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CERTIFICATION OF if;l

FILED WITH THE T

DEPARTMENT OF STATE

I do hereby certify:

/x/ (1) That all statutory rulemaking requirements of
Chapter 120, F.S., have been complied with; and

/x/ (2) There is no administrative determination under
subsection 120.56(2), F.S., pending on any rule covered by this
certification; and

/x/ (3) All rules covered by this certification are filed~
within the prescribed time limitations of paragraph 120.54(3) (e),
F.S5. They are filed not less than 28 days after the notice
required by paragraph 120.54(3) (a), F.S., and;

/ / (a) Are filed not more than 90 days after the notice;
or

[/ (b) Are filed not more than 90 days after the notice
not including days an administrative determination was pending;
or

o / / (c) Are filed more than 90 days after the notice, but

——————

——0t less than 21 days nor more than 45 days from the date of

bublication of the notice of change:; or

[/ (d) Are filed more than 90 days after the notice, but

——not less than 14 nor more than 45 days after the adjournment of

WAW ___+he final public hearing on the rule; or

OTH
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L/ (e) Are filed more than 90 days after the notice, but
within 21 days after the date of receipt of all material
authorized to be submitted at the hearing; or

/ / (f) Are filed more than 90 days after the notice, but
within 21 days after the date the transcript was received by this
agency; or

/x/ (g) Are filed not more than 890 days after the notice,
not including days the adoption of the rule was postponed
following notification from the Joint Administrative Procedures
Committee that an objection to the rule was being considered; or

/ / (h) Are filed more than 90 days after the notice, but~
within 21 days after a good faith written proposal for a lower
cost regulatory alternative to a proposed rule is submitted which
substantially accomplishes the objectives of the law being
implemented; or

/ / (i) Are filed more than 90 days after the notice, but
within 21 days after a regulatory alternative is offered by the
small business ombudsman.

Attached are the original and two copies of each rule
covered by this certification. The rules are hereby adopted by
the undersigned agency by and upon their filing with the
Department cf State.

Rule No.

25-30.431



Under the provision of subparagraph 120.54(3) (e)6., F.S.,
the rules take effect 20 days from the date filed with the

Department of State or a later date as set out below:

Effective:

(month) (day) (year)

BYANCA S. BAYO, Dir
Division of Records

Number of Pages Certified
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25-30.431 Usged and Useful Consideration

(1) In determining whether property is needed to serve

customers more than five full vears after the end of the tegt

period as provided by section 367.081(2)(a)2.c., Florida Statutes

(1999), the Commission shall consider the rate of growth in the

number c¢f eguivalent residential connections (ERCs); the time

needed to meet the guidelines of the Department of Environmental

Protection (DEP) for planning, designing, and construction of plant

expansion; and the technical and economic options available for

sizing increments of plant expansion.

(2) (a) Property needed to serve customers after the end of

the test vear shall be calculated as follows:

EG x PT x D = PN

where:

EG = Egquivalent Annual Growth in ERCs determined
pursuant to (b) or (c¢) below, not to exceed 5
bercent per vear

PT = Post Test Year Period determined pursuant to section

367.081(2) (a)2.b. and c., Florida Statutes (1999)

U = Unit of measurement utilized in the used and useful

calculations for plant components

PN Property needed expressed in the units of measurement

utilized

(b) The eguivalent annual growth in ERCs (EG) is measured

in terms of the projected annual growth and shall be calculated

CODING: Words underlined are additions; words in

gtruck—through type are deletions from existing law.
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in Schedules F-9 and F-10 of Form PSC/WAW 19 for Class A

utilities and Form PSC/WAW 20 for Class B utilities, incorporated

by reference in Rule 25-30.437.

(¢) The utility shall also submit a linear regression

analysis using average ERCs for the last 5 vears. The utility

may submit other information that will affect growth in ERCs.

(3) As part of its application filed pursuant to Rule 25-

30.437, the utility shall submit its most recent wastewater

capacity analysis report, if any, filed with DEPD.

Specific Authority: 367.121, F.S.
Law Implemented: 367.081(2)(a)2.b.c., F.S.

History--New

CODING: Words underlined are additicns; words in

struck—threugh type are deletions from existing law.
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Rule 25-30.431 1o =
Docket No. 960258-Ws. - .7

SUMMARY OF RULE

Rule 25-30.431 lists what information the Commissioh will
consider in determining whether utility property needed more than
five years in the future will be found used and useful. The rule
also describes the mechanical aspects and data submission
requirements in order for property needed by the utility beyond
the test year to be found used and useful.

SUMMARY OF HEARINGS ON THE RULE

The Commission held a rulemaking hearing on December 10, .
1996. The Florida Waterworks Association (FWA), Southern States
Utilities, Inc., now known as Florida Water Services Corporation
(FWSC), Utilities, Inc., the Department of Environmental
Protection, the Office of Public Counsel (OPC), the St. Johns

River Water Management District, the Southwest Florida Water

Management District, and the South Florida Water Management
District participated in the hearing. A second public hearing
was conducted by the Commission on June 10, 1997, and the
Commission voted to adopt the rule with changes.

FWA and FWSC filed petitions with DOAH challenging the
validity of the proposed rule pursuant to section 120.56, Florida
Statutes (Supp. 1996). These proceedings were consolidated with

the rule challenges previously filed by FWA and FWSC when the



Commission first proposed the rule in July, 1996. The Citizens
of Florida, represented by OPC, intervened to support the
proposed rule. A seven-day evidentiary hearing before
Administrative Law Judge Don W. Davis was held in December, 1997.
ALJ Davis issued his Final Order on March 2, 1998, concluding
that the proposed rule was an invalid exercise of delegated
legislative authority on numerous grounds.

The Commission appealed the ALJ’s final order to the First
District Court of Appeal and the court reversed the ALJ on every
ground. That decision became final on May 25, 1999. Before the”
rule was filed for adoption, the Legislature amended the law that
is implemented by Rule 25-30.431. This legislation became law on
June 11, 1999.

A final public hearing was held by the Commission on October
19, 1999, to consider changes to the rules to reflect the
statutory changes. The Florida Waterworks Association (FWA),
Florida Water Services Corporation (FWSC), Frank Seidman of M & R
Consulting, Inc., and the Office of Public Counsel participated.

FACTS AND CIRCUMSTANCES JUSTIFYING THE RULE

At issue in virtually every rate case determination of used
and useful is whether to include margin reserve to accommodate
future growth. Section 367.081(2)(a)2.b. and 2.c., Florida
Statutes (1999), provides that property that is needed to serve

customers 5 years after the end of the test year shall be



considered used and useful. A longer period than five years will
be considered used and useful “only to the extent that the
utility presents clear and convincing evidence to justify such
consideration.” § 367.081(2)(a)2.c. The factors listed in
section (1) of the rule will guide the Commission’s
determination.

Section (2) provides the formula for calculating the margin
reserve. The calculation reflects the statutory cap on the
growth rate used to determine the property in the margin reserve
at “5 percent per year”. The information required is needed by ~
the Commission to determine growth.

Section (3) requires a utility to submit its most recent
capacity analysis report filed with the Department of
Environmental Protection in order that the Commission will be

able to review and verify the utility’s operations and plans for

property needed beyond the test year.



THE FLORIDA PUBLIC SERVICE COMMISSION
RULE HEARING
DECEMBER 10-11, 1996

DOCKET NO. 960258-WS

COMPOSITE EXHIBIT NO. 1

IN RE: PETITION TO ADOPT RULES

ON MARGIN RESERVE AND IMPUTATION

OF CONTRIBUTIONS-IN-AID-OF-CONSTRUCTION
ON MARGIN RESERVE CALCULATION,

BY FLORIDA WATERWORKS ASSOCIATION.

1. FLORIDA ADMINISTRATIVE WEEKLY NOTICE OF RULEMAKING SUBMITTED
JULY 24, 1996, AND PUBLISHED AUGUST 2, 1996.

2. STATEMENT OF FACTS AND CIRCUMSTANCES JUSTIFYING PROPOSED
RULES;

STATEMENT ON FEDERAL STANDARDS;
STATEMENT OF IMPACT ON SMALL BUSINESS;

STATEMENT THAT THE AGENCY HAS CHOSEN THE REGULATORY
ALTERNATIVE THAT IMPOSES THE LOWEST NET COST ALTERNATIVE TO
SOCIETY;

ECONOMIC IMPACT STATEMENT;

AS PROVIDED TO THE JOINT ADMINISTRATIVE PROCEDURES COMMITTEE
ON JULY 26, 1996.

3. ORDER NO. PSC-96-0966-NOR-WS, NOTICE OF RULEMAKING, ISSUED
JULY 26, 1996.

4. FLORIDA WATERWORKS ASSOCIATION'S PETITION FOR ADMINISTRATIVE
DETERMINATION OF INVALIDITY OF PROPOSED RULES AND MOTION FOR
ABATEMENT, FILED WITH DIVISION OF ADMINISTRATIVE HEARINGS
AUGUST 14, 1996.

5. SOUTHERN STATES VUTILITIES’ PETITION FOR ADMINISTRATIVE
DETERMINATION OF INVALIDITY OF PROPOSED RULES, FILED WITH
DIVISION OF ADMINISTRATIVE HEARINGS AUGUST 23, 1996.

6. SOUTHERN STATES UTILITIES’ PROPOSAL FOR LOWER COST REGULATORY
ALTERNATIVE, FILED AUGUST 23, 1996.

7.  COMMENTS OF OFFICE OF PUBLIC COUNSEL ON BEHALF OF THE CITIZENS
OF THE STATE OF FLORIDA, FILED OCTOBER 17, 1996.
;logtg; PUBLIC SERVICE COMMISSION-
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DOCKET NO. 960258-WS
COMPOSITE EXHIBIT NO. 1

10.

11.

12.

13.

14.

15.

1l6.

17.

i8.

19.

20.

21.

22.

TESTIMONY OF ARSENIO MILIAN ON BEHALF OF THE FLORIDA
WATERWORKS ASSOCIATION, FILED OCTORER 18, 1996.

TESTIMONY AND EXHIBITS. OF DEBORAH D. SWAIN ON BEHALF OF THE
FLORIDA WATERWORKS ASSOCIATION, FILED OCTOBER 18, 1996.

TESTIMONY AND EXHIBITS OF FRANK SEIDMAN ON BEHALF OF THE
FLORIDA WATERWORKS ASSOCIATION, FILED OCTOBER 18, 1996.

TESTIMONY OF NORVELL D. WALKER ON BEHALF OF THE FLORIDA PUBLIC
SERVICE COMMISSION STAFF, FILED OCTOBER 18, 1996.

TESTIMONY AND EXHIBITS OF ROBERT J. CROUCH ON RBREHALF OF THE
FLORIDA PUBLIC SERVICE COMMISSION STAFF, FILED OCTOBER 18,

1996.

COMMENTS AND EXHIBITS OF THE DEPARTMENT OF ENVIRONMENTAL
PROTECTION, FILED OCTOBER 18, 1996.

TESTIMONY AND EXHIBITS OF GERALD C. HARTMAN ON BEHALF OF
SOUTHERN STATES UTILITIES, INC., FILED OCTOBER 18, 1996.

TESTIMONY AND EXHIBITS OF HUGH GOWER ON BEHALF OF SOUTHERN
STATES UTILITIES, INC., FILED OCTOBER 18, 1996.

TESTIMONY AND EXHIBITS OF RICHARD M. HARVEY ON BEHALF OF
SOUTHERN STATES UTILITIES, INC., FILED OCTORBRER 18, 1996.

TESTIMONY OF MARK F. KRAMER ON BEHALF OF UTILITIES, INC.,
FILED OCTOBER 25, 1996.

RESPONSIVE TESTIMONY OF FRANK SEIDMAN ON BEHALF OF THE FLORIDA
WATERWORKS ASSOCIATION, FILED NOVEMBER 15, 1996.

RESPONSIVE TESTIMONY OF DEBORAH D. SWAIN ON BEHALF OF THE
FLORIDA WATERWORKS ASSOCIATION, FILED NOVEMBER 15, 1996.

RESPONSIVE TESTIMONY OF ARSENIO MILIAN ON BEHALF OF THE
FLORIDA WATERWORKS ASSOCIATION, FILED NOVEMBER 15, 1996.

RESPONSIVE TESTIMONY OF JOHN F. GUASTELLA ON BEHALF OF
SOUTHERN STATES UTILITIES, INC., FILED NOVEMBER 15, 1996.

REVISED STATEMENT OF ESTIMATED REGULATORY COSTS DATED NOVEMBER
25, 1996, FILED DECEMBER 4, 1996.
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(b) Telephone number, name, and address of the
individual who is to serve as primary liaison with the
Commission in regards to the ongoing Florida operations of the
certificated company.

Specific Authority 350.127(2) FS. Law Implemented 350.113, 350.115,
350.117, 364.17, 364.18. 364.185, 364.337 FS. History-New 2-23-87,

Amended 4-5-88, 7-11-88, 6-3-90, 10-25-90, 11-20-91, 12-29-91, 12-22-92,
12-27-94, 3-13-96,

NAME OF PERSON ORIGINATING PROPOSED RULE:
Tommy Williams

NAME OF SUPERVISOR OR PERSON WHO APPROVED
THE PROPOSED RULE: Florida Public Service Commission
DATE PROPOSED RULE APPROVED: July 16, 1996

If any person decides to appeal any decision of the
Commission with respect to any matter considered at the
rulemaking hearing, if held, a record of the hearing is
necessary. The appellant must ensure that a verbatim record,
including testimony and evidence forming the basis of the
appeal is made. The Commission usually makes a verbatim
record of rulemaking hearings.

Any person requiring some accommodation at this hearing
because of a physical impairment should call the Division of
Records and Reporting at (904)413-6770 at least five calendar
days prior to the hearing. If you are hearing or speech
impaired, please contact the Florida Public Service
Commission using the Florida Relay Service, which can be
reached at: 1(800)955-8771 (TDD).

PUBLIC SERVICE COMMISSION

DOCKET NO. 960258-WS

RULE TITLE: RULE NO.:
Margin Reserve 25-30.431

PURPOSE AND EFFECT: The purpose of this nile is to
codify the current policy on margin reserve and imputation of
contributions-in-aid-of-construction (CLAC) on margin reserve
calculations for water and wastewater utilities.

SUMMARY: Rule 25-30.431 defines "margin reserve”;
provides that upon request and justification, margin reserve
will be included in the used and useful determination in certain
rate cases; that unless otherwise justified, the margin reserve
period will be 18 months for water source and treatment
facilities and wastewater treatment and effluent disposal
facilities, and 12 months for water transmission and
distribution lines and the wastewater collection system; and
describes the mechanical aspects and data submission
requirements. If margin reserve is authorized, a corresponding
provision for the imputation of CIAC is prescribed; however, it
is limited to the rate base component associated with margin
reserve.

SPECIFIC AUTHORITY: 367.121 FS.

LAW IMPLEMENTED: 367.081 FS.

A HEARING WILL BE HELD AT THE TIME, DATE AND
PLACE SHOWN BELOW:

TIME AND DATE: 9:30 a.m., December 10, 1996, continuing
on December 11, 1996, if necessary

PLACE: Room 148, Betty Easley Conference Center, 4075
Esplanade Way, Tallahassee, Florida

PERSONS WHO INTEND TO PARTICIPATE IN THIS
RULEMAKING PROCEEDING SHOULD FILE A NOTICE
OF INTENT TO PARTICIPATE WITH THE FPSC,
DIVISION OF RECORDS AND REPORTING, WITHIN 21
DAYS OF THE DATE OF THIS NOTICE. AN ORDER
WILL BE ISSUED ESTABLISHING PREHEARING AND
HEARING PROCEDURES TO BE FOLLOWED. WRITTEN
COMMENTS AND TESTIMONY ON THE PROPOSED
RULE MAY BE FILED NO LATER THAN OCTOBER 18,
1996. RESPONSIVE COMMENTS AND TESTIMONY
MAY BE FILED NO LATER THAN NOVEMBER 15, 1996,

THE PERSON TO BE CONTACTED REGARDING THE
PROPOSED RULE AND ECONOMIC STATEMENT IS:
Director of Appeals, Florida Public Service Commission, 2540
Shumard Oak Blvd., Tallahassee, Florida 32399

THE FULL TEXT OF THE PROPOSED RULEIS: -

(1) "Margin reserve” is defined as the amount of plant
capacity needed to meet the expected demand due to customer
growth.
needed to install the next economically feasible increment of

I ity that will lude a deterioration in the qual;
of service.

(3) Margi . knowledged f o
used and useful rate base determination that when requested

section 367.081. Florida Statutes.
4 Unl ; ise justified. d . iod
for _water source and treatment facilities and wastewater
| effl i | facilities will be 18 the.
Unless otherwise justified, the margin reserve period for water
. ] distributi i | the wastew

collection system will 12 months. In determining whether

shall consider the rate of growth in the number of equivaient
idential . (ERCS): the ti jed l
guidelines of Department of Environmental Protection
DEP) f. lanni jesignin I ing_of pl
expansion; and the technical and economic options available
for sizing i f ol fon,
(5)a) Margin reserve for water source and treatment
iliti wastew t i i 1
facilides shall be calculated as follows:
EGxMPxD=MR
where:

Section I - Proposed Rules 4385
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Equivalent A | Growth in ERC d ined
pursuant to (c) or (d) below

Margin R Period d ined
subsection (4)

N

Demand per ERC (customer demand applied in
the used and useful calculations for water and
wastew, facilities)

Margin_reserve expressed in_gallons per day
(GPD)

Margin reserve for water transmission and distributio

lines and the wastewater collection system shall be calculated

as follows:

<
7]
[

EG x MP = MR
where:
EG= Equivalent Annual Growth in ERCs determined
pursuant to (¢) or (d) below
MP= Margin Reserve Period determined pursuant to
subsection (4)
MR = Margin reserve expressed in ERCs

measured in terms of the projected annual growth and shall be
(d) The utility shall also submit a linear re.gge:sion analysis

(6)_As part of its application filed pursuant to Rule

25-30.437, the utility shall submit its most recent wastewater
: lvsi if filed with DEP

(7) Contributions-in-aid-of-construction (CIAC) shall be

w

imputed when a margin reserve is authorized, The amount of
imputed CIAC shall be determined based on the number of

ERCs included in the margin reserve period and the projected
CIAC that will be collected from those ERCs. However, the
imputed CIAC shall not exceed the rate base component
associated with margin reserve.

Speci hotity 367.121 FS. Law Imgl | 367.081 FS. History=
New .

NAME OF PERSON ORIGINATING PROPOSED RULE:
Charles H. Hill

NAME OF SUPERVISOR OR PERSON WHO APPROVED
THE PROPOSED RULE: Florida Public Service Commission
DATE PROPOSED RULE APPROVED: July 16, 1996

If any person decides to appeal any decision of the
Commission with respect to any matter considered at the
rulemaking hearing, if held, a record of the hearing is
necessary. The appellant must ensure that a verbatim record,
including testimony and evidence forming the basis of the
appeal is made. The Commission usually makes a verbatim
record of rulemaking hearings.

4386 Section II - Proposed Rules
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Any person requiring some accommodation at this hearing
because of a physical impairment should call the Division of
Records and Reporting at (904)413-6770 at least five calendar
days prior to the hearing. If you are hearing or speech
impaired, please contact the Florida Public Service
Commission using the Florida Relay Service, which can be

reached at: 1(800)955-8771 (TDD). K

AGENCY FOR HEALTH CARE ADMINISTRATION
RULE TITLE: RULE NO.:
Practical Examinations 59-1.073

PURPOSE AND EFFECT: Reenacts a rule receatly deleted by
the Department of Business and Professional Regulation which
provides procedures for administration of practical
examinations.

SUMMARY: The rule provides the procedures for choosing
the examiners for practical examinations and grading practical
examinations.

SPECIFIC AUTHORITY: 455.203(5) FS.

LAW IMPLEMENTED: 455.217 FS.

IF REQUESTED WITHIN 21 DAYS OF THE DATE OF
THIS NOTICE, A HEARING WILL BE HELD AT THE
TIME, DATE AND PLACE SHOWN BELOW:

TIME AND DATE: 9:00 a.m., August 26, 1996

PLACE: Agency for Health Care Administration, Fort Knox
Executive Office Center, 2727 Mahan Drive, Bldg. 3,
Conference Room G, Tallahassee, FL

THE PERSON TO BE CONTACTED REGARDING THE
PROPOSED RULE AND ECONOMIC STATEMENT IS:
Laura P. Gaffney, Senior Attorney, Agency for Health Care
Administration, Office of the General Counsel, 2727 Mahan
Drive, Bidg. 3, Tallahassee, FL 32308

THE FULL TEXT OF THE PROPOSED RULE IS:;
59-1.073 Practical Examinations.

chall b nformed b the A gency 1 S of s
WM@W

(2) In the event that professional examiners are employed
to evaluate candidate performance in practical examinations.
exch candidae. nless compuied. - sesardane s
following formulae:

(a) Dental Hygiene Formula: The examination consists of
Independenty by thse (h, sxatminers at e complsion ot e

ination. Eacl . jes tl leted Iy

¢




Rule 25-30.431
Docket No. 960258-WS

STATEMENT OF FACTS AND CIRCUMSTANCES
JUSTIFYING RULE

At issue in virtually every rate case determination of used
and useful is whether to include a margin reserve to accommodate
future growth. The Commission’s current policy is to include,
unless otherwise justified, an 18-month margin reserve for water
source and treatment facilities and wastewater treatment and
disposal facilities. This margin is usually offset by imputing the
projected contributions-in-aid-of-construction (CIAC) during the
margin reserve period. The policy should be codified in a rule.

STATEMENT ON FEDERAL STANDARDS

There is no federal standard on the same subject.

STATEMENT OF IMPACT ON SMALL BUSINESS

Little direct impact on small businesses is foreseen, as the
adoption of the proposed rule would impose minimal additional
expected costs on water and wastewater utilities in general,
including those which qualify as a small business as defined in
section 288.703(1), Florida Statutes (1995). Water and wastewater
companies may experience a reduction in rate case expenses if the
rule is adopted. No material impact is expected for other small
bu51nesses, as the rule is not expected to 51gn1f1cantly affect the
price of water and wastewater services.

STATEMENT THAT THE AGENCY HAS CHOSEN THE REGULATORY ALTERNATIVE
THAT IMPOSES THE LOWEST NET COST ALTERNATIVE TO SOCIETY

The Commission has chosen the regulatory alternative that
imposes the lowest net cost to society.



MEMORANDUM

June 26, 1996

T0: DIVISION OF APPEALS (Moore)
1 ';‘l
FROM: DIVISION OF RESEARCH AND REGULATORY REVIEW (Harlow) (f/z‘r PR

SUBJECT: ECONOMIC IMPACT STATEMENT FOR DOCKET NO. WS-960258; PROPOSED
REVISIONS TO RULE 25-30.431, FAC, MARGIN RESERVE

SUMMARY OF THE RULE

The proposed rule reflects the 1991 Commission standard operating
procedure (SOP number 2406, effective 3/29/91) and recent Commission file and
suspend rate case rulings regarding margin reserve and the imputation of

contributions-in-aid-of-construction (CIAC). The proposed rule defines margin
reserve for water and wastewater utilities as the amount of plant capacity needed
to meet the expected demand resulting from customer growth. The rule specifies
that, upon the utility’s request and when justified, a provision for margin
reserve shall be included in the used and useful determination in file and
suspend rate case proceedings. The rule also indicates the data submission
requirements for margin reserve, the specific calculation of margin reserve, and
the additional information which will be considered by the Commission in margin
reserve determinations. Unless otherwise justified, the rule sets the margin
reserve period as follows: eighteen months for water source and treatment
facilities, eighteen months for wastewater treatment and effluent disposal
facilities, twelve months for water transmission and distribution facilities, and
twelve months for wastewater transmission and coliection facilities. If margin
reserve is authorized, a corresponding provision for the imputation of CIAC is
prescribed. However, CIAC imputation is limited to the rate base component
associated with margin reserve.

DIRECT COSTS TO THE AGENCY AND OTHER STATE OR LOCAL GOVERNMENT ENTITIES
No direct costs to the Commission or other state or local government

entities are expected to result from adoption of the proposed rule. However, the
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adoption of a rule regarding margin reserve and CIAC imputation may reduce the
Commission staff effort required to prepare for and attend hearings on these
issues in file and suspend rate case proceedings.

COSTS AND BENEFITS TO THOSE PARTIES DIRECTLY AFFECTED BY THE RULE

In order to determine the costs and benefits to those parties
directly affected by the proposed rule, both the 1991 Commission SOP on margin
reserve and recent case history were reviewed. Little material impact is

expected because the proposed rule reflects the Commission SOP and recent
Commission file and suspend rate case rulings regarding margin reserve and
imputation of CIAC.

A review of the file and suspend rate cases completed from 1993
through 1995 revealed that in a slight majority of the cases, the Commission
determined that utility plant was 100 percent used and useful. Therefore, margin.
reserve was not a relevant issue in those cases. It appears that in the majority
of the cases for which plant was Tess than 100 percent used and useful (and
margin reserve was requested by the utility), the Commission has adhered to an
eighteen-month guideline for measuring a margin reserve period for plant other
than lines. While all of these decisions did not follow the margin reserve
period guidelines, the rule allows for deviation from the proposed reserve period
if justified by a Commission review of other pertinent information. A1l but one
of the file and suspend rate cases in the past three years included imputation
of CIAC if margin reserve was approved.

The proposed rule requires two additional data filings that are not
currently in the SOP for those utilities requesting margin reserve; however, the
cost impact on the utility is expected to be minimal. The rule requires
utilities to submit their most recent wastewater capacity analysis report to the
Commission. This should result in minimal costs for the utilities because the
report is currently prepared for the Department of Environmental Protection.
Utilities are also expected to provide a linear regression of annual equivalent
residential connections (ERCs) for the 1last five years. Although this
calculation is currently performed by Commission staff, it is relatively straight
forward and can be performed with a hand calculator.
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The adoption of a Commission rule regarding margin reserve is
expected to benefit rétepayers, the utilities, and Commission staff by reducing
file and suspend rate case expenses. Rule adoption should help reduce rate case
expenses by limiting testimony on margin reserve to special circumstances.

REASONABLE ALTERNATIVE METHODS
One alternative to the adoption of the proposed rule is to retain the

non-rule practice. However, staff believes that without the adoption of a rule,
both Commission and utility staff time and effort will continue to be expended
on re-hearing these issues during file and suspend rate case proceedings. Staff
believes a rule should be adopted concerning margin reserve and the imputation
of CIAC in order to reduce uncertainty regarding the Commission treatment of used
and useful plant capacity. Both ratepayers and utilities would benefit from the
reduced uncertainty and rate case expense reductions which should result from
rule adoption. While numerous alternatives to the specifics of the proposed rule
are possible, staff believes that the alternative guidelines which deviate from
current Commission policy will be most efficiently presented at hearing.

IMPACT ON SMALL BUSINESSES
Little direct impact on small businesses is foreseen, as the adoption

of the proposed rule would impose minimal additional expected costs on water and
wastewater utilities 1in general, including those which qualify as a small
business as defined in Section 288.703(1), Florida Statutes (1995). Water and
wastewater companies may experience a reduction in rate case expenses if the rule
" is adopted. No material impact is expected for other small businesses, as the
rule is not expected to significantly affect the price of water and wastewater
services.

IMPACT ON COMPETITION
No material impact on competition is expected because the proposed

rule essentially adopts current Commission policy and imposes minimal additional
expected costs. In addition, utilities may experience some rate case expense
reductions if the rule is adopted.
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IMPACT ON EMPLOYMENT

Minimal impact on employment is expected to result from the proposed
rule. However, rule adoption may Tead to a reduction in both Commission and
utility staff effort required to prepare for and attend file and suspend rate

case proceedings.

METHODOLOGY

Several meetings were held with other Commission staff to discuss:
(1) the current Commission policy on margin reserve and the imputation of CIAC,
(2) the 1991 Commission SOP on margin reserve, (3) recent Commission rate case
rulings regarding margin reserve, and (4) the proposed rule. Portions of
transcripts of Commission workshops and hearings on used and useful and margin
reserve were also reviewed. Finally, the 1991 Commission margin reserve SOP and
the Commission file and suspend rate case decisions from the last three years
were analyzed for consistency with the proposed rule.

JGH:tf/e-margin.tnf
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In Re: Petition to Adopt Rules ) DOCKET NO. 960258-~-WS

on Margin Reserve and Imputation ) ORDER NO. PSC-96-0966-NOR-WS
of Contributions-In-Aid-oOf ) ISSUED: July 26, 1996
Construction on Margin Reserve
Calculation, by Florida
Waterworks Association

Nt Nt e e

The following Commissioners participated in the disposition of
this matter:

SUSAN F. CLARK, Chairman
J. TERRY DEASON
JOE GARCIA
JULIA L. JOHNSON
DIANE K. KIESLING

NOTICE OF RULEMAKING

NOTICE is hereby given that the Florida Public Service
Commission, pursuant to Section 120.54, Florida Statutes, has
initiated rulemaking to adopt new Rule 25-30.431, Florida

. Administrative Code, relating to margin reserve.

The attached Notice of Rulemaking will appear in the August 2,
1996 edition of the Florida Administrative Weekly.

A hearing will be held at the following time and place:

Florida Public Service Commission

9:30 a.m., December 10, 1996, continuing
on December 11, 1996, if necessary

Betty Easley Conference Center

Room 148, 4075 Esplanade Way

Tallahassee, Florida

. Persons who intend to participate in this rulemaking
proceeding should file a notice of intent to participate with the
Director, Division of Records and Reporting, Florida Public Service
Commission, 2540 Shumard Oak Blvd., Tallahassee, FL 32399-0870, no
later than August 23, 1996. BAn order will be issued establishing
the prehearing and hearing procedures to be followed. Written
comments and testimony on the proposed rule may be filed no later
than October 18, 1996. Responsive comments and testimony may be
filed no later than November 15, 1996.
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By ORDER of the Florida Public Service Commission, this 26th
day of July, 1996.

/s/ Blanca S. Bavd

BLANCA S. BAYO, Director
Division of Records & Reporting

This is a facsimile copy. A signed
copy of the order may be obtained by
calling 1-904-413-6770.

(S EAL)

CTM
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FLORIDA PUBLIC SERVICE COMMISSION

DOCKET NO. 960258-WS

RULE TITLE: RULE NO.:

Margin Reserve 25-30.431

PURPOSE AND EFFECT: The purpose of this rule is to codify the
current policy on margin reserve and imputation of contributions-
in-aid-of-construction (CIAC) on margin reserve calculations for
water and wastewater utilities.

SUMMARY: Rule 25-30.431 defines "margin reserve"; provides that
upon request and justification, margin reserve will be included in
the used and useful determination in certain rate cases; that
unless otherwise justified, the margin reserve period will be 18
months for water source and treatment facilities and wastewater
treatment and effluent disposal facilities, and 12 months for water
transmission and distribution lines and the wastewater collection
system; and describes the mechanical aspects and data submission
requirements. If margin reserve is authorized, a corresponding
provision for the imputation of CIAC is prescribed; however, it is
limited to the rate base component associated with margin reserve.
RULEMAKING AUTHORITY: 367.121 FS.

LAW IMPLEMENTED: 367.081 FS.

HEARING: A HEARING WILL BE HELD AT THE DATE AND PLACE SHOWN BELOW:
TIME AND DATE: 9:30 A.M., December 10, 1996, continuing on December

11, 1996, if necessary.
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PLACE: Room 148, Betty Easley Conference Center, 4075 Esplanade
Way, Tallahassee, Florida.

PERSONS WHO INTEND TO PARTICIPATE IN THIS RULEMAKING PROCEEDING
SHOULD FILE A NOTICE OF INTENT TO PARTICIPATE WITH THE FPSC,
DIVISION OF RECORDS AND REPORTING, WITHIN 21 DAYS OF THE DATE OF
THIS NOTICE. AN ORDER WILL BE ISSUED ESTABLISHING PREHEARING AND
HEARING PROCEDURES TO BE FOLLOWED. WRITTEN COMMENTS AND TESTIMONY
ON THE PROPOSED RULE MAY BE FILED NO LATER THAN OCTOBER 18, 199s6.
RESPONSIVE COMMENTS AND TESTIMONY MAY BE FILED NO ILATER THAN
NOVEMBER 15, 19896.

THE PERSON TO BE CONTACTED REGARDING THIS RULE AND THE ECONOMIC
IMPACT STATEMENT IS: Director of Appeals, Florida Public Service
Commission, 2540 Shumard Oak Blvd., Tallahassee, Florida 32399.
THE FULL TEXT OF THE RULE IS:

25-30.431 Margin Reserve

(1) "Margin reserve" is defined as the amount of plant

capacity needed to meet the expected demand due to customer growth.

(2) "Margin reserve period" is defined as the time period

needed to install the next economically feasible increment of plant

capacity that will preclude a deterioration in the qualitvy of

service.

(3) Margin reserxrve isgs an acknowledged component of the used

and useful rate base determination that when reguested and
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justified shall be included in rate cases filed pursuant to section

367.081, Florida Statutes.

(4) Unless otherwise justified, the margin reserve period for

water source and treatment facilities and wastewater treatment and

effluent disposal facilities will be 18 months. Unless otherwise

justified, the margin reserve period for water transmission and

distribution lines and the wastewater collection svstem will be 12

months. In determining whether another margin reserve period is

justified, the Commission shall consider the rate of growth in the

number of equivalent regidential connections (ERCg): the time

needed to meet the quidelines of the Department of Environmental

Protection (DEP) for planning, designing, and constructing of plant

expansion; and the technical and economic options available for

sizing increments of plant expansion.

(5) (a) Margin reserve for water source and treatment

facilities and wastewater treatment and effluent disposal

facilities shall be calculated as follows:

EG x MP x D = MR

where

EG_= Equivalent Annual Growth in ERCs determined
pursuant to (c) or (d) below

MP = ‘Margin Reserve Period determined pursuant to

subsection (4)
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D = Demand perx ERC (customer demand applied in the

used and useful calculations for water and

wastewater facilities)

MR = Margin reserve expressed in gallons per day
GPD

(b) Margin reserve for water transmission and digtribution
lines and the wastewater collection system shall be calculated as

follows:

EG x MP = MR

where:

EG = Equivalent Annual Growth in ERCs determined
| pursuant to (c) or (d) below
MP_ = Margin Reserve Period determined pursuant to
subsection (4)
MR = Margin reserve expressed in ERCs

(c¢) The egquivalent annual growth in ERCs (EG) is measured in

terms of the projected annual growth and shall be calculated in
Scheduleg F-9 and F-10 of Form PSC/WAW 19 for Class A utilities and

Form PSC/WAW 20 for Class B utilities, incorporated by reference in

Rule 25-30.437.

(d) The utility shall also submit a linear regression analysis
using average ERCs for the last 5 vears. The utility may submit

other information that will affect growth in ERCs.
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() As part of its application filed pursuant to Rule 25-

30.437, the utility shall submit its most recent wastewater

capacity analyvsis report, if any, filed with DEP.

(7) Contributions-in-aid-of-construction (CIAC) shall be

imputed when a margin reserve is authorized. The amount of imputed

CIAC shall be determined based on the number of ERCs included in

the margin reserve period and the projected CIAC that will be

collected from those ERCs. However, the imputed CIAC shall not

exceed the rate base component associated with margin reserve.
Specific Authority 367.121, FS.
Law Implemented 367.081, FS.

History-New

NAME OF PERSON ORIGINATING PROPOSED RULE: Charles H. Hill

NAME OF SUPERVISOR OR PERSON(S) WHO APPROVED THE PROPOSED RULE:
Florida Public Service Commission.

DATE PROPOSED RULE APPROVED: July 16, 1996.

If any person decides to appeal any decision of the Commission with
respect to any matter considered at the rulemaking hearing, if
held, a record of the hearing is necessary. The appellant must
ensure that a verbatim record, including testimony and evidence
forming the basis of the appeal is made. The Commission usually
makes a verbatim record of rulemaking hearings.

Any person requiring some accommodation at this hearing because of

a physical impairment should call the Division of Records and
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Reporting at (904) 413-6770 at least five calendar days prior to
the hearing. If you are hearing or speech impaired, please contact
the Florida Public Service Commission using the Florida Relay

Service, which can be reached at: 1-800-955-8771 (TDD).
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GaTtLiN, Woobps & CarLsON I
Attorneys at Law
. a partnership including a professional association
' The Mahan Station
1709-D Mahan Drive
Tallahassee, Florida 32308
B. KenneTH GATLIN, P.A. TELEPHONE (904) 877-7191
THomas F. Wooos TELECOPIER (904) 877-9031
Jorn D. Caruson
WaAvYNE L. ScHieFELBEIN August 14, 1996
Division of Administrative Hearings HAND DELIVERY

1230 Apalachee Parkway
Tallahassee, Florida 32399-1550

Re: Florida Waterworks Association v.
Florida Public Service Commission

To Whom it May Concern:

Enclosed on behalf of Florida Waterworks Association are én
original and five copies of the following:

1. Petition for Administrative Determination of Invalidity
‘ of Proposed Rules; and
2. Motion for Abatement.

Please open a docket for consideration of this Petition.

Please acknowledge receipt of the foregoing by stamping the
enclosed extra copy of this letter and returning same to my
attention. Thank you for your assistance.

Sincerely,

Wayne L. Schiefelbein

WLS/1ldv
Enclosures

cc:w/encl.: Blanca S. Bayo, Director
Division of Records & Reporting
Matthew J. Feil, Esq.
Southern States Utilities, Inec.
Charles H. Hill, Director v
- Division of Water & Wastewater
. Christiana Moore, Esquire
Division of Appeals
David E. Smith, Esqg., Director
Division of Appeals



STATE OF FLORIDA
DIVISION OF ADMINISTRATIVE HEARINGS

FLORIDA WATERWORKS ASSOCIATION,

Petitioner,

v. DOAH Case No. 76-3809 ¢pP
Filed: August _/¢%_, 1996

FLORIDA PUBLIC SERVICE

COMMISSION,
Respondent.
/
PETITION FOR ADMINISTRATIVE DETERMINATION
o I F_PR R

The Petitioner, the Florida Waterworks Association (FWA), by
and through its undersigned counsel, and pursuant to Sectién
120.54(4), Florida Statutes, hereby seeks an administrative
determination of the invalidity of proposed rule 25-30.431,
Florida Administrative Code, as proposed by the Florida Public
Service Commission (PSC). In support of this Petition, the FWA
states:

(1) For the purposes of this proceeding, the address and
telephone number of the Petitioner, the FWA, should be considered

«

that of its undersigned counsel.

'(2) The affected agency is the PSC at the address of 2540
Shumard Oak Boulevard, Tallahassee, Florida 32399-0850.

(3) The FWA is comprised of investor-owned water and/or
wastewater utility companies in the State of Florida, and is the
Florida Chapter of the National Association of Water Companies,
Inc. The FWA exists to assist its members with regulatory,

technical and operational matters. A substantial number of the

members of the FWA are water and wastewater utilities regulated by



the PSC, and are subject to its rules and regulations, including
the proposed rule. As such, the FWA is substantially affected by
the proposed rule 25-30.431. .

(4) The proposed 1rule was noticed in the Florida
Administrative Weekly on August 2, 1996, at Volume 22, Number 31,
in Docket No. 960258-WS. The text of the proposed rule is attached
hereto. The proposed rule would codify the PSC's noﬁ-rule policy
on applicable rate-making treatment in rate case proceedings for
setting a margin reserve and the imputation of contributions-in-
aid-of-construction (CIAC) on the margin reserve.

(5) The proposed rule defines the term maréin reserve as “the
amount of plant capacity neéded to meet the expected demand due to
customer growth”" and declares that margin reserve is ‘“an
acknowledged component ‘of the wused and wuseful rate base
determination.” Margin reserve period is defined as the “time
period negded to install the next economically feasible increment
of plant capacity that will preclude a determination in the quality
of service.” Presumptively valid margin reserve periods are
prescribed, “unless otherwise justified.” In determining whether
another margin reserve period is Jjustified, the proposed rule
provides that the PSC shall “consider” the rate of customer growth;
the time needed to meet the guidelines of the Department of
Environmental Protection (DEP) fo? planning, design, and
construction of plant expansion; and the technical and economic
options available for sizing increments of plant expansion.

The proposed rule further mandates the imputation of



contributions-in-aid-of-construction (CIAC) when a margin reserve
is authorized. A projection of future customers' payments of
service availability charges during the margin reserved period is
imputed or used as an offset to the margin reserve compon;nt of
rate base. The rule limits the amount of imputed CIAC to the
amount of the margin reserve.

(6) Under Chapter 367 of the Florida Statutes, and the
Florida and Federal Constitutions, a water and/or wastewater
utility is entitled to recover in rates these expenses reasonably
necessary to provide service to its customers, and to‘earn a fair

rate of return on its “rate base,” that is, the investment in plant

used and useful in providing service. West Ohio Gas Co. v, Public

Utilities Commission, 234 U.S. 63, 55 S. Ct. 316, 79 L. Ed. 761
(1935); City of Miami v. Florida Public Service Commission, 208 So.
2d 249 (Fla. 1968); W v vis, 289 So. 2d 401

(Fla. 1974); Sec. 367.081(2) (a), Fla. Stat.

(7) A water and/or wastewater utility subject to the proposed
rule is required by statute to provide safe, efficient and
sufficient service, not less safe, less efficient, or less
sufficient than is consistent with the approved engineering design
of the system and the reasonable and proper operation of the
utility in the public interest. Sec. 367.111(2), Fla. Stat. This
obligation to serve applies to both existing and future customers
located within the utility's certificated service area. Sec.

367.111(1), Fla. Stat.

(8) To meet the statutory responsibility of "readiness to
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. serve," a water and wastewater utility must have sufficient
capacity to meet the existing and changing demands of existing
customers and the demands of potential customers witgin a
reasonable time and in an economic manner. The investment in that
readiness to serve capacity is properly recognized in rate setting
as a margin reserve. |

(9) Investment in "margin reserve" is investment in plant
used and useful in providing service. The propocsed rule would
deprive affected public utilities of an oppertunity to earn a fair
rate of return on this investment for two reasons. First, the
proposed rule provides for presumptively valid assumptions that
significantly understate a reasonable margin reserve. If the
margin reserve is understated, the amount of capacity recognized by

‘ the PSC will be insufficient for the utility to meet its “readiness
to serve” obligations in a timely and economic manner. Second, by
its imputation, or offset of contributions-in-aid-of-construction
(CIAC) thét might be paid over the margin reserve period, against
the margin reserve, the amount 5f investment in margin reserve on
which a utility is allowed‘to earn a rgturn is dramatically reduced
or even eliminated.

(10) A capacity reserve, to assure a utility's ability to
provide reliable service and to meet statutory requirements, is a
necessity long recognized by the PSC for water, wastewater and
electric utilities. Although the purpose of the reserve is similar
for these types of utilities, they have different names and are

measured in different ways. The investment in capacity reserve for



water and wastewater utilities is called a "margin reserve" and has
historically been expressed in terms of equivalent annual growth.
The investment in capacity reserve for electric utilities is called
a "reserve margin" and has historically been expressed as a
percentage of annual peak load demand. However, either reserve can
be expressed in terms of percentage of peak load demand or
equivalent annual growth. And although the reserves have similar
purposes, the PSC has historically given them inconsistent
ratemaking treatment. With regard to electric utilities, the PSC
views the reserve as a current requirement, sets a minimum and
allows the reserve to be greater than the minimﬁm if economically
justified. With regard to water and wastewater utilities, the PSC
views the reserve as capacity held for future customers, sets a
maximum, and will not allow it to be greater even if economically
justified.

(il) The proposed rule codifies this lattér policy by defining
margin resexve as "the amount of plant needed to meet the expected
demand due to customer growth." The proposed rule ignores the
benefits of margin reserve to existing customers, that is, the
| availability of capacity which ensures that future customers will
not overload existing facilities and impact on the quality and
safety of service provided. A ‘utility should have in place
sufficient capacity to prevent deterioration in reliability and
quality of service, until the next economic increment can be placed
in éervice. Many factors affect the length of time between

capacity increments. The utility must take into consideration, in



addition to the time actually needed for construction, the FDEP
planning and permitting process; the permitting and approval
processes of local governments and water management districts;
design, bidding and bid evaluation; and testing, inspe;tion,
certification and startup. Concerns for strict environmental
protection at all levels of government has substantially increased
the‘length of time between conception and completion of facility
construction. Obtaining a consumptive use permit alone may well
take four years. Meeting environmental and conservation concerns
in a manner acceptable to permitting'.ggencies often leads to
several alternatives being designed and considered before being
accepted, a process that can entail many months or even years.
During the period from conception to completion, capacity must be
available to provide service. And as this time increases, the
capacity reserve requirement also increases. These factors are not
given their due weight, under existing PSC pdlicy or the proposed
rule. In practice, after “consideration” of such factors, the PSC
routinely disregards them and establishes margin reserves at the
presumptively valid levels set forth,in the proposed rule. As a
result, the amount of plant in which a utility should economically
invest to serve the public is either not being built or, when it is
built, its cost is not being allowed to be recovered through rates.

(12) The definitions and measure of margin reserve for water
and wastewater utilities to be included as used and useful under
the proposed rule are inadequate to allow a utility to build plant

in economic increments, unlike that which is allowed for electric



utilities. In its regulation of electric utilities, the PSC
requires that a minimum 15% reserve margin be maintained. However,
the actual margins maintained by and allowed for electric utilities
1
are often greater as a result of long-run economic choices, and
often these margins include capacity capable of serving the
equivalent of five to 20 years' annual growth. This reflects well-
established PSC policy in electric rate cases for~including the
cost of capacity and land in rate base even if those assets are not
used in the near term, if they enhance reliability or contribute to
long-term economies.

(13) The PSC encourages such economic chéices by allowing
electric utilities to recover the cost of service associated with
these assets through the rates of existing customers, even though
it is acknowledged that to some extent they will be used to serve
future customers and possibly not for many years. Since electric
utilities do not collect CIAC through service availability charges,
as is common with water and wastewater utilities, imputation of
CIAC against these assets is not an issue. Electric capacity costs
are evaluated in terms of their prudence, without regard to the
fact that these costs are recovered through current customers.

(14) The PSC's nonrule policy is to offset water and
wastewater utilities' actual investment represented by margin
reserve by imputing uncollected amounts of CIAC that might be
collected in a period following a rate case test year equal in
length to the margin reserve period. While the PSC has recognized

that margin reserve is necessary for a utility to meet its



statutory obligations and that it properly is a part of used and
useful plant, it nonetheless denies utilities the ability to earn
on their investment in margin reserve by imputing uncollected CIAC
as an offset to such investment. The net result of imputin; CIAC
is to dramatically reduce the amount of margin reserve on which a
utility is allowed to earn a return. In some cases, the imputation
of CIAC has entirely offset allowed margin reserve. This
imputation policy ultimately serves to subvert the PSC's margin
reserve policy and to confiscate the utilities' investment in plant
used and useful in the public service.

(15) The imputation policy has been justified by the PsSC
purportedly on the grounds of "fairness," that, without
imputation, future customers may be subsidized by current
customers. The policy rests on the assumption that the amount of
capacity represented by the margin reserve exists solely to serve
future customers, that those future customers are near term, and
that those customers, with absolute certainty, will appear, and
will appear in the time frame of the margin reserve period. This
oversimplified connection between margin reserve and future
customers ignores the legitimate purposes of a margin .reserve.
Margin reserve provides a cushion such that a utility can be
prepared to meet the anticipated peak load conditions of its
existing customers, with a reasonable degree of reliability,
even when unanticipated outages occur. Margin reserve provides a
cushion such that a utility can be prepared to meet changing load

conditions of .its existing customers, over and above the peak



loads historically experienced, with a reasonable degree of
reliability. Margin reserve includes capacity over and above
that required for existing loads that may exist merely because
the economic sizing and timing of plant expansion dictate that
result. As a fallout, margin reserve provides capacity adequate
to meet ongoing projected growth. This is true for water and
wastewater utilities as it is true for electric utilities.

(16) The imputation policy assumes that there .would be no
margin if there were no growth. No such assumption regarding the
relationship between reserve capacity and the ability to serve
growth is made for electric utilities. ﬁeserve Eapacity is
necessary even without growth, for water and wastewater, and
electric utilities. The imputation policy also assumes that CIAC
is forthcoming from growthvand, therefore, CIAC should be
imputed. But if it is logical to assume that CIAC is forthcoming
from growth and should be imputed, then it is just as logical to
assume that revenues, expenses, additional investment
requirements and any other factsrs associated with growth should
also be imputed. But theyPSC doesn't, do this because, in fact,
‘neither argument is logical. The basis for ratemaking is the
test period with all revenues, expenses, investment and offsets
to investment, including CIAC, matching. The imputation policy,
based on an illogical mismatching of period investment with out-
of-period contributions, denies a utility the ability to earn on
its investment in margin reserve. The policy results in a

subsidy to current customers by passing on to either the future



customer or to the stockholder, the cost of maintaining a
reliable level of service. The imputation policy in fact thwarts
margin reserve policy because by offsetting real investment’in
margin reserve by imputed CIAC, it sends a signal to keep margin
reserve at a minimum in order to reduce the risk of an inadequate
return, even if reliability is affected. This policy also
ignores that during the margin reserve period, the utility is
continuing to make further investments by planning and
constructing facilities to serve additional new customers who
will connect beyond the margin reserve period. By the time the
first customer connects to the plant allowed in-margin reserve .
and pays his service availability charges (CIAC), the utility
must be able to provide service for yet another future customer.

(17) The PSC provides for an Allowance for Funds Prudently
Invested (AFPI). The AFPI charge is described as "a mechanism
which allows a utility to earn a fair rate of‘return on prudently
constructed plant held for future use from the future customers
to be served by that plant in the form of a charge paid by those
customers." Rule 25-30.434(1), Fla. Admin. Code. While costs
 associated with prudently invested "used" plant are recovered
through rates to current customers, the costs associated with
prudently invested "non-used” plant may be recovered through an
AFPI charge from future customers. However, an AFPI charge does
not. recover earnings lost on the portion of margin reserve offset
by imputed CIAC. Margin reserve is a component of used and

useful plant and no portion of its cost is recovered through an

10



AFPI charge. There is no opportunity to earn on the investment
in margin reserve against which CIAC has been imputed, from
either current or future customers. Those earnings are lost

2

forever.

(18) The proposed rule is an invalid exercise of delegated
legislative authority in that it enlarges, modifies, or
con;ravenes the provisions of the law implemented; fails to
establish adequate standards for agency decisions, or vests
unbridled discretion in the PSC; and is arbitrary and capricious.

(19) The proposed rule violates the constitutional rights of
affected water and wastewater utilities to due ﬁrocess, to just.
compensation for taking of property, and the right to possess and
protect property.

(20) As compared to PSC rate regulation of electric
utilities, the proposed rule is unfairly discriminatory and
violates the right of affected utilities to équal protection of
the law.

(21) The following material facts are in dispute in this
proceeding: ‘

(a) whether to satisfy its statutory responsibility of
readiness to serve, a water and/or wastewater utility must have
as margin reserve sufficient capacity to meet the existing and
changing demands of existing customers and the demands of
potential customers within a reasonable time and in an economic

manner;

(k) whether the PSC must recognize the investment necessary

11



to comply with a water and/or wastewater utility's statutory
responsibility of readiness to serve, as a part of used and
useful plant;

(¢} whether application of the proposed rule would
understate a reasonable margin reserve;

(d) whether the imputation of CIAC as an offset to margin
reserve would understate the investment in property ﬁsed and
useful in providing service and deny the utility an opportunity
to earn a fair rate of return on such property;

(e) whether the proposed rule is unfairly discriminatory
when compared to PSC policy for other PSC-reguléted utilities;

(f) whether application of the proposed rule would likely
cause affected utilities to size their facilities to reduce the
risk of an inadequate return, disregarding economies of scale,
with a net result, over the longer run, of a higher cost of
service and, hence, higher rates, with reduced assurance of
reliability and sufficiency of service. .

(22) The FWA alleges that each of the disputed issues of
material fact described in paragraph.2l are to be found in the
affirmative, and that those facts demonstrate that the -proposed
rule is an invalid exercise of delegated legislative authority,
and in violation of water and/or wastewater utilities
constitutional rights to due process, just compensation for
taking of property to possess and protect property, and to equal
protection of the law.

WHEREFORE, the Petitioner, the Florida Waterworks

12



Association, requests that

‘A) the Division of Administrative Hearings accept this
Petition and assign a Hearing Officer to conduct a formal haaring
in accordance with Section 120.57(1), Florida Statutes;

B) the assigned Hearing Officer enter a Final Order
determining that proposed rule 25-30.431 constitutes an‘invalid
exercise of delegated legislative authority and is therefore
void;

C) the assigned Hearing Officer enter a Final Order
finding that proposed rule 25-30.431 violates the constitutional
rights of affected utilities to due process, to 5ust compensation
for taking of property, to possess and protect property, and to
equal protection of the law; and

D) such other relief as may be deemed just and proper.

Respectfully submitted this thbfday of August, 1996.

P

L SCHIEFELBEIN
Gatlln,¢Woods & Carlson
1709-D Mahan Drive
Tallahassee, Florida 32308
(904) 877-7191

Attorneys for Florida Waterworks
Association

CERTIFICATE OF SERVICE
I HEREBY CERTIFY that a true and correct copy of the
foregoing has been furnished by hénd delivery to Christiana
Moore, Esquiré; Division of Appeals, Florida Public Service

13



Commission, 2540 Shumard Oak Boulevard, Tallahassee, Florida
32399-0850, and David E. Smith, Esquire, Director, Division of
Appeals, Florida Public Service Commission, 2540 Shumard Oag
Boulevard, Tallahassee, Florida 32399-0850 on this JEﬂé day of

August, 1996.

L ekl

L. SCHIEFELBEIN

14



Florida Administrative Weekly

Volume 22, Number 31, August?, 1996

PUBLIC SERVICE COMMISSION

DOCKET NO. 960258-WS

RULE TITLE: RULE NO.:
Margin Reserve ) 25-30.431
PURPOSE AND EFFECT: The purpose of this rule is to
codify the current policy on margin reserve and imputation of
contributions-in-aid-of construction (CIAC) on margin reserve
calculations for water and wastewater utilities.

SUMMARY: Rule 25-30.431 defines “margin reserve”;
provides that upon request and justification, margin reserve
will be included in the used and useful determination in certain
rate cases; that unless otherwise justified, the margin reserve
period will be 18 months for water source and treatment
facilities and wastewater treatment and effluent disposal
faciliies, and 12 months for water transmission and
distribution lines and the wastewater collection system; and
describes the mechanical aspects and data submission
requirements. If margin reserve is authorized, a corresponding
provision for the imputation of CIAC is prescribed; however, it
is limited to the rate base component associated with margin
reserve.

SPECIFIC AUTHORITY: 367.121 FS.

LAW IMPLEMENTED: 367.08t FS.

A HEARING WILL BE HELD AT THE TIME, DATE AND
PLACE SHOWN BELOW:

" TIME AND DATE: 9:30 a.m.. Dceeniber 10, 1996, continuing

on December 11, 1996, if nccessary

PLACE: Room [48. Betty Easley Conference Center, 4075
Esplanade Way. Tallahassec. Florida

PERSONS WHO INTEND TO PARTICIPATE IN THIS
RULEMAKING PROCEEDING SHOULD FILE A NOTICE
OF INTENT TO PARTICIPATE WITH THE FPSC,
DIVISION OF RECORDS AND REPORTING, WITHIN 21
DAYS OF THE DATE OF THIS NOTICE. AN ORDER
WILL BE ISSUED ESTABLISHING PREHEARING AND
HEARING PROCEDURES TO BE FOLLOWED. WRITTEN
COMMENTS AND TESTIMONY ON THE PROPOSED
RULE MAY BE FILED NO LATER THAN OCTOBER 18,
1996. RESPONSIVE COMMENTS AND TESTIMONY
MAY BE FILED NO LATER THAN NOVEMBER 15, 19%6.

THE PERSON TO BE CONTACTED REGARDING THE
PROPOSED RULE AND ECONOMIC STATEMENT IS:
Director of Appeals, Florida Public Service Commission, 2540
Shumard Qak Bivd., Tallahassee, Florida 32399

THE FULL TEXT OF THE PROPOSED RULE IS:

-30.4 i erve
(1) "Margin reserve” is defined as the amount of plant
capaci ded t et the expecte and due to custome
growth.
(2) "Margin reserve period” is defined as the time period
needed to install the next economically feasible increment of

1 i ud terioration in ualjt

of service,

used and useful rate base deterrnination that when requested
justi jnclu i te ca il ursy.
"section 367.081. Florida Statutes.

4 ise justi in r ri
for water source and treatment facilities and wastewater
<Unless otherwise justified, the margin reserve period for water
collection systemn will be 12 months. In determining whether

l s od fied. the C ..

is iusti
shall consider the rate of growth in the number of equivalent .
idential . (ERCs): the ti ted i
guidelines of the Department of Environmental Protection
(DEPY for planning, designing, and constructing of plant
expansion: and the technical and economic options available

for sizing increments of plant expansion.
(5)(a) Margin reserve for water source and treatment
ilid w n u i
facilities shall be calculated as follows:
P =
where:

Section II - Proposed Rules 4385
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. 1 = Lquivalent Annual Growth in ERCs determined
pursuant o (¢) or (d) betow

Margin Rescrve Period deteanined pursuant 1o
subscction (4)
D= Demand per ERC (customer demand applicd in

the used and useful calculations for water and
wastcwaler facilities)

Margin_rcserve expressed in_gallons per day
(GPD)

(b)_Margin reserve for water transmission and distribution

lincs and the_wastewater collection system shall be calculated

MR =

as follows:
EG x MP=MR
where
EG = Eqguivalent Annual Growth in ERCs determined
ursuant to (c) or w
MP= Margin Reserve Period determined pursuant to
ubsection (4 '
MR = Margin reserve expressed in ERCs
(c) The equivalent annual growth jn ERCs (EG) is
measured in terms of the projected annual growth and shall be
calcul in Sch es F-9 a - WAW
for Class A utilities and Form PSC/WAW 20 for Class B
utilities, in (¢ T ce i -30.437.
(d) The utility shall also submit a linear regression analvsis
i vera tSve tilj av i

icati ! ursuant t

25-30.437, the utility shall submit its most recent wastewater

capacity analysis report, if any, filed with DEP.

(7) _Contributions-in-aid-of-construction (CIAC) shall be ‘

uted wh i is author a

imputed CIAC shall be determined based on the number of
ERCs included in ¢ - iod and tt " i |
CIAC that will be collected from those ERCs. However. the

imputed CIAC shall not exceed the rate base component
associated with margin reserve.

Specific_Authority 367,121 F3. Law Implemented 367.081 FS. Historv=
New

NAME OF PERSON ORIGINATING PROPOSED RULE:
Charles H. Hill

NAME OF SUPERVISOR OR PERSON WHO APPROVED |

THE PROPOSED RULE: Florida Public Service Commission
DATE PROPOSED RULE APPROVED: July 16, 1996
If any person decides to appeal any decision of the
Commission with respect to any matter considered at the
rulemaking hearing, if held, a record of the hearing is
necessary. The appellant must ensure that a verbatim record,
including testimony and evidence forming the basis of the
appeal is made. The Commission usually makes a verbadm
- record of rulemaking hearings. ~-_

4386 Section II - Proposed Rules

Any person requinng some acconnnodation g his hearing
because of a physical impaiment should call the Division of
Records and Reporting ar (904)-41 36770 a1 least five calendar
days prior 0 the hecaring. If you are hearing or speech
impaired, please contact the  Florida  Publiq  Service
Commission using the Florida Relay Service, which can be
reached at: 1(800)955-8771 (TDD).

e
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STATE OF FLORIDA
DIVISION OF ADMINISTRATIVE HEARINGS
FLORIDA WATERWORKS ASSOCIATION,
Petitioner,

v. DOAH Case No.
Filed: August _4*, 1396

FLORIDA PUBLIC SERVICE
COMMISSION,

Respondent.
/

MOTION FOR ABATEMENT

The Petitioner, the FLORIDA WATERWORKS ASSOCIATION, by and
through its undersigned counsel, hereby moves to abate the
captioned proceeding for a time certain. As grounds for this
Motion, Petitioner states: -

(1) The Florida Public Service Commission (PSC) has scheduled
a public hearing beginning on December 10, 1996 to receive and
consider oral and written comments from interested persons,
concerning the proposed rule challenged in this proceeding.

(2) It is anticipated that, as a result of the comments
submitted, the PSC may determine to q}arify, modify or revise the
challenged proposed rule in a manner which may resolve some or all
of the issues raised by the Petitioner in this proceeding.

(3) Administrative economy and efficiency will be served by
an abatement of this formal proceeding pending the ocutcome of the
public hearing to be conducted by the PSC beginning on December 10,
1996.

(4) Neither the Petitioner, the PSC nor the public will be

prejudiced by an abatement of this proceeding pending the



conclusion of further proceedings to be conducted by the PSC.

(5) The Petitioner requests an abatement until February 28,
1997, whereupon the undersigned will notify and advise the Hearing
Officer of the status of the PSC proceedings and the instantfrule-
challenge petition. Such abatement should be without prejudice to
amend the Petition for Administrative Determination of Invalidity
of Proposed Rule should changes be made in the proposed rule, as
well as without prejudice to the PSC to file responsive pleadings
at the end of the period of abatement.

WHEREFORE, the Petitioner, the FLORIDA WATERWORKS ASSOCIATION,
hereby moves for an Order placing the captiomed proceeding in

abatement until and including February 28, 1997.
Respectfully submitted this Zﬁna day of August, 1996.

atlin, Woods & Carlson
1709-D Mahan Drive
Tallahassee, Florida 32308
(904) 877-~7191

Attorneys for FLORIDA WATERWORKS
ASSOCIATION



CERTIFICATE QOF SERVICE

I HEREBY CERTIFY that a true and correct copy of the foregoing
has been furnished by hand delivery to Christiana Moore, Esguire,
Florida Public Service Commission, 2540 Shumard Oak Boulévard,
Tallahassee, Florida 32399-0850, and David E. Smith, Esquire,
Director, Division of Appeals, Florida Public Service Commission,

2540 Shumard Oak Boulevard, Tallahassee, Florida 32399-0850 on this

70}
/4 day of August, 199s6.

X Lhstlle

YNE L. SCHIEFELBEIN




RUTLEDGE, E. NI1A, UNDERWOOD, PURNEL. & HOFFMAN

PROFESSIONAL ASSOCIATION
ATTORNEYS AND COUNSELORS AT LAW

STEPHEN A. ECENIA POST OFFICE BOX 551, 32302-0551 GOVERNMENTAL CONSULTANTS:
215 SOUTH MONROE STREET, SUITE 420
' PATRICK R. MALOY
KENNETH A. HOFFMAN TALLAHASSEE, FLORIDA 32301-1841 AMY J. YCING
THOMAS W. KONRAD

R. DAVID PRESCOTY

HAROLD F. X. PURNELL TELEPHONE (904) 681-6788
GARY R. RUTLEDGE TELECOPIER (904) 681-6515

R. MICHAEL UNDERWOOD

WILLIAM B. WILLINGHAM August 23 , 1996

HAND DELIVERY
Division of Administrative Hearings
1230 Apalachee Parkway
Tallahassee, Florida 32399-1550

RE: Southern States Utilities v. Florida Public Service
Commission

To Whom it May Concern:

Enclosed on behalf of Southern States Utilities, Inc. are an
original and one copy of a Petition for Administrative
Determination of Invalidity of Proposed Rule.

. Please open a docket for consideration of this Petition.

Please acknowledge receipt of the foregoing by stamping the
enclosed extra copy of this letter and returning same to my
attention. Thank you for your assistance.

Sincerely)

#—f((%——.
enneth AV Hoffman

cc: Blanca S. Bayo, Director
Division of Records & Reporting
i Charles H. Hill, Director
Division of Water & Wastewater
Christiana Moore, Esquire
Division of Appeals
David E. Smith, Esquire, Director
Division of Appeals
Wayne L. Schiefelbein, Esquire
Florida Waterworks Association

. 1:\USERS\ROXANNE\DOAH. 823

KAH/emj
Enclosure
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STATE OF FLORIDA
. DIVISION OF ADMINISTRATIVE HEARINGS

SOUTHERN STATES UTILITIES, INC.,

Petitioner,

DOAR' casE wo: 76- 3949 RP

v.
FLORIDA PUBLIC SERVICE COMMISSION,

Resgpondent.,

¢ /

PETITION FOR ADMINISTRATIVE
DETERMINATION OF INVALIDITY OF PROPOSED RULE

The Petitioner, Southern States Utilities, Inc. ("SSU"), by
and through its undersigned counsel, and pursuant to Section
120.54(4), Florida Statutes, hereby seeks an administrative

determination of the invalidity of proposed rule 25-30.431,

Florida Administrative Code, as proposed by the Florida Public
. Service Commission ("PSC"). 1In support of this Petition, SSU
states:
1. SSU is an investor-owned water and wastewater utility

providing water service in 104 service areas and wastewater
service in 48 service areas in the State of Florida. SSU’s home
office address is 1000 Color Place, Apopka, Florida 32703. For
the purposes of this proceeding, the address and telephone number
of Petitioner SSU should be considered that of its undersigned
" counsel.
2. The affected agency is the PSC at the address of 2540
Shumard Oak Boulevard, Tallahassee, Florida 32399-0850.
3. SSU’'s land, facilities and the rates and charges for 97

. of its water and 44 of its wastewater service areas are subject



to and regulated by the PSC’'s statutes, rules and regulations,
including the proposed rule. As such, SSU is substantially
affected by proposed rule 25-30.431.

4. The proposed rule was noticed in the Florida
Administrative Weekly on August 2, 1996, at Volume 22, Number 31,
inIPSC Docket No. 960258-WS. The text of the proposed rule is
attached hereto as Exhibit A. Apart from isolated exceptions,
the proposed rule would codify the PSC's non-rule policy on
applicable rate-making treatment in rate case proceedings for
setting a margin reserve and the imputation of contributions-in-
aid-of-construction ("CIAC") on the margin reserve. The proposed
rule further mandates the imputation of contributions-in-aid-of-
construction (CIAC) when a margin reserve is authorized. A
projection of future customers’ payments of service availability
charges during the margin reserve period is imputed or used as an
offset to the margin reserve component of rate base. The rule
limits the amount of imputed CIAC to the amount of the margin

reserve.

BACRGROUND
5. Under Chapter 367 of the Florida Statuteé, and the
Florida and Federal Constitutions, a water and/or wastewater
‘utility is entitled to recover in rates those expenses reasonably
necessary to provide service to its customers, and to earn a fair
rate of return on its "rate base," that is, the investment in

plant used and useful in providing service. West Ohio Gas Co. V.



Public Utilities Commission, 234 U.S. 63, 55 S.Ct. 316, 79 L.Ed.

761 (1935); City of Miami v. Florida Public Service Commission,

208 So.2d 249 (Fla. 1968); Gulf Power Company v. Bevisg, 289 So.2d

1

401 (Fla. 1974); § 367.081(2)(a), Fla. Stat. (1995).
6. The proposed rule purports to implement Section

367.081(2) (a), Florida Statutes, which inter alia, requires the

PSC to fix water and wastewater rates which provide a "fair
return on the investment of the utility in property used and
useful in the public service." (emphasis added). The margin
reserve is considered part of a water and/or wastewater utility’s
used and useful property for purposes of establishing rates.

7. A water and/or wastewater utility subject to the
proposed rule is required by statute to provide safe, efficient
and sufficient service, not less safe, less efficient, or less
sufficient than is consistent with the approved engineering
design of the system and the reasonable and proper operation of
the utility in the public interest. § 367.111(2), Fla. Stat.
(1995). This obligation to serve applies to both existing and
future customers located within the utility’s certificated
service area. § 367.111(1), Fla. Stat. (1985).

8. To meet the statutory responsibility of "readiness to
serve," a water and wastewater utility must have sufficient
' capacity to meet the existing and changing demands of existing
customers and the demands of poteﬁtial customers within a
réasonable time and in an economic manner. The investment in

that readiness to serve capacity is properly recognized in rate



setting as a margin reserve.

MARGIN RESERVE

3
9. The proposed rule defines the term margin reserve as

"the amount of plant capacity needed to meet the expected demand
due to customer growth” and declares that margin reserve is "an
acknowledged component of the used and useful rate base
determination." Margin reserve period is defined as the "time
period needed to install the next economically feasible increment
of plant capacity that will preclude a determination in the
quality of service." Presumptively valid margin reserve periods
are prescribed, "unless otherwise justified." 1In determining
whether another margin reserve period is justified, the proposed
rule provides that the PSC shall "consider" the rate of customer
growth; the time needed to meet the guidelines of the Department
of Environmental Protection ("DEP") for planning, design, and
construction of plant expansion; and the technical and economic
options available for sizing increments of plant expansion.

10. Investment in "margin reserve" is investment in plant
used and useful in providing service. § 367.081(2) (a), Fla.
Stat. (1995). The proposed rule would deprive affected public
utilities of an opportunity to earn a fair rate of return on this
" investment for two reasons. First, the proposed rule provides
for presumptively valid assumptions that significantly understate
a reasonable margin reserve. If the margin reserve is

understated, the amount of capacity recognized by the PSC will be



insufficient for the utility to meet its "readiness to servé"
obligations in a timely, economic and environmentally safe
manner. Second, as discussed later in this Petition, by imputing
or offsetting CIAC that might be paid over the margin resé}ve
period, against the margin reserve, the amount of investment in
margin reserve on which a utility is allowed to earn a return is
dramatically reduced or even eliminated.

11. A capacity reserve, to assure a utility’s ability to
provide reliable service and to meet statutory requirements, is a
necessity long recognized by the PSC for water, wastewater and
electric utilities. Under Chapter 366, electric utilities, like
water and wastewater utilities, are authorized to recover "the

actual legitimate costs of the property . . . actually used and

useful in the public service" as well as a return on "the money

honestly and prudently invested . . . in such propertv used and
useful in serving the public. . . ." § 366.06(1), Fla. Stat.

(1995) (emphasis added). Although the purpose of the reserve is
similar for these types of utilities, they have different names
and are measured in different ways. The investment in capacity
reserve for water and wastewater utilities is called a "margin
reserve" and has historically been expressed in terms of
equivalent annual growth. The investment in capacity reserve for
" electric utilities is called a "reserve margin® and has

historically been expressed as a percentage of annual peak load



demand.* Specifically, in its regulation of electric utilities,
the PSC requires that a minimum 15% reserve margin be
maintained.? However, the actual margins maintained by and
allowed for electric utilities are often greater as a resﬁit of
long-run economic choices, and often these margins include

capacity capable of serving the equivalent of five to 20 vears’

annual growth. This reflects well established PSC policy in
electric rate cases for including the cost of capacity and land
in rate base even if those assets are not used in the near term,
if they enhance reliability or contribute to long-term economies.
With regard to electric utilities, the PSC views the reserve as a
current regquirement, sets a minimum and allows the reserve to be
greater than the minimum if economically justified.

12. The PSC encourages economic choices for electric
utilities by allowing them to recover the cost of service
associated with these assets through the rates of existing
customers, even though it is acknowledged that to some extent
they will be used to serve future customers and possibly not for
many years. Since electric utilities typically do not collect
CIAC through service availability charges, as is common with
water and wastewater utilities, imputation of CIAC against these

assets is not an issue. Electric capacity costs are evaluated in

‘ terms of their prudence, without regard to the fact that these

X Either "reserve" can be expressed in terms of
percentage of peak load demand or equivalent annual
growth.

2 See Fla. Admin. Code R. 25-6.035(1).
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costs are recovered through current customers.

13. Although electric and water/wastewater "reserves" have
similar purposes and are authorized pursuant to substantially
similar language, the PSC has historically given them
inconsistent ratemaking treatment and would continue to do so
uﬁder the proposed rule. Unlike with electric utilities, the PSC
views the reserve for water and wastewater utilities as capacity
held only for future customers, sets an 18 month growth maximum,
and prohibits a margin reserve above the 18 months even if
economically justified.

14. The proposed rule codifies this policy by defining
margin reserve as "the amount of plant needed to meet the
expected demand due to customer growth." The proposed rule
ignores the benefits of margin reserve to existing customers,
that is, the availability of capacity which ensures that future
customers will not overload existing facilities and impact on the
quality and safety of service provided. A utility should have in
place sufficient capacity to ﬁrevent deterioration in reliability
and quality of service, until the next eccnomic increment can be
placed in service. Many factors affect the length of time
between capacity increments. The utility must také into
consideration, in addition to the time actually needed for
{ construction, the DEP planning and permitting process; the
permitting and approval processes of local governments and water
management districts; design, bidding and bid evaluation; and

testing, inspection, certification and startup. Concerns for



strict environmental protection at all levels of government has
substantially increased the length of time between conception and
completion of facility construction. Obtaining a consumptive use
permit alone may well take four years. Meeting environmeﬁlal and
conservation concerns in a manner acceptable to permitting
agencies often leads to several alternatives being designed and
considered before being accepted, a process that can entail many
months or even years. During the period from conception to
completion, capacity must be available to provide service. Aand
as this time increases, the capacity reserve requirement also
increases. These factors are essentially ignored under existing
PSC policy and the proposed rule. 1In practice, after
"consideration" of such factors, the PSC routinely disregards
them and establishes margin reserves at the presumptively wvalid
levels set forth in the proposed rule. As a result, the amount
of plant in which a utility should economically invest to serve
the public is either not being built or, when it is built, its
cost is not being allowed to be recovered through rates.

15. The definitions and measure of margin reserve for water
and wastewater utilities to be included as used and useful under
the proposed rule are inadequate to allow a utility to build
plant in economic increments, unlike that which is allowed for
" electric utilities. The proposed rule discourages water and
wastewater utilities from constructing plants which maximize
ecénomies of scale. Such economies of scale benefit both

existing and future customers.



16. The proposed rule also discourages water and wastewater
utilities from maintaining compliance with DEP rules concerning
the planning, construction and permitting of wastewater market
facilities. Rule 62-600.405(8), Florida Administrative Code,
establishes a five year period for planning, construction and
permitting of wastewater treatment facilities once a professional
engineer submits a capacity analysis report to DEP confirming
that the existing permitted capacity of a wastewater treatment
facility will be equaled or exceeded within the next five years.
The engineering, construction, permitting, consulting and legal
expenses incurred by the utility over this five year period to
install this next increment of wastewater plant cannot be -
recovered by a utility which is limited to an eighteen month
margin reserve. The utility is in a constant "Catch 22." If it
ignores the DEP rules, it is subject to fines. If it complies
with DEP rules, it incurs costs that are not recoverable through

rates under the proposed rule.

. IMPUTATION OF CIAC
17. The effect of the proposed rule is to offset water and
wasﬁewater utilities’ actual investment represented by margin
reserve by imputing uncollected amounts of CIAC that might be
' collected in a period following a rate case test year equal in
length to the margin reserve period. While the PSC has
recognized that margin reserve is necessary for a utility to meet

its statutory obligations and that it properly is a part of used



and useful plant, it nonetheless denies utilities the ability to
earn on their investment in margin reserve by imputing
uncollected CIAC as an offset to such investment. The net result
of imputing CIAC is to dramatically reduce the amount of ﬁ;rgin
reserve on which a utility is allowed to earn a return. In some
cases, the imputation of CIAC has entirely offset allowed margin
reserve. This imputation policy serves to subvert the PSC’'s
margin reserve policy and to confiscate the utilities’ investment
in plant used and useful in the public service.

18. The imputation policy has been justified by the PSC
purportedly on the grounds of "fairness," that; without
imputation, future customers may be subsidized by current
customers. The policy rests on the assumption:that the amount of
capacity represented by the margin reserve exists solely to serve
future customers, that those future customers are near term, and
that those customers, with absolute certainty, will appear, and
will appear in the time frame of the margin reserve period. This
oversimplified connection‘between margin reserve and future
customers ignores the legitimate purposes of a margin reserve.
Margin reserve provides a cushion such that a utility can be
prepared to meet the anticipated peak load conditions of its
existing customers, with a reasonable degree of reliability, even
: when unanticipated outages occur. Margin reserve provides a
cushion such that a utility can be prepared to meet changing lcad
conditions of its existing customers, over and above the peak

loads historically experienced, with a reasonable degree of

10



reliability. Margin reserve includes capacity over and above
that required for existing loads that may exist merely because
the economic sizing and timing of plant expansion dictate that
result. As a fallout, margin reserve provides capacity adequate
to meet ongoing projected growth. This is true for water and
wastewater utilities as it ié true for electric utilities.

19. The imputation policy assumes that there would be no
margin if there were no growth. ©No such assumption regarding the
relationship between reserve capacity and the ability to serve
growth is made for electric utilities. Reserve capacity is
necessary even without growth, for water and wastewater, and
electric utilities. The imputation policy also assumes that CiAC
is forthcoming from growth and, therefore, CIAC should be
imputed. But if it is logical to assume that CIAC is forthcoming
from growth and should be imputed, then it is just as logical to
assume that revenues, expenses, additional investment
requirements and any other factors associated with growth should
also be imputed. But the PSC doesn’t do this because, in fact,
neither argument is .logical. The basis for ratemaking is the
test period with all revenues, expenses, investment and offsets
to investment, including CIAC, matching. The imputation policy,
based on an illogical mismatching of period investment with out-
; of-period contributions, denies a utility the ability to earxrn on
its investment in margin reserve. The policy results in a
subsidy to current customers by passing on to either the future

customer or to the stockholder, the cost of maintaining a

11



reliable level of service. The imputation policy in fact thwarts
margin reserve policy because by offsetting real investment in
margin reserve by imputed CIAC, it sends a signal to keep margin
reser&e at a minimum in order to reduce the risk of an inadequate
return, even if reliability is affected. This policy also
ighores that during the margin reserve period, the utility is
continuing to make further investments by planning and
constructing facilities to serve additional new customers who
will connect beyond the margin reserve period. By the time the
first customer connects to the plant allowed in margin reserve
and pays his service availability charges (CIAC), the utility
must be able to provide service for yet another future custome;.
20. The PSC provides for an Allowance for Funds Prudently
Invested ("AFPI"). The AFPI charge is described as "a mechanism
which allows a utility to earn a fair rate of return on prudently
constructed plant held for future use from the future customers
to be served by that plant in the form of a charge paid by those
customers." Fla. Admin. Code R. 25-30.434(1). While costs
associated with prudently invested "used" plant are recovered
through rates to current customers, the costs associated with
prudently invested "non-used" plant may be recovered through an
AFPI charge from future customers. However, an AFPI charge, even
: where authorized, does not recover earnings lost on the portion
of margin reserve offset by imputed CIAC. Margin reserve is a
component of used and useful plant and no portion of its cost is

recovered through an AFPI charge. There is no opportunity to

12



earn on the investment in margin reserve against which CIAC has
been imputed, from either current or future customers. Those
earnings are lost forever.
THE ECONOMIC IMPACT STATEMENT ?
21. SSU has standing to challenge the proposed rule on the
basis of the defective Economic Impact Statement ("EIS")
purporting to support the proposed rule. See § 120.54(2) (4),

Fla. Stat. (1995); Florida East Coast Industries. Inc. v. State

of Florida, Department of Community Affairs, 21 Fla.L.Weekly

D1532 (Fla. 1st DCA July 2, 199s8).

22. The defective EIS was attached to the PSC Staff’'s
written recommendation for the PSC to adopt the proposed rule. A
copy of that written recommendation and the EIS are attached
hereto as Exhibit B.

23. The proposed rule must be invalidated because the PSC
failed to adhere to the procedure for preparation of the EIS as
providéd in Section 120.54, Florida Statutes, and because the PSC
has failed to consider information submitted to it which
demonstrates that the EIS fails to present specific analysis
concerning the costs, benefits, impacts and substantive
alternatives to the proposed rule. Such failures substantially
impair the fairness of the PSC’'s rulemaking proceeding currently
: scheduled for December 10-11, 1996 in Docket Number 960258-WS and
the fairness of the instant proceeding. ‘

24. The EIS fails to adequately analyze and provide the

information required for each part of Section 120.54(2) (c),

13



Florida Statutes. The specific defects in the EIS include, but
are not limited to, the following:

(a) The EIS purporting to support the proposed rule is
fatally flawed as to each of the elements required by Secﬁlon
120.54(2) (c), Florida Statutes, because the EIS evaluates merely
the economic impacts of transforming a policy statement into a
rule -- not the economic impacts of the proposed rule itself.

(b) The EIS fails to adequately address the estimated
cost to state agencies and local government entities directly
affected by the proposed rule and how such costs could be reduced
by alternatives to the proposed rules which would serve to
minimize rate case expense, regulatory and permitting fees and
expenses, and consulting and legal fees incurred in connection
therewith.

(c¢) The EIS fails to adequately address the estimated
cost or economic benefits to all persons directly affected by the
proposed rule. Although the EIS contends that rate case expense
in water and wastewater utility rate cases will be reduced as a
result of the proposed rule, such a contention is not realistic.
The proposed rule authorizes a party to attempt to justify a
margin reserve beyond the limited presumptively valid margin
reserve periods in the proposed rule. The issues of margin
 reserve and imputation of CIAC will continue to be vigorously
litigated in rate cases since the margin reserves and imputation
of the CIAC policies set forth in the proposed rule are not

acceptable to the utility industry for the reasons stated in this

14



petition. As in the past, water and wastewater utilities with
adequate financial resources will contest the margin reserve and
imputation of CIAC policies codified in the proposed rule.

(d) Similarly, the EIS fails to address the specific
negative economic impacts of the proposed rule on affected
utilities and customers such as: (1) the cost of depriving a
utility of its ability to earn on investment in existing
economically sized facilities; (2) the costs for utilities and
customers of discouraging economic sizing for failure
installations; and (3) the costs to utilities and customers of
more frequent rate case filings which have been and will
continue to be a product of the PSC margin reserve and imputation
of CIAC policies codified in the proposed rule.

(e) . Although the EIS openly acknowledges that
"numerous alternatives to the specifics of the proposed rule are
possible, "? the EIS fails to provide any substantive
determination of whether less costly methods or less intrusive
methods exist for achieving the purpose of the proposed rule.

(f) Similarly, the EIS fails to provide any in-depth
description, analysis or substantive discussion of alternative
proposed rules addressing margin reserves and imputation of CIAC
nor a statement of reasons for rejecting those alternatives in
. favor of the proposed rule.

(g) The EIS fails to include a detailed statement and

analysis of the data and methodology used in making the estimates

3 Economic Impact Statement, pg. 9 of Exhibit B.
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required by Section 120.54(2) (¢), Florida Statutes.

DISPUTED ISSUES OF MATERIAL FACT

25. Disputed issues of material fact to be resolved in this
proceeding include, but are not limited to: ?

(a) whether proposed Rule 25-30.431, F.A.C.,
constitutes an invalid delegation of delegated legislative
authority;

(b) whether propcsed Rule 25-30.431, F.A.C. is
arbitrary and capricious;

(¢) whether to satisfy its statutory responsibility of
readiness to sefve, a water and/or wastewater utility must have a
margin reserve sufficient capacity to meet the existing and A-
changing demands of existing customers and the demands of
potential customers within a reasonable time and in an economic
manner;

(d) whether the PSC must recognize the investment
necessary to comply with a water and/or wastewater utility’s
statutory responsibility of readiness to serve, as a part of used
and useful plant; .

(e) whether application of the proposed rule would
understate a reasonable margin reserve;

(f) whether the margin reserve set forth in the

: proposed rule impairs or eliminates a water and/or wastewater

utility’s ability to recover and earn a return on prudently
incurred and/or environmentally mandated costs;

(g) whether the margin reserve set forth in the

16



proposed rule discourages employment of economies of scale in
construction of water and wastewater treatment facilities, and,
if(so, the impact on existing and future customers;

(h) whether application of the proposed rule wahld
likely cause affected utilities to size their facilities to
reduce the risk of an inadequate return, disregarding economies
of scale, with a net result, over the longer run, of a higher
cost of service and, hence, higher rates, with reduced assurance
of reliability and sufficiency of service;
| (1) whether the imputation of CIAC as an offset to
margin reserve would understate the investment in property used
and useful in providing service and deny the utility an
opportunity to earn a fair rate of return on such property;

(j) whether the proposed rule is unfairly and unduly
discriminatory when compared to PSC policy for other PSC-
regulated utilities;

(k) whether the PSC’s Economic Impact Statement fails
to comply with the requirements of Section 120.54(2) (¢), Florida
Statutes; and .

(1) whether there are lower cost regulatory
alternatives available for codification of a margin reserve
policy by rule which would lower the costs of regulation for

' water and wastewater utilities and/or affected customers and

agencies.

17



ULTIMATE FACTS ENTITLING SSU TO RELIEF
26. SSU alleges that each of the disputed issues of
material fact described in paragraph 25 are to be found in the
affirmative, and that those facts demonstrate that: !
(a) the proposed rule is an invalid exercise of "

delegated legislative authority;

(b) the proposed rule is arbitrary and capricious;

(c) the proposed rule enlarges, modifies or contravenes

the provisions of law implemented;

(d) the proposed rule fails to establish adequate
standards for agency decisions or vests unbridled discretion in
the PSC;

(e) the EIS in the proposed rule fails to meet the
requirements of Section 120.54(2) (¢c), Florida Statutes;

(£) the proposed rule fails to consider lower cost
regulatory alternatives available to accomplish the purposes of
margin reserve rule for ratemaking purposes;

(g) the proposed rule effects an unconstitutional
confiscation of a water or wastewater utility’s property;

(h) the proposed rule violates a water and/or
wastewater utility’s constitutional rights to due process and
just compensation for taking of property to possess and protect
property; and

(i) the proposed rule violates the constitutional .
rights of affected utilities to equal protection of the law.

WHEREFORE, Petitioner Southern States Utilities, Inc.

18
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requests that:

. (a) the Director of the Division of Administrative
Hearings determine that this Petition satisfies the requirements
of Section 120.54, Florida Statutes, and assign a Hearinngfficer
to conduct a formal hearing in accordance with Section 120.57(1),
Florida Statutes;

(b) petitions filed by any other similarly situated
parties be consolidated with this Petition;

(c) the assigned Hearing Officer enter a Final Order
determining that proposed rule 25-30.431 constitutes an invalid
exercise of delegated legislative authority and is therefore
void;

(d) the assigned hearing Officer enter a Final Order
finding that proposed rule 25-30.431 violates the constitutional

. rights of affected utilities to due process, to just compensation
for taking of property, to possess and protect property, and to
equal protection of the law; and

(e) such other relief as may be deemed just and
proper. .

Respectfully submitted this 23rd day of August, 1996.

; oy

RENNETH'A J//HOFFMAN, ESQ.
Rutledge, Ecenia, Underwood,
Purnell & Hoffman, P.A.

Post Office Box 551
Tallahassee, FL 32302-0551
(904)681-6788

@ s




and

BRIAN P. ARMSTRONG, ESQ.
MATTHEW FEIL, ESQ.

Southern States Utilities, Inc.
1000 Color Place
Apopka, FL 32703
(407)880-0058

h}

ATTORNEYS FOR SOUTHERN STATES
UTILITIES, INC.
CERTIFICATE OF SERVICE

I HEREBY CERTIFY that a true and correct copy of the
foregoing has been furnished by hand delivery to Christiana
Moore, Esq., Division of Appeals, Florida Public Service
Commission, 2540 Shumard Oak Boulevard, Tallahéssee, Florida
322399-0850; David E. Smith, Esqg., Director, Division of Appeals,
Florida Public Service Commission, 2540 Shumard Oak Boulevard,
Tallahassee, Florida 322399-0850; and Wayne L. Schiefelbein,
Esqg., Gatlin, Woods & Carlson, 1709-D Mahan Drive, Tallahassee,

Florida 32308 on this 23rd day of August, 1996.

* TH\A. FFMAN
I:\USERS\ROXANNE\SSU. PET
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PUBLIC SERVICE COMMISSION
DOCKET NO. 960258-WS

RULE TITLE:

Margin Reserve

RULENO.:
25-30.431

PURPOSE AND EFFECT: The purpose of this rule is to -

codify the current policy on margin reserve and imputation of
contributions-in-aid-of-construction (CIAC) on margin reserve
calculations for water and wastewater utilities.

SUMMARY: Rule 25-30.431 defines “margin reserve™;
provides that upon request and justification, margin reserve
will be included in the used and useful determination in certain
rate cases; that unless otherwise justified, the margin reserve
period will be 18 months for water source and treaument

faciliies and wastewater treaumeat and effluent disposal

facilities, and 12 months for water transmission and
distribution lines and the wastewater collection system; and
describes the mechanical aspects and data submission
requirements. If margin reserve is authorized, a corresponding
provision for the imputation of CIAC is prescribed; however, it
is limited to the rate base component associated with margin
reserve.

SPECIFIC AUTHORITY: 367.121 F5.

LAW IMPLEMENTED: 367.081 FS.

A HEARING WILL BE'HELD AT THE TIME, DATE AND
PLACE SHOWN BELOW:

EXHIBIT

TIME AND DATE: 9:30 aamn., December 10, 1996, continuing
on December L, 1996, if nccessary

PLACE: Room 148. Beuy Eusley Conference Center, 4075
Esplanade Way. Tallahassce. Florida

PERSONS WHOQ INTEND TQ PARTICIPATE IN THIS
RULEMAKING PROCEEDING SHOWYLD FILE A NOTICE
OF INTENT TO PARTICIPATE < WITH THE FPSC,
DIVISION OF RECORDS AND REPORTING, WITHIN 21
DAYS OF THE DATE OF THIS NOTICE. AN ORDER
WILL BE ISSUED ESTABLISHING PREHEARING AND
HEARING PROCEDURES TO BE FOLLOWED. WRITTEN
COMMENTS AND TESTIMONY ON THE PROPOSED .
RULE MAY BE FILED NO LATER THAN OCTOBER 18,
1996. RESPONSIVE COMMENTS AND TESTIMONY
MAY BE FILED NO LATER THAN NOVEMBER 135, 1996.
THE PERSON TO BE CONTACTED REGARDING THE
PROPOSED RULE AND ECONOMIC STATEMENT IS:
Director of Appeals, Florida Public Service Commission. 2540
Shumard Oak Blvd., Tallahassee, Florida 32399

THE FULL TEXT OF THE PROPOSED RULEIS:

23-30,431 Margin Reserve,

(1) "Margin reserve” is defined as the amount of plant
capacitv needed 1o meet the expected demand dug to customer
gr owth, ’

2) ~Margi iod” is defined he iod
nesded to _instzll the next economically feasible increment of

v 1} i1l lud jeterioration in tt m
of service, ' '

3) Margi . knowledzed fthe -
used and vseful rate base determination that when requested

ction 367.081 ida Statute
E4] !I l !l - - .ﬁ I l " - - x
for_water source and treatment faciliies and wastewater "

lecti n n ining W
" ‘period is justified, the Commissi
shall consider the rate of growth in the number of equivalent

idelin artment of Environ ection
mm. ﬁi[ Hi[ D.Di ’ . . I LI, [ }
expansion: and the technical and economic options available
E - - - I [ 1 .0 . . .
(5)(2) Margin reserve for water source and_treatment

oqe o

facilities shall be calculated as follow
EGxMPxD=MR

where:

Section I1 -vPr_oposcd Rules 4385
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Floe i Adeeinistrative “"""(" Volume 2. umber 3, Angust 219946
B evalent Annuad Growth in FRCS desernyned Any penson fequinng some acconsmodation at tus by (
pursaant to (<) or (d) helow beeause of @ physical tmpauinment shaubd call the Division of
. M Margin Reserve Period determined_pursuant to Reconds and Reporting at (904131 3.6770 at feust five calendar .
subsection (4) days prior 1o the heavng. If vou e bearing or speech
D= Demand per ERC (customer demand applicd in impateed,  please  contact  the  Florida  Public  Scervice
the used and useful calculutions for water and Commiission using the Florida Relay Service, which can be -
wastewater facilitics) reached at: 1(800)955-8771 (TDD). 3
MR=  Margin reserve cxpressed in gallons per day - '
(GPD)

(b) Margin rescove for water transmission and distdbution
lincs and the wastewater collection system shall be calculated

as follows:
EG x MP =MR

where:

= uivalent Annual Growth in ERCs determined .
pursuant to (¢) or (d) below i
Margin Reserve Period determined pursuantto
subsection (4) :
Margin reserve expressed in

N4

measured in & f the proiected annual ero and i
i X - WAW

for Class A utilities and Form PSC/WAW 20 for Class B

utjli i -30.437..
d e utility shall also submit a linear resression analvsi

-

oy

F B

(6)_As vart of its apolication filed pursvant to Rule
5-30.437, the wtility shall submit its most recent wastewater |
- l - . .E Ez ! -l DE . N N
(1) Contributions-in-aid-of-construction (CTAC) shall be -

impute ‘det n_the n

NAME OF PERSON ORIGINATING PROPOSED RULE:
Chardes H. Hill
NAME OF SUPERVISOR OR PERSON WHQ AFPPROVED
THE PROPOSED RULE: Florida Public Service Commission
DATE PROPOSED RULE APPROVED: July 16, 1996
If any person decides to appeal any decision of the
Commission with respect to any matter considered at the
rulemaking hearing, .if held, 2 record of the bearing is
necessary. The appellant must ensure that a verbatim record,
including testimony and evidence forming the basis of the
appeal is made, The Commission usually makes a verbagm -
- record of rulemaking hearings. —.... .

4386 Section II - Proposed Rules L Y
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' FLORIDA PUBLIC SERVICE COMMISSION
Capital Circle Office Center ® 2540 Shumard Oak Boulevard
Tallahassee, Florida 32399-0850

July 2, 1996

TO: DIRECTOR, DIVISION OF RECORDS AND REPORTING (BAYO)

FROM: DIVISION OF APPEALS (Moore) ({[Y } §4
DIVISION OF WATER & WAS R (ETLL, WILLIAMS, sEA¥ER, Uit
CROUCH, STARLING, WALKER) ./

DIVISION OF AUDITING & FINANCIAL ANALYSIS (CAUSSEA
DIVISION OF RESEARCH & REGULATORY REVIEW (M"Wdﬂf‘ﬂ'ﬂx}ﬁ'ﬁ /N
RE: DOCKET NO. 960258-WS - PETITION TO ADOPT RULES ON MARGIN
RESERVE AND IMPUTATION OF CONTRIBUTIONS-IN-AID-OF-
CONSTRUCTION ON MARGIN RESERVE CALCULATION, BY FLORIDA
WATERWORKS ASSOCIATION :

AGENDA: 7/16/96 - REGULAR AGENDA - INTERESTED PERSONS MAY
PARTICIPATE

CRITICAL DATES: NONE

SPECTAL INSTRUCTIONS: I:\PSC\APP\WP\S60258WS.RCM

CASE BACRGROUND

In 19%3, as pa?t of an extensive review of rules governing
water and wastewater utilities in Docket No. 911082-WS, the
Commission proposed a zrule to address used and |wuseful
determinations in rate case proceedings. The staff-recommended
proposed rule included calculations to determine margin reserve and
addressed imputation of CIAC. After further consideration,
however, the Commission withdrew the proposed used and useful rules
jto permit further analysis. '

Accordingly, staff conducted additional studies concerning
appropriate -used and useful calculations. This led to a
comprehensive draft of a rule that established parameters to apply
in calculating used and useful factors in rate proceedings. This
rule was.reviewed at a staff workshop in July, 1985. Staff’s
proposed draft provided for a three-year margin reserve, but it did
not address imputation of CIAC, nor any particular treatment

TH-NATS EXHIBIT
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DOCRET NO. 960258-WS
DATE: July 2, 1996

rules do not enjoy universal support, their proposal wi
procedural stage for a hearing and further cgnsgderatiéi%:$3t the

The recommended rule includes a definiti " i
reserve“; . prOVid.es that upon request and justiflioélatioofn ﬁ:ig’]’.n
reserve will be included in the used and useful determinétiongin
ﬁlle'apd suspend r§temaking proceedings; that unless otherwisn
justified, the margin reserve period will be 18 months for wat -
source anq treatment facilities and wastewater treatment eg
effluent qlqusal facilities, and 12 months for water transmiss?g
and distribution lines and the wastewater collection system; ang
describes the mechanical aspects and data submission requireménts
(Attgchment 1) If'margin reserve is authorized, a correspondin-
p;ovlsion for the imputation of CIAC is prescribed; however, it ig
limited to the rate base component associated with margin réserve

An Economic Impact Statement has been re T3
attached.. (Attachment 2) prépared and is

ISSUE 2: Should the Commission set this matter for hearing?

RECOMMENDATION: Yes.

4

STAFF ANALYSIS: The FWA requested in its rulemaking petiti

this matter be set for a hearing. The Comissigog denfera tﬁig
request as premature; however, since that time a rule codifying
current policy has been drafted and an Economic Impact Statement
has begn completed. Once the Commission votes to propose a rule
a hearing may be conducted. In addition, staff believes a hearihé
is necessary for the Commission to hear evidence and argument
supporting a change in its current policy. The dates December 10
and 11, 1996, have been reserved for a Commission rule hearing.

ISSUE 3: Should this docket remain open?
RECOMMENDATION: Yes.
STAFF ANALYSIS: If the Commission proposes a rule and sets the

matter for hearing, the docket should remain open pending adoption
of a rule.

CcT™/
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DOCKET NO. 960258-WS
DATE: July 2, 1996

(6) The utility shall submit as part of its rate filing its
most recent wastewater capacity analysis revort, if anv, filed with
DEP. |

(7) For purposes of this rule, margin reserve, expressed in
units of demand: e.g.., gallons per day (GPD), equals:
EG x MP x D '

where

EG = Equivalent Annual Growth in ERCs
MP_ = Margin Reserve Pericd

D =

Demand per ERC

(a) The equivalent annual growth in ERCs (FG) is measured in
terms of the proijected annual growth and shall be calculated in

Schedules F-8 and F-10 of Form PSC/WAW 19 for Class A utilities and

Form PSC/WAW 20 for Class B utilities, incorograted by reference in

Rule 25-30.437. Thé Commission shall consider the growth in ERCs

over the last S5 vears, including the test vear, and other factors
)

that affect growth.
(b) As part of its filing, the wutility shall provide a
calculation of the EG based on a simple average of the annual ERCs

for the last S5 vears: a linear regression of annual ERCs for the

i
'last 5 vears: and other factors that affect growth.

CODING: Words underlined are additions; words in
struek—through type are deletions from existing law.
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June 26, 1996

T0: DIVISION OF APPEALS (Maore)
FROM: DIVISION OF RESEARCH AND REGULATORY REVIEW (Harlow)

SUBJECT: ~ ECONOMIC IMPACT STATEMENT FOR OOCKET NO. WS-960258;
REVISIONS T RULE 25-30.43L, FAC. MARGIN RESERVE = =0 PROPOSED

‘SUMMARY OF THE RULE
The proposed rule reflects the 1991 Commission standard operating
procedure (SOP number 2406, effective 3/29/91) and recent Commission file and
suspend rate case rulings regarding margin reserve and the imputation of’
contributions-in-aid-of-construction (CIAC). The proposed rule defines margin
reserve for water and wastewater utilities as the amount of plant capacity needed
to meet the expected demand resulting from customer growth. The rule specifies
that, upon the utility’s request and when justified. a provision for margin
reserve shall be included in the used and useful determination in file and
suspend rate case proceedings. The rule also indicates the data submission
requirements for margin reserve, the specific calculation of margin reserve, and
the additional information which will be considered by the Commission in margin
reserve determinations.™ Unless otherwise justified. the rule sets the margin —
_reserve period as follows: eighteen months for water source and treatment
facilities, eighteen months for wastewater treatment and effluent disposal
facilities, twelve months for water transmission and distribution facilities. and
twelve months for wastewater transmission and collection facilities. If margin
ireserve is authorized, a corresponding provision for the imputation of CIAC is
prescribed. However, CIAC imputation is limited to the rate base component
associated with_ margin reserve.

DIRECT COSTS TO THE AGENCY AND OTHER STATE OR LOCAL GOVERNMENT ENTITIES
No direct costs to the Commission or other state or local government

‘entities are expected to result from adoption of the proposed rule. However, the
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The adoption of a Commission rule regarding margin reserve is
expected to benefit ratepayers, the utilities, and Commission staff by reducing
file and suspend rate case expenses. Rule adoption should help reduce rate case
expenses by 1imiting testimony on margin reserve to special circumstances.

REASONABLE ALTERNATIVE METHOODS

One alternative to the adoption of the proposed rule is to retain the
non-rule practice. However, staff believes that without the adoption of a ruile,
both Commission and utility staff time and effort will continue to be expended
on re-hearing these issues during file and suspend rate case proceedings. Staff
believes & rule should be adopted concerning margin reserve and the imputation
of CIAC in order to reduce uncertainty regarding the Commission treatment of used
and useful plant capacity. Both ratepayers and utilities would benefit from the
reduced uncertainty and rate case expense reductions which should result from
rule adoption. While numerous alternatives to the specifics of the proposed rule
are possible, staff believes that the alternative guidelines which deviate from
current Commission policy will be most efficiently presented at hearing.

IMPACT ON SMALL BUSTINESSES

Little direct impact on small businesses is foreseen, as the adoption
of the proposed rule would impose minimal additional expected costs on water and
wastewater utilities in general. including those which qualify as & small
business as defined in Sestion 288.703(1), Florida Statutes (1995). Water and
wastewater companies may experience a reduction in rate case expenses if the rule
is adopted. No material impact is expected for other small businesses. as the
rule is not expected to significantly affect the price of water and wastewater
services.

I’MPACT ON_COMPETITION

No material impact on competition is expected because the proposed
rule essentially adopts current Commission policy and imposes minimal additional
expected costs. In addition. utilities may experience some rate case expense
reductions if the rule is adopted.




- 10 -
IMPACT ON EMPLOYMENT

—— —— ——————— e ————

Minimal impact on employment is expected to result from the proposed
rule. However, rule adoption may lead to a reduction in both Commission and
utility staff effort required to prepare for and attend file and suspend rate
case proceedings.

METHODOLOGY

Several meetings were held with other Commission staff to discuss:
(1) the current Commission policy on margin reserve and the imputation of CIAC,
(2) the 1991 Commission SOP on margin reserve, (3} recent Commission rate ca§e
rulings regarding margin reserve, and (4) the proposed rule. Portions of
transcripts of Commission workshops and hearings on used and useful and margin
reserve were also reviewed. Finally, the 1991 Commission margin reserve SOP and
the Commission file and suspend rate case decisions from the last three years
were analyzed for consistency with the proposed rule.

JGH:tf/e-margin.tnf
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RUTLEDGE, ECENIA, UNDERWOOD, PURNELL & HOFFMAN

PROFESSIONAL ASSOCIATION
ATTORNEYS AND COUNSELORS AT LAW

STEPHEN A. ECENIA , s”;’gJ_fi";gj:g; 355;5523082-0521 GOVERNMENTAL CONSULTANTS:
1 T, SUITE 420
, PATRICK R. MALOY
KENNETH A. HOFEMAN TALLAHASSEE, FLORIDA 32301-1841 AMY J. YOUNG
THOMAS W. KONRAD
R. DAVID PRESCOTT
HAROLD F. X. PURNELL TELEPHONE (904) 681-6788
GARY R. AUTLEDGE TELECOPIER (904) 681-6515
R. MICHAEL UNDERWOOD
WILLIAM B. WILLINGHAM August 2 3 , l 9 9 6

HAND DELIVERY

Ms. Blanca Bayo, Director
Division of Records and Reporting
Florida Public Service Commission
2540 Shumard Oak Boulevard

Betty Easley Conference Center
Room 110

Tallahassee, Florida 32399-0850

Re: Docket Number 960258-WS
Dear Ms. Bayo:

Enclosed herewith for filing on behalf of Southern States
Utilities, Inc. ("SSU") are an original and fifteen copies of this
letter and an attachment which sets forth SSU’s good faith written
proposal for a lower cost regulatory alternative to proposed Rule
25-30.431, Florida Administrative Code. SSU’s lower cost
regulatory alternative is an alternative proposed Rule 25-30.431,
Florida Administrative Code. SSU’s alternative proposed rule would
substantially accomplish the objectives of the law being
implemented. SSU’s alternative proposed Rule 25-30.431 was
originally proposed. by the Florida Waterworks Association and
included in the Order Granting Petition to Initiate Rulemaking,
Order Number PSC-96-0586-FOF-WS issued May 6, 1996 in the above
referenced docket, attached hereto as Exhibit A.

In support of SSU’s lower cost regulatory alternative, SSU
relies on and incorporates herein by reference the prefiled
rebuttal testimony of Gerald C. Hartman, P.E. and Mr. Hartman'’s
prefiled rebuttal exhibits GCH-4 through 9 in Docket Number 950495-
WS. Mr. Hartman'’s rebuttal testimony is found in the transcript of
the final hearing in Docket Number 950495-WS at pages 705 through
757. Mr. Hartman’s prefiled rebuttal exhibits were identified and
admitted in the record in Docket Number 950495-WS as Composite
Exhibit 231. Copies of Mr. Hartman’'s rebuttal testimony and
exhibits, as identified above, are on file with the Commission and
available from SSU.




RUTLEDGE, ECENIA, UNDERWOOD, PURNELL & HOFFMAN

Blanca Bayo, Director

. August 23, 1996
Page Two

Please acknowledge receipt of these documents by stamping the
extra copy of this letter "filed" and returning the same to me.

Thank you for your assistance with this filing.
Sincerely,
%#4.%,»/

Kenneth A. Hoffman

KAH/emj
Enclosure

ccC:

Charles H. Hill, Director
Division of Water & Wastewater
Christiana Moore, Esquire
Division of Appeals
David E. Smith, Esquire, Director
Division of Appeals
Brian P. Armstrong, General Counsel
Southern States Utllltles, Inc.
Matthew Feil, Esquire
Southern States Utilities, Inc.
Wayne L. Schiefelbein, Esquire
Florida Waterworks Association

B
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In Re: Petition to Adopt Rules )} DOCKET NO. 960258-WS

on Margin Reserve and Imputation ) ORDER NO. PSC-96-0586-FOF-WS
of Contributions-In-Aid-Of- } ISSUED: May 6, 1996
Construction on Margin Reserve )

calculation, by Florida )

Waterworke Association ;

The following Commissioners participated in the disposition of
this matter:

SUSAN F. CLARK, Chalrman
J. TERRY DEASON
JOE GAMRCIA
JULIA L. JOHNSON
DIANE K. KIESLING

ORDER_GRANTING PETITION TO INITIATE RULEMAKING

BY THE COMMISSION:

On March 1, 1996, pursuant to Section 120.54(S), Florida
Statutes, and Rule 25-22.,010, Florida Administrative Code, the
Florida Waterworks Association {(FWA or the association) petitioned
the Commission to adopt the attached rule concerning margin reserve
determinatlons for water and wastewater utilities. (Attachment A)
The rule FWA recommends for proposal sets the margin reserve period
for water source and treatment facilities and wastewater treatment
and effluent disposal facilities at five years, and provides that
a utility may justify a different reserve period based on factors
set forth in the rule. FWA’'s recommended rule also states that
*CIAC shall not be imputed against the allowance for margin
reserve.” In addition, the association recommends a 100 percent
used and useful determination for reclaimed water reuse facilities.

FWA's rule does not codify our current pollcy, which is to
include in rate base an 18-month margin reserve of plant investment
that is needed to accommodate future growth. This margin is offset
by imputing any CIAC projected for collection during the margin
resexrve period. In addition, our staff has been developing a
comprehensive used and useful rule.

In its petition, FWA argues that to expedite matters, the

Commission should adopt the assoclation’s more limited version of
the rule. While we decline to propose FWA's recommended rule at

DOCUREkT e e garE

05074 Har-s

FPSC-LeCan s/ REFORTING

EXHIBIT

ORDER NO. PSC-96-0586-FOF-WS
DOCKET NO. 960258-WS
PAGE 2

this time, we find that rulemaking shall be initiated on this
subject.

The asBociation also requested that we reguire all interested
persons to file written testimony and exhibits by July 1996 and
that a full Commission hearing be scheduled so we can adopt a rule
by the end of this year. We find that FWA's requent ls premature
and therefore deny its request for hearing. Within 21 days from
the date a proposed rule is published In the Florida Administrative
Weekly, 'FWA or any other interested person may file comments ovr
request a hearing, as provided in Section 120.54, Florida Statutes.

It ie therefore

ORDERED by the Florida Public Service Commission that Florida
Waterworks Association’'s petition to initiate rulemaking is
granted. It is further

ORDERED that Florida Waterworks Assoclation's request for
hearing is denied. It is further

ORDERED that this docket shall remain open.

By ORDER of the Florida Public Service Commission, this 6t}

day of May, 1996.
{anAlldﬂ_ Eé. égh;&; i
)

BLANCA S. BAYO, birector

. Division of Records and Reporting
(SEAL)
MAH
NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission is required by Section
120.59(4), Florida Statutes, to notify partien of any
administrative hearing or judicial review of Commission orders that
is available under Sections 120.57 or 120.68, Florida Statutes, as
well as the procedures and time limits that apply. Thin notice




ORDER NO. PSC-96-0586-FOF-WS
DOCKET NO. 960258-WS
PAGE 3

should not be construed to mean all requests for an administrative
hearing or judicial review will be granted or result in the relief
sought.

Any party adversely affected by this order, which is
preliminary, procedural or intermediate in nature, may réquest: (1)
reconsideration within 10 days pursuant to Rule 25-22.038(2),
Florida Administrative Code, if §ssued by a Prehearing Officer; (2)
reconsideration within 15 days pursuvant to Rule 25-22.060, Florida
Ndministrative Code, i{ isgued by the Commission; or (1) judicial
review by the Florida Supreme Court, in the case of an electric,
gas or telephone utility, or the First District Court of Appeal, in
the case of a water or wastewater utility. A motion for
reconsideration shall be filed with the Director, Division of
Records and Reporting, in the form prescribed by Rule 25-22.060,
Florida Administrative Code. Judicial review of a preliminary,
procedural or intermediate ruling or order is available if review
of the final action will not provide an adequate remedy. Such
review may be requested from the appropriate court, as described
above, pursuant to Rule 9.100, Florida Rules of Appellate
Procedure.

10
11
12
13

14

16
17
18
192
20
21
22
23
24

25

ORDER NO. PSC-96-0586-FOF-WS
DOCKET NO. 960258-WS
PAGE 4

ATTACHMENT A

25-30.431 Margin Reserve
(1) Margin reserve is recoagnized as_a component of used and
ugeful rate base. The Commission shall include an allowance for

argin_ reserve 1 equested by the utili AC sha

Amputed against _the allowance_for margin resecrve,

{2) The Commission recoanizes that for a utility to meet ita

gtatutor egponsibil t_mus ve suffi apa and

investment to meet the existing and changing demands of present

stomers and_ _th emands _of otential customers within

reagonable time and in an ecopomic manner,
{a) Margin Reserve is defined as the investment needed to meet

the changing demands of existing customers and_the demandg_of
potential customers in a reasonable time and in an economic mannex.

{b) Margin Resexrve Period 3is defined as the perjod during

which current capacity is required to he avallable until the next

economic cagacitv addition can be placed in sexvice without causing
a gg;erigggfion in_the quality of service. In determining the
margin reserve period, the Commission shall consider. but not be
limited to, the rate of growth in customers and demand, the time
needed to meet the guidelines of the Departmept of Environmental

Protect for lannin design _and r O]

expansion, and the available technical and economic optionsg

CODING: Words underlined are additions; words in
struek—threugh type are deletions from exlsting law.
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ORDER NO. PSC-96-0586-FOF-HS
DOCKET NO. 960258-WS
PAGE 5

avajlable for sizind_ increments of plant expapsion. Unless

otherwise justified, the maxrgin reserve period for water source and
ilied d wastewatex treatment and effluent disposal

at fiv ears

facilities e

(3] As a part of 1ts rate filing, the utility sAall submit
historical, reljable data for a minimwum of five years, if
pvallable, preceding the test year, and for the test year, for Lb;
yeax-end pumber of cég;gmg;g by clasg and weter size; the annual
pales by class;: the anpual treated or pumped flows for the system;

the water system maximum day, and if avajlable, peak hour flows

or c ari; and the wastewate [:14 ver maximu
month average, and three-month average dajly flows, The utility’'s
most recent wastewater capacity analysls xeport, if any, filed with
DEP shall also be submitted ag part of the rate filina,
oses this rul ar egerv expressed i

units of demand: e.q., GPD (gallons pexr day)]l equals:

EG X _MP_x D
wher
EG_ = Equivalent Annual Growth in ERCg
P_ = Margin Resexve Period
D a Demand/ERC on_the pla [of one
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PAGE 6
a. The equivalent growth {EG) in ERCs is measuxed in
erms of the projected annual growth and shall be determined by the
utility based on its wledge of wth in fts certificated ar
The_uti shall _take into consldera t owt. Cs ov
e st five years, includi the test year, and othe actors

which in_the judaement of the utility affect the pattern of axowth.

. he paxt of ite filin u 1 h v

a calculation of the EQ based on (1} a simple average of the annual
ERCs for the last five years and (2) a linear rearession of annua

ERCs for the last five years.

{5) Reclaimed Watexr Reuse Facilities conatructed in accoxdance
with Section 403.064, Florida Statutes, shall be considered 100%

uped_and useful. Maigin Reserve shall therefore not be a factor, |
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In Re: Petition to Adopt Rules on ) Docket No. 960258-WS
Margin Reserve and Imputation of ) '
of Contributions-in-Aid-of Construction )
on Margin Reserve Calculation, )
)
)

by Florida Waterworks Association

ENT PROPOSED RULE

The Citizens of the State of Florida, by and through JACK SHREVE, Public Counsel, hereby
submit comments to Proposed Rule 25-30.431, Florida Administrative Code, proposed by the
Commission on July 26, 1996, and say as follows:

1. Florida statutes authorize the Commission to approve rates which provide a reasonable
return on investment which is used and useful in the provision of utility services to the public. Both
the intent and language of Proposed Rule 25-30.431, however, inappropriately include investment
“which is required to meet the expected demand due to customer growth” as used and useful
investment.! While the investment which is required to meet the expected demand due to customer
growth will be used and useful in the future (if the expectations of growth are correct), it is neither
used by, nor useful to, present customers and, therefore, should not be included in the used and useful
calculations.

Present customers have no interest in future growth. Inclusion of margin reserve in the used
and useful calculations causes current customers to underwrite the provision of service to future

customers.

! Proposed Rule 25-30.431(1)
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2. If margin reserve is included in the used and useful calculations, then, to achieve a
proper matching of Contributions-in-Aid-of Construction (CIAC) and investment, an amount of
CIAC equivalent to the number of equivalent residential connections (ERCs) represented by the
margin reserve should be reflected in the rate base. The CIAC that will be collected from these future
customers would, at least, serve to mitigate the impact on the existing customers resulting from
requiring them to pay for plant that will be used to serve future customers.

Imputation of CIAC on margin reserve has been a longstanding policy of the Commission.
The Commission’s practice of imputing CIAC on margin reserve is well documented in Order No.
20434 and Order No. PSC-93-0301-FOF-WS. If the Commission does not continue to impute CIAC
associated with margin reserve, it will place the risk of future customer connections on the backs of
current ratepayers. The risk that future customers will not connect to a utility’s system, as projected
by the utility in its margin reserve calculations, is a risk that should be borne by stockholders, not
customers. This is a risk that the utility is compensated for in its allowed return on equity. If the
Commission changes its policy and does not impute CIAC on margin reserve, it will need to adjust
its leverage graph formula to account for the lower risk of the utility inherent in requiring current
customers to bear the risk that future customers will not connect to the system.

In addition, if the Commission does not impute CIAC on margin reserve, it will provide the
utility with an opportunity to overearn. This occurs because the utility will collect this CIAC
(assuming its projections are correct), yet the associated CIAC will not be included as an offset to
the rate base. Moreover, fa.ihire to impute CIAC on margin reserve would create a significant
incentive for the utility to overproject customer growth for margin reserve purposes. Imputation of

CIAC on margin reserve provides the utility with an incentive to properly project future connections,



and it matches plant in service with CIAC.

3. In paragraph 19 of its Petition, The Florida Waterworks Association (FWA) makes
a flawed analogy to the electric industry. Residential electric customers do not contribute substantial
sums of money up front when requesting service from an electric utility. Water and wastewater
c;ustdmers do. This contribution is ideally targeted at 75% of the cost of the “piece” of plant
constructed to serve one customer. By investing in the utility up front, the water and/or wastewater
customer has already paid for his or her share of the utility’s requirement to stand ready to serve
based on anticipated usage patterns. In addition to the initial contribution, the customer pays the
utility a return on the portion not contributed.

In paragraph 20b of the Petition, the water and wastewater industry makes the argument that
if a margin reserve is not allowed, then service to existing customers will be degraded. Existing
customers should not have to pay a premium, in the form of a margin reserve, to ensure that adequate
service is provided them when they have already paid for their service.

Margin reserve is inherently unfair to the existing customer. In paragraph 24 of the Petition,
the FWA argues that margin reserve provides a “cushion” for the utility so changing load conditions
for existing customers can be met. Averages used to calculate used and useful already take plant load
fluctuations into consideration. Finally, in paragraph 26 of its petition, the FWA argues that the
margin reserve is a component of used and useful plant and no portion of its cost is recovered through
an Allowance for Funds Prudently Invested (AFPI) charge. Public Counsel believes that margin
reserve should not be considered as a component of the used and useful calculation and should be
eliminated entirely. It serves no benefit to existing customers. Eliminating the margin reserve and

replacing it with AFPI would alleviate the FWA’s concern of lost returns on imputed CIAC and give



. relief to existing customers paying a return on plant not serving them.

Comments.rle

Respectfully submitted,

_72914@

arold McLean
Associate Public Counsel

Office of the Public Counsel
c/o The Florida Legislature

111 West Madison Street
Room 812

Tallahassee, FL 32399-1400
Attorney for the Citizens of the
State of Florida
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TESTIMONY OF ARSENIO MILIAN, P.E.

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
REGARDING THE RULES FOR MARGIN RESERVE AND
IMPUTATION OF CIAC ON MARGIN RESERVE

ON BEHALF OF THE FLORIDA WATERWORKS ASSOCIATION

DOCKET NO. 960258-WS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Arsenio Milian. My business address is 2025 S.W. 32nd

Avenue, Miami, Florida 33145.

BY WHOM ARE YOU PRESENTLY EMPLOYED, AND IN WHAT
CAPACITY?

I am President of the firm Milian, Swain & Associates, Inc. (MSA), which
was established to provide civil engineering consulting services as well as

utility management, systems valuation and rate consulting services.

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND
PROFESSIONAL EXPERIENCE.

I have received both B.S. and M.E. degrees from the University of Florida.:
After graduating, I worked for Post, Buckley, Schuh, & Jernigan, Inc. in
Miami for approximately 11 months. I was then employed by The
Deltona Corporation in August, 1969, as Utilities Engineer. In 1972, 1

became Chief Utilities Engineer for Deltona, a position in which I served
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" until December, 1975, when I became Vice President of Utility

Operations. In December 1982, I became President of all Utility
Divisions, a position I held until June 1989. I have been President of

MSA since that time.

WHAT PROFESSIONAL LICENSES DO YOU HOLD?

I have been a licensed professional engineer in the State of Florida since

1972.

WHAT PROFESSIONAL AND CIVIC ORGANIZATIONS ARE
YOU ASSOCIATED WITH?

I am a member of the American Water Works Association, American
Society of Civil Engineers, Water Environment Federation, and National
Association of Water Companies. I am a member of the Dade County
Environmental Task Force and the Technical Advisory Committee of the
Governor’s Commission For a Sustainable South Florida. I am also
President of Citizens for a Better South Florida, a Council member of the
Wilderness Society, Board member of 1000 Friends of Florida, and
Governor’s appointee to the Miami River Coordinating Committee. I
serve as a Board member of the National Audubon Society and as
Chairman of its Everglades Campaign. Iserved a four year term as a
member of the Governing Board of the South Florida Water Management
District and was its representative on the Advisory Committee on the Dade
County West Well field, the Committee on Inter-District Water Transfer

and the Lake Okeechobee Technical Advisory Committee. I have recently
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- completed a six year term on the City of Miami Zoning Board.

HAVE YOU ATTENDED PROFESSIONAL SEMINARS?

Yes, I have attended numerous seminars relating to water quality and
treatment, wastewater treatment and disposal, utility management,
environmental issues, NARUC seminars on rates and regulation of water

utilities, and others.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE REGULATORY

BODIES?

Yes, I have testified as an expert witness in rate h¢arings before the
Florida Public Service Commission. Additionally, I have appeared before
the St. Johns, Hillsborough, and Collier County Boards of County

Commissioners in water and sewer rate proceedings.

IN EACH OF THESE PROCEEDINGS, WERE YOU QUALIFIED
AS AN EXPERT WITNESS?
Yes, I was qualified as an expert in connection with utility engineering,

utility operations and utility regulation.

WHAT IS THE NATURE OF YOUR ASSIGNMENT IN THIS
CASE?

MSA was engaged by the Florida Waterworks Association (FWA) to
provide services in support of the FWA proposed rulemaking.

Specifically, I was asked to perform a study that would accomplish the
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~ following:

e Determine and describe the general impact of environmental
regulations commonly experienced by private and public utilities in the
state of Florida on expected planning and construction schedules,
including a comparison of expected impact between private and public
utilities,

e Determine and describe the general impact of used and useful / margin
reserve policies on incremental construction management and
planning, including specific case experiences by Florida utilities,

e Determine and describe the calculated expected construction costs of
incremental construction as compared to responsible, long term
construction.

In addition, the impact on utility rates and utilities earnings has been

determined and described by Mrs. Swain.

HOW DID YOU CONDUCT YOUR STUDY?

MSA conducted a survey of private utilities and utility financial and
engineering consultants, which resulted in the gathering of a tremendous
amount of information. Much of this information is descﬁbed in Ms.
Swain’s report, EXHIBIT DS-2. Ireviewed pertinent parts of the
information we obtained, as well as other documents, including
specifically those related to:

¢ Environmental regulations

¢ DPlanning, design, permitting and construction schedules

e Construction cost estimates
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T also reviewed the rule proposed by both the FWA and Florida Public

Service Commission.

WHAT DID YOU FIND IN YOUR REVIEW?

First, I found that the experiences of many utilities with regard to the
impact of environmental regulation is very much in line with my own
experiences. As an expert in environmental permitting for water and
wastewater utilities, I have found that regulations are becoming more
stringent, and that utilities are finding it more and more difficult to adhere
to projected construction schedules because of unexpected delays in
permitting. These delays have been related to new requirements, includigg
zoning, conditions for wastewater reuse attached to water consumptive use
permits and new restrictions applied to surface water discharge. It is not
uncommon for utilities, private and public alike, to invest five years into
the permitting and design phases. I am also aware of one utility’s ten-year
permitting experience. - | | )

Second, I can attest that the construction cost estimates upon which Ms.

Swain’s financial model was based, appear to be reasonable.

WHAT CONCLUSIONS DID YOU DRAW FROM YOUR STUDY?
Based upon my study, and based upon my many years of experience as a
utility engineer and a utility manager, I have concluded that the rule
proposed by the Commission staff will likely cause utilities to make
decisions regarding sizing utility construction projects that are not prudent

from an engineering standpoint. It is also my opinion that the rule
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| proposed by the FWA will encourage and enable utilities to make the

more appropriate decisions — and economically size their plant

construction.

DID YOU HAVE AN OPPORTUNITY TO REVIEW THE
RESULTS OF MS. SWAIN’S FINANCIAL MODELS?

Yes, I did. Althoughll expected to see a significant beneficial impact on
both the utilities’ customers and shareholders when plant was prudently
sized, I was, quite frénkly, surprised at how quickly the beneficial
economic impact could be seen. Ms. Swain’s model shows that the per . |
customer cost is lower when plants are sized economically. In the
wastewater model , the benefit is immediate, and in the water model, the |
cost is lower in larger sized plants after the third year the plant is in
service. These results demonstrate that incentive must be given to utilities
to economically size plant -- further supporting the FWA position, that a
five year margin reserve period is appropriate for treatment and disposal

plant.

Furthermore, the return on investment to utility shareholders should not be
reduced as a result of compliance with environmental regulation. No one
benefits from a reduction in earnings — this only serves as a disincentive to-
comply with environmental regulations. This disincentive will cause
utilities to delay necessary actions and make less beneficial construction
sizing decisions. And there is very little doubt that the impact will be

higher customer rates in the future as the utility struggles to ‘“catch up”.
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This is a difficult lesson learned by utilities throughout the state.

WHAT IS YOUR OPINION AS TO THE APPROPRIATE
TREATMENT OF REUSE FACILITIES?

I agree with the FWA, that there need not be a margin reserve applied to
reuse facilities because these facilities should be 100% used and useful. In
addition to the specific provisions of the Florida Statutes which indicate
that they should be fully recovered, DEP and the water management
districts have made it policy to encourage and in many cases require
wastewater reuse. In order to comply with this er-lvironmental policy,
utilities must develop reuse plans and construct facilities. To deny the
utilities an opportunity to earn on these facilities is contrary to the
implementation of this policy. The Commission has recognized this, and
in a Memorandum of Understanding between DEP and the Commission
executed in 1992, the Commission agreed to the following:

Review proposed rate structures for reuse projects for
private utilities within PSC jurisdiction. As noted in Section

403.064(6). F.S. and pursuant to Chapter 367, F.S., the

PSC shall all it hich impl I . |
faciliti

structures (emphasis added).

DOES THIS COMPLETE YOUR DIRECT TESTIMONY AT THIS
TIME?
Yes.

ine bl
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TESTIMONY OF DEBORAH D. SWAIN
BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
REGARDING THE RULES FOR MARGIN RESERVE AND
IMPUTATION OF CIAC ON MARGIN ‘RESERVE
ON BEHALF OF THE FLORIDA WATERWORKS ASSOCIATION
DOCKET NO. 960258-WS

PLEASE STATE YOUR NAME AND ADDRESS FOR THE
RECORD.

My name is Deborah Swain. My business address is 2025 S.W. 32nd
Avenue, Miami, Florida 33145.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY
ARE YOU SO EMPLOYED?

Since September 1989, I have been Vice President of Milian, Swain &
Associates, Inc., a firm providing utility rate, management, valuation and
engineering consulting services.

MS. SWAIN, COULD YOU PLEASE PROVIDE YOUR
EDUCATIONAL BACKGROUND AND YOUR EXPERIENCE IN

THE FIELD OF UTILITY RATE MAKING AND MANAGEMENT?

Yes, it is attached to this testimony as EXHIBIT DS-1.

Ms. Swain, have you ever presented expert testimony in utility rate
hearings?

Yes, I have presented expert testimony before the Florida Public Service
Commission (Commission) and before several County Commissions. I

have prepared applications for rate increases involving many individual

1
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water and wastewater systems, the vast majority of which were regulated

by the Commission.

IN WHAT CAPACITY HAVE YOU BEEN ACCEPTED AS AN

EXPERT BEFORE THE FPSC?

I have been accepted as an expert in regulatory accounting and in rate

regulation matters in general.

ON WHOSE BEHALF ARE YOU APPEARING IN THIS

PROCEEDING?

I am appearing on behalf of the Florida Water works Association (FWA).

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

As Mr. Milian indicated, the work to be performed for FWA includes

determining the impact of the Commission’s proposed rule on the cost of

providing utility service and the impact on customer rates and utility
earnings. The purpose of my testimony is to present the findings of our
study and recommend a course of action in this rulemaking proceeding.

COULD YOU PLEASE SUMMARIZE THE MAJOR FINDINGS OF

YOUR STUDY?

Based on the survey we conducted and the analysis we performed, we

found that:

o Under the Commission’s proposed rule for margin reserve and
imputation of CIAC, a utility can never hope to eamn its authorized
rate of return, even assuming no regulatory lag and full recovery of
all authorized operating revenues, CIAC and an allowance for
funds prudently invested (AFPI).

° Under the Commission’s proposed rule for margin reserve and

2
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imputation of CIAC, a utility can maximize its earnings only by
choosing the construction alternative that results in higher unit
costs and higher rates to the customer.

) A five year margin reserve policy, without imputed CIAC, will
encourage economies of scale, resulting in lower long term costs
and rates than the 18 month margin reserve period proposed by the

Commission.

WHAT DOES THE COMMISSION PROPOSED RULE PROVIDE

- REGARDING MARGIN RESERVE?

Proposed rulemaking issued by the Cofnmission 1n July 1996, would allow
18 months margin reserve for water source and treatment facilities and
wastewater treatment and effluent disposal facilities, and a 12 month
margin reserve for water transmission and distribution lines and
wastewater collection systems.

PLEASE EXPLAIN THE STUDY YOU PERFORMED.

As I describe, the FWA asked us to perform an analysis to identify and
quantify the long-term impacts of environmental regulation and the
Commission proposed rule related to the margin reserve. Margin reserve
is the investment in plant needed to meet the demands of potential
customers and the changing demands of existing customers within a
reasonable time. These reserve requirements are considered when
preparing planning and construction schedules and cash flow requirements
to finance this construction. Over the years, the Commission has
reviewed various construction and investment decisions resulting from

margin reserve policy. Testimony presented for consideration is usually in

3
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conjunction with a utility rate increase application for a particular investor
at a certain point in time. Our study attempts to provide an overall view of
the costs to customers for construction decisions resulting from
environmental and economic rulemaking. In order to gauge the impact of
environmental and economic regulation on utility decision making and the
resulting costs to customers across the industry, utilities of all sizes
throughout the State of Florida were polled. Numerical data and anecdotal
information provided by utilities, consulting engineers and regulatory
agencies have been tabulated and summarized. '!'hose who provided
information are acknowledged in my study.

Based on this information, financial models were developed to
demonstrate the overall return on investment resulting from various
alternative margin reserve policies.

WHAT IS THE IMPACT OF A LESS THAN 5 YEAR MARGIN
RESERVE?

The model demonstrates that even in an otherwise perfect world where all
other costs are fully recovered, a utility can never earn its authorized rate
of return with less than a five-year margin reserve.

HOW DOES ENVIRONMENTAL REGULATION AFFECT
PLANNING AND CONSTRUCTION SCHEDULES?

Environmental regulation has become more stringent in recent years. The
permitting process has become more complex and certain environmeﬁtal
regulators, such as the Florida Department of Environmental Protection
(DEP), even have schedules which diétate certain actions based. upon

reaching stated capacities of facilities. Greater demands on water and

4
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 wastewater utilities result in higher costs of providing service to

customers. This requires more time for planning and permitting, and it
requires that utilities give consideration to economic issues involving the
various alternatives they may face. Because of the time involved, many
utilities are in a constant state of planning, design, permitting and
construction.

HOW HAS THE COMMISSION SUPPORTED ENVIRONMENTAL
COMPLIANCE?

Although the Commission has supported utility compliance with
environmental regulations by allowing pass-throdgh rate adjustments for a
limited number of statutorily mandated expenses, Commission support, in
terms of adequate rate recovery, for construction of economically sized
water and wastewater treatment, distribution and disposal facilities has
been uncommon.

WHAT DO YOU MEAN BY “ECONOMICALLY SIZED"?

By that I mean sized to take advantage of the economies of scale. In the
long run it is better for both the utility investor and the utility customers to
incorporate the economy of scaling a plant by constructing a larger size
plant and providing for some reasonable amount of extra capacity. To
demonstrate this, we prepared financial models which compared two
alternative scenarios for construction of water and wastewater treatment
plant additions over a 30 year period. We used actual construction cost
data provided by FWA utility members. We also assumed that the utility
would fully recover all other costs, including AFPI. Under both model

scenarios, we found that the economically sized construction resulted in

5
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lower rates and service availability charges than the smaller sized plants --
in the short term and over the long-term. In addition, the net present value
of revenue requirements, including CIAC and AFPI, is lower when
economically sizing plant. This is fully documented in the Attachment to
my study, EXHIBIT DS-2.
IF IT IS MORE BENEFICIAL TO BOTH THE UTILITY
INVESTOR AND THE UTILITY CUSTOMER TO ADD PLANT
WITH RESERVE CAPACITY, WHY WOULD THE UTILITY
CHOOSE TO BUILD SMALLER, LESS OPTIMAL PLANT WITH
LESS RESERVE CAPACITY?
Under the Commission proposed rule, the benefits to the utility are
realized in the long term. However, in the short term, the utility will “lose
less moneyl] by building smaller less optimal plants. Unfortunately, this
will result in higher costs to the utility customer. If the utility expands
facilities in larger increments, at less frequent intervals, it is likely that the
plant will be deemed less than 100% used and useful by the regulatorin a
rate adjustment hearing. While the cost to customers may be lower, if the
utility cannot operate at a profit, other costs, such as higher financing
costs, may offset the savings to customers.
Using the calculations in my model, I have prepared two graphs to
demonstrate the impact of economies of scale on the customers. In
EXHIBIT DS-3 I have used a wastewater treatment plant example, while
EXHIBIT DS-4 uses a water treatment plant example. The wastewater
graph shows that the customers realize a lower cost immediately as a result

of economically sizing plant. In the case of the water example, the

6
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customers’ cost will be lower after the third year the plant is in service.
These findings are not merely theoretical. They result from our survey of
investor-owned utilities, indicating that investment recovery and the
timing of that recovery are given serious consideration when making
decision for plant expansion. Having been negatively impacted by used
and useful decisions in rate hearings, some utility managers are giving
greater weight to economic regulation than to economies of scale when
deciding the appropriate size for facility expansion. One utility éompany
responding to our survey directed its engineering consultants to design a
master plan calling for ten phases rather than thrée to four construction -
phases. Another utility reported that facility expansions for 2.25 MGD,
the ultimate facility demand, will be constructed in up to nine stages,
rather than the optimal four stages, to avoid unfavorablel non-used and
useful adjustments. Based upon our study, the impact of these decisions
will be higherhcustomer rates.

In addition to the economies of scale that could be realized from larger,
more optimal expansions, additional saving could be obtained from lower
engineering costs, permitting fees, and equipment mobilization.

WHAT CAN BE DONE TO PROMOTE A MORE PRUDENT
APPROACH TO PLANT EXPANSIONS ?

Several things can be done to help the utility achieve a fair return while
planning for lower long-term costs to customers. First, the margin reserve
period should be a minimum of 5 years instead of 18 months because, on
average, the utility is required to begin spending money by investing in

plans for expansion five years before the plant reaches full capacity. In
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* other words, utilities always require a five-year reserve period to comply

with environmental regulations. Secondly, CIAC should not be imputed
on margin reserve.

WHY IS IT INAPPROPRIATE TO IMPUTE CIAC ON MARGIN
RESERVE

The requirement to have excess capacity is ongoing and should not be
diminished through the imputation of CIAC. Margin reserve benefits
existing customers by ensuring that future customers will not overload
existing facilities and impact the quality and safety of service provided.
As customers connect to the system, the need for additional plant to serve
additional customers does not diminish. The imputation of CIAC removes
all or most of the benefit of margin reserve. Since the existing plant,
including margin reserve, requires actual capital expenditures on a current
basis, there will always be current costs for future growth. However,
contributions from future customers are not a current offset of these costs.
There is always a gap bétween the time existing plant must be available,
and paid for, and the time that future customers will provide contributions
to partially cover the cost of that plant.

Also, there is always the risk that the imputed ;:onuibuﬁons will
never materialize. The utility is required to have sufficient plant to serve
new customers and must invest capital for this reserve capacity.
Imputation of this speculative CIAC unfairly denies the utility recovery of
arequired cost of providing service.

Furthermore, the combination of margin reserve and imputation of CIAC

has the impact of completely removing that portion of plant from inclusion
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in any rate calculation. Because the plant, and related equivalent
residential connections (ERC’s) are allowed in used and useful through
margin reserve, they are not included in recovery through AFPI — which is
limited to nonused and useful plant. However, because CIAC is imputed,
the cost and ERC’s are also eliminated from current customer rates. That
investment made by the utility for customers connecting over the margin
reserve period required will never be recovered if CIAC is imputed.

IF THE UTILITY WERE GRANTED A FIVE YEAR MARGIN OF
RESERVE WITHOUT AN OFFSET FOR CIAC, WOULD THE
UTILITY EARN MORE THAN THE AUTHORIZED RATE OF
RETURN?

No, not at all. If the utility were granted a five yéar margin of reserve
with no offset for CIAC, the utility would only come closer to achieving
its authorized rate of return in both the long-term and short term as
indicated on my EXHIBIT DS-5. Again I have assumed in this calculation
that it is a perfect world: full recovery of operation and maintenance
expenses, predictable customer growth and optimal plant utilization, and
no regulatory lag.

IS YOUR PROPOSED MARGIN RESERVE POLICY
CONSISTENT WITH THE POLICIES OF OTHER REGULATED
INDUSTRIES?

Our request is more conservative than the policies granted to electric, gas
and telephone utilities regulated by this Commission, and public water and
wastewater utilities in the state of Florida. As an example, power utilities[]

investments in electric generating plants, with possible rare exceptions, are
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sized to handle considerable growth (margin reserve and CWIP) but yet no
used and useful adjustments are made, because the investments are
economically prudent.

IS THERE SIMILAR TREATMENT OF NONUSED AND USEFUL
PLANT MADE TO GOVERNMENT OWNED UTILITIES?

No. Since public water and wastewater utilities must have revenues
adequate to meet cash flow requirements, no adjustments are made for
non-used and useful, and therefore margin reserve is not specifically
addressed. Municipal and county-owned water and wastewater utilities
typically fund plant expansions with revenue bonds, CIAC, and directly
from monthly user fees. Revenues must be adequate to cover operating
and maintenance expenses, renewal and replacement funding, the full cost
of debt service including principal and interest, and bond coverage
requirements.

These utilities are required to review rates annually and make rate
adjustments, if necessary, to meet cash flow and debt coverage
requirements. The relevant comparison of public and investor-owned
water and wastewater utilities is that public utilities must recover the debt
costs associated with plant expansion, including reserve capacity, from
existing customers, whereas investor owned utility shareholders bear the
cost of reserve capacity. In other words, public utilities recover 100% of
the cost associated with current plant, even if sized for future customers,
and 100% of construction work in progreés. As a result, public utilities
give primary consideration to economies of scale and readiness to serve

when making decisions regarding plant expansions.

10



.©  WOULD YOU PLEASE SUMMARIZE YOUR TESTIMONY?

It is appropriate to allow a margin reserve of 5 years for rate making
purposes to encourage prudently sized plant additions and encourage
 compliance with DEP planning schedules. Itis inappropﬁate to offset
margin reserve by the imputation of CIAC because this practice

discourages long-term planning for growth.
DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.
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EXHIBIT DS-1

DEBORAH D. SWAIN
VICE PRESIDENT
PROFESSIONAL SPECIALIZATION

Management, accounting, systems development, financial planning and modeling. Utility rate
regulation, including rate design, revenue deficiency studies, and cost of service studies.

RELEVANT EXPERIENCE

Utility Economic Regulation

Perform and supervise cost of service studies for over 200 individual private and public
utility systems, calculate revenue deficiencies and revenue requirements, design rates,
including determination and implementation of conservation water rates. Calculate and
implement service availability fees (impact or connection fees), allowance for funds
prudently invested (AFPI) and ancillary charges (miscellaneous service charges).

Prepare and present expert testimony in the area of regulatory accounting, rate regulation, and
utilities in general before federal, county and state courts and regulatory agencies.

Utility System Valuation

Analyze financial and operational data for utility system acquisition program. Present expert
testimony using a variety of financial models.

System Development

Supervise the development of numerous computer systems, including accounting and
financial systems, utility billing, scheduling, and databases. Acted as project manager on a
$1.4 million utility billing implementation project. Responsibilities included selection of
consultants, assignment of project team, supervision of implementation team and training
team. Directly involved in identifying system modifications, system testing, procedures
development, and controls development.

Utility Alternative Revenue Sources

Developed other revenue sources for water and wastewater utilities, in particular wastewater
disposal products, including effluent and sludge, and performed rate studies to support sales
fees. Provided expert testimony in public hearings when required. Participated in
negotiations with end users on a pertinent issues including shared benefits, required
utilization, and liability.

Utility Management

Provide management consulting services to private and public utility companies. Directly
supervised entire accounting, rate regulation, budgeting, cash management, and management
information systems for water, wastewater, and LP gas utilities throughout the state of
Florida.
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Stormwater Utility Systems

Performed analysis of costs for recovery through user fees for several large systems,
including Metropolitan Dade County, City of Coral Gables, and the City of Miami Beach.
Developed a preliminary needs analysis for several municipalities in Metropolitan Dade
County by analyzing available information, including the Cities of Hialeah, North Miami,
Sweetwater, and South Miami, and Medley.

Evaluated alternative billing mechanisms, including utility user fees and special assessments,
recommend appropriate mechanism. ’

Assisted in establishment of billing, administrative, and customer service department for new
stormwater management system in Metropolitan Dade County.

Economic Analyses

Established telecommunication permit fee to charge to private telecommunication companies
and toll providers for the use of City of Miami easements, in compliance with Florida
Statutes.

GENERAL EXPERIENCE

Vice President, Milian, Swain & Associates, Inc., 1989 - present.

Vice President, Deltona Utility Consultants, Inc., United Florida Utilities Corporation, and
Deltona Utilities, Inc., 1988 - 1989.

Controller, Deltona Utility Consultants, Inc., 1984 - 1988.

Rate Analyst, Deltona Utility Consultants, Inc., 1982 - 1984.

Controller, Southern States Utilities, Inc., 1977 - 1982.

EDUCATION

B.S. Accounting Florida State University 1976

MEMBERSHIPS (past and present)

American Waterworks Association

Citizens for a Better South Florida - Board of Directors, Treasurer, Executive Committee
Florida Waterworks Association - Board of Directors, Treasurer, Secretary,

National Association of Water Companies

Milian, Swain & Associates, Inc.
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Effects of Economies of Scale on Customer Rates
Comparison - Incremental Expansion of Wastewater Treatment Plant
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Effects of Economies of Scale on Customer Rates
Comparison - Incremental Expansion of Water Treatment Plant
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l. Summary

Introduction
Investor-owned water and wastewater utilities in Florida have found themselves

financially squeezed by conflicting policies of state and local environmental and
economic regulators. They are required by environmental regulators, in particular the
Department of Environmental Protection (DEP), to invest in plant expansion to protect
the level of service provided to current customers while providing for future growth. At
the same time they are denied the ability to receive a return on the required investment
by the Florida Public Service Commission’s (PSC) policies of limiting margin reserve to
18 months and imputing contributions-in-aid-of-construction (CIAC) on margin reserve
plant.

Commissioner Kiesling has noted that Florida has the greatest number of water and
wastewater utility abandonments in the country. The decision is made all too often that
the cost of running a water and wastewater utility in Florida, and the associated risks,
outweigh the return on investment that is allowed. When a utility is abandoned, the
customers suffer because they receive an inferior level of service and often end up
paying higher rates so that problems can be remedied after the fact on an emergency
basis. While abandonment represents the extreme case and historically has occurred
only with smaller utilities, it is an indicator of the severity of the problems facing the

industry.

Utilities have repeatedly presented testimony to the PSC as to the inadequacy of the
margin reserve generally allowed to provide the financial stability needed to comply with
requirements imposed by environmental regulators, the fact that imputing CIAC against
margin reserve defeats the purpose of margin reserve and is inappropriate, and the
detrimental effects of the Commission’s policies on the long term cost of providing
service. Even so, the PSC has only occasionally deviated from its long standing
policies. :

In March 1996, the Florida Waterworks Association (FWA) filed a petition for rulemaking

on margin reserve and imputation of CIAC on the margin reserve calculation. The

Association’s proposed ruie would:

. allow a margin reserve period of five years for water source and treatment
facilities and wastewater treatment and effluent disposal facilities, unless

otherwise justified, and
. not impute CIAC against the allowance for margin reserve.

The PSC denied FWA's proposal and, instead, in July 1996 proposed a rule that would:

1
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. ~ allow 18 months margin reserve for water source and treatment facilities and
wastewater treatment and effluent disposal facilities and 12 months margin
reserve for water transmission and distribution lines and the wastewater
collection system, unless otherwise justified, and

«  impute CIAC when margin reserve is authorized.

It is the Association’s hope that, through rulemaking, outside the context of any
particular rate hearing, the long-term impacts of these alternative margin reserve
policies can be evaluated and duly considered and a policy can be codified that is fair to
the utilities’ existing and future customers as well as shareholders. Then in future rate
hearings, evidence before the Commission may be limited to those cases which are
exceptions to the rule.

Description of Study _
Milian, Swain & Associates, Inc. (MSA) has undertaken a study for the FWA to identify

and quantify the long-term impacts of environmental regulation and PSC policy related
to margin reserve on planning and construction schedules and the resulting costs to
utilities and their customers of the incremental construction decisions resulting from
such policies. Over the years these issues have been reviewed by the Commission
repeatedly. Testimony presented in water and wastewater rate cases has generally
related to the specifics of one investor-owned utility at a given point in time.

In order to gauge the impact of environmental and economic regulation on utility
decision making and the resulting costs to customers across the industry, utilities of all
sizes throughout the State of Florida were poiled. Data was gathered from investor-
owned, PSC-regulated utilities as well as municipal and county utilities. Numerical
data and anecdotal information provided by utilities was tabulated and summarized .
-Financial models were developed to demonstrate the impacts of alternative policies on
rates over the long-term. The study is limited to the issues related to margin reserve
and the imputation of CIAC. We have attempted to isclate these issues from others
related to used and useful adjustments and economic regulation. This report
summarizes our findings.

Section |l presents a brief summary of environmental regulation which has a bearing on
planning and construction schedules of water and wastewater utilities in Florida. This is
not intended to be a comprehensive discussion of all environmental regulation affecting
utilites. Certain timetables must be adhered to in planning and constructing expansion
of water source and treatment and wastewater treatment and effluent disposal facilities.
These timetables are presented along with actual experiences to demonstrate what

2
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utilities are facing.

Section Il presents a model of utility cost recovery which shows that, with the PSC's
proposed rule on margin reserve and imputation of CIAC, it will be impossible for
utilities to earn a fair rate of return on investment.

Section [V presents information obtained as to economies of scale of constructing
different increments of plant. This information was distilled from engineering estimates,
reports provided by water and wastewater utilities and their consulting engineers and
PSC orders. Calculations are also presented to demonstrate the impacts of utilities’
decisions on customer rates over the long-term.

Section V discusses imputation of CIAC. In most cases, CIAC imputation has the effect
of removing the benefits of margin reserve. The obligation to meet the demands of
existing customers while plant expansions are made to accommodate growth is on-

going.

Section VI discusses Allowance for Funds Prudently Invested (AFPI) and how AFP!l is
no substitute for inadequate margin reserve and imputation of CIAC.

Section VIl presents a comparison of rate recovery methods between municipal and
investor-owned utilities.

The conclusions drawn as a result of the study are summarized below.
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Conclusions

A.

Environmental regulations have an impact on planning and construction
schedules of utilities. Particularly in recent years such regulation has
substantially extended the time it takes to obtain permits and has increased the
associated costs. As shown in the following tabile, it typically requires 3 ¥2to 5
years to plan, design, permit, construct, test and certify water and wastewater
facility expansions.

Timetables for Water & Wastewater Facility Expansion

. Water Wastewater
Planning 3-6 months 3-18 months
Design 3-6 months 6-24 months
Permitting 3-6 months 6-36 months
Construction 18-36 months 12-36 months
Testing & Certification 6 months 6 months

18 month margin reserve does not allow utilities to recover costs associated with
investment required by environmental regulators. Imputation of CIAC further
reduces cost recovery on prudent, mandated investment.

Our model of utility cost recovery - a “best case” scenario assuming no
regulatory lag, full recovery of operation and maintenance expenses and
predictable customer growth and plant utilization - shows that if only 18 month
margin reserve is allowed and CIAC is imputed, a utility will never be able to eam
its authorized rate of return. In the example presented, actual return on
investment, including monthly rates and AFPI, never exceeds 70% of the
authorized weighted cost of capital.

The PSC'’s policies have had an impact on utilities’ decisions relating to
incremental plant expansion. In many cases utilities have chosen to expand in
smaller increments in order to achieve a higher level of cost recovery, rather than
in larger increments which would provide economies of scale, but on which cost
recovery is unlikely. Additional costs which are incurred and passed along to
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customers as a result of these decisions include:

. higher construction costs associated with smaller incremental
expansions

. duplicative engineering, permitting and contractor mobilization
costs

. higher rate case expense from more frequent rate hearings

The PSC'’s proposed rule will result in higher costs to customers in both the long
and short-term. Yet the PSC'’s proposed rule provides disincentives for utilities
to expand in larger increments.

When utilities make smaller incremental expansions, customer rates are higher
in the short-term as well as in the long-term under the PSC's proposed rule. Our
comparison of two alternative programs for incremental expansion of wastewater
treatment facilities shows that the net present value of revenue requirements
over 25 years is 16% higher if plant is expanded in smaller increments. Service
availability charges and AFP! are also higher. Rates are higher from the first
year.

A similar comparison for water treatment facilities shows even more dramatic
results: the net present value of revenue requirements over 25 years is 41%
higher if plant is expanded in smaller increments. Rates are initially lower, but
become higher by the fourth year.

Allowance of AFP| does not adequately compensate utilities for disallowance of
full margin reserve.

The results of the utility cost recovery model show that utilities are not made
whole by AFPI, even when growth occurs as projected. Revenues from rates
plus AFPI never provides more than 70% of the authorized rate of return. Even
though the Commission recognizes that investment is prudent, the utility bears
the entire risk for growth occuring as projected.

In addition, when CIAC has been imputed, the number of future customers
subject to AFP! has not been increased. Using the utility cost recovery model we
determined that over the 25 year pericd $3.4 million in AFP! collections was lost
due to this flaw in the calculation.
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Govermment-owned utilities must routinely include the full cost of investment in
plant as well as construction work in progress in rates, without making
adjustments for used-and-useful or margin reserve, in order to adequately
compensate for the associated debt. They are under the same pressures as
investor-owned utilities to keep rates low and stable, to comply with
environmental regulation and to protect the health and safety of their customers.
Yet they are required to recover these costs in order to meet bond covenants
and maintain their credit ratings. Investor -owned utilities are being prevented
from doing so under the PSC’s proposed rules.
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Il Impact of environmental regulation on planning and construction
schedules

As detailed below, environmental regulation has become more stringent in recent years.
The greater demands on water and wastewater utilities result in higher costs of
providing service to customers. The Commission has supported compliance with
environmental regulation over the years in a number of ways. One example is the
provision allowing utilities to recover required increased testing costs via the pass-
through rate adjustment - which allows pass through of a mandated expense without a
full rate case.

The Association’s position is that where capital investment is mandated by
environmental regulators, allowing full recovery in the form of current return on that
investment is appropriate and in the best interest of utility customers as well as
investors. Some counties which regulate investor-owned utilites have allowed pass- -
through of capital costs when those costs were mandated (eg: In 1994, Hillsborough
County required demolition and restoration of Southern States Utilities’ Seaboard
Wastewater Treatment plant and then allowed pass-through of the associated costs).

Testimony has been presented to the Commission that, to the extent that used and
useful allowances do not parallel design and regulatory requirements, used and useful
is a direct financial disincentive for regulatory compliance and environmental protection
which promotes resource endangerment [Rebuttal Testimony of Richard M. Harvey,
P.E. on behalf of Southern States Ultilities, Inc., Docket No. 950495-WS]. In this section
we discuss the impact of environmental regulation on water and wastewater utilities in

Florida.

- Wastewater Treatment and Disposal Facilities
The Florida Department of Environmental Protection is charged with enforcing Section

62-600 F.A.C., which requires long range planning of wastewater treatment facilities.
Section 62-600.100 (2) F.A.C. states: “It is the policy of the Department to encourage
an applicant, before submittal of a permit application, to study and evaluate alternative
wastewater treatment techniques and to discuss aiternatives with the Department.”

Section 62-600.405 F.A.C. establishes timetables by which particular action must be
taken to expand plant. When plant flows reach 50% of permitted capacity, a capacity
analysis report must be prepared and submitted. A preliminary design must be initiated
five years in advance of the time permitted capacity will be equaled or exceeded .
Detailed pians and specification preparation must be underway four years in advance of
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the time permitted capacity will be equaled or exceeded. A construction permit
application must be filed with DEP for expansion of the facility three years in advance of
the time permitted capacity will be equaled or exceeded. An operating permit
application for the expanded facility must be filed six months prior to the time perm|tted
capacity will be equaled or exceeded.

As one utility manager stated, “Under the current DEP rule for wastewater capacity,
planning & design of expansions is virtually continuous.” [Palm Coast]

Florida Cities’ Golden Gate Wastewater Treatment Plant provides a good example of

how the involvement of a number of different environmental regulators and changing

requirements can affect a single plant expansion. The plant is currently under contract

to be expanded from 0.75 MGD to 0.95 MGD, at a cost of $1.4 million. Regulatory

considerations increased the scope and timing of the expansions as follows:

. The expansion is required pursuant to DEP rules and a study required by PSC
Order No. PSC-82-0811-FOF-WS. ’

. DEP has indicated that Rule 62-600.400(1)(b) applies, requiring an additional
clarifier and chlorine contact chamber as part of the expansion. This rule applies
to new facilities and modifications of facilities for which a completed construction
permit application is received by DEP after July 1,1991.

. An anerobic digester, also inciuded in the project, is required to meet EPA
standards for sewage sludge promulgated by February 19, 1993. DEP is
currently revising 62-640, F.A.C. to concur with EPA requirements.

. Collier County Resolution No. 94-533 requires that site improvements be
included in the project to improve odor control, landscaping, sidewalks and noise
abatement. Zoning approval could not be obtained from the County without
these improvements.

Reuse Facilities

Reuse feasibility studies are required by Rule 62.401(5) F.A.C. and Section 403.064 of
the Florida Statutes. Rule 62-40.401(5), F.A.C. requires a reasonable amount of reuse
of reclaimed water from domestic wastewater treatment facilities within designated
critical water supply areas uniess reuse is not economicaily, environmentally or
technically feasible. Section 403.064 FS requires the evaluation of the costs and
benefits of reclaimed water reuse as part of permit applications to construct or operate
domestic wastewater treatment facilities submitted after January 1, 1992.
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Rule 62-600.700 requires a preliminary design report as a basis for issuance of a
construction permit for wastewater facilities. In addition, the applicant must have
applied for a reuse of disposal system construction permit from DEP for a portion of the
permitted capacity or must demonstrate that sufficient disposal and reuse capacity is
available.

In many cases, counties, cities and unrelated development companies have become
involved in utilities’ plans to expand wastewater treatment plants because of reuse
issues. Palm Coast is involved in regional planning for reuse of effluent disposal,
together with Flagler County, the St. John's Water Management District and other local
utilities and developers in the area. Obtaining concensus from all interested parties
extends the time required for planning, design, permitting and construction of facilities.

Utilities expect to face compliance with new or changed environmental reguiation as
they prepare to construct new facilities or expand existing facilities. However, in order.
to coordinate reuse issues with their neighbors, utilities may be forced to incur costs for
planning and design outside of their own normal facility planning periods. For example,
Utilities, Inc./Alafaya Utilities found itself in the position of having to complete a reuse
feasibility study well in advance of its next planned wastewater plant expansion when
its neighbor, the City of Oviedo, announced plans to use Alafaya’s service area for
disposal of the City's effluent. Alafaya has had to expend funds to prove that it will
need this area for disposal of its own effluent, far in advance of any potential
construction.

Discharge to surface waters
In recent years there have been dramatic changes in federal, state and local regulation

related to discharge to surface waters. Examples of specific regulatory requirements
cited by utilities as those causing additional cost and time in planning, design,
permitting and construction of wastewater treatment and disposal facilities are:

. The Environmental Protection Agency’s (EPA) National Pollutant Discharge
Elimination System (NPDES) regulations.

. The Indian River Lagoon System Wastewater Act, which stipulates the
elimination of all surface water discharges within the system by July 1, 1995

. The Grizzle-Figg Act of 1987, which required all point discharges to portions of
Tampa Bay either to cease or to upgrade the wastewater treatment facnlltles to
advanced wastewater treatment.



STUDY FOR FLORIDA WATERWORKS ASSOCIATION
- MARGIN RESERVE AND IMPUTATION OF CIAC

. Sarasota County Ordinance No. 82-80, which requires effluent discharges to off-
site surface waters to meet advanced wastewater treatement criteria.

. DEP permit requirements, which in some cases have included provisions
prohibiting discharge into off-site surface waters even in where effluent is treated
to advanced waste treatement criteria.

if discharge to surface waters is not specifically prohibited by federal, state or local
regulations, Rule 62.620, F.A.C. requires utilities to obtain permits from DEP (which
enforces NPDES regulations in Florida). Consulting engineers estimate that obtaining
the required permit takes at least six months and has taken as long as two years.
Permits must be renewed every five years. The criteria for discharge to surface waters
is very stringent; requiring advanced treatment of wastewater so that discharge
contains significantly lower levels of total suspended solids than both the receiving body
of water and runoff from farmland and roadways. )

Water Treatment Facilities

DEP staff indicates that utilities are encouraged to conduct capacity analyses for water
treatment facilities (similar to that required for wastewater treatment facilities), but the
rules have not yet been changed to require it. The current ruies call for action at certain
times based upon utilization of the plant. County Public Health Units of the Florida
Department of Health and Rehabilitative Services (HRS) are responsible for
enforcement of this rule.

Water utilities must obtain consumptive use permits through the Water Management
Districts. According to one consulting engineer who works for both private and public
water and wastewater utilities around the state, obtaining a consumptive use permit
takes a minimum of six months, but it is not unusual for the process to take one to two
years. The most contentious issues are usually the population projections and flow
rates. Private utility generally have a more difficuit time supporting their population
projections. The Districts have been encouraging reuse, but have not had the means to
enforce reuse on customers. More recently they have been offering the incentive of a
20 year permit (rather than the usual 5 year permit) where utilities will commit to 100%
reuse. [Kirk Martin of Missimer International, Inc.]

Obtaining permits for construction or expansion of reverse osmosis or membrane
softening water treatment plants has become particularly difficult in recent years due to
increased regulation regarding disposal of concentrate (also referred to as brine or by-
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surface water. Concentrate is now classified as industrial waste by the EPA. In the mid-
1980's DEP issued new rules requiring toxicity tests and making it virtually impossibie to
obtain a permit for discharge to saline surface water. Construction of very expensive
injection wells is required. [Jeff Hart of Montgomery Watson]

Changes in environmental regulation has been particuiarly difficult for those utilities
constructing plant in small increments in order to limit non-used and useful plant.

These utilities have master plans, outlining the phasing of the various facilities over
many years as growth occurs. When permits are sought for expansion of existing
facilities, the new facilities must be designed to comply with new or changed
environmental regulations. In addition, regulators usually require that existing facilities
be brought into compliance with new or changed regulations. If the regulations have
changed since the master plan was prepared, additional time and cost must be incurred
to redesign the facilities. Obviously, the more often plant is expanded the more time
and expense is incurred for compliance.

Time required for planning, desian, permitting and construction of facilities
Data provided by utilities and their consuiting engineers shows that under normal

circumstances it takes from 3 to 5 ¥z years to complete a water or wastewater facility
expansion:

TABLE 2.1
Timetables for Water & Wastewater Facility Expansion

Water Wastewater
Planning . 3-6 months 3-18 months
" Design 3-6 months 6-24 months
Permitting 3-6 months 6-36 months
Construction 18-36 months 12-36 months

Testing & Certification 6 months 6 months
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Where more than one environmental regulator is involved, the time it takes to obtain
permits is often prolonged, as described in the following situations.

In 1990 Palm Coast began the study and the permitting process for a surface water
discharge or a limited wet weather discharge to Graham Swamp. In 1993 after
submitting all necessary permit application and supporting documents, including several
Graham Swamp baseline monitoring reports, Paim Coast had to withdraw this permit
application primarily due to strong objections from the Flagler County government.

In the early 1980's Atlantic Utilities of Sarasota planned construction of an advanced
wastewater treatment plant to comply with a Sarasota County ordinance, with effluent
disposal to offsite surface water. DEP issued a permit for construction of the treatment
facility in March 1984. In August 1984, DEP notified Atlantic Utilities that it was
prohibited from discharging into offsite surface waters. Atlantic proceeded with plans
for a deep injection well. Permits were required from DEP, the Sarasota County Health
Department and the County Utilities Department. Due to changes in regulation along
the way, the facilities were not completed until 1989, six years after the original DEP
permit was obtained.

It took Florida Cities approximately fifteen years to achieve compliance with regulatory
requirements associated with the surface water discharge at Barefoot Bay. The
Barefoot Bay advanced wastewater treatment plant upgrade was designed to eliminate
a full time surface water discharge. The project invoived consent order negotiations
with DEP. An original consent order was negotiated with DEP, but further negotiations
were required when the St. Johns River Water Management would not issue a permit to
construct an injection well. The consent order was amended and DEP issued a permit
to construct a restricted access slow rate land application site. Adjacent property
owners intervened, and an administrative hearing was held. The permit was upheid,

_ but the intervenors appealed. DEP directed Florida Cities to investigate other options
for effluent disposal, a course which led to amendment of the consent order for
irrigation on land with public access and discharge to surface water during periods of
wet weather. Florida Cities began the planning process for the injection well in 1981;
testing and certification of the advanced wastewater treatment plant upgrade was finally
completed in 1996.

General Development Utilities applied for a permit for limited wet weather discharge to
surface waters for its Julington Creek Division in the early 1980's. Dye studies and
modeling of the St. Johns River were required by DEP. Consulting engineers
developed the model and ran a number of iterations based on review by both the
Jacksonville and Tallahassee offices of DEP. In addition, the company was required to
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apply to EPA for a NPDES permit. The permitting process alone took 1 Y2 to 2 years
and cost the company approximately $300,000.

Southern States Utilities commenced its Burnt Store Water Supply and Reverse
Osmosis plant expansion in 1989. Subsequent to issuance of the last disposal permit
for brine, DEP changed its classification of brine to hazardous waste. Therefore,
SSU’s permit application was denied and SSU was order to cease discharge of brine to
the Charlotte Harbour. The brine disposal issue had to be resolved before construction
of the reverse osmosis expansion could begin. Several alternatives were presented to
DEP, and all were rejected except the most costly alternative, to build a deep injection
well. DEP agreed to allow SSU to replace the existing reverse osmosis facilities and
continue discharge to Charlotte Harbour while the deep injection well was under
construction. The first skid of reverse osmosis units was replaced and on-line in mid-
1995, over five years after the plant expansion commenced. The deep injection well
was completed by the end of 1995. ’

Mandated costs
It is the Association’s position that mandated costs should be fully recoverabie in

current rates. In 1992 DEP and the PSC entered into a memorandum of understanding
(MOU), which formally establishes the policies and procedures to be followed by the
two agencies to promote and encourage water conservation and reuse, and safe and
efficient water supply and wastewater management services. The PSC agreed to
adopt and implement policies and procedures necessary to administer its duties under
the MOU, including:

. review proposed rate structures for private utilities within its jurisdiction

. in light of DEP rules, evaluate capacity constraints imposed by statute and rules
on private utilities within its jurisdiction, by its application of the used and useful
concept and, if justified, asses the possible need for statutory rule revisions

. allow utilities which implement reuse projects to recover full cost of such facilities
through their rate structures.

This MOU gave utilities reason to hope that the Commission would begin to allow full
recovery of mandated costs by (1) deeming reuse facilities 100% used and useful, (2)
allowing a margin reserve reflective of DEP’s requirements for investment in plant
expansion and (3) discontinuing imputation of CIAC, which effectively removes the
benefit of margin reserve allowed in rate base. Unfortunately, this has not proved to be
the case. The Commission has not allowed full recovery of mandated costs in recent
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decisions, nor does the PSC'’s proposed rule on margin reserve and imputation of CIAC
provide for full recovery.

For example Southern States Utilities has entered into several consent agreements with
DEP that have required capital improvements. Yet the costs of those improvements
have not been fully allowed in subsequent rate cases due to used and useful
adjustments. In the company’s recent rate case, capital projects with “Regulatory
Mandate” made up approximately 37% of the total $98 million spent from 1992 to 1996.
The PSC affirmed those classifications, yet still subjected some of the reguiatory
mandated investment to used and useful adjustments, thus denying the company a full
return on them.

‘Pay now or pay later”
If utilities are not allowed to earn a fair return on investment and maintain financial

stability, it is likely they will be seeking ways to cut costs and defer improvements to
their systems. This could result in higher rates to current and future customers and
could also pose risks to health and safety. The cost of improving systems and bringing
them into compliance with environmental regulation is usually greater than the cost of
maintaining compliance. Associated rate increases would be more drastic.

Dade County provides a classic example of the maxim “pay now or pay later,” which
applies here. For years Miami-Dade Water and Sewer Authority kept rates low by
deferring expenditures needed to comply with environmental regulation. In recent
years, federal regulators have stepped in to force compliance. Significant investment
has been required over a short period of time to remedy the probilems. Rates are now
skyrocketing for all customers - those who benefitted from the low rates in prior years
as well as new customers on the system.
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. Model of utility cost recovery

The PSC authorizes investor-owned water and wastewater utilities in Florida to recover
costs through a combination of:

o rates,

. miscellaneous service charges,

. Service Availability Charges, and

. Allowance for Funds Prudently Invested (AFPI).

In order to illustrate the financial impacts on utilities of the proposed rule on margin
reserve and imputation of CIAC, a model of utility investment, allowed return and
resulting return on equity to the utility is discussed in this section. Detailed calculations
and schedules are presented in Appendix A. This model is a “best case” scenario in
that it assumes no regulatory lag, full recovery of operation and maintenance expenses
and predictable customer growth and plant utilization. Even under these ideal,
unrealistic assumptions, under the PSC’s recommended rule, the utility never achieves
the allowed rate of return over a 25 year period. In the example presented, actual
return on net investment, including monthly rates and AFPI, never exceeds 70% of the
authorized weighted average cost of capital. In other words, in the best possible case,
a utility can never hope to eam its authorized rate of return.

Through a combination of non-used and useful adjustments to rate base, allowance of
only 18 months margin reserve in rate base and imputation of CIAC on margin reserve,

utilities are denied a fair return, even when they are well managed and operating in
compliance with environmental regulation. .

Chart 3.1 shows a comparison of the actual return on investment (net income divided
by net investment) to the authorized rate of return (weighted average cost of capital).

An explanation of the model follows.
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CHART 3.1

Model Wastewater Utility
Actual Return on Investment vs. Allowed Weighted Average Cost of Capital
Plant Constructed in 30 Month Increments
Staff Recommendation: 18 Months Margin Reserve and Imputed CIAC
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MODEL WASTEWATER UTILITY
DESCRIPTION & ASSUMPTIONS

T he purpose of this model is to presentthe financial impacts of proposed rules related to
margin reserve and imputation of CIAC on investor-owned utilities in Florida.

Financial impacts are presented over a 30 year projection period, including an injtial 5 year
construction period.

Rate revenue for return on investment be gins in the 6th year - the firstyear after plantis placed
in service

An assumption is made thatrate revenues provide 100% reimbursementof operation and
maintenance expenses and rate case expense.

Plantadditions are made in 2.5 year increments. Permitting, design and construction takes 5
years. Plantadditions are placed in service six months before demand would otherwise exceed

capacity, in accordance with DEP regulations. )

Customer growth is even and predictable.

AFPI is calculated as of the beginning of the year the plantis placed in service.
AFPI charge compounds for 2.5 years and re-starts when new plant comes on-line.

Capital structure includes only long-term debtand equity.

Capital Structure

Cost Weighted
Initial Ratio Rate Cost

Long TermDebt $19,500,000 60.0% 10.00% 6.00%
ShortTermDebt 0.0% 9.00% 0.00%
Customer Deposits 0.0% 6.00% 0.00%
DeferredITCs 0.0% 10.00% 0.00%
Deferred Income T axes 0.0% 0.00% 0.00%
Common Equity 13,000,000 40.0% 11.88% 4.75% |

T otal Capital $32,500,000 100.00% 10.75%,
AFUDC Rate 1075%
Inflation on the costof plantconstruction is 3.0%
Size of each incrementof plant 2.500 MGD
Costper MG of plant capacity $3.90 MG of capacity
Consumption 275 gpd ERC
New ERC's per Year 3,636
Margin Reserve allowed 18 months
CIAC Imputed? Yes
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MODEL WASTEWATER UTILITY
Key Results
Scenario: WWTP - 30 month increments / 18 month MR / CIAC Imputed
Average Costper ERC /year: Service
Rates Availabilty
Five years $1%4 $185
Tenyears 183 92
Fifteen years 186 62
Twenty years 193 46
Twenty-five years 202 37

Total cost per ERC over twenty-five years

NetPresent Value of Revenue Requirement
Rates
CIAC
AFPI
Total

Net Present Value of Return to the Utility
Rates
AFPI
Total

Average Rate of Return on Investrent Earned

MaximmRate of Return on Investrent Earned

&5 9l

$5,962

$28,138,655

- 17,285,480
788,292

$46,212,428

$6,708,917

788,292

$7,497,209
5.30%

7.46%
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IV. Economies of Scale

The Commission has officially recognized that economies of scale provide benefits to
utility customers. Proposed rule 25-30.432(3) states, “Utilities are encouraged to
undertake planning that recognizes conservation, environmental protection, economies
of scale and which is economically beneficial to its customers over the long term.”

Despite widespread recognition of the benefits of economies of scale to utility
customers, the PSC proposed rule in this Docket would allow only 18 months margin
reserve in rate base and impute CIAC on margin reserve serve, thereby providing
disincentives to utilities to size plants any larger than what would be considered 100%
used and useful.

Cost recovery vs. economies of scale in decision making
In making decisions on plant expansion, utility managers are forced to choose between

two unattractive alternatives:

(1)  Expand facilities in smaller, more frequent increments in order to ensure as full a
return on investment as possible for their investors. The result will usually be
higher costs to customers in the long term; or '

(2) Expand facilities in larger increments at less frequent intervals realizing that the
plant will be deemed less than 100% used and useful by the PSC in the next rate
case. The long-term cost to customers would be lower given larger, less
frequent expansions, but investors could not expect to receive a full return on
their investment.

Given these alternatives, the utility manager is forced to choose between the best
alternative for the customers (existing and future customers) and the best altemative for
the investors. The recommended rule virtually preciudes finding a single alternative
that is beneficial to both parties.

This is not merely a theoretical discussion. We found that managers of investor-owned
utilities give serious consideration to economic regulation when making plant expansion
decisions. Having been “burmned” by used and useful decisions in rate cases in the
past, some utilities piace the consequences of traditional economic regulation above
economies of scale when deciding on the appropriate size for water and wastewater
facility expansions.

Gulf Utility Company has suffered financial loss due to the PSC'’s used-and-useful
policies. As a result, plant expansions are always designed with used-and-useful
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considerations in mind. The utility is continuously involved in constructing the next plant
expansion. The company directed its engineering consultants to master plan the Three
Oaks Wastewater Treatment and Disposal System expansion with emphasis on
incremental phasing, respecting the PSC policy. The design calls for ten phases
providing total treatment capacity of 6.0 MGD. Jim Elliott of Source, Inc., the consulting
engineer for this project, stated that, from an engineering standpoint, a prudent plan for
this project would be to provide three to four construction phases such that economy of
scale could be realized. In addition to savings due to the lower cost per gallon of larger
plant expansions, savings could have been realized in lower engineering and permitting
fees and the avoided costs due to mobilization and re-mobilization. Elliott estimates
engineering fees for each phase are $100,000, permitting fees approximately $5,000
and the cost of contractors’ mobilization or re-mobilization is 20 to 25% of the total
construction cost.

Similarly, Southern States Utilities has been expanding its Bumnt Store Reverse
Osmosis Water Treatment Plant in phases of approximately .25 MGD each. The
ultimate demand is expected to be 2.25 MGD. Preliminary planning for Phase Four
began in July 1996, four months before construction of Phase Three was scheduled for
completion. Elliot, the consulting engineer for this project as well, states that, here
again, from an engineering standpoint a prudent plan would be to provide three to four
construction phases such that economy of scale could be realized.

Florida Cities Water Company states that economic regulation is the primary
consideration in its plant expansion decisions. Since its Fiesta Key rate case in 1988,
Florida Cities has chosen to make smaller plant expansions on which full recovery can
be achieved rather than larger expansions.on which only partial recovery is expected.

.Cost comparison - wastewater treatment facilities
To illustrate the effect of alternative decisions on customer rates and returmn on

investment over the long-term, various plant expansion scenarios were evaluated using
the model described in Section lil.

The first comparison uses cost data from Order No. PSC-93-1288-FOF-SU. In the
1980's Florida Cities had constructed a 2.5 MGD advanced wastewater treatment plant
Florida Cities in its South Fort Myers Division in Lee County. The utility constructed
components of the plant so that it could easily be expanded to 5.0 MGD, but activated
only the 2.5 MGD train. The cost of constructing a 2.5 MGD plant would have been
$9.7 million or approximately $3.90/1000 gallons. The cost of constructing a 5.0 MGD
plant would have been $14.3 million, or approximately $2.86/1000 gallons. We have
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used these cost figures and the following assumptions:

WWTP A construction of facilities in five year increments. Each increment
has capacity of 5.0 million gallons per day

WWTP B construction of facilities in two and a half year increments. Each
increment has capacity of 2.5 million gallons per day.

Planning, design, permitting and construction takes five years for each increment.
Facilities are placed in service six months prior to the time demand would otherwise
exceed capacity (as required by DEP rules). Customer growth occurs evenly overa §
year period beginning in Year 6.

Major assumptions are the same as those presented in Section lll. The model presents
a “best case” scenario in that it assumes no regulatory lag, full recovery of operation
and maintenance expenses and even and predictable customer growth and plant ’
utilization.

A comparison between the two alternatives is presented in the following table:

TABLE 4.1
Comparison of Alternatives for Wastewater Treatment Plant Expansion
WWTP A WWTP B
Capacity 5.0 MGD 2.5 MGD
Cost per thousand gallons $2.86 $3.90
Frequency of expansion 5 years 2.5 years
Net Present Value of
Revenue Requirement:
Rates $24.3 million $28.1 million
Service Availability Charges 11.9 million 17.3 million
AFP! .8 million 2.9 million
Total $37.0 million $48.3 million
Net Present Value of Return to Utility
Rates $ 5.4 million $ 6.7 million
. AFPI 2.9 million .8 million
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Alternative WWTP A, constructing less frequently in larger increments, produces lower
revenue requirements over the 25 year period and lower service availability charges
than Alternative WWTP B. The net present value of revenue requirement from rates is
16% higher under Alternative WWTP B than under Alternative WWTP A. Alternative
WWTP A is clearly more beneficial to both current and future customers over the long-
term.

The utility is likely to choose alternative WWTP B, constructing plant in smaller
increments. The net present value of allowed return on rate base is higher under this
alternative over 30 years (including the initial construction period). Lower up-front
investment is required and there is a quicker recovery of costs. Projected AFPI
collections are higher under alternative WWTP A, but there is no guarantee that AFPI
revenues will be achieved. Alternative WWTP A represents greater risk to the utility,
which is not factored into the model.

Cost comparison - water treatment facilities | | ) .
A similar comparison is presented for water treatment plant expansion using cost data

provided by Southern States Utilities for alternative increments of expansion of its
Venice Gardens water treatment plant. The cost of a .5 MGD expansion would be $1.7
million, or $3.40 per thousand gallons. The cost of a 1.0 MGD expansion would be
$1.9 million, or $1.90 per thousand gailons. We have used these costs and the
following assumptions to compare the economic consequences associated with the two
alternatives:

WTP A construction of facilities in five year increments. Each increment has
capacity of 1.0 million gallons per day '

WTP B construction of facilities in two and a half year increments. Each
increment has capacity of .5 million gallons per day.

A comparison between the two alternatives is presented in Table 3.2 on the foliowing
page.

The results are more dramatic in this example since the incremental cost of expansion
is smaller. Alternative WTP A, construction of plant in larger less frequent increments,
produces lower revenue requirements over 25 years than alternative WTP B, and lower
service availability and AFPI charges. The net present value of revenue requirement
recovered in rates is 40% lower under alternative WTP A. But, again, the utility would
be likely to choose to expand in smaller, more costly increments because lower up-front
investment is required and there is a quicker recovery of costs with less risk to the
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utility. in this example, the net present value of return on investment to the utility from

rates is 60% higher under alternative WTP B.

TABLE 4.2
Comparison of Alternatives for Water Treatment Plant Expansion
WTPA WTPB
Capacity 1.0 MGD .5 MGD
Cost per thousand gallons $1.90 $3.40
Frequency of expansion 5 years 2.5 years
Net Present Value of
Revenue Requirement:
Rates $3.4 million $4.8 million
Service Availability Charges 1.6 million 3.0 million
AFPI -4 million .1 million
Total $5.4 million $7.9 million
Net Present Value of Return to
Utility: $ .8 million $1.2 million
Rates 4 million .1 million
AFPI

Effects on Current and Future customers '

As shown above, the PSC's proposed rule on margin reserve and imputation of CIAC

encourages utilities to make choices that cost current and future customers much more
over the long-term. The proposed rule may keep rates low for today’s customers in the
very short-term, but even these customers will feel the effects of increased rates within

a few years. If utilities expand plant in smaller increments in order to maximize

recovery, future rate increases will be more frequent and greater. More frequent rate
cases means higher rate case expense passed through to the customers (a cost that is

not factored into the model).

Future customers will pay higher service availability charges, AFP! and user rates.
Higher connection fees could discourage growth, resulting in even higher rates to those
customers already on-line. Adding new customers to the system tends to offset the

level of rate increases needed in the future.
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V. Imputation of CIAC

The Commission has acknowledged that inclusion of margin reserve in the calculation
of used and useful plant is proper on the basis that:
“A margin reserve allows the utility to recover investment in plant which is
needed to serve future customers the utility must, by law, serve within a
reasonable time. Further, a margin reserve benefits existing customers by
ensuring that future customers will not overload existing facilities and impact on
the quality and safety of service provided.” [Order No. PSC-83-0423-FOF-WS]

Under the PSC's proposed rule, margin reserve is to be allowed, but CIAC is to be
imputed on margin reserve. The net effect is that the imputation of CIAC removes most
of the benefit of margin reserve from rate base. In the model described in Section lil,
imputation of CIAC removes 84% of margin reserve from rate base over the 25 year
period. It is not uncommon for the entire margin reserve to be eliminated by 1mput|ng
CIAC. In one recent case, imputation of CIAC exactly matched the rate base
component associated with margin reserve so that the utility received no benefit from
margin reserve. [Florida Cities Water Company - Golden Gate Division, Docket No.
941108-WS, Order No. PSC-85-0720-FOF-WS].

Utility managers have indicated that extending the margin reserve period to more
closely approximate the time frame required for planning, designing, permitting and
constructing plant expansions would be virtually useless if the provision requiring
imputation of CIAC is not deleted from the proposed rule.

By eliminating margin reserve through the umputatlon of CIAC, the rule fails to recognize
that the need for margin reserve plant “rolls forward.” Utilities are required to have
sufficient capacity to meet changes in demands of existing customers as well as growth
in service demands on a continuous basis. They are required to start making capital

- investment long before contributions to partially cover that cost can be collected. There

will always be a gap between the time plant must be made available, and paid for, and
the time future customers provide contributions to partially cover the cost of that plant.
This gap does not narrow with time because, as time passes, additional plant must be
availabie to serve other future customers.

Historical data shows that utilities continuously make plant investment well in excess of
CIAC collections. Table 4.1 shows a comparison of additions to plant versus CIAC-
collections by a number of utilities which have filed rate cases before the Commission
over the past five years. 118 water systems and 56 wastewater systems are included
in the tabulation, representing over $200 million in investment. Total additions to plant
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TABLE 5.1 .

COMPARISON OF PLANT ADDITIONS TO CIAC COLLECTIONS

YEAR WATER WASTEWATER TOTAL
Plant Additions CIAC Plant Additons CIAC Plant Additions CIAC

1985 6,165,515 1,461,397 285,597 496,068 6,451,112 1,947,463
1986 7,020,051 2,144,882 1,821,260 683,794 8,841,311 2,828,676
1987 4,957,554 1,102,019 17,745,531 31 9,126 22,703,085 1,421,145
1988 5,540,827 1423572 6,897,334 3,101,227 12,438,161 4,524,799
1989 4,189,044 3,279,443 5,662,663 5,191,288 8,851,707 8,470,731
1990 8,573,150 3,082,830 7,203,152 3,088,111 15,776,302 6170941
1891 5,597,355 2,106,884 3,202,306 3,395,884 8,799,661 5,502,868
1992 12,668,207 3,282,178 10,001,272 3,480,274 22,666,479 6,742,452
1993 14,666,916 3,688,144 14,174,845 3,628,307 28,841,761 7,316,451
1894 23,892,409 4,699,813 11,883,351 4,727,903 35,875,760 9,427,716
1995 23,148,469 5,700,038 21,015318 4,024,722 44,163,787 '9,724,760
Total 116,516,497 31,871,200 99,892,629 32,106,802 216,409,126 64,078,002

By offsetting out-of-period, speculative CIAC collections against required investment
that has already been made, imputation of CIAC violates the most basic utility
accounting and rate setting principle of matching revenues and costs in a consistent
period. Costs associated with margin reserve plant, which are mandated, ongoing
costs, are incurred by the utility on a current basis. As customers connect to the
system there will be a need for yet additional plant to serve new growth. Under the
proposed rule, when this additional investment is required, the funds will not be
available to provide for it.
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Vi.  Allowance for Funds Prudently Invested

AFPI vs. current rates

The PSC allows utilities to recover carrying costs and expenses associated with
prudent non-used and useful plant from future customers as they connect through
Allowance for Funds Prudently Invested (25-30.434, F.A.C.). Generally the charge
compounds for five years and is established at the time of a rate case. By approving
the charge, the Commission has acknowledged that investment in non-used and useful
plant is prudent and the utility should receive a return on that investment. However,
AFPI does not accomplish this because:

. Utilities are not made whole by AFPI, even when growth occurs as projected (as
shown in the model discussed in Section lIl and presented in Appendix A).

. AFPI is speculative; collection of the revenue is entirely d.ependent upon growth
occurring as projected. This risk is borne entirely by the utility.

. There is no adjustment to increase the number of future customers subject to
AFP! when CIAC is imputed.

In addition, as used in the past, AFPI has resulted in an unfair shifting of costs from
current customers to future customers. When cost recovery is shifted from current
revenue requirement to AFPI, future customers end up paying for all “non-used and
useful” plant while current customers receive the benefits of any economies of scale
associated with that plant. This study is limited to the effects of the proposed ruie on
margin reserve and imputation of CIAC and does not include a full discussion of used

and useful concepts.

Computation problems related to Imputation of CIAC

Utilities are permitted to collect AFPI in the future from a designated number of
equivalent residential connections (ERC’s), determined as those which will be served
by prudent non-used and useful plant. Under the proposed rules on margin reserve
and imputation of CIAC, some ERC's are excluded from both current revenue
requirements and AFPI charges. Where margin reserve is allowed in rate base, a
certain number of ERC's is included in margin reserve plant, thereby increasing used
and useful percentages. ERC's included in margin reserve are used and useful, and
therefore are not included as those from which AFP! could be collected.
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Because CIAC is imputed on margin reserve, those ERC’s are included in neither rates
nor AFPIl. As explained in the previous section, imputation of CIAC eliminates most of
the benefits of margin reserve. As applied in previous rate cases, imputation is
calculated by multiplying the number of ERC'’s expected to connect to the system over
the margin reserve period by the approved service availability charge. No
corresponding adjustment has been made to increase the number of ERC’s on which
AFPI can be collected.

In the model discussed in Section Ill, over the 25 year period $3.4 million in AFP!
collections is lost. At least one-half of the future ERC’s are included in margin reserve
and eliminated by imputing CIAC. This problem will not arise if CIAC is not imputed on

margin reserve.
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VIl. Municipal and county-owned utilities

Municipal and county-owned water and wastewater utilities typically fund plant
expansions from a combination of revenue bonds, contributions in aid of construction,
and directly from monthly user fees. When bond financed, two assurances of debt
coverage must be met: (1) Revenues from rates and fees must be at least 110% of
operation and maintenance expenses plus additions to renewal and replacement fund
and bond reserve funds and (2) Revenues from rates and fees plus connection fees
must be at least 120% of operation and maintenance expenses plus additions to
renewal and replacement fund and bond reserve funds. These utilities are required to
review rates annually and make rate adjustments if necessary to meet debt coverage
requirements. Rate stabilization funds are generally established to mitigate the effects
of minor fluctuations in cash flow requirements from year to year.

Municipal and county-owned water and wastewater utilities establish rates and charges
to meet cash flow requirements. Whereas the PSC’s policies are designed to prevent
investor-owned water and wastewater utilities from currently recovering the costs
associated with plant expansions made to serve future customers from existing
customers, government-owned utilities must recover all debt service costs from existing
customers. As a result, economies of scale are given primary consideration in
decisions about plant expansions and the cost of complying with environmental
regulation is passed through immediately to current customers.

Public utilities are “owned” by their customers. They are under at least as much
pressure as investor-owned utilities to keep rates low. They are also under the same
pressures to make the necessary investment to preserve quality of service, comply with
environmental regulation and protect the heaith and safety of customers. And when
they incur costs, they must recover those costs in rates in order to meet bond
covenants and maintain their credit ratings. The difference is that public utilities are
able to recover those costs whereas investor-owned utilities are being prevented

from doing so. Although investor-owned utilities also must meet coverage requirements
on 100% of its debt, the Commission is only.allowing them to recover the “used and
useful” portion of debt service.
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VIl

Summary of Conclusions

Environmental regulations have an impact on planning and construction
schedules of utilities. Particularly, in recent years regulation has prolonged the
time it takes to obtain permits and has increased the associated costs.

18 month margin reserve does not allow utilities to recover costs associated with
investment required by environmental regulators.

Imputation of CIAC further reduces cost recovery on prudent, mandated
investment.

The PSC's policies have had an impact on utilities’ decisions relating to
incremental plant expansion. In some cases utilities have chosen to expand in
smaller increments in order to achieve a higher level of cost recovery, rather than
in larger increments which would provide economies of scale, but on which cost
recovery is unlikely.

The PSC'’s proposed rule wi‘lvl result in higher costs to customers in the long and
short-term.

Allowance of AFPI does not adequately compensate utilities for disallowance of
full margin reserve.

Government-owned utilities routinely include the full cost of required plant
expansions in rates, without making adjustments for used-and-useful or margin
reserve.
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Scenario WWTP A:
Wastewater treatment plant constructed in 5 year increments
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MODEL WASTEWATER UTILITY
DESCRIPTION & ASSUMPTIONS

The purpose of this model is to present the financial impacts of proposed rules related to
margin reserve and imputation of CIAC on investor-owned utilities in Florida.

Financial impacts are presented over a 30 year projection period, including an initial 5 year
construction period.

Rate revenue for return on investment begins in the 6th year - the first year after plant is placed
in service

An assumption is made that rate revenues provide 100% reimbursement of operation and
maintenance expenses and rate case expense.

Plant additions are made in 5 year increments. Permitting, design and construction takes 5
years. Plant additions are placed in service six months before demand would otherwise exceed
capacity, in accordance with DEP regulations.

Customer growth is even and predictable.

AFPI is calculated as of the beginning of the year the plant is placed in service.
AFPI charge compounds for 5 years and re-starts when new plant comes on-line.

Capital structure includes only long-term debt and equity.

Capital Structure
Cost Weighted

Long Term Debt $14,300,000 60.0% 10.00% 6.00%
Short Term Debt 0.0% 9.00% 0.00%
Customer Deposits 0.0% 6.00% 0.00%
Deferred ITCs 0.0% 10.00% 0.00%
Deferred Income Taxes 0.0% 0.00% 0.00%
Common Equity 9,533,333 40.0% 11.88% 4.75%

Total Capital $23.833,333 100.00% 1075%
AFUDC Rate 10.75%
Inflation rate on cost of plant expansions 3.0%
Size of each increment of plant: 5.000 MGD
Cost per MG of piant capacity $2.86 /MG of capacity
Consumption 275 gpd/ERC
New ERC's per Year 3,636
Margin Reserve allowed 18 months
CIAC Imputed? Yes

Milian, Swain & Associates, Inc. A-1
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MODEL WASTEWATER UTILITY

Key Results

Scenario: WWTP - 60 month increments / 18 month MR / CIAC Imputed

Average Cost per ERC/ year

Service
Five Years 3178 $127 3133 3438
Ten Years 162 64 150 375
Fifteen Years 161 42 159 363
Twenty Years 165 32 164 360
Twenty-five Years 169 25 166 361

Total cost per ERC over twenty-five years

Net Present Value of Revenue Requirement:
Rates
CIAC
AFPI
Total

Net Present Value of Return to the Utility
Rates
AFPI
Total

Average Rate of Return on Investment Earned

Maximum Rate of Return on Investment Eamed

§9,020

$24,302,988
11,894,710
2,931,886
$39,129,584

$5,440,750
2,931,886
$8,372,635

6.16%

8.59%

Milian, Swain & Associates, Inc.
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| o MODEL WASTEWATER UTILITY

o LIST OF SCHEDULES
Schedule | Projected Net Investment
|
| Schedule Il Projected Regulatory Income
!
‘ Schedule lil Projected Rate Base & Allowed Return
Schedule IV Projected CWIP and Plant in Service Balances

Schedule IVa Projected Construction

Schedule V Calculations of Used & Useful %'s
Schedule VI Calculation of Imputed CIAC in Rate Base
Schedule Vi Projected CIAC Balances

Schedule Vlla  Calculation of Service Availability Charge

Schedule VIl Projected AFPI Collections

Schedule Viila through Viile
Calculation of AFP! Charges

Milian, Swain & Associates, Inc. A-3
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MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month increments / 18 month MR / CIAC Imputed
PROJECTED NET INVESTMENT
a b c d e f g h
Net Net Net Rate Base Allowed Net Income
YEAR CwiP Plant CIAC Investment Rate of Return at Allowed
- S _ Rate of Rtn _
1 753,431 0 0 753,431 0 10.75% 0
2 3,090,588 0 0 3,090,588 0 10.75% 0
3 7,406,292 0 0 7,406,292 0 10.75% 0
4 12,145,973 0 0 12,145,973 0 10.75% 0
5 | try32@i7| of . 0| 17732817} 0|  10.75% 0
6 2,228,136| 16,604,256 (2,264,217) 16,568,175{ 2,251,638 T10.75%
7 6,084,380 15912,412{ (4,436,017] 17,560,776 3,008,559 10.75% 323,420
8 11,333,217 15,220,568 (6,515,399) 20,038,386 3,681,159 10.75% 384,975
9 17,065,716 14,528,724 (8,502,365} . 23,092,075 3,969,439 10.75% 426,715
10 | 506,274 33941,169| (10,396,914) 24,050,530 1,695,004 10.75% 182,213
1" 2,583,020| 32,411,646] (12,199,045) 22,795,621 8,529,181 10.75% 916,887
12 7.053,464| 30,882,124| (13,908,760) 24,026,828 8,867,280 10.75% 953,233
13 13,138,305] 29,352,601 (15,526,058] 26,964,848 8,991,892 10.75% 966,628
14 19,783,842} 27,823,078 (17,050,938} 30,555,982 8,903,016 10.75% 957,074
15 586,911| 49,599,937| (18,483,402] 31,703,445( 7,224,943 10.75% 776,681
16 T 2,994,428 47,099,315 T (19,823,449] 30,270,294| 16,129,950 10.75% 1,733,970
17 8,176,898 | 44,598,693| (21,071,078) 31,704,512| 15,892,214 10.75% 1,708,413
18 15,230,806 42,098,071] (22,226,291} 35,102,675{ 15,413,480 10.75% 1,656,949
19 22,934,895| 39,597,449 (23,289,087} 39,243,258} 14,693,746 10.75% 1,579,578
20 680,390| 64,115,310 (24,259,465) 40,536,235] 14,314,502}  10.75%| 1,538,809
721 77| 73,471,363] 60,488,918 (25,137,427) 38,822,854| 24,862,026 10.75%
22 0,479,266| 56,862,526! (25,922,971} 40,418,820{ 23,881,625 10.75% 2,567,275
23 17,656,783{ 53,236,134 (26,616,099) 44,276,817 22,631,003 10.75% 2,432,833
24 26,587,830 49,609,742 (27,216,810) 48,980,762 21,110,158 10.75% 2,269,342
25 788,759| 77,305,177| (27,725,103) 50,368,833 22,436,984 10.75% 2,411,976
26 4,024,261 72,373,709| (28,140,980) 48,256,990] 34,529,343 10.75%
27 10,989,067 | 67,442,241 (28,464,439) 49,966,868( 32,616,302 10.75% 3,506,252
28 20,469,050 62,510,772 (28,695,482) 54,284,341| 30,401,161 10.75% 3,268,125
29 30,822,582| 57,579,304 (28,834,107) 59,567,779| 27,883,919 10.75% 2,997,521
30 914,388| 88,958,418| (28,880,316] 60,992,490| 31,246,143 10.75%| 3,358,960
S T _AVG 31,709,310 .
NPV 172,256,432 | NPV 5440,750| _
Milian, Swain & Associates, Inc. A-4
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3,711,904
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806,545
1,337,011
0

0

199,255

574,407
946,991
1,303,429
0

612,324
1,010,599
1,392,731
o

213,200
615,136
1,015,380
1,399,480
0
208,709
602,020
993,358
1 ,368,552

AVG
2,931,886]

278,673

212,255

0
0
0
0

0
520,724
1,129,965
1,721,986
426,715
182,213

1,116,141

1,527,640
1,913,619
2,260,504

776,681

1,946,224

2,320,737
2,667,548
2,972,308

1,538,809

2,885,868 |

3,182,411
3,448,213
3,668,822

2411976
73,920,613

4,108,273
4,261,483
4,366,073

3,358,960

1,954,484|
831!2.@?‘9

Schedule |

Kk
Overall
Rate of
Return




Schedule I

I
Avg 5 Year
- Raevenue
Per ERC

$178

$156

$161

$169

WWTPA.WK4
) MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month increments / 18 month MR / CIAC Imputed
PROJECTED REGULLATORY INCOME
a b c d ) f g b i N
Revenue Allowed Aliowed Gross Allowed Allowed Allowed
From 0O&M Depreciation | Amortization Property Recelpts Interest Pretax Income Net
YEAR Rates Expense Expense Expense Taxes Tax Expense Profit Tax Profit
1
2
3
4
|5 , B} ; . .
6 950,714 (90,909 (276,738 46,209 (172,961 (42,782 (135,098 278,434 (171,481} 106,953
7 1,334,781 (272,727 {415,106 138,626 {172,961 (60,065 (180,514 372,034 (229,127 142,907
8 1,683,402 (454,545 (553,475 231,043 (172,961 (75,753 (214,870 442,840 (272,735 170,105
9 1,996,576 (636,364 (691,844 323,460 (172,961 (89,846 (238,166 490,855 (302,306 188,548
10 | 2108588|  (818,182)  (917,714]  415,877| - (382,381 (94,886 (101,700 200,601|  (129,089) 80,513
1 3,676,658 (1,000,000 (1,070,666 508,294 (382,381 (165,450 (511,751 1,054,705 (649,569 405,136
12 3,995,452 (1,181,818 (1,223,618 600,711 (382,381 {179,795 (532,037 1,096,514 (675,318 421,196
13 4,273,190 (1,363,636 (1,376,570 693,128 (382,381 (192,294 (539,514 1,111,923 (684,808 427 115
14 4,509,871 (1,545,455 (1,529,523 785,545 {382,381 (202,944 (534,181 1,100,933 (678,040 422,893
15 4,853,589 (1,727,273] _ (1,833,789 877,962 (625,155 (218,412 (433,497 893,425 (550,240} 343,185
16 6,834,310] (1,909,091} (2,000,498 970,379 (625,155 (307,544 (967,797 1,994,604| (1,228,431 766,173
17 7,056,768 (2,090,909 (2,167,206 1,062,796 (625,155 (317,555 (953,533 1,965,206 (1,210,326 754,880
18 7.232,879 (2,272,727 (2,333,914 1,155,213 (625,155 (325,480 (924,809 1,906,006 (1,173,866 732,140
19 7,362,642 (2,454,545 (2,500,622 1,247,630 (625,155 (331,319 (881,625 1,817,005 (1,119,052 697,953
20 | _ 8007,390| (2,636364] (2,901,114} 1,340047| (906,598 (364,383 (858,870)  1,770,109| (1,090,170} 679,939
21 10,409,287 (2,818,182] (3,082,433 1,432,464 (906,598 (468,418 (1,491,722 3,074,399 (1,893,452 1,180,946
22 10,504,222| (3,000,000} (3,263,753 1,524,881 (906,598 (472,690 (1,432,898 2,953,164| (1,818,787 1,134,377
23 10,547,188| (3,181,818] (3,445,072 1,617,298 (906,598 (474,623 (1,357,860 2,798,514| (1,723,541 1,074,973
24 10,538,188| (3,363,636] (3,626,392 1,709,715 (906,598 (474,218 (1,266,610 2,610,449 (1,607,716 1,002,733
25 11,768,968|  (3,545455) (4,142,433)  1,802,132| (1,232,867 (529,604) (1,346,219  2774,522| (1,708,765) 1,065,757
26 T 14,304,646] (3.727.273] (4,339,692 1,804,549 (1,232,867 (647,759 (2,071,761 4,269,844 (2,629,700 1,640,144
27 14,326,912 (3,909,091} (4,536,951 1,986,966 (1,232,867 (644,711 (1,956,978 4,033,280{ (2,484,006 1,549,274
28 14,201,080| (4,090,909) (4,734,209 2,079,383| (1,232,867 (639,049 (1,824,070 3,759,359| (2,315,304 1,444,055
29 14,017,151 (4,272,727 (4,931,468 2,171,800 (1,232,867 (630,772 (1,673,035 3,448,081 (2,123,595 1,324,486
30 15,837,908|  (4,454,545]  (5,585,155] 2,264,217 (1,611,102 (712,706 (1,874,769 3,863,848(  (2,379,657) _ 1,484,192
Net Present Value of Revenue Requirement $24,302,988
Mitian, Swain & Assaociates, Inc.
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Schedule Il
MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month increments / 18 month MR / CIAC Imputed
PROJECTED RATE BASE & ALLLOWED RETURN
a b c d e f g h i
Average Used & ) _RateBase 1 Allowed Rate Allowed
YEAR Net Useful Net Plant Average Imputed of Return Return on
| Plant % U&U  NetCIAC ~~ CIAC ~~~ Total | | RateBase
1
2
3
4
6 $16,950,178 40%| $6,780,071 ($1,132,108) ($3,396,325) $2,251,638| 10.75% 242,051
7 16,258,334 60% 9,755,001  (3,350,117) (3,396,325) 3,008,559 10.75% 323,420|
8 15,566,490 80%| 12,453,192  (5,475,708) (3,396,325) 3,581,159 10.75% 384,975
9 14,874,646 100%| 14,874,646  (7,508,882) (3,396,325) 3,969,439 10.75% 426,715
10 | 24,234947|  60%| 14,540,968  (9,449,639) (3,396,325) 1,695004|  10.75%| 182,213
1 33,176,408 70%{ 23,223.485 (11,297,980) (3,396,325) 8,529,181 10.75% 916,887
12 31,646,885 80%| 25,317,508 (13,053,903) (3,396,325) 8,867,280 10.75% 953,233
13 30,117,362 90%| 27,105,626 (14,717.409) (3,396,325) 8,991,892 10.75% 966,628
14 28,587,840 100%| 28,587,840 (16,288,498) (3,396,325) 8,903,016 10.75% 957,074
.16 38711507  73%) 28388439 (17,767,170) (3,396,325) 7,224,943} = 10.75%| 776,681
16 | 48,349,626 80%| 38,679,700 (19,153425) (3,396,325) 16,129,950 10.75% 1,733,970
17 45,849,004 87%| 39,735,803 (20,447,264) (3,396,325) 15,892,214 10.75% 1,708,413
18 43,348,382 93%{ 40,458,490 (21,648,685) (3,396,325) 15,413,480 10.75% 1,656,949
19 40,847,760 100%| 40,847,760 (22,757,689) (3,396,325) 14,693,746 10.75% 1,579,578
20 51,856,379 80%| 41485104 (23,774,276) (3,396,325) 14,314,502  10.75%; 1,538,809
721 | 62302114 85%| 52,956,797 (24,698,446) (3,396,325): 24,862,026 10.75% 2,672,668
22 58,675,722 90% | 52,808,150 (25,530,199) (3,396,325) 23,881,625 10.75% 2,567,275
23 55,049,330 95%| 52,296,863 (26,269,535) (3,396,325) 22,631,003 10.75% 2,432,833
24 51,422,938 100%| 51,422,938 (26,916,454) (3,396,325) 21,110,158 10.75% 2,269,342
25 63,457,459 _ 84%]| 53,304,266 (27,470,956) (3,396,325) 22436,984|  10.75%| 2,411,976
T 26 | 74839443 = 88%| 65858710 (27,933,041) (3,396,325) 34,529,343 10.75%| 3,711,904
27 69,907,975 92%!| 64,315,337 (28,302,710) (3,396,325) 32,616,302 10.75% 3,506,252
28 64,976,506 96%| 62,377,446 (28,579,961) (3,396,325) 30,401,161 10.75% 3,268,125
29 60,045,038 100%| 60,045,038 (28,764,795) (3,396,325) 27,883,919 10.75% 2,997,521
3 73,268,861  B7%) 63,499,680 (28,857,212) (3,396,325) 31,246,143| _10.75% 3,358,960
AVG . .

Milian, Swain & Associates, Inc. A-6
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MODEL WASTEWATER UTILITY

Scenario: WWTP - 60 month increments / 18 month MR / CIAC Imputed
PROJECTED CWIP ANDR PLANT IN SERVICE BALANCES

Milian, Swain & Associates, Inc.

a b c d e

,,,,, ] Total oo
YEAR Total Total Transfers cwip
. $§ Spent AFUDC to Plant Balfance

1 715,000 38,431 753,431
2 2,145,000 192,156 3,090,588
3 3,803,800 511,904 7,406,292
4 3,818,100 921,581 12,145,973
5 4,232,540 1,354,303 17,732,817
6 1,657,762 133,657 (17,296,100) 2,228,136
7 3,448,145 408,100 6,084,380
8 4,417,936 830,901 11,333,217
9 4,426,224 1,308,275 17,065,716
10 2,693,562 1,688,963  (20,941,968) 506,274
1" 1,921,800 154,945 2,683,020
12 3,997,345 473,099 7,053,464
13 5,121,598 963,242 13,138,305
14 5,131,207 1,514,301 19,783,842
15 3,122,577 1,957,972 (24,277,480} 586,911
16 2,227,893 179,624 2,994,428
17 4,634,018 548,452 8,176,898
18 5,937,336 1,116,662 15,230,896
19 5,948,475 1,755,524 22,934,895
20 3,619,922 2,269,826  (28,144,253) 680,390
21 2,582,739 208,233 3,471,363
22 5,372,097 635,806 9,479,266
23 6,883,000 1,204,517 17,656,783
24 6,895,913 2,035,134 26,587,830
25 4,196,482 2,631,350  (32,626,903) 788,759
26 2,994,102 241,400 4,024,261
27 6,227,733 737,073 10,989,067
28 7,979,283 1,500,700 20,469,050
29 7,994,254 2,359,278 30,822,582
30 4,864,873 3,050456 (37,823,523) 914,388

A7

Schedule IV
f [ g h i
Book Value - Utility Plant in Service Average
Accum. Net
Gross Deprec Net Plant
17,296,100 (691,844) 16,604,256 16,950,178
17,296,100  (1,383,688) 15,912,412 16,258,334
17,296,100  (2,075,532) 15,220,568| 15,566,490
17,298,100 (2,767,376) 14,528,724 14,874,646
38,238,068 (4,296,899) 33,941,169| 24,234,947
38,238,068  (5,826,421) 32,411,646{- 33,176,408
38,238,068  (7.355,944) 30,882,124 31,646,885
38,238,068  (8,885,467) 29,352,601| 30,117,362
38,238,068 (10,414,990) 27,823,078f 28,587,840
62,515,548 (12,915,612) 49,599,937] 38,711,507
62,515,548 (15,416,233) 47,099,315 48,349,626
62,515,548 (17,916,855) 44,598,693 45,849,004
62,515,548 (20,417,477) 42,098,071} 43,348,382
62,515,548 (22,918,099) 39,597,449] 40,847,760
90,659,801 (26,544 491) 64,115,310 51,856,379
90,659,801 (30,170,883) 60,488,918] 62,302,114
90,659,801 (33,797,275) 56,862,526 58,675,722
90,659,801 (37,423,667) 53,236,134 55,049,330
90,659,801 (41,050,060) 49,609,742| 51,422,938
123,286,705 (45,981,528) 77,305,177 63,457,459
123,286,705 (50,912,096) 72,373,709 74,839,443
123,286,705 (55,844,464) 67,442,241| 69,907,975
123,286,705 (60,775,932) 62,510,772 64,976,506
123,286,705 (65,707,400) 57,579,304| 60,045,038
161,110,228 (72,151,810) 88,958,418| 73,268,861
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Schedule IVa
MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month Increments / 18 month MR / CIAC Imputed
PRQJECTED CONSTRUCTION
Cost of each increment of plant $2.86 / MGD capacity Cost of construction for each increment of Plant
% Complete $ Spent AFUDC Total |
Capacity of each increment of plant 5.000 MGD
5.0% $715,000 $38,431 $753,431
Inflation on cost of plant expanslons 3.0% 15.0% $2,145,000 192,156 2,337,156
26.6% $3,803,800 511,904 4,315,704
Depreciable Life of Plant 25 26.7% $3,818,100 921,581 4,739,681
26.7% $3,818,100 1,332,027 5,150,127
All plant expansions are placed in service the first day of the year $14,300,000 $2,996,100  $17,296,100
a b c d e f g h i J k i m n [
CwiP
VEAR | fstincrement | 2ndIncrement ___3rd Increment Ahincrement | Sthincrement T~ 6thincrement | “7thincrement
$ Spent AFUDC § Spent AFUDC _ [ $ Spent AFUDC § Spent AFUDC $ Spent AFUDC | $Spent _ AFUDC__| _$ Spent AFUDC __
1 715,000 38,431
2 2,145,000 192,156
3 3,803,800 511,904
4 3,818,100 921,581 .
5 3,818,100 1,332,027 414,440 22,276
6 - 1,657,762 133,657
7 3,448,145 408,100
8 4,417,936 830,901
9 4,426,224 1,306,275
10 2,213,112 1,663,139 480,450 25,824
11 1,921,600 154,945
12 3,897,345 473,099
13 5,121,598 963,242
14 5,131,207 1,514,331
15 2,565,604 1,928,034 656,973 29,937
16 : 2,227,893 179,624
17 4,634,018 548,452
18 5,937,336 1,116,662
19 5,948,475 1,755,524
20 2,974,238 2,235,120 645,685 34,708
21 2,582,739 206,233
22 5,372,097 635,806
23 6,883,000 1,204,517
24 6,895,913 2,035,134
25 ' 3447,057 2,501,117 748,526 40,233
26 2,994,102 241,400
27 6,227,733 737,073
28 ° 7,979,283 1,500,700
29 7.994,254 2,359,278
30 3,997,127 3.003815] 867,746 48,641

Milian, Swain & Associates, Inc.
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Schedule V
MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month increments / 18 month MR / CIAC imputed
CALCULATION OF USED & USEFUL %
a b c d e f g b
Capacity Year-end Average Margin Total Used &
YEAR MGD ERC's Connections | Connections | Reserve ERCs in Useful
(ERCs) (ERCs) (ERCs) Rate Base %
1
2
3
4
5 _ |-
6 5.000 18,182 3,636 1,818 5,455 7,273 40%
7 5.000 18,182 7.273 5,455 5,455 10,909 60%
8 5.000 18,182 10,909 9,091 5,455 14,545 80%
9 5.000 18,182 14,545 12,727 5,455 18,182 100%
10 10.000 36,364 18,182 16,364 5,455 21,818 60%
11 10.000 36,364 21,818 20,000 5,455 25,455 70%
12 10.000 36,364 25,455 23,636 5,455 29,091 80%
13 10.000 36,364 29,091 27,273 5,455 32,727 90%
14 10.000 36,364 32,727 30,909 5,455 36,364 100%
15 15.000 54,545 36,364 34,545 5,455 40,000 73%
16 15.000 54,545 40,000 38,182 5,455 43,636 80%
17 15.000 54,545 43,636 41,818 5,455 47,273 87%
18 15.000 54,545 47,273 45,455 5,455 50,909 93%
19 15.000 54,545 50,909 49,091 5,455 54,545 100%
20 20.000 72,727 54,545 52,727 5,455 58,182 80%
21 20.000 72,727 58,182 56,364 5,455 61,818 85%
22 20.000 72,727 61,818 60,000 5,455 65,455 90%
23 20.000 72,727 65,455 63,636 5,455 69,091 95%
24 20.000 72,727 69,091 67,273 5,455 72,727 100%
25 25.000 90,909 72,727 70,909 5,455 76,364 84%
26 25.000 90,909 76,364 74,545 5,455 80,000 88%
27 25.000 90,909 80,0001 78,182 5,455 83,636 92%
28 25.000 90,909 83,636 81,818 5,455 87,273 96%
29 25.000 90,909 87,273 85,455 5,455 90,909 100%
30 30.000 109,091 90,909 89,091 5,455 94,545 87%|

Milian, Swain & Associates, Inc.
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Schedule VI
MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month increments / 18 month MR / CIAC Imputed
' CALCULATION OF IMPUTED CIAC IN RATE BASE
a b c d e f g - h
Calculated Imputed CIAC Limitation

YEAR Service Margin Res. Gross Calc. Net MR Plant  |Imputed CIAC
,,,,,,,, _Avail. Charge | ERC's | Imputed CIAC | Amortization |imputed CIAC| in RateBase | in Rate Base

1

2

3

4

.5 S I
6 $635.37 5,455 ($3,465,638) $69,313| ($3,396,325) $5,085,053| ($3,396,325
7 $635.37 5,455 (3,465,638) 69,313 (3.396,325) 4,877,500 (3,396,325
8 $635.37 5,455 (3,465,638 69,313 (3,396,325] 4,669,947 (3,396,325
9 $635.37 5,455 (3,465,638 69,313 (3,396,325) 4,462,394 (3,396,325
10 $635.37 5455| (3,465638) 69,313 (3,396,325)]  3,635,242| (3,396,325
11 $635.37 5455|  (3,465,638) 69,313 (3,396,325 4,976,461 (3,396,325
12 $635.37 5,455 (3,465,638) 69,313 (3,396,325) 4,747,033 (3,396,325
13 $635.37 5,455 (3,465,638) 69,313 (3,396,325) 4,517,604 (3,396,325
14 $635.37 5,455 (3,465,638) 69,313| (3,396,325) 4,288,176| (3,396,325
15 $635.37 5455  (3,465,638) 69,313| (3,396,325)  3,871,151| (3,396,325
16 $635.37 5,455 (3,465,638) 69,313 (3,396,325) 4,834,963 (3,396,325
17 $635.37 5,455 {3,465,638) 69,313 (3,396,325] 4,584,900 (3,396,325
18 $635.37 5,455 (3.465,638) 69,313 (3.396,325]  4,334,838| (3,396,325
19 $635.37 5,455 (3,465,638) 69,313| (3,396,325) 4,084,776| (3,396,325
20 $635.37 5,455 (3,465,638) 69,313| ' (3,396,325 3,889,228| (3,396,325
21 $635.37 5,455 (3,465,638) 69,313 (3,396,325) 4,672,659 (3,396,325
22 $635.37 5,455 (3,465,638 69,313 (3,396,325] 4,400,679 (3,396,325
23 $635.37 5,455 (3,465,638) 69,313 (3,396,325) 4,128,700 (3,396,325
24 $635.37 5,455 (3,465,638) 69,313 (3,396,325} 3,856,720 (3,396,325
25 $635.37 5,455 (3,465,638) 69,313| (3,396,325) 3,807,448 (3,396,325
26 $635.37 5,455 (3,465,638) 69,313 (3,396,325)  4,490,367| (3,396,325
27 $635.37 5,455 (3,465,638} 69,313 (3.396,325] 4,194,478 (3,396,325
28 $635.37 5,455 (3,465,638) 69,313 (3,396,325) 3,808,590 (3,396,325
29 $635.37 5,455 (3,465,638) 69,313| (3,396,325) 3,602,702 (3,396,325
30 $635.37 5,455 (3,465,638) 69,313 (3,396,325) 3,663,443| (3,396,325
A-10
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Milian, Swain & Associates, Inc.

MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month increments / 18 month MR / CIAC Imputed

Schedule VIl

PROJECTED CIAC BALANCES
a c d e f 9
New CIAC | _ CIAC - Year End Balance | Average Net

YEAR ERCs __ | Collected Gross | Acc.Amort | Net | CIAC

1 $0

2 0

3 0

4 0

5 0 e . —

6 3,636 2310425| 2,310,425 (46,209  2,264,217| 1,132,108
7 3636| 2,310,425 4,620,851 (184,834)  4,436,017] 3,350,117
8 3636| 2,310425| 6,931,276 (415877) 6,515,399 5,475,708
9 3.636| 2,310,425 9,241,701 (739,336)  8,502,365| 7,508,882
10 3636| 2,310,425 11,552,126} (1,155,213) 10,396,914 9,449,639
11 3.636| 2,310425| 13,862,552| (1,663,506) 12,199,045| 11,297,980
12 3.636| 2,310,425| 16,172,977 (2.264,217) 13,908,760 13,053,903
13 3636| 2,310,425 18483,402| (2,957,344) 15,526,058 14,717,409
14 3,636| 2,310,425| 20,793,827| (3,742,889) 17,050,938| 16,288,498
15 3636 2,310425| 23,1104,253| (4,620,851) 18483,402| 17,767,170
16 3636 2,310,425 25,414,678 (5,591,229] 19,823449( 19,153,425
17 3,636 2,310425| 27,725,103 (6,654,025 21,071,078| 20,447,264
18 3,636| 2,310,425 30,035528| (7.809,237) 22,226,291| 21,648,685
19 3,636| 2,310,425| 32,345954| (9,056,867) 23,289,087| 22,757,689
20 3,636| 2,310425| 34,656,379| (10,396,914) 24,259,465| 23,774,276
21 3636] 2,310,425| 36,966,804| (11,829,377) 25,137,427| 24,698,446
22 3,636 2,310425| 39,277,230 (13,354,258) 25922,971| 25,530,199
23 3,636| 2.310,425| 41,587,655| (14,971,556) 26,616,099| 26,269,535
24 3,636| 2,310,425| 43,898,080| (16,681,270) 27,216,810| 26,916,454
25 __3636| 2,310,425| 46,208,505| (18,483,402) 27,725103| 27,470,956
26 3636 2,310425| 48,518,931 (20,377,951) 28,140,980| 27,933,041
27 3,636 2,310,425| 50,829,356| (22,364,917) 28,464,439 28,302,710
28 3,636| 2,310,425| 53,139,781| (24,444,299) 28,695482| 28,579,961
29 3636 2,310425| 55,450,206 (26,616,099) 28,834,107 28,764,795
30 _3636| 2310425) 57,760,632| (28,880,316) 28,880,316| 28,857,212

A-11
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Schedule Vlla
MODEL WASTEWATER UTILITY ;
Scenario: WWTP - 60 month increments / 18 month MR / CIAC imputed
SERVICE AVAILABILITY CHARGES & CIAC BALANCES

A Gross Book Value $17,296,100
B8 Land 0
C Depreciable Assets $17,296,100
D Accumulated Depreciation to Date 0
E Accumulated Depreciation at Design Capacity 3,459,220
F Net Plant at Design Capacity : 13,836,880
G Transmission & Distribution Mains 0
H Minimum Level of CIAC 0.00%
| CIAC to Date 0
J Accumulated Amortization of CIAC to Date 0
K Acc. Amort. of CIAC at design capacity 0
L Future Customers 18,182
M Composite Depreciation Rate 4.00%
N Number of Years to Design Capacity 5
(8] Existing Service Availability Charge per ERC 0
P Level of CIAC at Design Capacity 0.00%
Q Requested Service Availability Charge per ERC $635.37
R Level of CIAC at Design Capacity 75.00%
S Minimum Service Availability Charge per ERC 0
T Level of CIAC at Design Capacity ‘ 0.00%
U Maximum Service Availability Charge per ERC $635.37
Vv Level of CIAC at Design Capacity 75.00%
w No. of Customers at Design Capacity 18,182
X Current No. of Customers 0
Y Annual Growth ' 3,636
z Depreciation/Amortization multiplier 1848.484848
AA Number of Years

AB Depreciation rate . 4.00%

Milian, Swain & Associates, Inc. A-12
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Milian, Swain & Assoclates, Inc.

Projected AFPI Collactions:

MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month increments / 18 month MR / CIAC imput
PROJECTED AFPI COLLECTIONS

Schedule VIl

a b c d e
ERC's Average
New paying AFPI AFPL
YEAR ERCs AFPI Charge Colected
(k*h_ |
1 0 0 $0.00 $0
2 0 1] 0.00 0
3 0 0 0.00 0
4 0 0 0.00 0
5 0f 0 0.00 0
6 3,636 3,636 76.64 278,673
7 .. 3,636 3,636 221.80 806,545
8 © 3,636 3,636 367.68 1,337,011
9 3,636 0 509.12 0
10 3,636 | 0 646.12 0
11 3,636 3,636 54.80 199,255
12 3,636 3,636 157.96 574,407
13 3,636 3,636 260.42 946,991
14 3,636 3,636 358.44| 1,303,429
15 3,636 0 452.02 0
16 3,636 3,636 58.37 212,255
17 3,636 3,636 168.39 612,324
18 3,636 3,636 277.91 1,010,599
19 3,636 3,636 383.00 1,392,731
20 3,636 0 483.65 0
21 3,636 3,636 58.63 213,200
22 3,636 3,636 169.16 615,136
23 3,636 3,636 279.23 1,015,380
24 3,636 3,636 384.86 1,399,480
25 3,636 0 486.04 0
26 3,636 3,636 57.40 208,709
27 3,636 3,636 165.56 602,020
28 3,636 3,636 273.17 993,358
29 3,636 3,636 376.356 1,368,552
30 3,636 0 475.09 0
A-13
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Milian, Swain & Associates, Inc.

MODEL WASTEWATER UTILITY

Scenario: WWTP - 60 month increments / 18 month MR/ CIAC Imputed
CALCULATION OF AFP{

- 1st Increment
Cost of Qualifying Asset $10,170,107
10.909

Divided by Futura ERCs
Cost/ERC $932.27
Rata of Return 1075%
Annual Retum per ERC £10022
Annual Reduction in

Retum per ERC 401
Annual Depreciation Expense $406,804
Divided by Future ERCs 10,909
Annual Depreciation per ERC $372.29
Weighted Cost of Equity 4.30%
Divided by Rate of Retum 10.75%

Percentage of Equity in Retur 40,00%

Schedule Villa

Year& Year7 Year8 Yearg Year 10
Unfunded Expenses:
Depreciation Expense:
Unfunded Ann. Deprec. Exp 37.29 37.29 37.29 37.29 37.29
Unfunded Exp - Prior Year
Total Unfunded Expense 37.28 74.58 111.87 149.16 186.45
Unfunded Retumns
Return on Expense - Cmt Yr. 4.01 4.01 4.01 4,01 4.01
Retum on Expense - Prior Yr. 0.00 4.01 8.02 12.03 16.04
Return on Plant - Current Yr. 100.22 96.21 92.20 88.19 84,18
Eamings - Prior Year .00 100.22 186.43 288.63 378.82
Compound Eamings - Prior Y Q.00 1077 .12 3103 40.51
Total Compound Eamings 104.23 215.22 321.717 423.89 521.58
Year-end AFP! Charge 141.52 289.80 433.84 §73.08 708.01
(net of taxes)
Jan 11.79 153.84 301.75 445.22 584.28
Feb 2358 168.19 313.74 456.84 595.50
Mar 35.37 178.55 325.72 468.48 608.75
Apr 47.16 190.91 337.71 480.07 618.00
May 58.95 203.26 349.70 491.69 629.24
Jun 70.74 21562 - 361.68 503.31 640.49
Jul 82,53 227.98 373.67 514.93 651.74
Aug 94.32 240.34 385.66 526.54 662.99
Sep 106.11 252.69 397.65 538.16 674.23
Cct 117.90 265.05 408.83 549.78 685.48
Nov 129.69 277.41 421.682 561.39 696.73
Dec 141.48 289.76 433.61 573.01 707.97
AVG 76.64 221.80 367.68 509.12 646.12
New ERC's 3,638 3,636 3,636 3,638 3,638
Limitation . 10,909 10,908 10,909 10,909 10,908
# of ERC's to pay AFPI:
Jan 303 303 303 0 0
Feb 303 303 303 0 [}
Mar 303 303 303 0 o]
Apr 303 303 303 0 0
May 303 303 303 0 0
Jun 303 303 303 0 [+}
Jut 303 303 303 0 0
Aug 303 303 303 [} 0
Sep 303 303 303 0 o]
Oct 303 303 303 0 0
Nov 303 303 303 0 0
Dec 303 303 303 3] 0
Total 3,636 3638 3,636 [0 i)
Cunmulative 3__§3? 7,273 10,909 10,909 10,909
AFPI Collected:
Jan $3,573 $46,517 891,439 $o se
Feb 7.145 50,362 95,072 0 0
Mar 10,718 54,106 98,704 [+} 0
Apr 14,291 57,851 102,337 0 0
May 17,864 61,595 105,969 0 0
Jun 21,436 65,340 109,601 0 s}
Jul 25,008 69,084 113,234 [*] 0
Aug 28,582 72,829 116,866 0 0
Sep 32,155 78,573 120,499 0 0
Oct 35,727 80,318 124,131 0 0
Nov 39,300 84,062 127,763 0 o]
Dec 42,873 87.807 131,396 0 0
Totat 278,673 806,545 1,337,011 0 0
A-14
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Schedule Viiib
MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month increments / 18 month MR / CIAC Imputed
. CALCULATION OF AFP!
. 2nd Increment (based on Year 10 figures)
Cost of Qualifying Asset 9,693,979
Divided by Future ERCs 14,545
Cost/ERC $666.48
Rate of Retum 10,75%
Annual Return per ERC $7188
Annual Reduction in
Retum per ERC $287
Annual Depreciation Expense $387,759
Divided by Future ERCs 14545
Annual Depreciation per ERC $26.66
Weighted Cost of Equity 4.30%
Divided by Rate of Return 10.75%
Percentage of Equity in Retum 40.00%
Year11 Year 12 Year13 Year14 Year1§
Unfunded Expenses:
Depreciation Expense:
Unfunded Ann. Deprec. Exp 26.68 26.68 26.68 26.66 26.68
Unfunded Exp - Prior Year
Total Unfunded Expense 26.66 53.32 79.98 106.64 133.30
Unfunded Retums
Retum on Expense - Cmt Yr. 287 287 287 287 2.87
Return on Expense - Prior Yr. 0.00 287 §.73 8.60 11.46
Retum on Plant - Current Yr. 71.65 67.64 63.63 59.682 55.81
Eamings - Prior Year 0.00 71.65 139.28 202.91 26253
Compound Eamings - Prior Yr 0.00 yvis} 1497 2181 8.2
Total Compound Eamings 74.51 152.72 226.48 205.81 360.70
Year-end AFP| Charge 101.17 206.04 306.46 402.45 493.99
(net of taxes)
Jan 8.43 109.90 214.39 31445 410.07
Feb 16.86 118.64 22278 322.45 417.69
Mar 25.29 127.38 231.13 330.45 425.32
Apr 33.72 136.12 239.50 338.45 43285
May 42.15 144.85 247.87 346.44 440.58
Jun 50.58 153.59 256.24 354.44 448.21
Jul £9.01 162.33 264.61 362.44 455.84
Aug 67.44 171.07 27298 370.44 483.47
Sep 75.87 179.81 281.34 378.44 471.10
Oct 84.30 188.55 289.71 386.44 478.73
Nov 9273 187.29 298.08 394.44 486.35
Dec 101.18 206.03 308.45 402.44 493.98
AVG 54.80 157.96 260.42 358.44 452.02
New ERC's 3,638 3,638 3,636 3,838 3,638
Limitation 14,545 14,545 14,545 14,545 14,545
# of ERC's to pay AFPL
Jan 303 303 303 303 0
Feb 303 303 303 303 0
Mar 303 303 303 303 [¢]
Apr 303 303 303 303 [+}
May 303 303 203 303 ]
Jun 303 303 303 303 0
Jul 303 303 303 303 0
Aug 303 303 303 303 [}
Sep 303 303 303 303 0
Oct 303 303 303 303 0
Nov 303 303 303 303 1}
Dec 303 303 303 303 0
Total 3,638 3,636 3,636 3636 (]
Cumulative 3636 373 10509 74545 74545
AFP! Collected:
Jan $2,555 $33,303 $64,968 $95,288 $0
Feb 5,109 35,951 §7,504 97,712 0
Mar 7,664 38,599 70,040 100,138 Q
Apr 10,218 41,247 72,578 102,559 o]
May 12,773 43,895 75,112 104,983 0
Jun 15,327 46,543 77,848 107,407 0
Jul 17,882 49,191 80,184 108,831 0
Aug 20,438 51,839 82,720 112,255 o]
Sep 22,991 54,488 85,256 114,679 0
Oct 25,545 57,136 87,792 117,103 0
Nov 28,100 59,784 90,328 119,527 ¢}
Dec 30,655 62,432 92,864 121,950 0
Total 1 99!255 574,407 946,991 1 !3035429 0
Milian, Swain & Associates, Inc. A-15
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Milian, Swain & Associates, inc.

Scheduie Villc
MODEL WASTEWATER UTILITY
Scenario: WWTP - 80 month increments / 18 month MR / CIAC Imputed
CALCULATION OF AFP!
: 3nd Increment  (based on Year 15 figures)
Cost of Qualifying Asset 10,323,069
Divided by Future ERCs 14,545
Cost/ERC $709.73
Rate of Retum 10.75%
Annual Retumn per ERC §76.30
Annual Reduction in
Retum per ERC $3.08
Annual Depreciation Expense $412,923
Divided by Future ERCs 14,545
Annual Depreciation per ERC $28.39
Weighted Cost of Equity 4.30%
Divided by Rate of Return 10.75%
Percentage of Equity in Retur 40,00%
Year 16 Year17 Yeari8 Yeari9 Year 20
Unfunded Expenses:
Depreciation Expense:
Unfunded Ann. Deprec. Exp 28.39 28.39 28.39 28.39 28.39
Unfunded Exp - Prior Year
Total Unfunded Expense 28.39 56.78 85.17 113.58 141.95
Unfunded Retums
Retum on Expense - Cmt Yr. 3.05 3.05 3.05 3.05 3.05
Retumn on Expense - Prior Yr. 0.00 3.05 8.10 9.16 12.21
Retum on Plant - Current Yr. 76.30 72.29 68.28 64.27 60.28
Eamings - Prior Year 0.00 76.30 148.58 216.86 281.13
Compound Eamings - Prior Y Q.00 820 1597 2331 3022
Total Compound Eamings 79.35 162.89 241.99 316.65 386.88
Year-end AFP| Charge 107.74 219.67 327.18 430.21 528.82
(net of taxes) ’
Jan 8.98 117.09 228.65 335.77 43845
Feb 17.96 126.42 237.61 344.38 446,67
Mar 26.94 135.74 248.56 352.94 454.89
Apr 35.92 145.07 255.52 361.53 463.10
May 44,90 154.40 264.48 370.12 471.32
Jun 53.88 163.73 273.44 378.71 479.54
Jul 62.86 173.05 282.3¢8 387.29 487.76
Aug 71.84 182.38 291.35 395.88 495.97
Sep 80.82 191.71 300.31 404 .47 £§04.19
Oct 89.80 201.04 309.27 413.08 51241
Nov 98.78 210.38 318.22 421.65 5§20.63
Dec 107.76 219.69 327.18 430.23 528.84
AVG 58.37 168.39 277.91 383.00 483.65
New ERC's 3,636 3,636 3,638 ' 3,636 3,638
Limitation 14,545 14,545 14,545 14,545 14,545
# of ERC's to pay AFPE
Jan 303 303 303 303 0
Feb 303 303 303 303 0
Mar 303 303 303 303 0
Apr 303 303 303 303 0
May 303 303 303 303 0
Jun 303 303 303 303 0
Jul 303 303 303 303 0
Aug 303 303 303 303 0
Sep 303 303 303 303 0
Oct 303 303 303 303 0
Nov 303 303 303 303 0
Dec 303 303 303 303 0
Totat 3,636 3,636 3,638 3,636 [1]
Cumulative 3,636 7,273 10,908 14,545 14,545
AFPI Callected:
Jan $2,721 $35,481 $66,287 $101,748 $0
Feb 5442 38,308 72,002 104,351 0
Mar 8,164 41,134 74,716 106,983 0
Apr 10,885 43,981 77.431 109,555 0
May 13,806 46,787 80,145 112,157 o]
Jun 16,327 49,814 82,859 114,760 0
Jul 19,048 52,440 85,574 117,382 o]
Aug 21,770 55,267 88,288 119,964 0
Sep 24,491 58,093 91,003 122,567 o]
Oct 27,212 60,920 93,717 125,169 0
Nov 29,933 63,746 96,431 127,771 0
Dec 32,655 66,573 99,146 130,374 Q
Total 212,255 612,324 1,010,589 1,392,731 1]
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Milian, Swain & Associates, Inc.

Schedule Villd
MODEL WASTEWATER UTILITY
Scenario: WWTP - 60 month increments / 18 month MR / CIAC Imputed
CALCULATION OF AFP]
) 4th Increment (based on Year 20 figures)
Cost of Qualifying Asset 10,371,276
Divided by Future ERCs 14.545
Cost/ERC $713.05
Rate of Retum 1075%
Annual Retum per ERC 87685
Annual Reduction in
Retum per ERC $3.07
Annual Depreciation Expense $414,851
Divided by Future ERCs 14545
Annual Depreciation per ERC $23.52
Weighted Cost of Equity 4.30%
Divided by Rate of Return 10.75%
Percentage of Equity in Retum 4000%
Year21 Year 22 Year23 Year24 Year 25
Unfunded Expenses:
Depreciation Expense:
Unfunded Ann. Deprec. Exp 28.52 28.52 28.52 28.52 28.52
Unfunded Exp - Prior Year
Total Unfunded Expense 28.52 57.04 85.57 114.09 142.61
Unfunded Retums
Retumn on Expense - Cmt YT, 3.07 3.07 3.07 3.07 3.07
Retum on Expense - Prior Yr. 0.00 3.07 6.13 9.20 12.26
Retum on Plant - Cutrent Yr. 76.65 72.64 68.64 64.63 §0.62
Eamings - Prior Year 0.00 76.85 149.30 217.93 282.56
Compound Eamings - Prior Yr Q.00 824 1605 2243 30.37
Total Compound Eamings 78.72 163.67 243.18 318.25 388.88
Year-end AFPI Charge 108.24 220.71 328.74 432.34 531.49
(net of taxes)
Jan 9.02 117.61 229.71 337.38 _ 440.60
Feb 18.04 126.99 238.72 348.01 448.86
Mar 27.08 136.38 247.72 354.64 457.13
Apr 36.08 145,73 256.72 363.28 465.39
May 45.10 155.10 265.73 371.91 473.65
Jun 54.12 164.48 274.73 380.54 481.91
Jul 63.14 173.85 283.73 389.17 490.18
Aug 72.16 183.22 29273 397.81 498.44
Sep 81.18 182.59 301.74 406.44 506.70
Oct 90.20 201,97 310.74 415.07 514.96
Nov 99.22 211.34 319.74 423.70 523.23
Dec 108.24 220.71 328.74 432.34 531.49
AVG 58.63 169.16 279.23 384.86 486.04
3,636 3,636 3,636 3,636 3,636
14,845 14,545 14,545 14,545 14,545
Jan 303 303 303 303 0
Feb 303 303 303 303 0
Mar 303 303 303 303 0
Apr 303 303 303 303 o]
May 303 303 303 303 [+]
Jun 303 303 303 303 0
Jul 303 303 303 303 0.
Aug 303 303 303 303 0
Sep 303 303 303 303 0
Oct 303 303 303 303 o]
Nov 303 303 303 303 0
Dec 303 303 303 303 0
Total _3.836 3,636 3,638 3638 0
Cumuiative 3636 7273 10,909 14,545 14,545
Jan $2,733 $35,840 $69,611 $102,235 $0
Feb 5,467 38,480 72,339 104,851 [¢]
Mar 8,200 41,321 75,067 107,467 Q
Apr 10,933 44,181 77,795 110,083 0
May 13,667 47,001 80,523 112,698 0
Jun 16,400 49,841 83,251 115,315 o]
Jul 19,133 52,681 85,979 117,931 0
Aug 21,867 55,522 88,707 120,547 0
Sep 24,600 58,362 91,435 123,163 0
Oct 27,333 61,202 94,163 125,779 0
Nov 30,067 64,042 96,891 128,385 0
Dec 32,800 66,882 99.819 131,011 0
Total 213,200 615,136 1,01 5!380 1,399,480 0
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Milian, Swain & Associates, Inc.

Schedule Viile

MODEL WASTEWATER UTILITY
Scenario: WWTP - 80 month increments / 18 month MR/ CIAC Imputed
CALCULATION OF AFP]
. £th Increment (based on Year 25 figures)

Cost of Qualifying Asset 10,153,194
Divided by Future ERCs 14545
Cost/ERC $698.05
Rate of Retum 10.75%
Annual Retum per ERC §75.04
Annual Reduction in

Retum per ERC £3.00
Annual Depreciation Expense $408,128
Divided by Future ERCs 14,545
Annual Depreciation per ERC $27.92
Weighted Cost of Equity 4.30%
Divided by Rate of Retum 10.75%

Percentage of Equity in Retur 40.00%

Year 26 Year 27 Year28 Year 29 Year3Q
Unfunded Expenses; .
Depreciation Expense:
Unfunded Ann. Deprec. Exp 27.92 27.92 27.92 27.92 27.92
Unfunded Exp - Prior Year
Total Unfunded Expense 27.92 55.84 83.77 111.69 139.61
Unfunded Retums
Return on Expense - Crnt Yr. 3.00 3.00 3.00 3.00 3.00
Return on Expense - Prior Yr. 0.00 3.00 6.00 9.00 12.01
Retumn on Plant - Current Yr. 75.04 71.03 67.02 63.01 59.01
Eamings - Prior Year 0.00 75.04 146.07 213.10 276.11
Compound Eamings - Prior Y 0.00 8.07 1570 291 - 2968
Total Compound Eamings 78.04 160.14 237.80 311.03 379.81
Year-end AFPt Charge 105.98 215.98 321.57 42271 519.42
(net of taxes)
Jan 8.83 115.13 224.78 329.99 430.77
Feb 17.68 124,30 233.58 338.42 438.83
Mar 26.49 133.47 242.38 346.85 446.88
Apr 3532 142,63 251.18 355.28 454.94
May 4415 151.80 259.98 363.71 463.00
Jun 52.98 160.87 268.77 372.14 471.06
Jul 61.81 170.14 _277.57 . 380.57 479.12
Aug 70.64 179.31 286.37 388.99 487.18
Sep 79.47 188.48 295.17 39742 495.24
Oct’ 88.30 197.65 303.97 405.85 503.30
Nov 97.13 206.81 31277 414.28 511.35
Dec 105.96 215.98 321.57 422.71 519.41
AVG 57.40 165.56 273.17 376.35 475.09
3,636 3,638 . 3838 3,638 3,636
14,545 14,545 14,545 14,545 14,545
Jan 303 303 303 303 '}
Feb | 303 303 303 303 0
Mar 303 303 303 303 [+}
Apr 303 303 303 303 0
May 303 303 303 303 0
Jun 303 303 303 303 0
Jul 303 303 303 303 0
Aug 303 303 303 303 0
Sep 303 303 303 303 0
Oct 303 303 303 303 0
Nov 303 303 303 303 0
Dec 303 303 303 303 [+
Total 3,636 3,636 3,636 3,636 0
Cumulative 3,636 7273 10,809 14,545 14,545
Jan $2,676 $34,887 $68,118 $99,998 $0
Feb 5,352 37,668 70,782 102,552 0
Mar 8,027 40,444 73,448 105,107 0
Apr 10,703 4322 76,114 107,861 0
May 13,379 48,001 78,780 110,215 0
Jun 16,055 48,779 81,447 112,769 [+]
Jul 18,730 51,558 84,113 115,323 0
Aug 21,406 54,336 88,779 117,877 0
Sep 24,082 57,114 89,445 120,431 0
Oct 26,758 59,893 92,112 122,985 0
Nov 29,433 62,671 94,778 125,540 0
Dec 32,109 65,449 97 444 128,094 0
Total 208,709 602,020 99&58 1 }368!552 0
A-18
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MODEL WASTEWATER UTILITY
DESCRIPTION & ASSUMPTIONS

The purpose of this model is to present the financial impacts of proposed rules related to
margin reserve and imputation of CIAC on investor-owned utilities in Florida.

Financial impacts are presented over a 30 year projection period, including an initial 5 year
construction period.

Rate revenue for return on investment begins in the 6th year - the first year after plant is placed
in service

An assumption is made that rate revenues provide 100% reimbursement of operation and
maintenance expenses and rate case expense.

Plant additions are made in 2.5 year increments. Permitting, design and construction takes 5
years. Plant additions are placed in service six months before demand would otherwise exceed
capacity, in accordance with DEP regulations.

Customer growth is even and predictable,

AFPl is calculated as of the beginning of the year the plant is placed in service.
AFPI charge compounds for 2.5 years and re-starts when new plant comes on-line.

Capital structure includes only long-term debt and equity.

Capital Structyre
Cost Weighted

Long Term Debt $19,500,000 60.0% 10.00% 6.00%
Short Term Debt 0.0% 9.00% 0.00%
Customer Deposits : 0.0% 6.00% 0.00%
Deferred ITCs 0.0% 10.00% 0.00%
Deferred Income Taxes 0.0% 0.00% 0.00%
Common Equity 13,000,000 40.0% 11.88% 4.75%

Total Capital $32,500,000 100.00% 10.75%
AFUDC Rate 10.75%
Inﬂgtion on the cost of plant construction is 3.Q%
Size of each increment of plant: 2.500 MGD
Cost per MG of plant capacity $3.90 /MG of capacity
Consumption 275 gpd/ERC
New ERC's per Year 3,636
Margin Reserve allowed 18 months
CIAC Imputed? Yes

Milian, Swain & Associates, Inc. B-1
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MODEL WASTEWATER UTILITY

AFPT Total
$21 $378
37 275
43 248
46 240

Key Results
S io: WWTP - 30 hi /18 i MR/ CIAC I i
Average Cost per ERC/ year: Service
Rates.  Availabilty
Five years $194 8185
Ten years 183 92
Fifteen years 186 62
Twenty years 193 46
Twenty-five years 202 37

Total cost per ERC over twenty-five years

Net Present Value of Revenue Requirement
Rates
CIAC
AFPI
Total

Net Present Value of Return to the Utility
Rates
AFPI
Total

Average Rate of Return on Investment Earned

Maximum Rate of Return on Investment Earned

47 238

$5,962

$28,138,655
17,285,480

788,292

) $46,212.428

$6,708,917
788,292
$7,497,209
5.30%

7.46%

Milian, Swain & Associates, Inc. B-2
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f MODEL WASTEWATER UTILITY
LIST OF SCHEDULES
Schedule | Projected Net Investment
Schedule 1l Projected Regulatory Income
Schedule Il Projected Rate Base & Allowed Return

Schedule IV Projected CWIP and Plant in Service Balances
Schedule Va Projected Construction

Schedule V Calculations of Used & Useful %'s

Schedule VI Calculation of Imputed CIAC in Rate Base
Schedule Vil Projected CIAC Balances

Schedule Vlla  Calculation of Service Availability Charge

. Schedule VIl Projected AFPI Collections

Schedule Vllia through Vllie
Calculation of AFPI Charges

Milian, Swain & Associates, Inc. B-3
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Schedule t
MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 month increments / 18 month MR / CIAC Imputed
PROJECTED NET INVESTMENT
a N b c d e f g h i j k
Net Investment Return on Investment Overall
Net Net Rate Allowed Allowed Rate of
YEAR CwipP Plant CIAC Total Base Rate of Returni Return AFPI Total Return
(b+c+d) (f*q) (h+j) (i/e)
1 513,703 0 0 513,703 0 0 0 0 0.00%
2 2,107,219 0 0 2,107,219 0 0 0 0 0.00%
3 5,594,732 0 0 5,594,732 0 0 0 0 0.00%
4 10,516,894 0 0| 10,516,894 0 0 0 0 0.00%
5 17,447,831 : 0 - 0} 17,447,831 0 0 0 0 0.00%
6 10,304,863 11,321,084 (3,290,377) 18,335,570 2,664,799 10.75% 286,466 102,347 388,813 2.12%
7 16,659,418 10,849,372 (6,446,452) 21,062,338 2,926,437 10.75% 314,592 0 314,592 1.49%
8 8,358,983| 22,388,198 (9,468,226) 21,278,955 402,124 10.75% 43,228 73,587 116,815 0.55%
9 14,227,329 21,416,047| (12,355,700) 3,287,676 6,054,595 10.75% 650,869 199,736 850,605 3.65%]|-
10 6,555,736| 34,151,366| (15,108,872) 25,598,230 3,659,115 10.75% 382,605 0 382,605 1.49%
1 11,946,160 32,608,070| (17,727,743) 26,826,488 9,800,532 10.75% 1,053,557 304,577 1,358,134 5.06%
12 19,312,831 31,064,775 (20,212,313} 30,165,293 9,576,018 10.75% 1,029,422 366,493 1,395,915 4.63%
13 9,690,353 43,444,985 (22,562,582) 30,572,756 7,206,380 10.75% 774,686 82,481 857,167 2.80%
14 16,493,373 41,321,543 (24,778,550} 33,036,367 13,777,133 10.75% 1,481,042 223,878 1,704,919 5.16%
15 7,599,804 55,088,816| (26,860,216) 35,828,494} 11,665,610 10.75% 1,254,053 0 1,254,053 3.50%
16 13,848,874 52,303,261| (28,807,582) 37,344,553 18,778,733 10.75% 2,018,714 317,067 2,335,781 6.25%
17 22,388,864| 49,517,707| (30,620,647) 41,285924( 17,905,993 10.75% 1,924,894 381,641 - 2,306,535 5.59%
18 11,233,775 62,873,310| (32,299,410) 41,807,675) 16,053,548 10.75% 1,725,756 82,943 1,808,700 4.33%
19 19,120,340| 59,415,208 | (33,843,873) 44,691,675 23,137,053 10.75% 2,487,233 225,132 2,712,366 6.07%
20 8,810,361 74,378,798 (35,254,034) 47,935,124| 21,678,456 10.75% 2,330,434 0 2,330,434 4.86%
21 16,054,640 70,153,124| (36,529,894) 49,677,870 29,373,690 . 10.75% 3,157,672 314,294 3,471,966 6.99%
22 25,954,830 65,927,451 (37,671,4563) 54,210,827| 27,649,237 10.75% 2,972,293 378,278 3,350,571 6.18%
23 13,023,024 80,413,804 .(38,678,712) 54,758,116 26,401,449 10.75% 2,838,156 80,999 2,919,155 5.33%
24 22,165,715| 75,408,463 (39,551,669} 58,022,509 33,860,379 10.75% 3,639,991 219,854 3,859,845 6.65%
25 10,213,623] 91,758,913| (40,290,325) 61,682,211 33,154,881 10.75% 3,564,150 0 3,564,150 5.78%
26 18,611,728 85,863,747} (40,894,679) 63,580,796) 41,309,678 10.75% 4,440,790 305,426 4,746,217 7.46%
27 30,088,762 79,968,581 (41,364,733) 68,692,610} 38,496,081 10.75% 4,138,329 367,523 4,505,852 6.56%
28 15,097,254 95,765,783 | (41,700,486) 69,162,550 37,884,320 10.75% 4,072,564 77,814 4,150,379 6.00%
29 25,696,138| 88,966,768] (41,901,938] 72,760,969} 45,629,499 10.75% 4,905,171 211,210 5,116,381 7.03%
30 11,840,388 106,924,969 (41,969,088) 76,796,268 45,732,289 10.75% 4,916,221 0 4,916,221 6.40%
AVG 38,152,741 ‘ AVG 2,023,939 5.30%
NPV_ 193,875,622 NPV 6,708,917 788,292] 7,497,209 3.87%
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Avg 5 Year
Revenue
Per ERC

$194

$179

$189

$202

$216

WWTPB.WK4
Schedule ll
: MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 month increments / 18 month MR / CIAC imputed
PROJECTED REGULATQRY INCOME
a b c d e f g ’ h i i k
Revenue Allowed Allowed Gross Allowed Allowed Allowed
From O&M Depreciation | Amortization Property Receipts Interest Pretax Income Net
YEAR Rates Expense Expense Expense Taxes Tax Expense Profit Tax Profit

1

2

3

4

5 — -

6 1,055,988 (90,909 (377,369 67,151 (117,928 (47,519 (159,888 329,525 (202,947 126,578
7 1,254,848 (272,727 (471,712 201,452 (117,928 (56,468 (175,586 361,879 (222,873 139,006
8 1,270,581 (454,545 (777,721 335,753 (243,038 (57,176 (24,127 49,726 (30,625 19,101
9 2,610,969 (636,364 (972,151 470,054 (243,038 (117,494 (363,276 748,702 (461,108 287,593
10 2,605,182 (818,182]) (1,234,636 604,355 (385,824 (117,233 (213,547 440,114 (271,057 169,058
11 4,070,709 (1,000,000} (1,440,409 738,656 (385,824 (183,182 (588,032 1,211,918 (746,393 465,525
12 4,185,023} (1,181,818} (1,543,295 872,957 - (385,824 (188,326 (574,561 1,184,155 (729,294 454,861
13 4,316,071 (1,363,636) (1,911,097 1,007,258 (530,860 (194,223 (432,383 891,129 (548,826 342,303
14 5,851,815| (1,545455) (2,123,442 1,141,559 (530,860 (263,332 (826,628 1,703,658| (1,049,245 654,414
15 6,012,122| (1,727,273] (2,451,288 1,275,860 (696,389 (270,545 (699,937 1,442,551 (888,434 554,116
16 7.663,165| (1,909,091 (2,674,132 1,410,161 (696,389 (344,842) (1,126,724 2,322,148} (1,430,158 891,990
17 7.661,755| (2,090,909) (2,785,555 1,544,462 (696,389 (344,779] (1,074,360 2,214,227 (1,363,692 850,535
18 7.994,158| (2,272,727) (3,227,563 1,678,764 (864,526) . (359,737 (963,213 1,985,156 (1,222,613 762,544
19 0,647,564| (2,454,545) (3,458,103 1,813,065 (864,526 (434,140} (1,388,223 2,861,091 (1,762,081 1,099,010
20 10,042,220 (2,636,364 (3,863,473 1,947,366 (1,056,418 (451,900 (1,300,707 2,680,723 (1,650,997 1,029,727
21 11,824,711 (2,818,182] (4,104,940 2,081,667 (1,056,418 (532,112} (1,762421) 3,632,304 (2,237,054 1,395,250
22 11,669,255 (3,000,000} (4,225,673 2,215,968 (1,056,418 (525,116) (1,658,954 3,419,061 (2,105,722 1,313,339
23 12,237,494] (3,181,818} (4,755,074 2,350,269| (1,251,335 (550,687) (1,584,087 3,264,761 (2,010,692 1,254,069
24 13,983,755{ (3,363,636] (5,005,341 2,484,570 (1,251,335 (629,269} (2,031,623 4,187,121 (2,578,753 1,608,368
25 14,650,997 (3,545,455} (5,502,155 2,618,871 (1,473,791 (659,295) (1,989,293 4,099,880 (2,525,023 1,574,857
26 16,543,376 (3,727,273} (5.764,162] 2,753,172 (1,473,791 (744,452] (2.478,581) 5,108,289] (3,146,079 1,962,210
27 16,189,219] (3,909,091 (5,895,166 2,887,473} (1,473,791 (728,515) (2,309,765 4,760,364 (2,931,800 1,828,564
28 17,019,598{ (4,090,909) (6,527,054 3,021,774 (1,699,754 (765,882] (2,273,059 4,684,715{ (2,885,210 1,799,505
29 18,843,624 (4,272,727 (6,799,014 3,156,075 (1,699,754 (847,963 (2,737,770 5,642,471 (3,475,070 2,167,401
30 - 19,816,007! (4,454,545 (7,403,443 3,290,377 (1,957,641 (891,724 (2,743,937 5,655,182| (3,482,898 2,172,284

Net Present Value of Revenue Requirement $28,138,655 ,
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Schedule 1l
MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 month increments / 18 month MR / CIAC Imputed
PROJECTED RATE BASE & ALLOWED RETURN
a b c d e f g h i
Average Used & Rate Base Allowed Rate Allowed
YEAR Net Useful Net Plant Average Imputed of Return Return on
Plant % U&u Net CIAC CIAC Total Rate Base

1

2

3

4

5

6 $11,556,940 80%| $9,245,552 ($1,645,188) ($4,935,565) $2,664,799 10.75% 286,466
7 11,085,228 100%| 11,085,228  (4,868,414) (3,290,377) 2,926,437 10.75% 314,592
8 16,618,785 80%| 13,295,028  (7,957,339) - (4,935,565) 402,124 10.75% 43,228
9 21,902,123 100%| 21,902,123 (10,911,963) (4,935,565) 6,054,595 10.75% 650,869
10 27,783,706 80%| 22,226,965 (13,732,286) (4,935,565) 3,559,115 10.75% 382,605
11 33,379,718 93%| 31,154,404 (16,418,307) (4,935,565) 9,800,532 10.75% 1,053,557
12 31,836,423 100%| 31,836,423 (18,970,028) (3,290,377) 9,576,018 10.75% 1,029,422
13 37,254,880 90%| 33,529,392 (21,387,447) (4,935,565) 7,206,380 10.75% 774,686
14 42 383,264 100%| 42,383,264 (23,670,566) (4,935,565) 13,777,133 10.75% 1,481,042
15 48,205,179 88%| 42,420,558 (25,819,383) (4,935,565) 11,665,610 10.75% 1,254,053
16 53,696,038 96%| 51,548,197 (27,833,899) (4,935,565) 18,778,733 10.75% 2,018,714
17 50,910,484 100%| 50,910,484 (29,714,114) (3,290,377) 17,905,993 10.75% 1,924,894
18 56,195,509 93%| 52,449,141 (31,460,028) (4,935,665) 16,053,548 10.75% 1,725,756
19 61,144,259 100%( 61,144,259 (33,071,641) (4,935,565) 23,137,053 10.75% 2,487,233
20 66,897,003 91%| 61,162,974 (34,548,953) (4,935,565) 21,678,456 10.75% - 2,330,434
21 72,265,961 97%| 70,201,219 (35,891,964) (4,935,565} 29,373,690 10.75% 3,157,672
22 68,040,288 100%| 68,040,288 (37,100,674) (3,290,377) 27,649,237 10.75% 2,972,293
23 73,170,627 95%| 69,512,096 (38,175,083) (4,935,565) 26,401,449 10.75% 2,838,156
24 77,911,133 100%] 77,911,133 (39,115,190) (4,935,565) 33,860,379 10.75% 3,639,991
25 83,583,688 93%| 78,011,442 (39,920,997) (4,935,565) 33,154,881 10.75% 3,564,150
26 88,811,330 98%| 86,837,745 (40,592,502) (4,935,565) 41,309,678 10.75% 4,440,790
27 82,916,164 100%| 82,916,164 (41,129,706) (3,290,377) 38,496,081 10.75% 4,138,329
28 87,867,182 96%| 84,352,495 (41,532,610) (4,935,665) 37,884,320 10.75% 4,072,564
29 92,366,275 100%} 92,366,275 (41,801,212) (4,935,565) 45,629,499 10.75% 4,905,171
30 97,945,868 95%| 92,603,367 {41,935,513) (4,935,565) 45,732,289 10.75% 4,916,221

AVG : '
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Schedule IV
MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 month Increments / 18 month MR / CIAC Imputed
PROJECTED CWIP AND PLAN
a b c d e f g h i
Total Book Value - Utility Plant in Service Average
YEAR Total Total Transfers Cwip Accum. Net
$ Spent AFUDC to Plant Balance Gross Deprec Net Plant

1 487,500 26,203 513,703

2 1,462,500 131,016 2,107,219

3 3,110,689 376,825 5,694,732

4 4,154,816 767,345 10,516,894

5 5,637,267 1,293,670 17,447,831

6 3,892,080 757,747 (11,792,796) 10,304,863 11,792,796 (471,712) 11,321,084 11,556,940
7 5,112,796 1,241,759 16,659,418 11,792,796 (943,424) 10,849,372 11,085,228
8 3,611,792 598,750 (12,510,977) 8,358,983 24,303,773  (1,915,575) 22,388,198 16,618,785
9 4,816,571 1,051,775 14,227,329 24,303,773  (2,887,725) 21,416,047 21,902,123
10 5,026,198 1,580,824 (14,278,614) 6,555,736 38,582,387  (4,431,021) 34,151,366] 27,783,706
11 4,511,988 878,437 11,946,160 38,682,387  (5,974,316) 32,608,070 33,379,718
12 5,927,132 1,439,539 19,312,831 38,582,387  (7,517,612) 31,064,775; 31,836,423
13 4,187,057 . 694,116 (14.,503,651) 9,690,353 53,086,038  (9,641,053) 43,444,985| 37,254,880
14 5,583,726 1,219,295 16,493,373 653,086,038 (11,764,495) 41,321,543| 42,383,264
15 5,826,741 1,832,608 (16,552,827) 7,599,894 69,638,865 (14,550,050) 55.,088,816| 48,205,179
16 5,230,630 1,018,349 13,848,874 69,638,865 (17,335,604) 52,303,261 53,696,038
17 6,871,170 1,668,821 22,388,864 : 69,638,865 (20,121,159) 49,517,707| 50,910,484
18 4,853,947 804,670 (16,813,707) 11,233,775 86,452,572 (23,579,262) 62,873,310{ 56,195,509
19 6,473,068 1,413,497 19,120,340 86,452,572 (27,037,365) 59,415,208| 61,144,259
20 6,754,789 2,124,495 (19,189,264) 8,810,361 105,641,836 (31,263,038) 74,378,798| 66,897,003
21 6,063,734 1,180,546 16,054,640 105,641,836 (35,488,711) 70,153,124} 72,265,961
22 7,965,569 1,934,621 25,954,830 105,641,836 (39,714,385) 65,927,451 68,040,288
23 5,627,055 932,833 (19,491,694) 13,023,024 125,133,530 (44,719,726) 80,413,804; 73,170,627
24 7,504,060 1,638,631 22,165,715 125,133,530 (49,725,067) 75,408,463} 77,911,133
25 7,830,652 2462872 (22,245,616) 10,213,623 147,379,146 (55,620,233) 91,758,913 83,583,688
26 7,029,530 1,368,576 18,611,728 147,379,146  (61,515,399) 85,863,747 88,811,330
27 9,234,278 2,242,756 30,088,762 147,379,146 (67.410,565) 79,968,681 82,916,164
28 6,523,299 1,081,409 (22,596,216) 15,097,254 169,975,362 (74,209,579) 95,765,783| 87,867,182
29 8,699,263 1,899,622 25,696,138 169,975,362 (81,008,594) 88,966,768 92,366,275
30 9,077,872 2,855,143 (25,788,766) 11,840,388 195,764,127  (88,839,159) 106,924,969| 97,945,868

Milian, Swain & Associates, Inc.
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Cost of each increment of plant

Scenario: WWTP - 30 month Increments / 18 month MR / CIAC Imputed

$3.90 / MGD capacity

MODEL WASTEWATER UTILITY

Cost of construction for each increment of Plant

Schedule IVa

Year % Complete $ Spent AFUDC Total
Inflation rate 3.0% :
1 5.0% $487,500 $26,203 $513,703
Capacity of each increment of plant 2.500 MGD 2 15.0% $1,462,500 131,016 1,593,516
3 26.6% $2,593,500 349,026 2,942,526
Depreciable Life of Plant 25 4 26.7% $2,603,250 628,351 3,231,601
5 26.7% $2,603,250 908,200 3,511,450
All plant expansions are placed in service six months before Total 100.0% $9,750,000  $2,042,796 $11,792,796|
demand would otherwise exceed capacity.
a d e f g h i i k 1
cwip
YEAR —__1stincrement 2nd Increment 3rd Increment 4th Increment 5th Increment 6th Increment
B $ Spent AFUDC ‘$ Spent AFUDC $ Spent AFUDC $ Spent - AFUDC $ Spent AFUDC $ Spent AFUDC
1 487,500 26,203
2 1,462,500 131,016
3 2,593,500 349,026 517,189 27,799
4 2,603,250 628,351 1,551,566 138,994
5 2,603,250 908,200 2,751,444 370,281 282,573 15,188
6 2,761,788 666,618 1,130,292 91,130
7 2,761,788 963,510 2,351,008 278,250
8 3,012,229 566,524 599,564 32,227
9 3,017,880 890,642 1,798,691 161,133
10 1,508,940 1,133,959 3,189,678 429,257 327,580 17,607
1 : 3,201,669 772,792 1,310,318 105,644
12 3,201,669 1,116,972 2,725,462 322,568
13 3,491,999 656,756 695,058 37,359
14 3,498,550 1,032,498 2,085,175 186,797
15 1,749,275 1,314,569 3,697,711 497,627
16 3,711,612 895,878
17 3,711,612 1,294,876
18 .
19
20
21
22
23
24
25
26
27
28
29
30
Total 11,792,796 12,510,977 14,278,614 " 14,503,651 16,552,827 16,813,707

Milian, Swain & Associates, Inc.
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WWTPB.WK4
Schedule Vb
MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 month Increments / 18 month MR / CIAC imputed
PROJECTED CONSTRUCTION
a b c d [ f g h i | k I m 0
7th Increment 8th Increment 9th increment 10th increment 11th Increment 12th Increment 13th Increment
__$ Spent AFUDC $ Spent AFUDC $ Spent AFUDC $ Spent AFUDC $ Spent AFUDC $ Spent AFUDC $ Spent AFUDC
379,755 20,412
1,519,018 122,471
3,159,558 373,944
4,048,184 761,360 805,763 43,310
4,065,779 1,196,948 2,417,290 216,549 .
2,027,889 1,523,946 4,286,660 576,886 440,240 23,663
4,302,776 1,038,568 1,760,958 141,977
4,302,776 1,501,117 . 3,662,794 433,504
4,692,954 882,625 934,100 50,208
4,701,759 1,387,591 2,802,301 251,039
2,350,860 1,766,671 4,969,414 668,769 510,358 27,432
4,988,096 1,203,985 2,041,433 164,591
4,988,096 1,740,206 4,246,182 502,550
6,440,420 1,023,205 1,082,878 58,205
5,450,627 1,608,599 3,248,635 291,024
2,725,314 2,048,055 5,760,913 775,287 591,645 31,801
19,189,264 - 19,491,694 22,245,616 22,596,216 25,788,766 11,216,942 623,446
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Schedule V
MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 month increments / 18 month MR / CIAC Imputed
)
a b c d e f g h
Year-end Capacity Year-end Average Margin Total Used &
YEAR MGD ERC's Connections | Connections Reserve ERCs in Useful
: (ERCs) {ERCs) (ERCs) Rate Base %
1
2
3
4
5
6 2.500 9,091 3,636 1,818 5,455 7,273 80%
7 2.500 9,091 7,273 5,455 3,636 9,091 100%
8 5.000 18,182 10,909 9,091 5,455 14,545 80%
9 5.000 18,182 14,545 12,727 5,455 18,182 100%
10 7.500 27,273 18,182 16,364 5,455 21,818 80%
11 7.500 27,273 21,818 20,000 5,455 25,455 93%
12 7.500 27,273 25,455 23,636 3,636 27,273 100%
13 10.000 36,364 29,091 27,273 5,455 32,727 90%
14 10.000 36,364 32,727 30,909 5,455 36,364 100%
15 12.500 45,455 36,364 34,545 5,455 40,000 88%
16 12.500 45,455 40,000 38,182 5,455 43,636 96%
17 12.500 45,455 43,636 41,818 3,636 45,455 100%
18 15.000 54,545 47,273 45,455 5,455 50,909 93%
19 15.000 54,545 50,909 49,091 5,455 54,545 100%
20 17.500 63,636 54,545 52,727 . 5,455 58,182 91%
21 17.500 63,636 58,182 56,364 5,455 61,818 97%
22 17.500 63,636 61,818 60,000 3,636 63,636 100%
23 20.000 72,727 65,455 63,636 5,455 69,091 95%
24 20.000 72,727 69,091 67,273 5,455 72,727 100%
25 22.500 81,818 72,727 70,909 5,455 76,364 93%
26 22.500 81,818 76,364 74,545 5,455 80,000 98%
27 22.500 81,818 80,000 78,182 3,636 81,818 100%
28 25.000 90,909 83,636 81,818 5,455 87,273 96%
29 25.000 90,909 87,273 85,455 5,455 90,909 | 100%
30 27.500 100,000 90,909 89,091 5,455 94,545 95% |

Milian, Swain & Associates, Inc.

B-10



WWTPB.WK4

Schedule Vi
MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 month increments / 18 month MR / CIAC imputed
’ CALCULATION OF IMPUTED CIAC IN RATE BASE
a b c d e f h
Calculated Imputed CIAC Limitation
YEAR Service Margin Res. Gross Calc. Net MR Plant |Imputed CIAC
Avail. Charge ERC's Imputed CIAC | Amortization |imputed CIAC| in RateBase | in Rate Base
1
2
3
4
5
6 1$923.32 5,455 ($5,036,291) $100,726| ($4,935,565) $6,934,164| ($4,935,565)
7 $923.32 3,636 (3,357,527) 67,151 (3.290,377) 4,434,091 (3.290,377)
8 $923.32 5,455 (5,036,291 100,726 | (4,935,565} = 4,985,635| (4,935,565)
9 $923.32 5,455 (5,036,291) 100,726| (4,935,5565) 6,570,637 (4,935,565)
10 '$923.32 5,455 (5,036,291) 100,726 | (4,935,565) 5,556,741 (4,935,565
11 $923.32 5,455 (5,036,291) 100,726 (4,935,565) 6,675,944 (4,935,565)
12 $923.32 3,636 (3,357,527) 67,151 (3.290,377) 4,244,856, (3,290,377)
13 $923.32 5,455 (5,036,291) 100,726| (4,935,565) 5,588,232 (4,935,565)
14 $923.32 5,455 {5,036,291) 100,726| (4,935,565 6,357,490] (4,935,565)
15 $923.32 5,455 (5,036,291) 100,726 (4,935,565} 5,784,622 (4,935,565
16 $923.32 5,455 (6,036,291} 100,726 (4,935,565) 6,443,525 (4,935,565)
17 $923.32 3,636 (3,357,527) 67,151 (3,290,377) 4,072,839 (3,290,377)
18 '$923.32 5,455 (5,036,291} 100,726| (4,935,565) 5,619,551 (4,935,565}
19 $923.32 5,455 (5,036,291) 100,726 | (4,935,565} 6,114,426] (4,935,565)
20 $923.32 5,455 (5,036,291) 100,726| (4,935,565)  5,734,029| (4,935,565
21 $923.32 5,455 {5,036,291) 100,726 | (4,935,665) 6,194,225| (4,935,565)
22 -$923.32 3,636 (3,357,527) 67,151 (3,290,377)  3,888,016; (3,290,377)
23 $923.32 5,455 (5,036,291) 100,726 (4,935,565 5,487,797 (4,935,565)
24 $923.32 5,455 (5,036,291) 100,726| (4,935,565] 5,843,335} (4,935,565)
25 $923.32 5,455 (5,036,291) 100,726  (4,935,565) 5572,246] (4,935,565)
26 $923.32 5,455 (5,036,291) 100,726 | (4,935,565 5,920,755 (4,935,565)
27 $923.32 3,636 (3,357,527} 67,151 (3,290,377) 3,685,163 (3,290,377)
28 '$923.32 5,455 (5,036,291) 100,726 (4,935,565) 5,272,031 (4,935,565)
29 $923.32 5,455 (5,036,291) 100,726 | (4,935,565) 5,541,977 (4,935,565)
30 $923.32 5,455 (5,036,291) 100,726 . (4,935,565) 5,342,502| (4,935,565
B-11
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MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 month increments / 18 month MR / CIAC imputed

Schedule VIl

PROJ ES
a b c d e f
New CIAC CIAC - Year End Balance Average Net
YEAR ERCs Collected Gross Acc. Amort Net CIAC

1 $0

2 0

3 0

4 0

5 0

6 3,636 3,357,527 3,357,527 (67,151} 3,290,377 1,645,188
7 3,636 3,357,527 6,715,054 (268,602) 6,446,452 4,868,414
8 3,636 3,357,527 10,072,581 (604,355) 9,468,226 7,957,339
9 3,636 3,357,627 13,430,108 (1,074,409) 12,355,700} 10,911,963
10 3,636 3,357,527 16,787,635 (1,678,764) 15,108,872| 13,732,286
11 3,636 3,357,527 20,145,162 (2,417,419)y 17,727,743| 16,418,307
12 3,636 3,357,527 23,502,689 (3,290,377) 20,212,313 18,970,028
13 3,636 3,357,527 26,860,216 (4,297,635) 22,562,582 21,387,447
14 3,636 3,357,527} 30,217,743 {5,439,194) 24,778,550 23,670,566
15 3,636 3,357,527 33,575,270 (6,715,054) 26,860,216| 25,819,383
16 3,636 3,357,527 36,932,798 (8,125,215) 28,807,682 27,833,899
17 3,636 3,357,527 40,290,325 (9,669,678) 30,620,647 | 29,714,114
18 3,636 3,357,527 43,647,852 (11,348,441) 32,299,410| 31,460,028
19 3,636 3,357,527 47,005,379 (13,161,506) 33,843,873 33,071,641
20 3,636 3,357,527 50,362,906| (15,108,872) 35,254,034 34,548,953
21 3,636 3,357,527 53,720,433{ (17,190,538) 36,529,894 35,891,964
22 3,636 3,357,527 57,077,960 (19,406,506) 37,671,453 37,100,674
23 3,636 3,357,527 60,435,487 (21,756,775) 38,678,712 38,175,083
24 3,636 3,357,627 63,793,014 (24,241,345 39,651,669 39,115,190
25 3,636 3,357,527 67,150,541| (26,860,216) 40,290,325 39,920,997
26 3,636 3,357,527| 70,508,068, (29,613,389)] 40,894,679 40,592,502
27 3,636 3,357,527 73,865,595| (32,500,862) 41,364,733| 41,129,706
28 3,636 3,357,627 77,223,122 (35,522,636) 41,700,486| 41,532,610
29 3,636 3,357,527 80,580,649 (38,678,712) 41,901,938| 41,801,212
30 3,636 3,357,527 83,938,176| (41,969,088) 41,969,088 41,935,513
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MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 month increments / 18 month MR / CIAC Imputed
BILITY CHARGES

Gross Book Value $11,792,796
Land 0
Depreciable-Assets $11,792,796
Accumulated Depreciation to Date 0
Accumulated Depreciation at Design Capacity 1,179,280
Net Plant at Design Capacity 10,613,516
Transmission & Distribution Mains 0
Minimum Level of CIAC 0.00%
CIAC to Date 0
Accumulated Amortization of CIAC to Date 0
Acc. Amort. of CIAC at design capacity 0
Future Customers - 9,001
Composite Depreciation Rate 4.00%
Number of Years to Design Capacity 25
Existing Service Availability Charge per ERC 0
Level of CIAC at Design Capacity 0.00%
Requested Service Availability Charge per ERC $923.32
Level of CIAC at Design Capacity 75.00%
Minimum Service Availability Charge per ERC 0
Level of CIAC at Design Capacity 0.00%
Maximum Service Availability Charge per ERC $923.32
Level of CIAC at Design Capacity 75.00%
No. of Customers at Design Capacity 0
Current No. of Customers 0
Annual Growth 3,636
Depreciation/Amortization multiplier 469.696970
Number of Years
Depreciation rate 4.00%

Schedule Vila
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Schedule VIl

MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 month increments / 18 month MR / CIAC imputed
Proj
a b c d e
New ERC's paying Avg AFP|
YEAR ERC's AFP} AFPI Colected
(k*1)
1 (4] 0 0.00 $0
2 0 0 0.00 0
3 0 0 0.00 0
4 0 0 0.00 0
5 0 0 0.00 0
6 3,636 1,818 56.29 102,347
7 3,636 0 0.00 0
8 3,636 1,818 40.47 73,587
9 3,636 1,818 109.85 199,736
10 3,636 0 0.00 0
1 3,636 3,636 83.76 304,577
12 3,636 1,818 201.57 366,493
13 3,636 1,818 45.36 82,481
14 3,636 1,818 123.13 223,878
15 3,636 0 0.00 0
16 3,636 3,636 87.19 317,067
17 3,636 1,818 209.90 381,641
18 3,636 1,818 45.62 82,943
19 3,636 1,818 123.82 225,132
20 3,636 0 0.00 0
21 3,636 3,636 86.43 314,294
22 3,636 1,818 208.05 378,278
23 3,636 1,818 44 .55 80,999
24 3,636 1,818 120.92 219,854
25 3,636 0 0.00 0
26 3,636 3,636 83.99 305,426
27 3,636 1,818 202.14 367,523
28 3,636 1,818 4280 77,814
29 3,636 1,818 116.17 211,210
30 3,636 0 0.00 0
B-14
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MODEL WASTEWATER UTILITY

Scenario: WWTP - 30 month increments / 18 month MR / CIAC Imputed
CALCULATION OF AFP{

Schedule Vlila

1st Increment 2nd Increment (based on Year 8 figures)
Cost of Qualifying Asset $2,311,388 $3,323,757
Divided by Future ERCs 1818 3.636
Cost/ERC $1,271.39 $914.1
Rate of Return 1075% 10.75%
Annual Return per ERC $136.67 §98.27
Annual Reduction in
Return per ERC £5.47 $393
Annual Depreciation Expense $92,456 $132,950
Divided by Future ERCs 1.818 3.636
Annual Depreciation per ERC $50.88 £36.56
Weighted Cost of Equity 4.30% 4.30%
Divided by Rate of Retum 10.75% 1075%
Percentage of Equity in Retum 40.00% 40.00%
[ 1st increment | 2nd Increment |
Year6 Year7 Year8a Year &b Year9 Year 10
Unfunded Expenses:
Depreciation Expense:
Unfunded Ann. Deprec. Exp §0.86 50.86 50.88 36.56 36.58 36.56
Unfunded Exp - Prior Year
Total Unfunded Expense 50.86 101.71 152.57 36.56 73.13 109.68
Unfunded Refums
Return on Expense - Cmt Yr. 5.47 547 5.47 393 393 3.93
Retumn on Expense - Prior Yr. 0.00 5.47 10.83 0.00 . 38 7.86
Return on Plant - Current Yr. 136.67 131.21 125.74 08.27 84.34 80.41
Eamings - Prior Year 0.00 136.67 267.88 0.00 98.27 192.61
Compound Eamings - Prior Yr 0.00 1469 28.80 0.00 10.56 20.71
Total Compound Eamings 142,14 293.51 438.82 102.20 211.03 315.51
Year-end AFP! Charge 193.00 395.22 591.39 138.76 284.16 42521
(net of taxes) :
Jan 16.08 209.85 411.57 80.95 223.58
Feb 3217 226.70 427.91 92.51 235.70
Mar 48.25 243.55 444.28 104.07 247.81
Apr 64.33 260.40 460.61 115.64 259.93
May 80.42 277.26 476.98 127.20 272.04
Jun 98.50 294.11 493.30 138.76 284.18
Jut 112.58 310.98 11.56 150.88 295.92
Aug 128.66 327.81 23.13 163.00 307.67
Sep 144.75 344.66 34.69 175.11 319.42
Oct 160.83 361.52 48.25 187.23 331.18
Nov 176.91 378.37 §7.82 199.35 34293
Dec 193.00 395.22 69.38 211.48 354.68
AVG 104.54 302.53 >5>>> 246.45 145.51 289.58
New ERC's 3,636 3,636 1,818 1,818 3,638 3,636
Limitation 1,818 1,818 1,818 3,638 3,638 3,638
#of ERC's to pay AFPI:
Jan 303 0 0 0 303 0
Feb 303 0 0 0 303 0
Mar 303 0 0 0 303 0
Apr 303 0 0 0 303 0
May 303 0 0 [+] 303 [¢]
Jun 303 0 0 1} 303 0
Jul [} 0 0 303 0 0
Aug 0 (] ] 303 ] 0
Sep ¢} 0 0 303 0 0
Oct v} o] 0 303 0 0
Nov 0 o] 0 303 0 o]
Dec 0 0 0 303 0 0
Total 181 0 ] 1,81¢ 1,818 [}
Cumulative 1,81 1818 1318 18 3,636 3,636
AFP! Collected:
Jan $4,874 $0 $0 $0 $24,529 $0
Feb 9,747 0 0 0 28,033 o]
Mar 14,621 0 0 0 31,537 0
Apr 19,495 0 0 [} 35,041 0
May 24,388 0 0 [o] 38,548 0
Jun 29,242 0 0 0 42,050 0
Jul 0 o] o] 3,504 0 0
Aug 0 0 o] 7,008 0 0
Sep o] 0 o] 10,512 0 0
Oct o] o] 0 14,017 s} [
Nov 0 o] 4] 17,521 o] 0
Dec 0 o] 0 21,025 0 0
Total 102,347 0 [i] 73587 199,736 1]
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MODEL WASTEWATER UTILITY
Scenario: WWTP - 30 month increments / 18 month MR / CIAC Imputed

CALCULATION OF AFP!
3rd Ingrement (based on Year 10 figures)

Schedule Vilib

4th increment (based on Year 13 figures)

Cost of Qualifying Asset $5,556,741 $3,725,488
Divided by Future ERCs 5455 3.638
Cost/ERC $1,018.65 $1,024.6
Rate of Retum 1075% 10.75%
Annual Retumn per ERC $109.50 £110.15
Annual Reduction in
Return per ERC $4.38 $4.41
Annual Depreciation Expense §222,270 $149,020
Divided by Future ERCs 5,458 3,636
Annual Depreciation per ERC $4075 $40.98
Weighted Cost of Equity 4.30% 4.30%
Divided by Rate of Retum 10.75% 10.75%
Percentage of Equity in Retur 40.00% 40.00%
[ 3rd Increment 4th increment |
Year11 Yeari2 Yeari3a Year 13b Year 14 Year 15
Unfunded Expepses:
Depreciation Expense:
Unfunded Ann. Deprec. Exp 40.75 40.75 40.75 40.98 40.98 40.98
Unfunded Exp - Prior Year
Total Unfunded Expense 40.75 81.49 122.24 40.98 81.97 122.95
Unfunded Retums
Return on Expense - Cmt Yr. 438 438 4.38 4.41 4.41 4.41
Return on Expense - Prior Yr. 0.00 438 8.78 0.00 4.41 8.81
Return on Plant - Current Yr. 109.50 104.04 98.57 110.15 105.74 101.33
Eamings - Prior Year 0.00 109.50 213.54 0.00 110.15 215.89
Compound Eamings - Prior Y 000 17z 2296 000 1184 23.21
Total Compound Earnings 113.89 234.08 348.21 114.55 236.54 353.64
Year-end AFP! Charge 154.63 315,57 470.45 155.54 318.51 476.60
(net of taxes) '
Jan 12.89 168.04 328.47 90.73 250.60
Feb 25.77 181.45 341.38 103.69 264.18
Mar 33.66 194.87 354.28 "116.65 277.76
Apr 51.54 208.28 367.18 129.61 291.35
May 64.43 221.69 380.10 14257 304.93
Jun 77.32 235.10 393.01 155.54 318.51
Jul 90.20 248.51 12.96 169.12 331.68
Aug 103.09 261.92 25.92 18270 344,86
Sep 115.97 275.33 38.88 196.28 358.03
Oct 128.86 288.74 51.85 209.86 371.20
Nov 141.76 302.18 64.81 223.44 384.38
Dec 154.63 315.57 77.77 237.02 397.55
AVG 83.76 241.80 >>3>> 203.05 163.10 324.59
New ERC's 3,636 3,638 1,818 1,818 3,636 3,636
Limitation 5,455 5455 5,485 3,638 3,638 3,636
#of ERC's to pay AFPL
Jan 303 303 o] 0 303 0
Feb 303 303 0 Q 303 0
Mar 303 303 1] 0 303 0
Apr 303 303 0 4] 303 0
May 303 303 0 0 303 0
Jun 303 303 0 0 303 Q
Jul 303 0 0 303 0 0
Aug 303 o 0 303 ) ()}
Sep 303 0 o] 303 0 0
Oct 303 0 0 303 0 Q
Nov 303 0 0 303 0 0
Dec 303 0 0 303 0 [s]
Total 3,636 — 1318 0 1,818 1,818 0
Cumulative 3636 5455 5455 1,818 3636 3636
AFP! Collected:
Jan $3,905 $50,922 $0 $0 $27,494 $0
Feb 7,810 54,986 0 0 31421 0
Mar 11,714 59,050 0 0 35,349 0
Apr 15,619 - 63,114 [¢] [} 39,277 0
May 19,524 67,178 0 0 43,204 [+]
Jun 23,429 71,242 0 [s] 47,132 0
Jul 27334 0 o] 3,928 0 0
Aug 31,239 0 0 7.855 0 0
Sep 35,143 o] 0 11,783 0 0
Oct 39,048 0 0 15,711 -0 0
Nov 42,953 0 0 19,638 0 [¢]
Dec 46,858 0 0 23.566 0 0
Total 304,577 366,493 0 82,481 223,878 0
B-16
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Schedule Vilic
MODEL WASTEWATER UTILITY
‘Scenario: WWTP - 30 month increments / 18 month MR / CIAC Imputed
CALCULATION QOF AFPI
Sth Increment (based on Year 15 figures) &th Increment (based on Year 18 figures)
Cost of Qualifying Asset $5,784,622 $3,748,367 '
Divided by Future ERCs 5455 1636
Cost/ ERC $1,060.43 $1,030.35
Rate of Return 10.75% 1075%
Annual Retum per ERC §114.00 $11078
Annual Reduction in
Retumn per ERC $456 $443
Annual Depreciation Expense $231,385 $149,855
Divided by Future ERCs £.485 2.636
Annual Depreciation per ERC $4242 $4121
Weighted Cost of Equity 4.30% 4.30%
Divided by Rate of Retum 10.75% 10.75%
Percentage of Equity in Retum 40.00% 40.00%
L 5th Increment | 6th Increment |
Year 16 Yeart7 Yeari8a Year18b Year 19 Year20
Unfunded Expenses:
Depreciation Expense:
Unfunded Ann. Deprec. Exp 42.42 4242 4242 41.21 41.21 41.21
Unfunded Exp - Prior Year
Total Unfunded Expense 4242 84.83 127.25 41.21 8243 123.684
Unfunded Retums
Return on Expense - Cmnt Yr. 4.56 4.56 4.56 443 443 443
Retum on Expense - Prior Yr. 0.00 456 9.12 0.00 443 8.86
Retum on Plant - Current Yr. 114.00 108.53 103.06 110.76 106.33 101.90
Eamings - Prior Year 0.00 114.00 222.52 0.00 110.76 217.10
Compound Eamings - Prior Yr 0.00 1225 23.92 000 1191 23.34
Total Compound Eamings 118.56 243.90 383.19 115.19 237.88 355.63
Year-end AFPI Charge 160.97 328.73 490.44 156.41 320.29 479.27
Jan 13.41 174.95 342.21 91.24 252.01
Feb 26.83 188.93 355.68 104.27 265.68
Mar 40.24 202.91 369.16 117.31 279.32
Apr 53.66 216.89 382.63 130.34 292.98
May 67.07 230.87 396.11 143.37 306.63
Jun . 80.49 244,85 409.59 156.41- 320.29
Jul 63.90 258.83 13.03 170.08 333.54
Aug 107.32 272.81 28.07 183.72 346.79
Sep 120.73 286.79 39.10 197.38 360.04
QOct 134.14 300.77 52.14 211.04 373.28
Nov 147.56 314.75 65.17 224,69 386.53
Dec 160.97 328.73 78.20 238.35 399.78
AVG 87.19 251.84 S>> 210.78 164.02 326.40
3,638 3,636 1,818 1,818 3,636 3,638
5,455 5,455 5,455 3,638 3,638 3,636
Jan 303 303 0 0 303 0
Feb 303 303 0 0 303 0
Mar 303 303 [/} ] 303 0
Apr 303 303 (] 0 303 0
May 303 303 0 0 303 o]
Jun 303 303 ¢} o] 303 0
Jul 303 o] 0 303 o] o]
" Aug 303 0 o 303 0 -0
Sep 303 0 [¢] 303 0 [}
Oct 303 0 0 303 0 0
Nov 303 o] 0 303 0 0
Dec 303 0 0 308 Q 0
Total 3636 1818 0 1,81 1818 0
Cumulative 3,636 5,455 5455 18 3,636 3,636
Jan $4,065 $53,016 $0 $0 $27,648 $0
Feb 8,130 57,252 0 0 31,598 0
Mar 12,195 61,489 [o] 0 35,547 0
Apr 16,260 65,725 0 0 39,497 0
May 20,325 69,961 o] o] 43,447 0
Jun 24,380 74,198 0 o] 47,398 0
Jul 28,455 0 0 3,950 0 0
Aug 32,520 0 0 7,899 0 0
Sep 36,585 [¢] 0 11,849 o] 0
Oct 40,650 0 0 15,799 0 ]
Nov 44,715 0 0 19,748 g 0
Dec 48,780 0 o] 23,698 0 0
Total 317,067 381,641 0 85843 375132 0
Milian, Swain & Associates, inc. B-17
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Schedule Viiid
MODEL WASTEWATER UTILITY
" Scenario: WWTP - 30 month increments / 18 month MR / CIAC Imputed
CALCULATION OF AFP]
. 7th Increment (based on Year 20 figures)  8th Increment (based on Year 23 figures)
Cost of Qualifying Asset $5,734,029 $3,658,531
Divided by Future ERCs 3.638
Cost/ ERC $1,051.15 $1,006.20
Rate of Retumn 10.78% 10.75%
Annual Retum per ERC $113.00 $108.47
Annual Reduction in
Return per ERC $452 $433
Annual Depreciation Expense $229,361 $1486,341
Divided by Future ERCs £.485 3.636
Annual Depreciation per ERC $4208 $4025
Weighted Cost of Equity 4.30% 4.30%
Divided by Rate of Retum 10.75% 1075%
Percentage of Equity in Retum 40,00% 40.00%
[ 7th Increment 1 8th Increment ]
Year2i Year 22 Year 233 Year 23b Year24 Year2§
Unfunded Expenses:
Depreciation Expense:
Unfunded Ann. Deprec. Exp 42.05 42.05 42.05 40.25 40.25 40.25
Unfunded Exp - Prior Year
Total Unfunded Expense 42.05 84.09 126.14 40.25 80.50 120.74
Unfunded Retuns
Return on Expense - Crnt Yr. 4.52 4.52 4.52 4,33 4,33 4.33
Retum on Expense - Prior Yr. 0.00 4,52 9.04 0.00 4.33 8.65
Return on Plant - Current Yr. 113.00 107.53 102.08 108.17 103.84 99.51
Eamings - Prior Year 0.00 113.00 220.53 0.00 108.17 212.01
Compound Eamings - Prior Yr 0.00 12,18 2 Q.00 1163 2278
Total Compound Eamings 117.52 241.72 359.86 11249 232.29 347.29
Year-end AFPI Charge 159.56 325.81 486.00 152.74 31278 468.03
(net of taxes)
Jan 13.30. 173.42 339.18 89.10 246.10
Feb 26.59 187.27 352.51 101.83 259.44
Mar 39.89 201.13 365.86 114.56 272.17
. Apr §3.19 214.98 379.21 127.28 286.11
May 66.49 228.83 392.58 140.01 289.45
Jun 79.78 242,69 405.91 162.74 312.78
Jul 93.08 256.54 1273 166.08 326.72
Aug 106.38 270.39 25.48 179.41 338.68
Sep 119.67 284.25 38.19 192.75 351.60
Oct 13297 208.10 50.91 206.09 384.53
Nov 148.27 311.98 63.64 218.42 377.47
Dec 159.56 325.81 78.37 232.78 390.41
AVG 86.43 248.81 >35> 208.54 160.17 318.75
3,638 3,636 1,818 1,818 3,636 3,636
5,455 5,455 5,455 3,638 3,638 3,836
Jan 303 303 0 0 303 0
Feb 303 303 0 0 303 0
Mar 303 303 0 o] 303 0
Apr 303 303 0 0 303 o]
May 303 303 0 0 303 - 0
Jun 303 303 [} 0 303 o]
Jul 303 0 0 303 0 0
Aug - 303 0 0 303 0 0
Sep 303 ] 0 303 0 0
Oct 303 0 0 303 (s} 0
Nov 303 0 0 303 0 0
Dec 303 0 0 30 0 0
Total 3,638 1818 0 18 1,818 0
Cumulative 3636 5455 5455 18 3636 3,636
Jan $4,029 $52,551 $0 $0 $27,000 $0
Feb 8,058 56,749 0 0 30,857 0
Mar 12,088 60,947 [¢] 0 34,714 o]
Apr 16,118 65,145 0 o] 38,571 0
May 20,147 69,343 0 0 42,428 0
Jun 24,176 73,542 0 0 46,285 0
Jul 28,208 0 o] 3.857 0 o]
Aug 32,235 o} Q 7,714 o} 0
Sep 36,265 0 0 11,571 o 0
Oct 40,294 0 0 15,428 (¢} 0
Nov 44,324 0 0 19,285 0 o]
Dec 48,353 0 0 23,143 v} 0
Total 314,294 378,278 [1] 80,999 219,854 [+]

Milian, Swain & Associates, Inc. ' B-18
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Mitian, Swain & Associates, Inc.

MODEL WASTEWATER UTILITY

Schedule Vlille

‘Scanario: WWTP - 30 month increments / 18 month MR / CIAC Imputed
CALCULATION OF AFP|

gth Increment (based on Year 25 figures)

10th increment (based on Year 28 figures)

Cost of Qualifying Asset $5,572,248 $3,514,687 .
Divided by Future ERCs 5455 3.636
Cost/ERC $1,021.49 $966.64
Rate of Return 10.75% 10.75%
Annual Return per ERC $10081 $10391
Annual Reduction in
Returmn per ERC $4.39 $4.18
Annual Depreciation Expense $222,890 $140,587
Divided by Future ERCs 5.485 3638
Annual Depreciation per ERC $4Q.86 $38.67
Weighted Cost of Equity 4.30% 4.30%
Divided by Rate of Retumn 10.75% 10.78%
Percentage of Equity in Retur 40.00% 40.00%
L oth Increment 1 10th Increment
Year 26 Year27 Year 28a Year 28b Year29 Year 30
Unfunded Expenses:
Depreciation Expense:
Unfunded Ann. Deprec. Exp 40.86 40.86 40.86 38.67 33.687 38.67
Unfunded Exp - Prior Year
Total Unfunded Expense 40.86 81.72 122.58 38.67 77.33 116.00
Unfunded Retumns
Retumn on Expense - Cmt Yr. 4.39 4.39 4.39 4.18 4.18 4.16 .
Return on Expense - Prior Yr. 0.00 4.39 8.78 0.00 4.16 8.31
Retum on Plant - Current Yr. 109.81 104.34 98.88 103.91 89.76 95.60
Earmings - Prior Year 0.00 109.81 214.15 0.00 103.91 203.67
Compound Eamings - Prior Y 000 11.80 23.02 0.00 147 21.89
Totai Compound Eamings 114.20 234.74 349.23 108.07 223.15 333.63
Year-end AFP! Charge 1556.06 316.48 471.81 146.74 300.48 449,63
(net of taxes)
Jan 12.92 168.51 329.41 85.60 236.42
Feb 25.84 181.96 34235 97.82 249.23
Mar 38.77 185.41 355.30 110.05 262.05
Apr 51.69 208.88 368.24 122.28 274,868
May 64.61 222.31 381.19 134.51 287.87
Jun 77.53 235.78 394.14 148.74 300.48
Jul 20.45 249.21 1223 159.85 312.91
Aug 103.38 262.66 24.48 172.38 325.34
Sep 116.30 276.11 36.88 185.17 337.77
Oct 120.22 289.56 48,91 197.99 350.20
Nov 142.14 303.01 61.14 210.80 362.63
Dec 155.06 316.46 73.37 223.61 375.08
AVG 83.99 24249 >555>> 202.28 153.87 306.22
3,636 3,636 1,818 1,818 3,636 3,638
5,455 5,455 5,455 3,638 3,636 3,638
Jan 303 303 0 0 303 [+]
Feb 303 303 0 ] 303 0
Mar 303 303 0 0 303 0
Apr 303 303 0 0 303 0
May 303 303 [} 0 303 [+}
Jun 303 303 0 0 303 0
Jul 303 4] 0 303 o] 0
Aug 303 0 0 303 "0 0
Sep 303 0 0 303 0 o}
Oct 303 0 ] 303 v} 0
Nov 303 0 0 303 0 0
Dec 303 0 0 30 0 0
Total 3,636 1,818 0 1,81¢ 1818 0
Cumulative 3,636 5455 5455 1,81 3,636 3,636
Jan $3,916 $51,084 $0 $0 $25,938 $0
Feb 7.831 55,140 o] 0 29,643 o]
Mar 11,747 59,216 0 o] 33,349 0
Apr 15,663 63,292 0 0 37,054 0
May 19,579 67,368 o] 0 40,760 0
Jun 23,494 71,443 [ 0 44,465 0
Jul 27,410 0 0 3,705 0 0
Aug 31,326 1] 0 7411 0 0
Sep 35,242 0 0 11,116 0 0
Oct 39,157 a 0 14,822 0 0
Nov 43,073 o] 0 18,527 o] [+]
Dec 46,989 0 0 22,233 0 0
Total 305,426 3675=% 0 77,814 211,210 [1]
B-19
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Scenario WTP A:
. Water treatment plant constructed in 5 year increments
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MODEL WATER UTILITY
DESCRIPTION & ASSUMPTIONS

The purpose of this model is to present the financial impacts of proposed rules related to
margin reserve and imputation of CIAC on investor-owned utilities in Florida.

Financial impacts are presented over a 30 year projection period, including an initial 5 year

construction period.

Rate revenue for retumn on investment begins in the 6th year - the first year after plant is placed .

in service

An assumption is made that rate revenues provide 100% reimbursement of operation and

maintenance expenses and rate case expense.

Plant additions are made in 5 year increments. Permitting, design and construction takes 5
years. Plant additions are placed in service six months before demand would otherwise exceed

capacity.

Customer growth is even and predictable.

AFPI is calculated as of the beginning of the year the plant is piaced in service.
AFPI charge compounds for 5 years and re-starts when new plant comes on-line.

Capital structure includes only long-term debt and equity.

Capital Structure

Cost

Long Term Debt $1,900,000 60.0% 10.00%
Short Term Debt 0.0% 9.00%
Customer Deposits 0.0% 6.00%
Deferred ITCs 0.0% 10.00%
Deferred Income Taxes 0.0% 0.00%
Common Equity 1,266,667 40.0% 11.88%

Total Capital $3,166,667 100.00%
AFUDC Rate 10.75%
Inﬂatiop on the cost of plant construction is 3.0%
Size of each increment of plant: 1.000 MGD
Cost per MG of plant capacity $1.90 /MG of capacity
Consumption 350 gpd/ERC
New ERC's per Year 571
Margin Reserve allowed 18 months
CIAC Imputed? Yes

Weighted
Cost
6.00%
0.00%
0.00%
0.00%
0.00%
4.75%

1075%

Milian, Swain & Associates, Inc. C-1
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(1)

(2)

3)

(4)

Average Cost per ERC / year:

Five Years

Ten Years

Fifteen Years
Twenty Years
Twenty-five Years

ant - o0 monin in

MODEL WATER UTILITY
Key Results

Service
$158 $107 $113 $378
145 54 127 325
144 36 134 315
147 27 139 313
151 21 140 313

Total cost per ERC over twenty-five years

Net Present Value of Revenue Requirement:

Rates
CIAC
AFPI
Total

Net Present Value of Retumn to the Utility

Rates
AFPI
Total

Average Rate of Return on Investment Eamed

Maximum Rate of Returmn on Investment Eamed

$3,412,068
1,580,416
389,568

$5,382,053

$722,897

389568
$1,112,465
8.59%

6.16%

Milian, Swain & Associates, Inc.
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MODEL WATER UTILITY
LIST OF SCHEDULES
Schedule | Projected Net Investment
Schedule I Projected Regulatory Income
Schedule il Projected Rate Base & Allowed Retumn

Schedule IV Projected CWIP and Plant in Service Balances
Schedule [Va Projected Construction

Schedule V Calculations of Used & Useful %'s

Schedule VI Calculation of Imputed CIAC in Rate Base
Schedule VII Projected CIAC Balances

Schedule Vlla  Calculation of Service Availability Charge
Schedule Vi Projected AFPI Collections

Schedule Vlila through Vllie
Calculation of AFPI Charges

Milian, Swain & Associates, Inc. C-3
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Schedule |
MODEL WATER UTILITY
Scenario: Water Treatment Plant - 60 month increments / 18 month MR / CIAC Imputed
PROJECTED RETURN ON NET INVESTMENT
a b c d e f g h i i k

) Overall

Net Net Net Rate Base Allowed Net Income AFPI Total Rate of

YEAR CWIP Plant CIAC Investment Rate of Return|  at Allowed Retumn

) Rate of Rtn '
1 100,106 0 0 100,106 0 10.75% 0 0 0 0.00%
2 410,638 0 0 410,638 0 10.75% 0 0 0 0.00%
3 984,053 0 0 984,053 0 10.75% 0 0 0 0.00%
4 1,613,801 0 0 1,613,801 0 10.75% 0 0 0 0.00%
5 2,356,109 0 0 2,356,109 0 10.75% 0 0 0 0.00%
6 296,046 2,206,160 (300,840) 2,201,366 299,169 10.75% 32,161 37,031 69,192 3.14%
7 808,414 2,114,237 (589,401) 2,333,250 399,739 10.75% 42,972 107,179 150,151 6.44%
8 1,505,812 2,022,313 (865,682) 2,662,443 475,818 10.75% 51,150 177,671 228,822 8.59%
9 2,267,473 1,930,390 (1,129,685) 3,068,178 527,408 10.75% 56,696 0 56,696 1.85%
10 67,267 4,509,666; (1,381,408) 3,195,525 225,210 10.75% 24,210 0 24,210 0.76%
11 343,198 4,306,443 (1,620,852 3,028,789 1,133,248 10.75% 121,824 26,483 148,307 4.90%
12 037,174 4,103,219 (1,848,017) 3,192,376 1,178,170 10.75% 126,653 76,331 202,984 6.36%
13 1,745,649 3,899,996 (2,062,903 3,562,742 1,194,727 10.75% 128,433 125,826 254,259 7.10%
14 2,628,622 3,696,773 (2,265,509y 4,059,886 1,182,918 10.75% 127,164 173,176 300,340 7.40%
15 77,981 6,590,201 (2,455,837) 4,212,346 959,958 10.75% 103,195 0 103,195 2.45%
16 397,861 6,257,951 (2,633,885 4,021,927 2,143,140 10.75% 230,388 28,191 258,579 6.43%
17 1,086,441 5,925,700 (2,799,654) 4,212,488 2,111,553 10.75% 226,992 81,334 308,326 7.32%
18 2,023,685 5,693,450 (2,953,144) 4,663,992 2,047,945 10.75% 220,154 134,242 354,396 7.60%
19 3,047,294 5,261,199 (3,094,354 5,214,139 1,952,316 10.75% 209,874 185,006 394,879 7.57%
20 90,402} 8,518,817 (3,223,286)] 5,385,933 1,901,927 10.75% 204,457 0 204,457 3.80%
21 461,230 8,036,989| (3,339,938] 5,158,281 3,303,346 10.75% 355,110 28,340 383,450 7.43%
22 1,259,483 7,555,161 (3,444,311) 5,370,333 3,173,083 10.75% 341,106 81,750 422,856 7.87%
23 2,346,006 7,073,332| (3,536,405) 5,882,934 3,006,916 10.75% 323,244 134,920 458,163 71.79%
24 3,532,649 6,591,504} (3,616,219) 6,507,933 2,804,846 10.75% 301,521 185,945 487,466 7.49%
25 104,800 10,271,317] (3,683,755) 6,692,362 2,981,138 10.75% 320,472 0 320,472 4.79%
26 " 534692 9,616,087 (3,739,011) 6,411,768 4,587,815 10.75% 493,190 27,746 520,936 8.12%
27 1,460,086 8,960,857 | (3,781,988] 6,638,955 4,333,635 10.75% 465,866 80,012 545,878 8.22%
28 2,719,664 8,305,627 (3,812,686) 7,212,605) 4,039,315 10.75% 434,226 131,999 566,225 7.85%
29 4,095,308 7,650,397 (3,831,105) 7,914,600 3,704,856 10.75% 398,272 181,840 580,112 7.33%
| 30 121,492 11,819,650| (3,837,245} 8,103,897 4,151,585 10.75% 446,295 0 446,295 5.51%
T | AVG 4,213,125 , AVG 259,688 6.16%
NPV 22,887,218] NPV 722,897 380,568] 1,112,465 4.86%|

Milian, Swain & Associates, Inc. C4




Schedule #1

|
Avg 5 Year
Revenue
Per ERC

$144

$151)

$159

WTPA.WK4
MODEL WATER UTILITY
Scenario: Water Treatment Plant - 60 month increments / 18 month MR / CIAC Imputed
PROJECTED REGULATORY INCOME
a b c d e f g h i i k 1
Revenue Allowed Allowed Gross Allowed Allowed Allowed
From 0&M Depreciation | Amortization Property Receipts Interest Pretax Income Net
YEAR Rates Expense Expense Expense Taxes Tax Expense Profit Tax Profit
1
2
3
4
. 5 -
6 128,629 (14,286 (36,769 6,140 (22,981 (5,788 (17,950 36,995 (22,784 14,211
7 184,281 (42,857 (55,154 18,419 (22,981 (8,293 (23,984 49,431 (30,443 18,988
8 235,223 (71,429 (73,539 30,698 (22,981 (10,585 (28,549 58,839 (36,238 22,601
9 281,455 (100,000 (91,923 42 977 (22,981 (12,665 (31,644 65,218 (40,167 25,052
10 300,960 (128,571 (121,934 55,256 (50,806 (13,543 (13,513 27,849 (17,152 10,697
1" 513,927 (157,143 (142,256 67,536 (50,806 (23,127 (67,995 140,136 (86,306 53,829
12 560,906 (185,714 (162,579 79,815 (50,806 (25,241 (70,690 145,691 (89,728 55,963
13 602,430 (214,286 (182,901 92,094 (50,806 (27,109 (71,684 147,738 (90,989 56,750
14 638,499 (242,857 (203,223 104,373 (50,806 (28,732 (70,975 146,278 (90,089 56,189
15 688,789 {271,429 (243,650 116,652 (83,063 (30,996 (57,597 118,707 (73,109 45,598
16 956,584 {300,000 (265,800 128,931 (83,063 (43,046 (128,588, 265,017 (163,218 101,799
17 990,763 (328,571 (287,950 141,211 (83,063 (44,584 (126,693 261,111 (160,813 100,299
18 1,018,784 (357,143 (310,100 153,490 (83,063 (45,845 (122,877 253,246 (155,968 97,277
19 1,040,647 (385,714 (332,250 165,769 (83,063 (46,829 (117,139 241,420 (148,685 92,735
20 1,142,892 (414,286 (385,463 178,048 (120,457 (51,430 {114,116 235,189 (144,848 90,342
21 1,454,689 (442,857 (409,554 190,327 (120,457 (65,461 (198,201 408,487 (251,578 1 56.90@
22 1,471,925 (471,429 (433,645 202,607 (120,457 (66,237 . (190,385 392,378 (241,657 150,721
23 1,482,255 (500,000 (457,737 214,886 (120,457 (66,701 (180,415 371,831 (229,002 142,829
24 1,485,681 (528,571 (481,828 227,165 (120,457 (66,856 (168,291 346,843 {213,613 133,230
| 25 1,653,833 (657,143 (550,393 239,444 (163,808 (74,422 (178,868 368,643 (227,039 141,604
26 2,007,321 (585,714 (576,602 251,723 (163,808 (90,329 (275,269 567,322 (349,401 217,921
27 2,002,943 (614,286 (602,812 264,002 (163,808 (90,132 (260,018 535,890 (330,043 205,848
28 1,990,846 (642,857 (629,021 276,282 (163,808 (89,588 (242,359 499,495 (307,628 191,867
29 1,971,030 (671,429 (655,230 288,561 (163,808 (88,696 (222,291 458,137 (282,156 175,981
30 2,217,570 (700,000 (742,083 300,840 (214,063 (99,791 (249,095 513,378 (316,178 197,200
Net Present Value of Revenue Requirement  $3,412,068
Milian, Swain & Associates, Inc. C-5
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Schedule [li
_ MODEL WATER UTILITY
Scenario: Water Treatment Plant - 60 month increments / 18 month MR / CIAC Imputed
PROJECTED | RETURN
a b c d e f g h i
Average Used & Rate Base Allowed Rate Allowed
YEAR Net Useful Net Plant Average Imputed of Return Return on
Plant % Usu Net CIAC CIAC Total Rate Base

1

2

3

4

5

6 $2,252,122 40% $900,849 ($150,420)  ($451,260) $299,169 10.75% 32,161
7 2,160,198 60% 1,296,119 (445,120) (451,260) 399,739 10.75% 42,972
8 2,068,275 80% 1,654,620 (727,542) (451,260) 475,818 10.75% 51,150
9 1,976,352 100% 1,976,352 (997,684) (451,260) 527,408 10.75% 56,696
10 3,220,028 60% 1,932,017 (1,255,546) (451,260) 225,210 10.75% 24,210
11 4,408,054 70% 3,085,638 (1,501,130) (451,260) 1,133,248 10.75% 121,824
12 4,204,831 80% 3,363,865 (1,734,435) (451,260) 1,178,170 10.75% 126,653
13 4,001,608 90% 3,601,447 (1,955,460) (451,260) 1,194,727 10.75% 128,433
14 3,798,384 100% 3,798,384 (2,164,206) (451,260) 1,182,918 10.75% 127,164 |-
15 5,143,487 73% 3,771,890 (2,360,673) (451,260) 959,958 10.75% 103,195
16 6,424,076 80%| 5,139,261  (2,544,861) (451,260) 2,143,140 10.75% 230,388
17 6,091,826 87% 5,279,582 (2,716,769) (451,260) 2,111,553 -10.75% 226,992
18 5,759,575 93% 5,375,604 (2,876,399) (451,260) 2,047,945 10.75% 220,154
19 5,427,325 100% 5,427,325 (3,023,749) (451,260) 1,952,316 10.75% 209,874
20 6,890,008 80% 5,612,007  (3,158,820) (451,260) 1,901,927 10.75% 204,457
21 8,277,903 85% 7,036,218  (3,281,612) | (451,260) 3,303,346 10.75% 355,110
22 7,796,075 90% 7,016,467  (3,392,124) (451,260) 3,173,083 10.75% 341,106
23 7,314,247 95% 6,948,534 (3,490,358) (451,260) 3,006,916 10.75% 323,244
24 6,832,418 100% 6,832,418 (3,576,312) (451,260) 2,804,846 10.75% 301,521
25 8,431,411 84% 7,082,385 ' (3,649,987) (451,260) 2,981,138 10.75% 320,472
26 9,943,702 88% 8,750,458 (3,711,383) (451,260) 4,587,815 10.75% 493,190
27 9,288,472 92% 8,545,394 (3,760,500) (451,260) 4,333,635 10.75% 465,866
28 8,633,242 96% 8,287,912 (3,797,337) (451,260) 4,039,315 10.75% 434,226
29 7,978,012 100% 7,978,012  (3,821,896) (451,260) 3,704,856 10.75% 398,272
30 9,735,024 87% 8,437,020  (3,834,175) (451,260) 4,151,585 10.75% 446,295

__AVG .
Milian, Swain & Associates, Inc. C-6
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MODEL WATER UTILITY

Scenario: Water Treatment Plant - 60 month increments / 18 month MR / CIAC Imputed

a b c d e
Total
YEAR Total Total Transfers CWIP
) $ Spent AFUDC to Plant Balance

1 95,000 5,106 100,106

2 285,000 25,531 410,638
3 505,400 68,015 984,053
4 507,300 122,448 1,613,801

5 562,366 179,942 T 2,356,109

6 220,262 17,759  (2,298,083) 296,046
7 458,145 54,223 808,414
8 586,998 110,399 1,505,812

9 588,100 173,561 2,267,473
10 357,886 224,408 (2,782,499) 67,267
11 255,344 20,587 343,198
12 531,116 62,859 937,174
13 680,492 127,983 1,745,649
14 681,769 201,205 2,628,622
15 414,888 260,150  (3,225,679) 77,981
16 296,014 23,866 397,861
17 615,709 72,871 1,086,441
18 788,877 148,368 2,023,685
19 790,357 233,251 3,047,294
20 480,969 . 301,585  (3,739,446) 90,402
21 343,161 27,667 461,230
22 713,775 84,478 1,259,483
23 914,524 171,999 2,346,006
24 916,240 270,402 3,532,649
25 557,575 349,620 (4,335,043) 104,800
26 397,818 32,074 534,692
27 827,461 97,933 1,460,086
28 1,060,184 199,394 2,719,664
29 1,062,174 313,470 4,095,308
30 646,382 405,305  (5,025,503) 121,492

Milian, Swain & Associates, Inc.

C-7

PROJECTED CWIP AND PLANT IN SERVICE BALANCES

Schedule IV
f g h i
Book Value - Utility Plant in Service Average
Accum. Net
Gross Deprec Net Plant
2,298,083 (91,923) 2,206,160 2,252,122
2,298,083 (183,847) 2,114,237 2,160,198
2,298,083 (275,770) 2,022,313 2,068,275
2,298,083 (367,693) 1,930,390 1,976,352
5,080,582 (570,917) 4,509,666 3,220,028
5,080,582 (774,140) 4,306,443 4,408,054
5,080,582 (977,363) 4,103,219 4,204,831
5,080,582  (1,180,587) 3,899,996 4,001,608
5,080,582  (1,383,810) 3,696,773 3,798,384
8,306,262  (1,716,060) 6,590,201 5,143,487
8,306,262  (2,048,311) 6,257,951 6,424,076
8,306,262  (2,380,561) 5,925,700 6,091,826
8,306,262 (2,712,812) 5,593,450 5,759,575
8,306,262  (3,045,062) 5,261,199 5,427,325
12,045,708  (3,526,890) 8,518,817 6,890,008
12,045,708 (4,008,719) 8,036,989 8,277,903
12,045,708  (4,490,547) 7,555,161 7,796,075
12,045,708  (4,972,375) 7,073,332 7,314,247
12,045,708  (5,454,204) 6,591,504 6,832,418
16,380,751 (6,109,434) 10,271,317 8,431,411
16,380,751 (6,764,664) 9,616,087 9,943,702
16,380,751 (7.419,894) 8,960,857 9,288,472
16,380,751 (8,075,124) 8,305,627 8,633,242
16,380,751 (8,730,354) 7,650,397 7,978,012
21,406,254  (9,586,604) 11,819,650 9,735,024




WTPA WK4

Schedule iVa
MODEL WATER UTILITY
Scenario: Water Treatment Plant - 60 month Increments / 18 month MR / CIAC Imputed
PROJECTED CONSTRUCTION
Cost of each increment of plant $1.90 / MGD capacity Cost of construction for each increment of Plant
% Complete $Spent - AFUDC Total
Capacity of each increment of plant 1.000 MGD
5.0% $95,000 $5,106 $100,106
Inflation on cost of plant expansions 3.0% 15.0% $285,000 25,531 310,531
26.6% $505,400 68,015 573,415
Depreciable Life of Plant 25 26.7% $507,300 122,448 629,748
26.7% $507,300 176,983 684,283
All plant expansions are placed in service the first day of the year $1,900,000 $398,083 __$2,298,083|
a b c d e f g h i ] k ] m n 1]
cwip
YEAR 1st Increment 2nd Increment 3rd Increment ) 4th Increment 5th increment 6th Increment 7th Increment
n $ Spent AFUDC $ Spent AFUDC $ Spent AFUDC $ Spent AFUDC $ Spent AFUDC $ Spent AFUDC $ Spent AFUDC
1 95,000 5,106
2 285,000 25,531
3 505,400 68,015
4 507,300 122,448
5 - 507,300 176,983 55,066 2,960
6 220,262 17,759
7 458,145 54,223
8 586,998 110,399
9 588,100 173,561
10 294,050 220,977 63,836 3,431
11 255,344 20,587
12 531,116 62,859
13 680,492 127,983
14 681,769 201,205
15 340,884 256,172 74,003 3,978
16 296,014 23,866
17 615,709 72,871
18 788,877 148,368
19 790,357 233,254
20 395,178 296,974 85,790 4,611
21 343,161 27,667
22 713,775 84,478
23 914,524 171,999
24 916,240 270,402
25 ' 458,120 344,274 99,454 5,346
26 397,818 32,074
27 827,461 97,933
28 1,060,184 199,394
29 1,062,174 313,470
30 531,087 399,108 115,295 6,197

Milian, Swain & Associates, Inc.

C-8




WTPA WK4

MODEL WATER UTILITY
Scenario: Water Treatment Plant - 60 month increments / 18 month MR / CIAC Imputed

CALCULATION OF USED & USEFUL %

Schedule V

a b c d e f g h
Capacity Year-end Average Margin Total Used &
YEAR MGD ERC's Connections | Connections Reserve ERCs in Useful
(ERCs) {(ERCs) (ERCs) Rate Base %

1

2

3

4

5 .

6 1.000 2,857 571 286 857 1,143 40%

7 “1.000 2,857 1,143 857 857 1,714 60%

8 1.000 2,857 1,714 1,429 857 2,286 80%

9 1.000 2,857 2,286 2,000 857 2,857 100%
10 2.000 5,714 2,857 2,571 857 3,429 60%
11 2.000 5,714 3,429 3,143 857 4,000 70%
12 2.000 5,714 4,000 3,714 857 4,571 80%
13 2.000 5,714 4,571 4,286 857 5,143 90%
14 2.000 5,714 5,143 4,857 857 5,714 100%
15 3.000 8,571 5,714 5,429 857 6,286 73%
16 3.000 8,571 6,286 6,000 857 6,857 80%
17 ©3.000 8,571 6,857 6,571 857 7.429 87%
18 3.000 8,571 7,429 7,143 857 8,000 93%
19 3.000 8,571 8,000 7.714 857 8,571 100%
20 4.000 11,429 8,571 8,286 857 9,143 80%
21 4.000 11,429 9,143 8,857 857 9,714 85%
22 4.000 11,429 9,714 9,429 857 10,286 90%
23 © 4,000 11,429 10,286 10,000 857 10,857 95%
24 4.000 11,429 10,857 10,571 857 11,429 100%
25 5.000 14,286 11,429 11,143 857 12,000 84%
26 5.000 14,286 12,000 11,714 857 12,571 88%
27 5.000 14,286 12,571 12,286 857 13,143 92%
28 5.000 14,286 13,143 12,857 857 13,714 96%
29 5.000 14,286 13,714 13,429 857 14,286 100%
30 - 6.000 17,143 14,286 14,000 857 14,857 87%

Milian, Swain & Associates, Inc. C-9
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Milian, Swain & Associates, Inc.

Schedule Vi
MODEL WATER UTILITY
Scenario: Water Treatment Plant - 60 month increments / 18 month MR / CIAC Imputed
E
a b c d e f g h ]
Calculated imputed CIAC Limitation
YEAR Service Margin Res. Gross Calc. Net MR Plant |Imputed CIAC
Avail. Charge ERC's Imputed CIAC | Amortization [Imputed CIAC{ in RateBase | in Rate Base
1
2
3
4
5
6 $537.21 857 (460,469) $9,209 ($451,260) $675,636 ($451,260)
7 $537.21 857 (460,469 9,209 (451,260) 648,059 (451,260}
8 $537.21 857 (460,469) 9,209 (451,260) 620,482 (451,260)
9 $537.21 857 (460,469) 9,209 (451,260} 592,905 (451,260}
10 _ $537.21 857 (460,469) 9,209 (451,260) 483,004 (451,260)
11 $537.21 857 (460,469) 9,209 (451,260) 661,208 (451,260}
12 $537.21 857 (460,469) 9,209 (451,260} 630,725 (451,260)
13 $537.21 857 (460,469) 9,209 (451,260) 600,241 (451,260)
14 -$537.21 857 (460,469) 9,209 (451,260) 569,758 (451,260)
15 $537.21 857 (460,469) 9,209 (451,260) 514,349 (451,260
16 $537.21 857 (460,469) 9,209 (451,260) 642,408 (451,260}
17 $5637.21 857 (460,469) 9,209 (451,260) 609,183 (451,260)
18 $537.21 857 (460,469) 9,209 (451,260) 575,958 (451,260}
19 $537.21 857 (460,469) 9,209 (451,260} 542,732 (451,260)
20 $637.21 857 (460,469) 9,209 ' (451,260) 516,751 (451,260}
21 $537.21 857 (460,469) 9,209 (451,260) 620,843 (451,260)
22 $537.21 857 (460,469) 9,209 (451,260} 584,706 {451,260}
23 $537.21 857 (460,469) 9,209 (451,260} 548,568 (451,260)
24 $537.21 857 (460,469 9,209 (451,260) 512,431 (451,260}
25 $537.21 857 (460,469) 9,209 (451,260} 505,885 (451,260}
26 - $537.21 857 (460,469) 9,209 (451,260) 596,622 (451,260)
27 $537.21 857 (460,469) 9,209 (451,260) 557,308 (451,260)
28 $537.21 857 (460,469 9,209 (451,260} 517,995 (451,260)
29 $537.21 857 (460,469 9,209 (451,260} 478,681 (451,260}
30 $537.21 857 (460,469) 9,209 (451,260 486,751 {451,260
C-10
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Milian, Swain & Associates, Inc.

Scenario: Water Treatment

MODEL WATER UTILITY

Schedule VII

Plant - 60 month increments / 18 month MR / CIAC Imputed

a b c d e f g
New CIAC CIAC - Year End Balance Average Net
YEAR ERCs Collected Gross Acc. Amort Net CIAC
1 $0
2 0
3 0
4 0
5 0
6 571 306,980 306,980 (6,140} 300,840 150,420
7 571 306,980 613,959 (24,558) 589,401 445,120
8 571 306,980 920,939 (55,256) 865,682 727,542
9 571 306,980 1,227,918 (98,233) 1,129,685 997,684
10 571 306,980 1,534,898 (153,490) 1,381,408 1,255,546
11 571 306,980 1,841,877 (221,025} 1,620,852 1,501,130
12 571 306,980 2,148,857 (300,840} 1,848,017 1,734,435
13 571 306,980 2,455,837 (392,934) 2,062,903 1,955,460
14 571 306,980 2,762,816 (497,307} 2,265,509 2,164,206
15 571 306,980 3,069,796 (613,959 2,455,837 2,360,673
16 571 306,980 3,376,775 (742,891) 2,633,885 2,544,861
17 571 306,980 3,683,755 (884,101) 2,799,654 2,716,769
18 571 306,980 3,990,735 (1,037,591) 2,953,144 2,876,399
19 571 306,980 4,297,714 (1,203,360} 3,094,354 3,023,749
20 571 306,980 4,604,694 (1,381,408) 3,223,286 3,158,820
21 571 306,980 4,911,673 (1,571,735) 3,339,938 3,281,612
22 571 306,980 5,218,653 (1,774,342) 3,444,311 3,392,124
23 571 306,980 5,525,632 (1,989,228). 3,536,405 3,490,358
24 571 306,980 5,832,612 (2,216,393) 3,616,219 3,576,312
25 571 306,980 6,139,592 (2,455,837} 3,683,755 3,649,987
26 571 306,980 6,446,571 (2,707,560) 3,739,011 3,711,383
27 571 306,980 6,753,551 (2,971,562) 3,781,988 3,760,500
28 571 306,980 7,060,530 (3,247,844) 3,812,686 3,797,337
29 571 306,980 7,367,510 (3,536,405} 3,831,105 3,821,896
30 571 306,980 7,674,490 (3,837,245) 3,837,245 3,834,175
C-11
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Milian, Swain & Associates, Inc.

MODEL WATER UTILITY

Schedule Vlla

Scenario: Water Treatment Plant - 60 month increments / 18 month MR / CIAC Imputed

I TmooOw>»

AN -

ZTN <XE <CcH® IO TO ZZr

SERVICE AVAILABILI

Gross Book Value

Land

Depreciable Assets

Accumulated Depreciation to Date
Accumulated Depreciation at Design Capacity
Net Plant at Design Capacity

: Transmission & Distributioh Mains

Minimum Level of CIAC

CIAC to Date .
Accumulated Amortization of CIAC to Date
Acc. Amort. of CIAC at design capacity

Future Customers .
Composite Depreciation Rate
Number of Years to Design Capacity

Existing Service Availability Charge per ERC
Level of CIAC at Design Capacity

Requested Service Availability Charge per ERC
Level of CIAC at Design Capacity

Minimum Service Availability Charge per ERC
Level of CIAC at Design Capacity

. Maximum Service Availability Charge per ERC

Level of CIAC at Design Capacity

No. of Customers at Design Capacity
Current No. of Customers
Annual Growth

- Depreciation/Amortization mulitiplier

Number of Years
Depreciation rate

C-12

LANCES

$2,298,083
0
$2,298,083
0

459,617
1,838,467

0
0.00%

0
0
0

2,857
4.00%
5

0
0.00%

$537.21
75.00%

0
0.00%
$537.21
75.00%

2,857
0
571

290.476190

4.00%
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Mitian, Swain & Associates, Inc.

Projected AFPI Collections:

MODEL WATER UTILITY

PROJECTED AFPI COLLECTIONS

Schedule VI

Scenario: Water Treatment Plant - 60 month increments / 18 month MR / CIAC Imputed

a b c d e
ERC's Average
New paying AFP| AFPI
YEAR ERCs AFPI Charge Colected
k*0)
1 0 0 $0.00 $0
2 \] 0 0.00 0
3 0 0 0.00 0
4 0 0 0.00 0
5 0 0 0.00 0
6 571 571 64.81 37,031
7 571 571 187.56 107,179
8 571 571 310.92 177,671
9 571 0 430.53 1]
10 571 0 546.39 0
11 571 571 46.35 26,483
12 571 571 133.58 76,331
13 571 571 220.20 125,826
14 571 571 303.06 173,176
15 571 0 382.17 0
16 571 571 49.34 28,191
17 571 571 142.33 81,334
18 571 571 23492 134,242
19 571 571 . 323.76 185,006
20 571 0 408.84 0
21 571 571 49.60 28,340
22 571 571 143.06 81,750
23 571 571 236.11 134,920
24 571 571 32540 185,945
25 571 0 410.94 0
26 571 571 48.56 27,746
27 571 571 140.02 80,012
28 571 571 231.00 131,999
29 571 571 318.22 181,840
30 571 0 401.69 0
Cc-13
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Milian, Swain & Associates, Inc.

Schedule Vlila
: MODEL WATER UTILITY
Scenario: Water Treatment Plant - 80 month increments / 18 month MR / CIAC Imputed
CALCULATION OF AFP1
1st increment
Cost of Qualifying Asset $1,351,273
Divided by Future ERCs 1714
Cost/ERC $788.37
Rate of Retumn 10.75%
Annual Retumn per ERC $84.75
Annual Reduction in
Retum per ERC 8338
Annual Depreciation Expense $54,061
Divided by Future ERCs 1714
Annual Depreciation per ERC 83183
Weighted Cost of Equity 4.30%
Divided by Rats of Retumn 1075%
" Percentage of Equity in Retur 40.00%
Year & Year? Yeacs Year9 Year10
Unfunded Expenses:
Depreciation Expense:
Unfunded Ann. Deprec. Exp 31.53 31.83 3153 31.53 31.53
Unfunded Exp - Prior Year
Total Unfunded Expense 31.53 63.07 94.60 126.14 157.67
Unfunded Returns
Return on Expense - Cmt Yr. 3.38 3.39 339 3.39 3.39
Retum on Expense - Prior Yr. 0.00 3.39 6.78 10.17 _ 13.56
Retum on Plant - Current Yr. 84.75 81.38 77.97 74.58 71.19
Eamings - Prior Year 0.00 84.75 166.11 24408 318.66
Compound Eamings - Prior Y 0.00 211 1786 2824 34.26
Total Compound Eamings 88.14 182.00 27211 358.46 441.08
Year-end AFP| Charge 119.68 245.07 366.71 484.60 598.73
(net of taxes)
Jan 9.97 130.09 255.17 378.50 494.08
Feb 19.94 140.54 265.31 388.32 503.59
Mar 29.91 150.99 275.45 396.15 513.10
Apr 39.88 161.44 285.58 405.87 522.61
May 49.85 171.89 295.72 415.80 §32.12
Jun §9.82 182.34 305.86 425.62 541.63
Jul 69.79 192.79 315.99 435.44 551.14
Aug 79.76 203.24 326.13 445.27 560.65
Sep 89.73 213.69 338.27 455.09 5§70.16
Oct 99.70 224.14 346.40 464.92 5§79.67
Nov 109.67 234.59 356.54 474.74 589.18
Dec 119.64 245.04 366.88 484.58 598.70
AVG 64.81 187.56 310.92 430.53 §46.39
New ERC's 5§71 571 571 571 571
Limitation 1,714 1,714 1,714 1,714 1,714
# of ERC's to pay AFPI:
Jan 48 48 48 0 0
Feb 48 48 48 0 0
Mar 48 43 48 0 o
Apr 48 48 48 [} 0
May 48 48 48 0 0
Jun 43 48 48 0 0
Jul 48 48 48 o] [¢]
Aug 48 48 48 0 0
Sep 48 48 48 [¢] o]
Oct 48 48 48 0 0
Nov 48 48 48 s} 0
Dec 48 4§ 48 0 0
Total 571 57 571 0 0
Cumuiative 571 1,143 1,714 1,714 1,714
AFP! Collected:
Jan $475 $6,195 $12,151 $0 30
Feb 950 6,692 12,634 [¢] [}
Mar 1,424 7,190 13,118 0 0
Apr 1,889 7.688 13,599 0 0
May 2,374 8,185 14,082 0 0
Jun 2,849 8,683 14,565 0 0
Jul 3,323 9,180 15,047 0 o]
Aug 3,798 9,678 15,530 0 0
Sep 4,273 10,176 16,013 0 Q
Oct 4,748 10,673 16,495 0 0
Nov 5,222 11,171 16,978 0 [¢]
Dec 5,697 11,668 17,481 0 0
Total 37,031 107,179 177 671 [1] 0
C-14
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Schedule Viiib

. MODEL WATER UTILITY
- Scenario: Water Treatment Piant - §0 month increments / 18 month MR / CIAC Imputed
CALCULATION OF AFP{
. 2nd Increment (based on Year 10 figures)
Cost of Qualifying Asset 1,288,011
Divided by Future ERCs 2286
Cost/ERC $583.43
Rate of Retum 10.768%
Annual Retum per ERC 86057
Annual Reduction in
Retum per ERC $242
Annual Depreciation Expense $51,520
Divided by Future ERCs 2288
Annual Depreciation per ERC $2254
Weighted Cost of Equity 4.30%
Divided by Rate of Retumn 10.75%
Percentage of Equity in Retum 40.00%
Year 11 Year 12 Year13 Yearid Year 15
Unfunded Expenses:
Depreciation Expense:
Unfunded Ann. Deprec. Exp 22,54 22.54 22,54 22.54 2254
Unfunded Exp - Prior Year
Total Unfunded Expense 22.54 45.07 67.61 90.15 112.69
Unfunded Refums
Retum on Expense - Cimit Yr. 242 242 2.42 2.42 242
Retumn on Expense - Prior Yr. 0.00 242 4.85 7.27 9.69
Retumn on Plant - Current Yr. 60.57 57.18 §3.79 50.40 47.01
Eamings - Prior Year 0.00 60.57 117.75 171.54 221.94
Compound Eamings - Prior Yr 0.00 6.51 1266 1844 23.86
Total Compound Eamings 62,99 129.11 191.48 250.07 304.92
Year-end AFPI Charge 85.53 174.18 269.08 340.22 417.60
(net of taxes) )
Jan 7.13 92,95 181.29 265.87 346.70
Feb 14.26 100.34 188.38 27263 353.15
Mar 21.39 107.72 195.43 279.39 359.60
Apr 28.52 115.11 202.51 286.15 366.04
May 35,65 122.50 209.58 292.92 37249
Jun 42,78 129.89 216.68 299.68 378.94
Jul 49.91 137.27 223.73 308.44 385.39
Aug 57.04 144.66 230.81 313.20 381.84
Sep 64.17 152.05 237.88 319.96 398.29
Oct 71.30 159.44 244,968 326.72 404.74
Nov 78.43 166.82 252.03 333.49 411.19
Dec 85.56 174.21 259.11 340.25 417.64
AVG 46.35 133.58 220.20 303.08 382.17
New ERC's 571 574 871 571 571
Limitation 2,288 2,286 2,288 2,286 2,286
#of ERC's to pay AFPI:
Jan 48 48 48 48 0
Feb 48 ) 43 48 0
Mar 48 48 48 48 0
Apr 43 43 48 48 0
May 48 48 48 48 0
Jun 48 48 48 43 o]
Jui 48 48 48 48 0
Aug 48 48 48 48 0
Sep 48 48 43 48 0
Oct 48 48 48 48 0
Nov 48 48 48 48 0
Dec 48 48 48 48 [¢]
Total 57 571 571 571 [+]
Cumuiative S7 1,143 1,714 2,288 2,286
AFPI Collected:
Jan $340 $4.426 $8,633 $12,660 $0
Feb 679 4,778 8,970 12,982 [s}
Mar 1,019 5,130 9,308 13,304 0
Apr - 1,358 5,481 9,643 13,626 0
May 1,698 5,833 9,980 13,848 0
Jun 2,037 6,185 10,317 14,270 0
Jul 2,377 6,837 10,654 14,592 0
Aug 2,716 6,889 10,991 14,914 0
Sep 3,056 7,240 11,328 15,236 o]
Oct 3,395 7,582 11,665 15,558 [¢]
Nov 3,735 7,944 12,002 15,880 0
* Dec 4,074 8,296 12,338 16,202 0
Total 26,483 76,331 125826 173,176 0
Milian, Swain & Associates, Inc. C-15
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MODEL WATER UTILITY

Schedule Vilic

‘Scenario: Water Treatment Plant - 60 month increments / 18 month MR/ CIAC Imputed

) CALCULATION OF AFP}
. 3rd Increment  (based on Year 15 figures)
Cost of Qualifying Asset 1,371,597
Divided by Future ERCs 2.288
Cost/ ERC . $600.00
Rate of Retum 1075%
Annual Retumn per ERC $64.50
Annual Reduction in
Retum per ERC $2.58
Annual Depreciation Expense $54,864
Divided by Future ERCs 2.286
Annual Depreciation per ERC $24.00
Weighted Cost of Equity 4.30%
Divided by Rate of Retumn 10.75%
Percentage of Equity in Retur 40,00%
Year 16 Year17 Yearig Yeart9 Year20
Unfunded Expenses:
Depreciation Expense:
Unfunded Ann. Deprec. Exp 24.00 24.00 24.00 24.00 24.00
Unfunded Exp - Prior Year
Total Unfunded Expense 24.00 48.00 72.00 98.00 120.00
Unfunded Retumns
Retum on Expense - Cmt Yr. 2.58 2.58 2.58 258 2.58
Retum on Expense - Prior Yr. 0.00 2.58 5.16 7.74 10.32
Retum on Plant - Current Yr. 64.50 81.11 57.72 54.33 50.94
Eamings - Prior Year 0.00 64.50 125.61 183.33 237.68
Compound Eamings - Prior Y Q.00 .83 13580 1971 26585
Total Compound Eamings 67.08 137.70 204.57 267.69 327.05
Year-end AFP! Charge 91.08 185.70 278.57 363.69 447.05
(net of taxes)
Jan 7.59 98.97 193.28 283383 370.63
Feb 15.18 106.85 200.85 291.09 377.58
' Mar 2277 114.74 208.42 298.35 384.53
Apr 30.36 122,62 21599 305.61 391.47
May 37.95 130.51 223.57 312.87 398.42
Jun 45.54 138.39 231.14 320.13 405.37
Jul 83.13 146.28 238.71 327.39 412.31
Aug 60.72 154.16 246.28 334.65 419.26
Sep 68.31 162.05 253.86 341.91 426.21
Oct 75.90 169.93 261.43 349.17 433.15
Nov 83.49 177.82 269.00 356.43 440.10
Dec 91.08 185.70 278.57 363.69 447.05
AVG 49.34 142.33 23492 323.76 408.84
New ERC's 571 571 571 571 571
Limitation 2,286 2,288 2,286 2,286 2,286
#of ERC's to pay AFPE
Jan 48 48 48 48 0
Feb 48 48 48 48 o}
Mar 48 48 48 48 1]
Apr 48 48 48 43 0
May 48 48 48 48 0
Jun 48 48 48 48 o]
Jul 48 48 48 48 o]
Aug 48 48 48 48 0
Sep 48 48 48 48 )
Oct 48 48 48 48 o]
Nov 48 48 48 48 0
Cec 48 43 48 48 o]
Total 57 71 571 571 0
Cumulative 571 1,143 1714 2,286 2,286
AFPI Collected: .
Jan $361 $4,713 $9,204 $13,518 $0
Feb 723 5,088 9,564 13,862 0
Mar 1,084 5,464 9,925 14,207 0
Apr 1,446 5,839 10,285 14,553 0
May 1,807 6,215 10,646 14,899 1}
dJun 2,169 6,590 11,007 15,244 0
Jul 2,530 6,966 11,367 15,50 0
Aug 2,891 7,341 11,728 15,936 [¢]
Sep 3,253 7,717 12,088 16,281 0
Oct 3,614 8,092 12,449 16,627 0
Nov 3,978 8,468 12,810 16,973 0
Dec 4,337 8,843 13,170 17,318 0
Total 28,191 81,334 134,242 185,006 0
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Milian, Swain & Associates, Inc.

Schedule Viild

) MODEL WATER UTILITY
Scenario: Water Treatment Plant - 60 month increments / 18 month MR / CIAC Imputed
CALCULATION OF AFP{
4th Increment (based on Year 20 figures)
Cost of Qualifying Asset 1,378,002
Divided by Future ERCs 22868
Cost/ERC $602.80
Rate of Retum 10.75%
Annuat Retumn per ERC $64.80
Annual Reduction in
Retum per ERC $2.59
Annual Depreciation Expense $55,120
Divided by Future ERCs 2286
Annual Depreciation per ERC $24.11
Weighted Cost of Equity 4.30%
Divided by Rate of Retumn 1075%
Percentage of Equity in Retum 40,00%
Year21 Year22 Year2z Year24 Year 25
Unfunded Expenses:
Depreciation Expense:
Unfunded Ann. Deprec. Exp 24.11 2411 24.11 24.11 24.11
Unfunded Exp - Prior Year
Total Unfunded Expense 24.11 48.22 72.34 96.45 120.56
Unfunded Retums
Retum on Expense - Cmt Yr. 2.59 2.59 259 259 2.58
Return on Expense - Prior Yr. 0.00 2.59 5.18 7.78 10.37
Retum on Plant - Current Yr. 64.80 81.41 58.02 54.63 51.24
Eamings - Prior Year 0.00 64,80 128.21 184.23 238.86
Compound Eamings - Prior Yr Q.00 6.97 1357 19.81 25.68
Total Compound Earnings 87.39 138.38 205.58 269.04 328.74
Year-end AFPI Charge 91.51 186.58 277.91 365.49 449.30
(net of taxes)
Jan 7.63 99.48 194.25 285.27 37253
Feb 15.26 107.41 201.86 292.56 379.51
Mar 22.89 116.33 20947 299.88 386.48
Apr 30.52 123.25 217.08 307.18 393.48
May 38.15 131.18 224.69 314.48 400.46
Jun 4578 139.10 232.30 321.75 407.45
Jul 53.41 147.02 239.92 329.05 414.43
Aug 61.04 154.95 247.53 338.35 421.42
Sep 68.67 162.87 255.14 343.65 428.40
Oct 78.30 170.7¢ 262.75 350.94 435.39
Nov 83.93 178.72 270.38 358.24 442.37
Dec 81.56 186.64 27797 365.54 449.38
AVG 49.60 143.06 236.11 325.40 410.94
571 571 571 571 571
2,288 2,286 2,286 2,288 2,286
Jan 48 48 T 48 48 o]
Feb 48 48 48 48 0
Mar 48 48 48 48 0
Apr 48 48 48 48 0
May 48 48 48 43 ° 0
Jun 43 48 48 48 o]
Jul 48 48 48 48 0
Aug 48 48 48 438 0
Sep 48 43 48 48 g
Oct 48 43 48 48 o]
Nov 48 48 48 48 0
Dec 48 43 4§ 48 [}
Total 57 571 57 571 0
Cumulative 57 1,143 1,714 2.286 2,286
Jan $363 $4,737 $9,250 $13,584 $0
Feb 727 5,115 9,812 13,932 0
Mar 1,090 5,492 9,975 14,279 0
Apr 1,453 5,869 10,337 14,627 0
May 1,817 6,247 10,700 14,974 o]
Jun 2,180 6,624 11,062 15,322 0
Jul 2,543 7,001 11,426 15,669 0
Aug 2,907 7,378 11,787 16,017 0
Sep 3,270 7.756 12,149 16,384 0
Oct 3,633 8,133 12,512 16,712 0
Nov 3,997 8,510 12,874 17,059 0
Dec 