FILED 2/15/2023
DOCUMENT NO. 01132-2023
FPSC - COMMISSION CLERK

IN RE:

BEFORE THE
FLORIDA PUBLIC SERVICE COMMISSION

UNDOCKETED

EXAMINE REGULATORY POLICIES

5 AND PRACTICES IN THE WATER AND WASTEWATER
INDUSTRIES IN FLORIDA.

6 /
7
8
PROCEEDINGS: COMMISSION WORKSHOP
9
COMMISSION STAFFE
10 PARTICIPATING: DOUGLAS SUNSHINE
MARK CICCHETTI
11 BART FLETCHER
CLAYTON LEWIS
12
13 PROCEEDINGS: COMMISSION WORKSHOP
14 DATE : Wednesday, February 1, 2023
15 TIME: Commenced: 9:30 a.m.
Concluded: 3:45 p.m.
16
PLACE: Betty Easley Conference Center
17 Room 148
4075 Esplanade Way
18 Tallahassee, Florida
19 REPORTED BY: DEBRA R. KRICK
Court Reporter
20
21 PREMIER REPORTING
112 w. 5TH AVENUE
22 TALLAHASSEE, FLORIDA
(850) 894-0828
23
24
25

112 W. 5th Avenue, Tallahassee, FL 32303

Premier Reporting

premier-reporting.com

(850)894-0828 Reported by: Debbie Krick




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

APPEARANCES

LI LA JABER and APRI L BALLQU
Nat i onal Associ ati on of Water Conpani es

MARTY FRI EDVAN
Florida Community Water Systens, U S. Wter,
Sunshi ne Water Servi ces

SUSAN CLARK
JOSI AH COX
Central States Water Systens

RON BRI SE
M CHAEL CARTI N
Sout hwest Water Conpany

TROY RENDELL
U S. Water Services Corporation

JARED DEASON
Sunshi ne Water Servi ces

M chael Snallridge
Florida Uility Services

GARY W LLI AMS
Fl orida Rural Water Associ ati on

CHARLES REHW NKEL
MARSHALL W LLI S
Ofice of Public Counsel

PSC STAFF:

DOUGLAS SUNSHI NE
MARK ClI CCHETTI
BART FLETCHER
CLAYTON LEW S

and

112 W. 5th Avenue, Tallahassee, FL 32303
Premier Reporting (850)894-0828

premier-reporting.com
Reported by: Debbie Krick



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
Premier Reporting (850)894-0828 Reported by: Debbie Krick



1 PROCEEDI NGS
2 MR, SUNSHI NE: Good norning. M nane is Doug
3 Sunshine with Conm ssion |egal staff.
4 Pursuant to notice, this tinme and place has
5 been set for an undocketed staff workshop to
6 exam ne the Conm ssion's regulatory policies and
7 practices in the water and wastewater industries in
8 Florida. The following topics will be discussed
9 during this workshop: Acquisition adjustnents.
10 Al'l owed return on equity. Used and useful
11 adj ustnents. System consolidation and cost
12 recovery nechanisns to facilitate recovery of
13 urgently needed or environnental conpliance
14 | nprovenents.
15 Participants are encouraged to present for
16 di scussi on proposals for new policies and
17 practi ces.
18 Al'l notices and presentation materials for
19 today's workshop are posted on the Conm ssion's
20 website under the Hot Topics heading on the main
21 page.
22 Before we begin, | would |ike to note that we
23 have el ected to have a court reporter present for
24 this workshop, and a transcript will be published
25 once received.
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1 Additionally, the video recording will be

2 avail able for view ng on the Conm ssion website by
3 clicking the watch |ive and archived PSC events
4 headi ng on the hone page, and then navigating to or
5 entering a search query for undocketed WAW
6 I ndustries Wrkshop. You may contact the
7 Commi ssion or reach out to ne directly if you have
8 any difficulty finding the video recording of the
9 wor kshop.
10 |l will now ask the various divisions of
11 Conmmi ssion staff to introduce thensel ves and who
12 they have in attendance today.
13 On behalf of legal staff, nyself, Doug
14 Sunshi ne.
15 For accounting and finance staff?
16 MR. CI CCHETTI: Good norning, everyone. | am
17 Mark Cicchetti, Assistant Director in the Division
18 of Accounting and Fi nance.
19 MR. FLETCHER: | am Bart Fletcher in the
20 Di vi sion of Accounting and Fi nance with the Bureau
21 of Surveillance and Rate Filings.
22 MR LEWS: M nane is Cayton Lewis, and | am
23 representing engineering staff.
24 MR SUNSHI NE: And did | m ss anyone on staff
25 that is in attendance that would Iike to introduce
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1 t hensel ves?

2 Ckay. At this tinme, | would like to | et

3 everyone know how today's staff workshop wll be

4 structured.

5 There wll be a formal presentation by the

6 Nati onal Associ ation of Water Conpani es, which

7 submtted presentation materials that can be

8 accessed via or honme page at

9 https://ww. fl ori dapsc.com under the topic -- the
10 Hot Topi cs headi ng.

11 After the formal presentation, participants

12 wi shing to make an informal introduction wll be

13 given 10 m nutes each to do so.

14 After all introductions are nade, staff wl|
15 proceed to the question and answer portion of the
16 agenda by opening the discussion for agenda Itens 2
17 through 7., asking at the end of each agenda item
18 for input specific to the topic.

19 As we work through the agenda itens, please

20 limt your conments to those directly specific to
21 the relative agenda item Participants will be

22 gi ven the opportunity during agenda Item No. 8,

23 O her Topics for Discussion, which we have reserved
24 for any proposals for new policies or practices

25 that participants would like to discuss.
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1 Now, before | turn it over to staff for the Q
2 -- question and answer portion of the agenda, |
3 would like to nmention a few procedural matters for
4 today's staff workshop.
5 First, | have a few notes about timng. W
6 are scheduled from9:30 to 5:00 p.m this
7 afternoon. We will determ ne, you know, how far we
8 get into the agenda fromthe standpoint of whether
9 we wll take a lunch break, and so we will have to
10 play that by ear, but we will plan to take a short
11 confort break at about the two-hour mark if
12 necessary, and we hope to receive everyone's
13 comments and finish by five o' clock tonight.
14 At this point, we are not inposing tine limts
15 on conmments. However, we nay nheed to revisit that
16 I ssue | ater today, depending on how quickly we nove
17 t hrough the agenda. W ask that speakers pl ease be
18 m ndful of their fellow participants' tinme and
19 opportunity to provide coments.
20 Additionally, as there is a court reporter,
21 pl ease use a microphone and introduce yourself
22 bef ore speaking, and be m ndful not to talk over
23 anyone as it prevents a proper transcription from
24 bei ng nmade.
25 Pl ease note that there will be an opportunity
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
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1 to file postworkshop comrents, and we will provide
2 details prior to adjourning the workshop.
3 Does anyone have any questions at this point
4 before | hand it over to M. G cchetti for his
S comment s.
6 MR. REHW NKEL: Doug, Charles Rehw nkel with
7 t he Public Counsel.
8 MR. SUNSHI NE: Yes, Charles.
9 MR. REHW NKEL: Do you have a preset tine
10 where you are going to be asking for workshop --
11 post wor kshop comment s?
12 MR, SUNSHI NE: Right now we are -- we are
13 contenpl ating three weeks from today.
14 MR, REHW NKEL: | just -- | want to say
15 sonething at the outset as a procedural nmatter.
16 This -- this workshop cane with a notice that
17 had an agenda set out, and it was sparked by a
18 comment from a Comm ssioner -- Conmmi ssioners asking
19 that we revisit this, and it seens |like -- | just
20 woul d caution that if all these fol ks have all
21 t hese comments to nmake, that three weeks sort of
22 seens rushed to us to change a policy that's been
23 in place for along tine. And the last tinme was
24 revisited, it took a year to do this. So | don't
25 think there should be a rush on this. This is ny
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coments, but | amtrying to understand how this is
going to interact wth the next step, so --

MR CI CCHETTI: How nuch tinme would you need?

MR REHW NKEL: It was going to depend on what
we hear here today, you know. | nean, the breadth
-- the breadth of this outline here is nmuch greater
t han what the Comm ssioners asked us to do when we
cane together here today. This thing has expanded
exponentially. So there is a perception on our
part that there is sone artificial need to rush
this, when this is something that should be very
conpr ehensi vely | ooked at.

And | will address this in ny comments. | am
not trying to get ahead of things, but | just
percei ved sone sort of rush if there is going to be
a quick turn and are around on comments.

MR, CI CCHETTI: Ckay. W can address this at
this end --

MR. REHW NKEL: Thanks.

MR, CI CCHETTI: -- and ask for your input.

MR, SUNSHI NE: Okay, Mark.

MR ClI CCHETTI: Ckay. Good norning, everyone.
Wl cone to the Florida Public Service Conmmi ssion
staff workshop to exam ne regul atory policies and

practices in the water and wastewater industry.
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10

1 W have sone special guests with us this

2 norning that | would Iike to recognize forner

3 Comm ssioner Lila Jaber. M. Jaber, if you could

4 just waive. Fornmer Conm ssioner Susan d ark.

5 Former Commi ssi oner Ron Brisé, and newl y appoi nted

6 InterimPublic Counsel, M. Charles Rehw nkel.

7 Thank you all for being here, and we | ook forward

8 to your contributions this norning.

9 W, at staff, are very excited about the

10 opportunity we have before us this norning. Water
11 is a unique commodity. There is no substitute for
12 water and Florida is the third |argest state, and
13 the fastest growing state in the nation, and a

14 substantial anount of water and water -- water and
15 wast ewat er infrastructure is going to be necessary
16 to neet that grow h.

17 Additionally, there is substanti al

18 infrastructure in the ground that is at or near its
19 useful life, and will be needed to be repaired or
20 repl aced. Consequently, the Conm ssion has

21 directed staff to hold this workshop to exam ne the
22 Conmmi ssion's policies and practices to see if there
23 IS ways that we can pronote investnent in this

24 infrastructure, and inprove the quality of service
25 whi | e ensuring reasonable rates for the citizens of
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
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1 Fl ori da.
2 There are a fewthings | would |ike to touch
3 on. W are |looking for a robust discussion. So
4 pl ease do not hesitate to share your ideas,
5 t hought s and questions. Not that we have any | ack
6 of Type A personalities in the room
7 We have the court reporter, so the first tine
8 you speak, please identify yourself and your
9 organi zation, and any subsequent tinme you can just
10 i dentify yourself.
11 Pl ease speak directly into the m crophone,
12 because if you turn your head away fromthe
13 m cr ophone, the m crophone will not pick up your
14 Voi ce.
15 Also, if you are not sitting at a m crophone,
16 you will need to conme up to the podium And pl ease
17 do not be shy about com ng up to the podi um
18 because the Comm ssion wants to hear what you have
19 to say. And don't hesitate to forma |ine behind
20 soneone at the podium because that m ght help
21 speed up the process.
22 So before | turn it over to Ms. Jaber, | want
23 to say, again, on behalf of the Florida Public
24 Service Commi ssion, thank you for being here and
25 wel cone.
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
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1 Ms. Jaber, the floor is yours.
2 M5. JABER  Thank you. Good norni ng.
3 So it's Lila Jaber and April Ballou on behalf
4 of the National Association of Water Conpanies.
5 And, M. Ci cchetti, we wll do our very best to be
6 efficient wth our tag-team ng, because we are
7 sensitive to your desire to nove this al ong
8 qui ckly.
9 So just a couple of things to give sone
10 context to what you are about to hear.
11 First, it's, frankly, applauding you, the
12 Comm ssi on, and everyone around this room for
13 wlling -- being wwlling to take a holistic view of
14 the state of the industry at the nonent, and
15 | ooki ng at solutions that can nove, not just the
16 i ndustry forward but, nost inportantly, the
17 custonmers forward. So we applaud you for that.
18 And the second thing is | appreciate the
19 acknow edgnment about ny being a former
20 Comm ssioner. But really, today, | want to share
21 with you that | amthrilled to be representing
22 NAWC. But personally, this is inportant to ne,
23 because | was actually the Bureau Chief of the
24 wat er and wast ewat er | egal division, when we |ived
25 through the history of the crisis associated with
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
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13

1 the nom and pop utilities that cane froma

2 devel opnent - owned strat egy.

3 If Florida had a devel opnent that was going

4 under construction, no utility was around, so the

5 devel oper becane a utility. Well, when | first

6 joined the | egal departnent, | inherited the cases

7 that no one wanted. | inherited the abandonnents

8 and the receiverships. And ny first entree into

9 the court systemwas to actually go and represent
10 the Public Service Comm ssion in a receivership

11 case.

12 And it was also in ny watch, and in ny tine,
13 where we had to revoke a certificate of a small

14 utility because he was threatening to poison the
15 custoners, the water of the custoners. And | wll
16 never forget it, Shady Oaks, Pasco County.

17 So you see, when | | ook at the notice today,
18 and when | consider the status of the water and

19 wast ewat er i ndustry, ny biggest fear as a Floridian
20 is that we go backwards and not forward. And so
21 it'"s with that context that it's ny great pleasure
22 to introduce you to April Ballou. She's going to
23 hel p us get started with the presentation with an
24 expl anati on of who NAWC i s, and how we serve as a
25 resource around the country.
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MS. BALLQU. Thank you, Lila.

And | would Iike to echo Lila's sentinents.
Thank you to staff organizing this workshop. These
I ssues are so inportant. And | appreciate NAWC
being able to be involved in this.

| amgoing to start out just telling you a
little bit about NAWC, if you wouldn't m nd going
to the next slide.

So we are a 127-year-old trade association
that represents water and wastewater utilities
across the nation. W do have a nati onal
footprint, as you can see on the right, is NAWC s
executive commttee, which cones from everywhere
fromCalifornia to Pennsylvania to Connecticut.
And our nenbers are -- range fromlarge nenbers
that operate in nmultiple states across the nation,
to very small water utilities.

And just by way of background on ne, and our
Presi dent and CEQ, Rob Powel son. | was a former
staffer at the Pennsylvania Conm ssion, so | have
sat in your seat before. And Rob Powel son was a
Former Chair of the Pennsylvania Comm ssion, so |
know about the inportant work you do, and the
chal | enges you face and the things you have to

bal ance.

112 W. 5th Avenue, Tallahassee, FL 32303

Premier Reporting

premier-reporting.com

(850)894-0828 Reported by: Debbie Krick



15

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Next sli de.

Just a little background about the water
i ndustry. |'msure many of you know this, but
water is so unique and different fromthe gas and
electric industry. It is the only utility service
that's ingested, which our nenbers never forget.
And that neans that we really have to take water
quality and safety very seriously. There is really
no room for error.

And oftentines, water is a utility service
that's taken for granted. Everyone just expects to
turn on the faucet and have safe, reliable water
conme out. But custoners have high expectations for
this water, and they should, because it's on
important to their health, and to their safety.

And not only that, it's inportant for fire
protection, and just for the functioning of our
economnmy. So it's a really inportant resource.

Sonet hing that's al so uni que about the water
industry is that the majority of water utilities
are publicly owed. So private water utilities are
really only a small portion of the water industry.
And this creates kind of unique patchwork for
regul ati on, because private utilities are

regul ated, as you all know for the PSC, but the
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1 publics are not, so that can create a bit of a

2 confusing system for custoners about publicly

3 versus privately owned, and who is regul ated and

4 who isn't.

5 And Lila is going to next tal k about a few of

6 the chall enges that the water industry faced.

7 M5. JABER So many -- thank you, M ke. Next

8 sli de.

9 So many of these challenges, this is not the
10 first time you have heard about them |If you are
11 wat ching the news -- which |I know you are -- then
12 woul d you have heard -- it's hard to believe two
13 years ago A dsmar nunicipal in the Pinellas County
14 area, | guess Odsmar is, the -- there was a
15 cybersecurity threat com ng through the
16 t echnol ogi cal systens, the conputer systens. And
17 thankfully, a very alert enployee happened to catch
18 it before the lye levels in the water were
19 t hreatened. And, you know, crisis avoi ded.

20 There were a few -- if you | ook the news since

21 then, there has been great concern on behal f of our

22 state | eaders that, you know, who's watching the

23 shop, right? Wth our snmallest systens, who is

24 real ly experienced enough to catch those things

25 before they are happening? And are we dropping the
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1 ball with regard to any cybersecurity threats that
2 cone to the water industry?
3 Aging infrastructure -- actually in preparing
4 for this, and | amenbarrassed | didn't catch it
5 before. | actually happened to find it this
6 norning. | would have included it, M. G cchetti,
7 in the presentation. But the Ofice of Economc
8 and Denographic Research is an office within the
9 Legislature. 1It's an armof the Legislature. And
10 they do an annual assessnent of Florida' s resources
11 and conservation lands. There is a paragraph in
12 there -- and | am happy to provide this to you
13 after-the-fact -- but there is a paragraph in -- on
14 page three that really caught ny attention. And if
15 you bear with nme, it will get through many of these
16 bul | et points.
17 Expendi tures necessary to replace, maintain
18 and Florida's aging infrastructure over the next
19 decade will reach tens of billions of dollars
20 statewide. The U S. EPA s nost recent drinking
21 wat er, wastewater and stormiater 20-year survey
22 based estinmates for Florida to total $44.3 billion
23 after adjusting for inflation. The surveys only
24 I ncl ude capital investnent needs, so Florida state,
25 regional and | ocal governnents, and its public and
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
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1 private utilities, will likely spend far nore in

2 total.

3 Simlar to the work under way in other states,

4 nore research is needed to fully identify all of

5 Florida's infrastructure needs. A key policy

6 question arises. Once they have been identified,

7 what is the state's role in addressing these

8 I nfrastructure costs?

9 | really couldn't have said the concern better
10 than that. And as | said, | am happy to provide a
11 copy of this to anyone who would like it. It's
12 avai l able on the web as well.

13 That really suns it up. W know we cannot put
14 bl i nders on and forget that these devel opnents, as
15 t hey' ve aged, so have the utilities.

16 Go back to water history in Florida.

17 Devel opnents popping in all over the -- all over

18 the state as our state has grown, with utilities

19 that have had to be constructed to serve those

20 devel opnments. As the devel opnents age, so have

21 those utilities. \Which nmeans nany of those

22 utilities are still run by a fam |l y-owned

23 oper ati on.

24 That ki nd of assessnent is necessary to think
25 about your long-termvision for how you regul ate
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wat er and wastewater. And you will hear us harp on
a single Best Practice -- we are going to talk
about a lot of Best Practices in our -- in our
presentation, but perhaps the single nost Best
Practice is -- is consolidation.

Now, how you get there, right? The devil is
in the details. But consultation from EPA
stressing the need for consolidation, to our sister
agencies in the state, to, frankly, past
commi ssions, consolidation is a great way to
industry fragnentation. |It's a great way to
address sick utilities. It's a great way to get
ahead of the creation of troubled utilities. And
it's a great way to capture econonm es of scal e,
which, in the long-term is a Best Practice on
behal f of serving the custoners.

One of the things that we've got to understand
in the regulation of water and wastewater, it's a
long gane. It is a long gane. You cannot | ook at
any one circunstance and think that there is a
short-term solution and be singularly focused on
what the imediate rate is. Instead, the |ong gane
Is what's in the best interest of the custoner?
How do we address what the custoner needs are going

forward? And how do we address affordability?

112 W. 5th Avenue, Tallahassee, FL 32303

Premier Reporting

premier-reporting.com

(850)894-0828 Reported by: Debbie Krick



20

1 Which we will tal k about again.

2 Next sl i de.

3 This is repetitive, so we wll speed through

4 it. It's heavily docunented that the water

5 industry is highly capital intensive. It's a

6 rising cost industry conbined wwth a lag tinme in

7 ternms of depreciation. It's not the nost

8 attractive industry to Wall Street either.

9 So when we take everything | just said, and we
10 conbine the three slides that we' ve just discussed,
11 so from an organi zati onal perspective, froman NAWC
12 perspective, what is it that we can do at a
13 national level to help state conm ssions and the
14 I ndustry as a whole try get ahead of these issues?
15 MS. BALLOU: Thanks, Lil a.

16 Next sli de.

17 And this is sonmething that --

18 M5. JABER  Next slide, M Kke.

19 M5. BALLOU. Yeah, next slide, please.

20 So at NAWC, we are fully aware of all of these
21 chal l enges. W have all heard these chall enges

22 that Lila went over on the last slide that the

23 wat er industry is facing. So what do we do about
24 it?

25 NAWC devel oped has these five priorities that
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1 are kind of our guiding star that help our nenbers,
2 what we focus on to be ready to address the
3 chal | enges that we tal ked about. And the first is
4 wat er equity.
5 Next slide, please.
6 So water equity, that term can vary dependi ng
7 on who uses it and who -- who's tal king about water
8 equity. So NAWC s definition of water equity is
9 t hat everyone shoul d have access to water that is
10 safe, reliable and affordable. And affordability
11 has al ways been a primary focus of NAWC, but a
12 little history about how we cane to the water
13 equity definition.
14 During the pandem c in 2020, there were a | ot
15 nore custonmers who were struggling to pay their
16 utility bills than ever before, and so at NAWC, we
17 decided we really wanted to | ook at the
18 affordability issue and really get an assessnent of
19 what our nenbers were doing on the issue, whether
20 we were doi ng enough, and what we could do to help
21 cust oners.
22 And so we convened an affordability task force
23 that had representatives fromall of our nenbers to
24 di scuss this issue, and we very quickly realized
25 that tal king about affordability was a bit too
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1 narrow, because what custoners really want is
2 af fordabl e water, but they also want water that
3 they can drink, that's safe and that's reliable.
4 You really want all three of these things, safety,
5 reliability and affordability.
6 So for us, water equity is kind of an unbrella
7 that includes all three of those things. So that's
8 our three-legged stool of water equity. And like a
9 stool, we believe that you can't really prioritize
10 one | eg over the another, otherw se the stool wl|
11 wobbl e and won't stand up. You really need to make
12 sure you have all three, and so that is really a
13 focus of ours at NAWC
14 Next sli de.
15 So a second priority of ours, which is one of
16 the legs of water equity, is safety. Never
17 conprom se on safety and reliability. So after we
18 have all w tnessed unfortunate events |i ke Jackson,
19 M ssi ssippi, and Flint, M chigan, we know that safe
20 water is not sonething you can take for granted.
21 It is sonething that a utility has to work towards
22 and has to be vigilant about. Safe water that
23 cones out of your tap is not an accident. It
24 requires a lot of hard work to get there, and NAWC
25 Is very proud of our nenber safety record. You can
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1 see on the slide that we have a great conpliance

2 record. W have greater conpliance wth federa

3 drinking water standards than other utilities. A

4 near perfect record when it conmes to Safe Drinking

5 Water -- Safe Drinking Water Act, so safety is a

6 real priority at NAWC

7 Next slide, please.

8 The next leg of the stool is reliability.

9 Reliability is also getting nore challenging these
10 days with the challenges that Lila tal ked about.

11 W have storns, cybersecurity, a lot of things that
12 could inpact reliability. So what do NAWC nenbers
13 do about this?

14 There are two keys to ensure reliability. The
15 first is advanced utility planning. You really

16 need to plan for these things before they happen,
17 and that includes having long-terminfrastructure
18 repl acenent pl ans, devel opi ng security plans for

19 cyber and physical attacks, hardening your system
20 before the stornms hit, and planning for short- and
21 | ong-term supply issues.

22 And as | said, investing in infrastructure is
23 very key to this. You can't wait until the crisis
24 or the pipe breaks to invest in infrastructure;

25 because the water industry is so capital intensive,
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1 you really need to be engaging and investing in
2 your infrastructure gradually over tinme so that
3 t hese expensive -- these investnents aren't --
4 don't give the custoners rate shock.
5 And so NAWC nenbers are really great at this.
6 As you can see here, our menbers invest $3.9
7 billion annually in their systens. And given that
8 atrillion dollars is needed over the next 25 years
9 for drinking water infrastructure, this is really
10 i nportant that private industry is doing their part
11 so that not all of this falls on the governnent or
12 other -- other parties to nake these investnents.
13 Next slide, please.
14 The next -- the next focus for NAWC i s
15 focusing on the custonmer. So we understand that
16 when we provide water, we are holding the public's
17 trust in our hands, and that is very inportant for
18 people to trust their tap water.
19 A 2019 consuner report survey found that a
20 maj ority of people think that bottled water is
21 safer than tap water, and this is really
22 problematic for many reasons, but particularly for
23 affordability reasons.
24 Ei ght gl asses of tap water per year costs 49
25 cents per year. So if your water bill just
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1 i ncl uded your eight gl asses of tap water, you pay
2 49 cents a year. |f you buy bottled water, you
3 woul d be payi ng $1,400 per year. So that's a very
4 big difference, particularly for |owincone
5 custoners. So we really need to nake sure that
6 custoners trust the water that cones out of their
7 t ap.
8 So water utility is the nost afford -- water
9 service is the nost affordable utility service
10 that's out there, but there will always be
11 custonmers who struggle, so what do we do to help
12 those custoners? This extrenely inportant, and
13 that's where custoner assistance prograns conme in.
14 Rat her than trying to encourage utilities to
15 artificially keep their rates |l ow and not invest in
16 their systens, and that's where safety and
17 reliability tend to suffer, we need to nake sure
18 utilities are charging accurate rates, but that we
19 have safety nets for custoners to help them who
20 can't afford to pay those rates.
21 And this really an all-hands-on-deck
22 proposition. Uilities should have custoner
23 assi stance prograns. States should have prograns
24 to help custoners, and the federal governnent
25 shoul d have a program | amsure y'all have heard
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1 of LIHEAP on the electric and gas side, the federal
2 program Until 2020, water did not have a federa
3 programto hel p assist custoners. That changed
4 with the advent of LIHWAP, but unfortunately, this
5 IS a tenporary program It's a federal |owincone
6 assi stance program but it's set to expire in
7 Sept enber 2023, and NASUCA and NAWC have been
8 working on really trying to encourage public
9 utility comm ssions and everyone who can to speak
10 out and try to encourage that programto becone
11 permanent to hel p custoners.
12 M5. JABER Let ne interject here, just
13 because it is being transcribed.
14 NASUCA is the National Association of Consuner
15 Advocates. NARUC, of course, you are famli ar
16 wi th, Association of Regul atory Conm ssioners, and
17 NAWC. But all three organi zati ons have been very
18 open in soliciting support from state comm ssi ons
19 to wite Congress.
20 So one of the things, M. C cchetti, again, as
21 we take a holistic view of all the things state
22 conm ssions can do, Florida considering submtting
23 a letter in support of LIHMP is -- would be
24 wel coned. Woul d be wel coned.
25 M5. BALLOU. Thanks.
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1 So other ideas to help keep rates -- keep
2 rates low for custoners, focusing on conservation.
3 Qobviously, the I ess water you use, the |less your
4 bill will be, and | everagi ng econom es of scale.
5 Lila already touched on this.
6 If utilities have the option to use
7 consolidated rates and kind of | everage econom es
8 of scale and spread those costs across a | arger
9 cust onmer base, this also can hel p.
10 Next slide, please.
11 So econom es of scale, it can be hard for sone
12 water utilities, particularly if they are very
13 small. You can see on this map, the water system
14 Is very fragnented throughout the country. There
15 are 45,000 public water systens in the United
16 States, and this is conpared to 3,200 electric
17 utilities. So there are thousands upon thousands
18 of small, very small water utilities in this
19 country.
20 Next slide, please.
21 This is problenmatic because nore than 90
22 percent are small utilities, serving |lower than
23 10, 000 people. A lot of these smaller utilities
24 | ack the technical, managerial and financi al
25 capabilities to run their system properly.
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1 As you can see on the slide, 26 percent of

2 systens wth a service popul ati on under 500 have

3 safe drinking water violations. |In 2018, small and

4 very snmall water systens nade up 85 percent of al

5 systens at the EPA | abel ed as serious violators.

6 In addition, small water systens often need a | ot

7 of work, which their small custoner base cannot

8 afford.

9 According to EPA, small systens account for a
10 di sproportionate percentage of capital inprovenent
11 needs. You can see on the slide, for systens |ess
12 than 100 residential custoners, cost per connection
13 for outstanding capital needs can top $19, 000 per
14 custoner. Conpare this to the nedi an annual
15 revenue of systens serving fewer than 500 people is
16 $25, 000.

17 So this just isn't possible, and this is where

18 you get the safety and reliability concerns, when

19 t hese systens don't have the ability to fix the

20 i nfrastructure problens that are facing them

21 Next slide, please.

22 So what's the answer? One tool in the

23 tool box, as Lila nentioned, is to incentivize

24 vol untary consol i dation, and how do we do that?

25 That's when we tal k about the role of public
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1 service comm ssions, and really creating a
2 constructive regul atory environnent to encourage
3 that consolidation as an option.
4 And when you do see water systens
5 consol idating, you see water utilities that have a
6 | ot of benefits. They have better water quality.
7 They have better conpliance rates, inproved
8 operating efficiencies. They can attract and
9 pronote higher quality enpl oyees. They can borrow
10 noney at |ower interest rates, and they can nore
11 often afford to establish custoner assistance
12 prograns. So these are all great things that are
13 benefits of consolidation.
14 So there are really two ways to encourage
15 consolidation. One is regulatory, and one is
16 | egi sl ati ve.
17 Next slide, please.
18 14 states across the country have passed
19 | egislation to incentivize water system
20 acqui sitions, or many states have taken regul atory
21 approaches. Pennsyl vani a has done both. And you
22 can see on the side here, in 1983, Pennsylvani a had
23 333 water systens, and in 2022, they now have 55.
24 So kind of taking this dual approach of |egislative
25 and regul atory nmechani sns, has represented
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1 Pennsyl vani a.

2 And Lila is going to talk a little bit about

3 those -- sone of these requlatory approaches are.

4 M5. JABER  Thank you, April

5 M. Staden, if | can bother you to go back to

6 slide 13, just to put what | amabout to say in

7 cont ext .

8 So in the late '90s, when | was here in |egal,

9 all the way through ny service on the Conm ssion,
10 end of 2004, | think, early 2005, this is what we
11 had in Florida. Thankfully not this drastic in

12 terns of annual health violations. So |let ne share
13 with you sone of the things that we did that could
14 be reinstituted, could be revisited, could be

15 nodified if you find themto be a Best Practice.

16 We started one by one reaching out to the

17 Class Cutilities. And ny partner in that effort
18 was Marshall WIlis. | amgoing to give Marshal

19 and the teamin the econom c regul atory depart nent
20 of the PSC at the time conplete credit for this.

21 W put together a O ass C workshop so we could
22 teach the small est of the conpanies how to cone in
23 for a rate case, because what we found out was it
24 wasn't that they were just a failing system They
25 weren't ever going to do anything about it. And
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1 what that created for us at the Comm ssion was
2 future abandonnents, future requests to counties to
3 take over the system right? And for many of those
4 counties, they really weren't willing to take over
5 the system but the statute had a resolution. It
6 was the PSC woul d petition the Court, and the
7 county woul d take over the system statutory.
8 So one by one we reached out to the Cass C
9 utilities, and we taught them how to cone in for a
10 staff-assisted rate case. W did that once a year
11 until things got better. And many of the small est
12 conpanies got on a track to cone in for a
13 staff-assisted rate case.
14 Now, for the four of you, and for all of the
15 staff that knows exactly what | amtal king about,
16 to say that the PSC staff conducts every part of
17 that staff-assisted rate case is not an
18 exaggerati on; because nore often than not, what our
19 staff anal ysts woul d be wel coned with would be a
20 shoebox of receipts.
21 Those are the utilities that we are talking
22 about. The utility that puts his or her punp on a
23 credit card because that's the line of credit that
24 they have. Those small utilities may be just fine
25 today and tonorrow, but they are not going to be
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1 fine 20 years from now, when the daughter or the
2 son inherits that utility and doesn't want anythi ng
3 to do wth it. And this very comm ssion has had to
4 deal with that issue tine and tine again.
5 So now let's go to the benefits of
6 consol idation, M. Staden, which is slide 16.
7 It's not a one-size-fits-all. And there is no
8 perfect solution. But froma state perspective, a
9 strong strategic path toward consolidation is the
10 right step. How you pronote consolidation, how you
11 i ncent consolidation, how you request consolidation
12 Is conpletely wiwthin the discretion of the Public
13 Servi ce Conmm ssi on.
14 Al I think NAWC woul d suggest to you, and the
15 i ndustry, which | amsure will have nore specifics
16 than we do, is give us the clear signal, the
17 regul atory certainty that you wel cone
18 consol i dati on; because here's what we know about
19 the dollars, capital goes to the states that have
20 regul atory certainty. | want you to contrast this
21 with the electric and natural gas industry.
22 Qur electric and natural gas conpanies -- sone
23 are ny clients, I knowthis to be true -- have
24 entered into the Florida market because there is a
25 constructive regul atory environnent.
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1 The water industry creates jobs too. The
2 water industry is willing to invest in our state
3 too. We need the investnent in our state. Florida
4 I's now qui ckly approachi ng being the second | argest
5 state in the country. That neans people are noving
6 into our state. People that need safe, reliable,
7 af fordabl e water service.
8 Now, you have to ask yourself, is it the
9 famly that is putting their receipts in the
10 shoebox that's going to be providing that safe,
11 reliable and affordable service, or can we do
12 better?
13 That nodel, that very small of the small nodel
14 worked in its tinme. It doesn't work when Florida
15 is onits way to being the second | argest state.
16 W are state |eaders. We nmake the difficult
17 decisions. It's difficult to say Florida
18 strategically is noving towards consolidation, but
19 it's a long gane, and so here's what the | ong gane
20 creates: Regulatory certainty. An acquisition
21 policy that people can understand; nore
22 I nportantly, that investors are willing to invest
23 in. It's atool in the tool box. W speak
24 confidently about it because we know ot her states
25 have done it, and they have done it well.
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1 And so again, circling back to the role of

2 NAWC, | hope if the only thing we acconplish today

3 Is send you a strong signal that we are willing to

4 be a resource to you, we hope that you take

5 advant age of that.

6 Next sli de.

7 NARUC over the years has worked with state

8 conmm ssions to devel op Best Practices. Florida, as

9 we tal k about the things that you can do going

10 forward, it's notewrthy to take a step back and

11 recogni ze Florida is a Best Practice state.

12 | am so proud of our state. | am proud of the
13 fact that we were one of the first states, if not
14 the first state, to do the staff-assisted rate

15 case. | amproud of the fact that Florida was one
16 of the first states to enbrace a future test year
17 and known and neasurabl e chall enges. | am proud of
18 the fact that we have the | everage fornula that

19 provi des certainty with regard to cost of capital
20 and what RCEs could be in the water industry. | am
21 so proud of the fact that the electric and natural
22 gas conpani es have actually nodeled a |lot of their
23 ratemaki ng on the water industry, right? But it's
24 not a tine to stand on our laurels. There is nore
25 to be done. And as our state is growi ng, we have
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1 to grow, and we have to nove forward.
2 Medi ati on and settl enment, never a w ong
3 answer. Never a wong answer. Streamining the
4 rate case process is never a wong answer. \Wat
5 can be done through paper? What absolutely has to
6 come to the Comm ssion versus what can be approved
7 adm ni stratively?
8 Florida is one of the first states to do what
9 has conme to be known today as single tariff
10 pricing. For those of us that |ived through the
11 Southern States rate cases, it's uniformrates.
12 Florida did that. W did that, and the Suprene
13 Court said we coul d.
14 This is a Best Practice state. There is nore
15 to do, and | think this conmm ssion can do it.
16 Thank you for your tine. Thanks for allow ng
17 me and April to be part of this today.
18 MR, CI CCHETTI: Thank you, Ms. Jaber and Ms.
19 Bal | ou. Excellent presentation, and you have done
20 a great job of outlining what the situation is and
21 what we are dealing wth.
22 Next up, we will have M. Marty Friedman on
23 behal f of U S. Water and al so Sunshi ne Water
24 Servi ces.
25 Marty.
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1 MR. FRIEDVAN. Yes. Marty Friedman on behal f
2 of Florida Comunity Water Systens, and the ot her
3 systens that are nmanaged by U S. Water, and al so
4 behal f of Sunshine Water Services, both have --
5 al so have representatives that will make -- will be
6 maki ng comments.
7 My initial comment would only be kind of
8 tracking what Lila said. In the 40 plus years |
9 have been doing this type of work, the water and
10 wast ewat er regul atory industry and conpani es have
11 changed fromoriginally being devel oper created and
12 oper ated and nmai ntai ned, because the devel oper
13 couldn't get water and sewer service from anybody
14 el se and had to do it thenselves, to a nore
15 sophi sticated, where a lot of the utilities left,
16 like nmy two clients here, that are properly
17 managed, operated and financed. And | don't think
18 necessarily that the regulatory schene has kept up
19 with what is actually transpired in the industry
20 itself, and we wel cone the chance to expand upon
21 the issues that y'all are here to discuss and reach
22 sone solutions on it, because it is tine to nmake
23 sone change in these regul ations to encourage
24 consol i dation, to encourage noney for
25 infrastructure, particularly in maybe sone of the
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1 smal | er systens.

2 Thank you.

3 MR, ClI CCHETTI: Thank you, M. Friednan.

4 Next Ms. Susan Clark. Sorry, M. Susan C ark.

5 M5. CLARK: | heard you. Thank you, Mark.

6 As you indicated, | am Susan Clark with the

7 Radey Law Firm here on behalf of Central States

8 WAt er Syst ens.

9 | would like to turn if over to the President
10 of Central States to allow himto nake a few

11 remarks. W did bring some copies of his renarks,
12 probably not enough, but I will pass them out and
13 turn the mc over to M. Cox.

14 MR COX: Hello. W nane is Josiah Cox. | am
15 the President and Founder of Central State \Water
16 Resources. | amreally pleased to be here today.
17 | appreciate you all organizing this workshop. |
18 think this is really inportant for the state of

19 Fl ori da.

20 So alittle bit about our conmpany. So Central
21 State Water Resources, we in 11 states, and we

22 really -- our mssionis to bring safe, reliable
23 and environnental sustainable water resources to
24 every community in the U S. The every conmunity
25 piece is really key, and | think it's pertinent to
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what we are tal king about today because as you
heard fromthe National Association of Water
Conpani es, there is 45,000 water utilities in the
United States. There is actually 35,000 sewer
utilities in the United State. You conpare that to
Engl and, there are 26.

So the fragnentation is a huge issue, because
we all know the Clean Water Acts is increasingly
nore stringent over tinme as we find new pollutants
that are either human heal th, you know, potenti al
ri sks, or environmental risks. So even though the
plants that were built 20, you know, 15 years ago,
they no | onger neet nodern EPA requirenents.

And what we are seeing now in the industry is
that the infrastructure crisis that we kind of talk
about, you know, in an esoteric sense, it's not
looming. It's already here for small utilities.
You know, the day of the nomand pop utility is
really over, and we are seeing that with the, you
know, kind of failing infrastructure across the
boar d.

You know, it was interesting. W talk about
timng. Wiy are we in such a rush? | think we are
In such a rush because when -- those of us who are

practitioners, who are out in the field |ooking at
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1 t hese systens, you realize how nmuch -- how nuch
2 i nfrastructure investnent has been |l acking. And
3 what that really neans is it's public health risk.
4 It's public health risk. [It's service and reliable
5 risk.
6 And unfortunately small water and sewer, it's
7 such a small part of what everyone does. You know,
8 we j oke, because we do this all over the country,
9 that sonetines water and sewer can be the w cked
10 red- headed stepchild pushed to the corner. You
11 know, we tal k about buying systens that have
12 shoeboxes full of receipts, or bankers boxes. And
13 we just see that over and over again, right?
14 And, you know, what you have in front of you
15 Is sonme pictures that | would just like to | ook --
16 show you these. These are actually systens that we
17 bought in Florida. So if you go to the third page
18 there, Ashley Heights Subdivision. And the reason
19 why | am show ng you, you tal ked about timng. Wy
20 are we in a rush to get through a regul atory
21 proceedi ng, like, why are we doing this? Wll,
22 it's because the investment is critical, and it's
23 needed now. And so | really appreciate you all, as
24 a comm ssion, staff, being forward-thinking and
25 real i zing, hey, these are issues we need to
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1 addr ess.
2 But as you kind of |ook through this --
3 through this slide, I will just talk briefly about
4 these. That Ashley Hei ghts Subdivision, what you
5 are looking at is a well head, and that well head has
6 actually been exposed to the air, and there is --
7 they have tried to duct tape that well head. What
8 that neans is you have the potential for pathogens
9 to get into the drinking water system right? And
10 that's a human health ri sk.
11 You know, these are the type of things where
12 peopl e are even fixing basic screens. They are
13 using tape and baling wire. | nean, the kind of
14 things we joke about is really happening out there.
15 Go to the next page. This is Belleview Ckas.
16 So that's a hydrogen pneumatic tank. So that's a
17 tank that provides pressure for a community there.
18 It's got holes in the tank, which neans that,
19 agai n, you have a potential for pathogens to get
20 into the water system
21 You can see that wellhead that is on the
22 ground, with the cinderblock next toit, there is
23 no actual, you know, raise. [It's not protected.
24 Agai n, another potential for human health ri sk.
25 And you can see, you know, the chlorine is sitting
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1 out unprotected. Actually, when chlorine it
2 exposed sunlight, it actually degrades it. So that
3 means as that chlorine is being entered into that
4 system it has degraded over tine and not as
5 effective. | nean, that's a systemthat's on the
6 verge of failure. W look at that, right? At any
7 point it could literally quit providing basic
8 provi sion of service.
9 You go to the next page. This is a great
10 system So, again, you see a simlar pressure tank
11 there that's been abandoned because it had fail ed,
12 and it had a tenporary, you know, tank brought in.
13 Well, that tenporary tank has been there for a
14 decade. And you can see fromthe anmount of, you
15 know, rust and distress on that, and that's a great
16 exanple of a systemthat they didn't have the noney
17 to fix the tank, right? So now you are running a
18 whol e community off a tenporary system and the
19 tenporary has becone the permanent. And that's
20 what we see over and over agai n.
21 You go to the next one. It's a wastewater
22 treatnment plant in North Peninsula. So this
23 wast ewat er treatnent plant you can see is extrenely
24 degraded. You see that corner picture there? It's
25 kind of hard to see that black tank. Wat you are
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1 seeing there is there is an indentation or groove,
2 because that wastewater treatnent plant overfl owed
3 so much that it has worn away the concrete.
4 So when you think about, you know, partially
5 treated or untreated sewage, you know, getting
6 under the ground, you are actually exposing
7 residents, receiving water body -- your receivVing
8 wat erways to human heal th pat hogens. | nean,
9 that's human waste that's going into that, right?
10 And that's a serious issue.
11 And you can see there is, you know, rusted out
12 weirs. The nmechanical systemin this wastewater
13 treatnent plant is alnost conpletely failed. So
14 you are tal king about a conplete rehabilitation.
15 And unfortunately, what | have experienced
16 oftentines, and | have actually heard in different
17 settings coments like this. WlIl, every water and
18 wast ewat er system gets into conpliance agreenent
19 with DEQ That's nornative. That's not normative.
20 That's how bad it really is.
21 O | have heard other comments, well, it's
22 okay that the net book value on this systemis, you
23 know, 10 percent of replacenent value. W haven't
24 had any conplaints. No, that's the systemof a
25 systemthat's about ready to fail.
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O, hey, we know this system you know, there
IS so nuch contributive, you know, capital to this
systemthat it wll be fine. WIlI, no, the books
and records don't show that. There is no net book
val ue.

So | think when you see pictures |ike that,
and hear conmments in different regul atory
proceedi ngs, you know, | think it's really
i ndi cative of the crisis that's kind of facing
small communities. And so | appreciate, you know,
havi ng a constructive forumto be able to talk
about this, and I really hope we get to sone
constructive solutions. So thank you so nmuch for
letting ne narrate this stuff and talKk.

MR, ClI CCHETTI: Thank you, M. Cox.

Next up we will have the Ofice of Public
Counsel, M. Charl es Rehw nkel .

MR, REHW NKEL: Thank you, Mark, and it's good
to see everybody here.

My nane is Charles Rehwinkel. | amhere with
Alli Wessling.

MR CICCHETTlI: M. Rehwi nkel, | amsorry.
think | skipped M. Brisé.

MR REHWNKEL: OCh, I'm-- | --

MR CICCHETTI: I|I'msorry.
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1 MR, REHW NKEL: -- don't want to go ahead of
2 Commi ssi oner Bri sé.
3 MR. BRI SE: Thank you, M. Cicchetti. Thank
4 you for the opportunity to be here this norning.
5 My job here this norning is to introduce
6 M chael Cartin Director of Corporate Devel opnent
7 wi th Sout hwest Water Conpany. But before | turn it
8 over to him | just want to make a comment or two
9 just to remnd us that Florida is growi ng at about
10 800 to 1,000 persons a day. And our policies and
11 our regulatory policy and practices need -- really
12 need to reflect that growmh, and be able to adapt
13 to that type of growth.
14 So as we consider what we are doing froma
15 policy and practices perspective, flexibility is
16 extrenely inportant in what we are thinking of in
17 order for us to remain a very stable and
18 constructive regul atory environnent.
19 So with that, I will turn it over to Mchael.
20 MR, CARTIN. Thank you, Ron. And thank you
21 again, Lila and April, for your continued support.
22 Sout hwest Water Conpany is a nationw de
23 utility. W are in seven states, and we recently
24 entered Florida. R ght now we are still relatively
25 small in Florida, but we are growi ng, as you are
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1 aware. And | just want to say thank you for the

2 opportunity to be here and provide comments on

3 these extrenely inportant matters.

4 W are very excited to be in Florida. W

5 think it's a very constructive regul atory

6 environment. We are just very happy to be an

7 enpl oyer and doi ng business here in Florida.

8 When | ook at all of these issues, if | had

9 to pick one, or two, or three that I think are the
10 nost inportant, we | ook at system consolidation as
11 being extrenely inportant. W -- one thing | don't
12 t hi nk we have nentioned, that | have experienced in
13 nmy career as a negative inpact to custoners due to
14 the lack of system consolidation in other states,
15 IS rate case expense is sonething, when you | ook at
16 electric utilities, it typically costs a water

17 utility a very simlar anmount of noney to file a

18 rate case and go through the entire proceedi ng, and
19 we do not have the ability to spread those costs

20 over a nuch larger custoner base. So it has a nuch
21 nore substantial inpact on our custoners, and in a
22 time of age infrastructure and cost increase, we

23 really want to be putting -- putting our investnent
24 into the ground and providi ng exceptional service.
25 So system consolidation is sonething that's
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1 extrenely inportant to us. Regulatory
2 efficiencies, reducing regulatory lag, and really
3 just want to reiterate that we are an active nenber
4 of NAWC, and we are supportive of all their
5 comments and positions nmade earlier today.
6 And again, thank you for the opportunity to be
7 here to provide comments and be part of this
8 wor kshop.
9 MR, CI CCHETTI: Thank you. Thank you for
10 bei ng here today, and thank you for Sout hwest Water
11 being in Florida.
12 M. Rendell with U S. Water, you have --
13 MR. RENDELL: Thank you, this is Tory Rendell,
14 Vi ce-President of investor-owned utilities with
15 U S Witer. | do want to nmake a clarification,
16 U S. Water doesn't own any of the IQUs. They are
17 not a parent conpany, but we contracts with the
18 | QUs which | have the oversight wth.
19 | bring over 35 years of experience, nostly in
20 the water and wastewater industry, and with over 20
21 years as a staff nenber of the Public Service
22 Commission. | was in the trenching wwth Lila and
23 Marshal |, Bart in many of the early stages in the
24 "80s and '90s in the water and wastewater industry,
25 and we worked very hard to try to push forward
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1 policies to nove the water and wastewater industry
2 forward
3 | amexcited to have an opportunity to address
4 t he Conm ssion on these energing policies. | was
5 personally involved with many of the rul e-nmaki ng
6 and policies that were enacted at the tinme. These
7 were in the '80s and '90s. And as was previously
8 stated by both Marty and Lila, there is -- there
9 wer e hundreds and hundreds of small water and
10 wastewater utilities.
11 | worked originally in certification. That
12 was, you know, gave certificates, grandfathers,
13 original transfers. And then | worked under
14 Marshall in the rate cases in both small and | arge.
15 We actually did the workshops together, went and
16 presented to the -- to the Cass Cs, but these --
17 these rules were enacted, again, a very long tine
18 ago. The rules were enacted for the circunstances
19 at the tinme, which was devel oper-owned, very, you
20 know, sone of themcone into Florida building | arge
21 utilities hoping to build, but the growh didn't
22 happen. The recession hit. Many of the devel opers
23 left the state of Florida. Sone of themare com ng
24 back.
25 Today, there is very little, if any,
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1 devel opers buil di ng water and wast ewat er conpani es.
2 W work with these devel opers. | know
3 boot s-on-t he-ground of what they are doing and how
4 they are doing it. W recently did a greenfield
5 proj ect over in the Tova area wth one.
6 But the rules were addressed for specific
7 ci rcunstances. The denographi cs and econom es in
8 Fl ori da have changed trenendously. Unfortunately,
9 the rules did not. The rules at PSCin Florida are
10 very restrictive. They need to change to encourage
11 nore consol i dati on.
12 | testified before the Conm ssion as a staff
13 menber as well as a witness on behalf of Aqua on
14 uniformrates. | was very passionate about it. |
15 think Lila and Joann Chase is the one that got ne
16 to do it as a young analysis, and | really enjoyed
17 it, so | have testified on uniformrates and
18 consol i dati on.
19 Many of those small utilities, as Lila
20 i ndi cated, they were famly owned. They are snall
21 nobi | e home parks | ocated all over the state of
22 Florida. They've aged as long as many of us in
23 this room but what happened is a |lot of themwere
24 famly owned and they were, |ike, inherited by --
25 by their sons and daughters.
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1 That's not happening in 20 years. |It's
2 happening now. | spoke to probably six or seven in
3 the last couple of years that that's happened, and
4 they do not want to be in the business. They don't
5 have the noney. There is -- their plants are old,
6 needs to be replaced or invested, and they don't
7 have the noney. They don't want to own it.
8 When | started at U S. Water in 2014, we had
9 approxi mately six utilities, four of themwere |eft
10 over when Aqua left the state of Florida for
11 political reasons. And over the past nine years,
12 we purchased -- we are up to 26 utilities. W
13 actual |y purchased one from Sout hwest -- Sout hwest
14 Water in Okl ahoma, so we work very closely with
15 Sout hwest Water as well.
16 Many of the ones that we would -- but we only
17 bought themif it nade sense. Sone of themdidn't
18 make sense for us, and they were subsequently
19 purchased by either Central States or M ke
20 Smal | ri dge.
21 So we are all -- we are all in this together
22 trying to find the best policies to nove this
23 i ndustry forward. | have numerous comments on the
24 different subject matters which | will reserve ny
25 time for, but | appreciate the tine to address
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1 this.
2 MR, ClI CCHETTI: Thank you, M. Rendell
3 And | believe M. Deason with Sunshi ne Water
4 Services would like to make a few comments.
5 MR, DEASON. Thank you, M. Cicchetti. Jared
6 Deason with Sunshine Water Services. Thank you for
7 this opportunity that we have today.
8 | just wanted to bring up a couple of points
9 and first, I will just kind of continue on with
10 what M. Brisé was saying a little earlier about
11 the fact that Florida is a growing state. Ckay,
12 every day, |lots of people are noving here. | can
13 envi sion one day that Florida could be the Iargest
14 state as far as popul ation given our growh rate,
15 and the fact that baby booners are retiring and
16 novi ng down here this droves.
17 So there is a dire need for investnent in the
18 state, not just for our old infrastructure, but
19 also for the new infrastructure. So that requires
20 a massi ve anount of capital investnent.
21 So as an investor-owned utility, we have to go
22 out to, | guess you could say Wall Street, and we
23 have to go borrow noney, solicit funds for
24 investnment. And there is conpetition for that
25 noney all across the country, and we are conpeting
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1 with other states. And | know Florida is a Best
2 Practice state. W have sone great Best Practices
3 that Ms. Jaber identified, and | amvery famliar
4 nyself as a fornmer staff nenber. But the fact is,
5 is we are lacking in sone areas.
6 There are other states that have better Best
7 Practices in sonme sense than we do, such as fair
8 mar ket | egislation, or cost recovery nechani sns
9 outside of a rate case, |ike DI SC prograns that
10 t hey have in, say, Pennsylvania, okay. So when we
11 are | ooking at going to get funds, oftentines noney
12 goes to other places than here in Florida. Even
13 with ny own conpany, | can see that, okay.
14 My conpany, ny parent conpany, Corix, doesn't
15 operate just in Florida. It has conpanies all
16 across the country, you know. And there is certain
17 times where we are | ooking at doing capital
18 I nvest nents, but yet we have a sister conpany in,
19 say, Texas, or Illinois, or North Carolina, that
20 may have better Best Practices, and their projects
21 take priorities over Florida.
22 Now, we have invested a | ot of noney over the
23 | ast 20 years. W've probably invested over $100
24 mllion, and we continue to invest, but we still
25 have to conpete for noney. W still have to
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1 conpete with Wall Street. W have to conpete with
2 ot her conpanies in other states. W even have to
3 conpete with our own conpanies within our -- our
4 own si ster conpanies.
5 So just -- just keep that in m nd when
6 t hi nki ng about these patches, especially the timng
7 of it. | know that we've heard comments earlier
8 saying that this probably should be del ayed, or put
9 the brakes on, but the need is there, and keep that
10 in mnd.
11 Also, | want to talk a little bit about rate
12 consolidation. As was pointed out earlier, we do
13 have consolidated rates. | think it was a great
14 thing. It was not a very fun experience. | know
15 that there was a ot of work that went into that.
16 Essentially, we had to do mninumfiling
17 requi rements for all 20 of our systens, and do
18 basically 20 rate cases in one to cone out with
19 consol idated rates. But in the end, it worked out.
20 And the next tine we had a rate case, everything
21 went a | ot snoother and a lot nore efficiently. It
22 was a | ot better experience overall.
23 Additionally, looking at the rate inpacts, in
24 -- because our -- our rates are consolidated, we
25 had sone systens that did go up. | amsure the
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting (850)894-0828 Reported by: Debbie Krick



53

1 Commi ssion is famliar with Sanl ando and their rock
2 bottomrates that went up to the consolidated
3 rates. However, we had a | ot of systens that had
4 much, nuch hi gher rates than our consoli dated
5 rates, and their rates cane down. So we had sone
6 say -- sone custoners that had rock bottomrates
7 that were nore than affordable, and we had sone
8 that were very expensive and not affordable at all.
9 But now we have consolidated rates that, in ny
10 opi nion, are very affordable.
11 And | know M. Friednan sent nme a report
12 several nonths ago fromRalph Tillis Consultants,
13 and they did a rate study of all the nunici pal
14 systens across the state of Florida. And in there,
15 they had one particular page in the report, which
16 said this is the average bill for a Florida
17 resident. | think they used 8,000 gallons was the
18 exanpl e.
19 So they | ooked at the average bill, and | just
20 t ook our consolidated rates and plugged in 8,000
21 gal l ons and figured out how does our rates conpare?
22 And actually, our were just a little bit higher on
23 the wastewater side, but actually a little bit
24 | ower on the water side, which tells ne that, you
25 know, our rates for sone may be a little bit
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hi gher, but they are also affordable, and that's
t he good thing about rate consolidation.

So | just wanted to make shows qui ck comments,
and | ook forward to providing nore throughout this
heari ng. Thank you.

MR. ClI CCHETTI: Thank you, M. Deason.

| believe we have M. Snallridge.

MR, SMALLRI DGE: Thank you. |Is this on? Now
it is. GCkay, thank you.

M chael Smallridge. M conpany is Florida
Utility Services.

| just would Ii ke everybody to keep in m nd
two things as we go through this process and
consune a lot of information here today.

Nunber one, personally comng fromnme fromny
preponderance, is | would |ike everybody to keep in
m nd that the anmount of noney that | can borrow
whether it's State Revol ving Fund | oan noney or
private banking financing to get these projects
done, replace infrastructure, what have you, there
is a financing period for that. And sonetines we
are not always able to recoup the noney that --
fromthe custoners that we have to spend up front
in a reasonabl e anount of tinme, you know, to get

t hat noney back. And for conpanies |ike mne that
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1 are small, really small utilities, that's -- it's
2 hard to -- it's hard to get that done.
3 And that may be part of the reason why sone of
4 these projects don't get done. You know, if | have
5 to replace a fire hydrant for 4,000 or 5,000 bucks
6 and | get to recoup it over 30 years, or 50 years,
7 or whatever it is, it makes it hard. And so |
8 would like to -- for everybody to keep in mnd the
9 recovery tine and the financing abilities of snall
10 utilities to be able to get nopney.
11 The second thing is that | have been the
12 court-ordered receiver of eight different utilities
13 in ny career, and | would like for us to keep
14 t hose, even though they don't happen a | ot, keep
15 utilities that have to go into receivership in mnd
16 when you are doing all this, because | think there
17 is alot of avenues. It's been ny experience that
18 sonme rul e changes could really help those
19 situations to bring these utilities out of the hole
20 and back in -- back into good service.
21 That's it. Thank you.
22 MR ClI CCHETTI: Thank you, M. Smallridge.
23 M. Rehw nkel, | believe the floor is yours.
24 MR, REHW NKEL: Thank you. Thank you, Mark.
25 And just | just want to say at the outset that
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1 we believe that this ought to be -- that we have no
2 objection to this process going forward. W
3 under stand why the Conm ssioners asked to visit
4 this issue, because there are hard cases out there,
5 but we -- we urge the Conmm ssion and everyone here
6 to ook at this as the beginning of a dial ogue.
7 There has been comment about 20 -- | nean,
8 1980s and '90s. But in 2010, the acquisition
9 adj ustnents rule went through a very arduous ki nd
10 of process. It was contentious, but | think things
11 got worked out, and you cane out with a rule. But
12 it took the better part of 2010 to do that, naybe
13 even a little |longer than that.
14 The Public Service Conm ssion regul ates, |
15 t hi nk, about 140 water and wastewater systens. And
16 there are, depending on your definition of a
17 system there is 4,000 to 6,000 water and
18 wast ewat er systens in the state of Florida if you
19 separate themout. So | think you need to be
20 m ndf ul of the solution that you m ght be able to
21 fashion for certain cases is not necessarily going
22 to be a conprehensive solution for people in the
23 state of Florida.
24 The Florida Public Service Conm ssion's
25 oversi ght over water and wastewater service in
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1 Florida is relatively limted once you take out the
2 non-j urisdictional counties, adding nunicipal and
3 cooperative systens. You have a relatively snall
4 pi ece of the pie.
5 W what we've heard about here today are
6 certainly solutions, I think fromM. Cox we've
7 heard about, and | know that M ke Snal |l ridge has
8 dealt with some -- sone really tough issues and
9 tough cases, and even Jared's conpani es have. But
10 anecdot al issues that we hear about, they should
11 not drive policy. They shouldn't drive public
12 policy for the state of Florida, and they shouldn't
13 drive the policy of the Comm ssion. They may
14 informthe Comm ssion's policy, and they nmay shape
15 it. But what we think is inportant is that you
16 | ook at the big picture. You |ook at the spectrum
17 of utilities that are out there and you assess
18 t hem
19 So we've -- we've heard a little bit about
20 affordability. And affordability is a concern, but
21 this is an original cost state, and original cost
22 means that the Conmm ssion sets rate base based on
23 the original cost of the assets at the tine they
24 were devoted to utility service. That's the
25 pol estar of what custoners rates are based on.
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1 Acqui sition adjustnents are allowed in the

2 state of Florida, but they are -- they are a very

3 sparingly used tool, and rightfully so, because the

4 custoners are what's inportant. Acquisition

5 adjustnents are a solution that addresses a rea

6 problem And the real problemis that w thout the

7 acqui sition adjustnent, custoners are worse off.

8 So you have an extraordi nary circunstances

9 standard that is in your policy and in your

10 precedent that requires, at the tinme of the

11 transaction, that the utility denponstrate that the
12 cost of the acquisition adjustnent is offset by the
13 benefits that the custonmers woul d receive.

14 So we hear a | ot about acquisition adjustnent
15 being a tool. Yes, it is atool. But we believe
16 that the acquisition adjustnent rule that you have
17 today is one that fairly bal ances the custoners'

18 interest with the utility's interest. Maybe it

19 coul d be tweaked, and maybe it could be fine --

20 fine-tuned within the real mof what you can change.
21 But we believe that should be determ ned based on a
22 full understanding of what the factors are on the
23 ground, not the worst case that soneone can -- can
24 find and show, you know, how horrible it was. W
25 think if you are going to have an acqui sition
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1 adj ustnent policy change that it ought to be
2 targeted to the conpanies that need it the nost.
3 We recently have been through sone
4 ci rcunst ances where the systens that were acquired,
5 and where an acqui sition adjustnent was requested
6 and deni ed, were ones that weren't in significant
7 trouble. Sone were relatively well run. And those
8 are not the systens that the policy changes shoul d
9 be targeted to.
10 W woul d urge you to be very m ndful of that,
11 because at the end of the day, custoners are
12 captive in their hones and their nei ghborhoods to
13 the water prices that they pay. And if an
14 acqui sition adjustnent doubl es sonebody's rates
15 wi t hout any offsetting benefits, then those people
16 have serious problens about selling their houses
17 or, you know, doing all the things that need to be
18 done with respect to their own property.
19 Peopl e comng into the state aren't -- aren't
20 going to be willing to pay exorbitant rates to buy
21 a house in a nei ghborhood that has an escal ating
22 water rate. So affordability is inportant, but
23 cost is inportant. And the fact that custoners
24 have paid, contributed to these assets over tine,
25 t hrough depreciation or through Cl AC, that cannot
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1 be blighfully gl ossed over by sone notion of
2 affordability or an acquisition adjustnent. These
3 are things that nmatter to people, and they need to
4 be considered and taken into -- into consideration.
5 We believe that there are -- nothing on the
6 list do we see needs a fundanental overhaul. W
7 are willing -- once proposals are put out there
8 about how t hings should change, we are willing to
9 comment on those. But the Public Counsel is not
10 here today to say, we think that there is a crisis
11 that needs to be addressed. That crisis should be
12 shown to you through concrete, hard evidence,
13 enpiri cal evidence.
14 This agency is an agency that does its
15 regul atory duty based on enpirical evidence.
16 Accounting evidence. Econonic evidence. Not
17 anecdot al evidence. So while antidotes may be
18 i nportant, they should not drive your policy. |
19 can't enphasize that enough fromthe custoners
20 st andpoi nt .
21 Wth -- and our comments that we canme here to
22 -- to address are nost obviously based on the
23 acquisition adjustnent policy, and -- and that goes
24 to the ignoring or the setting aside of the
25 negative acquisition adjustnent. That's based on
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Debbie Krick



61

1 extraordi nary circunstances as well. So we think
2 your extraordinary circunstances policy is
3 sonet hi ng that keeps the custoner in mnd, and the
4 custoner should be the one that is at the head of
5 the list of considerations.
6 You have a | ot of people here today who m ght
7 represent investnent interests, and they want to
8 earn a fair rate of return on greater investnent in
9 the state of Florida. That's fine. But that
10 consi deration should not trunp the custoners
11 cost-based rates that they are entitled to under
12 the law of Florida to -- to have you base their
13 rates on.
14 The -- the -- Mark, | can address the other
15 areas wWith respect to the rate of return or the
16 surcharge. At this point in tinme, we would rather
17 see a proposal there than just should there be
18 sonet hi ng done.
19 Qobvi ously, the custoners feel like the rate of
20 return in a rate case setting is where the deci sion
21 shoul d be made. You have a | everage graph. And as
22 we've seen in recent cases, a utility is allowed to
23 put on their own evidence about whether their ROE
24 iIs sufficient, and you have nmade determ nati ons
25 about that, | think in the recent -- it was in the
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1 recent Uilities Inc. case, which | guess is now --

2 that's Sunshine, right?

3 MR Cl CCHETTI:  Yes.

4 MR, REHW NKEL: Ckay. | was going to ask that

5 Doug be disqualified for a conflict of interest,

6 but --

7 The -- you nmade a determ nation based on

8 evi dence outside of the | everage graph that just so

9 happened to cone back to the | everage graph point.
10 But that's the opportunity where a conmpany can make
11 its point about whether the return is adequate

12 enough. And as you know, we are on record in the
13 SW M surcharge that was proposed in this case. W
14 fought that tooth and nail, and we don't agree with
15 it. So you can just count us, just read our brief
16 in the SWMcase, and that's where we w |l be.

17 We are happy to | ook at proposals and enter

18 into a dialogue. | think it's the right of parties
19 to bring those before you. And if they think that
20 there is a better nousetrap, we are willing to talk
21 about that. And | have talked to M. Deason about
22 that, that we are willing to revisit this issue

23 despite our strident opposition to it. But again,
24 | believe that we shoul d see concrete proposals.

25 And the last thing | want to address, which is
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1 the first thing | tal ked about today, is, please,
2 yes, there are sone urgencies out there. Those can
3 be addressed on an individual basis, but the state
4 of Florida's policy, and the Comm ssion's policy on
5 acqui sitions and consolidation, that should be
6 based on thoughtful and infornmed and evi dence- based
7 consi der ati on.
8 Thank you.
9 MR, CI CCHETTI: Thank you, M. Rehw nkel. And
10 | think your conments are a good segue to get us
11 into the discussion of the issues portion of the
12 wor kshop.
13 M chael, if you could give us our first slide.
14 M chael, is there a way | could get that to show up
15 on ny screen? kay. Thank you.
16 Al right. So the first question we have
17 before us is should criteria other than
18 extraordi nary circunstances be considered for
19 al l owi ng positive acquisition adjustnments? |If so,
20 what criteria should be considered?
21 Do we have soneone that would |ike to comment
22 on that?
23 MR. FRIEDVAN: | would just nake a brief
24 comment about the acquisition adjustnent.
25 MR, SUNSHI NE: If you would just state your
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full nane.

MR FRIEDVAN. | amsorry, Marty Friedman.

MR, SUNSHI NE: Thank you.

MR, FRI EDVAN. When they -- when we got into
this rule-making for the current acquisition
adjustnent rule, the big -- big report was done by
the staff, and at that tinme, when that was took --
took into account utilities acquired before the
year 2000. There were, like, four positive
acqui sition adjustnents, and four negatives. The
| ast one was in 1995.

To ny know edge, the Comm ssion has not
approved a positive acquisition adjustnent -- and
pl ease correct me if | amwong -- since this new
rule went into effect. And | find it very hard to
believe that, looking at the utilities that are
bei ng acquired by various conpanies, that there is
no benefit to the custonmer to doing that. | nean,
| can't imagine all the acquisitions that are done
of utilities that have operational or financial
probl ens, that the Conm ssion has not granted a
positive acquisition adjustnment. CObviously the
rul e doesn't work.

MR, CICCHETTI: M. Friedman, if | could sort

of put it inlittle different words. Are you
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1 saying that if a situation could be shown where
2 it'"s in everyone's best interest to allow a
3 positive acquisition adjustnent wthout a
4 extraordi nary circunstances, for exanple, a |large
5 utility saying, |I'mpurchasing this utility even
6 though it's not a troubled system it increased ny
7 econom es of sale scale and | could | ower their
8 bill, then that ought to be allowed even if there
9 IS not positive acquisition adjustnent -- even if
10 there is a positive acquisition adjustnent?
11 MR FRIEDMAN. | think it ought to be a | arger
12 approach than just are the rates going to be up?
13 And | know in gas cases, y'all have | ooked at, you
14 know -- | forget which case, case seven -- you
15 know, increased quality of service.
16 | nmean, typically when you go froma nom and
17 pop to one of the systens that the people here
18 represent, it's going to get -- you are going to
19 get a better quality of service because you get
20 nor e professional nanagenent, | ower operating
21 costs. Now, that's sonething that doesn't take
22 pl ace i medi ately, but through consolidation, as
23 Jared pointed out the experience with Sunshine
24 Water, you are going to get |ower operating costs
25 but through economes of scale. It's going to be
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1 hard to prove that at the tine of the transfer.
2 The next thing you considered in this case was
3 I ncreased stability to attract capital. As
4 everybody has tal ked about, small utilities have
5 got a hard tine attracting capital. And as M ke
6 Smal | ri dge pointed out, you know, the conpanies
7 that go to the bank and borrow noney, they have to
8 spend $20, 000 on a new tank and they borrow the
9 noney to rehab a new tank, and the bank says, okay,
10 we will lend you the noney, but you only have --
11 you got to pay it back in three years, which is a
12 -- three to five years is a typical business | oan.
13 You are the no going to get a 20-year, but how | ong
14 Is that tank anortized over? A lot |onger than he
15 has got to pay back the noney.
16 So there is a cash flow issues that these
17 smaller utilities have to deal with, and the -- the
18 rule on reserve fund, when we get to that, we can
19 tal k about how that doesn't work.
20 So, you know, you are going to get the better
21 ability to attract capital when you have | arger
22 conpany. And the cost of capital is going to be
23 usual ly | ower for another conpany. So those are
24 the things that you | ooked at in these gas cases,
25 and find that there is a basis for A positive
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1 acqui sition adjustnent.
2 And | think that -- in the water and sewer
3 industry, | think that the Comm ssion has just been
4 too nyopic in |looking at the bene -- in |ooking at
5 the rates to the custoner instead of |ooking at the
6 overall benefit that the body of ratepayers wll
7 have ultimately. You may not see it on day one,
8 but you will see it ultimately, like you have in
9 this system
10 And | know that Troy -- Troy has started to
11 consol i dates sonme of his systens, and | think you
12 wll see the sane thing. You wll see a nore
13 efficiently run conpany, certainly when it gets it
14 rate cases. W used to file, when it was U F,
15 gosh, we -- they had eight or nine conpanies that
16 we always had two rate cases going for them
17 constantly for years, and there is a | ot of expense
18 inthat. And nowit's all brought into one. Once
19 it's consolidated, we only got to file one set of
20 financial MFRs, it's a nore efficient way of doing
21 it.
22 And so | think that the Comm ssion needs to be
23 nore open-m nded when it conmes to extraordinary
24 circunstances. | think that's probably what that
25 means, i s other than inpossible circunstances to be
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1 consi der ed.
2 MR CICCHETTI: So you are suggesting that the
3 acqui sition adjustnent shouldn't just apply when
4 there is extraordinary circunstances?
5 MR. FRIEDMAN:. | think there needs to be sone
6 flexibility, or there needs to be a different
7 definition of extraordinary circunstances. It
8 seens like -- | don't know what -- like | said, |
9 haven't seen a positive acquisition adjustnent in
10 20, 30 years, so | amnot sure that | know what one
11 | ooks like. But certainly, according to the
12 Conmm ssion, they don't -- they don't exist. And
13 that's inpossible for ne to believe that in 30
14 years of utility sales, there hasn't been at | east
15 one that -- that -- that needed -- that net the
16 criteria of extraordinary circunstances. | think
17 maybe you need to define extraordinary
18 circunstances a little -- naybe a |ittle broader
19 and | ess stringent.
20 MR, REHW NKEL: Yeah, Mark, | appreciate the
21 thrust of Marty's conments, but | think it's
22 I nportant, and the Conm ssion has had this policy,
23 and | think it's a good one, which is at the tine
24 you cone in and you ask for the adjustnent, show
25 your math. It doesn't -- you know, it -- whether
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1 extraordi nary circunstances can be shaped and
2 peopl e can get sone flexibility and | eeway, | think
3 that's the case you put on at the tine you ask for
4 t he adj ust nent.
5 And | don't -- and | want to make sure we
6 don't conflate consolidation and acquisition
7 adjustnent. Those are two different concepts,
8 because when you -- when a conpany cones in and
9 they consolidate, like UF recently did, they have
10 -- nobody is changing the basis or the book val ue
11 of those systens. Those assets are all the
12 consol idated. There is no acquisition adjustnent
13 in there, and they show the econom es of scal e at
14 that tinme. They show the benefits.
15 What we' ve struggled with recently, and in
16 sonme of these cases in a denial of acquisition
17 adjustnents is at the tine of the transfer, when
18 t he purchase was nade, nobody coul d denonstrate
19 that there were net benefits. And | -- | think
20 that's the key, is if that's the reason you are
21 doing it, then put it on the table and show t hat
22 the benefits exist.
23 We are not opposed to there being sone sort of
24 alteration of the circunstances as |ong as you can
25 denonstrate that there are benefits. This trust ne
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1 that down the road it will show up is not good
2 enough when you have got people living today, and
3 they've paid for these systens through
4 depreciation, or ClAC, and whatever, to say that,
5 well, in 20 years, or 10 years, or whatever, you
6 m ght get these benefits. That's not good enough.
7 And | think that's where the rub is, is it's at the
8 time of the transfer. And that's why it's
9 inportant to show that, at the time of the
10 transfer, here are the facts on the ground.
11 So that's just kind of my -- ny two cents
12 worth on that question you asked.
13 MR CICCHETTI: | would be interested in your
14 thoughts in a situation where it can be shown that
15 an acquisition adjustnent, even if one is all owed,
16 would still be in the best interest of everybody.
17 Now, if the rule has it's got -- there's got to be
18 extraordi nary circunstances, that could prevent
19 that situation frombeing allowed for regulatory
20 pur poses.
21 Do you think there is sone kind of analysis
22 that could be laid out in a rule, sonething very
23 tight? Because we know how fraught this particular
24 I ssue can be for custoners and affordability. You
25 don't want rates going up substantially just
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1 because t he nanme changed.
2 What are your thoughts about havi ng sonet hi ng
3 where you don't need extraordi nary circunstances as
4 long as it can be shown that it's in everyone's
5 best interest if an acquisition adjustnent is
6 al | oned?
7 MR, REHW NKEL: Well, if that show ng is nade
8 at the tinme, | would be nmuch nore confortable with
9 it, rather than trust ne, down the road you are
10 going to see these benefits. | -- because | think
11 we are all here saying -- we ought to all be here
12 saying this: The best interest of the custoner
13 ought to be the guiding principle here.
14 So cutting our nose off to spite our face and
15 denying a transaction that would yield net benefits
16 to the custoners is probably not a good thing, so
17 -- but -- but I would like to have it fairly
18 tightly defined if there is going to be any
19 nodi fi cation.
20 M5. JABER M. G cchetti, and | know April,
21 Ms. Ball ou has a comment.
22 So a couple of things. |It's the PSC that has
23 the ultimate jurisdiction over authority, service
24 and rates, right? And so the answer to your
25 question, and, frankly, to address a concern M.
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1 Rehwi nkel | think appropriately has, the answer to
2 your question is you have the ultimate authority to
3 cl aw back sonething that's not worKking.
4 So the gas cases. W can use an exanpl e,
5 Florida Gty Gas, Florida Public Uilities. There
6 is afive-part test that's been used over and over
7 again, criteria that the conpanies have to
8 denonstrate. But on top of that, the PSC has the
9 ability to review whether the five-part test is
10 still working in a future test year -- | am sorry,
11 in a future rate case. And you have done that.
12 And as a matter of fact, there was one gas conpany
13 that the Comm ssion actually clawed back the
14 acqui sition adjustnent.
15 So you have the ability to inplenent the
16 tools, and you have the ability to hold conpanies
17 account abl e, and you have the ability to protect
18 t he custonmer when those things are not nmet. Wen
19 those tools have not been inplenmented correctly and
20 the prom ses haven't been kept, it's the Comm ssion
21 that has the ultinate responsibility to find and
22 make a determination that it didn't work and it
23 wi |l be corrected.
24 And then the final thing | wll say to you,
25 whet her you change the definition of extraordinary
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1 ci rcunstances or you create this five-part test,
2 this is a fact. |It's not anecdotal. And frankly,
3 all the exanples we've given are not anecdotal. W
4 can give you exactly the Florida conpany that we
5 are referring to that had the cybersecurity threat,
6 or the utility that went to the daughter who was an
7 attorney in Charlotte County that didn't want to
8 have anything to do with running a utility conpany.
9 And as a matter of fact, you all entertained that
10 case right here.

11 Wat is a real problemis if you took the

12 entire water industry, at |least the top seven or

13 ei ght water conpani es, and you conbi ned them

14 These are the publicly traded conpanies, the

15 Sunshi nes of the world, Central States, all of

16 them the top seven or eight conbined are stil

17 smal l er than a Next Energy -- a NextEra Energy and
18 smal | er than an Exel on.

19 That's what we are tal king about here. W

20 tal k about the water and wastewater industries

21 bei ng sone sort of behenpth. They are not. They
22 are not. So let's keep in mnd that we are, not

23 because we are doing it intentionally, we are

24 regulating electric and natural gas differently

25 than we are water. And the question you have to
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1 ask yourself is why? |Is that still appropriate?

2 And how do we create a policy, a consolidation

3 policy?

4 | actually conpletely agree with M.

5 Rehwi nkel . W shoul d not confl ate consolidation

6 wi th acquisition adjustnment. Acquisition

7 adjustnent is a practice that can incent or

8 encour age consolidation, but there are |ots of

9 different practices that you have to consi der.

10 And so the question you have got to pose to
11 yourself and be able to address it holistically is,
12 how do we encourage consolidation of an industry
13 that, just like the natural gas and electric

14 conpani es, can create jobs, can do all of the

15 things that are right by the custoner, and create a
16 sust ai nabl e water systemfor years to cone in

17 Fl ori da?

18 MR. RENDELL: WMark, if | coul d?

19 MR. CICCHETTI: | think Ms. Ballou is next.

20 MS. BALLOU. Thank you.

21 MR, CICCHETTI: W wll get to you.

22 M5. BALLOQU: | just wanted to echo what Marty
23 said, that | think it's inportant when you are

24 | ooki ng at benefits and not solely focus on rates,
25 because there are a | ot of other benefits that
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1 acqui sitions can bring to custonmers. Many -- in
2 many cases wth these small systens, they have been
3 under investing in their systens, and the rates are
4 artificially low So, of course, the rates are
5 going to go up when you nake the needed investnents
6 in the systemto provide the safe and reliable
7 water. But | think we can all agree that nost
8 people would pay a little bit nore for their water
9 service if they knowit's safe and reliable, so we
10 can't just focus on solely on rates when | ooking at
11 benefits.
12 And the second point | wanted to nake is that
13 we can't wait until systens are troubled to
14 encourage acquisitions. If we wait until these
15 systens are beyond repair, until they are a ness,
16 it's hard to get water systens to acquire them
17 You don't want to wait until custonmers are
18 suffering. And so you can't only say that
19 acqui sition adjustnents, for exanple, or other
20 tools in the tool chest to encourage acquisitions
21 shoul d be used on troubl ed systens, because you
22 want all of these water systens to be consoli dated,
23 because if they aren't troubled today, there is a
24 chance they will be troubled next week, or two
25 years fromnow, or five years fromnow. And who
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1 wants to wait until that happens until you

2 encour age acqui sition, because this is a |long

3 process, acquiring all these small utilities. So

4 we shoul dn't just be focused on troubl ed systens

S ei t her.

6 MR. ClI CCHETTI: Thank you.

7 Tr oy.

8 MR. RENDELL: Thanks, Mark.

9 You know, | have a |lot of comments on

10 acqui sition adjustnments, and | actually have sone
11 i deas instead of just comrents. But | worked on
12 the original rule with Marshall, and with Steve

13 over at OPC, and it was -- it was to incentivize
14 acquisitions by |arger, well-mnaged, nore

15 efficient utilities. That also includes

16 consolidation, so they can go hand in hand. [If you
17 have a utility that you buy and bring it under

18 consolidated rates, and the rates actually go down,
19 that's a benefit.

20 So I think everyone in this room agrees there
21 shoul d be sonme benefit to the custoners. That's
22 one thing that ny boss would want to I make that

23 point. There has to be sone type of benefit. |

24 nmean, we have passed on sone acqui sitions.

25 Lila kind of stole ny thunder. Wen | was a
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young anal yst, starting in the Division of Natural
Gas, the acquisition adjustnent was one of ny first
issues in, | think it was Central Florida. |
recommended approval. The Conm ssion approved it.
It was subsequently rolled back.

So that's an idea. It can be a -- acquisition
adj ustment could be conditionally approved for a
period of time so that nost of the savings -- and
there is different things. There is operational
savings. There is capital savings, financing
savings. There is better managerial efficiencies
you can bring in, operations efficiencies,
econom es of scales, that's going to happen
after-the-fact. So you could have it conditioned
upon there should be a showi ng, or can be cl awed
back.

The other idea is it doesn't have to be all or
not hing. You could support a portion of an
acqui sition adjustnment. |If your operational costs
equals or is less than the rate of return on that
acqui sition, you could get a portion of it. It
doesn't have to be you get all or zero. That's
just -- that never was intended that way.

So you could show a | owering of expenses and

better managerial in the future. One of the things
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1 that Marty nentioned, you know, you are | ooking at
2 troubled, were they in trouble? You know, to be
3 frank, we've purchased sone utilities where, when
4 we get in there, we know that they were falsifying
5 records. W know that they were doing stuff just
6 to pass DEP inspections.
7 So how do we cone in here and pro of that,
8 yes, they were actually troubled, but the DEP
9 I nspection said there was not hing wong, when we
10 knew t here was stuff wong, but how do you prove
11 that? There is things that -- those types of
12 things it's hard to bring before the Conm ssion
13 wi t hout, you know, sone type of anecdotal evidence.
14 So there are sone ideas that we can tweak this. |
15 t hi nk that does involve consolidation.
16 Now, negative acquisition adjustnents, ny
17 t houghts on that is we just had two very | arge
18 ones, and the custoners, they benefit, they benefit
19 that trenendously, because it was a |owering of the
20 costs. W bought two utilities when Agua |left the
21 state of Florida and they had very | arge negative
22 acqui sition adjustnments. Those custoners benefited
23 because it | owered depreciation expense, it |owered
24 the rate of return on investnent.
25 But once that seven years was up, it was a
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1 tremendous financial inpact to the utility, | nean,

2 trenendous. | cane in, and we had two dockets --

3 they are both closed so we are not tal king about

4 open dockets -- where that was addressed, and so

5 t he depreci ati on expense increase was recogni zed.

6 So maybe we need to | ook at, maybe there should be

7 an automatic increase so we don't have to

8 subsequent |y cone back.

9 So these are just ideas. | nean, there is

10 nothing solid in witing, but, you know, these are
11 just some thoughts out there.

12 Thank you.

13 MR, CICCHETTI: M. Rehwi nkel, | am curious of
14 your thoughts about a partial positive acquisition
15 adj ustnent that can be shown, you know, a certain
16 amount of benefit to custoners.

17 MR, REHW NKEL: Well, | think we would want to
18 kind of talk about that. | ama little bit

19 concerned about -- | have seen -- | have | ooked at
20 transactions realtime with utilities and the

21 di fferent spheres, electric, gas and water, and |
22 woul d be concerned a little bit about sone kind of
23 reverse engineering that -- that's what -- you

24 know, it's pretty easy to back into sone nunbers.
25 And while that -- there nay be sonme nerit to that,
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1 | would like to kind of give that a little bit nore
2 t hought .
3 The thing | would like to kind of caution
4 against is the experience in gas is just a little
5 bit different, or nmaybe a lot different than in
6 wat er and wastewater. This notion of claw back is
7 okay to a point. But in the gas world, | don't
8 think gas is exactly the type of nonopoly service
9 in the state of Florida that water service is. So
10 goi ng down the road and revisiting sonething five
11 or six years later while people are payi ng nore,
12 that m ght not be very pal atable to sonebody who's
13 sitting on a house whose rates have gone up 100
14 percent and their, you know, they can't sell their
15 house, or they can't even afford to live in it
16 because of the rates. So | would be a little bit
17 cauti ous about making an -- finding an anal og
18 t here.
19 W are willing to |l ook at that and consi der
20 it. | knowit was -- it was one of the
21 Commi ssioners, or a couple of the Conm ssioners at
22 one of the recent dockets wanted to see if there
23 was a mddl e ground you could go to. So | think we
24 would be willing to ook at it.
25 Yeah, | think, Patty is show ng nme that your
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1 existing rule says: Any entity that believes a

2 full or partial positive acquisition adjustnent

3 shoul d be made has the burden to prove the

4 exi stence of an extraordinary circunmstance. So

5 it's possible you al ready have that tool in your

6 t ool box.

7 MR, CI CCHETTI: Ckay.

8 MR. REHW NKEL: Thanks.

9 MR, CICCHETTI: | think that brings us to our
10 second question in how can the --

11 M5. CLARK: Excuse ne, Mark, we thought we

12 were -- you were going to go down the table and it
13 wasn't going to be a back and forth with Public

14 Counsel, so can we --

15 MR CICCHETTI: | amsorry.

16 M5. CLARK: -- do that? Thank you.

17 MR, DEASON:. Ckay. Just getting back to the
18 first question as far as criteria. Cbviously,

19 there is alot of criteria we could sit here and
20 talk all day about. | think, in ny professiona

21 opinion, it really cones down to two big issues.
22 Nunmber one is quality of service. ay, as a
23 | arger investor-owned utility, if | acquire a very
24 smal | nom and pop, the expectation is that | wll
25 provide a better quality service to that custoner.
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1 And | think that that's one area you can devel op
2 quality, or criteria around, is how | can provide
3 -- the customer will be better off because of the
4 better quality of service. Sone of that can be
5 related to just, you know, better nanagenent.
6 I nvested capital to replace aging infrastructure,
7 and so on.
8 | think the other thing is going back to
9 affordability. You know, there are, you know, as
10 menti oned before, there are systens out there
11 theoretically I could go out and acquire and bring
12 down their rates if | use ny consolidated rates.
13 Wll, that's pretty nuch a wwn-win for everybody.
14 | don't think anybody here woul d di sagree that
15 that's a great circunstance.
16 However, | can't guarantee that for everybody.
17 There nmay be systens that rates have to go up if |
18 use ny consolidated rates. But if ny consolidated
19 rates are still affordable, I think it's still a
20 win for the custoner, because they are still
21 getting better quality of service and they are
22 still having rates that are affordable.
23 So | think that's two ideas, or two subjects
24 that we can create criteria around to really spel
25 out when we can use the acquisition adjustnent.
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1 Because as it stands now |i ke, you know, for water
2 and wastewater utilities it just hasn't been used.
3 W really need it to be spelled out
4 specifically when we can or when we can't use it,
5 because just fromny personal experience -- because
6 | have talked to several utilities about, you know,
7 acqui sitions and, you know, circunstances nmay vary.
8 One of the ones | had was there was no dispute
9 around the age of the infrastructure as far as the
10 val ue of the plant, and the distribution pipes, or
11 anything. It really came down to the |land, you

12 know, that | and was based on book val ue 40, 50

13 years ago. Well, land appreciates in value. It

14 doesn't depreciate.

15 And as M. Rehw nkel accurately pointed out

16 that, you know, custoners typically pay back the

17 utility through the depreciation, but not on |and.
18 Land only appreciates. |t never depreciates. And
19 when you have a land value that is a -- an

20 extrenmely small fraction of its market value, well,
21 t hat beconmes a nonstarter for an acquisition.

22 Anot her one is, because it's based on book

23 val ue, you do have certain utilities that have a

24 negative val ue, negative rate base. Wll, that's
25 kind of a nonstarter too. How can you val ue?
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1 There has got to be a way to val ue sonet hing and

2 cone to an agreenent on a purchase price, but if

3 the starting point is negative, that's a hard one

4 to overcone.

5 And those are just two exanples of kind of

6 deal killers that | have experienced personally

7 over the last few years. So just keep those things

8 in mnd in developing criteria. It really needs to

9 be very specific, because right nowit's not

10 specific. And | think if it was specific, we would
11 see nore use of the acquisition adjustnment rule.

12 MR COX: Yes, sir. | echo those coments. |
13 think what we really need is a defined criteria, a
14 rul es-based system | think we all, you know, want
15 to have clear rules on how we are defining what

16 extraordi nary circunstances are.

17 You know, for exanple, from our perspective,
18 we have nultiple DEQ violations. W have nmultiple
19 health violations. Wen you have a | ow or negative
20 net book val ue, those are all very clearly signs of
21 di stress. Those are the type of utilities you want
22 consol i dat ed.

23 If you have a | ack of regulatory filings. You
24 have, you know, a history of not naking regul atory
25 deadl i nes, you know, all of those. If you have no
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1 successi on planning, you know, if you have no

2 ability to raise capital. You know, there are a

3 coupl e of these those. And, you know, you don't

4 have to reinvent the wheel here. There are a

5 nunber of states that have great consolidation

6 policies, it's specifically -- I think of Arizona

7 has a great water consolidation policy.

8 So |l think it's having those criteria, because

9 as the utility that's tried to cone into the state
10 and brought up DEQ viol ati ons, you know, net book
11 val ues that are one percent of replacenent costs,
12 you know, and all of these in concert which clearly
13 denonstrate these utilities need bought, the way

14 the extraordinary rules are witten now, those are
15 not -- you are unable to factor those in in the way
16 It properly should be accounted for, because

17 really, we are | ooking out for the custoners,

18 because these utilities are going to fail, right?
19 Maybe not today, but it is going to happen.

20 And as April said earlier, the cost of

21 replacing additional failure is so nmuch hi gher than
22 the cost of replacing, you know, a systemthat just
23 needs rei nvest nent now.

24 And | will let Susan talk sone nore specifics
25 on that.
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1 M5. CLARK: M. G cchetti, | want to get
2 sonething clear. Do you want us to address one,
3 two, three, four in our comments or, one, and then
4 we will go to two? | amhappy to do it any way.
5 MR, ClI CCHETTI: You can do whi chever way you
6 pl ease.
7 M5. CLARK: Ckay. Well, I think -- | think we
8 are here because the Conm ssion does not believe
9 the acquisition adjustnent rule is working. |
10 think the, as | recall, the call for |ooking at the
11 rule came in when we were conmng in and aski ng that
12 t he Conm ssion defer the consideration fromthe
13 time of transfer to a first rate case, because we
14 felt like it was necessary for the acquiring
15 conpany to have the opportunity to operate the
16 conpany to see what is feasible, what is the nost
17 cost-effective. That's exactly what the Comm ssion
18 has done in the natural gas cases. So we think it
19 makes sense to do it in water and wastewater.
20 And utilities, as soneone said, you need
21 certainty. Extraordinary circunstances does not
22 provide certainty. It's very nebulous. And |
23 think the evidence that it is not working is in 20
24 years, no acqui sition adjustnent has occurred.
25 And if the Comm ssion policy is to encourage
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t he purchase of these small utilities by |arger
viable utilities, acquisition adjustnent is part of
the way you get there. So | think they are
connected. | disagree that they are not connected.

And | think you look at is the acquiring
conpany a vi abl e conpany? And by that, | nean, do
they have the ability to operate both in the
short-termand the | ong-term nmanagerial, technica
and financial expertise, econony of size, the
ability to inplenent efficiencies that sinply
cannot be done on a snmaller scale.

M. Cox has gone over sone of the things that
you would look at. | think you would | ook at is
this a viable utility that wants to acquire, and is
the utility being acquired really nonvi able, either
in the short-termor the long-tern? And there are
criteria, as he outlined, that Arizona has used,
and | | ooked at a couple of states, and there are a
coupl e of states you can | ook at where they say,
here is -- here is sort of the indicia of a
nonvi able utility. And we will be happy to provide
those in our postworkshop coments, but we think
you shoul d | ook at that.

| think, as far as nunber two, there have been

a nunber of people that have tal ked about the
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benefits of an acquisition adjustnent. And | think
the benefit is -- | think we are nyopic, as Marty
said, if we are you just looking at the tine of
transfer and what m ght happen; because | kind of

di sagree with Charl es when he says, you should have
enpirical evidence.

Well, it's hard sort of to say, here is the
enpirical evidence of what's going to occur in the
future. | nmean, that's kind of what your
acqui sition adjustnment policy cones down to, is
wi t hout giving you the opportunity to gather that
evi dence, we are going to nake a judgnent on the
evidence. That's how | see it.

As far as swapping assets, | think -- | am not
sure that is as much of a problemas we think it
m ght be, because if you are using the criteria of
a vi abl e conpany acquiring nonvi abl e conpani es and
then consolidating them you won't have those
swappi ng of assets between two vi abl e conpani es.

As far as should the acquisition adjustnment be
addressed only at the tine of transfer? W' ve
stated over and over again we don't think that's
appropriate. Now, | have heard M. Fletcher say he
Is concerned, or staff had said they are concerned.

What about if we don't give -- or if we give an
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1 acqui sition adjustnent, or we don't give an
2 acquisition adjustnent after the transfer and they
3 decide they don't want to acquire the system and
4 it's back on the market? | don't think that wll
5 happen, but if that's a concern, let the utility
6 opt and say, | want a -- | want that decision now.
7 | want to put on the evidence, and | want to be
8 able to know whet her or not you are going to give
9 an acqui sition adjustnent. But we see the benefit
10 in putting it off to the first rate case, or sone
11 ot her appropriate tine.
12 MR FLETCHER If there is nothing else, the
13 only -- | appreciate the dialogue and | ook forward
14 to the -- oh, I amsorry, I will go after --
15 M5. BALLOU. [I'msorry. Just very quickly.
16 | just wanted to nmention that NAWC has
17 conpil ed the acquisition policies from other
18 states, Arizona, Connecticut, Pennsylvania and
19 ot hers, and we woul d be happy to supply those in
20 witten coments if that's of interest to you.
21 MR, ClICCHETTI: Yes, we would | ove that.
22 Thank you.
23 MR. BRISE: And, M. Chair, M. Cartin has
24 sone conments.
25 MR, CARTIN. Sorry, Ron. | thought you told
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1 nme you were going to take the lead on the conments,
2 but | think having clear defined criteriais
3 extrenely inportant for a utility |ooking to grow
4 in the state. So it's inportant to reiterate the
5 positions of the other nenbers.
6 Thanks.
7 MR. BRISE: Yeah. And in addition to that, |
8 think, as we stated earlier, that the nore tools
9 that there are in the tool box, the greater
10 opportunity for flexibility. And | think that's --
11 that's one of the key points, that we need to have
12 the flexibility so that as different situations
13 arise, you can apply the appropriate tool based
14 upon what the actual need is.
15 So | think as each of the presenters here
16 today will address a variety of issues, and as the
17 comments will come in after, you will recognize
18 that a variety of options will be available. And I
19 hope that staff and the Conm ssion will take those
20 into account and conme up with a policy that really
21 provi des an opportunity to -- to have that
22 flexibility avail abl e.
23 MR ClI CCHETTI: Thank you, Ron.
24 MR, FLETCHER: Thank you for the comments, and
25 | definitely look forward to reading the transcri pt
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1 once this comes out, and then also your witten
2 conment s.
3 As | take here, and it was actually nentioned
4 back when the Conm ssion |ooked at it in '89, the
5 acquisition policy, is | think with all the
6 prospectives here, the one nost inportant thing is
7 kind of |ike playing any gane, knowi ng the rules of
8 the ganme. That was stated back in '89, and that
9 was stated by -- froma utility's representative
10 perspective, is when you are negotiating for these
11 systenms, knowi ng the rules of the gane, that hel ps
12 out in the negotiation process to determ ne what
13 pur chase pri ce.
14 It goes -- that goes hand-in-hand, and that
15 was the nost beneficial aspect is right now we have
16 arule. W are hearing fromsides about where it
17 m ght be and considering nmaking it nore flexible.
18 W will take all of those coments into advisenent,
19 but at the end of the day, whatever that rule, is
20 the players will know, the buyer and seller wll
21 know the rules of the gane and it will help out in
22 the negotiation process, | believe.
23 Thank you.
24 MR, CICCHETTI: Ckay. | think that will allow
25 us to go to question two: How can the Conm ssion
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1 ensure custoners benefit froma positive
2 acquisition adjustnent if allowed?
3 And what we are trying to get here is what
4 woul d be the analysis that would go into
5 determning that it's in everyone's best interest?
6 I know we have things that are subjective. Better
7 managenent. Better access to capital. But could
8 we do sonething like a present value of the revenue
9 requi rements analysis and limt it to, let's say,
10 five years? Because | think if you can't show with
11 a water conpany that you can -- the custonmers are
12 going to benefit within five years that | woul d
13 qguesti on whether or not they would benefit at all.
14 And by keeping it in the shorter tinmeframe, we
15 are not able to postpone expenses, or push expenses
16 off way out into the future where it woul d i npact
17 the net present val ue.
18 So I was just curious if anyone had sone ideas
19 about what type of analysis. How we can keep it
20 tight, but we don't want to forego any acquisitions
21 that could be in everyone's best interest. So any
22 t houghts on the analysis that would be, froma
23 mat hemat i cal perspective, that could be done to
24 show we should allow -- or the Conm ssion should
25 al l ow an acqui sition adjustnent?
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1 M. Cox.

2 MR COX: Yeah, | have seen a great policy in

3 North Carolina, and that policy kind of revolves

4 around i nvestnent. So, you know, the dollars

5 invested in the systemover a tinme horizon are a

6 det erm nant on how nmuch acquisition adjustnment is

7 al | oned.

8 So for exanmple, if you paid, you know,

9 $100, 000 for a system and in ternms of an

10 acqui sition adjustnment, you would have to -- you

11 woul d have to invest $100, 000 natching inside the
12 system so it is a net benefit to the custoner is
13 one mechani sm | have seen.

14 It's very literal, very transparent, and is --
15 obvi ously shows the investnent by the acquiring

16 utility in service reliability and safety for the
17 cust oners.

18 MR, CI CCHETTI: Thank you.

19 M . Deason.

20 MR, DEASON. Just going along with that. One
21 option that the Comm ssion could use, if investnent
22 Is required, holding the acquisition adjustnent

23 subject to verification that the investnents that
24 said that they were going to be made were actually
25 made. So in other words, it doesn't kick in until
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you verify the noney was spent and the custoners
are benefiting fromthat investnent.

MR, CI CCHETTI: Any other thoughts? M.

Rehwi nkel .

MR, REHW NKEL: Well, when | heard you bring
up the CPVRR analysis, |I like the five-year horizon
aspect of that. That resonated with ne. The
concern | have in the CPVRR analysis | have seen, |
think fromthe consuner side, the biggest concern
are the -- the cost bogeys that the person -- the
entity that runs the analysis, they set up these
costs to avoid that may or nmay not be real in terns
of an environnmental regulation cost.

Well, you set that up, and you give it a
value. And then you say, this cost that we are
proposing here wll be less than that cost over
that tinmefranme. But that cost may not necessarily
be sonething that's going to manifest in that
hori zon.

Carbon taxes and carbon costs are a great
exanpl e of that, that we have been hearing about
the last -- you know, | know since 2006 in the
nucl ear sphere, and they never cane about. That
doesn't nean they are not going to happen. |It's

just are they going to happen in that horizon?
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1 So | hear you about keeping it tight, but the
2 nore objective criteria you have about what these
3 costs to avoid are probably the nore buy-in you
4 woul d have fromthis side of the equation, if that
S makes sense.
6 MR. CI CCHETTI: Very much. Thank you.
7 M5. JABER M. Cicchetti, if you, later on,
8 refer back to Ms. Ballou's slide 8, the stool, the
9 three-1 egged stool. Picking up on what M.
10 Rehwi nkel said, the broadness of |ooking at it from
11 reliability, safety, affordability. A very
12 custoner centric response to that question is has
13 the custoner seen the benefit in technol ogi cal
14 i nvestnment? Can they pay on-line now? Can they --
15 and are they receiving -- and | amusing these as
16 exanples, right? But this is the |evel of detai
17 you have required of natural gas and el ectric
18 conpani es.
19 Have you made the technol ogi cal investnent?
20 Have you -- have you grown in reliability? Are --
21 are you enhanci ng your custoner conrmuni cation? Has
22 the utility operation becone safer? |s custoner
23 safety a focus of the utility?
24 So you can -- you can speak about it froma
25 financial perspective, of course. You are the
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1 econom ¢ regulator. But there is also the custoner
2 facing opportunities that | think you are able to
3 capture in denonstrating whether the positive
4 acquisition was in the public interest.
5 MR, CICCHETTI: And | agree. | think the
6 Conmi ssion definitely should and will consider
7 qualitative aspects. Do you have any comrents on
8 froma quantitative standpoint what the Commi ssion
9 shoul d do?
10 MS. JABER. | think it was covered. You know,
11 the quantitative, the way you hold the other
12 I ndustry players accountable is, we said w are
13 going to make X anmount of investnent -- well, we
14 are going to make this investnent. W expect it
15 will be this nuch. And has that investnent been
16 made, as you review it in a future rate case, has
17 t he i nvestnent been made, and what are the
18 correspondi ng benefits?
19 So | would -- ny only caution as a former
20 policy-maker is to not be too wed to a range of
21 dollars. It's not about the amount. It's about
22 how the dollars were invested, and where the return
23 I's on behalf of the custoner.
24 MR, CI CCHETTI: GCkay. Thank you.
25 MR, RENDELL: Just briefly. | would be
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1 interested in seeing that type of analysis.
2 know, in one of ny recent cases, | requested an
3 acqui sition adjustnent which was denied. At the
4 time we were able to show a cost savings. W were
5 able to show better managerial, because the forner
6 owners were absentee owners, we were able to show
7 that, you know, there was, you know, sone cost
8 benefit. W also have the on-line paynent, but it
9 was deni ed.
10 That's why | go back to, now we have an
11 opportunity to conme back and say, you know,
12 everything we said was going to happen has happened
13 because it's been decided, but that's why | get
14 back al so too, although, the rule does all ow
15 partial, it's never been inplenented that, yes, you
16 can get a partial acquisition adjustnment. So |
17 woul d be interested to see what type of cost
18 benefit there is.
19 MR, CICCHETTI: And we woul d be happy to see
20 what you woul d recomend.
21 | think we're going to --
22 MR. REHW NKEL: Can -- Troy, what was that --
23 what case was that, so we can --
24 MR, RENDELL: Royal WaterworKks.
25 MR. REHW NKEL: Royal ?
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1 MR, RENDELL: Yes.
2 MR. REHW NKEL: Ch, that was -- okay, that was
3 in 20207
4 MR, RENDELL: | believe so. Yeah.
5 MR, REHW NKEL: Yeah, that was docket
6 20190170.
7 MR, RENDELL: | would take your word for it.
8 | don't have it in front of ne.
9 MR, REHW NKEL: Yeah. So, Mark, you know, |
10 think it would -- it's inportant to ne, the fact
11 that an acquisition adjustnment hasn't been granted
12 I's not necessarily proof that there is sonething
13 not working. Because the goal isn't to, you know,
14 have a stack of acquisition adjustnents. It's to
15 provi de, you know, |ong-term benefits to the
16 cust oners.
17 Sol think it's as equally inportant to
18 understand, well, did a denial of an acquisition
19 adj ust nent nean that custoners were then harned?
20 Did they -- did sonething fail because you didn't
21 have an acqui sition adjustnent granted?
22 It would be good to have -- if people have
23 evi dence that that's happened, | would be happy to
24 | ook at it, because |I think that's the kind of
25 i nformati on you should look at. You know, not only
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1 are these postul ated benefits there, but were there
2 denonstrated harns that occurred because it didn't
3 happen?
4 | don't know, but it -- these are the folks
5 that have that -- that evidence. They've -- they
6 have been at the table and tried to buy a system
7 And, you know, to Jared's questions about the net
8 book val ue of the system it just wasn't a basis to
9 negotiate a price. That didn't happen, and then
10 | ook what happened to that -- to that utility. |
11 don't know if -- it just seens like it would be
12 sonet hi ng you would want to | ook at.
13 MR, CI CCHETTI: Thank you.
14 W are going on two hours now, and | think we
15 need to give our court reporter a break. So why
16 don't we take a 10-m nute break, and we will resune
17 at 11:40.
18 (Brief recess.)
19 MR, CICCHETTI: Al right. Everybody, our
20 plan is going to be, before we take |lunch, we are
21 going to get through, or try to get through the
22 acquisition adjustnents portion. But before we
23 start up, M. Gary Wllians, with the Florida Rural
24 Wat er Association, would |ike to make sone brief
25 comments, and we will take an hour 15-m nute break
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1 for lunch when we get through with the acquisition
2 adj ust nent portion.
3 M. WIIlians, you have the fl oor.
4 MR, WLLIAVS: Thank you. Gary WIIi ans,
5 Executive Director of the Florida Rural Water
6 Associ ati on.
7 And sorry, | have a conflict, so | was going
8 to have to leave. So | was going to say sonething
9 this norning, but | thought | could stay |onger, so
10 | appreciate a couple of mnutes to say hello and
11 to thank you all for considering all of the
12 subj ects, and having an open mnd to, you know,
13 di scuss it based upon what's best for the custoners
14 and the water utilities. So you are getting sone
15 really good input fromall levels, and I think
16 that's great.
17 The only other thing I will say just, you
18 know, a second is there has been sonme nention of
19 t hi ngs that happened in the past. Another one |
20 want to bring up is, you know, the study comm ssion
21 t hat was established, you know, through sone
22 | egi slative stuff back in 2013, and had an
23 extensive, |ike, year-and-a-half process of
24 di scussing a lot of these things and bringing sone
25 of the stuff forward, you probably have sone
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1 gui dance there, you know, that was in that study
2 conmm ssion report that probably gives you
3 additional flexibility to make, you know, sone
4 nodi fications in support of sone of the things that
5 wer e brought forward there.
6 And | w il just say, for exanple, you know,
7 the reserve rule was set up as a tool. And | think
8 i f we made sone adjustnents in sonme of that reserve
9 for it to be nore usable and encouraged for
10 contingency for any -- to support reliability on
11 sustainability of water utilities, that would be a
12 positive thing.
13 | was going to say that, but | amsorry, | am
14 going to have to take off. And | think y'"all are
15 doing a great job, and thank you.
16 Y all probably know this, but I will nention
17 this in closing. So Florida Rural Water, we are a
18 trade association. You know, we have 2,200 water
19 utility nmenbers in Florida, many of them being
20 private for-profit systenms. So we work with them
21 closely. W want to help themin any way we can.
22 And we appreciate the open-m nded di scussi on on al
23 the topics you have | aid out.
24 Thank you.
25 MR, CICCHETTI: Well, thank you, M. WIIians.
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Debbie Krick



102

1 Thank you for being here, and safe travels.
2 MR WLLIAMS: Al right. Thank you
3 MR, CICCHETTI: Ckay. GCetting back to the
4 acquisition adjustnent issues. | believe Ms. dark
5 made a good point. Swapping assets is probably
6 nore of a fair market value issue than it is an
7 acqui sition adjustnent issue because we have
8 certain criteria with the acquisition rule --
9 acqui sition adjustnents rule. But does anyone have
10 any conments with regard to swappi ng assets? |If
11 not, we will talk about acquisition adjustnents
12 bei ng addressed at the tinme of transfer.
13 Ckay. Should acquisition adjustnents be
14 addressed only at the tinme of transfer at the
15 utility's next rate case or at a limted tine after
16 the transfer of assets?
17 Any comment s?
18 MR FRIEDVAN. | will junp in. Marty
19 Fri edman.
20 | think it should be discretionary with the
21 utility. You now, the rule speaks, if you | ook at
22 the definition of extraordinary circunstances, it
23 says anticipated this, anticipated that, antici --
24 you know, before each of these criteria to be
25 considered, it says anticipated, which neans that
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1 it's something that has not yet occurred.
2 There may be -- and | think that probably,
3 like in the instance that Troy nentioned, the rule,
4 even as it's witten, there are tinmes when there
5 are extraordi nary circunstances. | think that
6 maybe the Conm ssioners have taken a too stringent
7 vi ew on what has to be shown to show that you are
8 going to increase conpliance or regulatory
9 mandates, or rate stability. | think that maybe
10 there is too strict an interpretati on of what those
11 t hi ngs may be, and maybe a | ooseni ng of that woul d
12 al so hel p.
13 But I -- but | think -- because dependi ng upon
14 the transaction, sonmetines the utility is going to
15 need to know at the tine of the transfer whether
16 they are going to get an acquisition adjustnent or
17 not. The sale nmay be dependent upon it. The
18 contract may say, if we don't get an acquisition
19 adj ustnent, we are not going to do the sale. So
20 there may be circunstances where they want to do
21 t hat .
22 There may be other circunstances, |ike Susan
23 menti oned, that they want to say, |ook, we wl|
24 show you. W will show you there is going to be a
25 benefit, just give us sone tine to do it. And, you
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1 know, kind of -- the Comm ssion has kind of shut

2 them down on that. [It's kind of been an

3 all-or-nothing at the tinme of transfer, and then

4 the standard is so high at the tinme of transfer

5 that you can't ever neet it anyway.

6 So | think that there should be discretion

7 with the utility as to whether they want to do it

8 now, if they need to have finality; or if they want

9 to do it sonme point in the future where they can

10 convi nce you, yep, Wwe are going to -- we are going
11 to actually do what we say we are going to do.

12 MR CICCHETTI: M. Rehwi nkel, you -- |I'm

13 sorry.

14 MR, REHW NKEL: Fol | ow the rules.

15 MR. Cl CCHETTI: Okay.

16 M5. CLARK: | just -- | will let M. Cox say
17 sonet hing, but | want to point out that a couple of
18 things that, Bart, | amsorry you have heard ne say
19 this amllion tinmes, but bear with nme one nore

20 tine.

21 The statute doesn't require that it be nade at
22 the time of transfer. |In fact, they specifically
23 made it discretionary after it was required. |

24 think it hinders the Conm ssion. It denies them
25 sone flexibility the statute gave themto decide do
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1 we want to nake it now, or do we not want to nake
2 it now? But | agree wwth Marty, that | think it
3 should be up to the utility to say, we really need
4 to know now, or we would |like to have the
5 opportunity to showit to you.
6 The custoners are not harned by putting off
7 that acquisition adjustnent. The rates are not
8 going to change. The utility still has to show the
9 sanme criteria regardless of when the tinme is that
10 t he decision is made.
11 And | still believe that allowing the tinme to
12 | ook, actually | ook and operate the utility gives
13 you the ability to get the inperial -- enpirical
14 evi dence to nmake your case. O herw se, pushback is
15 al ways, well, they are predicting that. They think
16 they are going to do that. | just -- it's an
17 I npossi ble standard to neet. | just -- the
18 criteria would not change. It's just the
19 opportunity to gather the evidence to show t hat
20 they've nmet the criteria.
21 As far as adding to the criteria as well, one
22 of the things | think we failed to |look at is here
23 are the issues wwth the existing utility. You
24 know, the billing isn't being done. There is
25 periodic issues with neeting criteria, or issues
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Debbie Krick



106

1 with having the capacity to do -- to treat sewer

2 effluent. There is problens wth actually having

3 supply for water. WIIl this new conpany be in a

4 better position to renedy those problens? That's

5 benefit to custoners.

6 MR. COX: Yeah, just to add sone, you know,

7 t houghts on that. You know, one, |like we said

8 earlier, rul es-based systemthat kind of talks

9 about the investnents that are required to ensure
10 safe and reliable service, right. And then, you
11 know, owning the system and show ng you are doing
12 those investnents obviously allows for future

13 recovery adj ustnent.

14 | think nore than that, | think one of ny

15 col |l eagues said this earlier. Wen we buy these
16 systens, a lot of the regulatory conpliance is

17 self-reporting, right? And so, for exanple,

18 sanitary sewer |ift stations, they are overfl ow ng
19 and, you know, untreated waste is going to create
20 -- well, the operators is to go and alert the State
21 that that is happening, you know, or are m ninum
22 chlorine | evels being added and tested every day?
23 Wll, it's not the State doing the tests. That's
24 the owner doing the tests on a daily basis.

25 And what we are seeing over and over again
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1 when we buy these utilities, there is no way those
2 hi storical records -- those historical records are
3 correct. So we take over the systemand realize
4 these Iift stations have been overfl ow ng
5 routinely. They've got failed punps. They are not
6 mai ntai ning m ninumchlorine |levels. They are not
7 mai ntaining mninumtreatnent |evels. But we are
8 asked to provide enpirical evidence that we cannot
9 provide at the tinme of purchase because we are not
10 operating the systens, and these utilities are
11 sel f-reporting.
12 And so if they have the opportunity to cone
13 back and to prove the testing results to show the
14 actual condition of the assets as they were
15 functioning after own themis really necessary,
16 because, otherw se, we don't have the ability to
17 see through to those things. So that's just
18 anot her point.
19 MR, CI CCHETTI: One of the things that cones
20 you with staff is when we see systens that are
21 pur chased for way nore than book value. And we are
22 thinking, well, you would think the value of this
23 systemis in the fact that it's going to be
24 regul ated at original cost, and so why would
25 sonebody pay so much nore than book value for that
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1 systen? And the concern being that we don't want
2 to increase rates unnecessarily to custoners sinply
3 because the nane of the utility changed, the nane
4 of the system changed.
5 Can anyone provide any insight into why that,
6 you know - -
7 MR. COX: | got one insight into that.
8 So, you know, M. Fletcher, you said sonething
9 earlier about this, about you set the rules and
10 that will set the ternms of negotiation. And
11 unfortunately, that's just not true. And the
12 reason for that is because the perverse incentives
13 that the owners have currently.
14 So the owners are not reinvesting in their
15 systens for a long period of tinme, but they are
16 very good at doing inflationary adjustnents, right?
17 Sal ari es, chem cals, expenses. So they are
18 all owi ng the systens to degrade, you know, to the
19 point that they are in danger of failing, but they
20 are still pulling noney out of this them right?
21 And especially for small owners, it could be a
22 consi der abl e anount of noney.
23 So you are a nom and pop owner. You work
24 there. Your wife works there. Your kids work
25 there, right? You are pulling $400,000 or $500, 000
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1 of salaries. You expense your trucks. You expense
2 your insurance, all of that gets caught ratepayers
3 -- fromratepayers. So the net -- the net benefit
4 fromthat small utility that's got a net book val ue
5 of a $100,000 is $700,000 or $800,000 a year to
6 that famly. And that famly is not going to sell
7 that systemregardless of what is said in terns of
8 here's the negotiating, you know, factors. Here is
9 the, you know, two parties, because the -- the --
10 it's reflected in the actual return to the owners,
11 right?
12 And | believe you heard fromthe other utility
13 earlier, land values are a big piece of this,
14 right? And, you know, you would say ny experience
15 across the country, you know, were |and val ues
16 originally booked correctly? Wre they
17 contributed? | nean, there is a bunch -- | think
18 especially the older utility is, is a very gray
19 area. But it's another exanple, because peopl e,
20 especially in Florida, because it is a grow ng
21 state, they are very clearly aware of what property
22 values are, and so that's not accurately reflected
23 froma book maki ng standpoint.
24 So those are the kind of things that distort
25 the market, right? And you have to take into --
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1 i nto consideration, because you need these guys to
2 get bought. They are running failing utilities.
3 Sonme of themare falsifying records. They are
4 payi ng thensel ves. So they are paying thensel ves
5 right now, the custoners paying for a service they
6 are not receiving. And | think those are the kind
7 of things that you want to encourage when you do
8 acqui sition adjustnments to encourage consolidation.
9 MR, CICCHETTI: If | could have a follow up
10 question, M. Cox.
11 When you | ook at the land, and the owner says,
12 well, land in Florida, or anywhere really, has
13 appreciated so much nore. |I|s there option to nove
14 the utility in order to nonetize that increase in
15 val ue?
16 MR, COX: Yeah. So the noving the physica
17 structure for us, at |east for our conpany, right?
18 W are really big on trying to utilize as much of
19 the existing equi pment and refurbish it as
20 possi bl e, because that's the | owest inpact to
21 rat epayers, right?
22 So we have becone kind of subject nmatter
23 experts. W only have 800 systens across the
24 country. | think we are the single |argest
25 I ndi vi dual donestic wastewater treatnent plants in
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1 the United States, and so we have really perfected
2 the technique in going in doing structural
3 rei nforcenent, doing novel technol ogies to be able
4 to convert activate sludge plants and noving the
5 bi oreactors, and all that kind of stuff.
6 And why | say all that is because physically
7 noving that plant is dramatically nore expensive
8 than fixing the plant in place and paying for the
9 property to the existing ower. | nean, there is
10 radically no -- there is no conparison on those
11 t wo.
12 MR CICCHETTI: | amtrying to get at why does
13 the utility owner, when it's a regulated utility in
14 an original cost state, think that they shoul d get
15 t he market value of the |and?
16 MR. COX: These -- these are business peopl e,
17 right? And as you -- as you have seen, you have
18 been before the Conm ssion, they are not comng in
19 regularly to raise rates. You know, they actually
20 view their business as a cash business, not as a
21 regulated utility. That's not how they see it.
22 And these are nom and pop owners. They are
23 former developers or they are -- it's a famly
24 busi ness. They were well drillers. | nean, you
25 can just go on and on. So they actually don't
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think of thenselves as a regulated utility, like we
all think about it, as we are kind of regul at ed

nationally. They see thenselves as a cash busi ness

providing a benefit to their -- their owners.
MR. RENDELL: | nean, that's correct. | can
echo that too. | nmean, a lot of them they are

fam|ly owned and they are paying thensel ves before
they are putting noney back into the plant. So the
pl ant continues to deteriorate, and then they are
faced with, oh, my gosh, | got to spend, you know,
hundreds of thousands of dollars to rehabilitate
this. | don't want to do that, and | can't get the
|l oan, so | amready to sell. But then you | ook at
t he net book value and it's $28,000, or it's
$80,000. And they are like, well, we want at

| east, you know, half a mllion dollars.

Well, those are the things -- every decision
we make is based on the custoners, and what the
inmpact is to the custoners, so we have passed on
some of those.

But it's true. They are not putting noney
into it, but now, wiwth the age of the
infrastructure and the new requirenents under DEP
they just don't have the cash to do it any | onger,

and they are ready to get out and nove on and enj oy
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1 their lives.
2 Can you nove the plant? But yes, then you
3 still have to buy land. And then if is that
4 plant's net depreciated value is $50,000, and you
5 have to build anot her $250,000 plant, that's a big
6 I npact to the custoners. So, you know, we have to
7 keep that in mnd. Wat's the inpact to the
8 custoners?
9 MR CICCHETTI: M. Rehw nkel.
10 MR. REHW NKEL: So | appreciate, Mark, you
11 using the termoriginal cost state. W are going
12 to say that a lot in this process, and | think that
13 needs to be the pol estar.
14 The fol ks who get into these systens, they
15 know t hose are the rules going in, or they should
16 know, you know, with respect to the | and piece.
17 You know, your acquisition adjustnment policy
18 I s sonmewhat subjective in terns of what does the
19 word extraordinary nmean. And we've heard proposals
20 today, which | think would | oosen the objective
21 standard of original cost in the context of what an
22 acqui sition adjustnent or extraordinary
23 circunstances nean, it would start to | oosen that
24 nore and nore, which goes against the grain of
25 certainty.
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W' ve heard peopl e tal k about they want
certainty. WelIl, certainty is not to be found in
subj ective standards, but the real point | want to
make about the timng, which is question nunber
four, is | think that if the utility -- they can't
have it both ways. |If they know that there are
benefits, synergies or operational benefits that
they can bring to this acquired systemthat wl|
enure to the benefit of the custoners, they should
know t hat before they sign on the dotted Iine to
have t hat purchase agreenent done to bring it to
you guys. And if they know these facts, they
shoul d be able to tell themto you at the tinme of
transfer.

There is no reason to wait and hope that the
solution -- that the benefits materialize down the
road. Put all your facts on the table right now
and then. That's been your policy. And again,
that needs to be bunped up agai nst the objective
standard of what original cost state neans.
Because you are asking to depart fromthe origina
cost standard, which is the law in Florida.

So | don't think it should be willy-nilly, you
know, we'll just look at it down the road and we

will bring it back to you. You should know now.
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1 So we are going to strongly be in favor of that

2 bei ng a fundanental principle that underlies

3 anything that you do in this process sone at the

4 time of transfer, at the tinme you are asking the

5 Conmi ssion to approve the transfer.

6 M5. JABER M. G cchetti, | wonder if you

7 mnd if we cone back to nme for just a mnute. Do

8 you mnd if I --

9 MR, CICCHETTI: | just have a quick follow up
10 qguestion for Charles on that exact point.

11 Ms. Clark nentioned that rates haven't gone
12 up, so there would be no harmto ratepayers. And
13 if down the road it was decided that, yes, these
14 savings did occur, and an acquisition adjustnent
15 shoul d be allowed in the interest of at |east

16 saying this could be an incentive to provide

17 i nvestnent in Florida, what woul d your response to
18 t hat be?

19 MR, REHW NKEL: Well, | think, you know,

20 custonmers in this state still have the right to

21 appear and participate in the transfer process.

22 They are the ones that own the houses that are

23 served. They are -- they should have, and it's

24 part of their rights to know what their future is
25 going to be like. They should have an idea of what
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1 their rates are going to be |ike.
2 You just had a huge case down in Little
3 Gasparilla Island where, you know, people were
4 faced with rates going up a lot. So a |ot of them
5 partici pated because they were concerned about
6 that. And that wasn't an acqui sition adjustnment
7 case, but nevertheless, that's the tinme when they
8 -- they are entitled to know what their future is
9 going to be like.
10 Sol think it -- it's kind of beside the point
11 about when rates will change, because | think this
12 Is the tinme when you are naking the deci sion.
13 MR, CI CCHETTI: Ms. Jaber.
14 M5. JABER So to go back -- please, Marshall.
15 Pl ease.
16 MR, WLLIS: | just wanted to add in here that
17 | have heard the comments that custoners are aren't
18 harnmed if you delay the actual determ nation of a
19 positive acquisition adjustnment, but | disagree.
20 They are, because the only time a custoner can
21 obj ect to sonmeone buying a systemthat's going to
22 cause their rates to go be dramatically at the tine
23 that the Comm ssion says you can buy it.
24 And if you separate the actual transfer of
25 this utility conpany and the actual acquisition
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1 adj ustnent into two separate proceedings, the

2 custoners later on can't object to this transfer

3 when they find out the rates are going to go up

4 100 percent because of an acquisition adjustnent.

5 If they don't know upfront, you are taking

6 away that ability of themto actually cone in and

7 say, this is not good for us. This is not good.

8 It's not going to be good at all. So, yes, there

9 is harm you know, there will be harmto a

10 cust omer.

11 MR, CI CCHETTI: Ms. Jaber.

12 MR, REHW NKEL: That was Marshall WIllis for
13 the record.

14 MR WLLIAMS: ['msorry.

15 M5. JABER M. Cicchetti, not to speak on any
16 one utility issue. Just to go back to your

17 original question froman NAW and state conmm ssion
18 advocacy perspective. You asked a good questi on,
19 why woul d a conpany sell not based on origina

20 cost, | think. And good question.

21 | think an alternative question would be

22 better comng fromthe state comm ssion, which is:
23 How do we, as a state conm ssion, encourage these
24 utilities to sell?

25 And here's why | say that. W can't answer
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Debbie Krick



118

1 the custoners' questions if we don't have the
2 narrative in our mnd of why we are doi ng what we
3 are doi ng.
4 Wiy woul d a state conm ssion want that utility
5 to be sold? I1t's because econom es of scale. The
6 | ong gane of making the investnent that benefits
7 the entire custoner base. |It's because when you
8 add custoners, nore custoners to spread the costs
9 through, right? And so the ability of the
10 acquiring utility to then | everage the investnent
11 for cheaper | abor, cheaper costs, we've got to be
12 able to have that right in our own mnd, so that
13 when you or the utilities are neeting with the
14 customers, that can be expl ai ned.
15 So it's not why woul d they sell or why
16 woul dn't they sell? 1t's what do you need to know
17 to encourage themto consolidate?
18 MR, CI CCHETTI: GCkay. | think -- any other
19 conments on that?
20 M5. CLARK: | just wanted to respond to the
21 noti on of themobjecting at the tine. They need
22 the ability to know what the acquisition adjustnent
23 is at the tine of transfer so that they can object
24 toit. Well, then what will the Conm ssion do? |Is
25 that a basis to deny the transfer when all the
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1 other criteria of the transfer are net?
2 It seens to ne that on, you know, under the
3 APA, you have to show that you are adversely
4 affected by a decision. And | don't see how not
5 maki ng the decision then results in an adverse
6 impact. They will still have the ability to say,
7 we don't think the acquisition adjustnent should be
8 granted. It's the sane whether it's in a transfer
9 case or whether it is in a rate case after it. So
10 there is really no basis to claimthat they are
11 adversely affected by putting off the decision.
12 MR CICCHETTI: Ckay. |If we could go to the
13 next slide, M chael.
14 | would like to take five and six together
15 here. What are the appropriate criteria and timng
16 for addressing acquisition adjustnents after the
17 time of transfer? Wat conditions, if any, should
18 be pl aced upon the approval of an acquisition
19 adj ustnent that woul d be subject to reviewin a
20 future proceedi ng?
21 Any comments on either of those?
22 MR COX: | nean, | think we have hit this in
23 previ ous di scussions about the appropriate
24 criteria. | think, you know, the anmount of
25 I nvest nent needed, you know, the state of the
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1 assets, the state of the ownership, all of that, |
2 this think those are the kind of -- when we talk
3 about other states having great policies that
4 outline all of that | think is kind of what we
5 think -- we think the appropriate, you know,
6 criteria is.
7 MR. CICCHETTI: GCkay. And then if an
8 acqui sition adjustnment is going to be -- Mark,
9 woul d you like to junp in on this about if it's not
10 approved, if it's -- | forget the termthat you
11 nmentioned to ne.
12 MR, FUTRELL: This is Mark Futrell with the
13 PSC staff.
14 | guess what | was -- you and | were
15 di scussi ng was nunber six, specifically about
16 conditions. And | know M. Rendell nentioned
17 sonmet hing earlier about this notion of setting
18 conditions early in the process. |If they have
19 sonet hing that was of interest just to see if there
20 was -- nore color could be brought to that idea, of
21 what ki nd of specifics as far as data that could be
22 presented to the Comm ssion to establish sone
23 conditions for reviewin the future.
24 MR, RENDELL: The only thought |I had is |
25 think the conditions should be set at the tine of
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1 transfer. |If you approve or don't approve it, or
2 say you are going to approve it or look at it in
3 the future, just those conditions should be set,
4 you know, that you have, whatever, decreased
5 operating costs. You can bring in better
6 managerial. You are going to have better custoner
7 service. You are going to invest X, Y and Z and
8 bring it up to standards.
9 You know, as several people said, sonetines we
10 don't know until we get in there; because, you
11 know, during the due diligence, you try to uncover
12 as nmuch as possible. You get a good feeling if
13 it's going to be, you know, a good acquisition or
14 not. Sonetines it's not until after you get in
15 there. 1It's like, oh, well, | didn't realize this
16 at the tine.
17 But I think, if anything -- and | don't have
18 any specifics, it just needs to be identified, so
19 if the transfer is approved and we will | ook at
20 acqui sition adjustnment in the next rate case, or
21 two years, or five years, whatever; because | have
22 seen, you know, one or two years if the cost
23 savings didn't occur, but these are the things we
24 are going to be | ooking at.
25 Now, obviously, during that -- between the
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1 time that that order is issued and you are | ooking
2 at there could be extenuating circunstances. A
3 pl ant coul d bl ow up, whatever, that the capital
4 dollars then have to be addressed to the energency
5 recovery, but those could be addressed in a future
6 case.
7 MR, CICCHETTI: And finally, the |ast --
8 MR, COX: Just a couple, we like inperial --
9 enpirical criteria. So can we prove that the
10 wast ewater we are providing is a better quality
11 than at the time of acquisition? And those are
12 nunmeric val ues, you know. Can we denobnstrate
13 capital invested over and above the original
14 ownershi p invested, especially in the conpressed
15 timefrane so that we are putting resources to work
16 on that? And we can show operability. So, you
17 know, |ess boil water notices, you know, |ess |oss
18 of services, all of those |I think are great factors
19 to bring inin ternms of to have a future
20 acqui sition adjustnent awarded.
21 MR, CI CCHETTI: Any other comments on positive
22 acqui sition adjustnents?
23 Qur final item addresses negative acquisition
24 adjustnent. Usually, if a systemis selling for
25 | ess than book value, it's either a troubled system
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1 or it's fully depreciated. And | guess the

2 guestion would be if soneone could purchase a

3 system bel ow book val ue, why shoul dn't book val ue

4 be used to set rates?

5 That would nean that it would adjust the

6 current Commi ssion policy. Wat coments do we

7 have regarding that? Any thoughts, ideas? |Is

8 anybody opposed, in favor?

9 MR, RENDELL: | nean, obviously, we would be
10 in favor of that, because, | nean, we had a couple
11 of very large negative acquisition adjustnments, but
12 t he custoners benefited fromit. You know, it was
13 a utility was leaving the state of Florida, and
14 there was sone stragglers that didn't want to be
15 purchased either by the counties or an FQA
16 governnent, so to nmake the transacti on happen so
17 that they could | eave the state, we ended up
18 pur chasi ng them and we purchased them for |ess.

19 But the value of that plant didn't change because

20 we purchased it, you know.

21 And like | said, then we had to cone back in

22 anyway and get increased rates because the

23 acquisition adjustnent anortization expired, and it

24 caused a trenendous inpact for the utility, so -- |

25 nean, | would entertain that, you know, sone kind

112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting (850)894-0828 Reported by: Debbie Krick



124

1 of a hybrid, or that, you know, the net book val ue
2 shoul dn't change.
3 MR, CI CCHETTI: Any other conment?
4 M5. CLARK: | would -- | would just say |
5 woul d agree with Troy, and | amwatching with
6 i nterest the case where, you know, the adjustnent
7 goes away and now the custoners are facing rate
8 i ncreases, and | don't think that's what you want.
9 | wll be perfectly frank. Wen | was on the
10 Comm ssion, | thought, you know, if you can drive a
11 good bargain, the rates are not going to change to
12 the custonmer, it is incentive for you to take those
13 over, but ultimately, the Comm ssion deci ded
14 otherwwse. | don't think it's a bad policy. But I
15 think a better policy is to say no negative
16 acqui sition adjustnent, but that's really a
17 phil osophy in terns of encouraging incenting taking
18 over that, and trying to get the best price you
19 can.
20 MR REHWNKEL: | amwlling to wait until
21 the --
22 MR, CICCHETTI: Do we have soneone el se?
23 MR. REHW NKEL: | nean, | have an opi nion, but
24 | didn"t know if you were --
25 MR CICCHETTI: No, | think -- 1 think you
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1 have the fl oor.

2 MR. REHW NKEL: Ckay. So this is one we

3 probably feel pretty strongly about. | know when

4 Troy had a recent case where, you know, the bill

5 cane due, we did not -- you know, we were

6 supportive of that in termof the regulatory

7 treatment of that, because that's the rule.

8 O course, that was a conprom se that was

9 wor ked out in a very contested negative acquisition
10 adj ustnent elenent of the rule. W would prefer to
11 see the anortization, you know, go out in time and
12 not have that steep uptick there, but that was a

13 conprom se that worked out.

14 If there are rough spots that need to be

15 wor ked out, now that we've had sone experience with
16 it, we are wlling to sit down and address that.

17 But we -- we definitely have strong feelings that
18 the negative acquisition adjustnment, the new -- the
19 policy is generally correct, so we would be

20 supportive of that.

21 MR, CICCHETTI: Ckay. Thank you.

22 MR HETRICK: Mark, Keith Hetrick, General

23 Counsel with staff of the Commission. | have a

24 guestion on this negative acquisition adjustnent, |
25 guess for Lila.
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1 Lila, you nentioned that you have policy in
2 sone ot her states on acquisition adjustnents,
3 positive acquisition adjustnents, per se. Wen we
4 did research a few years ago, | believe we found
5 that Florida mght be the only state in the nation
6 with a negative acquisition adjustnent. And as
7 we' ve | ooked at negative acquisition adjustnent,
8 the concept didn't seemto have parity wth at
9 | east the notion behind positive acquisition
10 adjustnents. In other words, it was negative
11 acqui sition adjustnments do nothing -- they are
12 troubl ed systens, they do nothing, per se, for the
13 utility the way we have them structured, and, on
14 the other hand, all they are is a wndfall to
15 cust omer s.
16 So the utility that receives a negative -- or
17 buys sonething for |ess than book value and gets a
18 negative acqui sition adjustnment, receives that,
19 there is no incentive in our policy to reinvest in
20 that systemto at |east recogni ze that book val ue.
21 That's kind of one issue.
22 But | amnore curious, on a larger scale, how
23 Florida could be such an outlier on this concept.
24 There are many states across the nation, maybe the
25 maj ority of states have positive acquisition
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1 adj ustnents and vari ous policies associated, but
2 none with negative. So that, to ne, is
3 t roubl esone.
4 M5. JABER  So, you know, yes and no, right?
5 Every policy inits time, whichis -- | amgoing to
6 sound i ke a broken record on this. Inits tineg,
7 there was a internal viewto |ook at parity as it
8 related to our own practices and policies. And
9 former Chairman C ark can probably speak to this
10 better than | can, but you are correct, it is an
11 oddity anong state regulatory policy, but | think
12 this is why, M. Hetrick, it's because it is
13 expected that those savings wll enure to the
14 benefit of the custoners. So not a windfall, but
15 that there is a benefit that the custoners wll
16 I medi ately see.
17 Now, that doesn't nean that practice has to
18 continue here. You have flexibility, right? Wat
19 does the Public Service Conm ssion enjoy? W have
20 general ratemaking authority here at the Florida
21 Publ i c Service Conmm ssion, where other states are a
22 little nore restrictive. You have courts that
23 provi de agency discretion with appropriate evi dence
24 being net. There are things you can do around the
25 negative acquisition adjustnent that require or
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1 i ncent conpanies to put particular savings toward a

2 dedi cated service to the custoner, right?

3 So for years, this sane conmm ssion, this is

4 the comm ssion that was innovative in settlenent

5 process, and pools of noney where we would take a

6 pool of noney and require the utility to invest it

7 maybe in a conservation program or water -- W se

8 wat er use policy program right?

9 There is -- this doesn't have to be the -- you
10 know, what is it they say -- the end-all of how you
11 address the negative acquisition adjustnent
12 circunstances. So | think you can get to the sane
13 pl ace. You want to incent the conpanies toward a
14 nore structured consolidation process that has
15 appropriate consunmer protections with the
16 Conmm ssi on making sure that you have got the sticks
17 in place to hold the conpani es account abl e, but
18 with the I eft hand, you can al so encourage
19 conpani es to be innovative and creative to enhance
20 their customer focus.

21 MR HETRICK: So | think you have said that

22 very articulately. And any ideas, specific ideas

23 that y'all have on negative acquisition

24 adjustnents, if that's neani ngful to conpanies that

25 can be used in any way that provides incentives,
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1 but al so adequately protects custoners right now.

2 | don't think our policies right now

3 necessarily do nuch for custoners in terns of

4 I ncreasing the investnent in that system which

5 benefits custoners. So that is certainly part of

6 the equation. W have to look at this fromthe

7 custoners' standpoint, but any ideas you have,

8 Troy, or any of you, Susan or Lila, on, Ron, on

9 negative acquisition adjustnments would be hel pful.
10 MR. REHW NKEL: Fromthe Public Counsel's

11 standpoint, Keith, | just fundanmentally disagree.
12 You can |l ook at the rule and you can see that
13 the rule is a ghost of really what the acquisition
14 adj ustnent -- the negative acqui sition adjustnent
15 policy that had been litigated in the past was;

16 because, | nean, you got to be bel ow 80 percent of
17 t he book value for it to even be recogni zed, and
18 then it's only recogni zed for seven years, or half
19 of it for seven years.

20 So it's -- it's just -- you know, you have to
21 think about it fromthe custoners' standpoint.

22 These are systens where the custoners paid and the
23 owner did not invest in the system and so you --
24 you had a situation where it was run into the

25 ground, and so book value was up here and purchase
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1 pri ce was down here.
2 And -- | nean, you have heard evidence that it
3 has provi ded benefits to custoners to have it. |
4 don't know that anybody has nmade a case that there
5 is areal problemto fix by repealing it. This was
6 -- this was a product of, you know, hand-to-hand
7 conbat ki nd of negotiations, and back and forth
8 back in the day. And this was a conprom se that
9 was agreed with the utilities and the Public
10 Counsel, and the staff in this process.
11 So | would urge that if this isn't -- if this
12 isn't really causing problens, | don't think it
13 ought to be addressed, because it was painful thing
14 to get to just this point here. And just because
15 they don't do it in other states doesn't, you know,
16 doesn't mean that there is sonething wong with it.
17 Because it does recognize that the custoners were
18 harnmed by the way the own -- the previous owner ran
19 the system
20 And -- and these -- and the inprovenents to
21 get the system back up to speed, those are 100
22 percent visited on the custoners. There is no
23 sharing of that. So if sonebody cones in and pays
24 and then builds the system back up, they get the
25 full return on that. So | just don't think it's a
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1 problemto -- to -- that needs focus in this

2 pr ocess.

3 MR, HETRICK: And so, Charles, all | am asking

4 these conpanies, if it is, and if there is a way to

5 I nprove upon it, it's not necessarily repeal.

6 That's certainly an option. It could be nodify.

7 It could be nodify in a way that it becones a tool

8 to get these systens out of the ground instead of

9 just sitting in the ground for seven years. So |
10 amjust -- we are just |looking for ideas here.

11 That's all.

12 M5. CLARK: Mark, | would -- | would just ask
13 t hat when you do that, you | ook at anot her aspect
14 of it. Is it worth the regulatory cost? | nean,
15 you have to -- you have to track these things. You
16 know, they have to cone in and apply for these --
17 wel |, they have to go through the negative

18 acqui sition, | guess, process. And then there are
19 regul atory costs to tracking them and to what

20 benefit?

21 | think if -- going back to what are we trying
22 to do? W are trying to incent larger utilities to
23 take over these smaller utilities, these nonviable
24 utilities. That is one way to do it, which has no
25 I npact on the custoner because it doesn't change
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1 their rate base. And it, in fact, brings in a

2 conpany that will renedy the things that nake it

3 nonvi able, and | think you do have a question on

4 reduci ng regul atory costs.

5 | guess, you know, one of the things that |

6 have t hought about is your reserve fund. [It's ny

7 under st andi ng nobody uses it. It's -- it's too

8 regul atory intensive, and you m ght ask yourself

9 the sanme thing about the negative acquisition

10 adj ust nent .

11 MR, CI CCHETTI: GCkay. Any further comrents on
12 negati ve acqui sition adjustnents?

13 Seei ng none, | want to thank everybody for a
14 very frank and fruitful discussion this norning.
15 It's been very beneficial. And we wll take an

16 hour and 15 m nutes for |unch, which would put us
17 back here at 1:35. W w | see you then.

18 (Lunch recess.)

19 MR, CI CCHETTI: Wl cone back, everyone. |

20 hope everyone enjoyed their lunch. | think the

21 second half of this programw |l go a bit faster.
22 | expect it wll.

23 M chael, if you could go to the next slide.
24 Ckay. What we are going to tal k about now is
25 the allowed return on equity. And we are going to
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1 go page by page here, and if you have any conments,
2 pl ease, you know, give ne an indication that you
3 woul d I'i ke to speak, and we are not going in any
4 particul ar order.
5 Shoul d the Conmmi ssion consider a tinme [imt
6 ROE adder for infrastructure repl acenent
7 I nvestnments? And should the Conmm ssion consider an
8 i ncrease to the m dpoint or an expansion of the
9 traditional RCE range?
10 And this, keep in mnd, is to provide an
11 incentive to invest in infrastructure in Florida.
12 Anyone have any comments as the -- about the RCE
13 mechani sm be an incentive for investnent in
14 Fl ori da?
15 And | know, in the past, it's been brought up
16 that sonetines with these smaller utilities, an
17 increase in the RCE is doesn't really produce that
18 | arge of an hi nge.
19 So | think | saw M. Deason.
20 MR, DEASON:. Yeah, | just want to speak in
21 general about the ROE. This is sonething | have
22 testified on in rate cases in other states. And
23 one of the things | look at is | look at, you know,
24 risk versus return. And going back, you know, for
25 years, RCE back to Hope and Bl uefield, where there
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1 I's supposed to be a consistency as far as, you
2 know, the ROE that you get should reflect the risk
3 that you have. And frankly, | really don't see it
4 in Florida.
5 If you | ook at the |l everage fornula as it sits
6 now, and conpare it to, say, even the nost recent
7 -- what staff is recommending in the nost recent
8 natural gas case, there is -- there is a pretty
9 significant discrepancy. And the PSC has said in
10 numer ous occasi ons that water and wast ewat er
11 utilities typically have nore risk than an electric
12 or a natural gas utility.
13 For exanple, we tal ked about sone of them
14 earlier, we are nore capital intensive. Qur
15 depreciation rates are lower. Qur revenues tend to
16 be nore volatile. And just over all, the risk of
17 overall business failure is far greater.
18 And | ooking at the | everage fornula, just for
19 exanpl e, ny conpany, if you were to apply the
20 | everage formula as it sits today, it would be, |
21 think, 9.6, okay. The one they just recomrended
22 for a less risky natural gas was 10.25. That's a
23 65- poi nt basis -- 65 basis points discrepancy.
24 Now, | guess even nore extrene if you take a
25 nmom and pop, let's say a nomand pop, and let's
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1 assune they don't have any debt, okay. Now,
2 granted, | wll give you that, you know, there is
3 -- financial risk is not there wwth the nom and
4 pop. But as far as the business risk that we just
5 tal ked about, it's far, far greater than any
6 publicly traded natural gas utility, but yet there
7 Is a 240-basi s points discrepancy between the | ess
8 ri sky natural gas and the nore risky nmom and pop
9 water utility. So fromjust an overall
10 perspective, | think just the whole ROE formul a
11 needs to be reexam ned for -- for that.
12 But as far as these other itens, as far as
13 time limted ROE, or increasing the point, you
14 know, if it allows us to close -- it gives us --
15 the water utility an opportunity to close that gap,
16 | amdefinitely all for it.
17 MR. CICCHETTI: The only point | would bring
18 up for the RCE the | everage fornula was set | ast
19 year. It has -- interest rates have increased
20 substantially since then. The stock narket has
21 gone down. | suspect the new results of the new
22 | everage fornula will probably be nore in line with
23 a hi gher RCE.
24 And we did have a workshop on that not too
25 | ong ago, and | believe you sponsored a w tness or
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1 t wo.

2 MR. DEASON:. W did. That is correct. But

3 what ever -- what cane out of that is actually, in

4 my opinion, it nade the discrepancy even worse

5 after that. It had the opposite affect in making

6 t hat di screpancy even |larger, fromwhat | saw,

7 SO --

8 MR, CI CCHETTI: Anyone el se have any

9 t houghts --

10 MR, RENDELL: | just have general comments.

11 Hi storically, water and wastewater ROE has

12 been significantly |less than the other industries,
13 like electric and gas. And | don't think it

14 actually reflects the risk that's involved in the
15 I ndustry.

16 | know the staff and the Conm ssion has | ooked
17 at different variations every year, you know, today
18 the banks are at six to eight percent |ong-term

19 debt. So nobst of ours are 100 percent equity, so
20 we are capped at the 7.85 -- well, 7.85 m dpoint.
21 So we are al nost at the sane rates as banks --

22 banks are | oaning noney. | know, you know, that's
23 nore recent than the old | everage fornmula.

24 As far as the infrastructure replacenent. |
25 t hi nk when we get down towards, you know, nunber
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1 ei ght on new ideas, | think this |egislation
2 probably is nore inclined to incentivize
3 infrastructure replacenments as opposed to some type
4 of an increase to RCE
5 Now, as part of ny Appendix B, | did supply a
6 paper that was done by National Regul atory Research
7 Institute, which canme off the NARUC website. It's
8 on fair market value. But within that -- |
9 encourage everyone to read it -- they talk about an
10 adder to RCE for acquiring utilities. To
11 i ncentivize acquisitions by giving an adder to the
12 ROE. They al so tal k about dislegislation and ot her
13 nmechani sns, not just the fair market val ue.
14 So | think it -- | aminterested in the
15 expansi on of the range. That m ght hel p, you know,
16 the rates going up and down so nuch, maybe, you
17 know, that -- | amvery interested in | ooking at
18 that type of an option. But those are just ny
19 general comments.
20 MR, CICCHETTI: Troy, on that paper that cites
21 RCE as an adder, did they -- is there sonething in
22 there that shows how that's inplenented? How
23 it's --
24 MR, RENDELL: | don't believe so. | think it
25 just tal ks about that sonme states do have it within
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1 their purview and legislation, that there is an

2 adder to ROE to incentivize acquisitions of

3 troubled utilities.

4 MR. FRI EDMAN:.  Yeah, the docunent he was

5 tal ki ng about was in the docunents that he had

6 provi ded to Dougl as back in the beginning. So

7 y'all have got that docunment in your records.

8 And in ny perspective, kind of |ike what you

9 mentioned initially, Mark, is that | don't think

10 it's going to have -- it will produce significant
11 income to really make a difference, but any -- you
12 know, any -- anything that helps. | think there

13 are better nechanisns to do it, but anything is

14 better than not hi ng.

15 MR, CI CCHETTI: Gotcha. Thank you.

16 Anyone el se?

17 MR. DEASON. Can | make anot her conmment ?

18 Especially with the range, especially | ooking
19 at the risk that smaller utilities have, | think

20 you need to reflect that -- there is a |lot of

21 t hi ngs you don't have control over, and one of them
22 I's the weat her, okay.

23 And let's say a small utility goes into a rate
24 case, and after to the rate case, there is

25 significantly a long period of try weather, and the
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1 data that was used in rate case was i nadequate for

2 what happened in the future and they do have ki nd

3 of a wwndfall, you know. And it's not the

4 utility's fault, but at the sane token, it cuts

5 both ways. What if they had significantly wet

6 weat her after that happens, and that wet weat her

7 causes their revenues to go way down?

8 So that's one of the risks that water and

9 wast ewater utilities have, because of that -- of

10 t hose weat her swi ngs and weat her inpacts can be far
11 greater for a water and wastewater utility, which
12 can affect the ROE to a greater extent that it ever
13 woul d on an electric or natural gas utility. So

14 just sonmething to keep in mnd, because in those

15 respects, | would be in favor of an expansion as

16 far as the overall range.

17 MR. RENDELL: As far as the weather, one

18 mechani smthat was used in other states, | think

19 nore out west, is rate decoupling, where the

20 revenue is tied to a certain consunption |evel, and
21 they look at it subsequent to that, after the rate
22 case. And if it's up, they may save that noney for
23 when the consunpti on goes down.

24 | amnot very -- that famliar with it, but |
25 know t hey have rate coupling, and it's all tied to
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1 consunption, so that it actually bal ances out so
2 you are not either overearning and then
3 under earni ng, and overearni ng and underearning, it
4 just kind of balances it out to keep it steady.
5 MR, CI CCHETTI: Thank you.
6 M. Cox.
7 MR. COX: The rate nmechanisns | have seen are
8 25 to 50 basis points adders for buying distressed
9 systens, but that applies to the entire rate case,
10 not just the asset that's being acquired. It's a
11 performance enhancer. M ssouri has one that's
12 codified, and then | am sure the Nati onal
13 Associ ation can send that to you -- and M ssi ssi ppi
14 has got sonmething simlar where it's a performance
15 enhancer. So if you buy so many troubl ed systens
16 that neet the definition, then they give you, you
17 know, 25 to 50 basis points across the entire rate
18 case.
19 MR, CI CCHETTI: Thank you.
20 Any ot her comments with regard to ROE?
21 M. Rehw nkel .
22 MR REHW NKEL: Yeah. On ROE, both -- both
23 guestions here, we certainly -- well, first of all,
24 we see the RCE as sort of outside the scope of what
25 t he Conmm ssion asked this workshop to enconpass.
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1 But putting that aside, this is an issue that is

2 fraught with a nunber of problens from our

3 st andpoi nt .

4 First of all, if we are going to | ook at

5 nodi fying the acquisition adjustnent rule, that's a

6 heavy lift in and of itself, and it ought to be

7 separate from ROE

8 You have got, as you nentioned, the |everage

9 graph issue -- or the |everage graph docket. And
10 if -- if this is to be considered as a tool, then
11 it ought to be considered there, or in a rate case
12 where ROE is an issue.

13 You have statutory authority, and it's -- |

14 forget exactly. It's the limted -- it's the SARC
15 statute that gives the Comm ssion the authority to
16 have alternative ratemaking for the very snal

17 utilities that are SARC eligible. [If that's where
18 there is an issue, | think it ought to be | ooked at
19 t here.

20 You have the LARI process, and you have the
21 operating margi n process, which are both, in ny

22 m nd, dealt with under that alternative regul ation
23 statute for small utilities.

24 So the LARI process was -- | don't know if

25 Troy was the one that, or M. Snallridge, but both
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1 of them have been using that nore and nore in

2 recent years. It was sort of noribund for many

3 years and now it's been brought to |ife and you use

4 it. And | think that does give revenue

5 requi rements recovery to the small utilities

6 wi t hout regard to, you know, their investnent

7 |l evels or a return. So it sort of bypasses that.

8 And it probably is an effective tool to address

9 some of these issues.

10 W just would like for there to be a wall

11 bet ween acqui sition adjustnent and a consi deration
12 with the ROE. And one of our reasons for that is
13 when you start tal king about adders in this state,
14 it gets over into the electric utility arena. So
15 gi ving adders, especially for performance or

16 I ncentives to one segnent sort of opens the door

17 and the slippery slope to giving it in other areas.
18 So that's not necessarily just a water and

19 wast ewat er issue if you are going to go down that
20 path. So we would rather see that addressed

21 separate from acqui sition adjustnent.

22 Thanks.

23 MR, CI CCHETTI: Ckay. Thank you.

24 Any further comments on ROE?

25 M5. CLARK: | was just going to say, | think
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1 you do do that in electric utilities. You have
2 gi ven adders for good performance, as | recall. |
3 have never understood why you woul dn't do that
4 equally for water and wastewater.
5 As far as increase to the mdpoint or
6 expansion, | believe you al so have, you know, set
7 rates at below the m dpoint for poor service. You
8 could also do it above the m dpoint.
9 Another thing that is done in the electric
10 arena, and | think it was al ways done by
11 settlenent, is |like expandi ng the upper |evel of
12 it. But then if you -- if you do performwell, and
13 can get efficiencies, you know, anything above your
14 al | oned ROE you m ght have sone sharing, avoid a
15 rate case and give back to custoners sone of the
16 val ue of you enploying the efficiencies. | think
17 you have done that in settlenents, what is it
18 cal l ed, revenue sharing. |If it worked in electric,
19 should it work here?
20 | realize it may require, you know, settlenent
21 that it -- that there were sonme concerns about
22 whet her or not it would be authorized under the
23 statute. | don't want to opine on that, but | also
24 think it's a good -- it's another incentive that
25 m ght be worthwhile | ooking at.
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1 MR, CI CCHETTI: Ckay.
2 MR, REHW NKEL: Mark, just -- Conm ssioner
3 G ark, former Conm ssioner Clark is correct, that |
4 think there is only one instance to where an adder
5 was given in the past. It was a GQulf Power case 30
6 years ago, maybe nore, that not necessarily is
7 precedent. But | would be very hesitant -- and we
8 may get into this when we tal k about the
9 i nfrastructure surcharge concept. Watever
10 happened in a settlenment is, you know, it's bound
11 up in a lot of considerations. And, in fact, the
12 specter of an adder was a highly notivating factor
13 In sone settlenents in recent years as sonething to
14 avoi d the precedent of.
15 So we certainly look at it froma different
16 lens, is what's done in a settlenent -- there was
17 revenue sharing in the late '90s or early 2000s
18 that was a kind of a one-and-done deal. | think
19 that it did give benefits. And certainly in a
20 settl enent context, if, in the water and wast ewat er
21 i ndustry, that kind of policy or principle is
22 devel oped, you know, so be it. But | don't think
23 you shoul d devel op policy based on exenplars from
24 settl enent agreenents, because those things are the
25 product of give and take, and they woul dn't
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1 necessarily be agreed to were you to not get other
2 of fsets, or other value in the settl enent.
3 MR ClI CCHETTI: How about sonething if al ong
4 the lines if in an acquisition, the Conm ssion said
5 i f you achieve this, this anmount of savings here,
6 thi s anmount of savings here, and so on, then you
7 woul d be eligible for X percent increase in the
8 ROE?
9 MR, REHW NKEL: So from our standpoint, we
10 will sit -- take it under advisenment. | have never
11 seen that concept out there.
12 MR CICCHETTI: It just cane to ne.
13 MR. REHW NKEL: Yeah. You know, our anchoring
14 position is this an original cost state. Any
15 variation or deviation fromthat ought to be well
16 t hought out, and it out to be enpirically
17 denonstrable. But if that's a concept that has
18 merit, we will -- we will consider it.
19 MR, CI CCHETTI: Ckay. Any other?
20 M. Deason.
21 MR. DEASON. Yeah, | just have one nore
22 comrent to nmake just over all on ROE and how it
23 affects rates, and ultimately custoners, okay.
24 So if your ROE is inadequate, you know, and it
25 | owers -- the knee-jerk reaction says, well, that's
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1 going to throw the custoners | ower rates. Not
2 necessarily, because ultimately what changes
3 revenue requirenent is your wei ghted average cost
4 of capital, which ROE is a conponent, but you al so
5 have your debt conponent as well. And if the
6 mar ket pl ace | ooks at you as a utility, and it deens
7 your RCE not to be adequate, it just raises your
8 risk profile, and it nakes you riskier, and that
9 I ncreases your debit cost.
10 So inreality, your weighted average cost of
11 capital may not change to be lower. In fact, if it
12 -- it may actually having an i nadequate ROE may
13 actually have a higher wei ghted average cost of
14 capital, which would flow to custoners.
15 So just sonmething to consider when you are
16 t hi nki ng about maki ng changes.
17 MR, CI CCHETTI: Thank you.
18 Al right. |If there is nothing else on RCE,
19 M chael, if we could go to the next slide.
20 Used and useful adjustnments. Should the
21 Conmmi ssion consider nodifications to its used and
22 useful rules to provide incentives that encourage
23 new i nvest nent and replacing -- replacenent of
24 aging infrastructure?
25 | believe to the Florida commssion is fairly
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1 unique in its application of used and usef ul

2 adj ustnents. Any thoughts?

3 MR. FRIEDVAN:. Yes. Let's start on this end.

4 MR ClI CCHETTI: Ckay, we will work down.

5 MR. RENDELL: The short answer is yes.

6 O all the rules we are discussing today, this

7 Is the nost restricted and the nost antiquated rul e

8 there is. 1t was enacted in the '80s and ' 90s

9 again to address the situation there, where |arge
10 devel opers came into the state of Florida -- | am
11 going to give you a real life exanple in a

12 mnute -- where they cane into the state of

13 Florida, run mles of mains with anticipation they
14 are going to build infrastructure -- or build hones
15 to get recovery of that.

16 That just doesn't happen today. W don't have
17 devel opers building these. It was -- it was -- it
18 was enacted at the tinme to address that particular
19 situation. | know of no other state in the United
20 States that has this type of rule. Florida is the
21 nost restricted. Wwen | was up in North Carolina,
22 they cane out, if it was in use, it was useful.

23 Sol will give you a real life exanple. Sunny
24 Hills is autility that was installed by Deltona

25 over in Washington County near the -- just south of
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1 Chipley. It still |looks the same as when | was a
2 teenager. | grewup in that area. Deltona cane in
3 and put mles and mles of mains in wth the
4 antici pation of building thousands and thousands of
5 homes. It didn't happen. So they sold to Southern
6 States, which sold to Florida Water, then Aqua, now
7 we own it.
8 Their water distribution systemis 10 percent
9 used and useful. 10 percent. And that was at the
10 cost put inin the '80s. That used and useful
11 drives decisions now on investnment. |If we have to
12 put inamllion -- if we have to replace $1
13 mllion worth of mains, we can only earn on 10
14 percent of that. So that definitely drives
15 deci sions, either good or bad. There is no chance
16 to recover that capital
17 You know, sone of the discussions that, you
18 know, National Association of Water Conpanies
19 tal ked about is infrastructure needs in the United
20 States. The mpjority of that is replacenent of
21 mai ns, replacenment of mains, collection systens.
22 So if you have a | ow used and useful and you have
23 to replace it, there is no chance to recover that,
24 so there is a major disconnect there.
25 A lot of the other requirenents are driven by
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1 counter-requirenments. For instance, for water, if
2 that's all driven by a fire flow So fire flowis
3 going to dictate how nmuch storage you have to have,
4 what size punps you need to have. And it's usually
5 sized larger than what the existing custoners are.
6 We are required by Section 367, Florida
7 Statutes, to provide service to everyone within a
8 certificated territory. So if you have 10
9 custonmers here, and then a mle down the road you
10 have 10 custoners, we still have to provide that
11 service. And if that nmain breaks, we have to
12 repair it. But the way that these old rules | ook
13 at it, they say, well, you have all of these enpty
14 | ots so they shouldn't have to pay. Well, we stil
15 have to provide the service. |If there is a break,
16 we still have to replace it, and we can't get
17 recovery.
18 So there is a major disconnect there. There
19 is really no incentive to replace required lines if
20 there is no chance for recovery. So definitely the
21 used and useful rules need to be | ooked at and
22 revanped, or maybe even abolished. They just don't
23 wor k t oday.
24 We | ook at, you know, even wastewater plants
25 are based on the permtted capacity, but if we have
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1 to replace it, then we have to | ook, you know, what
2 -- what's the nost economcal way to do it, but we
3 don't want to get dinged with used and useful. So
4 used and useful drives a |ot of investnent
5 decisions in the state of Florida unfortunately.
6 MR, FRIEDVAN.  Marty Friedman.
7 | amgoing to ditto what Troy said and expand
8 alittle bit, that there is already used an usefu
9 standard in the statute, just like there is in the
10 el ectric and gas statute, used and useful. So
11 there is a general description. The other
12 I ndustries don't m cronanage that general concept
13 with a bunch of rules. And these rules are
14 out-of-date. They -- as Troy said, they drive
15 negati vely what investnents you are going to do and
16 what deci si ons you neke.
17 Try to nmake a prudent decision on pl ant
18 expansi on, and you are not thinking from an
19 engi neering standpoi nt what makes the npbst sense.
20 You are thinking froma PSC standpoint. Cee, maybe
21 t hat makes nore sense from an engi neering
22 standpoint, but | amgoing to get hit wwth a used
23 and useful so | can't do that. So you are naking
24 I nprudent deci si ons on plant expansi ons based upon
25 this antiquated used and useful concept.
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1 You know, with regard to the lines, Troy is
2 right. | nmean -- and luckily I think that lately
3 they' ve gotten away fromthe | ot count nethod, but
4 it never made any sense at all. And certainly
5 today, when utilities are run by real utilities
6 i nstead of devel opers, that concept, this used and
7 useful m cromanagenent in rule-making is
8 unnecessary. And | would -- | have been saying
9 this for years, we ought to just get rid of all of
10 them W don't need -- we don't need rules on used
11 and useful .
12 Thank you.
13 MR, CI CCHETTI: Jared, do you have anythi ng?
14 Ms. Cdark? M. Cox?
15 Charles, if I could, before we go, just follow
16 up a little bit.
17 | think, in the past, it was envisioned that
18 the all owance for funds prudently invested would
19 sort of offset the used and useful so the utility
20 woul d be nade whole if there was sone expansi on
21 rat her than just serving these other custoners.
22 Does AFPI not provide any he benefit, or do you
23 have any thoughts about that?
24 MR, RENDELL: The AFPI is nore of a carrying
25 cost, and the AFUDC is nore as custoners connect.
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1 The theory sounds good, but when the custoners
2 don't cone, you don't get it. |It's like, if you
3 have a -- if you have to invest in infrastructure,
4 and 10 years later you still haven't hooked up
5 anyone, you haven't recovered any of those costs,
6 and so you didn't recover it in rates. You didn't
7 recover it through AFUDC. You didn't recover it
8 t hrough your service availability. Those are
9 stranded i nvest nents.
10 And so if there is a break on that main, what
11 do you do? You still have to replace it, but you
12 can't get recovery; or if you have a used and
13 useful in your wastewater treatnent plant, you have
14 to replace a blower or a notor and you are not
15 getting full recovery. So unfortunately, you have
16 a rule driving negative investnent in the state of
17 Fl ori da.
18 MR, CICCHETTI: GCkay. M. Rehw nkel.
19 MR, REHW NKEL: Yeah, just ditto on ny
20 coments about this shouldn't be part of the
21 acqui sition adjustnent rule.
22 | think you have to have a rule by law. |
23 don't think this is one where you cannot have a
24 rule. Especially, since you have denonstrated that
25 you have got one, you can't do that incipient
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1 rul e-maki ng kind of thing. The Legislature has
2 tightened up the requirenents for rul e-nmaking, but
3 that -- | don't think you can just repeal the rule.
4 But that should be part of a separate rul e-naking
5 anyway. But we will certainly respond to any
6 proposal s that cone forward in a concrete nature.
7 Here, | think the utilities have nade sone
8 val id points about sonme of the hard spots in the
9 used and useful rule, but I don't think you can
10 also throwit out. | nean, Troy has got a system
11 over there in the west that's, you know, that's got
12 lines in the ground that were put in by the
13 devel oper eons ago, and | don't think it would be
14 fair to visit those investnent costs on the
15 custoners that are there now.
16 So you -- you are going to have situations
17 that -- where you have to -- you have to have used
18 and useful, but certainly, you know, if they have
19 proposals, we are willing to look at it and see if
20 there is a better way to skin the cat.
21 MR, RENDELL: | guess ny question is, as Marty
22 indicated, there is simlar statutes with electric
23 and gas, and | would like to see do they have
24 rules? Do they count how many honmes are connected
25 to a power line? Do they |ook at how nuch
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generation could be at one of the generation plants
versus how nuch is actually being used today?

So I think that the rules of the water and
wast ewater, they were done at a tine to address a
situation that doesn't exist anynore. So, you
know, we can't have one rule in water and
wast ewat er that you don't have one in electric and
gas when they have the a sane statute.

MR CICCHETTI: And --

M5. CLARK: Mark, if | could follow up.

| don't -- | amnot as well versed in used and
useful as you all are, but one thing that | have
found troubling that | think happens in the water
and wastewater nore than other industries is the
use of 2020 hindsight. It seens to ne the question
that ought to be asked is, at the tine the
i nvest nent was nmade was it a reasonabl e and prudent
deci sion? And not, okay, it was a reasonabl e and
prudent decision, but now we are 10 years out, and
it didn't materialize, so we are going to penalize
t he conpany.

And that goes to the issue that we have
di scussed, is that is the need for regulatory
certainty? And after-the-fact, 2020 hindsight, it

doesn't pronote regulatory certainty.
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MR, CICCHETTI: And, Charles, | just wanted to
clarify that these individual conponents are not
tied to the acquisition adjustnent. W have been
asked to consider, you know, all different rules --
exam ne all the regulatory policies and practi ces.

| know it originated with sone di scussion
about the acquisition adjustnent, but then, |
think, with sonme discussions with our executive
director, it was decided that we would expand the
scope for the workshop.

MR. REHW NKEL: Yeah, and | understand that.

| just -- 1 think these are all worthwhile concepts
to consider. | just -- you know, rule-nmaking at
the Conmission is -- in recent years, it's been

very truncated, you know. Lots of tinmes there is,
i ke, one workshop, and there is a proposed rule,
and it goes to the Agenda, and the Conm ssion votes
on it. And then, you know, if we cone up and we
want to criticize certain elenments of the rule,
it's -- you talk about hindsight, it's is why
didn't you show up back then and engage?

So it can't be both ways. |[|If we are going to
change the structure the way the Conmm ssion
regulates, | think it needs to be thoughtful, and

it needs to be conprehensive. But this whole
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1 process, ROE, used and useful, doesn't need to be
2 cramed into an acquisition adjustnent rule
3 revision, and we go to an Agenda and get three
4 m nutes to tal k about sonething, and then we are
5 done. | think that doesn't serve the custoners
6 well, so --
7 MR. CICCHETTI: | think this is the beginning
8 of a process. |If we do cone back with sone
9 specifics on a rule, we will go through the
10 rul e-maki ng process with regard to that specific
11 rul e.
12 MR REHWNKEL: | think that's a good i dea.
13 And | believe that this is a good dial ogue to
14 start. W don't -- we don't object to that.
15 MR. CICCHETTI: That's what we -- how we are
16 viewng it too. Thank you.
17 MR. FRIEDMAN. This is Marty Friedman agai n.
18 You know, if you |look at the question, it's
19 used -- and really saying | ook at used and usef ul
20 in the context of replacing aging infrastructure.
21 And as Troy said, it is a disincentive to replacing
22 aging infrastructure. And that's a sinple answer
23 to a sinple question.
24 MR, CI CCHETTI: Thank you.
25 Any ot her comrents on used and useful ?
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1 Seei ng none, Mchael, if we could go to the
2 next slide, and that's got to do with system
3 consol i dati on.
4 Now, that seened to be a pretty unani nous
5 topic this norning. And the thought that was
6 runni ng through ny m nd was everyone was in favor
7 of system consolidation, and ny question woul d be,
8 including -- | think that everyone touched on these
9 poi nts we have here. How do we acconplish the
10 system consol i dation? What is this that you want
11 the Commission to do that's going to encourage and
12 enhance system consol i dation?
13 MR. FRIEDMAN.  This is Marty Friedman.
14 First of all, I think the discussion we had on
15 acqui sition adjustnent, you know, to give a
16 positive acquisition adjustnment will make those
17 systens nore avail able to | arger congl onerated
18 systens to bring it into a consolidated set of
19 conpani es, whether it be consolidated for
20 regul atory managenent purposes or uniformrates.
21 | think that the uniformrates, making the
22 application to uniformrates in a consolidated
23 systemeasier to get would be a positive way to
24 encour age consol i dation, because not just
25 consol i dation of the conpanies, but consolidation
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1 of rates. And | think everybody has recogni zed

2 there is a benefit to consolidating rates, as

3 happened in the UF case that we did years ago, and

4 had -- you know, | was involved in that. And we

5 had a real ordeal getting consolidated rates in

6 t hat case.

7 And | think that if we -- if you -- if you

8 cane up with a easier way to consolidate rates --

9 we had to basically to do rate cases for every

10 subsi diary, and then | ook at each one together and
11 how it matched each other, and it was just -- it

12 was -- it was a brain freeze.

13 And | think if you cane up wth a nethodol ogy
14 to allow consolidation of rates so that you have

15 got a uniformrate structure wthout having to go
16 through that, I think you woul d have easi er

17 consolidation, particularly in, you know, naybe not
18 just big conpanies |ike Sunshine, but the way that
19 Troy's conpanies are consolidating in different

20 groups, it would encourage -- it would encourage

21 that consolidation as well if they knew they coul d
22 cone in and get consolidated rates w thout having
23 to put on full blown rate cases.

24 MR, RENDELL: Yeah, | echo that.

25 As everyone, | think, was in agreenent this
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1 norning, at least on this side of the table, that
2 consol i dati on shoul d be encouraged. Over ny
3 career, | have seen the benefits. | have seen them
4 happen. | have seen the econom es of scale, the
5 cost reductions, the benefit to custoners.
6 As anyone knows, | ama big proponent of
7 uniformrates. | have testified before the
8 Conmm ssion on that a couple of tinmes. There is a
9 benefit. | think, you know, when you consolidate,
10 you should be able to | ook at the consolidation of
11 rates at the same tinme. As long as you are not
12 overearning, you know, and you can show that you
13 are not going to overearn, if it's sone type of
14 revenue neutral rate restructuring, and it benefits
15 custoners. If it benefits custoners, the mgjority
16 of custonmers. And there is extenuating
17 ci rcunstances, obviously. But also the
18 consol i dati on of your books and records. |
19 consolidated 10 | ast year, but now |l amgoing to
20 have to do an annual report, | still have to
21 provi de the annual report for every single system
22 So is there savings there? There is -- it
23 definitely didn't streamine ny reporting process
24 to the Public Service Commssion. | can't do that
25 until the Conm ssion bl esses off on sone type of
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1 rate consolidation, which, to me, has nothing to do
2 with filing an annual report.
3 So | think it should be allowed at the tine
4 you are consolidated, and addressed at that point
5 intime. R ght now, you know, it's typically
6 handl ed t hrough an adm nistrative order with a nane
7 change. But if there is other issues that can be
8 brought forward, |ike rate consolidation, or
9 consol i dati on of books and records, at that tine,
10 then it should be addressed and not requiring a
11 utility to cone back in at a later date, filing a
12 rate case, racking up rate case expense, which is
13 going to be passed onto custoners again.
14 So definitely there is -- there is sone
15 opportunities there to consolidate the process.
16 MR, CICCHETTI: M. Ballou, in your remarks,
17 you had a slide that showed 333 private conpani es
18 were reduced down to, | believe it was 52,
19 sonething like that. Wat do you think was the
20 mai n driver that acconplished that?
21 M5. BALLOU. | would say that they used a
22 broad tool box of options. So they had fair market
23 value legislation in addition to a regul atory
24 policy statenent encouragi ng consolidation, so they
25 had both things kind of working toward
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1 consolidation. And | think they have a very clear
2 roadmap, so they have this set forth, if you do
3 t hese things, your acquisition will be approved,
4 and they have so the tinelines.
5 So in Pennsyl vani a, these acquisitions have to
6 be approved wthin six nonths at the Conm ssion.
7 So all of that provides a lot of regulatory
8 certainty for conpanies who are deciding whether to
9 make acqui sitions. And in the tool box of
10 regul atory options, they have consolidated rates,
11 acqui sition adjustnents, so | think just the
12 conbi nation of all of those things kind of hel ped
13 wor k towards that success in Pennsyl vani a.
14 And like you said, I would refer everyone back
15 to slide 16 in our presentation, which kind of
16 lists each of these things.
17 MR, CICCHETTI: WAs there any one specific
18 driver that you thought was nore val uabl e than the
19 ot her s?
20 M5. BALLOU. | would say probably just the
21 regul atory certainty. |It's the roadnmap, naking the
22 rulings of the road very, very clear, and
23 timefranes, |like, those two things conbined.
24 M5. JABER  Yeah, if you -- so on page 16,
25 Pennsyl vania and Arizona canme to this Best Practice
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1 different paths, and it's worthy to distinguish

2 each state for you.

3 So with Pennsyl vania, they had hundreds of

4 smal |l systens that were troubled. And the state

5 PSC coordinated with their state DEP on what that

6 list was. And they went, again, one by one and

7 figured out which of those conpanies didn't have a

8 rate case, never had a rate case? Wich of those

9 conpanies was in a public health threat? Wich of
10 t hose conpani es coul d be acquired by a nei ghboring
11 it utility?

12 And so | amgiving you sort of logistically

13 where to start. And then -- and then a clear

14 statenent by the regulators that status quo isn't
15 acceptable. There has to be a nove in one

16 direction towards consolidation. And then we can
17 tal k about the things that they did after that in a
18 m nut e.

19 Now, contrast Arizona, created a -- they did
20 very much this sort of workshop. It was very

21 simlar to this, and came up with a water action

22 plan. And it even created an onbudsman position at
23 their comm ssion that that person directly with the
24 wat er conpani es on streanlining the acquisition

25 process, and working directly wth small utilities,
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1 not just on a staff-assisted rate case process, but
2 here are the tools that you can take advantage of.
3 Two different states. Two different
4 geographies. Very issues -- very different water
5 I ssues.
6 Wth the Pennsyl vani a approach, Ms. Ballou and
7 | were actually in a foruma couple of weeks ago,
8 where we heard the result. They took, whatever it
9 was, 600 utilities, they are down to | ess than 100
10 now. And they do have a favorable regul atory
11 envi ronment for consolidation.
12 They al so, out of that whole process, was --
13 they were the first state to devel op an
14 i nfrastructure surcharge nmechanism They call it
15 DSIC, or DISC. Every state has a, in a Best
16 Practice state, has a simlar nechanismcalled
17 sonething different, but the idea was invest in
18 that infrastructure when you acquire the conpany.
19 There is a surcharge nmechanismthat allows for
20 i mredi ate recovery of the investnent, and then that
21 anount, that cost either gets reconciled in the
22 next rate case, or it goes away because it's no
23 | onger needed. Every state structures it different
24 differently.
25 And then -- and -- and then finally,
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1 streamining the regulatory process. So this my
2 be away April and | m ght be addressing all four of
3 your questi ons.
4 Streamlining the regulatory process. [|f you
5 have the sane conpany over and over that you either
6 seek and invite to acquire a conpany that needs to
7 be acquired, or they just are growi ng on their own.
8 I nstead of asking themto fill out the sane
9 application and go through the sanme regul atory
10 process, when you know you have al ready established
11 technical and financial and managerial ability, and
12 you have al ready | ooked at their operating incone,
13 you know, to ask yourself is as the regul ator, what
14 part of our process can becone a paper process?
15 And t hat goes hand-in-hand with how you can shorten
16 the tine.
17 If it's not -- if every issue doesn't have to
18 be a hearing issue, then, by default, you are going
19 to process the case faster.
20 MR, FLETCHER: Just to follow up on that. In
21 that slide going through the 300 sonething down to
22 the 55, comments earlier, there was statenents that
23 sone of the reasons why the amount of utilities
24 went down is because there was receiverships. Also
25 we have here in Florida, have seen with transfers
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1 going fromregul ated to nonregul ated, because they
2 are exenpt under 367.022.

3 How many do you know were fromthat 333 in 55
4 were a result of those, receivership versus

5 doing -- froma regulated to a non-jurisdictional?
6 M5. JABER  Sure. Thank you for that, M.

7 Fl et cher.

8 So in Pennsylvania, it wasn't that they went
9 fromregulated to unregul ated. How many of these
10 those were receiverships, | don't know. | am sure
11 we can ask -- see what we can find and get back to

12 you on that.

13 But you brought sonething up, and I am gl ad
14 you did. | want to address it for you from-- and
15 M. Rehw nkel alluded to it earlier.

16 It is absolutely true that the Florida PSC

17 regul ates, in the grand schene of things, a handful
18 of conmpanies in this state. That's absolutely

19 true. Back when | was here, it was |like 10

20 percent. It's probably less than that. But it is
21 | ess than 10 percent of the |argest water

22 conpani es, as small as they are, they are sone of
23 the | argest conpanies in the country, right? And
24 their quality of service is unmatched.

25 Now, wth that said, there is also a section
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1 in Chapter 367, right? There is a section in
2 Chapter 367 that says, counties, where you regul ate
3 the utilities that the Florida PSC does not, you
4 have to use our |aws, policies and procedures as
S gui dance.
6 So the answer to the question, how nuch
7 I nfl uence do you have? You have 100 percent
8 i nfl uence, not because you directly regul ate those
9 conpani es, but because the counties are bound by
10 Chapter 367 as a gui depost.
11 And so when you pronote consolidation, and you
12 work collegially wwth the industry to address the
13 I ssues around troubled utilities, or very small
14 utilities that can't make the investnent, you are
15 in a position to influence all of those counties
16 that have jurisdiction of their own utilities.
17 M5. BALLOU:. And | would just like to add to
18 your question about how many of the systens
19 possi bly coul d have been reduced because they could
20 have converted to public ownership.
21 | know t here has been a | ot of thought in
22 Pennsyl vania around the fact that the privately
23 owned water systens tend to be, particularly NAWC
24 nenbers, tend to be better run and have | ess safety
25 violations. So there actually is an encouragenent,
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1 a tool in the tool box, that maybe sonme private

2 conpani es coul d buy nunicipals, rather than the

3 ot her way around. So they are kind of pushing that

4 route. So | think it's probably unlikely that it

5 was goi ng the other direction.

6 MR. ClI CCHETTI: Any other comments about

7 system consol i dati on?

8 MR. CARTIN. Yes. | have a few

9 So I went through this in South Carolina. |
10 consolidated four utilities into one on request of
11 the staff, and we saw a | ot of benefits. Sone were
12 right away. Sone took three to five years to

13 realize. And | think how rate inpacts can be

14 m nimalized is, obviously, we took sone snaller

15 utilities, put themwth a larger utility, sone of
16 them | had spend half-a-mllion-dollars to provide
17 redundant water to a utility, didn't even have to
18 conme in for a rate case.

19 But if | can say, |ike, the one best thing |
20 took away after the consolidation was, is as a

21 water utility, | think everyone here will agree

22 that we are | ean when it cones to human resources.
23 Li ke, we all wear a lot of hats. | am doing

24 regulatory now. | do corporate devel opnent,

25 finance, accounting. And we when had four
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1 conpani es before we've consolidated to one, a | ot
2 of our resources were spent doing data requests,
3 doing regulatory work, being in front of the
4 Conmm ssion every year for a different utility, so
5 it really allowed our teamto really focus on being
6 nore | ean, being efficient, proactively addressing
7 all of the challenges we have di scussed today
8 rat her than bei ng bogged down in the regulatory
9 wor k.
10 So that was ny best takeaway fromit, was it
11 al l owned our team nore bandwi dth to acconplish our
12 goal s rather than being caught up in regul atory
13 filings.
14 And | did want to reiterate what Lila said
15 We have acquired nonregulated utilities, Southwest
16 Water has, and, yes, they are very heavily
17 i nfl uenced by how this conmm ssion regul ates.
18 Thanks.
19 MR, CI CCHETTI: Thank you very nuch.
20 M. Cox.
21 MR COX: | will just add a couple of points
22 to that.
23 | think to encourage consolidation we are
24 tal king about here, you know, part of is getting
25 clear definition, Iiked we've tal ked about before,
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1 extraordi nary circunstance really being a

2 non-viability issue, and having clear rules for

3 that | think are big.

4 And | also think that rate consolidation is

5 part and parcel of utility consolidation. And

6 we' ve seen that. W have been the first water

7 utility to do consolidated rates in nultiple state

8 mar kets. W are the second conpany in Arizona

9 history to use their water consolidation policy.

10 So in all the circunstances, what we have seen
11 IS you get rate stability, right? Because you have
12 much nore custoners, you know, so the rates are not
13 zi g- zaggi ng around all over the place. And the

14 other is, system A nay need nore investnent today
15 than system B does. But over a 10-year tine

16 hori zon, all these utilities need the sane anount
17 of investnent. It's the sane anount of pipes have
18 to be replaced, the sane anount of plant that has
19 to be replaced. So rate consolidation really a

20 chiefs that and gives benefits to the custoner for
21 stability, and, of course, all the econom es of

22 scale that go along with that.

23 MR, CI CCHETTI: Thank you very nuch.

24 Anyone el se?

25 MR. DEASON. Yeah, | just want to just echo
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1 the comments before about, you know, just the
2 efficiencies that are gained through single tariff
3 pricing, consolidation of rates, and just
4 consolidation in general, just sonme of the things
5 that | have realized after consolidation at U F,
6 now Sunshi ne, you know, the first tine we had to
7 rip the bandaid off, so to speak, to do the initial
8 rate case essentially had to file 20 sets of MRs
9 to cone out with one revenue requi renent at the
10 end, it was a very |long and arduous process but we
11 got it done. And | amglad we did, because four
12 years |ater, when we did another rate case, the
13 process was a lot sinpler, and it nade it a | ot
14 easi er on everybody invol ved, not just ne, the
15 utility. | amsure the PSC staff, even OPCto a
16 certain extent. But that's a huge efficiency in
17 just human resource and human tine hours,
18 especially when it cones to regul atory.
19 | know just other filings, | amable to
20 consolidate all of ny filings. So instead of
21 filing a dozen annual reports, | do one annual
22 report. It may be a 300-page behenoth, but it's
23 still one report, and it still goes faster than
24 doing 12 separate annual reports.
25 Even ny RAF filings. Before that, | had to
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1 do, like, 17 different forns, and they all were --
2 sone were on a one-year track and sonme were a
3 two-year -- two tines a year, and it was a ness.
4 Well, now!l do it two tines a year, and | got one
5 for water and one for wastewater, and it's a snap
6 to get it done. And that -- just all those things
7 add up in human -- human resource hours and PSC
8 staff hours, and the work you have to do on your
9 end as wel l.
10 And just -- and just to speak in another
11 coment just related nore broadly as far as
12 consol i dati on and encouraging other utilities to
13 i nvest in taking over smaller systems, or just
14 revanping their own systenms, | think it's safe to
15 say that, you know, investnents follow opportunity.
16 The opportunity has got to be there. [If it's not
17 there, it's not going to cone, or at |east not very
18 much, or to the extent it could cone.
19 And | think a ot of the three previous issues
20 we have tal ked about today relate to that, you
21 know, the rules around -- the rules revolving
22 around used and useful, RCE and acquisition
23 adj ustnent currently, as they sit, disincentivize
24 i nvestnment in our state. |It's a fact, okay. There
25 have been utilities that have left the state.
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1 There have been utilities that | have heard that,
2 as it sits now, they will not cone to Florida.
3 W are a growing state. W need investnent
4 dollars, and we need to incentivize noney to cone
5 to Florida, not disincentivize that noney to cone
6 to Florida.
7 MR, CI CCHETTI: Thank you.
8 Anyone el se?
9 M. Rehw nkel .
10 MR, REHW NKEL: Yeah, just -- just briefly.
11 We certainly are not opposed to neasures that
12 I ncrease econom es of scale. | think UF did a
13 good job in consolidating systens and rates, and |
14 think that that can be acconplished in the future.
15 The only thing we would ask is that there not
16 be a neasure that really takes oversight,
17 substantive oversight away in that process. Maybe
18 you do nore oversight at the tinme you are
19 consolidating, and now that you have got a
20 consol i dated system you have |l ess reqgul atory
21 oversight, but it shouldn't | essen the protection
22 the custonmers get in this nonopoly service.
23 At the risk of kind of stirring a hornets nest
24 here, there are -- you know, regulatory efficiency
25 shoul dn't be put ahead of custoner benefits, |
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting (850)894-0828 Reported by: Debbie Krick



173

1 think. Reqgulatory efficiency is sonething that
2 shoul d | ower costs of the type that are passed on
3 to custoners, and so we woul d be supportive of
4 t hat .
5 | know M. Smallridge raised an issue recently
6 about consolidation and filing fees. And that --
7 that's a tough spot for the Conm ssion, because
8 it's a source of funding. But certainly, filing
9 fees aren't in the electric and the gas, you know,
10 i ndustry when it cones to processing rate cases, or
11 limted proceedi ngs, but you have themin the water
12 and wastewater area. And M. Snmallridge expressed
13 a concern that it was a disincentive for himto
14 make those kind of filings. | don't want to put
15 wor ds i nstead of what he said.
16 But | think that's sonething that needs to be
17 considered. | don't know what the repl acenent
18 fundi ng source would be, but certainly it's one of
19 those things that we've heard sone evidence that it
20 can inpact the consolidation process.
21 MR, CI CCHETTI: Could you expound on your
22 concern about di m ni shnment of oversight with
23 consol i dati on?
24 MR, REHW NKEL: Well, we heard an exanple
25 about, well, we can streamine the filing. And I
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think -- and | could be wong in this, but when C
-- CSWR nade three filings the year before |ast,
they went to Agenda in March of this year. |
bel i eve that between the first and the second, or
at least the first and the third, there was an
owner shi p change above the M ssouri operation, an
outfit in New York sort of becane the majority
owner. | could have that wong, but certainly

t hi ngs can change within the acquiring entity that
t he Conm ssion needs to be aware of in terns of
financial and technical expertise. So | don't
think you can just rely on that as a given as you
go forward. That's one thing.

And certainly, if you have a consoli dated
case, all of the auditing, the verification of rate
base, all those things, that should not be
elimnated in any efficiency out there.

M5. JABER So, M. Cicchetti, | actually like
what M. Rehw nkel said so nuch | am going to steal
it and repeat it. You shouldn't put regulatory
ef ficiency over the customer. Not only do |
whol eheartedly agree with that, | knowit's one of
the priorities of NAWC

Il wll go further and say, you do regul atory

efficiency for the custoner. And here's what |
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1 nmean by that -- and also, | amnot disagreeing with
2 you with regard to mai ntai ning your oversight.
3 Agai n, not speaking, nor am| famliar wth
4 any particul ar pending applications, but, you know,
5 you don't -- you don't dismss streamining for the
6 one-off situations, or maybe even the two-off
7 situation. You know, it's a sinple question. Has
8 there -- have any of the circunstances changed
9 since your, you know, application made on X date by
10 order nunber whatever, right? There has to be an
11 opportunity to have your information updated.
12 What we are tal king about -- | guess | am
13 being very, very sinplistic in this recommendati on,
14 which is, if you just saw a conpany | ast year, and
15 t he Comm ssion staff and the Conm ssioners have
16 used tinme and resources to approve a transfer, or
17 an acquisition, or a nerge-co, and the information
18 hasn't changed, why woul d you go through those sane
19 resources in the staff level, or at the Conm ssion
20 |l evel? That's -- | actually think that's poor
21 j udgnment, poor use of resources. So that's the
22 stream ining we are suggesti ng.
23 Agai n, bringing you back to the focus on the
24 custoner. One of our -- one of our priorities. So
25 how do you maxi m ze econom es of scale, and how do
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1 you nminimze rate inpacts? WlIlIl, again, it's the
2 Comm ssi on hol di ng the conpani es account abl e.
3 So econom es of scale can be maxim zed if
4 there i s denonstrated savings they perhaps ought to
5 be shared with the custoner. That earns good wll.
6 It allows for growth. It puts capital in the
7 conmuni ty.
8 How can rates be -- rate inpacts be
9 mnimalized? Well, if we are streamining the
10 process and we are encouragi ng nedi ati on and
11 settlenents, then we are al so reducing the
12 potential for ate case expense, and w tnesses that
13 are not needed. And |awers -- as a | awer, |
14 know, there are going to be | awers over here that
15 are going to kill nme for this, but maybe m nim ze
16 | awyer tinme. You know, all of those things are for
17 the benefit of the custoner, not instead of
18 focusing on the custoner.
19 MR, CI CCHETTI: Ckay. Thank you.
20 Any ot her comments on system consolidation?
21 kay. M chael, if we can nove to cost
22 recovery nmechani sns.
23 Shoul d the Comm ssi on devel op an annual cost
24 recovery nmechanismthat would facilitate the
25 accel erated repl acenent of identified water
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1 di stribution and wastewater collection transm ssion
2 pi pe and infrastructure that has reached the end of
3 its useful life, or would result in significant
4 consequence in the event of failure? If so, how
5 woul d such a nmechani sm be structured?
6 And, M chael, if you could go to the next
7 sli de.
8 What we were thinking about, and would like to
9 get your thoughts on, it would be a nechani sm
10 simlar to what's been used in the gas industry,
11 Gas Reliability Infrastructure Program GRIP, the
12 Safe Access Facility Enhancenent Program and the
13 Cast Iron Bare Steel.
14 And so what are your thoughts about havi ng
15 sonet hi ng where you have this infrastructure that
16 IS necessary to be replaced, that can be identified
17 t hrough an engi neeri ng study, and have a hearing at
18 t he beginning, and at the end of the process have a
19 true-up?
20 MR, RENDELL: Mark, if | mght.
21 The answer -- the short answer is yes.
22 Appendi x A that | submtted is a bill that I ran
23 back in 2011 when | worked for Aqua. It's very
24 simlar to the distribution system i nprovenent
25 charges. They call themdifferent things in
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1 different states. The National Association of

2 Wat er Comm ssion had tal ked about it.

3 | also included in that appendi x that the

4 NARUC actual |y passed a resolution identifying it

5 as one of the 10 best practices in the United

6 States. Many of the states in the United States

7 have it.

8 This bill did make it to the floor, and

9 unfortunately did not pass. | know the Comm ssion
10 historically has not introduced bills, or supported
11 bills, or denied bills, but there is -- there needs
12 to be a nechanism and it does -- it does address
13 all the needed infrastructure replacenents. And as
14 Lila indicated, it's reviewed annually. Every 12
15 nonths, it's trued up, and it's set back at zero in
16 the next rate case, but you are allowed to earn on
17 your investnent in between rate cases. It cuts

18 down rate case expense. It encourages investnent.
19 One thing that should be addressed is, for

20 instance, like in Sunny Hills, you shouldn't have
21 used and useful on it. |If you are replacing

22 exi sting pipe that's serving custoners, you

23 shoul dn't penalize a conpany again for replacing

24 the pipes that needs to be done.

25 So, yes, there is -- | encourage everyone to
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1 read -- to look at Appendix A It has infornmation
2 for Pennsylvania, fromdifferent states. There is
3 actually a calculation in here, a sanple tariff.
4 So it kind of answers the first question, the
5 guesti on one, about how shoul d be restructured,
6 and, you know, should you have one. And the short
7 answer is yes.
8 MR, CICCHETTI: W wll go down the line this
9 tine.
10 MR. DEASON. Yeah. Actually, | just have a
11 question of nmy own, if that's okay.
12 As far as what staff was envisioning by making
13 references, were they | ooking at replacenent of,
14 i ke, distribution pipes and collection pipes, or
15 all potential infrastructure that needs to be
16 repl aced, both vertical and horizontal ?
17 MR, CI CCHETTI: Just distribution pipes, and
18 just pipes in the ground that are either at the end
19 of their useful life or going to fail
20 MR, DEASON. So it's just pipe basically is
21 what you are sayi ng?
22 MR. ClI CCHETTI: Yes.
23 MR, DEASON. Ckay.
24 MR, CICCHETTI: And we could tal k about
25 t hrough, you know, if the program noves forward,
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you know, what -- if there should be anything, you
know, in addition to that. But mainly, it's to
repl ace aging infrastructure, and do it in a way
that reduces regulatory lag for all the reasons
that Troy just nentioned.

VMR, DEASON. Ckay.

MR. RENDELL: If you look -- if you |ook in,
agai n, Appendi x A, page three of four, House Bill
223 kind of lists out the different projects that
woul d be included. Water quality inprovenents
desi gned to achieve primary and secondary wat er
standards as determ ned by the Departnent.

Wast ewater quality inprovenent projects. Wter
service mains. Value replacenent. Min cleaning
and relining. Fire and flushing hydrant

i nstall ati on.

That was -- the fire flowis one of the ones
that the representative was very -- that's why he
ran the bill, because he was very concerned about

fire flow, hydrant installation, maintenance and
repl acenment main extension to elimnate dead ends,
I nterconnection projects for water and wastewat er
and reuse neter installations, maintenance and
repl acenent of collection connection sewer

cl eani ng, manhol e repl acenent cl eani ng and rehab.
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1 So it addressed for water and sewer. It was
2 very specific of what it -- basically all the
3 infrastructure out in the distribution and
4 col l ection system
5 MR, HETRI CK: \What year was that, Troy?
6 MR, RENDELL: 2011, House Bill 223.
7 MR. FLETCHER: | got a foll ow up.
8 On your know edge of these type of nechani sns,
9 what percentage of the bill relates to those
10 nmechani sns versus base rates?
11 MR, RENDELL: | actually have not done one.
12 Wien | was at Aqua in North Carolina, they were
13 doi ng different ones for Pennsylvania, and whatnot.
14 | think it's a small percentage. | nean, it's
15 basically just a rate of return, a depreciation on
16 just the added infrastructure in between rate cases
17 and it's trued up every year. So if you think
18 about that, the rate of returnis a very snall
19 el ement of rates.
20 MR, FLETCHER: But in that, did they -- did
21 they also get the -- did they get depreciation
22 associ ated depreci ati on expense? The property
23 taxes associated wwth it? If so, it -- | nean, |
24 realize just the return would be a small portion,
25 but the associ ated correspondi ng revenue
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1 requi rement inpacts of the investnment would be far
2 greater.
3 MR. RENDELL: Yeah, there is an exanple in the
4 appendi x. It has the -- you know, it's the rate of
5 return, the depreciation expense, and then any
6 reconciliation of over or under.
7 MR. FLETCHER: Al right. And just -- | say
8 that just because of you -- obviously, everybody
9 knows the aging infrastructure out there, and
10 starting from devel oper-owned utilities, and
11 whenever you have to replace it, there is no
12 matching CAIC this tinme that you can collect. So
13 it's dollar for dollar, and if the -- what goes
14 into a type of mechanismas far as what
15 infrastructure would be allowed in such a
16 mechani sm you could see it fastly grow ng to that
17 bei ng the nmechani smgetting the lion's share of the
18 custoner's bill.
19 MR, RENDELL: But it's capped. It included a
20 cap. And this House Bill is a cap of eight percent
21 of the annual revenue bill --
22 MR, FLETCHER  Ckay.
23 MR, RENDELL: -- so it's not -- you can't get
24 20 percent of your rates through it. There as cap.
25 And once you reach that cap, that's it.
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1 MR, FLETCHER: kay. Thank you.

2 MR. DEASON. Yeah, Getting a back to ne, if

3 that's okay.

4 Yeah, | guess staff is famliar with that, in

5 nmy |ast rate case, | suggested the SW M program

6 Sewer and Water | nprovenent Mechanism which is

7 very simlar to the GRIP program and that's what |

8 tried to pattern it after, with sone nodifications.

9 | thought that, you know, there is three nmain

10 reasons woul d you want this cost recovery

11 mechani sm you know. Nunber one, you know, we've
12 seen it work successfully in Florida. Not in water
13 and wastewater, because there is nothing right now,
14 but it's successfully been proven to work in

15 nat ural gas, and electric has sone ot her cost

16 recovery mechanisns on their side too. So we know
17 they work, then it just makes sense to apply these,
18 or apply it in some formto water and wastewater.
19 Sone of the efficiencies that you gain there
20 is you are -- what we tal ked about before, you are
21 incentivizing investnment in Florida. |f sonebody
22 wants to invest in Florida, and they know they

23 deposition have to wait and spend $1 million in

24 rate case expense, because that's what | have to
25 spend to get that infrastructure put in rates, that
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1 i ncentivizes investnent in Florida.
2 You have the effect of, like Troy said, if
3 it's capped, you are not going to be getting rate
4 shock. If you can get small increnental rate
5 I ncreases every year, well, that's a |lot easier to
6 stomach for custoners than every four or five years
7 having a big rate increase. And | don't think
8 anybody here is, you know, whether -- no matter
9 what side you are on, rate shock is not fun to deal
10 with, and that's one thing you can nitigate.
11 And so these -- these efficiencies, these
12 things that you gain, | amall for, and | | ook
13 forward to maybe devel opi ng sone, you know,
14 strategies on how exactly it would be inplenented
15 In our state.
16 MR. CICCHETTI: One other thing I think we had
17 in mnd and wanted to hear everyone's thoughts on
18 Is that this increase associated with this program
19 woul d occur at the sanme tine as the index in past
20 years --
21 MR, DEASON. That's what | had suggest ed.
22 MR CICCHETTI: -- and would mnimze --
23 MR, DEASON: Yeah, | think it would mnim ze,
24 because you are doing it all the same tine. |
25 think there is sone nodifications that woul d have
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1 to occur. As far as the calculation, | think you
2 could -- if you are famliar wiwth the limted
3 proceedi ngs MFRs, schedul e nunber three, you could
4 easily nodify that and insert it in the calculation
5 wi th index and pass-throughs to get the math to
6 work out, if there is any question about that.
7 As far as the timng, obviously, you are
8 | ooki ng at was put in the previous year, so there
9 i's obviously going to be docunentation you are
10 going to have to look at. You are also going to
11 have to | ook at prudency for those investnents.
12 And a decision has got to be made about that as
13 wel | .
14 So obviously, you have to tal k about naybe an
15 extension of tinme, because right now, it's 60 days.
16 If you are doing an index and pass-through
17 together, it's 60 days, and so there m ght be a
18 little bit of leeway as far as length of time for
19 staff to reviewthat. W don't want staff to be
20 rushed in any way to do that. But that's kind of
21 the gist howit would work.
22 Sone of the other ways is -- | think April 1st
23 Is the day you can file for your index and
24 pass-t hrough the sane day your annual report is
25 due. So that's the way | intend to do it this year
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1 as wel | .
2 As far as covering that ear SWM portion of
3 it, if you could have, say, a filing -- aninitia
4 filing a few nonths before, so to at | east get the
5 docunmentation in there for staff to | ook at, and
6 say, hey, here is all the infrastructure. Here's
7 t he docunentation, and here's why | did it. And
8 they can get that out of the way first, and then
9 the rest of it conmes in April 1st, when you have
10 the index and pass-through, your annual report, and
11 you can finish out the process and still hit that
12 60-day tinmefrane.
13 So those are just sonme things that | thought
14 about as far as some of the nmechanics on how t hat
15 woul d wor K.
16 Anot her benefit | didn't talk about is if it
17 wor ks successfully, the need for a rate case won't
18 happen as frequently. So instead of having a rate
19 case of three, four, five years, you can
20 potentially push that out.
21 And like | said before, it's a mllion
22 dollars. That's the average of ny last two rate
23 cases, $1 mllion in rate case expense, and all
24 borne by the custoner. |If we don't need to have
25 rate cases |like that as frequently, well, that
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1 benefits the custoners on the rate side as well,

2 because that's sonething el se you don't have to

3 recover nearly as often.

4 MR, CI CCHETTI: Thank you, M. Deason.

S Ms. O ark.

6 MR. FRI EDMAN:. Yeah, and there is no -- the

7 alternative that to go by now doesn't work, it

8 doesn't encourage infrastructure replacenent.

9 Basically under the current regul atory schene, you
10 either got to wait until you file a rate case. You
11 have got terrible regulatory lag that's not fair to
12 the utility. You have got rate shock, which isn't
13 fair to the custoners, or you file limted
14 proceedi ngs every year. They could, every year,

15 sit down and file a limted proceeding. Can you

16 I magi ne the cost of doing that every tine, which

17 ultimately is going to be borne by the custoners.
18 So there does need to be sone nmechani sm put in
19 pl ace while we deal with this infrastructure

20 repl acenment problemthat everybody is facing. Not
21 just conpanies regulated by y'all, but every

22 utility in the country, water and sewer utility has
23 the sanme problem billions of dollars | think I

24 heard sonebody say this norning in Florida that had
25 to be done on aging infrastructure.
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1 And so the current -- to be fair to the
2 utility, reduce regulatory lag; be fair to the
3 custoners, where there is rate case expense of
4 filing every year, plus staff tine, energy and
5 effort, and Conmm ssion tinme, energy and effort, and
6 Public Counsel tinme, energy and effort of dealing
7 with those every, you know, basically constantly.
8 You woul d constantly have a limted proceedi ng, and
9 all the staff tine, and everybody else tinme that's
10 i nvolved in that.
11 Wher eas, us using one of these nmechanisns, you
12 woul d be able to -- you would still have the
13 oversi ght and approval that, you know, that Public
14 Counsel is going to |look for that sonmebody is going
15 to vet to nmake sure that that infrastructure was
16 actually put in the ground, and then to put a cap
17 on it.
18 And then the SW M Program had produced -- had
19 recommended a cap, as Troy told you, the DI SC
20 | egislation had a cap init. So that's another
21 nmechani smto protect the custonmer, but it does help
22 resol ve the regulatory |lag problemfor the
23 utilities, and regulatory lag is a big problem
24 Thank you.
25 MR, FLETCHER: | would point out, yeah, | do
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1 recall the SWM proposal, and wanting to basically

2 conbine that with the index and pass-through

3 applications. | amdefinitely hesitant to say that

4 t hey shoul d be conbined definitely because of the

5 statutory deadlines with the index and

6 pass-throughs w thout knowi ng first what the fina

7 products of what the nmechani smwould | ook |ike

8 before -- that would be a consideration, | think,

9 that should be | ooked at of what it is inits final
10 form before any such deci si on about conbining --

11 MR, ClICCHETTI: Yeah, | think that --

12 MR. FLETCHER -- with the other.

13 MR, FRI EDVMAN: That was just intended so that
14 you don't have an indexing going into effect, and
15 then two nonths | ater you have another. You know,
16 | mean, custoners hate to, you know, you hear them
17 i n custoner neetings, God, | just got this notice
18 -- which it's an interimrate notice -- ny rates

19 just went up. You know, you will hear that all the
20 time. And in order to avoid that, that was just,
21 you know, Sunshine Waters suggestion to avoid

22 having rate increase after rate increase after rate
23 I ncrease was to conbine it with that. And if it

24 coul d be conbined, it's better for everybody. If
25 it can't, and it doesn't work that way, then --
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1 then you have to do the other. | nean, the process
2 I's nore inportant than whether you tag it into an
3 I ndex or not.
4 MR CICCHETTI: | think we were thinking nore
5 of the timng, the increase associated with it
6 rat her than the sane process.
7 MR. FLETCHER: Well, yeah, | agree, you know,
8 the custonmer savings with a notice, and al so the
9 rate stability aspect to it, as far as the tine
10 being of the effective date of the increases
11 associated with the index of pass-through, or such
12 a nechanism definitely the custonmer savings is
13 benefici al .
14 MR CI CCHETTI: M. Cox.
15 MR, COX: Yeah, | would just add two points.
16 One to M. Fletcher's question. W've seen it
17 capped either percentage of rate increase every
18 year inside those prograns, or percent of
19 infrastructure investnent, right, that only so nuch
20 of you have CAPEX can be included on an annual
21 basis, a percentage of your existing rate base.
22 | would just add one nore part -- point about
23 havi ng one of these nmechanisns in place is
24 resiliency that you are building in, because, you
25 know, we jokingly say, in 2021, we faced three of
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1 the four horsenen of the apocal ypse. W had Ice
2 Storm Ui in Texas, then Hurricane lIda in
3 Loui si ana, and we had a tornado, the Myfield
4 tornado in Kentucky. And what we sawis in the
5 areas that we really the tine to do investnents and
6 resiliency, we had very little down tine, even in
7 maj or natural disaster areas, right?
8 So |l think it's not just replacing aging
9 infrastructure, which it is. It needs repl aced.
10 But you need to renenber it also builds resiliency
11 naturally to these systens, right, in those
12 ener gency situations.
13 MR, CI CCHETTI: Sout hwest? Not hi ng.
14 MR BRISE: Yeah, just to reiterate a couple
15 of things, I think, and sticking with the thene of
16 adding nore tools to the tool box, right? This
17 woul d provide -- considering sone of these
18 mechani sns woul d provide for the avoidance of rate
19 shock, continuance of rate stability, systemc
20 i mprovenents across the system not only one
21 utility, but across the system and we can think
22 about that systematically throughout the state.
23 It's annually reviewed, right? O whatever
24 nmechanismin terns of timng nakes the nobst sense,
25 and it's efficient froma regul atory perspective.
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And so therefore, you -- you gain all the benefits
that we are all tal king about w thout injuring the
consuner, or the custoner.

MR CICCHETTI: Ms. Ballou, before you start,
as to Bart's question, do you know what the portion
of the bill DISCis versus base rates in
Pennsyl vani a?

M5. BALLOU. Well, | can tell you that it says
for Pennsylvania, that generally, it adds a few
cents to $2.75 a nonth on the bill. That's the
range.

MR ClI CCHETTI: Thank you.

M5. BALLOU. So that gives you an idea. And
al so that it has accelerated the repl acenent
schedule from30 mles of main per year to 80 mles
per year, which nore closely matches actual service
life of the mains. So it's had a significant
inpact. It's been in place since 1997, and
Pennsyl vani a has never had a conplaint filed
agai nst the DI SC charge or during a DI SC
proceeding. So all of that time, there have been
no conpl ai nts.

And just to reiterate that it is a national
Best Practice. On one of our slides we included a

map that shows the different states that have
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1 i nfrastructure nechani snms, and there are 20 states
2 that do. And |like others have said, they are al
3 very different. And we are happy to provi de any
4 exanples you would |like to see how -- what's
5 I ncl uded and what's not included, and how it works
6 in different states.
7 MR LEWS: It mght have been stated before,
8 what are the tinmefranmes on sone of these
9 sur char ges?
10 M5. JABER It varies.
11 M5. BALLOU. You nean the true-up?
12 MR LEWS: Yeah. | nean, because the cost is
13 going to be elevated or defl ated based upon the
14 ti mefrane.
15 M5. JABER So yes and no. It varies by
16 state. So the answer to your question, let nme --
17 l et nme go back to M. Fletcher, and | prom se |
18 will we've the answer to your question into this.
19 From your perspective, as well as fromthe
20 custonmer's, you will want to know that what all the
21 DI SC-1i ke nechani sns have in comon. And, you
22 know, don't be wed to the words or the acronym
23 right?
24 The idea is it's an infrastructure surcharge
25 mechani smto be used between rate cases. And what
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1 they all have in commobn is every custoner gets

2 notice. There is a cap, sone sort of cap. And

3 then an earnings surveillance report. |In other

4 wor ds, a precaution and a protection to the

5 consuner that the DI SC woul d never result in an

6 over earni ngs situation.

7 Now, directly to your question, because they

8 vary by state, sone of the surcharge nmechani sm - -

9 mechani sns get rolled into the rate case and maybe
10 they go away forever with regard to that particul ar
11 request, but it doesn't nean that the conpany
12 cannot cone in and apply for a surcharge nechani sm
13 for other infrastructure investnent. Sone are nore
14 than a 12-nonth project, and it gets rolled in,

15 reconciled to zero and starts back up again.

16 Two things | thought you would find of

17 i nterest based on what April said. Custoners, what
18 -- what we have found at NAWC tal king to different
19 state commissions is custoners really don't object
20 to DI SC because they can see -- they can actually
21 see the investnent being nmade. They see the

22 construction. They walk out of their house, they
23 are seeing the pipes going into the ground. And so
24 just, as matter of course, we tend not to object in
25 prices, right, to things that we can -- progress
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1 that we can see bei ng nade.
2 And then finally, sone of the nmechani sns have
3 a requi renment that conpanies cannot file these
4 nmechani sns for nultiple years without comng in for
5 a rate case in between. It's not designed to
6 replace a rate case. So, you know, in one state,
7 it may be that you can seek a DI SC nechani sm
8 approval for DI SC surcharge five tinmes, but then
9 you nust conme in for a rate case, or maybe it's
10 three years. You have a lot of flexibility in
11 terms of how you desi gn your surcharge mechani sm
12 MR, FLETCHER  Just a followup. D d any of
13 those in those states, 20 states | think you said,
14 did they start off these nechanisns as a pilot and
15 eventual ly make its way into | aw?
16 M5. JABER  Pennsyl vani a.
17 M5. BALLOU. Yeah, there -- there definitely
18 have been pilot prograns starting this | way and
19 t hen expandi ng.
20 MR, FLETCHER: How | ong was the pilot progranf
21 Li ke five years or sonething?
22 M5. BALLOU: | would have to look into that.
23 | am not sure.
24 MR, FLETCHER  Thank you.
25 M5. BALLOU. | can let you know.
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1 MS. JABER. It also varies, and | wll tell
2 you, M ssouri, St. Lucie County, M ssouri, was one
3 county allowed for a DI SC-Iike nmechanismjust in
4 one county where they needed to make infrastructure
5 I nprovenents, and they have since then just -- and
6 it was there for decades, and -- well, M. Cox, you
7 probably are going to be nore famliar wth this.
8 And just recently, they have expanded it into the
9 whol e state.
10 So | am not suggesting a very |long pil ot
11 project |like that, but that's how nmuch flexibility
12 the state conm ssions have. They -- they
13 identified a problem They targeted it with a
14 sol ution and expanded it, so it just depends on the
15 state.
16 MR, COX: | have gotten to pay those bills. |
17 am an Anerican Water customer in Saint Louis
18 County, so I know exactly what you are talking
19 about. So, yeah, it's a 10-year kind of pilot
20 programit was just around one contiguous drinking
21 wat er system and they expanded it to the whole
22 state, it's been -- and | go back to a |lot of roads
23 getting tore up, everyone realizes, hey, real work
24 IS getting done, and service inprovenents. | nean,
25 as custoner, less -- less nain breaks, |less, you
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1 know, boil water notices, all of that kind of good
2 stuff.
3 MR, CI CCHETTI: M. Rehw nkel ?
4 MR, REHW NKEL: \Where to start?
5 So obviously whatever we file is going to be
6 sonme sort of synthesis of our brief in the docket
7 20200139, the U F case that M. Deason referenced
8 with respect to SWM pages 29 through 39, is that
9 right? 23 through 39. W laid out all of our
10 concerns and objections to this kind of mechani sm
11 and | am not going to repeat those here.
12 | just want you to keep in mnd, there are
13 five, six maybe utility interests here, and there
14 is only one person here, you know, representing the
15 custoners. So it's not a, you know, a wade of the
16 comments. You know, they represent a side. W
17 represent a side. W have serious conference about
18 this.
19 Again, | amgoing to say it again, this is a
20 cost - based state, so even if you are not doing a
21 rate case, if you are doing a surcharge, it's stil
22 got to be cost-based. And | think one of the
23 commenters used the word prudence, or prudency, iIn
24 tal ki ng about what the standard woul d be, and we
25 concur in that.
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1 | want to rem nd fol ks that those three gas
2 riders up there, that's three gas conpanies. They
3 have a RAF-based system | think that's on sound
4 footing. Those cone in on a cycle every year.
5 They are evaluated in the fall of the year, and in
6 the tinmefranme of what | call hearing season, which
7 Is the clauses. You have got all the fuel clauses,
8 PGA, energy conservation, environnental cost
9 recovery, and now SPP. And heaven forbid if
10 nucl ear cones back, we will have that all in that
11 time of year.
12 And you have staff that are dedicated to
13 handl i ng those clause hearings, and it's a quite
14 and undertaking, even if it's streamined, it's
15 still an undertaking. And that's for a handful of
16 gas conpani es and a handful of electric conpanies,
17 and that is a tinme-consum ng process.
18 Now, on top of that, | think there is 142
19 wat er systens. Let's say only half of themdo
20 sonet hing. You have 70 cone in and take advant age
21 of this. Were are your resources that are going
22 to give the scrutiny to these filings so that you
23 can determ ne prudence? Putting the tim ng aside,
24 where are those resources? Are we going to get,
25 the custoners going to get a good faith | ook at
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1 these filings that are going to be slices of what
2 you would do in a rate case, they are just going to
3 be done every year. They could be mllions of
4 dollars. Who is going to | ook at those, and who is
5 going to scrub then? W is going to say that's
6 prudent ?
7 Let's go to the index and pass-through
8 process. As far as | know, those never go to
9 Agenda. They don't see the light of day. They
10 don't see a hearing. There is not a point of
11 entry. This is a staff process that -- that is
12 handl ed adm nistratively. So on top of that, you
13 are going to overlay this ook at investnent on top
14 of that? | don't think it's going to be physically
15 or humanly possible. | don't know what ot her
16 states do. | don't know what their staffing is at
17 their comm ssions. No idea on that.
18 W heard a little bit about an earnings
19 surveillance safety or guardrail, if you want to
20 call it that. Well, the Comm ssion doesn't have a
21 surveill ance process for water and wastewat er
22 conpani es beyond an annual report that is filed 18
23 nmonths in arrears, and it's really a desk audit
24 review. And | don't know that that would line up
25 with the -- the clause type filings, or the
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1 surcharge filings, and what the current state of

2 earni ngs of the conpany are, because that's a --

3 you know, you are looking, if you goto -- if you

4 got a filing in the sumer of '22, the last round

5 of earnings surveillance or annual reports, they

6 were | ooking at the end of 2020, | think. Aml

7 ri ght about that? Year-end 2020. So you are not

8 going to look at, in that filing, you are not going

9 to look at earnings on a realtine basis. It's

10 going to be nmuch in arrears. So we would be

11 concerned about that in terns of this process.

12 Now, having said all of that, if sonebody has
13 a concrete proposal and you put it out on the

14 table, we wll look at it. Everyone is going to

15 know, if it |looks Iike SWM what our problens are
16 with it. But if there is sonething of a very

17 limted and auditable and process that ends up here
18 at an Agenda or in a hearing, cone talk to us, but
19 I don't think the custoners should give up their

20 due process rights just for the sake of efficiency.
21 And so that's a real concern on our part.

22 W did -- | amgoing to go back into these

23 comments on one |little piece. | think if you are
24 going to do this, it's got to be across the board.
25 It can't be a utility by utility thing. You are
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1 going to -- if you are going to create a process,
2 it's got to be available to all utilities. So |
3 think that would violate sone fundanental s of the
4 rul e- maki ng requirenents.
5 So those are our remarks on there. Needl ess
6 to say, we are skeptical of that one.
7 MR. CI CCHETTI: GCkay. Thank you, Charles.
8 MR, DEASON. Could | respond briefly?
9 MR, FLETCHER: If | can follow up just one
10 thing on the earnings surveillance that was just
11 menti oned. Definitely the annual report is
12 annual ly. The only other outside of the annual
13 reports would be in what we call a LARI |, the
14 Limted Alternative Rate Increase, the last tine
15 that that -- went to rule-making, it was put after
16 | believe it had been in effect for so long, the
17 LARI increase that they had to file schedules with
18 rate base, a cost of capital, an NO, basically a
19 snapshot to determ ne whether those schedul es
20 i ndi cated whet her they were earning within the
21 range. That was the only other aspect outside of
22 any other rate increase other than an annual
23 report. | just wanted to --
24 M5. JABER  But renenber, M. Fletcher, you
25 al so have clear statutory authority to require any
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1 report you want. This agency can do that in
2 conjunction with the approval of any, and does.
3 MR, FLETCHER  Oh, yes, definitely.
4 M5. JABER Yeah. So | actually -- not a | ot
5 of disagreenent with M. Rehw nkel in ternms of the
6 heads-up on all the cautions, and custoner due
7 process shoul d never be sacrificed. Never. And so
8 what that says is there is an opportunity for you
9 all to figure out what the point of entry process
10 is going to be for the custoner. |f they have
11 notice, it's because there is an opportunity to be
12 hear d.
13 And | never said the DI SC nechani sns di dn't
14 have a hearing. | never said that. They have a
15 hearing. They have a hearing. What you have to
16 guard against to make it feasible between rate
17 cases is that a very limted infrastructure
18 surcharge application ought not turn into a full
19 flown rate case, which generates rate case expense,
20 because isn't that what we are trying to mtigate?
21 So NAWC woul d never disagree with naking sure
22 all of the consuner protections are in place.
23 That's all actually the beauty of these
24 I nfrastructure surcharge nechani sns.
25 MR, RENDELL: Briefly. First off, | agree.
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1 They have at this to be cost-based. You are going
2 to have docunentation to show what you install.
3 You are going to put in mains, or piping, or
4 whatever. | find it ironic that OPC brings up al
5 of these other nmechanisns that electric and gas
6 get. They have fuel cost. They have PGA. They
7 have conservation. They have -- now gas has all of
8 these. | worked in the conservation cost recovery.
9 So, yes, your other utilities can have, but
10 wat er and wastewater, you don't get anything. |
11 nmean, it's very ironic to ne. | think these other
12 state comm ssions have figured out howto do it. |
13 think Florida can figure out howto do it too.
14 MR Cl CCHETTI: M. Deason.
15 MR, DEASON:. Just add one quick coment about,
16 you know, the processing of it. | do under -- you
17 definitely need to take into account there is sone
18 extra steps involved if you are adding in a cost
19 recovery mechanismfor capital along with the index
20 and pass-through. And | am just speaking as ny
21 personal opinion. | don't think it's going to
22 increase it that dramatically, you know, as M.
23 Rehwi nkel , just -- We both have sonething in
24 common, we are both forner staff nenbers here at
25 the PSC. But unlike M. Rehw nkel, | actually
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1 processed and revi ewed and | ooked at index and

2 pass-through applications. |It's not nearly as

3 arduous as he is making it out to be.

4 So | think there is a good nediumof tinme you

5 can have to |l ook at both the cost recovery

6 mechani sm and t he i ndex and pass-through at the

7 same tinme and cone up with a reasonable tinefrane

8 to process it.

9 As far as the timng of the application, if

10 you are doing it in conjunction with the index and
11 pass-through, the earliest you can do it is April
12 1st. That's the sane day your annual reports is

13 due. And that's got to be on file. So you have
14 that, in essence, that surveillance report at the
15 sanme tinme you are nmaking the filing as well.

16 MR. REHW NKEL: Mark, just to be clear on what
17 my conments were on this. | don't say -- the index
18 and pass-through process is 60 days, right? It's
19 got to be done.

20 MR, FLETCHER: It's 60 days for an index, and
21 45 for a pass-through only.

22 MR, REHW NKEL: So inside that. W are

23 tal ki ng about infrastructure cost recovery for

24 multiple, nmultiple systens that have to be | ooked
25 at at the same tine. The index and pass-through
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1 process does not have a hearing. There is no point
2 of entry in that at all. It is as admnistratively
3 streanm i ned as can be.
4 To say that in that sane tinefranme you are
5 going to file sonething and gi ve sonebody an
6 opportunity to have discovery and hearing on -- on
7 this infrastructure additions is not the sane
8 t hi ng.
9 Those up there, we've asked -- we can ask for
10 a hearing on those. The storm protection plan,
11 which is the closest anal og of infrastructure
12 recovery, that's an enornous undertaking for just
13 three -- four electric conpanies.
14 So ny point is, where's the tine and resources
15 to have a hearing on if soneone wants to chal | enge
16 one of these surcharge requests? | don't think you
17 can say they are the sanme thing as an i ndex and
18 pass-t hrough, at |east not at the outset.
19 And finally, on the earnings surveillance,
20 yeah, you can ask for it, but there is a reason why
21 you don't have quarterly or sem annual or nonthly
22 surveillance reports for of all these water
23 conpani es, because it would -- it would bury them
24 in regulatory costs. Even if the electric
25 conpani es, it's an enornous undertaking to produce
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1 that surveillance report every nonth, and for the

2 gas conpanies for quarterly. | don't think -- |

3 don't think you really have that tool right now

4 MR, CI CCHETTI: Charles, what if we |imted

5 this type of proposal to a utility of a certain

6 si ze?

7 MR, REHW NKEL: It would depend. You know, |

8 don't know. | think there are -- how nmany are

9 there, 16 Cass A s? Does anybody know?

10 MR CI CCHETTI: Bart.

11 MR, FLETCHER: That's about right. | think

12 it'"'s alittle |ess.

13 MR. REHW NKEL: Yeah. So if you have a dozen
14 Class A's, and you have a quantumof Class B's in
15 excess of that, that's still a lot to process, you
16 know, relative to these electric and gas cl auses.
17 And, you know, M. -- M. Rendell makes a good
18 poi nt, but the facts on the ground are this agency
19 is sized to handl e the workl oad that you have right
20 now. And | think your work -- your workforce has
21 shrunk. You are doing a lot nmore with | ess. But
22 adding an entire |layer of clause type recovery, we
23 -- we woul d be skeptical that you could do a really
24 good job of it over this tinefrane. And that's not
25 to nmention our office being able to, you know, find
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1 a way to deal with this in this -- in the fall.
2 From August to Decenber, you guys know it, we
3 are -- we are -- we are busy. |If there aren't rate
4 cases already in there, we still always have the
5 cl ause proceedi ngs during that whol e tinmefrane.
6 So it's a concern, but it -- our workload
7 shoul dn't be a concern. Qur concern is can the
8 Conmm ssi on process these during this tinmefrane?
9 MR, CI CCHETTI: Thank you, Charl es.
10 MR, RENDELL: |If I could, real quick, could
11 respond.
12 | don't think it -- | probably agree with
13 Charles on this. It shouldn't be the sane tine as
14 the index. It should be separate so that you can
15 | ook at it.
16 The wat er and wastewater industry pays the
17 hi ghest percentage of RAFs of any industry. W pay
18 four-and-a-half percent of our revenues. Electric
19 doesn't pay that. Gas doesn't pay that. So we pay
20 t he hi ghest percentage. Maybe not the highest
21 dol I ar amount, obvi ously, but we pay the highest
22 percentage to be regulated by the Public Service
23 Conmmi ssi on.
24 It's pretty sinple. Here's the invoices, what
25 we did. Here's the rate of return. Here's the
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1 depreciation. It's not conplicated, it's
2 basically, you know, KIS, the old saying, keep it
3 sinple. That's all it is. And it should be very
4 sinple to do. And you should do it, you know,
5 yearly. It has to be done yearly, and you don't
6 have to tie it to another clause or anything.
7 | apol ogize. | don't know much about the SWM
8 because | haven't really studied that, but | am
9 just tal king about this type of DI SC | egislation
10 that's in other states.
11 MR, FUTRELL: Mark, | have got a comment.
12 Mark Futrell wth the staff.
13 | think we certainly would Iike all of your
14 t hought s about this in your postworkshop coments,
15 and process is certainly a consideration, but |
16 t hi nk before we get to process in sone of those
17 details, it's what's the concept? And so that's
18 what we woul d Ii ke your thoughts about, the concept
19 of this.
20 Staff has had a few opportunities to kick
21 around a few ideas. Those three itens listed there
22 were there -- are there intentionally, because the
23 concept of those, as | understand them was that
24 those had a stated purpose. They had a scope.
25 They had an estinmate of costs. They had an
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1 estimate of conpletion.

2 And so it was a -- it was a tangi bl e concept

3 that the Conmm ssion could | ook at and afford all

4 parties a point of entry to review it, decide

5 whet her it made sense, whether there were

6 denonstrabl e benefits for custoners, and it was

7 made sense for the conpany, and to get input from

8 all intervenors.

9 And then there was an ongoi ng process, once

10 approved, to nonitor the costs, report, review,

11 allow all parties a chance to | ook at what was

12 happeni ng and t he anount of progress, and then get
13 to a, hopefully an end -- a conpletion, so that the
14 custoners, as Ms. Jaber said, could say, hey, |

15 paid for that. That happened because | paid.

16 And so the idea of this was to find a way to
17 accel erate capital inprovenent above and beyond

18 what's contenpl ated in base rates.

19 M5. JABER That's exactly right, M. Futrell.
20 MR, FUTRELL: And so that's what we would |ike
21 to -- that's kind of one of the working concepts we
22 had. But again, we are open to other ideas that

23 you guys may have, but that was one of the working
24 concepts that | think we had thrown around,

25 I nspired by DI SC progranms, what we had heard about
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1 in the SWM Program and ot her concepts that are out
2 there, is that was one of the, kind of sonething we
3 coul d get our hands around and afford all parties a
4 chance to |l ook at, and the Comm ssion ultimtely at
5 the front end, and then the then nonitor progress
6 and utilities actions to inplenment its plan over
7 time.
8 M5. JABER Yeah. So you nailed it. The --
9 the infrastructure surcharge mechani sm NAWC i s
10 tal king about is not tied to index pass-through,
11 and it's exactly what | said. Custoners have
12 notice, opportunity to be heard, and -- and a
13 process at the Comm ssion. It's not a full blown
14 rate case.
15 And it is -- the scope -- the scope -- the
16 scope is | have a capital project plan. I,
17 utility, have a capital project plan. This is
18 infrastructure that has to get nade to pull up that
19 agi ng pi pe over a certain anount of tinme, and |
20 don't need a whole rate case to do it.
21 That's the infrastructure surcharge nmechani sm
22 that the states have enbraced. They call it system
23 I nprovenent charge. They call it distribution
24 system charge. | think Nevada is a -- it starts
25 with an M-- | amsorry, an N, |like Nevada, so --
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Debbie Krick



211

1 but the concept, M. Futrell, is that it is a
2 capital inprovenent plan that the Conm ssion staff
3 reviews, and can -- can see and appreciate with
4 accountability comng back to the Conmm ssion with
5 the appropriate, you know, request for information
6 or data that is filed quarterly, annually, whatever
7 It is that you want to do to keep them accountabl e
8 and to keep consuners protected.
9 MR, FLETCHER: If | could follow up on --
10 t hose prograns, are they all historical, or is any
11 proj ect ed?
12 M5. JABER | think by -- | think they
13 necessarily are projected, because it hasn't been
14 -- it's construction not made yet. Yes, they are
15 pr oj ect ed.
16 MR, FLETCHER: Thank you.
17 M5. BALLOU. But as Lila said, in Pennsylvania
18 at | east, conpanies file long-terminfrastructure
19 i nprovenent plans, and so they have a plan about
20 what's going to be acconplished each year, and then
21 the DISC recovery is tied specifically to that
22 pl an.
23 MR, CICCHETTI: The final point that | would
24 like to address, | don't know if other states have
25 that, but here in Florida, we have statute
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1 367.0812, which addresses secondary water quality

2 standards. And anytine rates are raised, the

3 Conmm ssi on needs to eval uate secondary wat er

4 qual ity standards.

5 Does everyone think that that would apply to

6 any kind of DI SC program or does any other state

7 have a DI SC type condition such as this?

8 MR. FRIEDVAN:. It doesn't apply to indexings.

9 That's a rate increase.

10 MR CICCHETTI: Well, it hasn't been. That's
11 true, it hasn't been applied there.

12 MR, FLETCHER  And | would point out that the
13 I ndex and pass-throughs, that's the only thing

14 adm ni stratively approved, | think, by staff. Once
15 the information is filed pursuant to the statute,
16 that doesn't go to the Conm ssioners for a vote.

17 That's the only distinction | would nmake there for
18 that rate increase versus others.

19 MR. FRIEDMAN. | don't know what one has to do
20 with another. A rate increase is a rate increase
21 is arate increase, whether the Comm ssioners bl ess
22 it or whether it's automatic.

23 MR DEASON:. | amno attorney, but I will just
24 say this, | do know the index and pass-through

25 requires a statenent of quality of service. There
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1 may be a way to expand that to include this
2 requi renment of the statute, but obviously that's --
3 attorneys have to nmeke that decision, but just
4 throwi ng that out there.
5 MR, CI CCHETTI: Ckay. Anyone -- yes, M. Cox.
6 MR. COX: There are states that have -- that
7 have that allowance inside the investnent program
8 Texas, for one, just inplenmented one in the wake of
9 lce StormUri for resiliency and for service
10 redundancy. So those do exist.
11 MR, CI CCHETTI: Thank you.
12 M5. JABER  The infrastructure surcharge
13 mechani sm can be a solution to your secondary water
14 quality issue. So | think that's -- M. Brisé and
15 | were just discussing it. |It's not an either/or,
16 or it is if states have identified sone quality
17 concerns related to color of water, or odor, or --
18 and it's because there is pipe corrosion, it's the
19 i nfrastructure surcharge nmechani smthat becones one
20 of the solutions in the tool box.
21 MR, CICCHETTI: | was just wondering if it
22 woul d fall under that, and then that would need to
23 be considered as part of this program just
24 wonderi ng what everyone's thoughts are on that.
25 M5. JABER  Yeah -- well, you know, but it
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gets -- it wouldn't be excluded from your normal
review of quality of service on -- in the rate case
cycle. That's the way | woul d answer your

guestion. It's not that it -- you would point to
adding it as a criteria to what you do with the

i nfrastructure surcharge petitions, or your
decisions in that regard. It just gets

i ncorporated into all of the plant and facilities
that you already have to nake a determ nation of
qual ity of service for.

MR, CI CCHETTI: Thank you.

Any ot her coments with regard to cost
recovery nechani snf

MR. REHW NKEL: So, Mark, that -- your
question three there, | -- | hadn't really
contenpl ated that, but, you know, on a, kind of a
paral l el basis, that statute, and the index and
pass-t hrough process, those are statutory.

You are being asked to create your own outside
of the statute, and as | see it, this surcharge
proposal is basically little slices of revenue
requi renment that would otherwi se be recovered in
rate cases. So to ne, those are nore akin to your
rate case -- your rate setting authority that's

enbedded in rate cases, and | think those do fall
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1 within that statute. You are just taking it a

2 little bit at a tine instead of one big gulp at the

3 rate case.

4 So |l -- 1 think the Conm ssion should be

5 hesitant to consider that they could end run that

6 statute by slicing the rate case up into little

7 pi eces.

8 MR, CI CCHETTI: Ckay. Thank you.

9 Al right. Mchael, if we could go to the

10 next slide, which | believe is our next to | ast

11 slide.

12 Shoul d the Comm ssion consider nodifications
13 to increase use of the utility reserve fund rul e?
14 Now, | noticed there was sonme conments about
15 this earlier, and we would | ove to hear from fol ks
16 what the Conm ssion should do to nake this fund

17 nore usable. Any comments?

18 MR FRIEDVAN. | will just, I know M ke --

19 he's -- Mke will say nost of what | amgoing to

20 say, but when you adopted that rule -- and | am not
21 going to say | told you so, but when | participated
22 in that, you could tell that it was never going to
23 get used because the arduous requirenents, and you
24 are asking -- the reserve fund is going to apply to
25 the smallest utilities. It's not going to apply to
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1 t hese people sitting here. |It's going to apply to
2 the small guy. And -- and you are putting
3 requi renments on themthat it would be hard for the
4 bi g conpanies to nmake, and so as a result, nobody
5 has ever used it.
6 And so | think what you need to do is to get
7 i nput frompeople |ike Mke, that's got a small --
8 that's got a small -- a bunch of small utilities
9 and woul d use it, and other people, other smaller
10 utilities, and let's see what is it about the rule
11 that makes it inpossible to be able to use.
12 Because there is so nuch reporting.
13 And, you know, these conpanies don't have
14 separate people for doing all of that kind of work.
15 They are small conpanies. It's nomand pops. They
16 do it thenselves. They are everything. And you
17 can't ask themto all of a sudden start doing al
18 of this recordkeeping, all of this financial stuff,
19 all of this financial filings, it doesn't work for
20 those snall conpanies, and that's why they just
21 don't -- they didn't apply for it.
22 And so | think there is -- sonebody that needs
23 to sit down with those -- wth those affected
24 parties and say, |ook, what is it about this rule
25 Is a problem and how can we fix it and still
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1 protect the integrity of what we are trying to do?
2 MR CICCHETTI: M. Smallridge.
3 MR, SMALLRIDGE: M chael Smallridge, Florida
4 Utility Services.
5 You know, one of the highlights of ny career
6 was bei ng appointed by the Governor to represent
7 Class Cutilities on the study comm ssion. And as
8 Gary Wllians said earlier -- and | didn't realize
9 himand | were the last two guys standing that were
10 on that commission that are still around today.
11 As we traveled the state and tal ked to
12 different fol ks, and people, and what have you, all
13 these things come up. And | can tell you with 100
14 percent certainty, the idea of the utility reserve
15 fund as we nmanaged it, and as we were running
16 around, by the tinme it got to the Legislature --
17 and | had talked to the different Senators and
18 Representatives about it, and it was great. But by
19 the time it got back around to the Comm ssion and
20 the rule was made, it was a conpletely different
21 ani mal .
22 What we envi sioned on the study commttee, and
23 what we had told the Florida Legislature that when
24 they were -- when they were passing it, was that we
25 envisioned a -- mainly for Cass Cutilities, but
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1 it was a way to try to be proactive and get ahead

2 of the gane. Let ne create a small savings

3 account, or sonething that | need to replace down

4 the road that |I know. For exanple, maybe a fire

5 hydrant, so | can get ahead of the gane, and not

6 have to go through all of this.

7 | use the exanple of a fire hydrant because,

8 you know, it today's world, you pay $5,000 to

9 $6, 000 to have a fire hydrant installed or instal
10 it yourself and | get to recoup that noney over 50
11 years in a Cass Cutility. It doesn't namke any
12 sense. It's a nonstarter.

13 So the thought was, let's be proactive. Let
14 nme collect that noney -- | know | got to replace a
15 fire hydrant in whatever years. Let ne coll ect

16 that noney now, put it in a savings account, put a
17 line itemon ny annual report how nuch noney is

18 this that account, and at the proper tinme cone back
19 to the Comm ssion and say, Commi ssion, | have

20 $5, 000 earmarked for a fire hydrant replacenent of
21 this utility, there is X anmount of dollars in the
22 bank, | want to take it out and use that.

23 It was just designed to be so sinple and so
24 hel pful. And like |I say, by the tinme it got

25 actually around to being nmade a rule, it just --
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1 Marty is right, it was -- just not going to using
2 it. It's too conplicated.
3 Now, for sonebody |ike nyself that has
4 consol i dat ed conpani es, and maybe has a little bit
5 nore staff avail able, you know, maybe it can be
6 made a | ot easier. But thereis alot -- thereis
7 still a lot of these nomand pop utilities around
8 that these people just aren't going to do it. They
9 don't have the resources. They don't have the
10 know edge.
11 And | think it's a great tool, and | have
12 actual ly never heard anybody say anythi ng bad about
13 it. But that was -- that was the concept behind
14 it, and I would really encourage you, because |
15 would i ke to use it and, you know, in different --
16 in different scenari os.
17 So | wanted to nmake that comment. Thank you.
18 MR, CICCHETTI: M. Smallridge, is there any,
19 let's say, one thing that you would think would be
20 the best to nake it sinpler that would make it nore
21 usabl e?
22 And you don't have to cone up with it now In
23 t he post-hearing comments, you know, if you could
24 submt what you think would be best for nmaking it
25 nore usable, we would appreciate that.
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1 MR, SVALLRIDGE: Well, the first thing -- of
2 course, it's been a |lot of years since we had those
3 original discussions. | can go back and | ook at ny
4 notes and see what the -- what our original
5 t hought s were.
6 | think it -- alot of it gets down to the
7 accounting rule, and having to add in depreciation,
8 and all the math and regul atory stuff that cones
9 along with it. It just -- in order to get -- in
10 order to get Class C owners, the nom and pops, the
11 smal | systens, the nobile honme parks |ike has been
12 tal ked about here all day, you got to be make it --
13 you got to nmake it easy. But it's got to work for
14 the Comm ssion too. | get that. There is both
15 sides to that argunment. But | think it's -- |
16 think it's too regulatory and burdensone now.
17 MR. CI CCHETTI: Ckay. Well, thank you very
18 much for your comrents.
19 Any ot her comments on the utility reserve
20 fund?
21 Al right. That brings us --
22 M5. CLARK: Mark, | just have an overal
23 comment that | think -- we think the rule is too
24 burdensone to use, not that | think the conpany I
25 represent would be interested in it, but |I think it
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1 is -- serves as an exanple of a cautionary tale,
2 that here was a good idea, | think, that was
3 rendered unusabl e by regul atory requirenents.
4 And | had the privilege of practicing with
5 Mary Anne's dad, Bill Birchfield, and he nade a
6 comment one tine that we have all the regulatory
7 oversi ght our custoners can afford. And | think
8 you need to keep that in mnd, as you go through
9 any rul e-making you mght, is the cost of what we
10 are doing to the benefit of the custoners? And how
11 can we focus on those things that are material and
12 nmake a material difference in rates?
13 MR, CI CCHETTI: Thank you.
14 MR, FLETCHER | just got one |ast conment,
15 and maybe it's to Troy or Lila.
16 In those states that have the nechani sns,
17 whenever they were proffered to the |egislatures
18 there, were there any requests for the conm ssions,
19 the state comm ssions to have nore FTEs for
20 oversi ght of such a nmechani sn?
21 M5. JABER | -- so first, they weren't
22 necessarily all legislative, right? Just like
23 we' ve done here in gas, sone were probably
24 i npl emented by orders. And | don't -- wthout
25 going state by state, we would have to pull up, you
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting (850)894-0828 Reported by: Debbie Krick



222

1 know, any legislation to see if they cane with
2 FTEs, but, yeah --
3 M5. BALLOU: | don't know that offhand, but we
4 could ook into it.
5 MR, FLETCHER  Ckay.
6 MR, RENDELL: Yeah, | don't know that offhand
7 ei t her.
8 | don't envision that every single utility is
9 going to use a nmechanism | just think it's a good
10 nmechani smto get the needed infrastructure and the
11 repl acenents that's required, and | essen rate shock
12 to the custoners.
13 MR, CI CCHETTI: Thank you.
14 All right. Mchael, if you could go to our
15 | ast slide, and this is just other topics for
16 di scussi on.
17 Does anyone have any ot her thoughts, ideas or
18 comments that they would like to nmake with regard
19 to this workshop today?
20 MR, RENDELL: | just have a couple real brief.
21 | know the day is getting |ate.
22 My Appendix B is for the fair market val ue
23 | egislation that's currently filed with the
24 | egislation -- Legislature. Sorry, it's getting
25 |ate. You know, we support that. The only
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1 qguestion | brought in was the nunber of the
2 exi sting 10,000 custoners. That would be the
3 hi ghest in the United States. | think the highest
4 right now is 8, 500.
5 There is other restrictions in different
6 states. Like it's only allowed for a Aor B --
7 Class Aor B. | encourage, again, read through it.
8 It's a very good paper that NRRI did, because, you
9 know, at sone point, the Comm ssion is probably
10 going to be asked by the Legislature to cone up and
11 give the conmments. So this would give you pros,
12 cons, analysis. They acknow edge that it's
13 relatively new legislation in different states.
14 But in that wite-up, it also has DI SC | egi sl ati on,
15 riders to ROE
16 The only other thing that | want to bring up,
17 and this is, | guess, ne asking the Comm ssion for
18 hel p. You know, Lila nentioned, you know, there is
19 tremendous anount of funding. Funding, funding,
20 funding for infrastructure. Yes, for cities and
21 counti es and governnents, not for |COUs.
22 W have -- there is very few, maybe one or two
23 that I know of. You know U. S. Water's nmj or
24 busi ness is governnents. W run cities, counties
25 -- we help cities, counties states, federal
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1 governnent. W are successful in getting ful
2 grants for these cities and counties, but if one
3 QU tries to ask for a dine, they say no.
4 So we have tried to educate DEP that the
5 owners don't benefit fromthat. The custoners
6 benefit 100 percent. So if there is this a new
7 plant, or there is sonething that needs to be done
8 and the funding conmes fromthe state, we don't earn
9 on that, but the custoners also don't pay on that.
10 It's CAC
11 There is this msconception at sone of these
12 agency that, you know, if it's a private owned,
13 well, they are going to take that noney and go to
14 the Bahamas. Well, that doesn't happen.
15 So, you know, we ask for your help to talk to
16 DEP, I wanted to nention this, to try to educate
17 themthat this benefits the utilities that the
18 Conmmi ssion regul ates. Yes, it benefits cities and
19 counties, but it's not helping any 10OU. You know,
20 we face that battle every day, so, you know, that's
21 just case in point | wanted to nake.
22 MR CICCHETTI: And are you tal king about
23 envi ronnmental grants?
24 MR, RENDELL: Well, there is grants. There is
25 | ow i nterest |oan, but nostly the grants. Those --
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1 the water managenent district has different grants,
2 DEP has trenendous anount of grants for different
3 -- different policies and practices, but
4 unfortunately, when we try to go to themas an
5 i nvestor-owned, they are, like, we are basically
6 shut down. It has to be -- to have all of these
7 different requirenents that basically shuts us out
8 of the whol e process.
9 MR, CI CCHETTI: Ckay. Anyone el se?
10 MR, FRIEDVMAN: Mark, | -- and | won't
11 reiterate nmy little nitpicky ones. | wll put them
12 In a post-hearing, but, yeah, getting rid of paper
13 filings. W still have way too many paper filing
14 requi renents that are unnecessary.
15 We are still giving notices in newspapers of
16 di fferent proceedings at the Comm ssion. And |
17 thi nk even the Legislature passed sone bill that
18 cities and states don't have to publish notices in
19 newspapers anynore. You know, that -- people,
20 ot her than nyself, people don't read newspapers,
21 you know, real newspapers anynore.
22 There is also a requirenent that, on a
23 territory extension, you give notice to everyone of
24 your custoners of a territory anmendnent no natter
25 how smal |, and that's an expensive proposition for
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1 a conpany. W have been asking for waivers, and
2 typically we've gotten the rule waivers fromall of
3 that, but that's tinme and energy and effort because
4 the utility, the staff and nyself to have to go
5 t hrough that process.
6 And so, you know, if we are |ooking at maybe
7 updati ng sone rul es, maybe one of them woul d be,
8 you know, why did we put that requirenment to notify
9 everybody, all 34,000 custoners, if we are adding,
10 you know, 100 custonmers to a service area?
11 And some other really mnor stuff that | wll
12 just put in witing. It doesn't deserve everybody
13 havi ng ne nitpick about ny pet peeves.
14 MR. CI CCHETTI: Thank you, Marty.
15 Jar ed.
16 MR. DEASON. | just have one comment, and this
17 goes back to a limted proceeding I filed several
18 years ago, actually before a consolidated rate
19 case, and what gets ne is there is no tine certain
20 for alimted proceeding.
21 | know t he Commi ssion has had success in doing
22 t hese, and processing themvery quickly, but not
23 for nmy conpany. The last tine | did one, it took
24 | onger than a fully litigated rate case. And |
25 don't think -- in my opinion, there is no reason
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why it should take that long. So | would like to
see a reasonable anount to be placed, and a tine
certain to process a |limted proceeding.

MR, ClI CCHETTI: Thank you, Jared.

Anyone el se?

Al right. W started the day --

MR. SMALLRIDGE: | have one.

MR, CI CCHETTI: OCh, M. Smallridge.

MR, SVMALLRI DGE: Thank you. | will be brief.

| have a couple of things here that | don't
know i f the Comm ssion has jurisdiction to do this
-- sone of this stuff. It may be inactive with the
Florida Legi slature and maybe you don't want to do
it, but this is nore operational day-to-day things.

Cust oner deposit refunds. Two years ago |
wote a check, a custoner deposit refund check for
ei ght cents. | photo copied it. It hangs on ny
desk.

| think the answer to that is -- | am not
trying to deceive any custonmer of noney that their
deposit that's due to them But what ends up
happening is that a | ot of cases | have to refund
back to the custoners, it costs nme nore to send
themtheir refund check. And so | didn't know if

It was possible to put -- ny suggested solution is
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1 put a -- sone kind of a limt on how nuch we have

2 to refund, or allow ne to charge sone ki nd of

3 adm ni strative fee that covers the cost.

4 In ny office, we -- ny accountant prepares the

5 checks, custoner refund checks, and I -- we send

6 themout. W put a stanp on them Sonebody puts

7 themin an envel ope. They get mailed back. And we

8 did alittle experinent for one nonth, so just as

9 internal, and we figured out, you know, a custoner
10 noves, they nove to the next address, sonetines the
11 mai | doesn't always work, and actual ly about

12 one-third of them cone back to the office. And I
13 get these little yellow tags the Post Ofice puts
14 on that says, unable to forward, or it gives a new
15 address. And so the ones with the new address, ny
16 staff takes them back. We put themin a different
17 envel ope, readdress them put a stanp on them nai
18 it back out. But what ends up happening is the

19 custonmers that are currently active in the system
20 end up paying for all of that.

21 So like | say, if we could -- if we could

22 recover sone of those costs, either limt the

23 anmount, or put sone kind of admnistrative fee in
24 t here.

25 The other thing was, ne and ny staff did one
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day -- and | woul d encourage who doesn't believe to
do for thenselves. W got on the internet and we
| ooked about -- people in ny office, ny staff live
in different areas, and | asked them | said, it
revol ves around these honeowners that rent their
properties out, the renters skip town and | eave.
The utility has to pay the bill, which eventually
cones back to existing custonmers. And we started
| ooki ng on websites and calling other utilities,
and | have conme to the conclusion that virtually
every other utility in the state, city, county,
co-op, whatever, besides utilities that are
regul ated by the Florida Public Service Comm ssion
hol d the property owners responsi ble for tenants
that are skipping out on bills. [It's there. I
have done it.

| am part of a Pasco County Utilities, and
when you do the application, there is a thing on
there that says, you know, if you rent your house
out, you are responsible.

| actually own the first house that | ever
bought. It's -- it's in Floral Gty, Florida, the
Floral City Water Association. They are a private
nonregqul ated system And | recently had to pay

$142 water bill because ny tenant skipped out.
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1 So | amjust saying | think it's time for the
2 Comm ssion to catch up on those, because virtually
3 every other utility in the state does it in sone
4 way or manner.
5 MR CICCHETTI: Ckay. Do you have a
6 recommendation for a de mnims anount that you
7 woul dn't have to nmake a refund for?
8 MR, SVMALLRIDGE: W actually figured it up
9 kind of roughly in our heads. By the tinme we nail
10 themout, | think it should be $3 to $4. | nean, |
11 can't -- we actually tried to do it for a couple of
12 nonths, and there is really not a whole | ot of
13 consi stency there. Sonetinmes you get nore back in
14 the mail and you don't have to remail them back
15 out. But, you know, it's the staff tine. So it's
16 kind of a difficult thing to cal cul ate.
17 But if you think about it from an
18 adm ni strative fee that | don't have to refund,
19 whi ch woul d be ny preferred way to go, | could
20 cal cul ate sonme costs, cost of an envel ope, a couple
21 of stanps, you know, staff tinme doing this stuff.
22 You know, even sonebody |ike sonme of these guys
23 that have tens of thousands of custoners, | can't
24 speak to their experience because it may be worse.
25 | nean, | don't have a |l ot of custonmers, so we
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don't do this a whole lot. It's just the fact that
you have got to sign a check for $1.56 or $3. 25,
mail it out to the custoner, get it back, put
another stanp on it, and we -- we usually get -- we
were kind of doing our own little internal

I nvestigation. There is about anywhere fromtwo to
four checks a nonth that we send back out that are
undel i verabl e, and what do you do with then? W
have no forwardi ng address. So then the accountant
has to go back and, you know, go through the
procedure. So it's just -- it's tedious.

MR ClI CCHETTI: Ckay. Thank you very nuch.

MR, RENDELL: Mark, real quick --

MR, CI CCHETTI: Ckay.

MR. RENDELL: -- and | prom se hopefully this
w il be the | ast one.

It's to the second point that M ke brought up,
and | 1,000 percent agree with him Back years
ago, when | was on staff, we were beginning to | ook
at that, tenants and, you know, honeowners. And
unfortunately, we had high workl oad and | ow
staffing, and it kind of dropped off. And that was
back in -- a long tine ago.

Anyway -- but we have the sane issue. W very

tenants running up $2,000 bills, $3,000 bills and
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1 skip town, or they nove to another address. W try
2 to catch those where they put it n their
3 boyfriend's nanme, or girlfriend s nane, whatever.
4 It's a huge problem And he is right, there is
5 other -- we also run -- U S Witer runs FGUA, which
6 is one of the |largest water and wastewater
7 providers in the state of Florida. They do the
8 exact sanme thing. They hold the homeowner
9 account abl e.
10 So | urge the Conmission to | ook into that,
11 because it's costing a | ot of noney and bad debt,
12 whi ch the other ratepayers pay for who do pay their
13 bills. There should be sone kind of nmechanismto
14 hol d the | andlord or the honmeowner accountabl e when
15 their tenants run up $2,000 or $3,000 bills and
16 don't pay.
17 MR. ClI CCHETTI: Thank you, Troy.
18 MR, DEASON. | was just going to speak to your
19 qguesti on about the de mnims costs that you asked
20 M. Smallridge. It sounds to ne |like a |ot of
21 those admi nistrative costs are very simlar to when
22 | process a |ate paynent charge, and | think the
23 cost is right around $7. So | was just wanting to
24 throw that out there.
25 MR, CI CCHETTI: Ckay. Thank you, Jared.
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1 Al right. W started the day tal king about a
2 time period for postworkshop comments, and | would
3 like to hear from everybody on what anount of tine
4 they think they need, but let's start wth M.
S Rehwi nkel .
6 MR, REHW NKEL: Yes, Mark, a couple of
7 prefatory remarks to the schedul e concept | am
8 going to throw out there.
9 W started off sort of, | would say, in
10 negative frame of mnd. W listened to everybody
11 today. | think that the Comm ssion does possess
12 the ability to make sone changes that wll be
13 beneficial to the custonmers and will provide
14 positive incentives to the utilities and other
15 i nvestors. W want to engage in a dialogue. W
16 don't want to be naysayers. W wll be
17 constructive in this process.
18 | woul d ask that you consider doing this, is
19 have an initial round of comments and ask for
20 proposal s, concrete proposals, and then have a
21 round where people can comment on those proposals
22 if they like, and then let's conme back and do
23 sonething like this again, because this is
24 constructive.
25 | nean, we listened to the conpanies. They
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1 have told -- they have said things to us that
2 resonated, that, yes, nmaybe there is sonething that
3 can be done. O course, | amgoing to throw out ny
4 stake position, and |I think sonme of these folks
5 have thrown out their stake position.
6 | amalso willing to sit down and tal k and
7 negotiate if they want to do that. | say I. |
8 think the Ofice of Public Counsel is willing to do
9 that. And maybe, if people are willing to hit
10 si ngl es and doubl es and not grand-slans, we can
11 wor k sonet hing out within the Comm ssion's process
12 that wll be worthwhile.
13 | just throw that out there. | think that way
14 this can be a constructive process and not a
15 conbati ve one.
16 MR. CICCHETTI: GCkay. Anyone would like to
17 comment on M. Rehw nkel's commrents?
18 Heari ng none. M. Rehw nkel, this first round
19 of coments -- and we could tal k about whether we
20 -- well, let me explain what we were thinking.
21 W -- this is a process, and we wanted to have
22 this workshop to neet the Comm ssion's goals of
23 comng up with ways to i nprove and incent
24 infrastructure investnent. So we thought we woul d
25 ei t her have anot her workshop foll ow ng the
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1 comments, or perhaps put together some solid
2 proposals and vet those. W can do it however
3 everyone thinks is the best way to go. But we
4 certainly want at least a first round of coments,
5 and then maybe they coul d be addressed in the
6 subsequent proceedi ng, or you are saying respond to
7 everyone's conmments.
8 MR, REHW NKEL: If | could anend ny proposal,
9 is maybe to do what | suggested, but between the
10 next get-together, if we have one, and the reply
11 comments, is the staff put sonething and take, you
12 know, say what you think nmaybe are sone things that
13 peopl e ought to consider taking forward. | don't
14 -- | suspect you are not going to propose
15 everything up there and have a conprehensive do
16 this. Maybe you will. But maybe the staff could
17 be a narrowing -- you know, you could apply your
18 experti se and say, hey, we have | ooked at this, we
19 have | ooked at this, and how about we put this out
20 there as a strawman, and then we coul d conme back
21 and we can tal k about that?
22 MR CICCHETTI: That's what we were
23 cont enpl ati ng.
24 MR, REHW NKEL: Ckay. So three -- maybe three
25 or -- so | would suggest four -- three weeks, then,
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1 woul d be fine to have an initial round. And then
2 maybe two weeks to have replies, if that works.
3 And then you guys put sonething out, and then you
4 conme up with a tine where we do this again. And we
5 will participate full -- full bore.
6 MR, CI CCHETTI: Any comments about that tine
7 peri od?
8 M5. CLARK: You know, | don't disagree with
9 the notion of having what | will call reply
10 comments. | just wonder if, given how nmany we
11 woul d need -- would cone in initially, would it
12 nmake sense to give three weeks for the replies as
13 wel | 7 Because you want to di gest what fol ks have
14 sai d.
15 | mean, a | ot of us already know, you know,
16 what we want to enphasize in posthear --
17 post wor kshop comments, but we don't know what ot her
18 peopl e are going to propose, and it may take a
19 while to review those.
20 MR, CI CCHETTI: WMark, do you have any of
21 preferences?
22 MR, FUTRELL: | don't. | think -- | would
23 just suggest that | think it would be hel pful. |
24 think it's Doug and Mark's intention that we follow
25 the questions, that your comments be structured
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1 along the lines of the questions. Certainly that

2 shouldn't Ilimt anything you want to say and expand

3 upon, but | think that will help us kind of keep

4 t hi ngs organi zed.

5 And al so maybe, if we are going to have a

6 notion of reply comments, that will allow everybody

7 el se to kind of have a focus on what they are

8 reading and reply to it appropriately.

9 So that would be ny only request, is that we
10 follow the questions, at |east a | oose structure of
11 those on your comments. But the idea of three
12 weeks for reply, |I don't have a problemw th that.
13 MR, REHW NKEL: | support that. | think it's
14 actually a better idea than | had.

15 MR CICCHETTI: And that is we are going to

16 have three weeks for comments and then three weeks
17 for reply cooments? 1s everyone fine with that?

18 MR BRISE: So, no. W were -- we were

19 thinking that if we had a nonth for the initial

20 coments, right? And then three weeks for the --
21 for the reply woul d be good.

22 MR CICCHETTI: Well, I amfine with that.

23 Everyone fine with that?

24 MR. REHW NKEL: Yeah.

25 MR, CICCHETTI: Ckay. So we will go wth four
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1 weeks for initial comments, and then three weeks
2 for reply comments, and then staff wll be back in
3 touch with how we think we should proceed from
4 t here.
5 Agai n, on behalf of the Comm ssion, thank
6 you - -
7 M5. HELTON. Mark. Mark. Mark. Let's
8 just -- let's put the dates out there so we are not
9 having to -- you know, everybody's calendar is
10 di fferent.
11 MR, CI CCHETTI: Ckay.
12 M5. HELTON: So that makes it March 1st for
13 the initial round, and March 22nd for the reply
14 round.
15 MR, CI CCHETTI: Thank you, Mary Anne.
16 M5. HELTON: Is everybody good with that?
17 MR. REHW NKEL: Yep.
18 MR, CICCHETTI: | want to thank everyone. |
19 think we had a very useful, beneficial workshop.
20 Everyone travel safe, and thank you again for
21 com ng.
22 (Proceedi ngs concl uded.)
23
24
25
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