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(Hearing reconvened at 1 : 1 5  p.m.) 

(Transcript follows in sequence from 

Volume 15.)  

CHAIRMAN CLARK: We're ready to go back on 

the record. Mr. Armstrong, were you able to cut down 

your questions? 

MR. ARMSTRONG: Yes, I did, actually, I Cut 

about three pages worth. 

CHAIRMAN CLARK: Good. 

MR. ARMSTRONG: Thank you. 

CHAIRMAN CLARK: So that concludes your 

cross examination, is that correct? 

MR. ARMSTRONG: No, I cut three pages, I 

still have -- 
CHAIRMAN CLARK: I'm sorry, I misunderstood 

you. 

MR. ARMSTRONG: That was wishful thinking. 

- - - - -  

FLORIDA PUBLIC SERVICE COMMISSION 



1693 

1 

2 

3 

4 

5 

6 

7 

e 

5 

1 c  

13 

1; 

1: 

14 

1 E  

It 

li 

1 E  

1 5  

2c 

2 1  

22  

23 

24 

25  

JANICE BEECHER 

resumed the stand as a witness on behalf of the Staff 

of the Florida Public Service Commission and, having 

been previously sworn, testified as follows: 

CONTINUED CROSS EXAMINATION 

BY MR. ARMSTRONG: 

Q Dr. Beecher, hello again. 

Where we left off, Dr. Beecher, was a 

discussion regarding the impact on lenders if the 

customer base could not support the cost of water 

service. And correct me if I'm wrong, but you were 

suggesting that yes, the cost of debt might go up 

and/or the lenders might not even lend t.he money. 

Is that your recollection? 

A That's correct. 

Q Okay. Give those facts, wouldn't you agree 

that the Utility may be something less than 

disinterested in the rate structure issue and what 

rate structure ultimately might come out at the end of 

this case? 

A I'm sorry, could you repeat that? 

Q Actually, I should state it in the 

affirmative. 

A Yes. 

Q Doesn't that suggest to you that the company 

FLORIDA PUBLIC SERVICE COMMISSION 
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lyoUld be very interested in what the rate structure 

would be as authorized and required by the Commission? 

A That's correct. 

Q Thank you. 

Dr. Beecher, with your familiarity of water 

utility viability and referring specifically to 

Page 15, Line 23, of your testimony, would you agree 

that the benefits of common management of 

noninterconnected systems in terms of, and I'm 

quoting, "professional management and technical 

viability" should bear equal weight to a factor 

regarding rate subsidization between service areas? 

A I think comparing the value of those two 

goals together in isolation of other factors would be 

very difficult to do. But if what you are suggesting 

is that the potential benefits of consolidated 

management should be considered in the context of rate 

design, I would agree, yes, that's appropriate. 

Q Okay, thank you. 

In his cross examination, Mr. Twomey 

concentrated on the cost of service as a determinant 

of rates. Do you recall that? 

A Yes, I do. 

Q Would you agree that in establishing a rate 

structure there are very fundamental principles that. 

FLORIDA PUBLIC SERVICE COMMISSION 
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regulators and public policy makers also have as lofty 

principles that are of concern to those regulators? 

A Yes, I believe that public utility 

ratemaking is guided by a number of lofty and 

important principles. 

Q Okay. And among those other concerns and 

principles would be universal service availability and 

affordability in compliance with environmental and 

health standards; would you agree? 

A I would categorize those principles and 

issues as being relatively recent in the scheme of 

things as far as what commissions might consider, so I 

think they are still relatively new compared to some 

of the more traditional principles of public utility 

ratemaking. 

Q Okay. But would you agree that those would 

be principles and considerations that would again bear 

just as much consideration as the cost of service 

considerations previously identified? 

A I'm not sure in thinking about it that I 

would necessarily elevate affordability and universal 

service to the same level as a guiding principle. I 

would probably subsume those under some of the more 

traditional public utility ratemaking principles that 

are generally used and accepted. 

FLORIDA PUBLIC SERVICE COMMISSION 
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so, for example, a commission may define 

reasonableness or equity or consumer understanding and 

acceptance in light of those issues which we might 

call sort of secondary guiding concerns. 

So, in other words, I guess I'm 

distinguishing between very fundamental principles or 

traditional principles and these additional 

considerations which you could roll into those other 

fundamental principles. 

Q Would you agree that it would be one of the 

fundamental principles that the regulator should 

provide the utility sufficient rates in order to 

permit that utility to have the funds available to 

comply with environmental and health standards which 

exist? 

A I would say, apart from the compliance 

issue, the utility needs to have sufficient revenues 

to perform in every respect consistent with all of the 

standards that we expect. And those would include 

environmental standards; but they would also include 

other quality of service and obligation to serve 

standards. So revenue sufficiency is, I think, as 

fundamental as cost of service in terms of fundamental 

ratemaking goals. 

Q Thank you. 

FLORIDA PUBLIC SERVICE COMMISSION 
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Again, just to make it, I hope, succinct on 

the record, in your experience you would agree that a 

small utility run perhaps by a developer or the 

developer's accountant would be less -- well, it would 
be more likely to lack the technical viability 

necessary to run a water utility in compliance with 

today's rules and regulations? Wouldn't you agree 

with that? 

A Yes, in general, the technical capability of 

small systems is much lesser. 

Q And it goes without saying as posed but 1'11 

ask you if you agree, that if the facility is not run 

properly or investments to comply with laws and 

standards are not made, the environment and the public 

health may be adversely affected? 

A Yes. 

Q And certainly the protection of the public 

health and the environment are at least as important a 

consideration as the level of utility rates; is that 

correct? 

A I would not compare them in exactly that way 

in terms of, say, one being as important. I think 

it's a matter of trying to achieve compliance with all 

appropriate standards in a least-cost manner. And by 

that, I mean a long-term perspective about 

FLORIDA PUBLIC SERVICE COMMISSION 
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establishing a financially viable utility that can 

best serve its customers. 

Q So it's your belief that the Commission's 

obligation in rate-setting is to take a long-term view 

in terms of what is in the best interests of the 

customers to defined in a broad-based way? Is that 

correct? 

Let me give you a hint, I'm citing your 

deposition, quoting your deposition. 

A Thank you. Yes. And to the extent that 

they do so, it obviously has to be within the context 

of the applicable statutes and policies of the Florida 

Commission. 

Q Okay, thank you. 

On Page 21, Line 11, of your testimony, you 

refer to a disadvantage of uniform rates as possibly 

giving a disincentive to the utility to control costs. 

Do you see that one? 

A Yes, I do. 

Q It's your understanding that costs still -- 
costs still will be reviewed in rate cases; isn't that 

correct? 

A That is correct. 

Q And unreasonable costs would still not be 

allowed in a rate case? 

FLORIDA PUBLIC SERVICE COMMISSION 
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A That would be my understanding, correct. 

Q So having worked with the Company for a few 

years now with uniform rates, I haven't witnessed any 

disincentives for controlling costs. Do you have an 

explanation of what you mean there? 

A Yes. I, in that instance, was considering 

the possibility that a shift away from attention to 

system-specific costs and rates might at. least 

slightly undermine the utility's incenti.ve, the 

incentive to control costs at that individual system, 

which is why I think in the possibility of 

implementing a single tariff pricing mechanism, it is 

important to remain diligent about costs, as you 

suggest. I only meant that by averaging prices you 

might in a way, perhaps even in just a secondary way, 

but slightly provide a disincentive to control costs. 

Q Okay. "Slightly," we'll accept. I haven't 

seen it but we'll accept "slightly." Thanks. 

I'm going to ask you if you could please 

assume that the Commission would provide rate relief 

for Southern States only on a total company basis. In 

other words, Southern States would not be able to 

receive rate relief for one service area if we had a 

revenue deficiency there. And if you could further 

assume that the Commission meets -- sets stand-alone 

FLORIDA PUBLIC SERVICE COMMISSION 
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rates in this case. 

If a revenue deficiency occurs at a 

particular service area next year, perhaps because of 

a major investment in a service area, but SSU as a 

total company still earns its authorized return and 

files no rate case, wouldn't it be true that, in 

effect, that service area is being subsidized? 

A I think as a generalization between rate 

cases when there are substantial fluctuations in costs 

or other conditions, including demand, there's always 

a possibility of a subsidization, I guess, in your 

term. 

Q So if we have stand-alone rates set in this 

case and next year -- you would agree that it wouldn't 
be probable that Southern States would make the same 

investment in every service area next year, correct? 

The identical investment? 

A I'm sorry, could you repeat that again? 

Q Sure. You would agree that it is highly 

unlikely that Southern States next year is going to 

make the same exact investment in our service areas, 

each of our service areas around the state? 

A I guess I would accept that assumption. 

Q Okay. So if the Commission were to set 

stand-alone rates today for Southern States, next year 

FLORIDA PUBLIC SERVICE COMMISSION 
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Southern States makes investments in our facilities 

and they are disproportionate, one gets more than 

another, wouldn't that in reality suggest that there 

is some subsidization going on if Southern States does 

not file another rate case next year? 

A I'm not sure I can answer as to 

subsidization. Absent a rate filing, the utility may 

not be able to earn its return if it is making 

substantial investment between rate cases, if I 

understand you correctly. 

Q Can I add one assumption to the equation? 

The assumption would be that Southern States next year 

after making its investments was earning its 

authorized return on a total company basis. Would 

that indicate to you there is a subsidy going on to 

that service area which has received the investments? 

A To the extent that costs are being spread 

through a uniform tariff, I guess I would agree with 

that. 

Q Okay. Thank you. 

If you could refer to Exhibit 133, which 

Mr. Twomey had presented earlier? 

A Can you tell tell me which publication that 

is? 

Q It's the one, "Cost Allocation and Rate 

FLORIDA PUBLIC SERVICE COMMISSION 
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Des gn for Water Utilities," Dated December 1990. 

A Thank you. 

Q And specifically Page 16. If you recall, 

Mr. Twomey read from a portion of the paragraph that 

starts with, IgGenerally,lg that's the last paragraph on 

the page? 

A Yes. 

Q Would you mind reading the last sentence i.n 

that paragraph for me? 

A "Water rates, as with other public utility 

rates, are based on averaging. That is, average users 

having an average load factor; price discrimination is 

inherent. 

Q Thank you. You would agree, would you not, 

that price discrimination -- or actually I hope that 
means subsidy -- that subsidy is inherent in any 
utility rate? 

A That's correct. Because the utility rate 

requires averaging; because we don't have 

individualized rates for the most part, except for 

maybe the exception of single large users under some 

circumstances. All ratemaking in my view reflects 

some form of averaging. 

Q Okay. So even looking at a particular 

service area, say we have a large service area that 

FLORIDA PUBLIC SERVICE COMMISSION 



1703 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

c 

serves a ten-square-mile area, we have a customer who 

is located right next to the plant and we have the 

other customers located furtherest away from the 

plant. 

we would have a significant, significant cost of 

service difference, would we not? 

If we set cost of service based on customers 

A I think that's possible, yes. 

Q What would be the reason that you would draw 

any more significance to -- first of all, to the 
extent you know, electric utilities have generating 

stations and subgenerating stations. And to the 

extent you know, would you know if you would identify 

the cost of service for an electric utility, say, 

within the confines of a town? Could you go in and 

say, "This is the cost of providing service in the 

town of X by this electric utility"? Would you know 

if you could do that? 

A In other words, I believe you're asking 

could you differentiate rates within a large electric 

utility in terms of the communities, separate 

communities, that it serves? 

Q Thank you, that's what I'm asking. 

A Well, I guess it is always possible, I 

h 
24 

25 

think, to construct a cost of service analysis. I 

think our ability in that area is such that we can 
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perform that kind of analysis under many 

circumstances. 

worthwhile and whether the potential for 

differentiating rates is worthwhile. 

The question is whether it is 

so, while yes, you could do it, there may be 

be and apparently are lots of reasons why we don't do 

it. 

And there are examples in the water area, 

too, where, for example, within large municipalities 

some groups of customers might be served by one 

treatment plant and infrastructure and another group 

is served by another plant and infrastructure. And 

generally, they are charged the same rate within a 

city. So that's one possible analogy. 

Q About a year or so ago, the Commission held 

a proceeding and the director of a county water and 

sewer utility was asked if the county kept separate 

cost of service studies for their systems that were 

not interconnected. And his response was, "It would 

take a room full of accountants as big as the hearing 

room," it was the old hearing room -- 
MR. TWOMEY: Madam Chairman, I object. 

Mr. Armstrong is supposed to testify tomorrow. 

CHAIRMAN CLARK: Mr. Armstrong? 

MR. ARMSTRONG: I have a question. I didn't 

FLORIDA PUBLIC SERVICE COMMISSION 
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get to ask the question yet. 

CHAIRMAN CLARK: Well, I think you are 

testifying as to what another witness said in the 

proceeding. 

say that? 

Can you substantiate that the witness did 

M R .  ARMSTRONG: Well, in the transcript I 

could. I don't have the transcript here. But do you 

want me to ask the question another way? 

CHAIRMAN CLARK: Sure. 

MR. ARMSTRONG: Thank YOU. 

Q (By Mr. Armstrong) I guess I haven't seen 

it clearly or didn't see it clearly, maybe I missed 

it, Dr. Beecher, but there are, you would admit, 

efficiencies in the uniform rate structure which go 

beyond just having the same tariff sheets for the 

utility, aren't there? 

A I believe I noted in my testimony that I 

think efficiency gains through consolidated management 

and operation of the utilities are on the cost side of 

the profile and pricing economies are limited, I 

believe, to the economies associated in the pricing 

process itself. And that might include, for example, 

regulatory and administrative and customer service 

expenses that are linked and can be closely linked to 

pricing and the existence of the tariff. 

FLORIDA PUBLIC SERVICE COMMISSION 
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So I do think it is very important to 

understand that economies of scale per se are limited 

in terms of what the single tariff pricing option 

offers relative to the economies of scale that we 

normally think of, which are on the operational side 

economies of the utility. So I do think they are -- 
of scale in terms of pricing are somewhat limited. 

Q In terms of the policy decision that has to 

be made regarding uniform rates, if Southern States 

were to demonstrate that, while facilities might not 

be interconnected physically, operators do operate 

multiple facilities and even operators operate 

multiple facilities in different counties, do you 

think that is a factor to be supportive of the uniform 

rate concept? 

A I think that's a factor that goes more to 

costs than to the pricing consideration. So that even 

if all that issue, as well as other costs, were 

considered common or easily averaged across all 

systems, as long as there's any cost differential the 

Commission still must resolve whether or not to move 

toward a uniform price. That has to be separately 

supported. 

Q Okay. You would agree that controlling the 

emergence of water systems is perhaps the most 

FLORIDA PUBLIC SERVICE COMMISSION 
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essential of all viability policies confronting this 

Commission? Is that true? 

A In our viability work we have emphasized, 

yes, the importance of controlling the emergence of 

new systems but equally important is finding ways to 

deal with the existing small systems that are in 

trouble. 

Q And just briefly, one of those mechanisms of 

dealing with that situation of the existing water 

systems is the acquisition of the small facilities by 

larger utilities, correct? 

A Correct. 

Q In your research, are you aware of recent or 

within the last couple of years the New York Public 

Service Commission abandoned its prior policy of 

opposing negative acquisition adjustments? 

A Yes, in general terms, I'm aware of that. 

Q Would you agree that such a policy of 

opposing negative acquisition adjustments would be a 

disincentive to acquisitions of these types of 

facilities? 

A Yes. I believe a number of the commissions 

have in the recent years explored the use of 

acquisition adjustments as an incentive. 

Q Okay. You would agree that rate 

FLORIDA PUBLIC SERVICE COMMISSION 
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equalization creates winners and losers but also tends 

to enhance viability; isn't that correct? 

A That's correct. 

Q And one means of this rate equalization is a 

uniform rate structure; isn't that also correct? 

A I would consider uniform rate structure or a 

single tariff price the same as rate equalization, 

yes. 

Q Okay, thank you. 

You would agree that the probability of two 

service areas having identical costs of service is 

very remote? 

MS. CAPELESS: Objection, that's been asked 

and answered. 

MR. ARMSTRONG: Okay, I withdraw it, then, 

if it's asked and answered. 

Q (By Mr. Armstrong) I would just like to 

quote a portion of your deposition at Page 70, you 

were referred to it by Mr. Twomey earlier. Do you 

have it already? 

A Yes, I do. 

Q Okay. It begins at Line 11, you stated, 

"Given that water is a rising cost industry, one could 

certainly argue that commissions have a considerable 

obligation to think about ways to mitigate those 

FLORIDA PUBLIC SERVICE COMMISSION 
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rising costs and provide customers high quality water 

at an affordable price.'' 

I was just wondering if you could elaborate 

on your statement there. 

A In some respects, that statement is one 

comparing the water industry to our other utility 

industries where technological and economic and 

structural changes are providing opportunities to 

lower costs and provide consumers more options. 

With the water industry, given the cost 

pressures we've already talked about, we face 

considerable pressure on rates. And so, for policy 

makers at the state or local level involved in setting 

water rates, I do think this is a time to be extremely 

diligent about the efficiency and effectiveness of 

water utilities in providing service. 

And I think that customers really depend on 

ratemakers to construct solutions that will help 

provide water at an affordable price but one that's in 

compliance with all appropriate standards. 

Q And in fact, if you recall your testimony 

earlier in referring to Exhibit 134, Florida does have 

the largest number of small systems in poor financial 

condition in the country; isn't that correct? 

A At the time I compiled that data -- 

FLORIDA PUBLIC SERVICE COMMISSION 



1710 

1 

2 

3 

4 

E - 
t 

L 

1 

E 

5 

1( 

11 

1; 

1: 

1r 

l! 

1t 

1: 

It 

15 

2( 

2: 

2: 

2: 

21 

2! 

Q In June 1992, you're right. 

A -- right, that was apparent. 
Q And at least to some extent, you would agree 

that by opposing rate increases and asking the 

Commission to ignore the cost pressures on water 

utilities which you identified earlier, customers have 

something to do with the poor financial condition of 

water systems; don't you agree? As reflected in your 

deposition. 

A I think historically in this country we 

probably have underpriced and undervalued water and 

those two things go together. 

And people feel strongly about: the price of 

water, I think in part because they view it as such an 

essential service. And there's a relatively high 

emotional content to water as a service. So in some 

respects, I suppose consumer resistance to rate 

increases has contributed to the financj-a1 viability 

problem. 

However, the underlying issue is really 

lacking economies of scale. If that were resolved, 

the rate increase issue may be less of an issue 

because the system is larger and better able to absorb 

costs. 

Q Thank you, Dr. Beecher. 

FLORIDA PUBLIC SERVICE COMMISSION 
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It wouldn't be surprising -- you've already 
testified that water is a highly capital-intensive 

industry. It wouldn't surprise you to hear that we've 

had a number of customers who believe that water comes 

from God and the skies and should be free? That 

sounds familiar to you, I'm sure? 

A Yes. 

Q Last question: You also agree, don't you, 

Dr. Beecher, that, and I'm quoting, "The issue of 

single tariff pricing is almost exclusively an issue 

for investor-owned utilities and that in fact for 

municipal utilities it is a common practice." IS 

that correct? 

A That's my understanding, that#s correct. 

MR. ARMSTRONG: Thank you very much, I'm 

finished. 

CHAIRMAN CLARK: Commissioners? Redirect? 

MS. CAPELESS: Thank you. 

REDIRECT EXAMINATION 

BY MS. CAPELESS: 

Q We have just a few questions for you, 

Dr. Beecher. 

Earlier Mr. Twomey asked you about certain 

communications that you had with Staff members of this 

Commission. Did Commission Staff suggest any 

FLORIDA PUBLIC SERVICE COMMISSION 
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substantive or topical changes to your testimony? 

A No, they did not. 

Q To your exhibits? 

A No, they did not. 

Q How about to your survey? 

A No, they did not. 

Q Mr. Twomey also questioned you with respect 

to pricing below cost and the effect that that has on 

economic efficiency. Do prices that are not equal to 

costs mean that economic efficiency is eliminated? 

A As I have discussed, because we don't 

individualize water rates, we can never perfectly 

match prices and costs. 

other rate design options can undermine the price 

signal -- in other words, make it less efficient. 

The equalization of rates or 

It doesn't mean, however, necessarily, that 

the rate is entirely inefficient. Rates overall 

should reflect overall cost of service; and if they do 

so, there can be an efficiency component of that 

bill -- of that customer's water bill. 
Q Mr. Twomey also asked you a series of 

questions about the number of small systems in Florida 

and the responsibilities for the creation of those 

lying with the Florida Public Service Commission. 

You mentioned earlier that you recognized 
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that Florida has had a statutory framework wherein 

counties can opt to give the Florida Public Service 

Commission jurisdiction over water and wastewater 

utilities. 

give the Florida Public Service Commission 

jurisdiction during the years 1980 through 1990? 

Do you know how many counties opted to 

A No, I do not. 

Q Do you know how many utilities were 

inherited by the Commission through the grandfather 

process and how many were created through the original 

certificate process? 

A No, I do not have that data. 

MS. CAPELESS: Thank you, that concludes our 

redirect questioning. 

CHAIRMAN CLARK: Exhibits? 

MS. CAPELESS: Staff moves Exhibit 132. 

CHAIRMAN CLARK: Exhibit 132 will be 

admitted in the record without objection. 

MR. TWOMEY: I believe mine was 133. 

CHAIRMAN CLARK: Exhibit 133 will be 

admitted. 

MS. CAPELESS: Pardon me, Madam Chairman, 

Staff has objection with respect to Exhibit 133. 

CHAIRMAN CLARK: Okay. 

MS. CAPELESS: We object to moving the 
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1714 

excerpts in without moving in the entire document. We 

would rather have it in the full context of her 

publication, and we're willing to supply the court 

reporter and the parties with a copy of the whole 

document by Monday. 

MR. TWOMEY: I'm in complete agreement with 

that. 

CHAIRMAN CLARK: We will not admit it at 

this time; and on Monday, when we have the complete 

document, we will label the complete document 133 and 

go through the process of admitting it at that time. 

And we can take care of 134 at that time also. 

MR. ARMSTRONG: Right. 

CHAIRMAN CLARK: So 133 and 134 will not be 

admitted in the record at this time. 

MS. CAPELESS: Thank you. 

CHAIRMAN CLARK: Thank you, Dr. Beecher, 

you're excused. 

WITNESS BEECHER: Thank you, Chairman. 

(Witness Beecher excused.) 

CHAIRMAN CLARK: I believe Dr. Whitcomb is 

the next witness. 

COMMISSIONER KIESLING: I'm confused, I 

thought we were going to take Mr. Harvey because he 

FLORIDA PUBLIC SERVICE COMMISSION 
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wasn't available all next week. 

CHAIRMAN CLARK: No, it was Dr. Whitcomb. 

MR. ARMSTRONG: No, we're taking 

Dr. Whitcomb today. Harvey is Wednesday. 

MS. CAPELESS: I know. But Dr. Whitcomb, it 

indicates in the prehearing order that he's not 

available after tomorrow. 

COMMISSIONER KIESLING: Well, Mr. Harvey is 

also indicated as going today because he's not 

available all next week. 

I may have missed something here, even 

though he was rebuttal -- 
M R .  FEIL: Commissioner, it's the 8th of May 

Mr. Harvey was primarily concerned with. He said he 

could alter his arrangements if need be to make 

himself available the second week of the hearing but 

the 8th was the most difficult for him. 

COMMISSIONER KIESLING: Thank you. 

CHAIRMAN CLARK: Dr. Whitcomb, were you 

sworn in? 

WITNESS WHITCOMB: I don't believe so. 

CHAIRMAN CLARK: Okay. Would you please 

stand and raise your right hand? 

(Witness sworn.) 

- - - _ -  
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JOHN WHITCOMB 

was called as a witness on behalf Of southern States 

utilities, Inc. and, having been duly sworn, testified 

as follows: 

DIRECT EXAMINATION 

BY MR. HOFFMAN: 

Q Would you please state your name and 

address? 

A John Whitcomb, 1375 Eaton Avenue, San 

Carlos, California 94070. 

Q Have you prepared and caused to be filed 18 

pages of direct testimony excluding the cover page in 

this proceeding? 

A Yes. 

Q Do you have any changes or revisions to your 

direct testimony? 

A No. 

Q Dr. Whitcomb, have you also prepared and 

caused to be filed 30 pages of rebuttal testimony 

excluding the cover page in this proceeding? 

A Yes. 

Q Do you have any changes or revisions to your 

rebuttal testimony? 

A I have caught one typo. 

Q Could you direct us to that, please. 
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A Itis on Page 13, Line a, it refers to an 

F-test, it should be a J-test. 

Q 

testimony? 

Any other changes to your rebuttal 

A No. 

Q All right. If I asked you the questions 

contained in your direct testimony and the questions 

contained in your rebuttal testimony, would your 

answers be the same with the one revision to your 

rebuttal testimony? 

A Yes. 

MR. HOFFMAN: Madam Chairman, I would ask 

that Dr. Whitcomb's prefiled direct testimony and 

prefiled rebuttal testimony as revised be inserted 

into the record as though read. 

CHAIRMAN CLARK: The prefiled direct 

testimony of John Whitcomb and prefiled rebuttal 

testimony of John Whitcomb will be inserted into the 

record as though read. 

M R .  HOFFMAN: Thank you. 

Q (By Mr. Hoffman) Dr. Whitcomb, you have 

attached six exhibits to your prefiled direct 

testimony identified as JBW-1 through JBW-6; is that 

correct? 

A Yes. 
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Q And you have no exhibits to your prefiled 

rebuttal testimony; is that correct? 

A Right. 

MR. HOFFMAN: Madam Chairman, I would ask 

that Dr. Whitcomb's exhibits to his prefiled direct 

testimony be marked for identification. 

CHAIRMAN CLARK: JBW-1 through 6 will be 

marked as Composite Exhibit 135. 

(Composite Exhibit No. 135 marked for 

identification.) 
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WHAT 1s YOUR NAME AND BUSINESS ADDRESS? 

My name is John Whitcomb and my business address is 1375 Eaton 

Avenue, San Carlos, California 94070. 

BY WHOM ARE YOU EMPLOYED AND WHAT IS YOUR 

POSITION? 

I am the principal of WATERTECH Software and Consulting located at 

the address indicated above. 

WHAT IS YOUR EDUCATIONAL BACKGROUND AND WORK 

EXPERIENCE? 

I received my doctorate in Geography and Environmental Engineering 

from Johns Hopkins University in 1988 and a Bachelors degree in 

Economics and Geography from the University of California, Santa 

Barbara in 1984. I worked for Brown and Caldwell Consultants from 

1989 to 1991 before starting WATERTECH Software and Consulting. 

WATERTECH Software and Consulting provides consulting 

services and computer software to water agencies to assist in the planning, 

management, and pricing of water resources. 

Included among my clients for water pricing studies are Redwood 

City, California (1995); Menlo Park, California (1995); San Jose, 

California (1994); Ashland, Oregon (1993); Sacramento, California (1992); 

West Sacramento, California (1991); Palo Alto, California (1991); 

Bmkings, Oregon (1991); Fresno, California (1991); Northridge, 
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California (1991); Grass Valley, California (1991); Tahoe City Public 

Utility District (1991); San Diego, California (1990); and Soquel Creek, 

California (1989). 

The clients for whom I have performed empirical evaluations 

quantifying impacts on water use from factors such as weather, pricing, 

and various water conservation projects include The World Bank, Brazil 

(1995); Contra Costa Water District, California (1991, 1993 and 1994); 

Southwest Florida Water Management District (1993); Tampa, Florida 

(1992); Seattle, Washington (1990); South Florida Water Management 

District (1989); and San Jose, California. 

I also have conducted assessments of the reliability and expected 

impact of water conservation programs on future water demand for the 

following clients: Santa Clara Valley Water District, California (1990 and 

1995); Alameda County Water District, California (1992); Kentucky- 

American Water Company (1991); Sacramento, California (1991); Antioch, 

California (1990); Daly City, California (1990); Los Angeles Department 

of Water and Power, California (1987); Interstate Commission on the 

Potomac River Basin, Maryland (1987). 

I have authored or co-authored nearly a dozen pieces regarding 

water use and water demand forecasting which have beem presented in 

several fora and publications. A list of these pieces is included in Exhibit 

1s (JBW-1). 
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Q. 

A. 

WHAT ARE YOUR PROFESSIONAL AFFILIATIONS? 

I am a member of the American Water Resources Association, for which 

I also am a reviewer of AWRA Journal articles. I also am a member of 

the American Water Works Association and the California Urban Water 

Conservation Council. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

I will discuss the water conservation impact of the rate structure and the 

widwin aspects of the weather normalization clause being proposed by 

Q. 

A. 

Southern States. 

COULD YOU IDENTIFY ANY PROFESSIONAL EXPERIENCE 

YOU MIGHT HAVE WHICH WOULD QUALIFY YOU AS AN 

EXPERT SPECIFICALLY IN WATER CONSERVING RATE 

STRUCTURES FOR FLORIDA UTILITIES? 

From 1992 through 1994, I was sub-contracted by Brown and Cddwell to 

perform a series of studies of water conserving rate structures. Brown and 

Caldwell had been retained by the Southwest Florida Water Management 

District ("SWFWMD") to perform the studies. Mr. Jay W. Yingling was 

SwFwMD's senior economist with principal responsibility for the project 

management of the study. I was the person with primary responsibility for 

quantifying price elasticity and measuring rate structure impacts on water 

consumption. 

Q. 

A. 

The f i t  study presented to SWFWMD was the study entitled 
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"Definition of Water Conservation Promoting Rates" which I will refer to 

as the "Conservation Rate Structure Study" which was completed in 

February, 1993. The intent of this study was to provide guidance to 

utilities in developing water conserving rate structures that would satisfy 

regulatory requirements and assist SWFWMD in the ability to quickly 

assess whether a rate StrUcNre would be effective in promothg water 

conservation. A copy of the Conservation Rate Structure Study is 

provided in Exhibit &TBW-2). 

Next, I continued my responsibilities as a subcontractor of Brown 

and Caldwell in the preparation of a large empirical study on residential 

and commercial water price elasticities for SWFWMD. Price elasticity 

measures the percentage change in demand resulting from a 1% change in 

price, all other factors held constant. This study culminated in the "Water 

Price Elasticity Study," which I will refer to simply as the "Elasticity 

Study," which was completed in August, 1993. A copy of the Elasticity 

Study is provided in Exhibit ~ (JBW-3). 

Finally, I developed a PC/Windows software program known as 

WATERATE which simulates how changes in water and sewer prices 

impact water revenues and water demand. The program automates 

complex price elasticity calculations (as determined in the Elasticity Study) 

and provides a comprehensive, flexible framework from which to evaluate 

alternative rate structures. Features include single or multiblock rate 
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Q. 

A. 

s m c t m s  that can vary by season, short- and long-run price elasticity 

adjustments specified by customer class, and detailed diagnostics as to the 

expected changes in the water use dismbution over a three year planning 

horizon. SWFWMD has established a toll-free hot-line which utilities C a n  

call to obtain information on WATERATE including a free copy of the 

Program. At this time, there are over fifty (50) registered users of 

WATERATE, mostly in Florida. Exhibit Lfl”(JBW-4) contains a list of 

the registered users. 

Subsequently, I was contracted by Southern States and requested 

to apply my knowledge and experience with the SWFWMD studies and 

programs to analyze the Company’s existing rate structure and assist them 

in formulating an appropriate smcture in this proceeding. 

ARE THE RESULTS FROM THE PRICE ELASTICITY STUDY 

APPLICABLE TO SOUTHERN STATES? 

Yes. Florida has a unique mix of factors affecting price elasticity. (e.g., 

weather, type of soils, irrigation wells, vegetation, and tourism). For that 

reason, price elasticity results generated from other parts of the country can 

not be validly applied to Florida. To obtain local price elasticity estimates, 

SWFWMD undertook the Elasticity Study. The study was designed to 

quantify the relationship between water price and water demand for 

customers within the SWFWMD service area under a wide range of 

conditions. The Elasticity Study allowed price elasticity to vary with price 
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level ($/ thousand gallons) and with property value. These steps were 

specifically taken to make the results more applicable to varying 

conditions. Given the geographic diversity of both the SWFWMD and 

Southern States’ service areas and the diverse demographics and 

characteristics of the customers living in them, I believe it is reasonable 

to assume a similarity of Southern States’ customer base and the customer 

base analyzed in the Elasticity Study. Therefore, I believe the price 

elasticities indicated in the Elasticity Study may properly be applied to 

Southern States. 

I also point out that Southern States was one of the ten utilities 

which participated in the Elasticity Study. Specifically, Southem States 

provided data relating to the Company’s facilities and customers in the 

Spring Hill service area in Hemando County. In addition, Southern States 

has 24 water service areas serving an estimated population of 125,000 

withii the SWFWMD jurisdiction. 

DID YOU ANALYZE THE UNIFORM RATE STRUCTURE WHICH 

THE COMMISSION PREVIOUSLY AUTHORIZED SOUTHERN 

STATES TO CHARGE TO CUSTOMERS IN NINETY OF 

SOUTHERN STATES’ SERVICE AREAS TO DETERMINE 

WHETHER THAT RATE STRUCTURE WAS PROPERLY 

DESIGNED TO RECOVER REVENUE REQUIREMENTS? 

Yes. 

Q. 

I applied WATERATE to quantify expected changes in water A. 
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consumption as a result of the application of the rate structure authorized 

in Docket No. 920199-WS. The principal factor which influenced the 

results of this analysis was the Commission’s reduction of the pomon of 

Southern States’ revenue requirements which previously had been 

recovered through the base facility charge from approximately fifty-five 

percent (55%) to only thirty-three percent (33%) in the rate structure 

approved in Docket No. 920199-WS. The result of the analysis showed 

that the rate structure approved in Docket No. 920199-WS would be 

expected to cause a long-run water use reduction of 12.3 percent. The 

financial instability of revenues also increased; the 95% confidence interval 

around expected revenues increasing from 5.1 to 7.3 percent. 

Since the Commission did not adjust the water consumption levels 

requested by Southern States in Docket No. 920199-WS when the uniform 

rate structure was established, Southern States requested that I quantify the 

revenue requirement impact which resulted when this water conserving rate 

structure was imposed without a corresponding reduction to the water 

consumption levels. All other factors held constant, my analysis revealed 

that the application of the uniform rate structure, without a recognition of 

the reduced consumption which flowed from it, resulted in an estimated 

reduction of 6.2, 9.2, and 10.8 percent of gallonage charge revenues in 

1992, 1993, and 1994 respectively. In terms of total revenues, I calculated 

a reduction of 4.2, 6.2, and 7.2 percent in  1992, 1993, and 1994 
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respectively. In terms of dollars and with a $20,595,043 revenue 

requirement, the revenue deficiency for Southern States amounted to 

approximately $864,992, $1,276,893, and $1,482,843 for the years 1992, 

1993, and 1994 as a result of the Commission’s failure to recognize the 

inherent conservation impact of the rate structure approved in Docket No. 

920199-WS. 

DID THE UNIFORM RATE STRUCTURE APPROVED IN DOCKET 

NO. 920199-WS MEET THE CRITERIA FOR A WATER 

CONSERVING RATE STRUCTURE IDENTIFIED IN THE 

SWFWMD STUDIES? 

Yes. I applied the criteria set forth in the Conservation Rate Structure 

Study and confirmed that the rate structure established by the Commission 

in Docket No. 920199-WS and reconfirmed in Docket No. 930880-WS 

Q. 

A. 

qualifies as a water conserving rate structure. The results in terms of 

consumption reductions from the application of the Elasticity Study 

through WATERATE c o n f i i  this fact. I note these facts as historical 

evidence of the validity of SSU’s position that a straight base facility 

charge/gallonage charge structure, without inverted blocks, such as the 

structure being proposed by SSU in this proceeding, can indeed be 

classified as a water conserving rate structure. 

COULD YOU BRIEFLY DESCRIBE THE RATE STRUCTURE 

PROPOSED BY SOUTHERN STATES IN THIS PROCEEDING? 

Q. 
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A. Southern States is requesting that the Commission continue to authorize 

the use of uniform rate structures -- one uniform rate for customers 

receiving service from conventional treatment facilities and one uniform 

rate for customers receiving service form reverse osmosis facilities. A 

base facility/gallonage charge structure with forty percent (40%) of the 

revenue requirement included in the base facility charge is being proposed. 

IS THE RATE STRUCTURE BEING PROPOSED BY SOUTHERN 

STATES' A WATER CONSERVING RATE STRUCTURE? 

Q. 

A. Based on criteria set forth in the Conservation Rate Structure Study, the 

rate structure proposed by Southern States is a water conserving rate 

structure. The Conservation Rate Structure Study defines several criteria 

which are weighted for relative assumed impacts on water consumption. 

These criteria include rate structure form. allocation of costs to 

fixed/variable charges, sources of utility revenues and communication on 

customer bills. As indicated in Chapter 7 of the Conservation Structure 

Rate Study, upon application of these criteria, a score of 3.2 qualifies as 

a water conserving rate structure. I applied these criteria to Southern 

States and arrived at a score of 3.2. My calculations are provided in 

Exhibit &'(JBW-5). I also have been informed that Southern States is 

in the process of including historical billing information on customer bills. 

Once this information is provided, the rating would be a 3.3, further 

confirming the water conserving nature of the proposed structure. 
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I understand that some argue that only an inverted block rate 

structure can be a water conserving rate structure. There is no empirical 

support for such a position. I can design a single price (non-block) rate 

smcture that sends a stronger water conservation price signal to customers 

than any of the block rate structures currently being used in Florida. This 

is achieved by an appropriate allocation of the revenue requirements for 

recovery through the gallonage charge. 

Personally, I do not believe in a binary definition (yes or no) of a 

water conserving rate structure. Some rate structures are more conserving 

than others; it is matter of degree. A utility has to find a proper balance 

of competing objectives such as water conservation promotion and revenue 

stability. 

SOUTHERN STATES’ EXISTING RATE STRUCTURE 

AUTHORIZED IN DOCKET NO. 920199-WS CONTAINS A 

33%/67% BASE FACILITY/GALLONAGE CHARGE SPLIT. WHY 

IS THE COMPANY PROPOSING THAT A HIGHER PERCENTAGE 

OF lTS REVENUE REQUIREMENTS BE RECOVERED IN THE 

BASE FACILITY CHARGE? 

First, as I have just confiied,  the proposed rate structure with a 40%/60% 

split qualifies as a water conserving rate structure. I have worked with 

Southern States to create a rate structure which fulfills the Company’s 

desire to send the conservation message to its customers while also 

10 
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F 

reducing Southern States’ exposure to an inordinate level of business and 

financial risks. 

This inordinate level of business and financial risk arises from the 

fact that SSU experiences a large variation in annual water use, largely 

caused by variations in weather. High year-round evapotranspiration levels 

combined with irregular rainfall patterns, makes outdoor water use in SSU, 

and Florida in general, both high and irregular relative to other parts of the 

country. I conducted a statistical analysis of SSU historic residential water 

consumption (1991-94) and weather (1949-1994). One finding is that the 

95 percent confidence interval around average annual per account water 

use spans plus and minus 10.9 percent resulting from weather. This is 

likely the largest weather caused variability experienced in the United 

States (more than double my experience in California). 

This large variation in water use translates into a relatively large 

variation in revenues. The precise magnitude of revenue deviation depends 

on rate structure. A rate structure that collects a large share of its revenues 

through a fixed monthly service charge, for example, tends to be more 

stable in generating revenues. A single water price tends to be more stable 

than a block rate structure, all other factors held constant. With a single 

non-block price, going from 33% to 40% collected via the base facility 

charge reduces the 95% confidence interval around total annual revenues 

from 7.3 to 6.6 percent. This is a lower, but still a significant amount of 

P 
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business and financial risk. It should also be noted that this is weather 

related risk only. Water use is also affected by other factors such as the 

economy and tourism which have not been factored into my analysis. 

Addition of these types of factors would lead to a higher total risk 

assessment. 

Q. HAS COMMISSION STAFF RECOGNIZED THE NEED TO 

COORDINATE A WATER CONSERVING RATE STRUCTURE 

WITH A UTILITY'S REVENUE STABILITY? 

Yes. In its white paper entitled, "Water Conservation Rate Structure 

Policy" dated December, 1993, Commission Staff made the following 

observations which I believe are consistent with the rate structure and 

revenue adjustment mechanism the Company is proposing in this 

proceeding. The Staff policy statement provides as follows: 

A. 

Another rate issue, regardless of the chosen rate structure, 

is a determination of the allocation of the revenue to be 

derived from either the base facility or gallonage charge 

and among the various classes of customers. Since the base 

charge is not affected by usage, its level will not impact on 

conservation. Therefore, conservation price signals are only 

given through the gallonage charge. Higher gallonage 

charges should be more effective in promoting conservation. 

However, with a given revenue requirement, increasing the 

12 



2 7 3 1  

h 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

gallonage charge will lessen the base charge which may 

impact the revenue stability of the utility. Generally, fixed 

costs are included in the base facility charge and variable 

costs and return on investment are. covered by the gallonage 

charge. Therefore, if fixed costs are. shifted to the 

gallonage charge and the increased gallonage charge results 

in water conservation, a revenue deficiency could result. 

Obviously, a trade-off exists between revenue stability and 

conservation, which is yet another variable to be considered 

in changing rate level or rate. structure. 

Q. HAVE YOU USED THE ELASTICITY STUDY MODEL TO 

DETERMINE THE LEVEL OF REDUCTIONS IN WATER 

CONSUMPTION WHICH WOULD RESULT UNDER THE 

COMPANY’S PROPOSED RATE STRUCTURE? 

Yes. Applying the elasticity study model results in a consumption 

reduction of approximately 11% for the conventional and 2.7% for the 

reverse osmosis service classes on an annual basis. Exhibit /(JBW-6) 

provides further discussion of the application of the Elasticity Study, the 

assumptions used in the model and summarizes the results from the values 

inputted into the WATERATE model to derive this amount. 

A. 

,’ 

Q. HAS SOUTHERN STATES ADJUSTED ITS PROJECTED 19% 

ANNUAL CONSUMPTION TO REFLECT THIS LEVEL OF 
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ELASTICITY? 

A. Yes. 

Q. DO YOU BELIEVE THAT SUCH AN ADJUSTMENT IS 

REASONABLE? 

Not only do I believe that the adjustment is reasonable, I also believe that 

the adjustment must be made to provide Southern States the opportunity 

to obtain the revenue requirement to be established by the Commission 

including an opportunity to earn the authorized rate of return on the 

Company's investments in utility facilities. 

A. 

Q. IS SOUTHERN STATES REQUESTING AUTHORITY TO 

IMPLEMENT A WEATHER NORMALIZATION CLAUSE TO 

ASSIST IN ACHIEVING SOME MEASURE OF REVENUE 

STABILITY? 

Yes, in fact the Company has adjusted its requested return on equity A. 

downward to reflect the higher level of revenue stability which would 

result from the implementation of this clause. 

COULD YOU DESCRIBE THIS CLAUSE AND HOW IT WOULD 

WORK? 

Yes. The weather normalization clause is being proposed to achieve the 

second goal which I established with the Company -- revenue stability. I 

will refer to the weather normalization clause as the "WNC." The WNC 

Q. 

A. 

is designed to counteract the inordinate business and financial risk to 
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which Southern States is exposed. The WNC provides for a monthly 

adjustment of the gallonage charge, up or down, to reflect deviations from 

projected monthly consumption levels per bill. To minimize volatility, the 

WNC recovers one twelfth (1/12) of the WNC outstanding balance in each 

month. Forrest L. Ludsen, SSU's Vice President - Finance and 

Administration, provides further discussion of the mechanics and merits of 

the WNC. 

WHAT DO YOU BELIEVE ARE THE ADVANTAGES OF THE 

WNC? 

I strongly believe the WNC would provide significant advantages to SSU, 

the FPSC, SSU's customers, and the State of Florida. It is a win-win- 

win-win situation resulting from improved regulatory operation. 

The advantage to SSU is revenue stability. SSU probably has one 

of the highest exposures to revenue fluctuations in the country, largely 

caused by weather. This exposure necessitates SSU to seek rate structures 

that are more stable in revenue generation. Unfortunately, changes in a 

rate structure to make revenues more stable come at the expense of the 

conservation price signal sent to customers. Revenue stability and water 

conservation pricing are competing objectives. Implementation of the 

WNC would mitigate SSU's revenue stability concerns as it would insure 

that SSU would meet its gallonage charge revenue requirement. SSU 

would be in the position to adopt more aggressive water conserving rate 

15 
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structures. 

The FPSC would benefit from the WNC in at least two ways. 

First, the WNC would simplify the regulatory process. Having the WNC 

in operation would diminish the importance of the accuracy of water use 

projections ma& in the ratemaking process. Actual water use deviations 

from the projected consumption levels per bill would be trued up SO that 

rates would be based on actual water use per bill not predicted water use. 

This would lead to less time and resources spent on contentious issues 

related to water use forecasts. The second advantage would be removing 

a major deterrent to both water conservation pricing and water 

conservation programs in general. Water utilities could adopt more 

aggressive water conserving rate structures without undue increases in 

business and financial risk. Water utilities could expand and pursue the 

most effective set of conservation programs (e.g.. toilet retrofit programs) 

in an integrated resource planning framework, without penalty of reduced 

revenue from reduced water sales. Taking away these road blocks would 

dramatically increase water conservation activities. It is my understanding 

that one of the FPSC goals is to promote water conservation. 

SSU's customers would also benefit in several ways. Simplifying 

the regulatory process would lead to lower rate hearing expenses. 

Increased revenue stability should allow SSU to borrow money at lower 

interest rates for its many planned capital projects. These savings are 

16 
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indirectly passed on to customers. In addition, customers obtain cost-of- 

service equity as they will pay SSU exactly the set gallonage revenue 

requirement -- no more or less. This obviates angry customers who see a 

utility generating exorbitant profits (periods of high water use) or 

financially strapped utilities from cutting back on necessary operations and 

improvements because of cash deficiencies (periods of low water use). 

Another major benefactor of the WNC is the State of Florida. 

Increasing water demands together with limited and more expensive water 

supplies have increased the need for wise water management practices. 

Pricing is one of the most important tools available to water managers to 

restrict demand. Adoption of the WNC would lead to the improved 

financial viability of its regulated water purveyors by reducing risk, it 

would reduce regulatory administration and dramatically increase efforts 

to promote water conservation, and it would lower costs to customers and 

facilitate a proper level of revenue collection. 

WHAT ARE THE DISADVANTAGES OF THE WNC? 

I do not see any disadvantages to SSU, the FPSC, or the State. Some of 

SSU’s customers, however, may perceive a disadvantage from not having 

a constant price. A constant price makes it easier for customers to budget 

for their water bill. 

To minimize this perceived disadvantage, the WNC was specifically 

designed to minimize its volatility from month to month. That was the 
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reason that SSU decided to only collect one-twelfth of the WNC 

outstanding balance in each month. I believe that any perceived 

disadvantage is more than offset by its advantages as stated previously. 

IS THERE PRECEDENT FOR THE WNC? 

The WNC concept originates from the fuel-cost adjustment charge (FCA), 

purchased gas adjustment (PGA) and weather normalization adjustment 

clause pass through mechanisms commonly used by electric and gas 

utilities. The objective is to make automatic adjustments to rates on a 

predetermined basis. 

There are several criteria for conditions warranting an adjustment 

mechanism including (1) the need for rapid rate adjustments to avoid the 

time lag often inherent in the normal regulatory and rate-setting process, 

(2) the adjustment must be based on easily and separately identifiable 

factors, and (3) the factors upon which the adjustment is based must be 

significant, unpredictable, and outside the control of the utility. SSu's 

case meets these criteria. An adjustment mechanism seems ideal for this 

situation. 

DOES THAT CONCLUDE YOUR TESTIMONY? 

Yes, it does. 
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Q. ARE YOU THE SAME JOHN B. WHITCOMB WHO SUBWITTED 

PRE-FILED DIRECT TESTIMONY IN THIS PROCEEDING? 

A. Yes, I am. 

Q. 

A. I will rebut portions of the testimony of Public 

Counsel witness David E. Dismukes, Ph.D. 

Generally, through this rebuttal, I intend to 

establish that (1) the 40/60 split of base facility 

to gallonage charge structure proposed by SSU is 

the appropriate structure given real world facts 

and circumstances; ( 2 )  the elasticity adjustments I 

propose are reasonable and required to recognize 

real world facts and circumstances; and ( 3 )  the 

weather normalization clause proposed by SSU is a 

win-win-win for SSU, its customers and Florida's 

water supply. 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

Q .  HOW WOULD YOU SUWWARIZE DR. DISMUKES' DIRECT 

TESTIMONY CONCERNING THE USE OF THE SWFWMD STUDY IN 

THIS RATE PROCEEDING? 

A. Dr. Dismukes' assertions show a lack of knowledge 

of water demand modeling, of the water demand 

research literature, of statistical inference, and 

of general statistical hypothesis testing. In 

short, he casts stones without doing his homework. 

He attempted to discredit the SWFWMD study by 
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making a number of unfounded and faulty assertions. 

In this rebuttal testimony I will respond to each 

point in turn. I hope those reading my rebuttal to 

his testimony can clearly see that Dr. Dismukes' 

assertions do not hold water. Some of the points 

are technical in nature and require some 

statistical background to fully understand. I have 

tried to explain the points in laymen's terms. The 

reader should know this is not simply two experts 

with two differences of opinion. Dr. Dismukes has 

made gross misstatements and errors which I will 

elaborate upon further. 

Q. DR. DISMU?CES BELIEVES THAT THE SWFWMD WATER PRICE 

ELASTICITY MODEL IS "NOT AN ACCURATE REPRESENTATION 

OF SSU'S SERVICE TERRITORY" (PAGE 5, LINE 17). 

COULD YOU DESCRIBE THE EVIDENCE HE PROVIDES AS 

SUPPORT FOR THIS BELIEF? 

A. Dr. Dismukes mistakenly argues at page 6, lines 3 

through 4 that SSU's rate structure is different 

than the increasing and declining rate structures 

mostly used in the SWFWMD study. He states that 

SSU has a non-block ("uniform per unit',) quantity 

charge. He overlooks, however, the fact that sewer 

price is also an integral part of the total price 

signal sent to customers. When sewer price is 
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considered, SSU has a combined water and sewer 

declining block rate structure as the sewer 

quantity charge is capped at 6 TG/month in most 

service areas. Dr. Dismukes' assertion that SSU'S 

rate structure is not similar to the utilities in 

the SWFWMD study is false. 

Dr. Dismukes then goes on to quote Exhibit 
/ 

1 3 4  (JBW-3), from his prefiled direct testimony 

page 27, and notes that relative changes in 

disposable income can result from different rate 

structures, even though marginal prices are the 

same. He concludes from this that "This is the 

particular reason why I do not believe the price 

elasticities generated in the SWFWMD residential 

water demand study should be applied in this 

proceeding". If Dr. Dismukes had read on to page 

28 of Exhibit /37 (JBW-3), he would have found 

that differences in income from different rate 

structures have been specifically accounted for. 

The differences have been subtracted from the 

wealth (property value) variable as described in 

further detail on page 57 of Exhibit & (JBW-3). 
Not only did Dr. Dismukes miss the point, but 

researchers with experience in water demand 

estimation would also know that this disposable 

/ 
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income effect resulting from alternative rate 

structures is negligible. Even in the most extreme 

SWFWMD case, the change in disposable income from 

alternative rate structures is less than one 

percent of disposable income and is trivial. 

Q. DOES DR. DISMUKES PROVIDE ANOTHER REASON WHY THE 

SWFWMD RESULTS ARE NOT APPLICABLE TO SSU? 

A .  Yes. Dr. Dismukes questions the use of a "ramped" 

price. Dr. Dismukes states "there is no theoretic 

justification to support the notion that customers 

react to both average and marginal prices" (page 8, 

line 5 through 6) and that 'most of the literature 

in this area focuses on either set of prices 

(marginal or average) --not some version of both." 

This is not true. If Dr. Dismukes reads some of 

the most recent water price elasticity work, he 

would find the growing dissatisfaction among 

researchers with average and marginal price 

specifications in the context of block rates. For 

example, see Shin, The Review of Economics and 

Statistics, pages 61, 591 through 598, published in 

1985 and Nieswiadomy and Molina, Land Economics, 

pages 6 7 ( 3 ) ,  352  through 359, published in 1991. 

The ramped price specification used in the 

SWFWMD study recognizes that customers' perceptions 
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of block rates do not follow discrete steps. 

Admittedly, the study is innovative, new and not 

yet tried by other researchers. In Dr. Dismukes 

opinion, "regulatory proceedings are no place to 

experiment with untried and questionable methods" 

(page 8, lines 19 through 20). So be it. I also 

estimated the updated residential demand model 

using the widely used marginal price specification 

as well as three other types of averaged prices. 

The results from all specifications led to price 

elasticity curves that are almost identical. The 

results are robust in that they do not vary 

significantly with price specification assumption. 

The ramped price specification has more theoretic 

than practical implications in the SWFWMD study. 

Given this, Dr. Dismukes ' conclusion that "Thus, 

price elasticities used from such a model are 

inapplicable for use in this proceeding" (page 8, 

line 14 through 15) are groundless. 

DR. DI-S ACCUSES THE WATER DEWAND MODEL OF 

BEING OVERLY SENSITIVE TO CHANGES SUCH AS RELAXING 

A PARTICULAR CONSTRAINT. HE CITES THE DIFFERENCE 

IN THE MODEL ESTIWATES SHOWN IN EXHIBIT /3c (JBW- 
3) TO THE UPDATED DEMAND SPECIFICATION PROVIDED IN 

SSU'S RESPONSE TO PUBLIC COUNSEL'S REQUEST FOR 
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PRODUCTION NO. 230. DR. DISMJ'KES CONCLUDES THAT 

THESE DIFFERENCES PRESENT "SOME RATHER DISTURBING 

RESULTS." PLEASE EXPLAIN WHAT DR. DISMUKES IS 

DOING IN THESE PORTIONS OF HIS TESTIMONY. 

A. Dr. Dismukes is comparing apples to oranges. He 

fails to realize that in these nonlinear models, 

coefficients are not additive but multiplicative. 

In the residential model presented in Exhibit /3s 
(JBW-3), the base water use coefficients are set to 

relate to a price of $7.05/TG. In the updated 

demand specification, base water use coefficients 

are set to relate to a price of $O.OO/TG. That is 

why he finds the base coefficients related to the 

intercept term, number of occupants, and NIR to be 

much higher. At a $O.OO/TG price water use is much 

higher. They are completely different stories. 

The model specifications also differ in the number 

of variables considered and in how property value 

is treated. In no circumstance would anyone expect 

the model coefficients to be the same in both 

models. Yet Dr. Dismukes seems to believe it is a 

prerequisite for consistency that two entirely 

different model specifications have the same 

coefficient estimates. This is clearly false. 

/ 

Q. AT PAGE 10, LINES 15 THROUGH 16, DR. D1SMUKF.S 
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CRITICIZES THE UPDATED WATER DEMAND SPECIFICATION 

IN THAT IT "CREATES AN UPWARDS' SLOPING DEMAND 

CURVE AT PRICES GREATER THAN $8.34/TD." IS THIS 

REASON TO DISMISS THE MODEL AS IMPLAUSIBLE? 

No. The range of prices in the SWFWMD study is 

from $0.40/TG to $7.05/TG. I estimated a flexible 

demand curve that best fit the 42.251 data points 

with prices in this range. The resulting demand 

curve is negatively sloped over this range of 

prices, a finding consistent with the first law of 

demand theory. For prices greater than $7.05/TG, 

the shape of the demand curve is unknown. It is 

beyond the range of "experience" and no inferences 

are made. The WATERATE software application 

measuring the water price elasticity change 

(repression) makes use of the SWFWMD price 

elasticity estimates up to $1.05. For prices above 

$7.05, WATERATE is programmed not to use the SWFWMD 

elasticity algorithm. That would be an improper 

use of the results of the study. Prices considered 

in this proceeding are below the $7.05/TG level. 

That Dr. Dismukes extrapolates prices beyond 

the range of experience and finds an upward sloped 

demand curve for prices higher than $8.34/TG is of 

no consequence. It is quite likely that an unusual 
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shape may result outside the sample range of prices 

as no data observations are present to make the 

nonlinear curve behave in this outer region. 

This is an important point to understand. 

Hence, I will illustrate the point further using a 

more conventional example commonly used in 

introductory statistical courses. On page 20 of 
-r 

Exhibit (JBW-3), there is a linear demand 

curve fitted to 10 water utility observations of 

water use and price. This type of linear curve is 

common and has been used in about half of the water 

demand studies reported in the literature of this 

field. Anyone reading this testimony likely has 

fitted a linear curve to data at some point. If 

one extrapolated a price higher than about $8.00/TG 

on this graph, it is clear that the demand curve 

would intersect the vertical price axis. Prices 

over $8.00/TG in this case would be associated with 

negative water use as the demand curve would go off 

to the left of the vertical axis. Is the model 

faulty for this fact? Of course not. The model 

provides an understanding of the data within its 

range of experience. Is it proper to use the model 

to extrapolate the water use associated at a price 

of say $9.00/TG? No, this would obviously be an 
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improper inference. The problem is not with the 

model, but the inference made by Dr. Dismukes. One 

does not discredit a linear curve just because if 

you extrapolate the linear curve beyond the range 

of data points it goes into an infeasible range. 

If this were the case, no one could ever use a 

linear demand curve, or just about any curve for 

that matter. 

And yet that standard is being applied by Dr. 

Dismukes to the demand curves in this case. On 

page 11, lines 4 through 5 ,  Dr. Dismukes states 

that "this is a significant error and any empirical 

model which produces such a result should be 

unquestionably dismissed." Dr. Dismukes has just 

dismissed over 90 percent of all research of any 

kind of any discipline. 

I believe Dr. Dismukes picked up this faulty 

point by parroting a peer review comment from a 

paper I submitted to a journal called Water 

Resources Research concerning the SWFWMD study. 

This was stated by one of the reviewers as the 

"fatal flaw" in our analysis and caused a rejection 

of the paper for publication. I and my colleagues 

found this unjust and unreasonable, but without 

recourse. The senior economist at SWFWMD, Jay 
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Yingling, is satisfied that the price elasticity 

results passed peer review -- noting that the 

second peer reviewer thought the paper was good. 

SWFWMD was unconcerned about the behavior of the 

demand curve above $I.O5/TG. As a consequence, 

SWFWMD entered into an agreement with me to 

distribute an updated version of the WATERATE (2.2) 

software with full confidence in its results. 

THE THIRD STANDARD DR. DISWUKES USES TO EVALUATE A 

STATISTICAL MODEL IS ITS EXPLANATORY POWER. HE 

STATES THAT "THE RESIDENTIAL WATER USE MODEL 

PRESENTED IN THIS PROCEEDING HAS A RATHER LOW R' OF 

ONLY 0.59" (PAGE 12. LINES 13 THROUGH 14). DO YOU 

AGREE TRAT YOUR R2 IS LOW FOR THIS TYPE OF SRlllY? 

Again Dr. Dismukes shows a lack of knowledge of the 

literature on water demand estimation. An R2 value 

for a cross-sectional water use model of individual 

customers of 0.59 is typical if not relatively high 

compared to other similar studies. Below is a list 

of comparable studies with their reported R2 values: 

10 
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Price Elasticitv Study Model RZ 

Chicoine et al. Water Resources 0 . 4 9  

Research 22  ( 6 ) ,  1 9 8 6 .  0 . 6 9  

Chicoine and Ramamurthy, Land 0 . 5 6  

Hanke and de Mare, Water Resources 0 . 2 6  

Bulletin, 1 8  ( 4 1 ,  1 9 8 2 .  

Gibbs, Water Resources Research, 0 . 4 6  

14(1), 1 9 7 8 .  0 . 6 2  

Jones and Morris, Water Resources 0 .23  

Research, 2 0 ( 2 ) ,  1 9 8 4 .  0 .23  

0 . 2 5  

0 .26  

0 .26  

0.28 

Nieswiadomy and Molina, Land 0.34 

0 . 4 6  Economics, 65 (3) , 1 9 8 9 .  

0 . 2 6  

0.11 
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%en using individual customer data on a 

monthly time resolution, there are many small 

factors that can affect water consumption. For 

example, your aunt and uncle decide to come visit 

in the winter. Kids go off to college or come back 

after college to live. Your toilet gets a leak. 

You go on vacation. The sprinkler system is left 

on overnight. These types of events can cause 

unexplainable "noise" in the water use model. 

Adding explanatory variables does little to reduce 

this type of noise. Cross-sectional models of this 

type have inherently lower RZ values than models of 

aggregate water consumption or time-series models. 

Q- DR. DISWUKES ALSO STATES THAT THE PARAMETER 

ESTIWATES FOR THE LOW AND WEDIIJM PROPERTY VALUE 

Cu'R-s ARE NOT HIGHLY STATISTICALLY SIGNIFICANT IN 

THE RESIDENTIAL MODEL SHOWN IN EXHIBIT 135' (JEW- 

3). IS HE CORRECT? 

A. No. Dr. Dismukes is making faulty hypotheses 

tests. The low, medium and high property value 

demand curves reflected in Exhibit /35 (JBW-3) 

are each comprised of two nonlinear coefficients. 

For the low property value curve, Dr. Dismukes 

looks at the T-test of one of the coefficients in 

isolation (c9 on page 55 of JBW-3) and concludes 

/ 
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that the coefficient is not significant at the 95 

percent confidence level, although he finds that it 

is at the 90 percent level. He arrives at the same 

conclusion for one of the coefficients of the 

medium demand curve. 

Because each demand curve is made up of two 

coefficients, however, they must be looked at as a 

group. Dr. Dismukes needs to conduct a$-test, not 

a T-test, of the joint hypothesis that the 

coefficients are insignificant. If he did s o ,  he 

would find the demand curves are highly 

significant. His conclusion that "the Commission 

not accept the price elasticity estimates proposed 

by SSU in this proceeding" (page 13, lines 3 

through 4) is invalid because his premise of 

"marginally significant parameter estimates" (page 

13, line 2) is false. 

Furthermore, I would like to add that in the 

updated residential demand specification listed in 

SSU's response to Public Counsel's Seventh Set of 

Request for Production of Documents No. 234, the 

demand curve coefficients also are highly 

significant. 

Q .  DR. DISMUKES STATES THAT THE SWFWW) COMMERCIAL 

MODELS LACK STATISTICALLY POWERFUL RESULTS. DOES 

13 
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THAT MEAN THAT THE RESULTS HA- No VfiUE? 

Most of the resources and focus of the S W F W  Price 

elasticity study were aimed at single family homes. 

The study developed a detailed and large database 

containing water use characteristics of 1,200 homes 

from 10 utilities. This is by far the best set of 

data collected for any price elasticity study. The 

commercial database was smaller and given less 

priority. As a consequence, the SWFWMD elasticity 

results for commercial users were mixed. For some 

commercial classes, the modeling process worked 

well. For hotels/motels, as an example, the water 

demand model had a relatively high R2 value (0.43), 

a statistically significant price coefficient, and 

a -0.48 price elasticity. In other classes, such 

as hospitals, the modeling process did not work 

well. Smaller sample sizes were part of the reason 

for the mixed results in comparison to the 

extensive database created for the single family 

residential users. While the commercial elasticity 

results may not be conclusive, they do show strong 

evidence that commercial customers are modestly 

sensitive to price. In this rate case, non- 

residential users are assumed to have a long-run 

price elasticity of -0.20. I believe this is a 
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conservative assumption given the much higher Price 

elasticities quoted in the literature on the 

subject . Dr. Dismukes offers no evidence to 

counter this claim. 

DR. DIS-S' PRIMARY RECObSXENDATION IS THAT "THE 

COWMISSION NOT ACCEPT THE REPRESSION ADJUSTMENT 

PROPOSED BY SSU BECAUSE IT IS BASED UPON A 

STATISTICAL MODEL WHICH DOES NOT MEET ADEQUATE 

STANDARDS FOR REGULATORY USE. THUS, HE PROPOSES 

THAT NO REPRESSION ADJUSTWENT BE ALLOWED IN THIS 

RATE CASE. DO YOU BELIEVE THIS IS JUSTIFIED? 

The recommendation that no price elasticity 

adjustment be allowed ignores all theory, evidence, 

and logic. The first law of demand in economic 

theory, as Dr. Dismukes even recites on page 10, 

lines 22 through 23, states that a s  price goes up, 

quantity demanded goes down. There are well over 

100 empirical studies supporting this relationship 

with water. The SWFWMD study shows conclusive 

evidence of this fact in Florida. Dr. Dismukes' 

wife, Kimberly Dismukes, at page 11, line 20 of her 

direct testimony even recommends increasing the 

percentage of revenue collected by SSU in the 

quantity charge to a 75% level in order to produce 

greater levels of conservation. Perhaps more men 

15 
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ought to listen to their wives. The conclusion 

that the price elastic adjustment is zero is 
ludicrous, especially when taking into 

consideration the large price signal increase which 

arises in this proceeding. 

The SWFWMD price elasticity study provides a 

solid foundation for making an estimate of the 

price elasticity adjustment. The study was 

financed by the SWFWMD for the specific purpose of 

assisting water agencies in forecasting price 

elastic water use changes. Dr. Dismukes was hired 

to discredit this study. He attempted to find 

arguments and technicalities which would result in 

the study being "unquestionably dismissed" (page 

11, line 5 ) .  I have responded to each criticism in 

turn. Each of Dr. Dismukes' assertions are faulty. 

Some assertions showed a lack of knowledge of water 

demand estimation and the research literature on 

the subject. Dr. Dismukes failed to recognize that 

the sewer price is part of the price signal sent to 

customers. He failed to recognize that the SWFWMD 

residential model accounted for disposable income 

effects resulting from alternative rate structures. 

He failed to recognize that this was a negligible 

point anyway. He failed to throw out the study 
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based on price specification, because the results 

are robust to price specification assumption. He 

failed to understand the nonlinear nature of the 

model and wrongly interpreted a change in model 

specification as coefficient instability. He 

failed to understand the statistical inferences 

made in this study by extrapolating price past the 

range of experience and past the range of prices 

under consideration in this proceeding. He failed 

to make valid hypothesis tests regarding the 

statistical significance of the residential demand 

curves. Finally, he failed to find evidence 

refuting the conservative assumption that the non- 

residential long-run price elasticity is - 0 . 2 0 .  

In the face of all evidence to the contrary, 

Dr. Dismukes concludes that the price elasticity 

adjustment should be zero. I disagree. The price 

elasticity adjustment is not trivial and should not 

be ignored. 

DR. DISMUKES' ALTERNATIVE RECO-TION IS THAT IF 

THE CObDlISSION ACCEPTS THE WNC, SSU SHOULD GET 50% 

OF THE SHORT-RUN PRICE ELASTICITY ADJUSTMENT. HE 

STATES "THESE PERCENTAGES MERELY SHARE THE RISK 

ASSOCIATED WITH REPRESSION EQUALLY BETWEEN COMPANY 

AND RATEPAYERS. IS THIS A VALID USE OF THE 
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EVIDENCE? 

N ~ .  The best estimate of the price elastic water 

use adjustment is 100% of the short-run response. 

From a statistical viewpoint, this is the middle 

ground. The real price elastic response is equally 

likely to be over or under this 100% value. Dr. 

Dismukes implicitly assumes that the real price 

elasticity adjustment is between 0 and the WATERATE 

result. His recommendation of a 50% adjustment is 

arbitrary. No evidence is offered to support such 

a recommendation. 

DR. DISMUKES RECO-NDS A SHORT-RUN ELASTICITY 

ADJUSTMJ3NT OF 50% INSTEAD OF 75%. PLEASE EXPLAIN 

WHY YOU USED 75%. 

I believe that the short-run half life for the 

long-run price elasticity of demand is one year. 

In other words, 50%. 15%, 87 .58 ,  and 93.75% of the 

long-run price impact will take effect over the 

first, second, third, and fourth years after a 

price change. I used a 75% estimate for this rate 

case for two reasons. First, I knew interim rates 

were possible. Interim rates significantly 

increase the price signal sent to customers and 

begin to set in motion the long-run price elastic 

effect. Hence, a greater part of a year will 
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already go by with the higher rates in place before 

final rates are implemented. This leads me to 

reason that the 15% adjustment is more appropriate. 

In addition, I see the price elastic adjustment in 

this rate case to occur over a multiyear period. I 

believe it will be more than 12 months after final 

rates are adopted in this case before SSU will file 

another rate case and a subsequent set of rates are 

adopted. Hence, over a longer period a higher 

short-run adjustment factor is warranted. 

Q. DR. DISMUKES ADJUSTS YOUR PROPERTY VALUE 

DISTRIBUTIONS FROM 33/34/33 TO 40/36/24 PERCENT FOR 

LOW, m D I W ,  AND HIGH PROPERTY VALUES RESPECTIVELY. 

IS THIS A CORRECT USE OF THE MODEL? 

A. Yes. The SWFWMD study found that price elasticity 

can vary with property value. Dr. Dismukes states 

that he used the 1990 Census data to calculate the 

percentage of homes in the $0 to 55,000, $55,000 to 

8 1 , 3 0 0 ,  and $81,300 and above ranges. He finds 

these “percentages are 40, 36, and 24 percent for 

low, medium, and high income property values, 

respectively (page 17, lines 18 through 19). 

I found it difficult to calculate the property 

value percentages from the 1990 U.S. Census data 

because SSU’s service areas do not generally follow 
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Census boundaries. If Dr. Dismukes has done the 

calculations, I would be eager to see the results. 

Q. DR. DISMUKES’ SECOND ALTERXATIVE RECO-TION Is 

THAT IF THE COWMISSION REJECTS THE PROPOSED WNCI 

SSU SHOULD BE ALLOWED 50% OF THE LONG-RUN PRICE 

ELASTIC RESPONSE. IS THIS REASONABLE? 

A. No. Again he has selected an arbitrary number 

without any justification or evidence. 

Rebuttal to Kimberly H. Dismukes 

Weather Normalization Clause 

Q. MS. DISMUKES STATES AT PAGE 4. LINES 11 THROUGH 12, 

THAT THE WEATHER NORMALIZATION CLAUSE WILL “PASS 

THE RISK ONTO CUSTOMERS”. IS SHE CORRECT IN HER 

ASSESSMENT? 

A. No. Just the opposite. With the proposed weather 

normalization clause, which I will refer to as the 

WNC, total revenues collected from customers would 

be nearly constant over time. In high water using 

years. the WNC will rebate money to customers. In 

low water using years, it will collect more money. 

The result is that revenues collected per customer 

will be fairly constant year to year. It would add 

stability to the amount customers pay for water, 

not instability. Under the current system, without 

the WNC, year to year fluctuations in revenues 
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collected from customers can be large. The WNc 
decreases risk for both customers and ssu. 

perhaps it is a knee-jerk reaction to believe 

that whatever is good for SSU must be bad for 

customers. It is possible to have win-win 

situations for all parties. The WNC is such a 

case. 

MS. DISMUKES DOES NOT BELIEVE THAT THE WNC WILL 

REDUCE LITIGATION COSTS ASSOCIATED WITH 

ESTABLISHING THE APPROPRIATE TEST YEAR CONSUMPTION 

LEVEL (PAGE 5). IF THE WNC IS ADOPTED, WOULD AN 

ADVERSARIAL CLIMATE STILL EXIST? 

No. With the proposed WNC, SSU likely would accept 

any consumption level recommended by the OPC and/or 

Commission. With the WNC, it is in everyone's 

interest that the consumption level be properly set 

S O  as to minimize the magnitude of fluctuation in 

the WNC. Under the current adversarial process, 

SSU must expend significant SSU staff time and hire 

outside consultants in order to precisely and 

accurately measure price elasticity adjustments to 

water use and quantify water conservation savings. 

Significant resources are also spent in defending 

these results. With the successful adoption of the 

WNC, SSU likely would agree to use OPC's inflated 
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base water consumption levels, follow Dr. Dismukes' 

unfounded recommendation that the price elasticity 

repression is zero, and throw out the water savings 

from SSU'S conservation programs. S S U  would 

eventually collect the lost revenues from large 

increases in the WNC adjustment. From the 

Commission's viewpoint, however, it would be best 

to adopt realistic water consumption levels so as 

to minimize the magnitude of the WNC. 

MS. DISMUKES OBSERVES THAT CHANGES IN WATER 

CONSUMPTION CAN CHANGE VARIABLE COSTS SUCH AS 

PURCHASED WATER, POWER, AND CHEMICALS (PAGE 6 

THROUGH 7). SHE RECOmNDS THAT THESE COSTS BE 

ADJUSTED FOR IN THE WNC. IS THIS POSSIBLE? 

Yes. A variable cost adjustment could be factored 

into the WNC. The reason it was not included in 

our proposed WNC is that it adds another level of 

complexity to the WNC. As the WNC stands, some 

such as Sugarmill Woods witness Buddy Hansen at 

page 2 4 ,  lines 1 through 3 of his testimony, 

believe the WNC is already too complicated. SSU 

does not agree that the variable cost adjustment 

should be included in the WNC because it would add 

complexity with no significant purpose. 

MS. DISMUXES WANTS TO KNOW ABOUT HOW THE WNC WILL 
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BE TRgATED ON THE CUSTOMER BILL AND REC0-s THAT 

IT BE A SEPARATE LINE ITEM (PAGE 7 )  - ARE yoUR 

COMMENTS? 

The water bill should be designed to be clear and 

readily understandable by the customer. MS. 

Dismukes recommendation for a separate line item 

would seem appropriate. 

WS. DISMUKES STATES THAT THE WNC MAY CREATE 

CUSTOMER CONFUSION AS THE WNC WILL INCREASE WHEN 

AGGREGATE WATER USE FALLS AND VICE VERSA (PAGE 7 -  

8 ) .  WHAT ARE YOUR COMMENTS? 

It is important to minimize fluctuations in the 

WNC. As the WNC becomes large (either positive or 

negative), it will play a larger role in the 

outcome of customers' bills. The best way of 

minimizing fluctuations in the WNC would be to 

project 1996 water consumption at an unbiased 

level. Also, it is no secret to anyone that in the 

absence of a WNC, if customer consumption falls, a 

rate increase will follow because the utility will 

be unable to collect its revenue requirements. So 

the short answer is that the WNC rate fluctuation 

is no different than what occurs now -- except that 

the WNC would create a more gradual fluctuation of 

rates, up and down, and cost customers less in rate 
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case expense. 

MS. DIsWUKES' ALTERNATIVE RECONMENDATION 1s THAT 

THE wNC ONLY ACCOUNT FOR 50% OF THE CHANGES IN 

CONS-TION. WHAT ARE THE DISADVANTAGES OF THIS? 

It will increase litigation and bureaucracy. The 

process of setting water consumption levels will 

still be adversarial and no litigation costs will 

be saved. In addition, the new administration of 

the WNC will need to be undertaken. The net affect 

is that the costs of both approaches will continue, 

but only partial benefits of the WNC will be. 

realized. It would be more prudent to drive on one 

side of the road or the other, not down the middle. 

MS. DISMUKES' ALTERNATIVE RECOMMENDATION STATES 

THAT IF THE SSU RATE STRUCTURE IS ALTERED TO 

COLLECT 75% OF REVENUES VIA THE GALLONAGE CHARGE, 

THE WNC SHOULD BE ALLOWED TO ACCOUNT FOR 75% OF THE 

VARIATION IN WATER USE. WHAT ARE YOUR COWWENTS? 

It is logical to reason that if the percentage of 

revenues collected via the gallonage charge 

increases, already volatile revenues will vary to 

an even larger degree. Hence, having more of the 

variation in water use accounted for by the WNC is 

appropriate. However, as stated above, it only 

makes prudent sense to have 100% of variation in 
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water use accounted for by the WNC. Otherwise, the 

disadvantages of both systems (non WNC and WNC) 

occur while only partial benefits are realized. 

Q .  DOES SSU'S PROPOSED RATE DESIGN OF A 40/60 SPLIT 

SHIFT MORE RISK TO THE CUSTOMERS AS SUGGESTED BY 

MR. DISMUKES? 

A. No. Ms. Dismukes suggests at page 8 lines 21 

through 22 and page 9 lines 1 through 8 that SSU's 

proposed rate design of 40%/60% (BFC/gallonage) 

from the current level of 33%/67% shifts risk to 

the customers from the stockholders of SSU. She 

proposes instead a 25%/15% split to mitigate the 

risk to customers. 

The 40%/60% split proposed by S S U  actually 

decreases risk to the customers from the current 

split of 33%/67%. As the percentage of revenues 

collected from the BFC increases, the customers 

assume less risk of overpaying the Company during 

high water use years. MS. Dismukes' proposed 

25%/15% split adds more risk to the customers of 

overpaying SSU during high water use years. 

Ms. Dismukes' assertion that SSU's proposed 

rate structure does not send an adequate 

conservation signal to customers is solely her 

unsubstantiated opinion. Ms. Dismukes focuses on 
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the reallocation of costs between fixed and 

variable. She, however, fails to consider that the 

conservation signal sent to customers via the 

gallonage charge is being substantially increased 

in this rate case. I have testified that the level 

of rates proposed by SSU in this case are 

sufficient to create an approximate 11% decrease in 

overall consumption. It is my opinion that an 11% 

reduction in consumption is a substantial 

conservation savings. 

Also, Ms. Dismukes' proposal does not take 

into consideration the fact that revenue stability 

is an appropriate goal for a utility. In my report 

to SSU titled Financial Risk and Water Conserving 

Rate Structures I looked at alternative rate 

structures the Company could propose. In my 

opinion, without the Weather Normalization Clause, 

the 40%/60% split proposed by SSU is certainly the 

appropriate rate structure given the competing 

objectives of conservation signals and revenue 

stability. 

Of course SSU has provided a means for 

mitigating risk to both the Company and the 

customers. The Company has proposed a Weather 

Normalization Clause. With adoption of this 

2 6  
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clause, the proportion of revenues collected from 

the gallonage charge could increase without 

increasing the financial risk to customers and the 

Company. The Weather Normalization Clause is 

therefore a win-win situation for the customers and 

Company. The risk to both parties decreases at the 

expense of neither. The Weather Normalization 

Clause is not, as Ms. Dismukes characterizes it, a 

zero-sum game where one party wins at the expense 

of another. 

DO YOU AGREE WITH MS. DISQIUKES' ASSERTION THAT 1996 

PROJECTED WATER CONSUMPTION SHOULD BE INCREASED? 

No. Ms. Dismukes suggests that rainfall during the 

period 1991 through 1994 was above normal. From 

this fact, MS. Dismukes concludes that water 

consumption during that period must have been below 

normal. Thus, Ms. Dismukes proposes that 1996 

water consumption must be adjusted. If all other 

factors affecting water use were held constant, her 

argument would be valid. This, however, is far 

from the case. There are at least two other major 

determinants that affect water use over this time 

period which she has ignored. 

One factor is evapotranspiration (ET). ET is 

a measure of the water evaporated and transpired 
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from a vegetated surface such as turfgrass. ET is 

mainly a function of air temperature and incoming 

solar radiation. As ET increases, the amount of 

water needed by residents to irrigate tends to 

increase. ET is an important component in 

identifying the effects of weather on water use. 

It is at least as important as rainfall. 

Ms. Dismukes ignores ET in her weather 

normalization critique. Hence, she has an 

incomplete view of how weather affects water use. 

The year 1994 provides a good example of how 

looking at rainfall alone can be quite misleading. 

In 1994, rainfall was above normal, especially in 

the latter half of the year. ET on the other hand, 

was above normal. The net affect from weather can 

be calculated using a net irrigation requirement 

(NIR) variable. NIR is defined as ET minus 

effective rainfall. As reported in Financial Risk 

and Water Conservinq Rate Structures , the NIR for 

1994 was only 3% below normal. In fact, 1994 

experienced the closest to normal weather out of 

all the years spanning 1991 to 1994. It is the 

most "normal" year in the group. 

The second major determinant ignored by Ms. 

Dismukes is the water price elasticity repression 
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caused by the 1991 rate case in Docket NO. 920199- 

ws. This case led to significant increases in 

gallonage charges (partly from a shift in the 

gallonage charge from 45% to 67% of total 

revenues), and hence significant increases in the 

price signal sent to customers. I have documented 

the expected percent change in 1994 water use to be 

10.8 percent in my direct testimony, pages 6 

through 7. I believe it is clear that the 

reduction in 1994 water use levels is more directly 

related to a downwards trend from the price elastic 

repression and not weather. This is particularly 

evident when focusing on residential water use. 

Q. MS. DISMUKES USES THE FIGURE 9,476 GALLONS PER 

RESIDENTIAL BILL FROM YOUR REPORT "FINANCIAL RISK 

AND WATER CONSERVING RATE STRUCTURES" AS A WEATHER 

NORMALIZED CONSUMPTION LEVEL. IS THIS A PROPER USE 

OF YOUR RESULTS? 

A. No. The purpose of that analysis was to quantify 

the relative change in water use resulting from 

deviations in weather for all SSU plants. The 

study was designed to calculate the percentage 

change in water use resulting from a given 

percentage change in NIR. This relative 

relationship was needed in order to characterize 
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SSU’S financial risk with respect to weather. The 

study was not designed to calculate some base 

“weather normalized” water consumption for 1996. 

Such a study would entail a number of additional 

tasks, such as quantifying the price elastic 

repression occurring from Docket No. 920199-WS, as 

well as the elasticity response from the increase 

requested by SSU in this proceeding. Ms. Dismukes 

has taken the 9,476 estimate out of context and 

used it for an inappropriate purpose. 

I would also add that the 9,476 estimate 

includes SSU plants not included in this rate case. 

The most significant is Spring Hill. Spring Hill 

is the largest residential SSU water system (26.35% 

of 1994 water use). It also has above average 

water consumption. Hence, the 9,476 gallons per 

bill estimate is not only being used for an 

inappropriate purpose, but it is based on an 

inappropriate set of water use data. 

Q .  DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY? 

A. Yes, it does. 
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Q (By Mr. Hoffman) Dr. Whitcomb, have you 

prepared a summary of your direct and rebuttal 

testimony? 

A Yes. 

Q 

A 

perspective. 

Would you please provide your SUminary? 

Let me put the price elasticity issue in 

The water management districts want to 

encourage pricing as a water conservation tool. 

order to use pricing effectively, you need to be able 

to simulate how water and sewer rate changes impact 

water consumption and water revenues. 

In 

The Southwest Florida Water Management 

District, SWFWMD, understands this. In 1992, they 

Went out for a competitive bid to conduct the most 

extensive price elasticity study ever done. 

presumably hired the best experts in the country to do 

the job. 

They 

The SWFWMD database created in the project 

is unparalleled; it includes more utilities, more 

homes, more be variables over a larger range of prices 

than any other study conducted in any region by far. 

SWFWMD then supported development of a software 

program so the utilities could actually use the 

study's detailed results in real world ratemaking. 

FLORIDA PUBLIC SERVICE COMMISSION 
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They wanted to see the results used and not have 

another report that sits on the shelf. 

program is WATERATE, which has over 50 registered 

users here Florida. 

The Software 

Along comes SSU. They are a perfect 

candidate to use the WATERATE software program. The 

first point is that the proposed increase in the 

gallonage charges are significant. The increase is 

76% for the 85 uniform plants under the proposed 

uniform rates option. 

The second point is that the extensive 

SWFWMD study was conducted in their own neighborhood, 

ideal circumstances. 

So the rate case is filed using a price 

elastic adjustment calculated with WATERATE. The OPC 

reviews the work via Dr. Dismukes. The OPC offers no 

criticism of the database, it is the best ever 

compiled for a region. 

The OPC's basic stance is that innovative 

analytical techniques were employed that did not meet 

regulatory standards. These innovative techniques 

were necessitated because conventional techniques were 

completely inappropriate to measure the large range of 

prices to analyze the studies. 

I have a proposal for the Commission. If 

FLORIDA PUBLIC SERVICE COMMISSION 
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the Opc wants to use the conventional techniques, if 

they want to assume that price elasticity is constant 

over the whole price range spanning from 40 cents to 

$7.05 per thousand gallons, if that will satisfy them, 

then let's use the results from that technique. 

I have already calculated the results and 

presented them to the OPC in an earlier document 

request. 

adjustment will be higher than the one filed in this 

docket. 

The net impact is that the price elasticity 

If OPC insists on this course, I believe SSU 

Will agree. However, my research team and SWFWMD will 

not support this price elasticity estimate. The 

evidence clearly indicates that price elasticity 

changes was price level; that price elasticity at low 

and high prices is less than at mid range prices. 

I believe Dr. Dismukes knows there would be 

significant price elastic response to the gallonage 

charge increases proposed in this case. In reading 

her direct testimony, I believe his wife also knows 

it. 

Their argument essentially is that price 

elasticity cannot be precisely defined with certainly, 

so let's set it at zero. Looking at the facts, the 

fact that the proposed gallonage charge increases are 
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major, the fact that you have available to SWFWMD'S 

credit the most extensive price elasticity database 

ever established, and the fact that SSU is in SWFWMD'S 

neighborhood -- looking at these facts, you cannot 

conceive of a better situation more warranting of a 

price elastic adjustment. 

Another task of mine in this docket was to 

propose a rate structure that would provide both 

conservation and some financial stability to the 

Company. It was decided that a 40/60 split -- that 
is, 40% of the revenues coming from the base 

facilities and 60% coming from the gallonage charge -- 
was best. 

It qualifies under SWFWMD's guidelines as a 

conservation-promoting rate structure. It also 

provides the company with somewhat more financial 

stability than the 33/67 split established in the last 

rate case. 

I quantified the impact of SSU -- impact to 
SSU of moving from SSU's proposed 55/45 split in the 

1992 rate case to the Commission-ordered 33/67 split 

with no corresponding elasticity adjustment. 

revenue impact to SSU from that decision was a 

decrease in revenues of over $3 million. 

The 

SSU's concerns on rate structure were 
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mirrored by the FPSC White Paper dated December 1993 

entitled, "Water Conservation Rate Structure POliCy," 

where it talked about the tradeoff between revenue 

stability and concentration. 

Another role I play in this hearing is to 

describe the merits of the weather normalization 

clause. Actually, it should be probably called a 

water normalization clause, as it effectively bases 

rates on actual consumption and not error-prone 

predictions. 

A major benefit of the WNC is that it fair, 

one of the primary goals of the Commission. With the 

WNC, customers will not over or underpay the approved 

revenue requirement. ssu will not over or 

undercollect their revenue requirement. This is fair. 

Currently, there is tremendous risk that this won't 

happen. SSU's customers are exposed to one of the 

highest weather risks in the country. 

Another benefit of the WNC and most 

important from the long-run perspective is that it 

removes the disincentive now in place for regulated 

Water utilities to conserve water. As the process is 

currently set up, water conservation and financial 

risk are competing objectives; one or more objective 

cannot be obtained without sacrificing the other. 
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The FPSC can push down the -- the FPSC can 
push down the percentage of revenues collected via the 

base facilities charge from 33% to 25% or to 10% with 

the WNC in place. With the growing scarcity of good 

drinking water supplies as seen in Florida, the FPSC 

in conjunction with Florida's environmental agencies 

are going to have to look at more innovative ways to 

encourage wiser use of its water resources. The WNC 

is an ideal tool for accomplishing this. 

When you look at all the facts, I believe 

you will see the winlwin opportunities the WNC 

provides to customers, SSU, the water management 

districts and the state of Florida. 

Q Dr. Whitcomb, does that conclude your 

summary? 

A It does. 

MR. HOFFMAN: We tender him for cross. 

CHAIRMAN CLARK: Mr. McLean? 

MR. McLEAN: Madam Chair, I can't see the 

witness too well from where I'm sitting, I wonder if 

we could get him to move a skosh to to south there? 

That would be better. 
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CROSS EXAMINATION 

BY MR. McLEAN: 

Q Are you situated, sir? 

A Yes. 

Q I believe you said in your summary that 

SWFWMD hired some of the best experts in the land. Is 

that what I heard you say? 

A Presumably. 

Q And that's you, isn't it? 

A Yes. 

Q Is that your testimony? 

A Well, that's the Brown and Caldwell team. 

Q I'm sorry? 

A It's the Brown and Caldwell team, which I 

was a part of. 

Q I see. And you also said that this case 

involved some 76% increase. What percentage increase 

are you referring to, I think I heard 76? 

A 76 is correct. That's for the uniform 

systems going from $1.23 per thousand gallons to 

proposed $2.16 per thousand gallons filed in this 

docket. 

Q That's the very thing that necessitates your 

testimony about the notion of impression, is that 

right, that the rates are going up 76%? 

FLORIDA PUBLIC SERVICE COMMISSION 



1174 

3 

2 

3 

4 

E - 
6 

L 

t 

5 

1( 

1: 

1; 

1: 

11 

1 E  

1f 

1; 

1t 

15 

2c 

21 

22 

2: 

24 

25 

/-. 

P 

A Yes. There is other signals being sent out 

But that's -- the point is that YOU have a there. 

large price signal being sent, being proposed, in this 

rate case, and so that the price elasticity cannot be, 

is not negligible. 

Q The problem is if you raise these customers 

rates to the tune of 76%, they'll use less, right? IS 

that correct? 

A Yes. 

Q And the purpose of your compression 

adjustment is to bump it up just a bit more and make 

up for that, isn't it? 

A That will increase the gallonage charge. 

Q Which is to raise the price, isn't it? On a 

unit basis; is that correct? 

A On a gallonage charge, yes. 

Q You said that this study served SSU so well 

because SWFWMD is right in its own neighborhood; is 

that right? 

A Correct. 

Q How many systems owned by SSU are in the 

SWFWMD territory? 

A I know that over 80% of SSU'S plants are in 

either the St. Johns Water Management District or the 

SWFWMD Water Management District. I do not know 
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specifically how many are in the SWFWMD. 

so that would be two. 

Some of those aren't in SWFWMD; isn't that right? 

A That is correct. 

Q St. Johns is not the same as SWFWMD? 

A That's correct. 

Q Is that correct? 

SO your answer is Q 

When you mentioned research team, I have it 

that SWFWMD hired Brown and Caldwell and then Brown 

and Caldwell hired you; is that right? 

A That's correct. 

Q And that Brown and Caldwell was included in 

those national experts, right? 

A Right. 

Q So your task in this docket, among other 

things, is to say -- to advise the Commission and 
perhaps the Company -- to what extent when prices go 
up customers will simply use less water as a 

consequence of that price increase, correct? 

A Yes. 

Q It's your direct testimony, sir -- and 

incidentally, I may from time to time refer you to 

your direct testimony, to Dr. Dismukes' testimony and 

to your own rebuttal testimony. 

In your direct testimony on Page 13, you say 
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it will go up 11%. ~ ' m  sorry, you say consumption 

will actually decrease 11% as a result of that 76% 

increase we've already talked about; is that right? 

A Yes. 

Q Okay. 

A That 76% is there's actually multiple prices 

involved in this rate case. There's the water prices, 

there's the sewer prices, and there's the nonuniform 

plants, also. 

Q But in a general, walking around way, you 

say that because of the higher prices that the Company 

has at least asked for, customers will consume 11% 

less water and that will have consequences for their 

opportunity to generate the revenue approved by this 

Commission, correct? 

A Yes. 

Q Dr. Whitcomb, you did two studies for 

SWFWMD, didn't you? Did you, sir? 

A Two studies? There was one study. There 

were several tasks within that project. 

Q Page 3 of your direct testimony, I believe 

you describe the first task and then the second task; 

is that right? 

A Yes. 

Q And you relied on the experience you gained 
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and the information you gained in those SWFWMD studies 

to recommend the repression adjustment in this 

proceeding, didn’t you? 

A Yes. 

Q Okay. Dr. Whitcomb, did you also develop, 

from the same endeavor on behalf of the SWFWMD, did 

you also develop any articles for scholastic 

publication? 

A Yes. 

Q What was it titled? How many articles were 

there, first of all? 

A One. 

Q One article? Is that right, sir? 

A Yes. 

Q Were there coauthors on that article? 

A Yes. 

Q Who were they? 

A Jay Yingling and Mark Winer (phonetic). 

Q That Jay Yingling is the same person who is 

scheduled to testify in this proceeding; is that 

correct? 

A Yes. 

Q Who is the other person? 

A Mark Winer, works for Brown and Caldwell. 

Q Would you say his last name again, please, 
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sir? 

A Winer . 
Q Were both of those gentlemen coauthors of -- 

let me ask you first of all. 

versions of that particular article? 

Were there not two 

A That's correct. 

Q Okay. I notice that the article is listed 

in your list of publications; is that correct? 

A It was listed as a submission. 

Q You submitted it for publication? 

A That's correct. 

Q That was to the Water Resources Research? 

A Correct. 

Q Is it the Water Resources Research Journal? 

A NO. 

Q I'm sorry, sir? 

A Simply Water Resources Research. 

Q What's the nature of that publication, 

Dr. Whitcomb? 

A It's a academic theoretical journal that 

covers science issues in the water field. 

Q Can I infer from your submitting articles 

f o r  publication to that journal that you accept it as 

author itat ive? 

A Yes. 
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Q What was the name of the article, 

Dr. Whitcomb? 

A "New Directions in Mapping Water Demand 

Curves. " 

Q When you submitted the article to the Water 

Resources Research, did that publication employ a peer 

review process? 

A Yes. 

Q Would you explain for the benefit of the 

Commission what a peer review process is. 

A The article was submitted, they sent it out 

to two anonymous referees. The anonymous referees 

make comments and judgements on the paper; and it is 

returned to the editor; and the editor then makes a 

decision to accept it, or to send it back, or reject 

it. 

Q Is that peer review process typical of 

scholastic journals in your experience? 

A Yes. 

Q You submitted an original -- you first 
submitted the -- you first submitted the article to 
the journal -- I'm sorry, to the Water Resources 
Research on what date, sir, approximately? 

A Late 1993. 

Q What month, sir? Late '93? 
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A Late 1993. 

Q And what were the results of your submitting 

it to the journal? 

A It was not accepted and it was sent back for 

revisions. 

suggested a new demand specification. 

One of the peer reviewers at that time 

He did so because the situation is such that 

the range of prices in the SWFWMD study range from 40 

cents to $7.05 per thousand gallons. This range is 

much larger than any other study ever -- price 
elasticity ever conducted. 

The conventional demand function that 

researchers use assumes that price elasticity is 

constant over the whole price range. So if you had 

study where you're looking at the change of price 

going from $1 per thousand gallons to $2 per thousand 

gallons -- 
Q May interrupt your answer, sir? I think 

that I did not ask the contents of the comments. 

M R .  HOFFMAN: Madam Chairman, I think the 

witness should be given an opportunity to explain his 

answer in full. 

MR. McLEAN: Oh, I think he should, too, if 

it's responsive to the question I asked, but it is 

not. It had -- 
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MR. HOFFMAN: It was, indeed. 

CHAIRMAN CLARK: Just a minute. I cannot 

referree between two people talking at the same time. 

Mr. McLean, would you give me your question 

again, please. 

M R .  McLEAN: I can give you my objection, 

Madam Chairman. 

CHAIRMAN CLARK: I would like to hear your 

question first. 

MR. McLEAN: Oh, I'm sorry. I'm not Sure 

that I recall it quite well. The spirit of my 

question was to discover whether he received peer 

review comments, not the substance. I'm not 

interested in the substance at this point. 

CHAIRMAN CLARK: So you are objecting to the 

witness providing explanation to the -- if he received 
comments back? 

MR. McLEAN: No, ma'am -- yes, I'm objecting 
to his explanation as to what the substance of the 

comments, and I'll tell you why. 

The evidence will show that he has had more 

than adequate opportunity to give us the substance of 

those comments. That's why I didn't ask him that 

question. At least I didn't intend to. Everyone 

else's recollection may be better than mine. But the 
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spirit of my question goes, and I'll ask him again if 

needs be: Did you receive written peer review 

comments? 

CHAIRMAN CLARK: I'm going to sustain the 

objection but I would note that it can be asked on 

redirect. 

M R .  McLEAN: Oh, I think so. And I may ask 

it myself, Madam Chairman when the time comes. 

Q (By Mr. McLean) Did you receive written 

comments? 

A Yes. 

Q On the first submission? 

A Yes. 

Q Where are those comments now? 

A I do not have a copy in my possession. 

Q Did you ever have a copy in your possession? 

A Yes. 

Q 

A I had them in 1994. We analyzed the 

comments. One of the peer reviewers made some 

comments, suggestions, on improving our price 

specification -- 

What did you do with them? 

MR. McLEAN: May I interrupt you, sir? 

A -- which you -- okay. 
MR. McLEAN: The pending question, Madam 
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Chairman, is, What did you do with them?" The 

witness's answer is to discuss their content. 

M R .  HOFFMAN: Madam Chairman, I think that 

this witness is entitled to give a full and fair 

answer to Mr. McLean's questions without Mr. McLean 

interrupting when he would like the answer to 

conclude. 

CHAIRMAN CLARK: Dr. Whitcomb, would you 

indicate -- answer the question first and then give 
the explanation, please. 

WITNESS WHITCOMB: I was asked why it was 

thrown out, and -- 
MR. McLEAN: No, you were not asked why it 

was thrown out. 

A Please repeat the question. 

Q (By Mr. McLean) what did you do with them? 

A They were thrown out. 

Q Why did you throw them out? 

A Because in -- we had, we had the information 
from -- that we needed from the peer review comments. 
And at that point in 1994 I was living in Geyserville, 

California. In December of 1994, I moved residences 

to San Carlos. At that time, I went through all my 

files, all my projects, and threw out lots of old 

completed projects and background information that I 
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did not want to carry with me to my next residence. 

Q Thank you, sir. At that time were you 

contemplating resubmitting the article? 

A Yes. 

Q Would those peer review comments from the 

first submission aid in any way to amend your article 

or change it in any way such that it might pass peer 

review on the second try? 

A Yes. 

Q But they were not -- apparently not 
important enough for you to keep; is that correct? 

A The timing, the resubmission came back in 

1994 and it was already completed and at that point 

they were dismissed. 

Q Dr. Whitcomb, are you aware whether the 

office of Florida Public Counsel tried to get those 

first round comments? 

A Yes. 

Q Did we try or did we not try? 

A Tried. 

MR. MCLEAN: Madam Chairman, I have arranged 

to be handed out an exhibit would I like marked for 

identification, please, ma'am. 

CHAIRMAN CLARK: It will be marked as 

Exhibit 136. 
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M R .  MCLEAN: ~ ' m  sorry, commissioner, 1 

didn't hear the number. 

CHAIRMAN CLARK: 136. 

MR. McLEAN: Thank you, ma'am. 

(Exhibit No. 136 marked for identification.) 

Q (By Mr. McLean) Dr. Whitcomb, do you have 

the exhibit just handed to you, which the Chairman has 

now marked Exhibit No. 136? 

A Yes. 

Q Would you please turn to Page 1 of that 

exhibit, sir. 

A Yes. 

Q The name John B. Whitcomb appears at the top 

of that document. Is that because you prepared the 

response to whatever this is? 

A Yes. 

Q Have you had an opportunity to read that 

particular item? 

A Yes. 

Q Would you agree with me that it's a request 

from our office for any peer review comments regarding 

the first submission of the article? 

A Yes. 

Q Now, at the bottom of that particular 

document request is your response. And I believe that 
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you say that you furnished us with a article and two 

peer review comments with respect to the second 

submission; is that correct? 

A Please repeat. 

Q Yes, sir. I believe you sent us some peer 

review comments, but in fact they were elicited by the 

second submission of the article; is that correct? 

A They were the second submission, yes. 

Q I see. Would you turn to Page 8 of the 

exhibit, please, sir. Appears to be a letter authored 

by Mr. Feil on SSU letterhead 

that? 

A Yes. 

Q Do you see the date 

A Yes. 

Q December 28, 1995? 

A Yes. 

would you agree with 

on the letter, sir? 

Q Would you agree with that? Would you turn 

to Page 6, sir. 

A Yes. 

Q Examine the two pages, 6 and 7, tell me 

whether that appears to be a letter from the Office of 

Public Counsel directed to a Mr. Armstrong at Southern 

States requesting the peer review comments? 

A Yes. 
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Q DO you see the date on that letter, sir? 

A Yes. 

Q Now, does it appear to you, Dr. Whitcomb, 

that the response to the letter which I sent on 

November 15, 1995, generated a response by Mr. Feil on 

December 28, 1995? Is that correct? 

A Correct. 

Q Talking about six weeks, roughly? 

A Correct. 

Q Part of Mr. Feil's letter on December 28 

shows that he sent or shows that he sent the release 

to you; is that correct? 

A Correct. 

Q Now the release that I'm referring to is a 

release which I drew in an effort to obtain the 

release of the peer review comments from the 

publication itself; is that correct? 

A Which page are you on? 

Q 

A Yes -- 
Q Or I can refer you to -- 
A -- that's Page 9. 
Q Refer to Page 10, if you would. Is that the 

I'm just asking you that generally. 

release that you received? 

A Yes. 
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Q 

A Yes. 

Q When did you get that release, sir? 

A I don't know exactly. 

Q Okay. Obviously, it was some time either on 

And the release that you executed? 

or before January loth? 

A Right. 

Q When did you 

it? 

A I don't know 

send it to wherever you sent 

Q DO you know to whom you sent it? 

MR. HOFFMAN: Madam Chairman, at this point 

I'm going to object. I'm not sure where Mr. McLean is 

going with all of this; but from what I've gathered 

thus far, it appears as though he is attempting to 

make arguments in support of a motion to compel 

discovery. 

MR. McLEAN: Not at all. 

MR. HOFFMAN: And I think that would be 

totally inappropriate for the hearing process. 

CHAIRMAN CLARK: Mr. Hoffman, could you be 

more explicit as to the nature of your objection? 

MR. HOFFMAN: My objection is that it 

appears from these lines of questions that the 

questions are irrelevant. It appears as though he is 
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going through a history of some discovery matters in 

and effort to show that some discovery may not have 

been provided to the Office of Public Counsel. 

wrong, I'm wrong. 

If I ' m  

CHAIRMAN CLARK: Mr. McLean? 

MR.  MCLEAN: 1 can't resist that temptation. 

ne is in fact wrong. 

You as the trier of fact -- I am attempting 
to show that we did what we could to get these peer 

review comments. I would like to have them up here to 

show to you today but we couldn't get them. 

As I continue my line of questioning, I hope 

to show that the witness could have gone to other 

sources. But you as the trier of fact have the 

discretion to construe evidence which was not provided 

to you which could have been provided to you as 

unfavorable to the person who withheld it. 

I have no interest in filing a motion with 

respect to discovery. I would like to establish that 

we did what we could to get it, and that very little 

was done to produce it, and that you have the 

opportunity to construe that in the negative light. 

MR. HOFFMAN: May I respond, Madam Chairman? 

CHAIRMAN CLARK: Yes, Mr. Hoffman. 

MR. HOFFMAN: I think that Mr. McLean has 
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acknowledged my argument. 

stated on the record he had no wish to file a motion 

to compel and that is what he is talking about here. 

He is talking about the prospect of obtaining 

documents which evidently they did not receive or did 

not receive on a timely basis. 

I think that he has just 

M R .  McLEAN: No, that's not at all what I'm 

saying. I'm saying they may have been in a position 

to produce it and they didn't. And you can construe 

evidence which is not produced -- 
CHAIRMAN CLARK: Mr. McLean, let me ask you 

a question. Did you in fact get the peer review from 

the first round? 

MR. McLEAN: No, ma'am. 

CHAIRMAN CLARK: I note that you did send a 

letter to the editor from Water Resources Research 

with the necessary release. 

M R .  McLEAN: That's correct, ma'am. 

CHAIRMAN CLARK: But they weren't sent to 

you? 

MR. McLEAN: No, ma'am. No, because in my 

view, and I think -- 
CHAIRMAN CLARK: Oh, is it your argument 

that they had a burden to go get, go to the editor to 

get them and supply them with you? 
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M R .  McLEAN: They might have asked one of 

their coauthors. Or they might have answered -- 
And tell me again the CHAIRMAN CLARK: 

relevance of it -- 
MR. McLEAN: The relevance is -- 
CHAIRMAN CLARK: -- and to which issue. 

Tell me the relevance and to which issue. 

MR. McLEAN: It goes directly to the 

credibility of this witness. 

MR. HOFFMAN: May I respond, Madam Chairman? 

CHAIRMAN CLARK: Yes, Mr. Hoffman. 

MR. HOFFMAN: This has nothing to do with 

the credibility of this witness's testimony which is 

at issue in this case. This may, this may have 

something to do with the efforts of this Company 

counsel of the Company to respond to discovery 

requests and maybe the communication that took p 

between the Office of Public Counsel and counsel 

the Company. 

I would not acknowledge that there was 

wrongdoing on the part of the Company or their 

counsel. But this has nothing to do with the 

substantive testimony of Dr. Whitcomb. 

MR. McLEAN: I believe that it does. 

CHAIRMAN CLARK: Just a minute. 

and 

ace 

for 
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MR. MCLEAN: Sure. 

CHAIRMAN CLARK: I'm going to allow the 

questioning and the -- at this point, it seems to me 
that to the extent it goes to the credibility of the 

witness in being forthcoming in criticisms of the 

article, I will let it go on for whatever weight it is 

worth. 

Q (By Mr. McLean) Dr. Whitcomb, did you 

contact any coauthor to see if that person still had 

the peer review comments? 

A No. 

Q When you received our -- 

A NO. 

Q -- document request? Do you know who the 

peer reviewers were? 

A No. 

Q What did they say, Dr. Whitcomb? 

A In the first set of comments, the point that 

one of the, the major point of the review was that the 

specific demand curve that was fit to the data was, 

was -- could be improved. 
The situation is that the conventional 

techniques that are used in this field, they assumed 

that the price elasticity is constant over the whole 

price spectrum. Back if 1992, when we got together to 
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formulate this study, it was recognized by all that 

price elasticity may vary with price level. 

be different at $1 per thousand gallons, $2 per 

thousand gallons, at 3, 4, 5, 6, 7, it could be a 

dramatic change in price elasticity. 

It could 

We then, since we couldn't use conventional 

techniques, we developed a new innovative way of 

fitting a curve, a demand curve, to these 42,257 

points in this price range between 40 cents and $7.05. 

This curve had a flexible functional form, so it fit 

the data rather than the curve having to just stick an 

arbitrary curve on that and having that. So that was 

the issue. 

The situation, they said, the comments said 

that ours could be improved by making it more 

flexible. Because ours actually forced price 

elasticity to head towards zero at the upper price 

range; when you got near $7.05, the way the model is 

laid out in my Exhibit JBW-3, it forces price 

elasticity to zero. 

Q And all of those taken together were their 

justification for rejecting your first subsubmission; 

is that correct? 

A That was the major points. 

Q Okay. And then there was a resubmission, 
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was there not? 

A That's right. The paper was not accepted 

for publication as is, and it was encouraged to make a 

resubmission, making adjustments for the particular 

reviewer, anonymous reviewer, that made the comment 

about the flexible functional form. 

We then got that comment. And because we 

have always tried to provide the most accurate 

depiction of price elasticity, because we have the 

most extensive database ever collected on the subject, 

we then went and reestimated the data -- reestimated 
the model using this new, this new specification. It 

was agreed by the whole research team that this was an 

improvement, and we went forth and did that. 

The new results, we believe, are superior 

than the old results. They are in general very, very 

similar in showing the -- in the general conclusion 
that price elasticity does vary with price level in 

the same fashion. It did show that price was more 

elastic, especially at the upper end of the price 

spectrum, because you no longer had this constraint of 

forcing it to zero. 

Q But none of that persuaded Water Resources, 

did it? 

A Then what we did, we resubmitted it, the 
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article. 

good and it passed that. 

that there was a fatal flaw in the analysis. 

is that fatal flaw that we looked at and we disagreed 

with. 

One of the reviewers said the article was 

And the other reviewer said 

And it 

Let me identify what that fatal flaw is. If 

we fitted this demand curve to these points between 40 

cents and $7 per thousand gallons and it's a nonlinear 

curve. Now, what he says is if you extrapolate that 

curve beyond the price range that we looked at, beyond 

the range of experience, that at some point that curve 

takes on an unrealistic value. That was the point and 

that was the sole, as described here, that was the 

reason for rejection. 

We think that that is a faulty inference 

from our curve. It is no problem of the curve that we 

fit to the data and the purposes that we use the model 

for. It is a faulty inference that you can actually 

take this curve and extrapolate it and that those 

results are meaningful. That's not the case. 

For, in fact, the specific software used in 

this, WATERATE, it has it specifically programmed that 

it only, when you choose the default elasticity 

function inside it, it only uses prices all the way up 

to the $7.05 level; and over that, it doesn't use that 
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level. It would be inappropriate. 

There's no data, there's no evidence above 

the $7.05 level to make any judgment what price 

elasticity is. 

Hence, the SWFWMD reviewed all this and 

decided to go ahead and update the model using these 

revised results. That model came out in January of 

1996. 

Q Are you done? 

All of that wasn't persuasive to Water 

Resources, was it? 

A It, as I said, one of the reviewers thought 

the paper was good. And this other one provided a 

reason which doesn't affect this case and we believe 

was a faulty reason. 

Q We'll see if it effects this case, won't we? 

Did they send it back to you? They publish it or not? 

A They did not accept it for publication, it 

was sent back for revision. 

Q Look to Page 2 of the exhibit, Dr. Whitcomb, 

please, sir. Is that the rejection letter you 

received, sir? 

A Yes. 

Q Look at the top of the page that says, "I 

regret to inform you that I must decline," that's the 

FLORIDA PUBLIC SERVICE COMMISSION 
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A Correct. 

Q 111 must decline once again your manuscript, 

'New Directions in Mapping Demand Curves."' 

what you see there, sir? 

Is that 

A Yes. 

Q All right. "A reviewer found a fatal flaw," 

do you see that at the third line? 

A Yes. 

Q "The associate editor said that an upward 

demand curve should not be published"? 

A That's right. 

Q Which you have those things is not included 

in the study which you submitted to the Commission for 

its reliance? 

A Repeat the question. 

Q Is any one of those three things not 

included in the study which you performed which 

ultimately led to the view which you take this in 

docket? 

A 

Q Well, you can read them. 

A Can you identify them? 

Q Well, first of all -- 

Can you restate the three points? 

CHAIRMAN CLARK: I'm lost, where are you? 
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p f ~ .  McLEAN: Dr. Whitcomb hinted that the 

study, which this rejection article rejects -- the 
article which it rejects, is not the same which he 

lays before the Commission today. My question is, 

what's the difference? 

A What's the difference in the price 

elasticity generated in the two studies? 

Q (By Mr. McLean) Is the previous criticism 

offered by this rejection letter not appropriate to 

criticize what you have laid before the Commission for 

their reliance? 

A I don't know. 

Q You wrote the article and you did the work 

that states, that estimates, the level of the 

elasticity. Is that correct? 

A Yes. 

Q You did both of those things. Are they not 

the same? Do they not embody the exact same 

principles, the exact same elasticities and even the 

same numbers? 

A I still don't follow your question exactly. 

Q Okay, I'll try to make it simpler. You did 

a SWFWMD study and from that SWFWMD study you derived 

two general things: One, the work which you did for 

SSU which is now before the Commission to judge 

FLORIDA PUBLIC SERVICE COMMISSION 
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ghether it is correct or incorrect? 

A Right. 

Q 

A That's right. 

Q 

And you did an article? 

And I submit to you that the article and the 

work you did for SSU embody the precise same 

principles. Is that the case? 

A That that -- that the price elasticities 
generated in the SWFWMD study are represented in the 

price elasticity adjustment here in this rate case, 

right. 

Q Such that -- I'm sorry, were you done? 
A Yes. 

Q Such that criticism offered of the article 

which was rejected is the same as criticism offered as 

your study which is now before the Commission. Is 

that not correct? 

M R .  HOFFMAN: Objection, I think the 

question is ambiguous and vague. 

CHAIRMAN CLARK: Mr. McLean, I have to admit 

I'm having trouble following it. Perhaps if you refer 

to, I assume you are referring to Page 2 of your 

exhibit? 

M R .  McLEAN: Yes, ma'am. 

CHAIRMAN CLARK: Okay. Maybe if you start 
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from there in asking if those criticisms, specific 

criticisms that are in the letter, also apply to what 

has been submitted in this docket. 

MR. McLEAN: Okay, Commissioner, I'll do 

that. That's a better idea. 

Q (By Mr. McLean) There is a fatal flaw 

identified in the rejection letter? 

A Correct. 

Q Is there not? 

A Correct. 

Q Does that fatal flaw not show up in the work 

that you did for SSU? 

A It's not in the -- that is correct. 
Q How did you -- how is it absent? Explain to 

the Commission and to me, if you will, how they are 

different. 

A The first demand curves that we fit and are 

described in the August 1993 SWFWMD price elasticity 

report, the demand curves that were estimated there, 

if you extrapolate them out past the $7 level, they 

don't go into unrealistic results. So it's only the 

new, we went and revised those estimates, came up with 

a new demand model, and it is that model that if you 

extrapolate the results that you get this upwards 

curve at some hoint past the range of experience. 
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Q So it's your testimony that that upward 

sloping curve is not included in the data which you, 

which you now are supporting before the Commission; is 

that correct? 

A Correct. 

Q Such that Dr. Dismukes' criticism of that, 

your answer to that criticism would be he's 

criticizing something which is not there? 

A Is he criticizing something that is not 

there? Can you repeat the question? 

Q Sure. There is a fatal flaw reflected in 

your article, isn't there? 

A That was described by one of the reviewers, 

yes. 

Q You don't necessarily concede that but you 

know that's what the reviewer was pointing to? 

A Correct. 

Q And you say that fatal flaw is not embodied 

in the study which is now before the Public Service 

Commission, correct? 

A The specific price elasticity algorithm was 

based -- filed here was based on the first set of, the 

first set of demand curves. 

Q And Dr. Dismukes criticizes that, doesn't 

he? The study which is before the Commission. 
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A His criticism, if I believe in his direct 

testimony, he actually criticizes the second one. 

He -- in fact, one of his points, you know, he, I can 
bring it out. 

pages on his testimony? 

May I quote the -- can I quote the 

Q 

A Okay. It's Page 10 of his direct testimony. 

He describes that the biggest problem that he has with 

what we are doing is that relaxing this problem leads 

to a upward sloping demand curve that is presented in 

Schedule 3. And he also mentions Schedule 2, which is 

one of -- some of his exhibits. 

Whatever it takes to answer the question. 

Q If the Commission adopts your view of 

elasticity, are they adopting that upwards sloping 

demand curve or are they adopting a set of data which 

can be construed to imply an upwards sloping demand 

curve? 

A The data that were used here were based on 

the first demand curve, which did not have an upwards 

sloping demand curve. 

Q So you are saying that on Page 10 

Dr. Dismukes was criticizing something which is not in 

this proceeding? 

M R .  HOFFMAN: Objection. I think the 

question is ambiguous, Counselor. Are you talking 

FLORIDA PUBLIC SERVICE COMMISSION 
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about the study that Dr. Whitcomb actually relied on 

for his testimony? Or when you say, "in this 

proceeding," are you talking about that and/or a 

discovery response? 

clear. 

Because I want to keep the record 

M R .  McLEAN: I understand. Dr. Whitcomb has 

brought a view of elasticity which relies on a number 

of studies which he has done. It is beginning to be 

more ambiguous just exactly which study he relied 

upon. 

relied upon to form his view of elasticity includes 

what the reviewer said was a fatal flaw? 

But I would like to know whether the study he 

M F t .  HOFFMAN: I think we've gone through 

this a couple of times now, Madam Chairman. I think 

that Dr. Whitcomb has testified not ambiguously but 

unequivocally that he is referring to the first study 

that supports his testimony. 

CHAIRMAN CLARK: Well, Mr. Hoffman, I have 

to admit to being a bit confused as to what is being 

relied on in his testimony and how that differentiates 

with what was provided and described as having a fatal 

flaw. 

I will allow you to get this clarified one 

more time, Mr. McLean. 

Q (By Mr. McLean) On Page 10 -- well, on 
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Page 10, Dr. Dismukes criticizes some aspects of some 

work that you did some time; is that correct? 

A Yes. 

Q Now is he advancing the same criticism which 

was identified as a fatal flaw in one of your 

articles? 

A Yes. 

Q When you rebutted that testimony, as I 

assume you had the opportunity to do, did you point 

out to this Commission that Dr. Dismukes was 

criticizing something which was not even part of this 

proceeding? 

A I guess the question is, was it part of this 

proceedings? It's always been an ongoing issue to us 

to at some point use the updated model. The first 

model -- I guess a good way to describe this is that 
the original results are implemented in what is called 

WATERATE 2.1. The revised or modified new WATERATE is 

called WATERATE 2.2, and that came out in January 

1996. 

There was the, it was our thoughts that at 

some time when we were looking at the new -- these 
different variations of modified stand-alone rates 

that we would be using the updated model to make those 

calculations because that, we believed, was the best 
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information to render a judgment in this case. 

So to the extent that we were thinking of 

Aoing that and they have been provided with all the 

Aocumentations and these results, I think it is 

applicable in this case. 

Q See the criticism on Page lo? Page 10 of 

Dr. Dismukes' testimony? 

A I see several. But yes. 

Q The paragraph to which you referred to the 

Commission, and me, too. 

A Yes. 

Q 

A Yes. 

Q Is it criticism of your work in this 

Is that criticism of your work? 

proceeding? 

A Yes. 

Q Then that's why you didn't point out to the 

Commission that it wasn't part, apparently? 

A I didn't point out, repeat? 

Q 

A 

It wasn't part of this proceeding? 

In a greater sense I would say it's part of 

this proceeding. 

Q Okay. And in an earlier question I put to 

you, the paragraph to which I made reference on 

Page 10, you told me, embodies the fatal flaw 
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analysis; is that right? 

A The second one, the model, okay. The 

second, the WATERATE 2.2, has the upwards sloping 

demand curve at some point beyond the range of 

experience. And that's the criticism Dr. Dismukes is 

pointing here to that model, WATERATE 2.2. 

- - - - -  

(Transcript continues in sequence in 

Volume 17.) 
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For purposes of this request, please refer to OPC's document request number 27. Please provide all peer 
review comments on the article entitled "Residential Water Price Elasticities in Southwest Florida" and all 
peer review comments on any earlier or alternative version of the article which may have been submitted to 
other academiclprofessional journals. Please indicate the journal. periodical, etc. for which the reviews 
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NO peer review responses were received for the micle entitled "Residential Water Price Elasticities in 
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A derivative manuscript based on an alternative demand specification has been submitted for publication in 
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2015 Ivy Road. Suitc 407 
Chxrlonc~ville. Virginia 22903 USA 

(804) 982-2050 (PHONE); (804) 982-2052 (FAX) 
bwrn6q@virginia.edu OR wx.rer@virginia.edu (E-MAIL) 

August 9, 1995 

Dr. John B. Whitcomb 
1375 Eaton Avenue 
San Carlos, CA 94070 

RE: 

Dear Dr. Whitcomb: 

New Directions in Mapping Water Demand Curves (wR94-794) 

I regret to inform you that I must decline once again your manuscript "New Directions in Mapping 
Water Demand Curves'' for publication in Wafer Resources Research in its p r e s e n t .  As you can ses 
from the enclosed comments, a reviewer uncovered a '"fatal flaw" in the manuscript. 
the Associate Editor (AE) who handled your paper applaud the creativity evident in your manuscript. 
Unfortunately, the AE notes that, despite this creativity, upward sloping demand curves should not be 
published. The AE notes that a revised draft that determined whether people react to average vs. marginal 
price should be publishable. The AE continues: 

The referees and 

Athough this would be a much more modest theme than what the authors attempt to do in 
this draft, it is still an important and largely unresolved question faced by utility re-dators 
and other policymakers. Moreover, the authors have the data to test the hypothesis. Shin 
(1985, cited by the authors) had the original hypothesis along these lines. Nieswiadomy 
(1991, also cited by theauthors) is the only paper to test this hypothesis to my knowledge. 
A replication of the 1991 study using standard functional forms, such as linear or  log- 
linear would make a nice contribution to W. 

I encourage you to resubmit your manuscript after you undertake the major revisions suggested. Please 
provide 5 copies, along with a detailed list of your responses to reviewers' comments. Your manuscript 
will receive a new manuscript number and will be re-reviewed. At the very least, the revised manuscript 
will be thoroughly reviewed by the Associate Editor and in most cases will be reviewed by others as well. 
My decision to accept or to decline the manuscript will be made subsequent to the review process. You 
will be notified by my office of the outcome. 

Thank you for your interest in Wafer Resources Research. 

Sincerely yours, 

George M. Hornberger, Editor 
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I .  CONTRI6UTIONS 

T h e  rriain cor.iLr.ibutiori r e s t s  i r i  Ltie p r o v i s i o r ,  of a novel  way t o  
examine Liie corret i i  s p e c i f  ical; ion o f  Ltie p r i c e  v a r i a b i e .  

2 .  TECHNICAL SOUNDNESS 

The paper  i s  hchnica.1 l y  ii iore s o u n d  than  the  f i r s t  v e r s i o n .  
W h . i  l e  Lhe s p e c i f i c a t i o n  o f  the dernarld e q u a t i o n  remains ~ d - k c i ,  t h e  
a u i h o r s  have improved the d i s c u s s i o n  o f  a i t e r n a t  i v e  f u n c t i o n a l  
forms and ti-1t.i.r r e s p e c t i v e  1 imi La-Lions. i r i  a d d i , t i o n ,  Lhe 
ecorioinetr i c  Lechn i que h a s  improved . Simul tariu i t y  and 
mu1 L i c o l l  i n e a r i  t y  a r e  addressed a d e q u a t e l y .  i remain a b i  t u n c l e a r  
as Lo  whether iiie method used Lo se1ec.t iLiie ramped p r  i G e  
s p e c i f i c a L i o n  leads Lo Maximurrl L i k e l i h o o d  t ? ~ L i r n a t o r s  and wouid l i k e  
t o  see t h i s  addressed w i t h  a st?riLerice o r  two. F u r t h e r ,  i t  i s  
f e z s i b l e  t o  p r o v i d e  s.t,aridar.d e r r o r s  f o r  t h e  e l a s L i c i t y  e s t i m a l e s ?  

3 .  P R I O R  PUBLICATION 

I d o n ' i  b e l i e v e  Lh is  paper. o r  a v e r y  ~ i m i l a r ,  paper. nas been 
pub1 i s i i e d  elsewhere. 

4 .  O R A N I Z A T I O N  ANG S T Y L E  

On .the whole t he  presentation and o r ' y a n i r a t i o n  art:  c l e a r .  
1riere are  a number. of  improvements i r i  exposiC.iuri  ove r  the f i r s L  
v e r s i o n  of  the paper ( u g . ,  .the d iscuss icx i  o f  t h e  p r , i c e  ramp and L h r  
Penman equa . t i on ) .  

-, 

5 .  E V A L U A T I O N  

( a )  T h i s  paper  makcv a c o r i t r i b u t i o n  Lo t h e  are;i ti? wate r '  
r e s u u r c e s  b y  p r o v i d i n g  a novel  way t u  examine t i l e  q u e s t i o r i  u i  .the 
a p p r o p r i a t e  s p e t i i f i c a t i o r i  f o r  t h e  p r i c e  v a r i a b l e  i n  w d C e r .  5emarids. 

( b j  I would r a t e  Liie paper' as "good" 
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Comments on "New Directions in Mapping Water Demand Curvesft 

General comments: I 

/,>? ' 
The paper has been substantially improved, but has;.so& % 

aerious flaws. 
shown in equation ( 5 ) .  
equation implied by your estimated coefficients in Price (2)+0+$ 
Your demand curve is 
price which is not that much greater than the highest price in 
your data set ($7.05). I am enclosing a graph that shows your 
demand curve using the mean values in Table 3 and the estimated 
coefficients from Price ( 3 ) .  You can see that it is upward 
sloping. 
be published. 
functional form in favor of a more recognized one. 

Ths most significant flaw is the functional &%<& 
I have calculated the water demand $Y <?> 

sloping for prices above $S.34,+ 

You must resolve this problem before the paper can ever 
I believe that you should abandon this type of 

Specific comments: 

You never really examine the possibility that customers 
react to average price. Your ramped prices only average over a 
limited range. The idea behind the use of average price is that 
Customers look  at past bills and impute an average price. You 
need to look at thh. 

based on its R2. 
. 6 2 .  There appears to be no difference in the explanatory powers 
of the model. 

On page 13, you say that P r i c e ( 2 )  is  the beat specification 
But all of the R2s are nearly identical, around 

I suggest that you use a linear or log-log model and abandon 
your strange model. In addition, I would recommend not using the 
ramped prices either. YOU could still use the Shin test. Water 
researchera are in need of many good data sets to test the 
customerts price perception. You still need to refer to the 
Moffitt article that I mentioned last time. This paper shows the 
state of the art (and the way the profession may go) in 
estimation with block data. A l s o  look at the Hewitt and Hanemann 
article in Land Economics in May 1995, which uses this two error 
model of Moffittls. This would be the bes t  approach to follow. 

References 

Moffitt, Robert, "The Econometrics of Kinked Budget Constraints," 
The Journal of Economic Perspectives, Spring 1990, pp. 119- 
139. 

KeWitt, Julie A .  and W. Michael Hanemann, Discrete/Continuous 
Choice Approach to Residential Water Demand Under Block Rata 
Pricing," Liana E cononics , May 1995, 71(2): 173-92. 
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STATE OF FLORIDA 
OFFICE OF THE PUBLIC COUNSEL 

cio The Florida Legblature 
111 West Madison Street 

Rmm 812 
Tallahassee. Florida 32399-1400 

904-488-9330 

November 15, 1995 

Brian Armstrong, Esq. 
Southern States Utilities 
General Offices 
1000 Color Place 
Apopka, FL 32703 

Dear Mr. Armstrong: 

The Citizens' Request for Production of Documents Number 234, 
asked for all of the peer review comments on the article entitled 
"Residential Water Price Elasticities in Southwest Florida," 
authored by Dr. Whitcomb, and for all peer review comments on 
earlier and alternative versions of this article which may have 
been submitted for academic publication. Dr. Whitcomb responded to 
this request by providing us with a copy of the derivative article 
entitled "New Directions in Mapping Water Demand Curves. " Included 
in this response was a second round of peer review comments on the 
second version of this paper. 

During the course of Dr. Whitcomb's deposition, taken on 
November 6, 1995, he indicated that there was an earlier version of 
this article -- as well as first round of peer review comments. 
The first version of this article was provided to us as a late- 
filed exhibit in your November 9, 1995 memo. However, Dr. Whitcomb 
indicated in his deposition that he had "thrown-out" the first 
round of peer review comments (on the first draft) about 8 months 
ago. 

Our representative has contacted the journal to which this 
article was submitted, Water Resources Research. The editorial 
assistant has indicated that these first round -- as well as 
subsequent rounds -- of peer review comments are still on file in 
their office. The journal is willing to release these comments if 
they receive authorization to do so from Dr. Whitcomb. 



Brian Armstron-', Esq. 
November 15, 1995 
Page two 

I 
I attach an authorizlation release form for peer review 

comments from Water Resouhces Research. We request that Dr. 
Whitcomb execute this release form and return it to this office in 
the self-addressed, stampedjenvelope provided so that the Citizens 
may acquire all of the peer/ review comments during the evaluation 
process of the article entftled "New Directions in Mapping Water 
Demand Curves. " 

Thank you for your prompt attention to this matter. 

Associate Puk lic Counsel 

HM: bsr 

cc: Mike B. Twomey, Esq. 
Lila Jaber, Esq. 
Ken Hoffman, Esq. 



-4SU Southern States Utilities 1 

December 28, 1995 

Charles Beck, Esq. 
Office of Public Counsel 
The Florida Legislature 
11 1 West Madison Street 
Room 812 
Tallahassee, FL 32399-1400 

)lor Place Apopka, FL * 407!@80-005@ 70 

Re: 

Dear Mr. Beck: 

Docket No. 950495-WS -- Southern States Utilities, Inc. 

Please be advised that SSU has forwarded a copy of your letter dated November 15, 1995, as well 
as the release attached thereto to Dr. Whitcomb. We expect to hear from Dr. Whitcomb after the 
first of the year regarding the execution of the release form. 

If you need any further information, please contact me at (407) 880-0058, ext. 260. 

Matthew Feil 
Staff Attorney 

dlhlF95L179 



STATE OF FLORIDA 
OFFICE OF THE PUBLIC COUNSEL 

c/o  The Florida Legislacure 
111 West Madison Streer 

R m m  812 
Tallahassee. Florida 32339-1400 

JACK SHREVE 904-488-9330 
PUBLIC COUNSEL 

January 24, 1996 

Dr. George M. Hornberger, Editor 
Water Resources Research 
2015 Ivy Road, Suite 407 
Charlottesville, Virginia 22903 

Via Facsimile (804) 982-2052 (hard copy to follow) 

Dear Dr. Hornberger: 

Attached is an authorization, executed by John B. Whitcomb, to 
release any and all peer review comments which were generated from 
the paper entitled "New Directions in Mapping Water Demand Curves" 
(WR94-794) submitted by Dr. whitcomb. In deposition, Dr. Whitcomb 
indicated that there were at least two rounds of peer review 
comments generated in the article review process. We would like to 
receive both sets of comments and any additional comments or 
correspondence which may have been generated during the review 
process. If necessary, please feel free to redact any infornation 
about the reviewers'. identity that might compromise the ancnyinity 
of the review process. If you no longer have the review comments, 
would you so indicate, and please indicate what became of them. If 
any person suggested to the Journal that the comments should be 
discarded or returned, we request the identity of that person. 

The expeditious receipt of these comments is important to the water 
consumers we represent in an upcoming case before the Florida 
Public Service Commission. Please send them to our office at your 
earliest convenience. 

Thank you in advance for your cooperation. You may wish to know 
that we requested the release from Dr. Whitcomb quite a wnile ago. 
We regret the urgency of our request this late date. 

If you have any questions about the above request, please feel free 
to call e at (904) 488-9330. /" 

Associate Public Counsel 

Attachments 



RELEASE 

To: Dr. George M. Hornberger 
Editor, Water Resources Research 
2015 Ivy Road, Suite 407 
Charlottesville, VA 22903 

In re: Peer review comments to “New Directions in Mapping Water 
Demand Curves. It  

Dear Dr. Hornberger: 

Please release to the Office of the Public Counsel, 111 
W. Madison St., Room 812, Tallahassee, Florida, 32399 any and all 
Peer Review Comments received by or generated by your publication 
Water Resources Research which address my article “New Directions 
in Mapping Water Demand Curves.“ This release includes all such 
peer review comments irrespective of whether they are first round, 
second round, or subsequent round. 

EXECUTED this day of November, 1995 
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March l S ,  1996 

Mr. Harold McLean 
Associate Public Counsel 
Office of the Public Counsel 
T h e  Floridit Legislature 
1 1  1 West Madison Street, Rooiii 812 
Tallahassee, FL, 32399-1400 

Dear Mr. McLean: 

I am responding to your letter of January 24, 1996, io Dr. George Hornberger, Editor of 
PJ/nfei Ncsornces Reseurch. We are asking Dr. Hornberger to send Dr. John B. Whitcomb copies 
of materials that had previously been sent to him in the course of considering the resubmission of 
his paper, "New Directions in Mapping Water Dernand Curves." for publication in Wuter 
 resource.^ Reseurch. The files associated with the original submission ofthis paper were purged 
in accord with the standmd procedures at Dr. Hornbergel's office and prior to receipt of your 
January 24, 1996, letter. Dr. Whitcomb is free to use these materials at his discretion. We 
cannot make any othcr information about die review of this or any other: manuscript availabie 
without violating generally accepted standards for scientific review. 

Sincerely, 

Judy C. Holoviak 
Director. Pi~blications 

CC George Hornberger 
John E Whitcomb 




