design takes the consolidated billing data for both water and
sewer and develops rates that will recover the cost of providing service for UIF’s
consolidated water systems and sewer systems across the State. The development of the
single tariff water rates are shown on Exhibit JFG-2, Schedule W-1 and the single tariff

sewer rates on Exhibit JFG-3, Schedule S-1.
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Please explain the rate design components and calculations shown on Exhibit JFG-2
Schedules W-1, and Exhibit JFG-3, Schedule S-1, in greater detail.

The W-1 and S-1 schedules bring forward the test year number of bills from Schedules W-
3 and S-3 and the volumetric billed usage from Schedules W-4 and S-4. Meter factors are
applied to the number of bills to produce factored bills. The meter factors used on both
Schedule W-1 and S-1 are consistent with the meter factors of the existing water and sewer
rates.

The consolidated water revenue requirement of $16,370,621 was reduced by any
anticipated miscellaneous revenues to produce the revenue to be recovered by the
customers’ monthly water service bills. The total amount of $16,276,725 to be recovered
through the rate structure was then allocated at 35% to be recovered by the base service
charge, related to fixed costs; 64.9% to be recovered by the usage rates, and 0.1% fire
service related costs. These allocations are based on typical ratios and judgement on the
basis of comprehensive cost allocation studies of other utilities. The resulting water base
service revenue requirement was then divided by the factored bills to produce the factor 1
monthly water rate and the rates for the various meter sizes were determined by the various
meter factors.

The sewer revenue recoverable through monthly customer sewer bills was
developed in the same way as the water. The amount billed for sewer service of
$19,775,438 was allocated based on the consolidated current test year revenue ratios of
51.8% base and 48.2% usage related costs. Similarly, the resulting sewer base service
revenue requirement was then divided by the factored bills to produce the factor 1 monthly
sewer rate and the rates for the various meter sizes (based on their water meter sizes) were
determined by the various meter factors.

The residential conservation block rate usage factors shown on Schedule W-1
11
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reflect the average factors used in the current rate structures of the four water division that
currently have a three-tiered block rate structure. The basis for the first block containing
the first 8 thousand gallons of water usage, the second block containing the next 8 thousand
gallons of water usage and the third block representing all water used over 16 thousand
gallons per month is the current Sanlando rate structure. Sanlando was used as the basis
because it is the division with the second highest number of customers, the customers with
the highest water consumption, and the division most impacted by the proposed single tariff
rates. The general service usage factor reflects the approximate average factor of the two
largest water divisions representing approximately 82% of the consolidated number of
general service water customers and is similar to the 1.50 usage factor of Block 2 residential
usage rates.

The Schedule S-1 general service usage factor of 1.15 times the residential factor
reflects the average factor of the current water rate structures. The bulk service factor of
.95 reflects that of the current bulk service tariff rates and the reuse service factor of .30
reflects the approximate average of three current reuse rates.

Was any consideration made for the potential pricing impacts the single tariff
volumetric rates may have on consumption?

Yes. An analysis of the rate impacts were performed for the two largest divisions, Sanlando
and Lake Utility Services. (LUSI). These analyses are shown in Exhibit JFG-2 on
Schedules W-6 and W-7, respectively. As expected, because Sanlando’s current usage
rates are relatively very low and about 72% of the water use is billed at the third block or
usage exceeding 16,000 gallons per month, there is potentially a substantial impact on their
overall water usage. The repression analysis on Schedule W-6 shows an overall reduction
of 11.67% of the water used over the 8,000 per month block 1 usage, representing essential

domestic monthly water use which would not be significantly sensitive to pricing. On the
12
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Q.

other hand, LUSI whose current rates and bills will vary little under the proposed single

tariff rates will show insignificant impacts on water usage.

As a result, were your water use projections for Sanlando changed from those shown
for the test year?

Yes. As shown on Schedule W-4 the second block usage was decreased by 95.2 thousand
gallons and the third block usage by 112.7 thousand gallons which is an 11.67% reduction
of Sanlando’s test year usage.

Mr. Guastella do the water and sewer rates developed in your exhibit and shown on
Schedule W-1 and Schedule S-1 recover the appropriate and corresponding revenue
requirement components?

Yes.

In your opinion, are the rates developed fair and reasonable?

A. Yes. Exhibits JFG-4 and JFG-5 contain water and sewer rates and bill comparisons. These

tables are self-explanatory and provide the impact that consolidated STP rates will have on
the individual systems. There is a wide range of revenues because most of the systems are
relatively small, with revenues at about $1.0 million or less, and many less than $500,000
in revenues. Although Sanlando would have revenues that primarily support single tariff
pricing, its current rates are relatively very low and it will benefit under single tariff pricing
when, as expected, significant capital improvements are made to its system. In any event,
the proposed single tariff rate structure on a consolidated basis meets the criteria I discussed
in general, and it accomplishes the major goal of having the customers of all of the systems
paying the same rates for the same service.

Does that conclude your testimony at this time?

Yes.

13
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BY MR FRI EDVAN:
Q M. Quastella, do you have a brief summary
you'd like to give?

COW SSI ONER BROMWN:  Ch, just a second, M.
Friedman. Staff.

M5. JANJIC. Thank you.

MR FRIEDVAN: Oh, |'msorry.

M5. JANJIC. That's okay.

COMM SSI ONER BROMN:  Thi s new process.

MR. FRI EDMAN: | under st and.

M5. JANJIC. Good evening, M. CGuastell a.
Have you had an opportunity to review staff's
conprehensi ve exhibit list, specifically staff's
exhibits identified with your nanme?

THE W TNESS: Yes.

M5. JANJIC. And did you prepare these
exhi bits or were they prepared under your direction
and supervi si on?

THE W TNESS:  Yes.

M5. JANJIC. Are they true and correct to the

best of your know edge and belief?

114 W. 5th Avenue, Tallahassee, FL 32303

THE W TNESS:  Yes.
M5, JANJIC. Wuld your answers be the sane
today as they were when you prepared these
exhi bi ts?
Premier Reporting (850) 894-0828 Reported by: Dana Reeves
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THE W TNESS:  Yes.

M5. JANJIC. Are any portions of your listed
exhi bits confidential?

THE W TNESS: No.

M5. JANJIC. Thank you.

COMW SSI ONER BROMWN:  Thank you. Now M.

Fri edman.

MR. FRIEDMAN. Now | can't renenber where
was. D d | already ask for his testinony to be
inserted into the record?

COMM SSI ONER BROMWN:  We did that one.

BY MR FRI EDVAN:

Q Ckay. Wuuld you like to give a sunmary of
your testinony, M. Cuastella?

A Sure. My assignnent was to prepare a single
tariff pricing or consolidated rates. The nethodol ogy
was sinply to conbine all the billing units and apply
rates that woul d generate the revenue requirenent on a
pro forma basis. The reasons that | reconmend
consolidated single tariff pricing are fairly nunerous.
One is rates for custoners should be the sane for the
same service. So a custoner receiving the sane service
shoul d pay the sane rates as a regulatory policy. Rate
setting is an averagi ng process and has been an

aver agi ng process for throughout all the jurisdictions
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that |'ve testified and worked. And let ne give you a
coupl e of exanples. A person close to the well pays the
same rate as the person far fromthe well. Al though
there mght be a difference in cost, the rates for the
custoners in that systemare charged the sane for al
custoners, despite a cost of disparity, which neans
those rates are not unduly discrimnatory.

Rates for existing custoners are the sane as
the rates for new custoners bei ng added, even though
they m ght be higher or |ower cost to serve a new
custoner, the rates are not unduly discrimnatory
because rate setting is an averagi ng process. There is
conservation rights. Typically when you | ook at the
cost the nore you sell the |ower the cost per unit. The
Comm ssion and the regul atory agenci es around the
country have established conservation rights because the
public policy that's in the best interest of all
custoners, of all systens. And, therefore, those rates
despite they m ght be contrary to cost allocations are
not consi dered unduly discrimnatory because they're --
they represent a regulatory policy that's in the best
interest of all the custoners.

Single tariff pricing reflects a sharing of
costs. The way the individual systens are now, they al

share in costs. They all receive the benefit, the
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smal | est and the | argest receive the benefit of
econom es scale. There are shared costs for

adm ni strative costs, adm nistrative equi pnent,

pur chasi ng, financing, which is significant in this
case. Accounting. Billing. They all share in those
costs so that the individual systemrates based on

I ndi vi dual systens under a rate base rate of return are
generating econom es of scale that have benefited all of
the systens under one corporate nmanagenent. Those
benefits are achi eved automatically now. These are not
stand-alone utilities, because if these were truly
stand-alone utilities, the rates would be hi gher because
t hey each woul d have individual costs for all the itens
| just nentioned.

One of the major benefits is financing. The
systenis capital costs are paid for through financing,
which is done at a corporate |level so that at a
corporate level financing is |arger, for one thing.
There is also internally-generated funds through
depreciation and retained earnings at a corporate |evel
that contri buted by each one of these systens. So the
nore internally generated funds you have and cash fl ow
to pay for capital inprovenents, the |ess you have to
finance and the benefits of that cash flow go to all the
systens, the smallest to the | argest.
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And then the big benefit that has been
di scussed before and earlier today is that if each
system needs capital inprovenents the rate inpact is
mtigated for all of the custonmers because those costs
for capital depreciation return on investnent are not
assigned just to one of the individual systens, but to
all of the systens. So there's a |long-term benefit.

In terns of just a concept, | believe if you
ask the custoners, do you believe it's fair to pay the
sane rates for the sane service, | don't think you get a
custoner saying no. |If you start to talk about price
I ncreases, well custoners don't |like price increases no
matter what they are or where they are.

So | think for all those reasons you have a
benefit of single tariff pricing that represents sound
regul atory policy that's in the best interest of
custoners, and they're not unduly discrimnatory rates
for all the reasons | stated.

And if | may, not in ny direct testinony, but
the question was asked, | testified on single tariff
pricing in Indiana sone years ago. Back then |I believe
there was sonething like 17 jurisdictions that have gone
to single tariff pricing.

COMW SSI ONER BROMWN: Thank you, M. Quastell a.

THE WTNESS: Thank you.
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COMM SSI ONER BROMWN:  All right. Do you tender
himfor cross?

MR, FRI EDVAN:.  Yes.

COMWM SSI ONER BROMWN:  Thank you. Public
Counsel .

M5. PONDER: Virginia Ponder for Public
Counsel and we have no questions.

COMM SSI ONER BROMWN:  |I'm sorry. W haven't
had an opportunity to neet. Can you state your
name agai n?

M5. PONDER: Virginia Ponder.

COW SSI ONER BROWN:  Thank you. Wl cone to
t he Comm ssi on.

Al right. M. Arnstrong.

MR, ARMSTRONG No questions. Thank you. Al
right.

COMM SSI ONER BROMWN: M. Bilenky. This is
your issue, your W tness.

MR BILENKY: Oh, I'mso -- it's ny turn?

EXAM NATI ON
BY MR Bl LENKY:
Q | didn't know it was going to cone so quickly.
M. CQuastella, did | pronounce it correctly?
A Yes, you did.

Q And | did offer you the opportunity out in the
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hall that if | m spronounce your nanme you are certainly
entitled to m spronounce mne, as well. So we have that
under st andi ng.

A Thank you. | appreciate that.

Q | Iike this concept of the sane service and
the sanme rate. And at first when | read your inclusion
of Franklin Roosevelt's quote, | thought that was kind
of interesting. Equal service at equal rate. And
that's what you are advocating for this conpany, as
well, is that right?

Yes.

Q Now, what was the problemwhy there wasn't
equal service for equal custonmers for the provision of
el ectricity when Roosevelt nade that statenent?

A | believe regulatory agencies at the tine were
| ooking at the different costs of custoners near
generating plants and far sonme generating plants in the
rural areas conpared to urban areas. So it --

Q So it was custonary --

A | wasn't there in 1929, but | think they're
the sane issues that we're | ooking at now There is a
difference in the cost of providing service based on
proximty to plants and agi ng of systens and accordi ng
to what Roosevelt called for was a recognition for

utility services that are essential, sane rates for the
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sane service is a good regulatory policy. If it was
good for electric, | think it's even nore so for water
and wast ewat er because those are a fact just as
essential services.

Q Yes. And the problemwas density, as you say,
and the fact that in the rural areas there could be many
mles between custoners. At that tine the country was
very rural versus in the city, is that correct?

A That's correct.

Q And so the cost of providing the electricity
20 mles fromthe city was consi derably hi gher because
you had to string two wires 20 mles to get to that
custoner, is that correct?

A Vell, I"'mnot famliar with how nany wres,
but that's the general concept.

Q A mnimmof two wires. So it was a cost of
service issue, was it not?

A Yes.

Q And so that the providers of that electric
service, be it Con Edison in New York City, just did not
provi de that service, it was too far for themto
transport it economcally, is that correct?

A Well, | think what Roosevelt was di scussing
are rates that existed for both tel ephone and electric

so there were -- there was service being provided and
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for the service that was being provided, they call for
the sanme rates for the sane service.

Q So it was the cost of service problem and
trying to get a rate. And how was the probl em sol ved?
How was the rural portion of this country electrified?

A It's ny understanding through single tariff
pricing. | nean, the facility -- the service was
provi ded, but single tariff pricing or the sane rates
for the sane service were established if Roosevelt's
reconmendati ons were accept ed.

Q So they forced the investor-owned utilities to
provi de service to the rural electrification at the sane
rates they provided to the cities?

A | don't know if they forced themto extend
lines or not, but where there were lines that were
serving rural areas or if there were requests for
service, | don't think they were forcing it. | think
they were taking the total cost of providing that
service and establishing a consolidated or single tariff
pricing.

Q Are you famliar with the Rural
Electrification Act?

A No.

Q That was passed during the Roosevelt

adm ni stration?
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A No.

Q Do you know what the origin of the electrical
cooperatives are in the United States?

A No.

Q Wul d you be surprised to |learn that those
entities, and now those acts |ike the Tennessee Val |l ey
Act, were government-subsidi zed generation facilities to
provide rural --

MR. FRIEDVAN. (Qnbjection. It sounds like to
me he's testifying.
COMM SSI ONER BROMWN: | agree. (njection

sust ai ned.

MR, BILENKY: Darn. And | was really getting
rolling there.
BY MR Bl LENKY:

Q So you're not famliar with the Rural
Electrification Act?

A No.

Q Ckay. And if it had any rel evance to
Roosevelt at the tine it m ght change your opinion.
Wul d that be a fair statenent?

A It doesn't change ny opinion as to what
Roosevelt said because | think what Roosevelt said is
applicable to what we're dealing wwth today with this

wat er and wast ewat er case.
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Q Ckay. Now, on page five of your testinony,
you say single tariff pricing has been recogni zed as one
of the incentives inline -- starting on line 22. Do
you see that?

A Yes.

Q What is the attribution of that statenent?

A The NARUC, and | believe NAWC, NARUC, of
course, National Association of Regulatory Utility
Comm ssi oners and NAWC, National Association of Water
Conpani es, have either jointly or assisted each other in
putting out a source docunent and a best practices
reconmendati ons where they encourage larger utilities to
acquire snmaller utilities. And one of the
encouragenents is to have consolidated or single tariff
pricing.

Q But we're not talking in this case about
acquiring any further small utilities, are we?

A I"'mnot. I'mtalking about the --

Q It's a general --

A -- the systens that have filed this as part of
this rate case. |I'mnot dealing with acquisitions of
other utilities.

Q But we've heard the conpany say that their
single pricing strategy was so that they woul d have

additional capital for systens enhancenent, isn't that
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what they sai d?

A No. | think -- | don't know. | don't recal
that specific testinony. | don't think single tariff
pricing generates additional capital. | think what it
does is it spreads the cost of new facilities over a
custoner base that enabl es each system benefit by
sharing those costs and mtigating the inpact on any one
syst em

There is, | think, a benefit of |ower cost of
capital under consolidated rates because you have for
each systemthat's then faced with the capital
| nprovenents, because as |'ve indicated before you have
depreciation that's being generated by all systens which
provi des a cash flow for inprovenents. You have
I nternally-generated funds that's generated by all
systens that provides additional cash slow It probably
has an inpact on the cost of new capital because you
have a | ower anmount of debt financing to do if you have
a |l arger source of internally-generated funds. And the
benefit of that goes to the utility that needs the
hi gher anobunt of capital inprovenents at any point in
tinme as you nove forward.

Q Do you know -- going back to your sane rates
for the sane service, do you know if nunicipal electric

utilities in Florida can provide and are authori zed
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under the statutes to provide service outside of the
muni ci pal boundari es?

A | believe there is service outside of the
muni ci pal boundari es.

Q Provi ded by the nmunicipality?

A Yes.

Q And are you aware whet her under Florida
Statutes -- strike that.

Whenever you draw a line, |ike a nmunicipal
boundary, it defines different sections of the service
area, does it not?

A Yes.

Q And in that rnunicipal boundary could have
muni ci pal custonmers within the city on a street that is
di vided by a nunici pal boundary. Can that happen?

A Yes.

Q And both those custoners could be served off
the sanme distribution network, is that correct?

A Wll, eventually. | nean, there would be
different | ocation of the custoners so there would be a
different --

Q ' mjust saying --

A -- they're different mains invol ved.

Q If you had a Iine going down a street and the
houses on the right-hand side of the street were within
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the city and those custoners on the |eft-hand side of
the street were just outside of the city but served by
the city they were likely served by the sane facilities.
Wul d that be a reasonabl e assunption?

A If that theoretically existed, yes.

Q Yes. And do you recognize the fact that this
service then would be identical for each of them would
It not?

A Yes.

Q And do you know that in Florida the
municipalities that are large are entitled to charge a
hi gher rate for the citizen residing outside the city
boundaries than within the city boundary for the
| denti cal service?

A Yes.

Q Now, you al so nentioned in your statenent that
for the new custoners added to the system they pay the
sane rates as the old custoner. Did | hear you say
t hat ?

A New custoners pay the sane rates as existing
custonmers in accordance with the utilities tariff
schedul e.

Q And you're not tal king about -- are you
tal ki ng about new custoners who are noving into, like,
an existing facility already served in the city, or are
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you tal king about additions of custoners who have no
connection and are building new facilities and new
demand. Wat do you nean by new custoners?

A Al'l new custoners, whether they're attaching
to an existing main or whether there's a nmain extension
to serve those custoners when it cones to the genera
rates for water and wastewater service, those rates are
t he sane.

Q Great answer. Lousy question. Let's start
t he question over again.

Wien you say a new custoner, you are not
referring to | noved to Tall ahassee into an existing
house, | am not the new custoner that you' re talking
about, is that correct? You're talking about the new
customer who takes a piece of rural -- or an unoccupied
pi ece of ground -- could be a lot, it could be
subdi vision and built a new facility providing new
demand for the system Wi ch new custoner are you
t al ki ng about ?

A Well, all new custoners. \Whatever
circunstance you're describing, whether soneone sells a
house to a new custoner, whether a new custoner is added
to a line where no house exists and one is built, or
whet her you have an extension of service for a new

custoner individually or as a devel opnent, all custoners
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existing in new pay rates in accordance with the
approved tariff schedul e.

Q That is correct, but there is another tariff
schedule, is there is not, approved by this Comm ssion
for service availability charges that new custoners
addi ng new capacity of the systemw || pay an additional
charge for that service.

A That's not a new tariff schedule. That's a
separate rate for a separate charge.

Q But that does exist?

A Sure.

Q And so they don't pay -- they may pay the sane
rate as an existing custonmer over tine when they join
the system but to get on this systemthey have to pay
addi ti onal expenses to purchase capacity in effect, is
that correct?

A Well it's correct in the sense that their
service availability charges, whether it's for capacity
or mains or anything el se, but those charges are based
on capital costs with the intent of putting new
custoners on an equal footing wth existing custoners.
So if those formulae work correctly, then the new
custoner is paying a share of the cost simlar to the
existing custoner. |t doesn't always work perfectly,

but that's the intent, which is the sane intent as
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custoners paying the sane rates for the sane service.

Q And for that -- for the existence of those
service availability charge is to elimnate the fact
that the existing custoners woul d be subsidizing the new
custoner if absent that charge because they had al ready
provi ded the investnent and cost for the facilities that
t he new custoner would be using, is that correct?

A They're trying to -- the utilities are,

t hrough service availability charges, are trying to put
t he new custoner on equal footing wth existing
cust oners.

Q That's right. And it's to elimnate the
subsi dy that would conme fromthe existing custoners
having paid for that plant that the new custoner is now
using, is that correct?

A Ch, | don't know if you'd call it a subsidy.
| think it's just a cost recovery where you're trying to
bal ance the cost recovery.

Q Well, do you know -- have you seen any -- have
you been advi sed or seen any cases where that particul ar
I ssue on the legality of the service availability
charges in Florida were tested?

A Were -- excuse ne -- tested?

Q Yes, sir.

A I"'mnot famliar with any specific case where
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It was tested.

Q Ckay. Now, you just nentioned the fact a
little earlier that one of the functions of the
col l ection of depreciation expense was to offset -- it
was to recover the cost of investnent in plant as it
aged, is that correct?

A Yes.

Q And so the replacenent of existing facilities
t he Comm ssion authorizes the recoveries of the those
costs so that in effect new custoners are not paying for
that replacenent. 1It's being paid for by the custoners
who have used those facilities over tine, is that
correct?

A Depreciation is based on the recovery cost of
the average service life of the assets so that today's
custonmers pay their fairest of costs that they're using
to serve themtoday and future custoners pay their
fairest of costs to use and serve themin the future.

Q | asked a question -- and it's a point of
personal information. |In your career and your position,
what is -- how woul d you define what you are market ed
as? W have professional engineers. W have | awers.
Are you a consultant or are you a rate structure expert?
What is your particular expertise that you nmarket?

A I'"'ma rate expert, valuation expert,

Premier Reporting (850) 894-0828 Reported by: Dana Reeves
114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

248

managenent expert, and all regulatory matters expert.

Q Ckay. |Is there --

A And cost allocation and rate design and
depreciation and |'ve pretty nmuch done everything there
Is to do with respect to water and sewer utility rate
setting and val uati on.

Q s there a certification for your profession
at all by any professional organization?

A No.

Q No. And you have published --

MR ARMSTRONG |I'd like to object at this
time. It sounds |like we're getting into voir dire
and voir dire is waived because it wasn't raised
prior to the pre-hearing per the OEP and we had
t hat di scussi on.

MR BILENKY: Well, | was actually going to
get to sonething that was quite nmeani ngful but 1"l
get there anot her way.

COMWM SSI ONER BROMN:  Ckay.

BY MR Bl LENKY:

Q So you're famliar with publications and
manual s. | think you nentioned in a nunber when | asked
you before about the source. Are you a nenber of AWWA?

A Yes.

Q Are you famliar wwith M 1?
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A Yes. | was one of the conmm ttee nenbers that
devel oped 1983 edition of the M1 rate manual .

Q Are you being involved in the re-witing of
that edition?

A No.

Q Do you know who is?

A No.

Q Do you know M. Robert Oie?

A No.

Q Ckay. In -- just give ne a nonent. | want
to -- it wll save tine, | think.

You say on page eight of your testinony that
single tariff is consistent with traditional
cost-of-service principles, is that correct?

A Yes.

Q Let's tal k about that. What are those
principl es?

A The establishnent of rates based on an
averagi ng process, and | believe | described sone of
t hose exanples in terns of custoners close to the well,
far fromthe well, conservation rates, new custoners,
existing custoners, rate setting --

Q Wait, wait, wait. I'msorry. I|'mgoing to
I nterrupt you you're averaging -- is this averaging;
di stance fromthe source, new custoners? |'mtrying to
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under st and what - -

A Rate setting is an averagi ng process. \Wen
you do a cost allocation and rate design study you don't
design rates for a specific custoner. You design rates
for classes of custonmer and those classes of custoner,
be it residential, comercial, industrial, public
authority, fire protection custonmers -- they're all
separate classes of custoners. |In each of those classes
there are different custoners, nultiple custoners whose
cost of providing service on an individual basis could
differ wwdely. One exanple is custoner close to the
well, one far fromthe well.

However, when you do rate setting, you
establish cost allocations to recognize that rate
setting is an averagi ng process so that you devel op
rates on the class of service, taking into account
diversity of demands, and in the case of a water system
the relative nmaxi nrum demands or in relation to average
demands called | oad factors, peak hour demands, fire
demands, and then custoner costs that don't fluctuate
wth water usage at all, but fluctuate with average
nunber of bills. So rate setting is -- consistently
been an averagi ng process.

Q Ckay. And the custoner that you have in the

Sandal haven Utility that's owned by U F, have you | ooked
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at those custoners and their averages to see if they're
conparable to those in, say, Sanlando?

A |'"'mnot sure | understand you. |If | |ook at
the custoners to see --

Q See if they fit these principles.

A Well, the custoners don't fit the principles,
the cost of providing service fits those principles.
The custoners could vary for many reasons one to the
ot her.

Q So did you | ook at the cost of providing
services by the -- to the custoners and the individual
rate classifications in Sandal wood versus Sanl ando?

A | provided a schedul e that shows what the cost
woul d be for individual systens as opposed to single
tariff pricing so that the Comm ssion would have
I nformation as to the inpact of going to single tariff
pricing. | did not do a cost allocation for each one of
the systens and the costs being incurred are in |large
part common cost to the benefit of each one of the
systens and, therefore, each one of the custoners.

Q Ckay. Since you're famliar wwith M1, |I'm
going to read a |ist of considerations and ask you if
you believe that they are part of the principles of
cost-based rate naking. Do you believe that

effectiveness in yielding total revenue requirenents
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full cost recovery.

A |"'msorry. | didn't hear your first couple of
wor ds.

Q |"msorry. Maybe if | got closer. How about
that? The objectives of -- the principles for setting
cost-based rate naking, I'mgoing to read you through a
| ist of considerations and you can tell ne whether you
believe that they are appropriate. Effectiveness in
yielding total revenue requirenents full cost recovery.

A Yes.

Q Revenue stability and predictability?

A Yes.

Q Stability and predictability of rates
t hensel ves from unexpected or adverse changes?

A Yes.

Q Pronotion of effective resources, conservation
effective use?

A Yes.

Q Fai rness in apportionnent of total costs anong
the different ratepayers?

A Yes.

Q Avoi dance of undue discrimnation in subsidies
W thin rates?

A Yes.

Q Dynami c efficiency in response to changi ng
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suppl y- and- denmand patterns?

A Yes.

Q Freedom from controversy as to proper
Interpretation of the rates?

A It's a good goal. N ce to achieve. Not
al ways avail abl e, though.

Q It's one of the objectives. [It's an
objective. |It's not an outcone necessarily. Ckay.

Si npl e and easy to understand?

A Yes.

Q Sinple to adm ni ster?

A Yes.

Q And | egal and def endabl e?

A Yes.

Q And is it your opinion that in setting this
single rate in this case neets all of those objectives
to the best of your ability?

A Yes, yes, yes, yes, yes, yes, yes.

Q Ckay. Geat. I'mgoing to -- let nme go back
to your testinony. Wat is an unduly discrimnatory
rate?

A One that creates a subsidy. So if rates are
not unduly discrimnatory, there is no subsidy.

Q Do you believe that the unified rate here
doesn't create a subsidy?
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A Absol utely does not.

Q It does not?

A No, because these rates are not unduly
discrimnatory. These rates reflect a regulatory policy
that's in the best interest of custoners for all of the
categories and reasons | descri bed.

Q And you don't believe 144 percent increase in
one utility's custoners is not an unduly discrimnatory
subsi dy?

A That wouldn't -- no, that does not -- that
does not define an unduly discrimnatory rate because if
you take a look at all of the systens and the benefits
that that system woul d achieve in mtigation going down
the road, the benefits that the system-- and we're
tal ki ng about Sanl ando -- the benefits that Sanl ando
recei ves now by sharing in all of those commobn costs
that | described before, and if you | ook at Sanl ando's
rates, they're a small fraction in many cases of all the
other rates so they're going to just be brought up to
the |l evel of service and the rates that everyone is
goi ng to pay.

So they're going to be paying the sane rates
as everyone else and their rates now are very |l ow so the
percentage increase is significantly high, and I

recogni ze that it's a high percentage increase, but they
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wll receive -- they have been receiving the benefit of
the consolidated nultiple systens under the corporate
unbrella and they will continue to receive those and
they will received the added benefit of mtigation of
cost increases for capital inprovenents that they're
going to need that would inpact themindividually, but
not if you have consolidated rates. Those costs are
going to be spread to everyone el se.

Q Let ne ask you sonething. The centralization
of the billing systemis already in place, is it not?

A Yes, it is.

Q And the conpany does consolidated raising of
capital through debt and equity, is that correct?

A Wll, it doesn't consolidate it. |It's already
part of what they do. They finance on a corporate |evel
so the benefit of that financing goes to each one of the
systens incl udi ng Sanl ando.

Q Ckay. And that's going on right now and
everybody's receiving the benefit of that even though
there is not a unified rate, is that correct?

A That's correct.

Q And the accounting systemis being
adm ni stered on a unified basis. 1Is the hiring also
done on a unified basis?

A | don't know whether they hire -- |ocal people
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hire | ocal people or not, but the corporate |evel |
woul d i nagi ne also there's a benefit in terns of
corporate-level hiring.

Q So that all of the types of functions that
these utilities run that can be consoli dated, have been
consol i dated, woul d that be your opinion?

A No, because you have individual rates.

Q No, no. What |'msaying as far as expenses.

A ' m not understandi ng your question, then.

Q Ckay. These operational entities, the
billings and acquisition of capital, accounting,
probably health insurance, all of those functions which
are unrelated to volunetric production of water, what we
woul d call burden rate, those have been consoli dat ed,
have they not?

A | don't know if | would describe that as being
consolidated. What they're -- the inpact of that is
that all systens |arge and snmall, all systens benefit by
t hose econom es of scale, there is not a consolidation,
there is just an allocation of costs anong all the
systens on a ERC basis, | believe, in nmany cases, not
necessarily financing. That just goes to the benefit of
all systens at the point that each individual system
needs financing, but all of those benefits now are

benefits that are being received on the individual
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systemrat es.

Q But there are other costs. So all of those
costs, like the cost for the preparation of one bill, is
uni formacross all of the conpanies, is that correct?

A The cost of billing is at the corporate |evel
and | believe those billing and accounting costs are
spread on a ERC basis.

Q And each utility nmakes contributions to those
through their -- through the revenues that they derive
fromthe sale of services, is that correct, on a uniform
rate basis?

A The total revenue requirenent of the
utility --

Q Not the question.

A -- is |l ower because of those econom es of
scal e and each individual system benefits by them

Q And they pay their pro rata share based on the
nunber of ERU s, is that correct?

A The rate's reflected. There it not a separate
paynent for those expenses to the conpany. There is an
I ncurrence of those econom es of scale that benefit al
of the systens. | don't think they have each system
payi ng upstreamthe costs that are sinply reflecting
econom es of scale.

Q Ckay. Now, you want to average al so the --
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| i ke the chem cal costs and the electric cost, and those
can vary fromsystemto system because of different
system providers, is that correct?

A Well, I'"'mreally not averaging individua
costs. I'msaying single tariff pricing is going to
have everyone paying the sane rates for the sane
service. |I'mnot at a point where |'m averagi ng and
I dentifying each cost and saying, let's average that
across to everyone.

Q What you're doing is you're collecting all of
the costs. You're taking the overall revenue
requi renent and dividing it uniformy and applying it at
a comon rate to all of the utilities?

A Correct.

Q And you're not recogni zing the fact that sone
of the utilities have higher chem cal costs or higher
el ectrical costs because of where they're | ocated?

A That's correct.

Q That's correct. And the fact that the ranges
of that can be orders-of-magnitude difference is
irrel evant to you?

A That's correct.

Q And so when we go back -- strike that.

So if the costs are relatively different to

these ratepayers, then there is a subsidy going on, is
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there not?
No.

Q No?

A There is no subsidy because the rates that
we're proposing on a single tariff pricing reflect
rate-setting policies that reflect averaging rates,
custoners closest and far fromthe system conservation
rates. Those are all reflecting different rates or rate
structures that are different fromthe costs, but
they' re good public policy and the best interest of
custoners now and they're going to be in the best
I nterest of custoners in the future when you mtigate
I npact. As a reqgulatory policy that's acceptable -- if
It's acceptable to the Public Service Conmm ssion as a
regul atory policy, then those rates are not unduly
discrimnatory and there's no subsidy if it's not unduly
discrimnatory. |It's for a good purpose that's in the
public interest.

Q And you're saying that that's policy |evel?

A VWll, the Comm ssion is going to be naking the
policy and it's ny recommendation to the Conm ssion that
single tariff policy is one that's in the best interest
of custoners.

Q And so from your perspective, regardl ess of

the differences in the relative cost ages, investnents,
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utility sizes in these systens, it's irrelevant to you
that you that no natter how di sparate they can be, there
I S no subsidy when you conbine all of these utilities.
That's your opinion?

A My opinion is single tariff rates do not
create rates that are unduly discrimnatory and there's
no subsidy involved. There are differences in cost of
provi ding service on an individual basis, but that's not
a subsidy because there are differences in costs serving
every individual custoner, new custoners, existing
custoners, just to go through the list. Al of that is
not unduly discrimnatory although there's a difference
I n cost, and those differences in cost are not
consi dered subsi di es.

Q So when ny custoners in ny client area are
| ooki ng at what the cost of providing them service today
I s and recogni zing that and accepting that those are
reasonabl e costs set by a regul atory agency and tonorrow
t hose costs go up by 144 percent w thout any changes in
the costs providing the service by those who -- that
utility to nmy custoners, you don't |look at that as a
subsi dy?

A Not a subsidy. Single tariff pricing.

MR, BILENKY: | don't think no matter how

characterize it --
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COMWM SSI ONER BROAN: O how nmany tinmes you' ve
asked it.

MR, BILENKY: | tried, Madam Chairman. So
help nme I've been very good today. You ought to
see nme on a bad day.

BY MR Bl LENKY:

Q So you have not in any sense in doing your
single service, your single tariff rate, |ooked at the
conponent called value of service in doing it. This is
strictly a cost-of-service study?

A Vell, this really isn't even a cost-of-service
study, per se, where | allocate costs anong different
cl asses of custoners. |'maccepting the rate structures
t hat the Comm ssion now has for base facility charges,
usage rates, bulk service, flat rate service. Al of
that 1"mnot changing. |'mjust recommendi ng that the
consolidated single tariff pricing is to take the entire
revenue requirenent and apply the sane rates for the
same servi ce.

Q Ckay. Can we go back now and can you answer
nmy question? My question was you did not consider val ue
of service in doing this exanple, is that correct?

A Rate setting does not consider val ue of
service. It considers the cost of providing service.

Q And you did not look at -- this has nothing to
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do with affordability either. Are you famliar with the
termaffordability?

A No.

Q You're not famliar with the term
affordability?

A I"'mfamliar with the termaffordability, but
rate setting doesn't make adjustnents for affordability
unl ess the Comm ssion is going to establish sone
| ow-i ncone type rate. And if it establishes a
| ow-i ncone-type rate that's not cost justified, but it's
good public policy, that rate is not a subsidy being
given to those lowincone custoners. That's a
regul atory policy that's not unduly discrimnatory.

That cones into this unbrella of what the regul atory
policy is so that all custoners are able to get service
now and in the future and at the best cost possible by
averagi ng the cost.

Q So affordability, I think you are talking
about sonething like lifeline rates for electric?

A Wll, | wasn't talking about it all wth
respect to --

Q | was tal king about it.

A -- but that woul d be one of these.

Q Right. And you and | are both old enough to

remenber POTS. Do you even know what POTS are?
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A No. |'mnot that old.

Q ' mtaking a beating here. POIS, plain old
tel ephone. It was the lifeline -- this Conm ssion did
It as a matter a fact that's why | thought you m ght
know. You've got a black dial-up tel ephone called POTS
and it was -- you're not that old.

Wll, it's been a joyous occasion and |
enjoyed it very much chatting with you and | thank you
M. Cuastell a.

A Thank you.

MR. BI LENKY: Thank you Madam Chairnman. See,

| was watching your 6:30 tine.

COMM SSI ONER BROMWN:  I'mwatching it |like a

hawk. | know our court reporter needs to take a
break in a nonment, but |'mgoing to see how nany
guestions staff has.
M5. JANJIC. ['mgoing to make you very happy.
None.

COW SSI ONER BROMWN:  Ckay. Conm ssioners.
Comm ssi oner Brise first, then.

COMWM SSI ONER BRI SE:  Thank you. | just have a
couple. So referencing the subsidy issue net that
was just discussed. So is Sanl ando receiving a
subsidy now? Are their custoners receiving a

subsi dy now?
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THE W TNESS: No.

COMM SSI ONER BRI SE: No? Gkay. And so would
t hey be subsidi zi ng ot her custoners with the
I ncrease novi ng forward?

THE W TNESS: No.

COMW SSI ONER BROMWN:  Sir, can you nmake sure
you speak into the m crophone?

THE WTNESS: Sorry. No.

COW SSI ONER BROMN:  Thank you.

COMM SSI ONER BRI SE:  Ckay. This sounds very
rational to ne. So on page eight, line 20 to 22.
So in this docket some customers will receive
significant rate shock if the rate case is approved
as requested today. How do you address the rate
shock sonme custoners will be facing in this docket
i f approved?

THE WTNESS: Well, | believe the |argest
i ncrease w |l be Sanl ando, but Sanlando's rates are
now i n some cases 20 percent of the other rates,
usage rate, and smaller. So what Sanl ando's rates
are going to do is they're going to go up by those
significant percentage increases. | don't know
whet her they're going to |look at that as a rate
shock or not because what they're going to do is be

payi hg sanme rates as everyone in the those other
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smal | er systens are going to be paying. So
everything is relative.

When you ask a custoner do you want to have a
hundred percent rate increase they're not going to
be happy with it, but ultinately they're going to
be paying the sane rates as everyone el se, and
everyone else is living with those rates despite
t he denographi cs of the Sanl ando custoner base
conpared to the denographics of the other custoner
base. And | don't set rates based on what people
can afford, but | question whether or not that's
going to be a factor.

| don't think anybody likes big rate
I ncreases, but ultimately when it's Sanlando's turn
to get the benefit of having the other custoners
pay for nmajor capital inprovenents to the mllions
of dollars rather than them paying for it through
i ndi vidual rates, then | think they'd be the happy
party. So | think nowis the tine to go to single
tariff pricing, give the custoners for sone of the
ot her systens benefit of single tariff pricing, and
then when it gets to be Sanlando's turn to benefit
from sharing those costs anong the other systens,
they will get that automatically. They probably

won't know about it, but they wll get those
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benefits automatically.

COW SSI ONER BRI SE:  So woul d you say that the
rates that Sanl ando customers are paying now, are
t hey conpensatory or are they -- | nean, if -- are
t hey conpensat ory?

THE WTNESS: Well, they're conpensatory in
the sense that the Comm ssion approved the rates.
So to the extent that the Commi ssion approved the
existing rates they're conpensatory except for any
cost of providing service increases that are not
reflected in the existing rates, but because the
conpany needs rate increase, they're not
conpensatory. The conpany needs a rate increase in
order to make all rate conpensatory.

COMW SSI ONER BRI SE:  Ckay. | have a couple
guestions, but I'll |eave that there for now.

COMW SSI ONER GRAHAM  Sure.  Conm ssi oner
Pol mann.

COMWM SSI ONER POLMANN:  Thank you, Conm ssi oner
Graham  Good eveni ng.

THE WTNESS: Good eveni ng.

COMM SSI ONER POLMANN:  Let's | ook at your
direct testinony on page three, please, line ten.

THE WTNESS: Line ten?

COMM SSI ONER POLMANN:  Yes, please. This has
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been referred to. Have a question. Single tariff
pricing is a rate design issue, not revenue
requirenent. Like to know if you were involved at
all in determning the revenue requirenent in this
case?

THE W TNESS: No.

COMM SSI ONER POLMANN:  And who provi ded that
revenue requirement to you?

THE WTNESS: | don't know who i ndividually.
| received the copy of the overall revenue
requi rements on a consolidated basis and al so for
t he individual systens.

COMM SSI ONER POLMANN:  Okay. Thank you. So
do you have any opinion at all on that revenue
requi renent ?

THE WTNESS: No. |I'msinply recommendi ng
rates to cover the full revenue requirenent.

COMM SSI ONER POLMANN:  Okay. Thank you. Also
on that page, then, lines 12 through 16, a couple
of things. You indicated pricing is an issue
resol ved strictly -- ny enphasis is strictly -- in
the best interest of custoners. So this tells ne
that provided that the conpany receives the revenue
that's required, we should be pricing fromthe

custoner side. |Is that what you nean? |If it's to
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be resolved strictly in the best interest of the
custoners -- and provided that the conpany receives
the revenue, do you nean to say that the pricing
shoul d be viewed fromthe custoner side?

THE WTNESS: No. | think the rates -- I'm
assum ng that the Public Service Comm ssion is
going to cone out wwth a decision in this rate case
i n which the Public Service Conm ssion believes
that it is covering the cost of providing service
and allowing the utility an opportunity to earn a
return that wll enable it to maintain financial
viability and track capital, and |'mnot -- I'min
no position to coment on what that decision is
going to be and whether or not it acconplishes that
goal. I'massumng that's the goal that the
Commi ssion is going to carry out because that's its
responsibility to allow rates that cover costs and
a reasonable return on investnent.

There is al so anot her aspect to the
Commi ssion's responsibility, if I may, and that is
the problens of snmall water utilities around the
country have been significant for many years single
tariff pricing is one way where you're, as a policy
matter as a regul atory agency, you want to make

sure that all custonmers of the small systens that
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woul d ot herw se have problenms will get service at a
reasonable price. Single tariff pricing is one of
the net hods of doing that, aside from encouraging
with other incentives, large utilities to acquire
smal | utilities.

COMM SSI ONER POLMANN:  Sir, | understand, and
|'ve heard your testinony provided, your response
to questions and ny question in readi ng your
testinony, if | may -- and | don't nean to ask the
sane question again, but you indicate here pricing
an issue resolved strictly in the best interest of
the custonmers. And I'mjust trying to understand.
You're maki ng an argunent in various places here
that the single rate tariff is preferred or you're
recommending it. You seemto have an opinion that
it's the right thing to do. The conpany has
obviously put this forward and you' re supporting
it?

THE W TNESS:  Yes.

COMM SSI ONER POLMANN:  So I'mtrying to
understand if you're focus is on the custoner side
based on this statenment?

THE W TNESS:  Yes.

COMM SSI ONER POLMANN:  Thank you. I n the next

line you say, consider pricing in terns of cost and
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econom c principles. | sinply don't understand
what you nmean be econom c principles if you could
take just a nonent and explain that for ne. |
think |I understand cost. |I'mtrying to understand
econom ¢ principl es.

THE WTNESS: Well the econom c principles
probably have to do nore with the econom es of
scale that are attributable when you have a utility
conpany that has nmultiple systens. Those costs
then are spread anong the individual systens and
provi de the econom es of scale. The other part of
the economc principles is the averagi ng process of
rate setting, and I won't repeat all the reasons --

COMM SSI ONER POLMANN:  Yeah, | heard those
answers, so thank you. Myving on down the page. |
think we're still on -- yeah, page three. 1In |lines
23 and 24, and I'Il nmake reference to several other
places. | don't mean to junp around in your
testinony, but there is a key phrase in here. You
say a reasonably equal |evel of service has simlar
rates. This is a point, | believe, M. Bilenky was
maki ng. So equal service simlar rates. And then
further, page four lines one and two. Custoner
shoul d pay the sane rate for sane service. You
mention this again on page five, lines 12 and 13.
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Custoners are entitled. Equal service, equal
rates. The phrase appears again on page siXx, lines
five and six. | believe the |last occurrence is on
page 13 at line 22. So |I'mreading in your
indirect testinmony, | believe it's in five pl aces
where you discuss or you rely upon this concept,
the prem se, that sane rates for sane service, the
noti on and equal service, equal rates. And if |
understand this is sinply a key elenent in your
argunent and is that a fair statenent if | could
sinply say that's really fundanental to your
position, a key elenent, the sane for sane. |Is

it --

THE WTNESS:. Yes, its one of the key el enents
and then | support that elenent with the
rate-setting process that essentially reflects
t hat .

COMW SSI ONER POLMANN:  Gkay. | just wanted
to -- | just saw that throughout and | just wanted
to nmake sure. That seened to be prevalent. On
page 13 -- if we could junp ahead there a little
bi t.

THE WTNESS: | have it.

COMM SSI ONER POLMANN:  On |ines 19 and 22 --

19 through 22, you make a statenent, in any event
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proposed single tariff rate structure on a
consol i dated basis neets the criteria discussed in
general. Now -- and it acconplishes the major goal
of having custoners all system payi ng sane rate,
sane service. In ny sinple reading of this, those
are two separate points. The single tariff neets
your criteria in general. | believe this is sone
of the discussion we've already had.

And then referring back to M. Bilenky's
guestions, is it nore than that or am!|
understanding this general criteria? And | believe
t hat was back on page three, lines 15 and 16. |
don't want to re-hash that | just want to --

THE WTNESS: No, | don't think it's two
separate points. | think they're all consistent
with the whol e concept of rate setting and
aver agi ng process, providing service to systens on
an equal cost for equal rates. So | think it's al
part and parcel of the whol e recommendati on as a
policy matter to go to single tariff pricing.

COW SSI ONER PCLVANN: Wl |, what |'m reading,
sir, is there are general criteria and then there
iIs the issue of -- and it says a nmjor goal of sane
rate sane service. And, in fact, if you're

starting wwth the notion of a single tariff rate
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structure, wouldn't the outcone necessarily be that
regardl ess of your goals, the general criteria. |If
you start with the revenue requirenent and you're
key elenent is a single rate structure, that's
where you're going to end up?

THE W TNESS:  Yes.

COMM SSI ONER POLMANN:  How did you consi der
equity in the rate design?

THE WTNESS: Equity in terns of fairness or
equity in ternms of return on equity.

COMM SSI ONER POLMANN:  On, no. Not a return
on equity. So fairness in equity issue. You refer
to averagi ng, which | do understand.

THE W TNESS: Yeah.

COMWM SSI ONER POLMANN:  Was there any
consideration of fairness in equity across the
cust oner base?

THE WTNESS: Yeah. | think single tariff
prices reflects equitable rates because you have
the benefit of econony of scal e being shared and
the benefits of new capital by system being shared
rather than putting an inpact on the individual
system And then you have equity nore in the sense
of -- as a requlatory rate setting process for

wat er and wastewater utilities so that the snall
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ones don't -- you mtigate the problens that each

i ndi vidual small system faces on the stand-al one
basis. And |I've dealt with this issue for years in
every state. Literally thousands of small systens
t hat have problens standing on their own and the
cost of providing service strictly on a stand-al one
basis. Not on individual systens that are already
sharing the cost, but strictly stand-al one
utilities where they have to do it all there.

There are problens that have been addressed as | ong
as |'ve been in this business, which is a |ong
tinme.

COMM SSI ONER POLMANN:  Okay. | think 1've
heard your testinony on that. On the issue of
savings, and M. Bilenky made the point which I
think you've responded to, that the idea of savings
due to corporate financing and the notion that it's
easi er, perhaps cheaper, to generate capital based
on the corporate financing, those things are
already in place. Do you have -- and you've
menti oned econom es of scale. Do you have any
information that is specific to the savings in this
case that you're aware of that's in the docket? |Is
there evidence of those savings that has been

presented? And | understand the concept. |'mjust
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asking if you're aware of any evidence that's --

THE WTNESS: No. M concept -- and | believe
| testified to that. The cost of putting together
this rate filing --

COMM SSI ONER POLMANN:  Yes, sir. Yeah, |I'm
aware of that.

THE WTNESS: |s nuch higher than it woul d
otherwi se be if this was single tariff pricing.

COW SSI ONER PCLMANN:  Ckay. | understand
that. That is a concept. Are you aware of any
evi dence or nunbers?

THE W TNESS: No.

COMM SSI ONER POLMANN:  kay. Thank you. On
your direct testinony, page eight, lines two
t hrough ni ne, you speak about rate stability in the
context of capital cost averagi ng across the | arger
custoner base. So all of the systens aggregate
together to create a | arger custonmer base. And if
|"mcorrect, there is a phrase, sooner or |ater,
has the time franme of the benefit. And I'Il |00k
at that page in just a nonent.

COMM SSI ONER BROMWN:  |I's there a question
there, Comm ssi oner Pol mann?

COMW SSI ONER POLMANN:  Yes. Do you have an

ability to be nore specific on the tine frame in
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terms of --

MR, BI LENKY: Line six, Comm ssioner Pol nann.
It's on line --

COMW SSI ONER POLMANN:  Yeah, |ine six on page
eight. Can you give us any idea on any tinme frane
when benefits accrue fromthis idea of rate
stability?

THE WTNESS: | don't have a specific cost of
capital. | nean, | haven't devel oped what the
antici pated capital needs are going to be of each
of the systens --

COMM SSI ONER POLMANN:  No, |'m not speaking of
that, sir. | don't nean to interrupt. You speak
about rate stability as a benefit, and then the
phrase of sooner or later, which is the benefit a
concept but we can't identify a priority.

THE WTNESS: No, | believe that's --

COMM SSI ONER POLMANN:  When and to whom t hat
woul d accrue?

THE WTNESS:. |It's going to have to --

COMW SSI ONER POLMANN: Do you agree with that?

THE WTNESS:. Eventually it's going to happen
sooner or later, eventually. Each one of these
systens is going to have capital inprovenents and

repl acenents or new capital added. Wen that
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happens for each one of the systens, they're going
to benefit under single tariff pricing.

COW SSI ONER POLMANN: | under st and.

THE W TNESS: Because they won't have to bear
t hat cost al one.

COW SSI ONER POLMANN:  Madam Chai rman, that's
all | have for now. Thank you.

COMM SSI ONER BROMWN:  Thank you, Conmm ssi oner
Pol mann. Redirect.

MR, FRI EDVMAN:  None.

THE COURT: Al right. W have one -- 27
through 31. Wuld you |like those noved into the
record?

MR, FRIEDVAN: | would, please, Madam
Chai r man.

COMWM SSI ONER BROMN:  Seei ng no obj ections
we'll go ahead and enter into the record 27 through
31.

(Wher eupon, Exhibit Nos. 27 through 31 were

admtted into evidence.)

COW SSI ONER BROWN:  Al'l ri ght.

MR FRIEDVAN. M. Cuastella doesn't have any
rebuttal so | would |ike to nmake sure he can be
excused.

COW SSI ONER BROWN: M. Guastella.
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114 W. 5th Avenue, Tallahassee, FL 32303

THE WTNESS: Thank you.

COMM SSI ONER BROMWN:  Thank you for com ng and
you' re excused. Hope you have a good ni ght.

Al right. 1t's getting near the dinner hour
and | did promse that we would stop early tonight
and so with that we will recess until tonorrow
nmorning. Remnder, 9:00 a.m start tinme. Thank
you all for a snooth norning and day.

(Transcript continues in sequence in Vol une
3.)
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